MOSLEY CANYON PROSPECT
Sec. 5, T-24-S, R-25-E
Eddy County, New Mexico

SANTA FE ENERGY - owns State lease V-2630

8-10-88

8-11-88

8-22-88

8-23-88

8-30-88

9-30-88
10-18-88

10-25-88

10-28-88

11-2-88

Iot 4 (NW/4NW/4), Sec. 5

Ltr to Vernon Dyer:

Ph. to Pat Tower:

Ph. to Pat Tower:

Itr to Pat Tower

Hand Delivered AFEs with
correct land descriptions.

SOLD REENTRY TO G.W.
Ph. to Pat Tower:

Gary Green Ph.:

Hand Delivered AFE to Dual
Completion & Oper. Agmt

Ph. to Gray Green:

NM017 Notes Santa Fe

NMO02

Request Option F/O in N/2 Sec. 5 75%
nri 25% Bi APO in support of reenetry
in S/2 Sec. 32.

out til 8-15-88
won't give Option F/O

S.F.
S.F. will probably join.
S.F. interested in Morrow Test this

Proposal to drill Morrow/Strawn
test by 1-1-89 w/ AFEs Dual & Single
Compl., Hand Delivered.

left message

He rec'd notice on Pooling Docket asked
me to send OPER. Agmt & AFE

AFE OK Oper. Agmt being circulated some
chgs indicated.
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SANTA FE ENERGY COMPANY
500 W. Illinois
Midland, TX 79701

Attention: Mr. Vernon D. Dyer ég 7« jf 5
g-17-83 Pt Tawen handles this
Re: Lot 4, Section 5,
T-24~-S, R-25-E,
Eddy County, New Mexico
(Mosley Canyon NM017)

Dear Mr. Dyer:

O'Brien Goins Simpson Exploration Company, (OGSE), owns a lease on
acreage in the S/2 of Section X, T-23-S, R-25-E offsetting the referenced

acreage to the north. 32

OGSE - has plans to reenter the HNG Mosley Springs well and attempt to
complete it in the Strawn Formation. We tentatively have this planned to
commence on or before November 1, 1988.

Should this reentry result in a comrercially productive well, OGSE will
cammence a well in the N/2 of Section 5, probably at a location in the SE/4 of
the NW/4. This well must be spudded on or before January 1, 1989 because the
Enron lease (which OGSE has purchased) expires on that date.

OGSE hereby requests that Santa Fe grant an Option Farmout of its
interest in the N/2 of Section 5 (being Lot 4) which will be the proration
unit for the well. The basic terms of this proposal are as follows:

1. On or before November 1, 1988, OGSE will reenter or cause to be
reentered the HNG Mosley Springs No. 1 well located in the S/2 of
Section 32, T-23-S, R-25-E, and attempt to camplete it in the Strawn
Formation at an approximate depth of 9600 feet.

2. On or before January 1, 1989, OGSE will have the option to commence
or cause to be comenced a well at a legal location in the N/2 of
Section 5, T-24-S, R-25-E, and drill same to at least a depth
sufficient to test the same intervals or formations productive in
the reentry of the HNG Mosley Springs No. 1 well.

3. OGSE earns by production all of Santa Fe's rights down to total

depth penetrated plus 100 feet in the N/2 of Section 5. Santa Fe
will deliver a 75% net revenue interest before payout and Santa Fe

y



_ SANTA FE ENERGY COMP2 - )
August 10, 1988 -
Page 2

will have the option to convert its reserved overriding royalty to a
25% working interest upon payout of the test well. The overriding
royalty interest reserved and the working interest to which it may
be converted are to be proportionately reduced.

Please call me if you have any questions or want to discuss this
proposal.
Thank you for you consideration.
Yours truly,

O'BRIEN GOINS SIMPSCN EXPLORATION

Tham O'Brien

TO'B/slm
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SANTA FE ENERGY

500 W, Illinois
Suite 500

Midland, TX 79701

Attention: Mr. Pat Tower

Re: Well Proposal
N/2, Section 5
T-25-S, R-24-E,
Eddy County, New Mexico
(Mosley Canyon NMO17)

Dear Pat:

As we discussed on the phone, here is the AFE for the Morrow-Strawn test
we have planned for the N/2 of Section 5.

In my letter of August 10, 1988, I requested that Santa Fe grant an
Option Farmout of its interest in the N/2 of Section 5. As I said in all
likelihood O'Brien Goins Simpson Exploration will camence a well on the N/2
of Section 5 before January 1, 1989.

This letter together with the attached AFE is notice of our proposal to
drill an 11,200 foot Morrow Test in a unit camposed of the N/2 of Section 5.

The AFE represents the estimated cost to drill, complete and equip to produce
the proposed well.

