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Mr. G i l b e r t P. Quintana 
Examiner 
O i l Conservation D i v i s i o n 
State Land O f f i c e Bldg., Room 206 
P. 0. Box 2088 
Santa Fe, New Mexico 87501 

RE: Case No. 8606 ' -

Dear Mr. Quintana: 

Enclosed i s a proposed form of Order. 

Paragraphs ( l ) - ( 5 ) of the Findings p o r t i o n are s i m i l a r t o p r o v i s i o n s 
found i n most orders entered i n compulsory p o o l i n g cases. Paragraph 
(6) describes the Operating Agreement dated January 16, 1951, as 
modified by the M o d i f i c a t i o n of Operating Agreement dated 
December 15, 1954, which we b e l i e v e govern the r i g h t s and 
o b l i g a t i o n s of Doyle Hartman and the other i n t e r e s t owners, 
i n c l u d i n g our c l i e n t M a r i l y n A. T a r l t o n , Trustee. Paragraphs 
(7) -(10) describe some of the p r o v i s i o n s of the Operating Agreement 
and the M o d i f i c a t i o n which are i n c o n s i s t e n t w i t h those Mr. Hartman 
seeks t o impose upon Mrs. T a r l t o n and the other i n t e r e s t owners. 
F i n a l l y , Paragraph (11) recognizes t h i s inconsistency and st a t e s 
t h a t i f the Operating Agreement and the M o d i f i c a t i o n govern the 
r i g h t s and o b l i g a t i o n s of Mr. Hartman and the other i n t e r e s t owners, 
an order entered i n t h i s Case would have no e f f e c t upon such r i g h t s 
and o b l i g a t i o n s . 

Consequently, Paragraph (1) of the Ordering p o r t i o n of the proposed 
Order provides t h a t no f u r t h e r order w i l l be entered unless an 
appropriate c o u r t determines or Mr. Hartman and Mrs. T a r l t o n agree 
t h a t the Operating Agreement and the M o d i f i c a t i o n do not govern 
t h e i r r i g h t s and o b l i g a t i o n s . Paragraph (2) of the Ordering p o r t i o n 
provides f o r the r e t e n t i o n by the D i v i s i o n o f j u r i s d i c t i o n f o r the 
entry of f u r t h e r orders. 
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I w i l l be happy t o discuss the enclosed form o f Order w i t h you, 
Mr. Taylor, or Mr. Carr. 

Very t r u l y yours, 

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

Mark K. Adams 

MKA/gld 

Enclosure 

cc: Mr. and Mrs. T a r l t o n 
W i l l i a m F. Carr, Esq. 
J e f f e r y S. Taylor, Esq. 



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 Gil b e r t P. Quintana. 

NOW, on t h i s day of , 1985, the Division 
Director, having considered the testimony, the record, and the 
recommendations of the Examiner, and being f u l l y advised i n the 
premises, 

FINDS THAT: 

(1) Due public notice having been given as required by law, 
the Division has j u r i s d i c t i o n of t h i s cause and the subject matter 
thereof. 

(2) The applicant, Doyle Hartman, seeks an order pooling a l l 
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 i n 19 51 i n the 
proposed proration u n i t and continues to produce therefrom. 

(4) The applicant proposes to d r i l l the E. E. Jack Well 
No. 5 at a standard location i n the proposed proration u n i t . 

(5) There are i n t e r e s t owners i n the proposed proration u n i t 
who have not agreed to pool t h e i r i n t e r e s t s . 

(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 i n the proposed proration 
un i t who has not agreed to pool her interests therein, contends 
that a l l of the respective r i g h t s 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 r i g h t s 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 i n t h i s cause. Howard Hogan, R. Olsen and 
Herbert J. Schmitz are predecessors i n t i t l e to the proposed 
proration u n i t to the applicant. F. D. Lortscher i s a predecessor 
in t i t l e to the proposed proration u n i t to Tarlton. 

(7) Section 5 of the Operating Agreement provides that i f 
one party owns a majority i n in t e r e s t i n the proposed proration 
u n i t , no additional well s h a l l be d r i l l e d thereon without the 
consent of such majority owner "and at least one other party." 
The applicant owns a majority i n i n t e r e s t i n the proposed 
proration u n i t and wishes to d r i l l an additional w e l l thereon, but 
neither Tarlton nor any other i n t e r e s t owner has consented to the 
d r i l l i n g of such additional w e l l . 

(8) Section 5 of the Operating Agreement also provides that 
any working i n t e r e s t owner who does not consent to the d r i l l i n g of 
an additional w e l l s h a l l have withheld from his share of produc­
t i o n from the we l l an amount equal to twice the amount of the 
costs and expenses of d r i l l i n g and completing the additional w e l l , 
to the extent that such costs and expenses are usual and 
necessary, and that after such amount has been withheld, "such 
well s h a l l be and become subject to a l l of the terms and p r o v i ­
sions of t h i s [Operating] agreement with the same force and l i k e 
e f f e c t as though i t had been d r i l l e d with the consent of a l l 
parties hereto." 
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(9) Section 14 of the Operating Agreement provides that the 
owners of a majority of the working i n t e r e s t i n the o i l and gas 
lease covering the proposed proration u n i t may terminate the 
Operating Agreement by giving Operator 60 days notice of th e i r 
i n tention to do so, and that i f they do so, they w i l l "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 i n t e r e s t i n said lease, and contends that 
he has given such notice. Tarlton contends that i t 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 I I of the Modification of Operating Agreement 
provides for a monthly overhead charge by Operator of $25 per 
w e l l , and Section I I I of the Modification of Operating Agreement 
provides for a " f l a t charge" by Operator of $75 "per month to the 
lease." Thus, i f there were two wells operating on the proposed 
proration u n i t , 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 i n t h i s cause. The applicant and Tarlton 
further agree that i f the Operating Agreement and the Modification 
of Operating Agreement govern t h e i r respective r i g h t s and 
obligations, an order entered i n t h i s cause would have no e f f e c t 
upon such r i g h t s and obligations. 

IT IS THEREFORE ORDERED THAT: 

(1) No further order w i l l be entered i n t h i s cause unless 
and u n t i l i t i s determined by a court with j u r i s d i c t i o n over the 
parties and the subject matter or i t i s agreed by the applicant 
and Tarlton that the Operating Agreement and the Modification of 
Operating Agreement do not govern t h e i r respective r i g h t s and 
obligations with respect to the proposed proration u n i t . 

(2) J u r i s d i c t i o n of t h i s cause i s retained for the entry of 
such further orders as the Division may deem necessary. 
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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 E A L ) 
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CAMPBELL 8 BLACK, P.A. 
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M I C H A E L B . C A M P B E L L 
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July 31, 1985 

Mr. G i l b e r t Quintana 
Hearing Examiner 
O i l Conservation D i v i s i o n 
New Mexico Department of 
Energy and Minerals 

State Land O f f i c e B u i l d i n g 
Santa Fe, New Mexico 8 7501 

Re: Case 860 6: A p p l i c a t i o n of Doyle Hartman f o r 
Simultaneous Dedication and Compulsory Pooling, 
Lea County, New Mexico. 

Dear Mr. Quintana: 

Enclosed please f i n d the proposed Order of Doyle 
Hartman i n the above-referenced case. 

Also enclosed, pursuant t o your request, are two 
Operating Agreements" which r e f l e c t c u r r e n t overhead charges 
and costs f o r s i m i l a r types of w e l l s i n the same area. 

I f you need anything f u r t h e r from Mr. Hartman, 
alease l e t me know. 

W i l l i a m F. Carr 

WFC/cv 
enclosures 



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: 

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 f o r hearing at 8 a.m. on July 2, 1985, at 
Santa Fe, New Mexico, before Examiner G i l b e r t P. Quintana. 

NOW, on t h i s day of J u l y , 1985, the D i v i s i o n D i r e c t o r , 
having c o n s i d e r e d the t e s t i m o n y , the r e c o r d , and the 
recommendations of the Examiner, and being f u l l y advised i n the 
premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been g i v e n , as r e q u i r e d by 
lav/, the D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the s u b j e c t 
matter t h e r e o f . 

(2) The a p p l i c a n t , Doyle Hartman, seeks an order pooling 
a l l mineral i n t e r e s t s from the surface t o the base of the Jalmat 
f o r m a t i o n u n d e r l y i n g the NW/4 of Section 8, Township 24 South, 
Range 37 East, N.M.P.M., Lea County, New Mexico, w i t h i n t h i s 
p r e v i o u s l y approved non-standard 160-acre gas spacing and 
p r o r a t i o n u n i t . 

(3) The a p p l i c a n t proposes t o d r i l l i t s E.E. Jack No. 5 
Well a t an orthodox l o c a t i o n i n U n i t D of s a i d S e c t i o n 8 and 
s i m u l t a n e o u s l y d e d i c a t e t h i s w e l l and the E.E. Jack No. 1 Well 
which i s l o c a t e d i n U n i t E of s a i d S e c t i o n 8 and i s c u r r e n t l y 
producing gas from the Jalmat formation. 

(4) There i s a d i s p u t e between the a p p l i c a n t and o t h e r 
i n t e r e s t owners i n the u n i t c o n c e r n i n g whether or not a 1951 
Op e r a t i n g Agreement c o v e r i n g the s u b j e c t acreage remains i n 
ef Eect. 

Case No. 8606 
Order No. R-
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(5) I f t h a t 1951 Operating Agreement remains i n e f f e c t , the 
r i s k f a c t o r t o be a p p l i e d a g a i n s t any nonconsenting i n t e r e s t 
owner i n the proposed Hartman w e l l would be 100% (paragraph 5 of 
1951 J o i n t Operating Agreement). 

(6) Whether or not the 1951 Operating Agreement remains i n 
e f f e c t r e quires an i n t e r p r e t a t i o n of the c o n t r a c t i t s e l f and i s a 
matter outside the j u r i s d i c t i o n of the O i l Conservation D i v i s i o n . 

(7) Applicant presented evidence which established t h a t the 
d r i l l i n g of an a d d i t i o n a l w e l l i n the NW/4 of said Section 8 i s 
necessary t o produce the r e s e r v e s under t h a t t r a c t t h e r e b y 
p r e v e n t i n g the waste of n a t u r a l gas and p r o t e c t i n g the 
c o r r e l a t i v e r i g h t s of the i n t e r e s t owners t h e r e i n . 

(8) To assure t h a t a l l i n t e r e s t s i n the NW/4 of s a i d 
Section 8 are pooled or o t h e r w i s e committed t o the a d d i t i o n a l 
w e l l proposed by the a p p l i c a n t , t o a v o i d the d r i l l i n g of 
unnecessary w e l l s , t o p r o t e c t the c o r r e l a t i v e r i g h t s , t o p r e v e n t 
waste, and a f f o r d t o the owner of each i n t e r e s t i n said spacing 
or p r o r a t i o n u n i t the o p p o r t u n i t y t o recover without unnecessary 
expense i t s j u s t and f a i r share of hydrocarbons underlying the 
subject u n i t , t h i s a p p l i c a t i o n should be approved by p o o l i n g a l l 
mineral i n t e r e s t s , whatever they may be, w i t h i n said u n i t . 

(9) The a p p l i c a n t should be d e s i g n a t e d o p e r a t o r of the 
subject spacing u n i t i n the Jalmat formation. 

(10) Any non-consenting w o r k i n g i n t e r e s t owner should be 
aff o r d e d the o p p o r t u n i t y t o pay h i s share of estimated w e l l costs 
to the operator i n l i e u of paying h i s share of reasonable w e l l 
costs out of production. 

(11) Any non-consenting working i n t e r e s t owner who does not 
pay h i s share of estimated w e l l costs should have w i t h h e l d from 
p r o d u c t i o n h i s share of the reasonable w e l l c o s t s p l u s an 
a d d i t i o n a l 200% t h e r e o f as a reasonable charge f o r the r i s k 
involved i n the d r i l l i n g of the subject w e l l . 

(12) Any non-consenting working i n t e r e s t owner s h o u l d be 
a f f o r d e d the o p p o r t u n i t y t o ob j e c t t o the a c t u a l w e l l costs but 
t h a t a c t u a l w e l l costs should be adopted as reasonable w e l l costs 
i n the absence of such o b j e c t i o n . 

(13) F o l l o w i n g d e t e r m i n a t i o n of reasonable w e l l costs, any 
non-consenting working i n t e r e s t owner who has p a i d h i s share of 
e s t i m a t e d c o s t s should pay t o the o p e r a t o r any amount t h a t 
reasonable w e l l c o s t s exceed e s t i m a t e d w e l l c o s t s and s h o u l d 
r e c e i v e from the o p e r a t o r any amount t h a t p a i d estimated w e l l 
costs exceed reasonable w e l l costs. 
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(14) To p e r m i t f u r t h e r development of the NW/4 of s a i d 
Section 8 and, a t the same t i m e , t o p r o t e c t the r i g h t s of a l l 
i n t e r e s t owners i n the spacing or p r o r a t i o n u n i t the r i s k penalty 
provided f o r i n t h i s order should be applied as f o l l o w s : 

(A) The o p e r a t o r should r e t a i n out of production the 
pro r a t a share of reasonable w e l l costs a t t r i b u t ­
a ble t o each non-consenting w o r k i n g i n t e r e s t 
owner who has not paid h i s share of estimated w e l l 
costs w i t h i n 30 days from the date the schedule of 
estimated w e l l costs i s f u r n i s h e d t o him. 

(B) As a charge f o r the r i s k involved i n d r i l l i n g the 
w e l l , 200% of the pro r a t a share of reasonable 
w e l l c o s t s a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t owner who has not p a i d h i s share 
of e s t i m a t e d w e l l c o s t s w i t h i n 30 days from the 
date the schedule of e s t i m a t e d w e l l c o s t s i s 
f u r n i s h e d t o him; p r o v i d e d o p e r a t o r s h a l l o n l y 
r e t a i n 100% of s a i d r i s k charges ( t h e p e n a l t y 
amount t o which o p e r a t o r would be e n t i t l e d under 
t h i s order or under the 1951 Operating Agreement, 
whichever c o n t r o l s ) and o p e r a t o r s h a l l place i n 
escrow i n Lea County, New Mexico, a sum equal t o 
100% of s a i d r i s k charges, said funds t o be paid 
t o the t r u e owner t h e r e o f upon d e t e r m i n a t i o n of 
whether the 1951 O p e r a t i n g Agreement remains i n 
e f f e c t by a court of proper j u r i s d i c t i o n . 

(15) $5,500.00 per month w h i l e d r i l l i n g and $550.00 per 
month while producing should be f i x e d as the reasonable charges 
f o r s u p e r v i s i o n (combined f i x e d r a t e s ) ; the operator should be 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each nonconsenting 
i n t e r e s t , and i n a d d i t i o n t h e r e t o , the o p e r a t o r should be 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
a c t u a l expenditures required f o r operating the s u b j e c t w e l l , not 
i n excess of what are r e a s o n a b l e , a t t r i b u t a b l e t o each non-
consenting working i n t e r e s t . 

(16) A l l proceeds from p r o d u c t i o n from the s u b j e c t w e l l 
which are not disbursed f o r any reason should be placed i n escrow 
i n Lea County, New Mexico, t o be paid t o the t r u e owner thereof 
upon demand and proof of ownership. 

(17) Upon the f a i l u r e of the operator of said pool u n i t t o 
commence r e e n t r y o p e r a t i o n s on the s u b j e c t w e l l t o which s a i d 
u n i t i s d e d i c a t e d on or b e f o r e November 15, 1985, the o r d e r 
pooling said u n i t should become n u l l and v o i d and of no e f f e c t 
whatsoever un l e s s the o p e r a t o r of s a i d u n i t o b t a i n s a time 
extension from the D i v i s i o n f o r good cause shown. 
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IT IS THEREFORE ORDERED THAT: 

(1) A l l m i n e r a l i n t e r e s t s whatever they may be from the 
surface t o the base of the Jalmat f o r m a t i o n u n d e r l y i n g t he NW/4 
of S e c t i o n 8, Township 24 South, Range 37 East, N.M.P.M. , Lea 
County, New Mexico, are hereby pooled p r e v i o u s l y w i t h i n t h i s 
approved nonstandard 160-acre gas spacing and p r o r a t i o n u n i t t o 
be simultaneously d e d i c a t e d t o the E.E. Jack No. 5 Well t o be 
d r i l l e d a t an orthodox l o c a t i o n i n Unit D of said Section 8 and 
the E.E. Jack No. 1 Well which i s l o c a t e d i n U n i t E of s a i d 
S e c t i o n 8 and i s c u r r e n t l y p r o d u c i n g gas from the Jalmat 
format i o n . 

PROVIDED HOWEVER THAT, the o p e r a t o r of s a i d u n i t s h a l l 
commence d r i l l i n g o p e r a t i o n s on said w e l l on or before the 15th 
day of November, 1985, and s h a l l t h e r e a f t e r continue the d r i l l i n g 
of s a i d w e l l w i t h due d i l i g e n c e i n a manner t h a t s u f f i c i e n t t o 
t e s t the Jalmat formation; 

PROVIDED FURTHER THAT, i n the event said operator does not 
commence d r i l l i n g o p e r a t i o n s on said w e l l on or before the 15th 
day of November, 1985, Order (1) of t h i s Order s h a l l be n u l l and 
v o i d and of no e f f e c t whatsoever, unless said operator obtains a 
time extension from the D i v i s i o n f o r good cause shown. 

PROVIDED FURTHER THAT, should s a i d w e l l not be reentered 
and completed or abandoned w i t h i n 120 days a f t e r commencement 
the r e o f , s a i d operator s h a l l appear before the D i v i s i o n D i r e c t o r 
and show cause why Order 

(1) of t h i s Order should not be rescinded. 

(2) Doyle Hartman i s hereby d e s i g n a t e d the o p e r a t o r of 
subject w e l l and u n i t . 

(3) A f t e r the e f f e c t i v e date of t h i s Order and w i t h i n 
ninety (90) days p r i o r t o commencing d r i l l i n g o p e r a t i o n s on s a i d 
w e l l , the o p e r a t o r s h a l l f u r n i s h t he D i v i s i o n and each known 
working i n t e r e s t owner i n the subject u n i t an i t e m i z e d schedule 
of estimated w e l l costs. 

(4) W i t h i n t h i r t y (30) days from the date the schedule of 
e s t i m a t e d w e l l c o s t s i s f u r n i s h e d t o him, any nonconsenting 
w o r k i n g i n t e r e s t owner s h a l l have the r i g h t t o pay his share of 
estimated w e l l costs t o the operator i n l i e u of paying h i s share 
of reasonable w e l l c o s t s out of p r o d u c t i o n , and any such owner 
who pays h i s share of e s t i m a t e d w e l l c o s t s as p r o v i d e d above 
s h a l l remain l i a b l e f o r operating costs but s h a l l not be l i a b l e 
f o r r i s k charges. 

(5) The o p e r a t o r s h a l l f u r n i s h the D i v i s i o n and each known 
working i n t e r e s t owner an itemized schedule of a c t u a l w e l l c o s t s 
w i t h i n n i n e t y (90) days f o l l o w i n g completion of the w e l l ; i f no 
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o b j e c t i o n t o the a c t u a l w e l l c o s t s i s received by the D i v i s i o n 
and the D i v i s i o n has not o b j e c t e d w i t h i n 45 days f o l l o w i n g 
r e c e i p t of s a i d schedule, the a c t u a l w e l l c o s t s s h a l l be the 
recisonable w e l l c o s t s ; p r o v i d e d however, t h a t i f t h e r e i s an 
o b j e c t i o n t o the a c t u a l w e l l c o s t s w i t h i n 45-day p e r i o d the 
D i v i s i o n w i l l determine reasonable w e l l c o s t s a f t e r n o t i c e and 
hearing. 

(6) W i t h i n 60 days f o l l o w i n g d e t e r m i n a t i o n of reasonable 
w e l l costs, any non-consenting w o r k i n g i n t e r e s t owner who has 
p a i d h i s share of e s t i m a t e d c o s t s i n advance as provided above 
s h a l l pay t o the operator h i s pro r a t a share of the amount t h a t 
reasonable w e l l c o s t s exceed e s t i m a t e d w e l l c o s t s and s h a l l 
receive from the operator h i s pro r a t a share of the amount t h a t 
estimated w e l l costs exceed reasonable w e l l costs. 

(7) The o p e r a t o r i s hereby a u t h o r i z e d t o w i t h h o l d the 
f o l l o w i n g costs and charges from production: 

(A) The pro r a t a share of reasonable w e l l c o s t s 
a t t r i b u t a b l e t o each non-consenting w o r k i n g 
i n t e r e s t owner who has not p a i d h i s share of 
e s t i m a t e d w e l l costs w i t h i n 30 days from the date 
the schedule of estimated w e l l costs i s f u r n i s h e d 
t o him. 

(B) As a charge f o r the r i s k involved i n d r i l l i n g the 
w e l l , 200% of the pro r a t a share of reasonable 
w e l l c o s t s a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t owner who has not p a i d h i s share 
of e s t i m a t e d w e l l c o s t s w i t h i n 30 days from the 
date the schedule of e s t i m a t e d w e l l c o s t s i s 
f u r n i s h e d t o him; p r o v i d e d o p e r a t o r s h a l l o n l y 
r e t a i n 100% of s a i d r i s k charges ( t h e p e n a l t y 
amount t o which o p e r a t o r would be e n t i t l e d under 
t h i s order or under the 1951 Operating Agreement, 
whichever c o n t r o l s ) and o p e r a t o r s h a l l place i n 
escrow i n Lea County, New Mexico, a sum equal t o 
100% of s a i d r i s k charges, said funds t o be paid 
t o the t r u e owner t h e r e o f upon d e t e r m i n a t i o n of 
whether the 1951 O p e r a t i n g Agreement remains i n 
e f f e c t by a court of proper j u r i s d i c t i o n . 

(8) The o p e r a t o r s h a l l d i s t r i b u t e s a i d costs and charges 
wit h h e l d from p r o d u c t i o n t o the p a r t i e s who advanced the w e l l 
costs. 

(9) $5500.00 per month w h i l e r e - e n t e r i n g and $550.00 per 
month while producing are hereby f i x e d as reasonable charges f o r 
s u p e r v i s i o n (combined f i x e d r a t e s ) ; the o p e r a t o r i s hereby 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator i s hereby 
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authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
a c t u a l e x p e n d i t u r e s r e q u i r e d f o r o p e r a t i n g such w e l l , not i n 
excess of what are re a s o n a b l e , a t t r i b u t a b l e t o each 
non-consenting working i n t e r e s t . 

(10) Any unsevered m i n e r a l i n t e r e s t s h a l l be considered a 
seven-eighths (7/8) wo r k i n g i n t e r e s t and a o n e - e i g h t h (1/8) 
r o y a l t y i n t e r e s t f o r the purpose of a l l o c a t i n g costs and charges 
under the terms of t h i s order. 

(11) Any w e l l c o s t s or charges which are t o be paid out of 
production s h a l l be w i t h h e l d o n l y from the working i n t e r e s t ' s 
share of p r o d u c t i o n , and no c o s t s or charges s h a l l be w i t h h e l d 
from production a t t r i b u t a b l e t o r o y a l t y i n t e r e s t s . 

(12) A l l proceeds from p r o d u c t i o n from the s u b j e c t w e l l 
which are not d i s b u r s e d f o r any reason s h a l l immediately be 
plac e d i n escrow i n Lea County, New Mexico, t o be paid t o the 
t r u e owner t h e r e o f upon demand and p r o o f of ownership; the 
o p e r a t o r s h a l l n o t i f y the D i v i s i o n of the name and address of 
said escrow agent w i t h i n 30 days from the date of f i r s t d e p o s i t 
w i t h said escrow agent. 

(13) J u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r the en t r y of 
such f u r t h e r orders as the D i v i s i o n may deem necessary. 

DONE a t Santa Fe, New Mexico, on t h e day and year h e r e i n ­
above designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

R. L. STAMETS 
Di r e c t o r 

S E A L 



STATE OF NEW MEXICO 

ENERGY AND MINERALS DEPARTMENT 
OIL CONSERVATION DIVISION 

TONEY ANAYA 
GOVERNOR 

August 20, 1985 POST OFFICE BOX 2088 
STATE LAND OFFICE BUILDING 

SANTA FE, NEW MEXICO 87501 
(5051 BS7-5800 

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

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

Applicant: 

Doyle Hartman 

Dear S i r : 

Enclosed herewith are two copies of the above-referenced 
Di v i s i o n order recently entered i n the subject case. 

R. L. STAMETS 
Director 

RLS/fd 

Copy of order also sent t o : 

Hobbs OCD x 
Artesia OCD x 
Aztec OCD 

Other Mark Adams 
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] OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered inio by and Kn,«,».n D o v l e H a r t m a n 

4 _ _ _ _ _ _, hereinafter designated and 

5 referred lo as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 W I T N E S S E T H : 

9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

J] Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 production of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, ir is agreed as follows: 

15 
16 A R T I C L E I . 
1"? D E F I N I T I O N S 

18 

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

20 A . The term " o i l and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 

22 B. The terms " o i l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 lying within the Contract Area which are owned by the parties to this agreement. 

24 C. The term " o i l and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which are owned by parties to this agreement. 

26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit " A " . 

29 E. The term "dr i l l ing u n i t " shall mean the area fixed for the drilling of one well by order or rule of any state or 

30 federal body having authority, l f a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Par-ties. 

32 F. The term "dr i l l s i t e " shall mean the oil and gas lease or interest on which a proposed well is to be located. 

33 G. The terms " D r i l l i n g Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 

34 any operation conducted under the provisions of this agreement. 

35 H . The terms "Non-Dri l l ing Party" and "Non-Consenting Party" shall mean a party who elects not to participate 

36 m a proposed operation. 

37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

39 singular, and the neuter gender includes the masculine and the feminine. 

40 

41 A R T I C L E I I . 

42 E X H I B I T S 

43 

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

45 f_ A. Exhibit " A " , shall include the following information: 

46 (1) Identification of lands subject to this agreement, 

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

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

49 (4) Oi! and gas leases and/or oil and gas interests subject to this agreement. 

50 (5) Addresses of parlies for notice purposes. 

51 0 B. Exhibit " B " , Form of Lease. 

52 B C. Exhibit " C " , A ccounting Procedure. 

53 H D. Exhibit " D " , Insurance. 

54 LJ E Exhibit " E " , Gas Balancing Agreement. 

55 • F. Exhibit " F " . Non Discrimination and Certification of Ncm Segregated Facilities 

56 D G. Exhibit " G " , Tax Partnership 

57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in thr bod) 

58 of this agrevmcnt, the provisions in the body of this agreement shall prevail 

59 

66 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

- 1 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 

4 A . OLI and Gas Interests: 

5 

6 1/ any party owns an oil and gas interest in the Contract Area, that interest shall lie treated for all purposes of this agreement 

7 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 

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

9 

10 B. Interests of Parties i n Costs and Product ion: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 

13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

14 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 

15 payment of royalties to the extent of o n e - e i g h t h ( 1 / 8 ) which shall be borne as hereinafter set forth. 

16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty Ls due and 

18 payable, each party entitled to receive a share of production of oi) and gas from the Contract Area shall bear and shall pay or deliver, or 

19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 

20 other parties free from any liability therefor. N o party shall ever be responsible, however, on a price basis higher than the price received 

21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royally owner should demand and 

22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 

23 such higher price. 

• 24 

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

26 

27 C. Excess Royalties, Over r id ing Royalties and Other Payments: 

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article ID.B., such pany so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parries hereto harmless from any 

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

33 

34 D . Subsequently Created Interests: 

35 

36 l i any party should hereafter create an overriding royalty, production payment or other burden payable out of production 

37 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 

38 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 

39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 

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

41 to as "burdened party"), and. 

42 

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 

44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 

45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

4C-, or parties, harmless f rom any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, al] provisions ot Article VII B shall be 

50 enforceable against tiie subsequently created interest in the same manner as they are enforceable against the working interest of 

51 the burdened party. 

52 
53 A R T I C L E I V . 

54 T I T L E S 

55 

56 A . Ti t le Examination: T i t l e i s p r e s e n t l y b e i n g e x a m i n e d a n d a c o p y w i l l be 

57 f u r n i s h e d o n r e q u e s t . 

58 Title examination shall be made on the drillsite of any proposed weli prior to commencement of drilling operations or. if 

59 die Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included.or planned lobe includ 

60 rd. in the drilling unit around such well. The opinion will include the ownership of the working lnierest. minerals, royalty, overriding 

61 rojatiy and production pavments under the applicable leases. At tiie lime a well is proposed, each party contributing leases and/or oil and 

62 £_s interests to the drilKue, or io be included in such drilling unit, shall lurnish to Ojurator all abstracts (including Irdrral lease status 

63 icports). title opinions, title papers and curative material in its possession frt-e of charge. A l l such in/urmation not in tht possession of or 

64 made available lo Operator by the panics, but necessary for the examination of the title, shall be obtained by Operator.Operator shall 

65 cause titie to lx examined by attorneys on its staff or by outside attorneys Copies of all title opinions shall be furnished io<_rb pan) 

66 hereto. Thr cost incurred by Ojxrator in this title program shall lx- borne as follows: 

67 - • 
6fi Q—Qj*«.i. No. 1^^rrts^K-uf<^4«y-Of^ia40f--»^ 3"d liil.-ciarr-, nancn (^liid^-f^udiizur^jr^^^^^ii, 

69 s l w h f l ^ n to i jUy < ^ w m ^ B < l - t U w ) V W < i w - t ^ ^ 'hi nd es pif.-wW-.r. E i ) . . t n r i J € J \ 
70 a i ^ - U . _ U ^ M > . 4 * _ a ^ . t * w 4 « _ f f ^ r ^ « ^ 
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AKTJCLE iv 
eontinuod 

B Op.ion No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 

(including preliminary, supplemental, shul-in gas royalty opinions and division order title opinions) shall be borne by the Drill.nc Parties 

in the proportion that the interest of each Dri l l ing Party bears to the tolal 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 title to the drillsite or drilling unit has been examined as above 

provided, and (2) the title has been approved bv the examining attorney or titie has been accepted by all of the parties who are to par­

ticipate in the drilling of the well. 

B . Loss of Ti t l e : 

-4--Failwe-ef Title: Should any oil and gas interest or lease, or interest therein, be lost thiough failuu uf title, H1I_L]I4O_ 

redutftjon of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (9Ufday: 

from fmardetermination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi 

tion will not besubiect to Article VII I .B. , and failing to do so, this agreement, nevertheless, shall continue in force as t̂efalJ remaining oi 

and gas leases and interests: and, 

(a) The party whose oikgnd gas lease or interest is affected by the title failure shall bear alone thjventire loss and i l shall not bf 

entitled to recover from Operatorbr^he other parties any development or operating costs which it may have theretofore paid or incurred 

but there shall be no additional liability^on its part to the other parties hereto by reason opsuch title failure; 

(b| There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 

been lost, but the interests of the parties shall be revised on an acreage basis, as of ihe time it is determined finally that title failure has oc 

curred, so that the interest of the party whose lease or interest is affectedpy^the tide failure will thereafter be reduced in the Contract 

Area by the amount of the interest lost 

(c) If the proportionate interest of the other parties henycin^any producing well theretofore drilled on the Contract Area is 

increased by reason of the title failure, the party whose tj j lenas failed shall-teceive the proceeds attributable to the increase in such in­

terest (less costs and burdens attributable thereto) u p t i f i t has been reimbursed fornmrecovered costs paid by it in connection with such 

.veil: 

(d) Should any person not a partv^cfthis agreement, who is determined to be the owner of any interest in the title which has 

'ailed, pay in any manner any part^0ithe cost of operation, development, or equipment, such amouftkshall be paid to the party or parties 

svho bore the costs which ajce^so refunded; 

(e) Any liability^ttS account to a third party for prior production of oil and gas which arises by reason*"*! title failure shall be 

borne by the party or parties whose title failed in the same proportions in which they shared in such prior productive; and, 

(f) Nerxharge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense o r t l j f interest 

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

-2. Low bv Non Payment or Eironeous Payment of Amount Due: If, through mistake or oversight, any rental, shut in 

payment^rrnriimum rovaltv or royalty pavment, is not paid or is erroneously paid, and as a result a lease or interest merein^terrnmates! 

there shall be "no monetary liability against the party who failed to make such payment. Unless the party who failed toriwrKe the requirei 

pavment secures a new4ease covering the same interest within ninety (90) days from the discovery of the failurej<rfnake proper payment 

which acquisition will not Be^subiect to Article V I I I . B . , the interests of the parties shall be revised on art-acreage basis, effective as of th 

date of termination of the lease involved, and the party who failed to make proper payment wilbjK(Tonger be credited with an interest ir 

the Contract Area on account of ownership^ioLthe lease or interest which has lerminatedHn the event the party who failed to make th< 

required payment shall not have been fully reimburstsi^al the lime of the loss, hprrTUie proceeds of the sale of oil and gas attributable tc 

the lost interest, calculated on an acreage basis, for the dwektpment and^operating costs theretofore paid on account of such interest, i 

shall lie reimbursed for unrecovered actual costs theretofore p a i d ^ y i f j b u t not for its share of lhe cost of any dry hole previously driller, 

or wells previously abandoned) from so much of the f c ^ w t n g as is necexaryjo effect reimbursement 

(a) Proceeds of oil and gas, less operating e>pcrises. theretofore accrued tcr-the credit of the lost interest, on an acreage basis 

up to the amount of unrecovered costs; 

(b) Proceeds, less operating ex^efTses. thereafter accrued attributable to the lost inieTt-sf^fm^n acreage basis, of that portion o 

oil and gas thereafter produced^nd marketed (excluding production from anv wells thereafter drilled) whirhr in the ahv-nce of such !<-av 

termination, would hi<-_ttributablc lo the lost interest on an acreage basis, up to the amount of unrecovered cOMS^jhr proceeds of saic 

portion of th^-cfiTand gas to be contributed by the other parties in proportion io liieir respenivr interests; and 

Any monies, up to the amount of unrecovered costs, that may lie paid by any party who is. or IH-Comes. the owner of tneinteresl 

>>5MHetf-tItc n r i v i U o f p -n i t ipsiing in the Conn-act A n i l or bt^CTmng--^>gm^-K>Hl..s^yrt-mtt-TM J 

3. Other Losses; A l l losses incurred. r..b>T than thi'sg i*-x forth in A r i i r l ^ IV.H.1. and IV H 2 ol-ove. shall lx- joint "losses 

and shall be borne by all parties in p rora t ion to their interests. There shall be no readjustment of interests in the remaining poriion of 

the Contract Area 
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5 A R T I C L E V . 

2 O P E R A T O R 

3 

4 A . Designation and Responsibilities of Operator: 

5 
6 Doyle Hartman s h a U ^ t h c 

7 Operator of the Contract Area, and shall conduct and direct and have ful) control of al) operations on the Contract Area as permitted and 

8 required by, and within thc limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but i l shall 

9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

]0 negligence or willful misconduct. 

11 

12 B . Resignation or Removal of Operator and Selection of Successor: 

13 

14 1. Resignation or Removal of Oprrator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 

16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 

17 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 

18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A . M . on the 

20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 

22 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-

23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 

26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 

27 the parties. The successor Operator shall be selected from the parlies owning an interest in the Contract Area at the time such successor 

28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 

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

30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

3J on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees: 

34 

35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 

36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 

37 

38 D. Dr i l l i ng Contracts: 

39 

40 Al l 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 

41 desire;., Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 

42 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 

43 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-

44 dependent contractors who are doing work of a similar nature. 

45 

46 

47 

48 
4 9 A R T I C L E V I . 

50 D R I L L I N G A N D D E V E L O P M E N T 

51 

52 A . Init ial Well: 

53 

54 *^_CWl ill' uefUlP ttlf iLiy Uf . 19 Opi.ri-<ur .•I.ILI. ii u.. i m. MLL the _M"'l»iy pf c ».cil lo* 

55 oil arid g_>«3Jthe following location: 

56 

58 

59 
60 and shall thereafter continue the drilling of theN»<Jiwiih due diligence to 

61 ^ ^ ^ ^ 

63 ^ " ^ * \ ^ ^ 

64 
65 unites granite or other practically impenetrable substance or condition in the hole. wh>-ijirndrrs further drilling impraaical, is cn 

Oo countered at a lesser depth, or unless all panics agree to complete or abandon thc well at a Te^>«i<dt-pth. 