CGSE requests that Santa Fe indicate its intention to join in the cost of
drilling this well or farm ocut on the terms outlined in my letter dated
August 10, 1988.

If OGSE has not received a reply to this proposal by September 15, 1988,
we will initiate compulsory pooling procedures.

Yours truly,

O'BRIEN GOINS SIMPSON EXPLORATION

Tham O'Brien

TO'B/slm
Enclosures

cc: Karen Aubrey
Kellahin, Kellahin and Aubrey
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Cctober 28, 1988

AMOCO PRCDUCTION COMPANY - Fed Express del. 10-31-99
501 Westlake Park Blvd. //-/-89 Amoca [T.im Qsm/ il w“;‘j%-:,j o[z prapesst
Houston, TX 77077 Wil prepere. Ffa AGet ol SlT 2 S

Attention: Tim Custer

YATES PETROLEUM CORPORATION - Feof £ xoress Def 10-31-88
105 ST 4th Street 1-1-38 : Yarcs will coopencte joid 97 Flo. - Want itk oa 0635€
Artesia, NM 88210 :

Attention: Rob Bullock

SANTA FE ENERGY CoMPANY — Hadl Delivercd 10-28-43

500 W. Illinois 1H-2- 89 é”‘/ breend AFE oUW, OfA b‘ifj Cirewlated, some chgs
Suite 500

Midland, TX 79701

Attention: Gary Green

Re: Proposed Mosley Canyon "S5"
State Com. #1 Well
N/319.62 acres of Section 5
T-24-S, R-25-E,

Eddy County, New Mexico
(Mosley Canyon NM017)

Gentlemen:

Enclosed please find an AFE and Operating 2Agreement concerning the
referenced well.

The proposed well is planned as a Strawn and Morrow Test to be drilled to
an approximate depth of 11,200 feet. The location for the well is 990' from
the North line and 1980' from the West line of Section 5. The AFE is based on
a dual completion in both the Strawn and Morrow.

Should you elect to join in the cost of this proposed well, please
indicate your approval and acceptance by signing and retwrning to the
undersigned a copy of the AFE and the signature pages to the Operating
Agreement and Memorandum of Operating Agreement. Please have your signature
notarized on the Memorandum.



Octcber 28, 1988 . . )
Page 2 B

Should you not be interested in joining in the well, OGSE will entertain
farmout proposals.

You are probably aware that OGSE has made application for an order to
pool all mineral interests underlying the N/319.62 acres of Section 5, and is
set on the docket for Wednesday, November 9, 1988.

Yours truly,

OGS OPERATING COMPANY, INC.

Thom O'Brien

TO'B/slm
Enclosures



MOSILEY CANYON PROSPECT
Sec. 5, T-24-S, R-25-E
Eddy County, New Mexico

YATES PETROLEUM - State lLease V-2516
Iots 1 & 2, SW/4NE/4, N/2SE/4, Sec. 5

6—7-88 Ltr to Rob Bullock S/2, Section 5
F/O request 75% nri 25% Bi APO
6-20-88 Ph. to Rob Bullock did not receive 6-7 ltr sent another
7-23-88 Ltr to Rob Bullock Option F/O request N/2 Sec. 5 drill
w/in 180 days
8-5-88 Ph. to Rab Bullock Message "
8-9-88 Ph. to Rob Bullock Revised proposal, Option F/O after

reentry in Sec. 32 drill N/2 or S/2
Sec. 5 by 1-1-89 75% nri 25% Bi APO

8-10-88 Ltr to Rob Bullock "

8-16-88 Ph. to Rob Bullock Message

8-19-88 Ph. to Rob Bullock need to talk w/ Ray Beck, Explo. Mgr.

8-22-88 Ph. to Rob Bullock Yates will probably join.

and Ray Beck

8-23-88 Ltr to Ray Beck: proposes formation of N/2 & S/2 wi
‘units w/ AFE's

8-24-88 Gates Ltr to Ray Beck: sent mud logs on HNG Mosley Springs
well and Moncrief Jurnegan St. #1

8-30-88 Ltr: sent AFE's w/ correct descriptions of
location

9-8-88 Ph. to Rob Bullock Yates discussing proposal
Mr Yates angered at threat to Force
Pool

Yates may prcopose E/2 unit.
9-21-88 Ph. to Rob Bullock No decision yet
9-30-88 Sold reentry to G. W.

10-18-88 Ph. to Rob Bullock let him know I put on Pooling Docket
for 11-9-88, and OGS is doing reentry
soon if good must spud N/2 by 1-1-89,
Offered to give Yates info fram Reentry
if they agree to join or F/O.

NM017 Notes Yates
NMO2



10~28-88 Ltr Delivered 10-31-88:

11-1- 88 Ph. to Rob Bullock:

-4-38 L4/ Rec'd 1h1-99

NMO17 Notes Yates
NMO2

AFE & OA on N/2 unit.