6 7

 M thoroughly l o g , but not core or DST .. 
68 Oixraior shall in t, .. <J. .r i •• all formations encountered during drilling which give indiration'^l^ronuirung oil and evaluate,. , „, . . . . . . , . ., , . ^ v ^ - . 
69 gas in quantities sufficient t o H ' 4 , » I . . K * u.i t tn .« n n ' - t r v . — I . . U n a * , in in. - n ' l r - t i M • * >; ••.,[.,- r . n i . . . . . ^ <.. (, r r , , r r N ^ u i • ...th 

7 0 ry...i... ,1 v i • • .ni, i n , ,,i;, ii,, (--,.i... >,. f . . I , i ., . J• r.T, . .— _ - - ^ . : ^ > - ' 
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ART)CUT. VI 
( y > n _ m i _ _ 

1 I I . ill OjlL'i-1U1 's jlnJ^iniHl, tilt' VVL'll Will I1LU puxjun - uil ui },ai in p-'ring qimntitic.1, and it . i io plu^; and abandon thc 

2 v.dl UJ e iii j l.u.1, lin. prvrisiom of A t i i i k V I . E . l . shali {hvtvaUvt nt.ply, 

3 

4 

5 

^ B . Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other limn the well prpviriod 

9 (or in ArYielf V I A . , or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

^0 the parties and nol then producing in paying quantities, the pany desiring to drill, rework, deepen or plug back such a well shall give the 

I ' other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

12 ( i 0 n and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 

13 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-

14 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 

15 limited to fony-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a pany receiving such notice to reply within 

16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be promptly confirmed in writing. 
18 

19 
20 

21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 

22 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-

23 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-

24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 

25 for a period of up to thirty (30) additional days i i , in the sole opinion of Operator, such additional time is reasonably necessary to obtain 

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X I , i i the 

28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

29 ii any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

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

31 

32 

33 

34 2. Operations by Less than A l l Parties: If any party receiving such notice as provided in Article V l . B . l . or VI1.D.1. (Option 

35 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 

36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety -(90) days alter the expiration of 

37 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 

38 on location, as the case may be) actuaDy commence the proposed operation and complete it with due diligence. Operator shall perform all 

39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 

40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera 

41 tion for the account of the Consenting Parties, or (b) designate one ( I ) o f the Consenting Parties as Operator to perform such work. Con-

42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2. , shall comply with all terms and con-

43 ditions of this agreement. 
44 

45 

46 

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 

48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 

49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 

50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such noiice, shall advise the proposing party of its desire to (a) limit pa/-

51 ticipation to such party's interest as shown on Exhibit " A " or (b) cany its proportionate part of Non-Consenting Parties' interests, and 

52 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 

53 such a response shall not exceed a total of fony-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing pany, 

54 ai its election, may withdraw such proposal i i there is insufficient participation and shall promptly notify al) parlies of such decision. 

55 

56 

57 

58 Tne entire cost and risk of conducting such operations shall be borne by the Consenting Panies in the proportions thry have 

59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 

60 operations free and clear of all bens and encumbrances of every kind created by or arising from the operations of the Consenting Panics 

61 If such an operation results in a drv hole, the Consenting Parlies shall plug and abandon the well and restore the surface location at their 

62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Anid r results in a pro 

63 ducer of oil and/or gas in paying quantities, the Consenting Parlies shall complete and equip (lie weU to produce at their sole cost and risk. 

64 

65 1 
66 
67 
68 ' 

69 -
70 
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and ihe well shall then be turned over to Operator and shall be oj>eraied by it at the exjx-nse and for fhe account of the Consenting Par 

tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

in accordance with the provisions of litis Article, each Non-Consenting Party shall be deemed lo have relinquished to Consenting Parties, 

i and the Consenting Parties shall own and be entitled lo receive, in proportion to their respective interests, all of such Non-Consenting 

j Party's interest in the well and share of production therefrom until thc proceeds of the sale of such share, calculated at the well, or 

5 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

7 terests not excepted by Article l l l . D . payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

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

18 

19 

20 

21 (b) 3 0 0 % 0 f l n a l p O r l ; 0 n c { t f r e C 0 S t 5 a n c j expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIII .C. , and 3 0 0 % 0 f that portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Pany if it had 

24 participated therein. 

25 

26 
27 

28 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-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to ful l recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 

32 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 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Pany had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 
36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royaltv and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 tide l l l . D . 

43 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

47 of cost, all casing, tubing and other equipment in the well, but the ownership of al! such equipment shall remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip 

49 ment to the owners thereof, with each pany receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days alter the completion of any operation under this Article, the party condoning the operations for the 

54 Consenting Parties shall furnish each Non-Con sen ling Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or. at its 

56 option, the operating parly, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 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 

60 realized from thc sale of lhe well's working interest production during thc preceding month In determining the quantity of oil and gas 

61 produced during any month. Consenting Parties shall use industry accepted methods such as. but not limited to. marring or periodir 

62 well tesis. Anv amount realized from the sale or other disptrsition of equipment newly acquired in connection with any such operation 

63 which would have Uvn owned bv a Non-Consent ing Party had it participated therein shall be credited against the total umnumed costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shaD revert to it as 

65 above provided, and if there is a credit balance, i l shall be paid to such Non-Consenting Party. _' 

67 • 

68 

69 ~ ^ 
70 - y ' . 
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ARTICLE VI 
• t i n t inucd 

J If and when the Consenting Panics recover from a Non-Consenting Party's relinquished interest the amounts provided for aliovr, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to i t , and. from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 
10 Notwithstanding the provisions of this Article VI.B.2. , it is agreed that without the mutual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

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

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI .A . 

17 except (a) as to Article V I I . D . l . (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 

18 after it has been drilled to the depth specified in Article V I . A . if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duciion, ceases to produce in paying quantities. 

20 

21 

22 

23 3- Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 

27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

28 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 

29 withdrawn because of insufficient participation, such stand by costs shall be allocated between the Consenting Parties in the proponion 

30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

46 

47 

48 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 

55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 

56 shall be limited to fony-eight (48) hours, exclusive of Saturday, Sunday and legal holidays, provided, however, any pany may request and 

57 receive up to eight (8) additional days afier expiration of the forty-eight (48) hours within which to respond by paying for all stand by time 

58 incurred during such extended response period. If more than one pany elects to take such additional time to respond to the notice, stand 

59 bv costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proponion each ejecting par-

60 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 

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

62 

63 
64 
65 C. T A K I N G P R O D U C T I O N I N K I N D : j 

66 . *'" 
67 Each pany shall take in kind or separately dispose of ils proportionate share of all oil and gas produced from dir Contract Area, 

68 exclusive of production which may br used in development and! producing o jwj i ions and in preparing and treating oil and gas for 

69 marketing purposes and production unavoidably lost. Any extra cxjxndi turr inruric-d in the taking in kind or stparatedispo-auon by any 

70 P a r , v °f 'U> proportionate share of the production shall l>c l o m c b>y such pany. Any party taking i u share of production in kind shall be 
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ARTICLE VI 
i i i n t i i i u e d 

required to pay for only its proportionate share ol such pari of Operator's surface facilities which it uses. 

Each party shall execute such division orders and contracts as may he miessary for lhe sale of its interest in production from 

the Contract Area. and. except as provided in Article VII.B.. shall IH- entitled to receive payment 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 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 lake 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 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 thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
governmental agencies, dailv 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 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 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. II , 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 lender lo 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 
malerial. 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 (3) 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 anached as Exhibit 

-8 alternate-
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ARTICLE VI 
continued 

D '. The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments bv, and the 
assignments cr leases tc, the assignees shall be in a ratio based upon the rclsticrtship cf their respective percentage of participation in thc 
Contract Area to the aggregate of the percentages of participation in the Contracl 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 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-

3 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

0 well. Upon proposed abandonment of the producing interval(s) assigned or leased, thc assignor or lessor shall then have the option to 

1 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
2 visions hereof. 

13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 

16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 

20 ARTICLE V I I . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 

^ A. Liability of Parties: 
24 

The Lability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Pavment Defaults: 
31 

32 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 
33 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 
34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 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-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 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 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proponion that 
45 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 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits made and received. , 
54 
55 Operator, at its election, shall have the right from lime to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itcmijed statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20lh day of the next preceding month. Each pany shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said esiirnatr within said lime, thr amount 
61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. ' 
63 

64 D. Limitation of Expenditures: J% ' 
65 J. 
66 1. Drill or Deepen: Without the consent of al! parties, no well shall be drilled or deepened, except any well drilled or'"do-pcned 
67 pursuant to tiie provisions of Article VI.B.2. of this agreement. Consent lo thr drilling or deepening shall include: '; » . 
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ARTICLE Ml 
cont inued 

necessary Uinkuge mid/of aurfuce fu i i l i t ic j . 

tempi. Such election, wh.en made, shall include consent lo 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 VI.B.2. hereof (the phrase "reworking, deepening or plugging 

back" as contained in Art icle VI.B.2. shall be deemed to include "completing")shall apply to the operations thereafter conducted by less 

than all parlies. 

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

i 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 

i and/or surface facilities. 

9 

0 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 

!1 to require an expenditure in excess of F i f t e e n t h o u s a n d Dollars ( I 1 5 , 0 0 0 . 0 0 ) 

12 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, lire, flood or other sudden 

24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 

25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

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

27 an information copy thereof for any single project costing in excess of F i v e t h o u s a n d 
28 Dollars <i 5 , 0 0 0 . 0 0 } b m ^ [ h i n l h e 

amount first set forth above in this paragraph. 
29 
30 E. Rentals, Shut-in W e l l Payments and M i n i m u m Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

33 P a f ty 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-

34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 

35 behalf of all such parties. A n y party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 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 

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production . 

41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such anion, but assumes no liability for failure to do so. l n the event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

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

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 

49 subject io this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 

51 be limited to, royalties, overriding royalties and produnion payments) on leases and oil and gas interests contributed by such Non-

52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or produnion payments, the reduaion in ad valorem taxes resulting therefrom shall inure lo the benefit of the owner or 

54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as lo reflect the benefit of such reduc-

55 lion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 

57 value generated by each parry's working interest. Operator shall bill the other parties for their proponionaie shares of all tax payments in 

58 the manner provided in Exhibit " C " . 

59 a. 

60 V Operator considers any u x assessment improper, Oj>erator may. at its discretion, protest within the lime and manner 

61 prescribed by law, and prosecute thc protest to a final determination, unless all parties agree to abandon thc protest prior to final detet-

62 mination. During the pendency of administrative or judicial proceedings. Operator may elea to pay, under protest, all such taxes and any 

63 interest and penalty. When anv such protested assessment shall have U-en finally determined. Operator shall pay thc tax for the.jotni ac-

64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 
65 provided in Exhibit " C " . 

67 Each pany shall pav or cause to be paid all produnion. severance, excise, gathering and other taxes imposed upon o/.with respect to 

68 the produnion or handling of such party's share of oil and/or gas produced under thc terms of this agreement. ?.*' » l ' \ .. 

69 • '- -- >* 7 
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ARTICLE \T1 
i tH i f i n i i t i d 

) G . Insurance: 

2 

3 At all limes while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

A the stale where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event lhe only charge that shall be made to the joint account shall be as provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibil " D " , or subsequently receives the approval of the 

JJ parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 A R T I C L E V I I I . 

14 A C Q U I S I T I O N , M A I N T E N A N C E OR TRANSFER OF INTEREST 

15 

16 A . Surrender of Leases: 

17 

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

19 or in part unless all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or impb'ed warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

2A 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-

25 terest, the assigning partv shall execute and debver to the party or parlies not consenting to such surrender an oil and gas lease covering 

26 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 

27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 

28 obbgations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro 

30 ducrion other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be derermined in accordance with the provisions of Exhibit " C " , less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one pany, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any assignment, lease or surrender made under this provisiotn shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease- or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

4] B . Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt of such noiice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 poriionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 

49 If some, but less than all, of the parties elect to participate i n the purchase of a renewal lease, it shall be owned by the parties 

50 w'ho elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to pariiciparte shall not be subject to this agreement. 

53 

54 Each panv who panicipales in the purchase of a renewal leaise shall be given an assignment of its proportionate interest therein 

55 by the acquiring pany. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire inierest covered by the expiring lease 

58 or cover only a portion of its area or an interest therein. Any renew al lease taken before the expiration of its prednessor lease, or taken or 

59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con 

60 tracied for more than six (6) months after thc expiration of an existing lease shall not be deemed a renewal lease and shall not be subject io 

61 the provisions of this agreement, 

o? 
63 Trie provisions in this Article shall also be applicable to extensions of oil and >:as leases 
64 . ' 
65 C. Acreage or Cash C o n t r i b u t i o n ! : _^ 
66 '" 
67 While this agreement is in force, if any party coniiacts for a contribution of cash towards the drilling of* well or any other 

68 ojK-ration on the Coniract Area, such contribution shall U- paid t o lhe parly who conduned thc drilling of other operation and shall be 

69 apphrd by it against thr cost of such drilling or oilier operation. If t.tir contribution IK- in thr form of acreage, thc parly in wlipm the ron 

70 irihution is m i i e shall promptly lender an assignment of lhe arreagx. without warranty of li i lc. io thr Drilling Panics tn thrjuoporiions 

-in-
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A R T I C L E V I 

m n l i n u c d 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account oi the Consenting Par 

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well bv Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have rebnquished to Consenting Parties, 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 

5 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 

6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

7 terests not excepted by Article I I I .D. payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

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

18 

19 

20 

21 (b) 3 0 0 % 0 f thai portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIII .C. , and 3 0 0 % 0 f that portion of the cost of newly acquired equip-

23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 

26 
27 
28 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-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to ful l recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 

32 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 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 

36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

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

42 tide l l l .D . 

43 

44 

45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip 

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

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for produnion; or, at its 

56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall furnish the Non -Con sen ting Parties with an itemized statement of all costs and liabilities in 

59 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 

60 realized from the sale of the well's working interest produnion during the preceding month. In determining the quantity of oil and gas 

61 produced during any month. Consenting Parlies shall use industry accepted methods such as. but not limited to, metering or periodic 

62 well tests. Anv amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Party had it partiopated therein shall be credited against the total unretirmed costs 

64 of the work done and of the equipment purchased in determining when the interest ol such Non-Consenting Party shall revert to it as 

65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 

66 

67 

68 

69 

70 
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ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for al>ove, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to i t , and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the materia! and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

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

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI .A. 

17 except (a) as to Article V I I . D . l . (Option No. 2), i i selected, or (b) as to the reworking, deepening and plugging back of such initial well 

18 after it has been drilled to the depth specified in Article V I . A . if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duction, ceases to produce in paying quantities. 

20 

21 

22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 

27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

28 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 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 

30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

46 

47 

48 

49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 

55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 

56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any pany may request and 

57 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 

58 incurred during such extended response period. If more than one pany elects to take such additional time to respond to the notice, stand-

59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecting par-

60 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 

61 stances the response period to a proposal for sidetracking shaD be b'mited lo thirty (30) days 

62 

63 
64 
65 C. T A K I N G P R O D U C T I O N I N K I N D . J 

66 . 
67 Each pany shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area, 

68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for 

69 marketing purposes and produnion unavoidably lost. Any extra expenditure incurred in Oie taking in kind or separate disposition by any 

70 parry of its proportionate share of the produnion shall be home hy such pany. Any party taking its share of prcidunion in kind shall be 
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A R T I C L E V I 

1 required to pay for only ils proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Each party shall execute such division orders and contracts as may he necessary for the sale of its interest in production from 

4 the Contract Area. and. except as provided in Article VII .B . . shall he entitled to receive payment directly from the purchaser thereof for 

5 its share of all production. 

6 

"I In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 

8 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, 

9 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-

10 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 

11 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 

12 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 

13 reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event 

14 for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-

15 merce, of any other party's share of gas production without first giving such other party thirty (30) days notice of such intended sale. 

16 

17 D. Access to Contract Area and In fo rmat ion : 

18 

19 Each partv shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations. 

20 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

21 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of al! forms or reports filed with 

22 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

23 each month, and shall make available samples of anv cores or cuttings taken from any well drilled on the Contract Area. The cost of 

24 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator thai re 

25 quests the information. 

26 

27 E. Abandonment of Wells: 

28 

29 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

30 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 

31 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 

32 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 

33 such well, such party shall be deemed to have consented to the proposed abandonment. A l l such wells shall be plugged and abandoned in 

34 accordance withapplicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 

35 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 

36 operations in search of oil and/or gas subject to the provisions of Article VLB. 

37 

^ 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 

39 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 

40 producer shall not be plugged and abandoned without the consent of all parties. If al! parties consent to such abandonment, the well shall 

41 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 

42 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parlies do not agree to the abandonment of such well, 

43 those wishing to continue its operation from the interval(s) of the formation(s) then open to produnion shall tender to each of the other 

44 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 

45 Exhibit " C " . less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 

46 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 

47 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 

48 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 

49 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-

50 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-

51 duced from the interval or intervals of the formation or formations covered thereby, such iease to be on the form anached as Exhibit 

52 

53 

54 

55 

56 

57 

58 

59 * • 

60 -
61 
62 
63 
64 
65 

66 •l^r~"!' 
67 j . . -
68 -
69 ' 
70 
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ARTICLE VI 
twntinucd 

2 B . The assignments or leases so limited shall encompass the "dri l l ing un i t " upon which the well is located. The payments by, and the 

2 assignments cr leases tc, the assignees shall be ;n a ratio based upon thc relationship cf their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 

7 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

ft quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 

11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 

13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article V I . E . l . or VI.E.2. above shall be applicable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 

16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 

18 VI.E. 

19 

20 A R T I C L E V I I . 

2 1 E X P E N D I T U R E S A N D L I A B I L I T Y OF P A R T I E S 
22 

2 3 A . Liabili ty of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 

27 among the parties in Article VI I .B . are given to secure only the debts of each severally. I t is not the intention of the parties to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 

29 

30 B . Liens and Pavment Defaults: 

31 

32 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 

33 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 

34 at the rate provided in Exhibit " C " . To the extent that Operatcr has a security interest under the Uniform Commercial Code of the 

35 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-

36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 

39 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 

40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

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

42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

45 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 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

47 

48 C. Payments and Account ing : 

49 

50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 

51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-

52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 

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

54 

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 

56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 

57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 

58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 

59 on or before the 20th day of the next preceding month. Each pany shall pay to Operator its proponionaie share of such estimate within 

60 fifteen (15) days after such estimate and invoice is received. If any pany fails to pay its share of said estimate within said time, the amount 

6) due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual ex 

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

63 
64 D. Limitation of Expenditures: 

65 J 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or'orcpened 

67 pursuant to thc provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: ' ; ? . . 

68 

69 • - 7 
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ARTICLE VII 
continued 

1 B—Option No. 1: Al) ncummy expenditures (or the drilling ur deepening, testing, completing and equipping pf the w<Al\ including 

2 necessary tankage und/or surface facilities. 

3 

4 S Option No. 2: A l l necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate noiice 

6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 

7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-

8 tempt. Such election, when made, shall include consent to al) necessary expenditures for the completing and equipping of such well, in-

9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 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, 

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than all parties. 

14 

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

16 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 

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess of F i f t e e n thousand Dollars (S 15,000.00 ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 

25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

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

27 an information copy thereof for any single project costing in excess of F i v e t h o u s a n d 
28 Dollars ( i 5 , 0 0 0 . 0 0 ^ ^ut | e s ^ t j ^ n ^ a m o u n t f i r s t s e t f o r t n above in this paragraph. 

29 
30 E. Rentals, Shut-in W e l l Payments and M i n i m u m Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

33 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-

34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 

35 behalf of all such parties. A n y party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 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-

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production . 

41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. l n the event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

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

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 

49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 

50 become debnquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 

51 be limited to, royalties, overriding royalties and produnion payments) on leases and oil and gas interests contributed by such Non-

52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or produnion payments, the redurtion in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 

54 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-

55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 

57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all ux payments in 

58 the manner provided in Exhibit " C " . 

59 

60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time and manner 

61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree lo abandon the protest prior to final deter-

62 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay. under protest, all such taxes and any 

63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the lax for ihe.joim ac-

64 count, together with any interest and penalty acnued, and the total cost shall then be assessed against thc parties, and be paid by them, as 
65 provided in Exhibit " C " . ,J 

67 Each party shall pav or cause to be paid all produnion, severance, excise, gathering and other taxes imposed upon or.wit^cespcct to 

68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. ' ' 1 '[ 

69 - -- ? ' ' . 
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ARTICLE VII 
continued 

J G. Insurance: 

2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 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 

6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

J l parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 A R T I C L E V I I I . 

14 A C Q U I S I T I O N , M A I N T E N A N C E OR TRANSFER OF INTEREST 

15 

16 A . Surrender of Leases: 

17 

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

19 or in part unless all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 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-

25 terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 

26 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 

27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 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 

31 parry assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

44 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 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 

49 If some, but less than all, of the parties elect to participate an the purchase of a renewal lease, it shall be owned by the parties 

50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 

53 

54 Each partv who participates in the purchase of a renewal leatse shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shall applv to renewal leases whether they are for the entire interest covered by the expiring lease 

58 or cover only a portion of its area or an interest therein. Any renew al lease taken before the expiration of its predet essor lease, or taken or 

59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con 

60 traded for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be sub|ect to 

61 the provisions of this agreement. 

o2 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases 
64 , " 
65 C. Acreage or Cash Contr ibut ions: 
66 " ' 
67 While this agreement is in force, if any party contracts fot a contribution of cash towards the drilling of a well or any other 

68 operation on the Contract Area, such contribution shall be paid to- the party who conducted the drilling or other operation and shall be 

69 applied by it against the cost of such drilling or other operation. If t-Tie contribution lx- in thc form of acreage, the party to whpm the con 

70 tribution is made shall promptly tender an assignment of the acreag-e. without warranty of title, to the Drilling Panics in thc proportions 

-in-
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ARTICLE Vl l l 
i s in l inuod 

said Drilling Parlies shaied the cost of drilling the well. Such acreage shall become a separate Contract Area and, lo the cxicni possible, be 

governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acteage or cash contributions 

i l may obtain in support of any well or any oilier operation on the Contract Area. The above provisions shall also be applicable lo op 

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

If any party contracts for any consideration relating to disposition of such party's shaie of substances produced heieunder, such 

consideration shall not be deemed a contribution as contemplated in this Article VIII .C. 

D . Maintenance of U n i f o r m Interest: 

For the purpose of maintaining uniformity of ownership in ihe oil and gas leasehold interests covered by this agreement, no 

party shall sell, encumber, transfer or make other disposition of its interest in thc 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 I , at any time the interest of any party isdivided 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 ful l 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 Pa r t i t i on : 

If permitted by the laws of tiie state or states in which the property covered hereby is located, each party hereto owning an 

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

interest therein. 

^Preferentiol Right to Purchase! . — . — _ _ — 

Should any panyaes i r^ jpse l l all or any part of its interests under this agreement, or its rights^nd^TTferests in the Contrac 

\rea, it shall promptly give written rioTrw-tQjhe other parties, with ful l information concerjy»g--rtS"proposed sale, which shall include th • 

lame and address of the prospective purchaser (w>no~TmiU_be ready, willing amLaWr-Topurchase), the purchase price, and all other term; 

if the offer. The other parties shall then have an optional prior?Tgfat«ctS?_J period of ten (10) days after receipt of the notice, to purchas 

m the same terms and conditions the interest whicj j jhr 'o tner party proposesT&-s<d]^and, if this optional right is exercised, the purchas 

ng parties shall share the purchasedini^resTm the proportions that the interest of each bears-+ojhe total interest of all purchasing pat 

ies. However, there shall-fee^no preferential right to purchase in those cases where any party wishesfo~~n^ortgage its interests, or tn 

lispose ofjis-irrteresls by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary-o^jarent com 

giTy or to a subsidiary of a parent company, or to any compuny in which cny one parly owns c majority of the frlock. " i 

A R T I C L E I X . 

I N T E R N A L R E V E N U E CODE E L E C T I O N 

This agreement is not intended to CTeate, and shall not be construed to 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 hereunder are several 

and not joint or collective, or that this agieement and operations hereunder shall not constitute a partnership, i f , for federal income tax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to 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 lo 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 thc 

United Slates or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of thc returns, statements, 

and lhe 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 partv shall execute such documents and furnish such other evidence as may be required by thc 

Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 

anion inconsistent with the election made hereby, lf any present or future income ux laws of thc state or states in which theContract 

Area is located or anv future income Ux laws of the United States contain provisions similar to those in Sul<haptcr "K", Chapter 1. 

Subtitle "A ". of the Internal Revenue Code ol 1954. under which an elenion similar io that provided by St-nion 761 of thc Code is per­

mitted, each parly hereby affected shall make such election as may be permitted or required by such laws ln making the foregoing elec­

tion, each such pany states that the income derived by such party from oj>erations hereunder can be adequately determined without thc 

computaiion of partnership taxable income. s<~7 • 
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j ARTICLE X. 

2 C L A I M S A N D L A W S U I T S 

3 

4 Operator may settle any single uninsured third party damage claim or suit arising Irom operations hereunder if the expenditure 

5 does not exceed T e n t h o u s a n d Dollars 

6 (J 1 0 , 0 0 0 . 0 0 ) a n c J if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

7 ceeds thc above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated, to Operaior. A l l costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. Jf a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no conuol because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 
14 A R T I C L E X I . 

15 FORCE M A J E U R E 

16 

17 If any party Ls rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that party shall give to all other parties prompt written noiice of the force majeure with 

19 reasonably full particulars concerning i t : thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

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

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, aa of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 A R T I C L E X I I . 

33 NOTICES 

34 

35 Al l notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the pariies to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

38 shall be deemed given only when received bv the partv to whom such notice is directed, and the time for such party to give any notice in 

39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 

40 when depo;ited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

4J 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. 

42 

43 A R T I C L E X I I I . 

44 T E R M OF A G R E E M E N T 

45 
46 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 thc 
47 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 

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

49 
50 G—Option No. 1: So long as tiny of thc oil and gas leases- subject to this tigf rc-mont remain or ate continued in force as to uny part 

5) of the Contract Area, whether by produnion, extension, renewal or othcrwir.o. 

52 

53 © Option No. 2: In the event the well described in Article VI .A . , or any subsequent well drilled under any provision of this 

54 agreement, results in produnion of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 

55 wells produce, or are capable of produnion. and for an additional period of 9 0 days from cessation of all produnion; provided. 

5(, however, if, prior to the expiration of such additional period, one or more of thc panics hereto are engaged in drilling, reworking, deepen-

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera 

58 tions have been completed and if produnion results therefrom, this agreement shall continue in force as provided herein. In the event the 

59 well described in Article V I . A . , or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

60 of producing oil and/or gas from the Cont/an Area, this agreement shall terminate unless drilling, deepening, plugging bark or rework-

61 ing operations are commenced within days from thc date of abandonment of said well 

62 
63 It is agreed, however, lhat thc termination of this agreement shall nol relieve any party hereto from any liability which has 

64 accrued or attached prior io thc dale of such termination 

65 

66 . - ' -~ 
67 • ; 
68 1 

69 . I J / " -
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1 ARTICLE X I V . 

2 COMPLIANCE W I T H LAWS AND REGULATIONS 
3 

4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the stale in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
32 This agreement and all matters pertaining hereto, including, but not limited to. matters of performance, non performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 

14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New M e x i c o 

15 shall govern. 
16 

17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or produnion of wells, on trans offsei-

22 ting or adjacent to the Contract Area 

23 

24 With respect lo operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of acuon arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application ol rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap 
27 pbcation was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax A a 
33 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 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Art. 

36 
37 ARTICLE X V . 

38 OTHER PROVISIONS 
39 
40 A. C r e a t i o n o f Subsequent I n t e r e s t 
41 N o t w i t h s t a n d i n g the p r o v i s i o n s o f A r t i c l e V I I I . D. h e r e o f , the p a r t i e s he re to 
42 agree t h a t i f any p a r t y s h a l l h e r e a f t e r c r ea t e any O v e r r i d i n g R o y a l t y , 
43 P r o d u c t i o n Payment, or o t h e r bu rden a g a i n s t i t s w o r k i n g i n t e r e s t p r o d u c t i o n 
44 and i f any p a r t y o r p a r t i e s s h a l l conduct non-consent o p e r a t i o n s pursuant 
45 to any p r o v i s i o n o f t h i s agreement , and, as a r e s u l t , become e n t i t l e d to 
46 r ece ive the w o r k i n g i n t e r e s t p r o d u c t i o n o t h e r w i s e b e l o n g i n g to the 
47 n o n - p a r t i c i p a t i n g p a r t y , the p a r t y o r p a r t i e s e n t i t l e d t o r e c e i v e the 
4g w o r k i n g i n t e r e s t p r o d u c t i o n o f the n o n - p a r t i c i p a t i n g p a r t y s h a l l rece ive 
49 such p r o d u c t i o n f r e e and c l e a r o f burdens a g a i n s t such p r o d u c t i o n which may 
50 have been c r e a t e d subsequent t o t h i s agreement. I n t h i s r e g a r d , any such 
51 i n t e r e s t w h i c h may have been c r e a t e d subsequent to t h i s agreement s h a l l 
52 i p s o f a c t o t e r m i n a t e and v e s t i n the c o n s e n t i n g p a r t i e s . 

53 
54 B. Hearings Before Regulatory Agencies 

55 A l l costs and expenses incurred i n connection w i t h the employment of counsel 

5k and/or technical experts f o r the purpose of preparing f o r and conducting any 

57 hearing before any State Regulatory Agency are hereby authorized and shall 

5g be charged to the j o i n t account as an item of operating expense. In the 

59 case of a Forced Pooling a c t i o n , such costs and expenses s h a l l be born-and 

50 paid by the party or p a r t i e s who have previously agreed to share same or 

51 whose i n t e r e s t i s increased as a r e s u l t of such action. Such costs and 

62 expenses s h a l l be born on the basis of the r e l a t i v e p a r t i c i p a t i o n of such 

63 parties as set f o r t h on E x h i b i t "A". The costs and expenses of services' 

54 performed by Operator or i t s r e g u l a r l y employed personnel s h a l l not be^charged 

65 to the j o i n t account but s h a l l be covered by Operator's overhead charge. 

66 \ i " 
67 C. N a t u r a l Gas P r i c e Rules / . : • 

68 " •' - \ - ' 

6r> 1 . Operator s h a l l f i l e a l l A p p l i c a t i o n s f o r D e t e r m i n a t i o n o f Pr ice - Category 
7 0 r e q u i r e d by the N a t u r a l Gas P o l i c y Act (NGPA). Opera tor s h a l l ,giye 'no t ice 

of the f i l i n g o f such A p p l i c a t i o n s t o a l l Non-Opera to r s . I f ~ f o f ~ a n y 
reason the A p p l i c a t i o n f o r D e t e r m i n a t i o n o f P r i c e Category f i l e d by the 
Operator i s u n s a t i s f a c t o r y t o a Non-Opera tor , then such Non-Operator s h a l l 
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n o t i f y Operator of his d i s s a t i s f a c t i o n and the reasons therefore. 
I f Operator and the d i s s a t i s f i e d Non-Operator are unable to reach an 
agreement as to the disputed Application f o r Determination of Price 
Category, then, i f allowed by the appropriate j u r i s d i c t i o n a l agency 
such Non-Operator may f i l e a separate a p p l i c a t i o n f o r Determination of 
Price Category. The Non-Operator s h a l l mail a copy of t h i s application 
to Operator and to a l l Non-Operators i n the Contract Area. 

Operator i s hereby authorized to make any and a l l f i l i n g s under the NGPA 
which can be made on behalf of the Non-Operators under the NGPA and the 
regulations promulgated thereunder. Said f i l i n g s s h a l l include, but 
not be l i m i t e d t o , " i n t e r i m c o l l e c t i o n " f i l i n g s under Part 273 of the 
regulations implementing the NGPA. 

Operator i s authorized to employ counsel and technical experts which, i n 
the Operator's d i s c r e t i o n , are reasonably necessary f o r the preparation 
of any and a l l NGPA f i l i n g s . A l l costs incurred i n the employment of 
such counsel and technical experts s h a l l be deemed a cost and expense 
incurred i n the operation of the Contract Area and s h a l l be charged to 
the j o i n t account as an item of operating expense. Costs of services 
performed i n connection w i t h such f i l i n g s by Operator's regularly 
employed personnel s h a l l not be charged to the j o i n t account but s h a l l 
be covered by Operator's overhead charge. 

-15-



J 

2 

5 

4 

5 

6 

7 

8 

9 

IC 

1] 

12 

1? 

14 

]*> 

U-

17 

18 

19 

2(' 

21 

22 

2^ 

24 

25 

26 

2̂  

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

4? 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

5i> 

57 

y 

o: 
6? 

65 

64 

65 

66 

67 

6f 

69 

7d 

A.A.P.L ] :OKM 61(1 - MODLL I O K M U J T . K A J I I V O , n w u . U H L ; , i 

Signature page to Operating Agreement dated October 3, 1983, covering the 
Winningham Lease i n parts of Sections 19 and 30-25S-37E, Lea County, 
New Mexico. 

ARTICLE XVI. 

MISCELLANEOUS 

Tins agreement shali br binding upon and shall inure to iht benefit of die parties hereto and to their resperuvc heirs, devisees, 

legal tepiesentatives, successors and assigns 

Tnis instrument mav be executed in any numbcj of counterparts, each of which shall be considered an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as of 3 r d day of O c t o b e r 19 83 . 

O P E R A T O R 

Doyle *Hartman 

N O N - OPERATORS 

C i t i e s Serv ice O i l and Gas C o r p o r a t i o n 

By: 

jJames 

•t^y-HX-a-^ 

E. Burr 

Larry A. Nermyr 

Ruth Sutton 

-16-
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Winningham Lease in parts of Sections 19 and 30-25S-37E, Lea County, 
New Mexico. 

ARTICLE XVI. 

MISCELLANEOUS 

Tin;, srui.mi.ni shall hr binding upon and shall inutt- 10 tilt benclti o! thr panics hereto and 10 their ies;>rruvr heirs, drmres. 

legal irpirseniaiivri, successors and assigns. 

Tfus insuumrnt mav br executed in any number ol counierparts. each of which shall br considered an original for al) purposes. 

IN WITNESS WHEREOF, tins agreement shall be rfiecuvc as of 3 r d day of O c t o b e r 19 83 . 

O P E R A T O R 

Doyie Hartman 

N O N - O P E R A T O R S 

Cities Service Oil and Gas Corporation 

Charles Niernberger, Atto^ey-in-Fact 

ACKNOWLEDGMENT 

STATE OF TEXAS J 

COUNTY OF MIDLAND} 

^ The foregoing instrument was acknowledged before me this / ^ day of 
/ I t M ^ i l T U ^ K J 1983, by CHARLES NIERNBERGER, as Attorney-in-Fact, on behalf 
of CITIES SERVICE OIL AND GAS CORPORATION, a Delaware corporation. 

Mv Commission Expires: , 

-' Notary Public 
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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/? NW/4 
and E/2 Section 30-?5S-37K, T.e* 

County, New Mexico between DOYLE HARTMAN as 
Operator and Ci t i e s Service O i l and Cas 
Corporation 

as Non-Operators. 

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 L i m i t a t i o n s 

From the surface t«—tho baco -of—fe&e down to a depth of 3.500 feet. 
formation. 

e 9 — D r i l l i n g ( P r o r a t i o n ) Unit f-or I n i t i a l Tc»t 

Percentages of I n t e r s t s and Addresses of Parties 

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

Cities Service O i l 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. 9-E 
Midland, Texas 79705 

Ruth Sutton 
2826 Moss 
Midland, Texas 79705 

.65527344 

.04687500 

.23828125 

.01489258 

.01489258 

.01489258 

.01489257 

1.00000000 

11/8/83 



Producer^ SS— I Producer's Revised 19671 INcw M o i c o ) Form 342-U r'nnrco ond mi joic VJ i . u „ - u . . i , . . , « 

OIL & GAS LEASE 

THIS AGREEMENT made this day of . 1$ , between . 

{Post Office Address) 

herein called I w i o r (whether one or more ) and _ , It-sue*: 
1. Lessor, in considerat ion of T E N A N D O T H E R D O L L A R S i n hand p a k i , receipt o f w h i c h is here acknowledged, and of the royalties herein provided and 

of the agreement* o f the leasee herein conta ined , hereby gran ts , lease* and l e i * exclus ively u n t o )e.n«e* f o r the purpose of inves t iga t ing , exp lor ing , prospecting, 
d r i l l i n g , and opera t ing to r and p roduc ing o i l and RBK, i n j e c t i n g gas. waters , other f l u i d s , and air i n t o subsurface a t ra ta , l a y i n g pipe lines, s t o r ing o i l , bu i ld ing 
tanks, roadways, telephone lines, and other s t ruc tu re* and th ings thereon to produce, aave, take care o f , t rea t , process, store and t ranspor t said mineral* , the 

f o l l o w i n g described land i n . . County , N e w Mexico , t o - w i t : 

For the purpose of ca lcu la t ing the r e n t a l payments he re ina f t e r p rov ided f o r , said l a n d is es t imated to comprise acres, whether i t actual ly 
comprises more or less. 