Yates will join or F/O.

n “ (XY L3N (YN

<ubY. To receivine Geol '\J‘(; on
ree~ief v Sec 32
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July 23, 1988

YATES PETROLEUM CORPORATICN
105 S. 4th Street
Artesia, NM 88210

Attention: Rcob Bullock 506~ 748 - 147

-5-38: Lofr Ras Nessace

8-4-83: Rab Bullaock : Redised Praposal Re: N/2, Section 5,
Ortian Flo OGSE reedtry Sec 32 Township-24-South,

. - . Range-25-East,
arT.ad od Sec 5 NiI2 2 5l Eddy County, New Mexico

(Mosley Canyon NMO17)

Dear Mr. Bullock:

To follow up your phone conversation with Thom O'Brien on Friday, July 22,
O'Brien Goins Simpson Exploration, (OGSE), would like an option farmout on
Yates acreage in the N/2 of Section 5.

Within 180 days of completion of the well proposed in our letter of
June 7, 1988 in the S/2 of Sectiocn 5, OGSE would drill a similar well in the
N/2.

If OGSE drilled under the option farmout, Yates would deliver a 75% net
revenue interest lease before payout with the option at payout to convert any
reserved overriding royalty to a 25% proportionately reduced working interest.
OGSE would earn rights down to 100' below the deepest depth drilled.

Please let us know 1if you have any questions.

Thank you for your consideration.

Sincerely,

O'BRIEN GOINS SIMPSON EXPLORATION

Jan Foust

JF/slm

A



August 10, 1988

YATES PETROLEUM CORPORATION
105 S. 4th Street
Artesia, NM 88210

Attention: Rob Bullock 105 -748- 476

8-1L: l‘(obdu“ack_ led+ messace

822 : Kub Balladk 5 Rav fede Re: PSZCO"E?QsedSF o
: tion
T—24—S, R- S—EI
Eddy County, New Mexico
(Mosley Canyon NMO17)

‘/ahfs Provably Al Jaia.

Dear Bob:

As we discussed, here is the proposed Farmout O'Brien Goins Simpson
Exploration Campany, (OGSE), would like to request concerning Yates' interest
in Section 5.

OGSE plans to reenter the HNG Mosley Springs well located in the S/2 of
Section 32, T-23-S, R-25-E and to test the Strawn. If this reentry results in
a comercial producer, OGSE would cammence a well in the N/2 of Section 5,
probably at a location in the SE/4 of the NW/4. This must be done on cr
before January 1, 1989 because the Enron lease covering the S/2NW/4 of Section
5 (which OGSE has purchased) expires on that date. If the reentry is not
productive then OGSE would cammence a well in the S/2 of Section 5 at a
location in the SE/4 of the SW/4 as an offset to the Moncrief well in the N/2
of Section 8.

My proposal is as follows:

1. The basic terms of the proposal remain the same. Yates would
deliver a 75% net revenue interest lease before payout, OGSE earns
rights down to total depth plus 100 feet and Yates will have the
cotion to convert its retained overriding royalty to a 25% working
interest upon payout of each well separately on a well by well
basis. Yates' overriding royalty and the working interest to which
it may be converted are to be reduced proportionately.

2. On or before November 1, 1988, OGSE will reenter or cause to be
reentered the HNG Mosley Springs No. 1 located in the S/2 of Section
32, T-23-S, R-25-E and attempt to corplete it in the Strawn
Formation at an approximate depth of 9600 feet.

(R



On or before January 1, 1989, OGSE will have the option to commence
or cause to be commenced a test well at a legal location either in
the N/2 of Secticn 5 to earn all of Yates' interest in the N/2 or
in the S/2 of Section 5 to earn all of Yates' interest in the S/2.
This well will be drilled at least to a depth of 9,600 feet, or
sufficient to test the Strawn Formation, whichever is the lesser
depth.

Within 180 days of completion of the first test well drilled in
Section 5, OGSE shall have the option to commence an additional well
in Section 5 to earn Yates' rights in the proration unit for such
well., OGSE shall drill such well to a depth of sufficient to test
the same intervals or formations productive in the first test well
in Section 5.

Please call if you have any questions.

TO'B/slm

Yours truly,

O'BRIEN GOINS SIMPSON EXPLORATTION

Tham O'Brien

(3
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August 23, 1988

FEDERAL EXPRESS

YATES PETROLEUM CORPCRATION
105 S. 4th Street
Artesia, NM 88210

Attention: Ray Beck

Re: Section 5
T-24-S, R-25-E,
Eddy County, New Mexico
(Mosley Canyon NMO17)

Dear Mr. Beck:

By letter dated August 10, 1988, a copy of which is attached, I requested
a Farmout of Yates interest in Section 5.