2. Subject to the other provisions here in conta ined, th i s lease sha l l r e m a i n i n fo rce f o r a t e r m o f years f r o m th i s date ,called " p r i m a r y t e r m " ) , and 
as long thereaf te r as n i l or pas, is produced f r o m said l and or land w i t h w h i c h said l and is pooled. 

3. The royal t ies to be paid by lessee a r e ; t a ) on o i l . and on other l i q u i d hydrocarbons saved at the w e l l . of t h a t produced and saved f r o m said land, 
same to be delivered at the wells or to the c red i t o f lessor i n the pipe l ine t o w h i c h the wel l s may be connected ; (b) on gas, inc lud ing casinghead gas and a l l gas-
eous substances, produced f r o m said land and sold or used o f f the premises or i n the m a n u f a c t u r e o f gasoline or other product t he re f rom, the market value at 
the mouth of the w e l l of o f the pas so sold o r used, provided tha t on gas sold at the wells the roya l t y shal l be of the amount realized f r o m 
such sale; Ic) and at any t i m e when th i s lease is no t va l ida ted by other provis ions hereof and there is a gas and /o r condensate well on said land, or land pooled 
therewi th , but gas and /o r condensate is n o t being: so sold or used and such w e l l is shu t i n , e i the r before or a f t e r product ion t he re f rom, then on or before 90 days 
a f t e r said well ia shut i n . and the rea f t e r a t a n n u a l in te rva l s , lessee m a y pay o r tender an advance a n n u a l shu t - in roya l ty equal to the amount o f delay rentals 
provided fo r in t h i s lease f o r the acreage t h e n held under t h i s lease by the p a r t y m a k i n g such p a y m e n t or lender, and so long as said shut- in roya l ty is paid or 
tendered this lease shal l not t e rmina te and i t w i l l be considered under a l l clauses hereof t h a t gas is be ing produced f r o m the leased premises in paying quanti t ies . 
Each such payment sha l l be paid o r tendered to the p a r t y or part ies w h o at the t i m e o f such payment wou ld be en t i t l ed to receive the royalties which would be 
paid under th is lease i f tbe well were i n f a c t p roduc ing , or be pa id or tendered to the c r e d i t o f such p a r t y or part ies in the depository bank and in the manner 
hereinafter provided f o r the payment of ren ta l s . j 

4. I f operat ions f o r d r i l l i n g are not commenced on said land or o n l and pooled t h e r e w i t h on or before one (1) year f r o m this date, this lease shall t e rmina te 

as to both part ies , unless on or before one (1) year f r o m this date lessee shal l pay o r tender t o the lessor a r en t a l of S — which 
• hall cover the p r iv i l ege o f de f e r r i ng commencement of such operat ions f o r a pe r iod o f t w e l v e (12) mon ths . ] n l ike manner and upon l ike payments or tenders, 
annual ly, the commencement of said operat ions may be f u r t h e r defer red f o r successive per iods o f t w e l v e (12) months each d u r i n g the p r imary te rm. Payment 

or tender may be made to the lessor or t o the c red i t o f the lessor i n the . : . Bank 

at — — . — , which bank, or any successor thereof, shall 
continue to be the agent f o r the lessor and lessor's heirs and assigns. I f such bank (or any successor bank ) shal l f a i l , l iquidate , or be succeeded by another bank, 
or f o r any reason sha l l f a i l or re/use to accept r e n t a l , lessee shal l not be held i n d e f a u l t u n t i l t h i r t y | 3 0 | days a f t e r lessor shall deliver to lessee a recordable 
ins t rument m a k i n g p rov i s ion fo r another acceptable method of p a y m e n t or tender , and any deposi tory charge is a l i a b i l i t y of the lessor. The payment or tender 
of renta l may be made by check or d r a f t o f leasee, mai led or del ivered to said bank or lessor, or any lessor i f more than one, on or before the rental pay ing 
date. A n y t i m e l y payment or tender o f r e n t a l or shut - in roya l t y w h i c h is made i n a bona f i d e a t t e m p t t o make proper payment , but which is erroneous in 
whole or in p a r i as t o part ies , amounts , or depositories shall nevertheless be s u f f i c i e n t t o p r even t t e r m i n a t i o n of this lease in the same manner as though a 
proper payment had been made; provided, however, leasee shal l cor rec t such e r ro r w i t h i n t h i r t y <30) days a f t e r lessee has received w r i t t e n notice thereof by 
cer t i f ied ma i l f r o m lessor together w i t h such i n s t rumen t* as are necessary to enable lessee t o m a k e proper payment . 

5. Lessee is hereby granted the r i g h t and power, f r o m t ime to t i m e , to pool o r combine th is lease, the l and covered by i t or any par t or horizon thereof 
w i t h any other l and , lease, leases, m i n e r a l estates or par t s thereof f o r the p r o d u c t i o n of o i l or gas. U n i t s pooled hereunder shall not exceed the standard pro­
ra t ion u n i t f i x e d by law or by the New M e x i c o O i l Conservat ion Commiss ion or by o ther l a w f u l a u t h o r i t y f o r the pool or area in which said land is situated, plus 
a tolerance o f 10'A. Lessee shall f i l e w r i t t e n u n i t designations i n the coun ty i n w h i c h the premises a re located and such uni ts may be designated f r o m t ime to 
t ime and either before o r a f t e r the comple t ion o f wel l s . D r i l l i n g opera t ions on o r p r o d u c t i o n f r o m any p a r t of any such u n i t shall be considered fo r a l l pur­
poses, except the p a y m e n t of roya l ty , as opera t ions conducted upon or p roduc t i on f r o m the l a n d described i n th i s lease. There shall be allocated to the land 
covered by this lease included iri any such u n i t t h a t p o r t i o n of the t o t a l p r o d u c t i o n o f pooled mine ra l s f r o m wel ls i n the u n i t , a f t e r deducting any used in lease 
or u n i t operat ions, w h i c h the number o f su r f ace acres i n the land covered by th i s lease inc luded i n the u n i t bears to the to ta l number o f surface acres i n the 
un i t . The produc t ion so allocated shal l be considered f o r a l l purposes, i n c l u d i n g the p a y m e n t or de l ive ry o f r o y a l t y , to be the en t i re production of pooled minerals 
f r o m lhe p o r t i o n o f said land covered hereby and included in said u n i t i n the same m a n n e r as though produced f r o m said land under the terms of this lea.se. 
A n y pooled u n i t designated by lessee, as p rov ided here in , may be dissolved by lessee by r e c o r d i n g an app rop r i a t e i n s t rumen t i n the County where the land is si t­
uated at any t i m e a f t e r the complet ion of a dry hole or the cessation o f p r o d u c t i o n o n aaid u n i t . Lessee is f u r t h e r granted the r i g h t and power to commit th is 
lease as to a l l o r any po r t i on of the above described lands or hor izons thereof t o any u n i t agreement f o r the purpose o f conserving the na tura l resources o f any 
oi l or gas pool , f i e l d or area covered t h e r e b y ; p rovided , such u n i t ag reemen t conta ins usual and cus tomary provis ions f o r the allocation of o i l and gas produced 
f r o m the u n i t area and such u n i t agreement embraces lands of e i the r t he U n i t e d States o r State o f N e w Mexico or both, and the f o r m of u n i t agreement has 
been approved by ei ther the Un i t ed States Geological Survey or Commiss ioner o f P u b l i c Landa o r bo th and the New Mexico OiJ Conservation Commission, and 
upon such c o m m i t m e n t the provisions of t b U lease shal l be c o n f o r m e d t o the u n i t agreement . 

6. l f p r i o r to the discovery of o i l o r gas hereunder, leasee should d r i l l and abandon a d r y hole or holes hereunder, or i f af ter discovery o f o i l or gas the 
production thereof ahould cease f o r any cause, th is lease shal l not t e r m i n a t e i f leasee commences r e w o r k i n g or addi t iona l d r i l l i n g operations w i t h i n €0 days 
thereafter and d i l i g e n t l y prosecutes the same, o r f i f i t be w i t h i n the p r i m a r y t e r m ) commence* o r resume* the payment or tender o f rentals or commence* 
operations f o r d r i l l i n g o r r e w o r k i n g on or before the r en t a l p a y i n g date nex t ensu ing a f t e r the e x p i r a t i o n of three months f r o m date o f abandonment of aaid 
dry hole or holes or the cessation of p r o d u c t i o n , l f at the e x p i r a t i o n o f the p r i m a r y t e r m o i l o r gaa is no t being produced but lessee is then engaged in operations 
fo r d r i l l i n g or r e w o r k i n g o f any w e l l , th ia leaae shal l r e m a i n in f o r c e eo long aa auch opera t ions are d i l i g e n t l y prosecuted w i t h no cessation o f more than 60 
consecutive days. I f d u r i n g the d r i l l i n g or r e w o r k i n g of any w e l l under th i s p a r a g r a p h , lessee loees or j u n k s the hole or wel l and a f te r d i l igent e f f o r t s in giwxJ 
f a i t h i t unable t o complete aaid operations then w i t h i n 30 days a f t e r the a b a n d o n m e n t o f aaid opera t ions lessee may commence another well and d r i l l the same 
w i t h due di l igence. I f any d r i l l i n g , a d d i t i o n a l d r i l l i n g , or r e w o r k i n g opera t ions hereunder resu l t i n p r o d u c t i o n , then this lease shall remain in f u l l force so long 
thereafter as o i l or gas is produced hereunder. 

7. Leasee ahall have free use of o i l , gas and water f r o m aaid l and , except w a t e r f r o m l t * J o r ' i wella and tanka. fo r a l l operations hereunder, and the roya l ly 
ahall be computed a f t e r deducting any ao used. Lessee ahal l have the r i g h t a t a n y t i m e d u r i n g o r a f t e r the exp i r a t i on of this leaae to remove al l property and 
f ix tu res placed by lessee on aaid land, i n c l u d i n g the r i g h t to d r a w and remove a l l cas ing . W h e n requ i red by lessor, lessee w i l l bury al l pipe lines on cul t ivated 
lands below o r d i n a r y p low depth, and no w e l l sha l l be d r i l l e d w i t h i n t w o h u n d r e d feet (200 f t . ) o f any residence or barn now on said land wi thout lessor's con­
sent. Lessor ahal l have the pr ivi lege, at hia r isk and expense, of us ing gas f r o m any gas w e l l on aaid l and f o r atoves and inside l ights in the p r inc ipa l dwel l ing 
thereon, out of any surplus gas nol needed f o r operat ions hereunder. 

8. The r i g h t * o f e i ther par ty hereunder may be assigned in whole or i n p a r t and the p rov i s ions hereof shal l extend t o the heir*, eittrcvlara, adminis t ra tors , 
successors and ass igns : but no change or d iv i s i on in the ownersh ip o f the l and , o r i n the o w n e r s h i p of or r i g h t to receive rentals, royalties or payment*, however 
accomplished shal l operate to enlarge the ob l iga t ions or d i m i n i s h the r i g h t s of lessee; and no such change or d iv i s ion shall be binding upon ler^ee for any pur­
pose u n t i l 30 day* a f t e r Je**ee ha* been f u r n i s h e d by c e r t i f i e d m a i l a t lessee's p r i n c i p a l place o f business w i t h acceptable instruments or cert i f ied copies 
thereof cons t i t u t i ng the chain of t i t l e f r o m the o r i g i n a l lessor. I f any such change in o w n e r s h i p occurs t h r o u g h the desth of the owner. l*»see msy pay or 
lender any rentals , royal t ies or payment* t o the c red i t of the deceased o r h i * estate i n the deposi tory bank u n t i l auch t ime as lessee has been furnished w i t h 
evidence sa t i s fac to ry to lessee as to the persona en t i t l ed to such sum*. I n the event o f a n ass ignment o f t h i * lease a* to a segregated port ion o f aaid land, lhe 
rentals psysble hereunder t h a l l be appor t ioned a* between the several leasehold owners r a t a b l y accord ing to the surface are* of each, and defaul t in renta l 
payment by one shal l not a f fec t the r i g h t s o f other leasehold owner* hereunder . A n a l i g n m e n t o f th i s lease, tn whole or in part , shall , to the extent of auch 
a l i g n m e n t , relieve and discharge lessee of any ob l iga t ion* hereunder, and . i f lessee o r assignee of pa r t o r part* hereof shall f a i l or make d r f a v l l in the payment 
of the propor t iona te p a r t o f the rentals due f r o m such lessee or assignee or f a i l to comply w i t h any other p rov i s ion o f the IKUS*. such default shall not aff»-cl t h u 
l«-a*e in so f a r as it covers a par t of said lands upon wh ich lessee or any assignee thereof sha l l ao comply or make auch payments. Rentals aa used i n th is 
paragraph shal l also include shut- in r o y a l t y . 

9. Should les**-e be prevented t r o m c o m p l y i n g w i t h any expresa o r i m p l i e d covenant o f th is lease, or f r o m conduct ing d r i l l i n g or r ework ing operations here­
under, or f r o m p roduc ing o i l or ga* hereunder by reason of sesrei ty o r i n s b i l i t y t o o b t a i n or uae equ ipmen t or m s t c r i s l . or by operation of forct- m a j r u r e . or 
by sny Federal or state law or any order, ru le or r egu la t ion of g o v e r n m e n t a l a u t h o r i t y , t hen w h i l e ao prevented . l i t r e ' s duty shal l be suspended, and l«-**-ee 
• hal l not be l iable f o r f a i l u r e Lo comply t h e r e w i t h ; and this lease sha l l be ex tended w h i l e and so long as Je»*i-r is p revrn ted by any such cau»e f r o m conduc tmr 
d r i l l i n g or r**-or k i n g operat ion* on or f r o m produc ing o i l or gaa hereunder : and the t i m e w h i l e le*»ee is so pr even Led shall not be counted a g a i n i l le**»-c. 
any th ing in thia Iraae to the con t ra ry n o t w i t h s t a n d i n g . 

10. Lessor hereby war ran t s and agree* to defend the t i t l e to said l and , a n d agr*-e« ehst leasee, at i t * o p t i o n , may discharge any t a i , mor teare . or other 
ben upon aaid land, and in the r ^ c n t l*-s*er doe* ao, i t ahal l be subrogated t o auch l ien w i t h the r i g h t to enforce same and apply rentals and royalties accruing 
hereunder t oward s a t i s f y i n g tsme. W i t h o u t i m p s i r m e n t o f leasee's r i g h t s under the w a r r a n t y , i f th i s )ea_k* rovers a lt-xs interest in the oi l or ga* in a l l or any 
par t o f said land than the entire and und iv ided fee s imple t s ta te (whe the r lessor** in teres t is here in spec i f ied or not r then the royalties, shut-in royal ty , renta l , 
and other payments , i f any , s r e ru ing f / o m any p s r t a* to wh ich I h i * lease cover* le** t h a n auch f u l l in teres t , shall be paid only in the propor t ion which lhe 
interest there in , i f any, covered by this lease, bears to the whole and und iv ided fee s imple estate t h e r e i n . Should sny one or more of the parti?* named above a* 
lessors f a i l to execute t h i * lease, i t ahall nevertheless be b i n d i n g upon tbe p a r t y o r par t ies e x e c u t i n g the same. 

2J. Lessee, i t s /h i s *urre**ors. heirs and assigns, sha l l have the r i r h t a t a n y l i m e t o su r r ende r th is lease, i n whole or in p s r t . to Ie*aor o r h i* heirs, succes­
sors, and assign* by de l ive r ing or m s l l i n g a release thereof to the leasoc. o r by p l a c i n g a release thereof o f record in the county in which said land ia s i tua ted : 
thereupon I r u r r sha l l be relieved f r u m a l l ob l iga t ions , expressed or i m p l i e d , o f th i s *_r re rmenl a* t o acreage so surrendered, and th t r e s f t e r the rentals and 
• hut- in roya l ty psysble hereunder shal l be reduced i n the p r o p o r t i o n t ha t the acreage covered hereby ia reduced by aaid release or release*. 

Executed the da> and year f i r s t above w r i t t e n . 
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A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . G E N E R A L PROVISIONS 

1. Definit ions 

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

"Joint Operations" shall mean al l 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 pr imary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a f ield operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose pr imary funct ion i n 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. 

"Mater ia l" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material wh ich at the t ime 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 bi l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bil ls w i l l be accompanied by statements which identify the author­
i t y for expenditure, lease or fac i l i ty , and al l charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and f u l l y described i n detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided fo r i n the agreement, the Operator may require the Non-Operators to advance then-
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly bi l l ing 
to reflect advances received f r o m the Non-Operators. p r i m e r a t e p l u s 1.25% 

Each Non-Operator shall pay its proportion of a l l bills w i t h i n f i f teen (15) days after receiptXIf payment is not 
made wi th in such time, the unpaid balance shall bear interest monthly at the rate of t-.velvc 'pereont (12';[ ) per 
annum or the maximum contract rate permit ted 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 wi th 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the r ight of any Non-Operator to protest or question the correct­
ness thereof; provided, however, al l bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be t rue and correct after twenty- four (24) months fol lowing 
the end of any such calendar year, unless w i t h i n the said twenty- four (24) month period a Non-Operator takes 
wr i t t en exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made w i t h i n the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting f r o m a physical inventory of Controllable Material as provided for in Section V. 

5. Audi ts 

A . Non-Operator, upon noiice in wr i t i ng to Operator and a l l other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account fo r any calendar year wi th in the twenty-four (24) month 
period fol lowing the end of such calendar year; provided, however, the making of an audit shall not extend the 
t ime for the taking of wr i t t en exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable e f for t to 
conduct jo in t or simultaneous audits in a manner which w i l l result in a minimum of inconvenience lo the Opera­
tor. Opcralor shall bear no portion of the Non-Operators ' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall no t i fy all Non-Operators of the Operator's proposal, and 
the agreement or approval of a major i ty in interest of the Non-Operators shall be controlling on all Non-Opera­
tors. 



I I . D IRECT CHARGES 

Operator shall charge the Joint Account w i t h the fo l l owing items: 

1. Rentals nnd Royalties 

Lease rentals and royalties paid by Operator f o r the Joint Operations. 

2. Labor 

A. ( I ) Salaries and wages of Operator's f i e l d employees directly employed on the Joint Property in the conduct 
of Joint Operations. 

(2) Salaries of First Level Supervisors in the f i e ld . 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 
excluded f r o m the Overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disabili ty benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . I f 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 I I . 

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

3. Employee Benefits 

Operator's- current costs of established plans fo r employees' group l i f e insurance, hospitalization, pension, re­
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a l ike nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty por cent (70%),. t w e n t y - s i x p e r c e n t (26%) o r p e r c e n t mos t r e c e n t l y 
recommended by t h e C o u n c i l o f P e t r o l e u m A c c o u n t a n t S o c i e t y o f N o r t h A m e r i c a . 

4. Material 

Material purchased or furnished by Operator f o r use on the Joint Property as provided under Section I V . Only 
such Material shall be purchased for or t ransferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent w i t h e f f ic ient and economical operations. The accumulation of sur­
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Mater ia l necessary for the Joint Operations but subject to the fol lowing l imi ta ­
tions: 

A. I f Material is moved to the Joint Property f r o m the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance f r o m the nearest reliable supply store, 
recognized barge terminal , or ra i lway receiving point where l ike material is normally available, unless agreed 
to by the Parties., e x c e p t as s p e c i f i c a l l y a u t h o r i z e d by A r t i c l e XV A . l . o f t h e O p e r a t i n g 

B. ^ r sur^uTfoaHer ia^^ storage point, no charge shall be made lo 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 cosl 
of $200 or less excluding accessorial charges. 

6. Services 

The cost of contract services, equipment and ut i l i t ies provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel direct ly engaged on the Joint Property i f such charges are excluded f rom the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account fo r 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 lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20<^. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses lo Joint Property 

A l l costs or expenses necessary for thc repair or replacement of Joinl Property made necessary because of dam­
ages or losses incurred by f i re , f lood, storm, thef t , accident, or other cause, except those resulting from Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator wr i t ten notice of damages or looses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 

Expense of handling, investigating and sett l ing l i t igat ion or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred i n or resulting f r o m operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parlies. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 

— 2 — 
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0. Taxes 

A l l taxes of every k ind and nature assessed or levied upon or in connection w i t h the Joint Property, the opera­
tion thereof, or the product ion therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

1. Insurance 

Net premiums paid fo r 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 L i ab i l i t y under the respective state's laws, Operator may, at its election 
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's 
cost not to exceed manual rates. 

2. Other Expenditures 

Any other expenditure not covered or dealt w i t h in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

1. Overhead - D r i l l i n g and Producing Operations 

i . As compensation f o r administrative, supervision, off ice services and warehousing costs, Operator shall charge 
dr i l l ing and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph I A , or 

( ) Percentage Basis, Paragraph I B . 

Unless otherwise agreed lo 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 al l personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services f r o m outside sources in connection wi th 
matters of taxation, t r a f f i c , accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided fo r i n the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . 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 ( ^ ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the fo l lowing rates per we l l per month: 

Dr i l l i ng Wel l Rate $ 4750 : 1 ' 1 ' 

Producing Well Rate $ 4JZ5. :" 1' : 

(2) Application of Overhead - Fixed Rate Basis shall be as fo l lows: 

(a) D r i l l i n g Wel l Rate 

[ 1 ] Charges f o r onshore d r i l l i ng wells shall begin on the date the well is spudded and terminate on 
the date the d r i l l i ng or completion rig is released, whichever is later, except that no charge shall 
be made dur ing suspension of d r i l l i ng operations for f i f t een (15) or more consecutive days. 

[ 2 ] Charges fo r offshore d r i l l i ng wells shall begin on the date when dr i l l ing or completion equipment 
arrives on location and terminate on the date the d r i l l i ng or completion equipment moves off loca­
tion or r i g is released, whichever occurs f i rs t , except that no charge shall be made during suspen­
sion of d r i l l i n g operations fo r f i f teen (15) or more consecutive days 

[ 3 ] Charges f o r wells undergoing any type of workover or recompletion for a period of five (5) con­
secutive days or more shall be made at the d r i l l i ng we l l rate. Such charges shall be applied for 
the period f r o m date workover operations, w i t h r ig , commence through date of r ig release, except 
that no charge shall be made dur ing suspension of operations for f i f teen (15) or more consecutive 
days. 

(b) Producing Wel l Rates 

[ 1 ] A n active we l l either produced or injected into for any portion of the month shall be considered 
as a one-wel l charge for the entire month. 

[ 2 ] Each active completion in a mult i-completed wel l in which production is nol commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
wel l by the governing regulatory authori ty. 

[ 3 ] A n inactive gas wel l shut in because of overproduction or fa i lure 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-wel l charge may be made for the month in which plugging and abandonment operations 
are completed on any wel l . 

15] AU other inactive wells ( including but not l imi ted to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qua l i fy for an overhead charge. 

(3) The well rates shall be adjusted as of the f i r s t day of A p r i l each year fo l lowing the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by m u l t i ­
plying lhe rate current ly in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to lhe calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates current ly 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 fo l lowing rates: 

(a) Development 

. Percent ( % ) of the cost of Development of the Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I and a l l salvage credits. 

(b) Operating 

Percent ( % ) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , al l 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 fol lows: 
For the purpose of determining charges on a percentage basis under Paragraph I B of this Section I I I , de­
velopment shall include al l costs in connection w i t h d r i l l ing , redr i l l ing, deepening or any remedial opera­
tions on any or a l l wells involving the use of d r i l l i ng crew and equipment; also, preliminary expenditures 
necessary in preparation for d r i l l i ng and expenditures incurred i n abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of f ixed assets, the expansion of f ixed 
assets and any other project clearly discernible as a f ixed asset, except Major Construction as defined in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

-2-.—Overhead—Major Conctrnction 

compensate Operator f o r overhead costs incurred in the construction and installation of f ixed assets, 
dassets, and any other project clearly discernible as a f ixed asset required for th pansion 

operation of the Jo 
charge the Joint Account 
of $ : 

scrty, Operator shall either negotiate a rate prior to the beg 
lead based on the fo l lowing rates for am 

opment and 
construction, or shall 

FConstruction project in excess 

A. 

B. 

C. -% 

of total costs i f such costs are mqxe 
of total costs i n excess, 
of total cc 

.but less than $ plus 

Total cost sh 
of . 

excess of $1,000,000. 

tean the gross cost of any one project. For the purpose of this paragraph -

Te project shall not be treated separately and the cost of d r i l l ing and workover wells shall be e? 

3. Amendment of Rates 

The Overhead rates provided fo r in this Section I I I may be amended f r o m time to time only by mutual agreement 
between the Parties hereto i f , in practice, the rates are found to be insufficient or excessive. 

I V . PRICING OF J O I N T ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and t imely charges and credits for all ma­
ter ia l movements affecting the Joint Property. Operator shall provide al l Material for use on the Joint Property; how­
ever, at Operator's option, such Mater ia l may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Mater ia l , such disposal being made either through sale to Operator or Non-Operator, division in 
k ind , 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 lo by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Property and Materia! transferred f r o m the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parlies, shall be priced on the fol lowing bases exclusive of cash dis­
counts: 

A. New Material (Condi t ion 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. rai lway receiving point or recognized barge terminal nearest the Joint Property 
where such Mater ia l 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 Malerial shall be priced al the current new price, in effect at dale of movement, as listed by a reliable 
supply store or f.o.b. ra i lway receiving point nearest the Joint Properly where such Malerial is normally 
available. 

B. Good Used Material (Condit ion B) 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

(a) A t seventy-five percent ( 7 5 ^ ) of current new price, as determined by Paragraph 2A of Ibis Section IV . 

(2) Material moved f r o m the Joint Property 

(a) At seventy-five percent ( 7 5 ' ^ ) of current new price, as determined by Paragraph 2A of this Section IV , 
i f Malerial was original ly charged lo the Joint Account as new Material, or 
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(b) al s ix ty - f ive percent (G5'';; ) of current new price, as determined by Paragraph 2A of this Section 
IV. if Material was originally charged to lhe Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Materia) (Condition C and D) 

(1) 'Condition C 

Malerial which is not in sound and serviceable condition and not suitable for its original function un t i l 
after reconditioning shall be priced at f i f t y percent (50'„;) of current new price as determined by Para-

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

(2) Condition D 

A l l other Material , including junk , shall be priced at a value commensurate w i th 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 wi th 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 

Materia] which is serviceable and usable fo r its original function but condition and/or value of such Materia] 
is not equivalent to that which would j u s t i f y 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 wi th the value of the service ren­
dered by such Mater ia l . 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15c/) per 
hundred weight on a l l 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 I I . 

(2) Material involv ing erection costs shall be charged at applicable percentage of the current knocked-down 
price of new Mater ia l . 

3. Premium Prices 

Whenever Materia! 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 wr i t i ng is furnished to Non-Operators of the proposed 
charge prior to b i l l ing Non-Operators for such Material . Each Non-Operator shall have the right, by so electing and 
no t i fy ing Operator w i t h i n ten days afler receiving notice f r o m Operator, to furnish in kind all or part of his share 
of such Material suitable fo r use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. I n case of defective Material, credit shall not be passed to the 
Joint Account unt i l adjustment has been received by Operator f r o m the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material . 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjus tment of Inventories 

Reconciliation of a physical inventory wi th the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators w i t h i n six months fo l lowing the taking of the inventory. Inventory ad­
justments shall be made by Operator w i th the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. I t shall 
be lhe duty of lhe party selling to not i fy all other Parties as quickly as possible after the transfer of interest lakes 
place. In such cases, both the seller and lhe purchaser shall be governed by such inventory. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to lhe Joint Account unless agreed to by lhe 
Parties. 
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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/7 NW/4 and E/2 SPPHOU 30-25S-37E, Lea 
County, New Mexico between DOYLE HARTMAN 
as Operator and Ci t i e s Service O i l and 
Gas Corporation . 

as Non-Operators 

Operator, at a l l times while operations are conducted hereunder, 

sha l l carry, and require i t s contractors to carry insurance to indemnify, 

protect and hold the par t i e s hereto harmless as follows: 

1. Insurance which s h a l l comply with the Workmen's Compensation, 

Employers L i a b i l i t y and Occupational Disease laws of the State 

i n which operations hereunder are conducted; 

2. Comprehensive general l i a b i l i t y insurance with l i m i t s of not 

less than: 

A. Bodily I n j u r y : 

$500,000 per person and $500,000 f o r each occurrence 

and, 

B. Property Damage: 

$250,000 f o r each occurrence and $500,000 i n the 

aggregate. 

3. Automobile l i a b i l i t y insurance with l i m i t s of not less than: 

A. $250,000 per person and $500,000 per accident pertaining 

to bodily i n j u r y t o , or death of persons; and, 

B. $100,000 per accident pertaining to loss of, or damage 

to , property. 

4. Commercial Umbrella Excess L i a b i l i t y : $15,000,000 per incident 

and annual aggreate. 

Upon successful completion of f i r s t w e l l , a l l premiums paid on such 

insurance s h a l l be charged to the j o i n t account. Except by mutual 

consent of the p a r t i e s , no other insurance s h a l l be maintained for the 

j o i n t account, and a l l losses not covered by such insurance shall be 

charged to the j o i n t account. 

Operator s h a l l not be l i a b l e to Non-Operator(s) f o r loss suffered 

on account of the i n s u f f i c i e n c y of insurance c a r r i e d , or of the insuror 

with whom c a r r i e d , nor s h a l l Operator be l i a b l e to Non-Operator(s) for 

any loss accruing by reason of Operator's i n a b i l i t y to provide or maintain 

the insurance above mentioned; provided, however, that i f at any time 

druing the l i f e of t h i s agreement Operator i s unable to obtain or maintain 

such insurance, Operator s h a l l promptly n o t i f y Non-Operator(s) of such 

f a c t . 
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1 OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and h e r ^ n D o y l e H a r t m a n 

4 —_—_—_ . , hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
6 as "Non-Operator", and collectively as "Non-Operators". 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the parues to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
]4 NOW, THEREFORE, it is agreed as follows: 
15 
16 A R T I C L E I . 

17 DEFINITIONS 
18 

19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oi l and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parues to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 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-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 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 

34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 

42 EXHIBITS 
43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a pan hereof: 
45 S! A. Exhibit " A " , shall include the following information: 
46 (I) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 H B. Exhibit " B " , Form of Lease. 

52 B C. Exhibit " C " , Accounting Procedure. 
53 B D. Exhibit " D " , Insurance. 
54 D E. Exhibit " E " , Gas Balancing Agreement. 
55 D F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit " G " , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in the body 

58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 
60 
61 
62 
63 1 
64 
65 , 
66 
67 -
68 - l , y 
69 
70 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A . Oil and Gas Interests: 
5 

6 II any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 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 
8 shall be deemed to own both the royalty interest reserved in such lease and t̂he interest of the lessee thereunder. 
9 

10 B. Interests of Parties in Costs and Production: 
11 

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

14 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 
15 payment of royalties to the extent of o n e - e i g h t h which shall be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and 
18 payable, each party entided to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 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 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher price. 

• 24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequendy Created Interests: 

35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 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 
38 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 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 
43 1. lf the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 
48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 

51 the burdened party. 

52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: T i t l e i s p r e s e n t l y b e i n g examined and a copy w i l l be 
57 f u r n i s h e d on r e q u e s t . 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 thc Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned tolx- includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each pany contributing leases and/or oil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, tide papers and curative material in its possession free of charge. AH such inlormation not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the tide, shall be obtained by Opera tor. -Operator shall 
65 cause title to be examined by attorneys on' its staff or by outside attorneys. Copies of all title opinions shall be furnished io each pany 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 - rr> '• •' 
68 Q—Option No. 1; Costs incurred-by Operator in procuring abotracu and title examination (including preliminary, iupplcmfnlal, 
69 shut-in giu royalty opinions ond division order title opinions) shall he o pari of lhe pdroinisif alive uvtf hind as p»>virM-in-£-*h>bil , " C ' , 
70 and f.hall nol be a direct fhorge, whether performed by OjH-ralor'ii r.iaff attorneys or by outside attorneys. 
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A R T I C L E I V 
continued 

B Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in 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 title to the drillsite or drilling unit has been examined as above 
provided, and (2) the tide has been approved by the examining attorney or tide has been accepted by all of the parties who are to par­
ticipate in the drilling of the well. 

B. Loss of Title: 

t——!• Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure uf title, uliich loss results in 
reduifqon of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (QD^ay: 
from finaT^dejermination of tide failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi 
tion will not besubiect to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force aŝ tcrall remaining oi 
and gas leases and interests: and, 

(a) The party whose ofkand gas lease or interest is affected by the title failure shall bear alone thp-efmre loss and it shall not be 
entitled to recover from Operatorbejhe other parties any development or operating costs which it may have theretofore paid or incurred 
but there shall be no additional liabilityxin its part to the other parties hereto by reason oL-stich tide failure; 

(b) There shall be no retroactive adjustment of expenses incurred or revenues recejvea from the operation of the interest which has 
been lost, but the interests of the parties shall be revised on an acreage basis, as of ihejme it is determined finally that title failure has oc­
curred, so that the interest of the party whose lease or lrhsrest is affected by t̂he tide failure will thereafter be reduced in the Contract 
Area by the amount of the interest lost; ^ \ 

(c) If the proportionate interest of the other parties hereto^invtinv producing well theretofore drilled on the Contract Area is 
increased by reason of the tide failure, the party whose titlenas failed shalNeceive the proceeds attributable to the increase in such in­
terest (less costs and burdens attributable thereto) upofit has been reimbursed forvun recovered costs paid by it in connection with such 
well; ^ y 

(d) Should any person not a party^dthis agreement, who is determined to be the owner of any interest in the tide which has 
failed, pay in any manner any part^ef'the cost of operation, development, or equipment, such amourrt^hall be paid to the party or parties 
who bore the costs which arCso refunded; 

(e) Any liability^toaccount to a third party for prior produnion of oil and gas which arises by reasonsa(_title failure shall be 
!x>rne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and, 

(f) Na^charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense orthe interest 
:Iaimea by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
;onnection therewith: •—— ' 

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut in wcl hut in wei 

laminates paymentrninimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein 
there shall K^mamonetary liability against the party who failed to make such payment. Unless the party who failed tojtwrke the requirec 
payment secures a new-Jease covering the same interest within ninety (90) days from the discovery of the failunjjerinake proper payment 
which acquisition will not Dê subiect to Article VIII.B., the interests of the parties shall be revised on ap-a£reage basis, effective as of th< 
date of termination of the lease involved, and the party who failed to make proper payment wilLnolonger be credited with an interest ir 
the Contract Area on account of ownersmp^oCthe lease or interest which has terminated*-!?! the event the party who failed to make th( 
required payment shall not have been fully reimbufswLat the time of the loss, (rprrTxhe proceeds of the sale of oil and gas attributable tc 
the lost interest, calculated on an acreage basis, for the deVektpment andppefating costs theretofore paid on account of such interest, i 
shall be reimbursed for unrecovered actual costs theretofore paifp><iQ>ut not for its share of the cost of any dry hole previously drillet 
or wells previously abandoned) from so much of the follpjvmg as is necessary to effect reimbursement: 

(a) Proceeds of oil and gas, less operating expenses, theretofore accrucdtt>--UTe credit of the lost interest, on an acreage basis 
up to the amount of unrecovered costs; 

(b) Proceeds, less operating expcfZses, thereafter accrued aiiributable to the lost intcrest"~bi»var> acreage basis, of that portion o 
oil and gas thereafter producod^nd marketed (excluding production from any wells thereafter drilled) which^m lhe absence of such leas< 
termination, would he-attributable to the lost interest on an acreage basis, up to the amount of unrecovered cbxs^the proceeds of saic 
portion of th^-ofland gas to be contributed by the other parties in proportion to their respective interests; and 

ny monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of th"eintercsi 
. _ * *1 - I ' _ ' . ' — _ * i t f » K - . n ^ l u u ? A m _ l n . n _ ^ A r ^ j n r - t n L A t i l l * — -• — « ^" s«-ist, (or thc privilege of participating in thc Contract Area or becoming a parly to imVggfecmem. 

3. Other Losses: All losses incurred, other than those set lorth in Articles IV.B l. ond 1V.B.2. obove. shall be jointlosses 

and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in thc remaining portion of 

the Contract Area. < 
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1 ARTICLE V. 

2 OPERATOR 
3 

4 A. Designation and Responsibilities of Operator: 
5 
6 Doyle Hartman ^ be t h e 

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

10 negligence or willful misconduct. » 

11 
12 B. Resignation or Removal of Operator and Selection of Successor: 
13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
17 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 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 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-
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
24 be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shaD be selected by 
27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees: 
34 
35 Tbe number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 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 
43 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-
44 dependent contractors who are doing work of a similar nature. 
45 
46 

47 
48 
4 9 ARTICLE V I . 

50 DRILLING A N D DEVELOPMENT 

51 

52 A. Initial Well: 

53 

54 On or before the 15 t h day of J u l y , 19 85 t Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 
57 SE/4 Section 27, T-23-S, R-36-E 
58 
59 . . •-• 
60 and shall thereafter continue the drilling of the well with due diligence to a d e p t h s u f f i c i e n t t o t e s t t h e 
6 1 Jalmat (Gas) i n t e r v a l . 
62 

63 
64 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
66 countered at a lesser depth, or unless al) parties agree to complete or abandon the well at a lesser depth. - ' ^ ; 

6 7 * thoroughly l o g , but not core or PST 
68 Operator shall W»B1M r< u IUH^I i t ^ M n ul all formations encountered during drilling which give indication bf containing oil and 
69 g>s in quantities sufficient to*£«^wrl^wj. trnn agreement rhaTl be limited in iir. application to a >.]><•< ifir formaiitm at formmion'ii in >'4ii«h 
70 n ] - ' " '•- - y •" ' - M - n ' ; ' , K Tf <•"• > " " " » " ' " " ••'»"'»• nji, . ,„m,,ni . . . „ j . MJ.J. IJ. "* ^ 
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A R T I C L E V I 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paving quantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions of Article VI.E.l . shall thereafter apply. 
3 
4 
5 

6 B. Subsequent Operations: 
7 

^ 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well joindy owned by all 

10 the parties and not then producing in paying quantities, the pany desiring to drill, rework, deepen or plug back such a well shall give the 
1 1 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 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-
14 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 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal hob'days. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 

17 response given by telephone shall be prompdy confirmed in writing. 
18 

19 
20 

21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 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-
23 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-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 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 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete tide ex-
27 amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article XI , if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 

33 

54 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l . or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the pany or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety -(90) days after the expiration of 
37 the notice period of thirty (30) days (or as prompdy as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due dtb'gence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
4R notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed wkh the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 fexclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties' interests, and 
52 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 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall prompdy notify all parties of such decision. 
55 
56 
57 

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results m a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost arid risk, 
64 
65 J 
66 ' ~' ; 
67 
68 ;. : : - • •'• 

69 -
70 ^ * 
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A R T I C L E V I 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for thc account of the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Comsenting Panics, 
A and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Tvoo-Consenting 

5 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 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding roya3tyand other in-
7 terests not excepted by Article l l l .D. payable out of or measured by the production from such well accruing with respect: JDSUch interest 
8 until it reverts) shall equal the total of the following: 
9 

10 
11 

12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyomd the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 1001% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until", each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such .Tioa-Consenu'ng 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (b) 300 % Q [ faal p 0 r t j o n 0 f [ h e c o s t s a n c j expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIU.C, and 300 % 0 f that portion of the cost of newlw acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 
2A participated therein. 

25 
26 
27 

28 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 
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that i: 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any sue; 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operaruBn of said we! 
32 and there shall be added to the sums to be recouped bv the Consenting Parties one hundred percent (100%) of that portion ef the costs c 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. 1. 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VIE. shall he ap 

35 pb'cable as between said Consenting Parties in said well. 
36 
37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of produnion, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production non excepted by Ar-
42 tide II1.D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be perrniirud to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain uncharged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account fear iS such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to>*he well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for produnion; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed staiemenn cf monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the parrry conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs ard liabilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and thc armomt of proceeds 
60 realized from thc sale of the well's working interest production during the preceding month. In determining the quaniiitrof oil and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as. but not limited lo, mcnenbg or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with amy sich operation 
63 which w-ould have been owned by a Non-Con sen ting Party had it participated therein shall be credited against thc total unetuTned costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party sh.aHieverl to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Pany. _J 
66 , -r—1 

67 -f~ .- • 
68 - • "\ 
69 " . 
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ARTICLE VI 
continued 

1 Ii and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 

9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that-without the mutual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII .D. l . (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 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-
19 duction, ceases to produce in paying quantities. 
20 

21 . . 
22 

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

31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 

44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 

53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any pany may request and 
57 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 
58 incurred during such extended response period. If more than one pany elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proponion each ejecting par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties, ln all other in-
61 stances the response period to a proposal for sidetracking shall be broiled to thiny (30) days. 
62 i " 
63 
64 _| 
65 C. TAKING PRODUCTION IN KIND: J 
66 ..--r-i.r.. 
67 Each pany shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treating o? and gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of the production shall be borne by such pany. Any party taking its share of production^jdn3 shall be 

i 
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ARTICLE VI 
wintinued 

required lo pay for only i i i proportionate share of such pan 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 Vil.I)., shall lx- entitled lo receive payment 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 such purchase or sale by Operator shall be subject always to 
the right of the owner of the produnion 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 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 thereto. 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 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 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. If, within 
thirty (30) davs 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 tide 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 produnion, 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 

I 
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A R T I C L E V I 

continued 

j " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. Thc payments by, and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
1 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-
8 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rales and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, thc assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanendy plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE V I I . 
2 1 EXPENDITURES A N D LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 
32 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 
33 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 
34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 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-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof, ln addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 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 
40 purchaser shall be entided to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 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 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 donate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits made and received. 
54 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such parry of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay iu share of said estimate within said time, the amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. '. ' 
63 
64 D. Limitation of Expenditures: Jf \ 

66 ] . Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drill6d 'deepened 
67 pursuant io the provisions of Article VI.B.2. of this agreement. Consent lo the drilling or deepening shall include:j 
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ARTICLE VII 
continued 

1 B—Option Na. 1: All ntecaaury expenditures for the drilling of deepening, testing, completing and equipping -of the well, including 

2 necessary tnnluigc end/or surface facilities. 

3 
4 63 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 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, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than all parties. 
14 * 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 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 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of F i f t e e n t h o u s a n d Dollars ($ 1 5 , 0 0 0 . 0 0 j 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as prompdy as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of . F i v e t h o u s a n d 
28 Dollars (S 5 , 0 0 0 . 0 0 j b u t ^ ^ 

amount first set forth above in this paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 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-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 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 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 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-

38 visions of Article IV.B.2. 

39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production . 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. ln the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 
46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 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-
55 don. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to thetcontrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each parry's working interest. Operator shall bill the other parties for their proportionate shares of all ux payments in 
58 the manner provided in Exhibit " C " . 
59 a... 
60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings. Operator may elect lo pay, under protest, all such taxes and any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the lax for the.jolnt ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bylthcm, as 
65 provided in Exhibit " C " . " j 

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or.with^espect to 
68 die production or handling of such party's share of oil and/or gas produced under the terms of this agreement. /'7 5 i - \ V. j 

V-1 • ' 
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ARTICLE VII 
continued 

] G. Insurance: 

2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 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 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

J] parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 

16 A. Surrender of Leases: 
17 

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

19 or in part unless all parties consent thereto. 
20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 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-
25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
26 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 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 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 
31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
39 agreement. 
40 

41 B. Renewal or Extension of Leases: 

42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
44 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 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 
49 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 
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 

53 

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

55 by the acquiring party. 

56 
57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
60 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 to 
61 the provisions of this agreement. • 
o2 
63 The provisions in this Article shall also be applicable to extemsions of oi) and gas leases. 
64 
65 C. Acreage or Cash Contributions: 
66 ' : 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 
68 operation on the Contract Area, such contribution shall be paid to> the party who conducted the drilling or other operation and shall be 
69 applied by it against the cost of such drilling or other operation. If rihe contribution be in the form of acreage, thc party to whom the con-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to lhe Drilling Panics in Uiejnoponions 

•in-
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ARTICLE Mi l 
continued 

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate 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 conuacts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 

D. Maintenance 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 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. 

If, at any time the interest of any party is-divided among and owned by four or more co-owners, Operator, at its discretion, may 
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
party's 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 dieir 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 
interest therein. 

.Preferential Right to Purchase! 

Should any partyB5sn*-ipsell all or any part of its interests under this agreement, or its rights^nd-TnTerests in the Contrac; 
^rea, it shall prompdy give wTitten noDre-tti_the other parties, with full information concenyng^tSpfoposed sale, which shall include th > 
)ame and address of the prospective purchaser (wno~rm«t_be ready, willing and^WeTopurchase), the purchase price, and all other term; 
>f the offer. The other parties shall then have an optional priorjngi>fcd2raperiod of ten (10) days after receipt of the notice, to purchas • 
>n the same terms and conditions the interest whicJ>the"o1h"er party prorxjseT"to"-s*iIiand, if this optional right is exercised, the purchas 
ng parties shall share the purchasedjoieretTln the proportions that the interest of each bears-fajjietota! interest of all purchasing par 
ies. However, there shaJI-beTTOpreferential right to purchase in those cases where any party wishesTcr-morigage its interests, or tt 
iisposeofjis-trTterests by merger, reorganization, consolidation, or sale of al! or substantially all of its assets to a subsiaiiryT*42arent com 

y or to a subsidiary of a parent company, or to any company in which any one party owns a majority of the stocli. * 

ARTICLE I X . 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not be construed to 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 hereunder are several 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtide " 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 dau required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
evidence of this election, each such pany shall execute such documents and furnish such other evidence as may be required by the 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or Uke any other 
anion inconsistent with the eleoion made hereby. If any present or future income Ux laws of the state or states in which the-Contran 
Area is located or any future income tax laws of the United States conuin provisions similar to those in Subchapter " K " , Chapter 1, 
Subtitle " A " , of the Internal Revenue Code of 1954. under which an elenion similar to that provided by Section 761 of the Code is per­
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec­
tion, each such pany states that the income derived by such party from operations hereunder can be adequately determined without the 
compuution of partnership taxable income. y^TT'" J "0 
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1 ARTICLE X . 

2 CLAIMS AND LAWSUITS 
3 

4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed Ten t h o u s a n d Dollars 
6 (J 101 000 . 00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 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 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any. other claim 
12 or suit involving operations hereunder. 
13 
14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parues prompt written notice of the force majeure with 
19 reasonably full particulars concerning it: thereupon, the obligations of the party giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 
21 diligence to remove the force majeure situation as quickly as practicable. 
22 
23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 widiin the discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an aa of God, strike, lockout, or other industrial disturbance, aa of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental aaion, governmental delay, restraint 
29 or inanion, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 

35 AU notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 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 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 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. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 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 
47 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 

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

49 
50 B—Option Ne. 1: So long aa any of the oil and gas leases subject to thia agreement remain or ure continued in force as to any part 

51 ef the Contract Area, whether by produnion, extension, renewal or otherwise. 

52 
53 © Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 
54 agreement, results in produnion of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of produnion, and for an additional period of 90 days from cessation of all produnion; provided, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, decpen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
58 lions have been completed and if production results therefrom, this agreement shall continue in force as provided herein, ln the event the 
59 well described in Article VJ.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of producing oil and/or gas from the Conirart Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
61 ing operations arc commenced within ^ days horn the dale of abandonment of said well. ' 
6 2 . . . 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior to the date of such termination. ~i 

i • 
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V 

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

1 ARTICLE XJV. 

2 COMPLIANCE W I T H LAWS AND REGULATIONS 
3 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New M e x i c o 

15 shall govern. 
16 

17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights, 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to the Contract Area. 
23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 pb'cation was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax A a 
33 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 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said A a in a timely manner and in sufficient detail to permit compliance with said An . 
36 
37 ARTICLE X V . 

38 OTHER PROVISIONS 
39 
40 A. Creation of Subsequent I n t e r e s t 
41 Notwithstanding the provisions of A r t i c l e V I I I . D. hereof, the parties hereto 
42 agree that i f any party s h a l l hereafter create any Overriding Royalty, 
43 Production Payment, or other burden against i t s working i n t e r e s t production 
44 and i f any party or parties s h a l l conduct non-consent operations pursuant 
45 to any provision of t h i s agreement, and, as a r e s u l t , become e n t i t l e d to 
46 receive the working i n t e r e s t production otherwise belonging to the 
47 non-participating party, the party or part i e s e n t i t l e d to receive the 
4g working i n t e r e s t production of the non-participating party s h a l l receive 
49 such production free and clear of burdens against such production which may 
50 have been created subsequent to t h i s agreement. I n t h i s regard, any such 
51 i n t e r e s t which may have been created subsequent to t h i s agreement sh a l l 
52 ipso facto terminate and vest i n the consenting p a r t i e s . 

53 
54 B. Hearings Before Regulatory Agencies 
55 A l l costs and expenses incurred i n connection with the employment of counsel 
56 and/or technical experts f o r the purpose of preparing f o r and conducting any 
57 hearing before any State Regulatory Agency are hereby authorized and s h a l l 
58 be charged to the j o i n t account as an item of operating expense. In the 
59 case of a Forced Pooling a c t i o n , such costs and expenses s h a l l be born "and 
60 paid by the party or parties who have previously agreed to share same Qt 
61 whose i n t e r e s t i s increased as a r e s u l t of such action. Such costs and 
62 expenses s h a l l be born on the basis of the r e l a t i v e p a r t i c i p a t i o n of such 
63 parties as set f o r t h on Exhibit "A". 
64 
65 
66 ,r^_'r\/. 
67 C. Natural Gas Price Rules /•'•/; 

1 T * i 

1. Operator s h a l l f i l e a l l Applications f o r Determination of Price -Category 
required by the Natural Gas Policy Act (NGPA). Operator shall^giye-^iotice 
of the f i l i n g of such Applications to a l l Non-Operators. I f " £ or-any""" "* 
reason the Application f o r Determination of Price Category f i l e d by the 
Operator i s unsatisfactory to a Non-Operator, then such Non-Operatbr s h a l l 

-14-



n o t i f y Operator of his d i s s a t i s f a c t i o n and the reasons therefore. 
I f Operator and the d i s s a t i s f i e d Non-Operator are unable to reach an 
agreement as to the disputed Application f o r Determination of Price 
Category, then, i f allowed by the appropriate j u r i s d i c t i o n a l agency 
such Non-Operator may f i l e a separate application f o r Determination of 
Price Category. The Non-Operator s h a l l mail a copy of t h i s application 
to Operator and to a l l Non-Operators i n the Contract Area. 

Operator i s hereby authorized to make any and a l l f i l i n g s under the NGPA 
which can be made on behalf of the Non-Operators under the NGPA and the 
regulations promulgated thereunder. Said f i l i n g s s h a l l include, but 
not be l i m i t e d t o , " i n t e r i m c o l l e c t i o n " f i l i n g s under Part 273 of the 
regulations implementing the NGPA. 

Operator i s authorized to employ counsel and technical experts which, i n 
the Operator's d i s c r e t i o n , are reasonably necessary f o r the preparation 
of any and a l l NGPA f i l i n g s . A l l costs incurred i n the employment of 
such counsel and technical experts s h a l l be deemed a cost and expense 
incurred i n the operation of the Contract Area and s h a l l be charged to 
the j o i n t account as an item of operating expense. 

-15-



A.A.P.L. FORM 630 • MODEL FORM OPERATING AGREEMENT - J982 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1] 
12 
13 
14 
15 
16 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
43 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

A R T I C L E X V I . 

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 1 5 t h day of J u l y 19 85 . 

O P E R A T O R 

Ashland Exploration, Inc. 

By: 

Doyle Hartman 

N O N - O P E R A T O R S 

HCW Income Properties, Inc, 

By: 

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

By: 

Co-Trustee 

By: 

Co-Trustee 

Margaret Clay Couch Trust 
dated 9-1-79 

By: 

By: 

Co-Trustee 

Co-Trustee 

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

By; 

By: 

Co-Trustee 

Co-Trustee 

Barton Brothers Land & Royalty Company 

By: 

ARCO O i l & Gas Company 

By: 

Cit i e s Service O i l & Gas Corporation 

By: 

Lewis Burleson 
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EXHIBIT "A" 

Attached to and made a part of the Operating 
Agreement dated A p r i l 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 a l 

as Non-Operators. 

a) Land Subject t o Agreement 

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

b) Depth L i m i t a t i o n s 

From the surface t o the base of the Jalmat (Gas) 
formation. 

c) D r i l l i n g ( P r o r a t i o n ) U n i t f o r I n i t i a l Test 

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

Percentages of I n t e r s t s and Addresses of P a r t i e s * 

Doyle Hartman 8.854375 

Ashland Exploration, Inc. 1.562500 
P.O. Box 218330 
Houston, Texas 77218 
Attn: Mr. Frank Hayes 

Barton Brothers Land & Royalty 
P.O. Box 968 
Hobbs, New Mexico 88240 
Attn: Mr. Roy G. Barton, Jr. 

3.906250 

Citi e s Service O i l and Gas Corporation 37.500000 
P.O. Box 1919 
Midland, Texas 79702 
Attn: Mr. E. F. Motter 

ARCO Oil S> Gas Company 7.551875 
P.O. Box 1610 
Midland, Texas 79702 

HCW Income Properties 6.431875 
P.O. Box 10585 
Midland, Texas 79702 
Att n : Mr. James C. Brown 

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

0.338750 



EXHIBIT "A" (Cont'd) 

Rufus Gordon "Pete" Clay Trust 9.930625 
c/o MBank 
P.O. 910 
Fort Worth, Texas 76101 

Margaret Clay Couch Trust 9.930625 
c/o MBank 
P.O. 910 
Fort Worth, Texas 76101 

Evelyn Clay O'Hara Trust 9.930625 
c/o MBank 
P.O. 910 
Fort Worth, Texas 76101 

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

100.000000 

* These interests may be revised as soon as our attorney submits his 
t i t l e opinion. 
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OIL & GAS LEASE 

THIS AGREEMENT made this day of 19 , between 

of 
(Post Office Address) 

herein called lessor (whether one or more) and , lessee: 

1. Lessor, In consideration of TEN AND OTHER DOLLARS In hand paid, receipt of which Is here acknowledged, and of the royalties herein provided and of the agreements ot the lessee 
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, dril l ing, and operating for and producing oil and gas, injec­
ting gas, waters, other fluids, and air Into subsurface strata, laying pipe lines, storing oi l , building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, 

take care of, treat, process, store and transport said minerals, the following described land In County, New Mexico, to-wit: 

Said land is estimated to comprise acres, whether It actually comprises more or less. 

2. Subject to the other provisions herein contained, this lease shall remain In force fora term of years from this date (called "primary term") and as 
long thereafter as oil or gas is produced from said land or from land with which said land is pooled. 

3. The royalties to be paid by lessee are: (a) on oi l , and 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 pipeline to which the wells may be connected; fb) on gas, Including 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, the market value at the well of of the gas used, 

provided that on gas sold on or off the premises, the royalties shall be of the amount realized from such sale; (c) and at any time when this (ease 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 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 shall be considered under alt clauses hereof that gas is being produced from the leased 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 entitled to receive the royalties which would be paid under this lease If the well were In fact producing. The payment or 
tender of royalties and shut-In royalties may be made by check or draft. 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 parties or amounts, shali 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 notice thereof by certif ied mail from the party or parties entitled to receive payment together with such 
written instruments (or certified copies thereof) as are necessary to enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price 
established by the gas sales contract entered Into In good faith 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 lessee after giving effect to applicable regulatory orders and after application of any applicable price adjustments specified in such contract or regulatory 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 lessee 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 lease, 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 Oil 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 ten percent. Lessee shall file written 
unit designations in the county in which the premises.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 purposes, 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 lease or unit operations, which the net oil or gas acreage in the land 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 in­
cluded 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 Is 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 land capable of producing oil or gas, but lessee has commenced operations for drill ing or reworking thereon, this lease 
shall 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 result in the production of oil or gas, so long therafter as oil or gas is produced from said land. If, after 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 lessee commences operations for additional drill ing or for reworking within 60 days thereafter. If any 
drill ing, additional drilling, or reworking operations hereunder result In production, then this lease shall remain In full force so long thereafter as oil or gas is produced hereunder. 

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deduc­
ting any so used. Lessee shall have the right at any t ime during or after the expiration of this lease to remove all properly and fixtures placed by lessee on said land, Including the right to 
draw and remove all casing. When required by lessor, lessee wil l bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) 
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. 

8. The rights of either party hereunder may be assigned In whole or In pan 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 ownership of, or rights to receive, royalties or shut-In royalties, however accomplished shall operate to enlarge the obligations or diminish the 
rights of lessee: and no such change or division shall be binding upon lessee tor any purpose until 30 days after lessee has been furnished by certif ied mall at lessee's principal place of 
business with acceptable instruments or certif ied copies thereof constitut ing the chain of t it le from the original lessor. If any such change in ownership occurs through the death of the 
owner, lessee may, at Its option, pay or tender any royalties or shut-in royalties In the name of the deceased or to his estate or to his heirs, executor or administrator until 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, 
relieve and discharge lessee of any obligations hereunder and, If lessee or assignee of part or parts hereof shall fall or make default In the payment of the proportionate part of royalty or shut-
in royalty due from such lessee 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 lands upon which 
lessee or any assignee therof shall properly comply or make such payments. 

9. Should lessee be prevented from complying with any express or Implied covenant ot this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or 
gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force ma|eure, 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 failure to comply therewith; and this lease shall be extended while 
and so long as lessee Is prevented by any such cause from conducting dril l ing or reworking operations or from producing oil 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 hereby warrants and agrees to defend the tit le to said land and agrees that lessee at Its option may discharge any tax, mortgage or other lien upon said land, and In the event 
leasee does so it shall be subrogated to such lien with the right to enforce same and to apply royalties 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 pan 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 pan as to which this lease covers fess than such full Interest, shall be paid only In the 
proponion whch the Interest therein, If any, covered by this lease, 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 nevertheless be binding upon the pany or parties executing the same. 

11. Lessee, Its or his successors, heirs and assigns, shall have the right at any time to surrender this lease. In whole or In pan, to lessor or his heirs, successors, and assigns by delivering 
or mailing a release thereof to the lessor, or by placing a release thereof of record In the county in which said land Is situated; thereupon lessee shall be relieved from all obligations, express­
ed or implied, of this agreement as to acreage so surrendered, and therafter the shut-in royalty payable hereunder shall be reduced In the proponion that the acreage covered hereby Is/educ­
ed by said release or releases. 

Executed the day and year first above written. 
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Recommended by the 
K r u f t h i n fifll »o» BOO Council of Petroleum 
lUXf iEUI o u i . T U L * A on 74101 Accountontt Societlei of 

North Amer ico 

EXHIBIT " C" 

Attached to and made a part of the Operating Agreement dated 
A p r i l 15, 1985 _and covering the SE/4 Section 27, 
T-23-S, R-36-E, tea "County","" New" Mexico "between "D0YLE"'HARTMAN 
as 0pTra*tor"*"a"nd""ASHLAND" EXPLO"^ Non-Operators. 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

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

"Joint Operations" shall mean all operations necessary or proper for the development, 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 wi l l 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 fu l ly 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. pr ime r a t e p lus 1.25% 

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

4. Adjustments 

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

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

6. Approval by Non-Operators 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f 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. 



I I . DIRECT CHARGES 

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

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

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

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

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

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

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

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

3. 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 I I shall be Operator's actual 
cost not to exceed twenty por cent (?0%>.. t w e n t y - s i x pe rcen t (26%) o r pe rcen t most r e c e n t l y 
recommended by t h e C o u n c i l o f Pe t ro l eum Accountan t Soc i e ty o f N o r t h America . 

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

5. Transportation 

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

A. I f 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 p e c i f i c a l l y a u t h o r i z e d by A r t i c l e XV A . 1 . o f the Opera t ing 

B. ^ s u f p S u f i M a \ e r i a ^ storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac­
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

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

6. Services 

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

7. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Account for use of Operator owned equipment and 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 iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

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

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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Taxes 

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

Insurance 

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

Other Expenditures 

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

I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
drilling and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

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 I I . 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 I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . 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) D e 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 $ $ 5 5 0 

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

(a) Drilling Well Rate 
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on 

the date the drilling or completion rig is released, whichever is later, except that no charge shall 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

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

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

(b) Producing Well Rates 
[1] An active well either produced or injected into for any portion of the month shall be considered 

as a one-well charge for the entire month. 
[2] Each active completion in a multi-completed well in which production is not commingled down 

hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

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

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

[5] A l l 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 Apri l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 



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 I I 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 I I , 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 IB of this Section I I I , 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 I I I . A l l other costs shall be considered as Operating. 

-A—Overhead—Major Construction 

~¥«-4^Hnpensate Operator for overhead costs incurred in the construction and installation of fixed assets1_Jlie--ex"^ 
pansionoT-^wtedas^ts, and any other project clearly discernible as a fixed asset required for Uie^iercToprnent and 
operation of theJoTTrt-Erj^perty, Operator shall either negotiate a rate prior to the teghjn«*g-TJT^onstruction, or shall 
charge the Joint Account foT^verJiead based on the following rates for an^-Majoruonstruction project in excess 
of $ _ : — — — ' " 
A. % of total costs if such costs are mo££^ktr^3L«s-_ but less than $ ; plus 
B. % of total costs in excej>s^£--$"!l__ 
C. % of total^cosOe-Tir^xcess of $1,000,000. 

Total cost^JjalWrrean the gross cost of any one project. For the purpose of this paragrapKT 
of^a-enTgTep roject 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 I I I may be amended from time to time only by mutual agreement 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

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

1. Purchases 

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

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

A. New Material (Condition A) 
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 

maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

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

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

(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 to the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

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

if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (G5f/r) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) ' Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f t y percent (50%) of current new price as determined by Para-

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

(2) Condition D 

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

D. Obsolete Material 

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

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15g) 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 I I . 

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

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

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

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

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

Attached to and made a part of the 
Operating Agreement dated 

A p r i l 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 a l 
as None-Operators 

Operator, at a l l times while operations are conducted hereunder, 

s h a l l carry, and require i t s contractors to carry insurance to indemnify, 

protect and hold the parties hereto harmless as follows: 

1. Insurance which s h a l l comply w i t h the Workmen's Compensation, 

Employers L i a b i l i t y and Occupational Disease laws of the State 

i n which operations hereunder are conducted; 

2. Comprehensive general l i a b i l i t y insurance w i t h l i m i t s of not 

less than: 

A. Bodily I n j u r y : 

$500,000 per person and $500,000 f o r each occurrence 

and, 

B. Property Damage: 

$250,000 f o r each occurrence and $500,000 i n the 

aggregate. 

3. Automobile l i a b i l i t y insurance with l i m i t s of not less than: 

A. $250,000 per person and $500,000 per accident pertaining 

to bodily i n j u r y t o , or death of persons; and, 

B. $100,000 per accident pertaining to loss of, or damage 

to , property. 

4. Commercial Umbrella Excess L i a b i l i t y : $15,000,000 per incident 

and annual aggreate. 

Upon successful completion of f i r s t w e l l , a l l premiums paid on such 

insurance s h a l l be charged to the j o i n t account. Except by mutual 

consent of the p a r t i e s , no other insurance s h a l l be maintained for the 

j o i n t account, and a l l losses not covered by such insurance s h a l l be 

charged to the j o i n t account. 

Operator s h a l l not be l i a b l e to Non-Operator(s) f o r loss suffered 

on account of the i n s u f f i c i e n c y of insurance c a r r i e d , or of the insuror 

with whom c a r r i e d , nor s h a l l Operator be l i a b l e to Non-Operator(s) f o r 

any loss accruing by reason of Operator's i n a b i l i t y to provide or maintain 

the insurance above mentioned; provided, however, that i f at any time 

druing the l i f e of t h i s agreement Operator i s unable to obtain or maintain 

such insurance, Operator s h a l l promptly n o t i f y Non-Operator(s) of such 

f a c t . 



EXHIBIT "E" 

GAS BALANCING AGREEMENT 

ATTACHED to and made a part of that c e r t a i n 
Operating Agreement dated A p r i l 15, , 
19 85 , by and between DOYLE HARTMAN, Operator, 
and Ashland Exploration, Inc. et a l 

, Non-Operators. 

1. During the period or periods when any party hereto has no 
market f o r , or I t s purchaser i s unable to take, or i f any party f a i l s to 
take i t s share of the gas, the other parties s h a l l be e n t i t l e d to pro­
duce each month one hundred percent (100%) of the allowable gas produc­
t i o n assigned to the Contract Area by the appropriate governmental 
e n t i t y having j u r i s d i c t i o n . A l l pa r t i e s hereto s h a l l share proportion­
ately In and own l i q u i d hydrocarbons recovered with the gas by lease 
equipment and s h a l l pay t h e i r share of current operating expenses i n 
accordance with the provisions of the Operating Agreement to which t h i s 
Exhibit i s attached. Each party taking gas s h a l l own a l l of the gas 
delivered to i t s purchaser. Each non-taking party s h a l l be credited 
with gas i n storage equal to i t s share of the gas produced, less i t s 
share of gas used i n lease operations, vented or l o s t . 

2. Each party taking gas s h a l l f u r n i s h Operator a monthly state­
ment of gas volumes taken. Operator s h a l l maintain a current account of 
the gas balance between the p a r t i e s and s h a l l furnish a l l parties hereto 
monthly statements showing the t o t a l quantity of gas produced, used i n 
operations, vented or l o s t , and the t o t a l quantity of l i q u i d hydrocar­
bons recovered. 

3. After notice to Operator, any party with gas i n storage may 
begin taking or d e l i v e r i n g i t s share of the gas produced. In addition 
to i t s share, each party , u n t i l i t has recovered i t s gas i n storage and 
balanced I t s gas account, s h a l l be e n t i t l e d to take or deliver a volume 
of gas equal to twenty-five percent (25%) of each over-produced party's 
share of gas produced. I f more than one party i s e n t i t l e d to the addi­
t i o n a l gas produced, they s h a l l divide such ad d i t i o n a l gas i n accordance 
with t h e i r r e l a t i v e percentages of p a r t i c i p a t i o n as set f o r t h on Exhibit 
"A". 

4. I n the event production of gas s h a l l permanently cease p r i o r 
to the time the accounts of the pa r t i e s have been balanced, a complete 
balancing s h a l l be accomplished by a money settlement. Such settlement 
s h a l l be based upon the actual price or prices received by each over­
produced party for i t s share of gas produced or sold and s h a l l be ap­
plie d to reduce p r i o r d e f i c i t s i n the order of accrual of such d e f i c i t s . 

5. At a l l times while gas i s produced from the Contract Area each 
party s h a l l make appropriate settlement of a l l r o y a l t i e s , overriding 
r o y a l t i e s , and other payments out of or i n l i e u of production for which 
i t i s responsible, i n accordance w i t h the provisions of A r t i c l e V I I . E. 
of the Operating Agreement to which t h i s Exhibit i s attached, as i f each 
party were taking or d e l i v e r i n g to a purchaser i t s share, and i t s share 
only, of such gas production. 

6. The Operator, at the request of any party, may produce the 
entire w e l l stream, i f necessary, f o r a d e l i v e r a b i l i t y t e s t not to 
exceed seventy-two (72) hours duration under such requesting party's gas 
sales contract. 

7. Each party producing and/or d e l i v e r i n g gas to i t s purchaser 
s h a l l pay or cause to be paid any and a l l production taxes due on such 
gas. 

8. The provisions of t h i s Agreement s h a l l be separately a p p l i ­
cable and s h a l l c o n s t i t u t e a separate Agreement as to each w e l l (or 
proration u n i t ) and each reservoir to the end that production from one 
reservoir may not be u t i l i z e d f o r the purpose of balancing underproduc­
t i o n from any other r e s e r v o i r s . 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this acreemcnt shall be effective as of 1 5 t h day of J u l y 19 85 . 

O P E R A T O R 

Ashland E x p l o r a t i o n , Inc. 

*Bv 

Doyle Hartman 

N O N - O P E R A T O R S 

HCW Income P r o p e r t i e s , Inc. 

By: 

Igor Effimoff-Vice President-Expl oration / l ^ 
Rufus Gordon "Pete" Clay Trust 
dated 9-1-79 

Barton Brothers Land & Royalty Company 

By: 

Co-Trustee 

rsv: 

Co-Trustee 

ARCO O i l & Gas Company 

By: 

Margaret Clay Couch Trust 
dated 9-1-79 

Bv: 

C i t i e s Service O i l & Gas Corporation 

By: 

Co-Trustee 

Bv: 

Co-Trustee 
Le v i s Burleson 

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

Bv: 

BY 

Co-Trustee 

Co-Trustee 

^Executed subject to that certain Conditional Letter of Acceptance 
dated April 25, 1985. 
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KCDIF1CAH ON Ql- OPERATING AGREEMENT 

WHEREAS, Howard Hogan and the undersigned Charles T. Scott, 

Harold S. Rusr.ell, Herbert J . Schnitz and F. D. lortscher are each the 

owner of an undivided o n e - f i f t h (1/5) interest i n the presently va l id and 

subsisting o i l and gas leasehold covering the 

.'Northwest Quarter (ivIJ/li) of Section 
8, Township 2U South, Range 37 East, 
Lea County, Now Mexico: 

And, 

WHEREAS, such parties have heretofore entered into an operating 

agreement f o r the development and operation of said leasehold, which oper­

ating agreement i s dated the 16th day of January, 1951, reference to which 

operating agreement i s hereby made as i f set f o r t h i n f u l l herein; And, 

WHEREAS, Howard Hogan, who i n said agreement, i s named as 

Operator, has this day entered into an agreement with R. Olsen f o r the sale 

of his interest i n said leasehold to U. Clsen; And, 

WHEREAS, the parties desire i n the event such sale i s consum­

mated to constitute and appoint R. Clsen as the Operator of said leasehold 

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

NOV, THEREFORE, IT IS AGTIEED between R. Clsen, as Operator, and 

the undersigned, as Non-Opera tore,, as foDlows; 

I . 

R. Olsen i s hereby substituted for Howard Hogan as the Operator 

ii. said Operating Agreement. 

I I . 

The provision i n the accounting procedure relatingto overhead 
•. ^ , -f ' 

charges i s hereby modified to the sum of.v20.OO per month per well, which 

sha?l include wells being d r i l l e d from tho date of the spudding thereof and 

shall exclude any v e i l abandoned or completed as a dry hole from the date of 

sue a abandonment or such dry hole completion. 



I I I . 

The sum of £75.00 per month is agreed upon as a fair charge 

for the allocation of district expense and the nominal cost of pumping, 

but a l l other direct labor charges to thu leasehold shall be billed as 

provided in said accounting procedure, and such €75.00 per month to the 

lease as a f l a t charge shall exclude ciiarges under Paragrayih 11 of 

the accounting procedure. 

IV. 

The Operator shall conduct a continuous dri l l i n g program of 

. • ——- — —— 
one well,to each hO acres until the lease has been ful ly developed; 

unless, however, any one of such wells so drilled is canpleted as a dry 

hole or a non-commercial well, in wlvich event no further drilling shall 

be conducted on said leasehold without the consent of parties as provided 

in said operating agreement. 

The wells shall be drilled under the terms of a drill ing 

contract which each of the parties shall enter into with the R tt H Olsen 

Drilling Company, each contracting for his interest. 

V. 

Paragraph lii of the operating agreement i c modified in tha-

hereafter non-oporators may give operator sixty (60) days notice of any 

i: j .v y r C'i _n*c;3il;ir operations and, i f operator within the following 

;1 .f- (oO) day:! har not corrected such operating practices to the ratii— 

fretion of non-oporotors, the leasehold owners may by majority vote select 

a new operator fcr c?id leasehold, and R. Olsen shall surrender tho oper­ations c»f sidd leasehold to the party so designated as the new operator an sucn partj shall become operator under tho terms of the operating asrec'mdnt herein rtcxlified. 

V 



VI. 

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

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

Mexico Oil Conservation Commission relating to the rights of offset 

operators. ) 
- — • / • „. 

E/HCUTED this thc 15th day of December, J.?5«. 
/ -̂ / 
/' 

T ^ T . R. Olsen y i ~ • 

Charles T. Scott 

Harold S. Russell 

Herbert J • Schmits 

F . D. Lortscher 

NON-OPERATCttS 