O'Brien Goins Simpson Exploration, (OGSE), proposes the drilling of
either an 11,200 foot Strawn or Morrow Test well on a unit composed of the N/2
of Secticn 5 or a 9,600 foot Strawn Test on a unit composed of the S/2 of
Section 5, prior to the end of this year.

Enclosed are two AFEs, one for each of the two wells described above.
These AFEs represent the estimated costs to drill, camplete and equip to
produce the proposed wells.

OGSE requests that Yates indicate its intention to join in the cost of
drilling these wells or to farm out on the terms outlined in my letter of
August 10th.

If OGSE has not received a response to this proposal by September 15,
1988, we will initiate campulsory pooling procedures on both locations.

Yours truly,

O'BRIEN GOINS SIMPSON EXPLORATION

Tham O'Brien

TO'B/slm
Enclosure

cc: Karen Aubrey
Kellahin, Kellahin and Aubrey
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RAugust 24, 1988

YATES PETROLEUM CORPORATICN
105 S. 4th Street
Artesia, MM 88210

Attention: Ray Beck

Re: Section 32, T-23-S, R-25-E, and
Sections 7, 8, T-2-4S, R-25-E,
Eddy County, New Mexico
(Mosley Canyon NM017)

Dear Mr. Beck:

As discussed in our conversation of August 23, 1988, I have enclosed
copies of the mudlogs on the HNG Mosley Spring "32" State Com. #1 and the
Moncrief Jurnegan State #1.

I hope these logs are helpful and I appreciate your early attention to
our proposal.

Sincerely,

O'BRIEN GOINS SIMPSON EXPLORATICN

Michael W. Gates

MYG/s1m
Enclosures

T4
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August 30, 1988

FEDERAL EXPRESS

YATES PETROLEUM CORPORATION
105 S. 4th Street
Artesia, MM 88210

Attention: Ray Beck

Re: Section 5,
T-2-4S5, R-25-E,
Eddy County, New Mexico
(Mosley Canyon NMQ17)

Dear Mr. Beck:

In reference to Tham O'Brien's letter dated Auqust 23, 1988, enclosed
please find copies of two AFEs which will replace those AFEs sent to Yates
Petroleum Corporation earlier.

The location was incorrectly described on the AFEs sent on August 23,
1988.

If you have any questions, please contact this office.

Sincerely,

G-9-99: Y% les A Prapes. Ela Uik O'BRTEN GOINS SIMPSON EXPLORATION
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TS o ool Sarah Matchus
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Octcber 28, 1988

AMOCO PRODUCTION COMPANY - Fed Express del. 10-31-99
501 Westlake Park Blvd. //-/-89 Anmaca Tim Cus ber, stifl aa.u:'dw',is Nz prapascd
Houston, TX 77077 W prepare. F/9 Agm o SIZ XS

Attention: Tim Custer

YATES PETROLEUM CORPORATION - Fed Express Def /3-31-88
105 S. 4th Street 11-1-89 - ,‘"/Qf-c.\ Will coopecte joid or F/Q.rucmf'u.kg on O0GSE
Artesia, NM 88210 :

Attention: Rob Bullock

SANTA FE ENERGY cMpANY ~ Hawel Delivered 10-28-83

500 W. Illinois H-2- 39 [,m’ breesd AFE oW, OfA btir\J Cirewlated , some chgs
Suite 500

Midland, TX 79701

Attention: Gary Green

Re: Proposed Moslay Canyon "5"
State Com. #1 Well
N/319.62 acres of Section 5
T-24-S, R-25-E,

Eddy County, New Mexico
(Mosley Canyon NM017)

Gentlemen:

Enclosed please find an AFE and Operating Agreement concerning the
referenced well.

The proposed well is planned as a Strawn and Morrow Test to be drilled to
an approximate depth of 11,200 feet. The location for the well is 990' from
the North line and 198C' from the West line of Section 5., The AFE is based cn
a dual completion in both the Strawn and Morrow.

Should you elect to join in the cost of this proposed well, please
indicate your approval and acceptance by signing and returning to the
undersigned a copy of the AFE and the signature pages to the Operating
Agreement and Memorandum of Operating Agreement. Please have your signature
notarized on the Memorandum.

T4



October 28, 1988 Y
Page 2 )

Should you not be interested in joining in the well, OGSE will entertain
farmout proposals.

You are probably aware that OGSE has made application for an order to
pool all mineral interests underlying the N/319.62 acres of Section 5, and is
set on the docket for Wednesday, November 9, 1988,

Yours truly,

OGS CPERATING COMPANY, INC.

Thom O'Brien

TC'B/slm
Enclosures

(9



MARTIN YATES, ll

19121988

FRANK W. YATES

1936 - 1986

oo, S. P. YATES

y o T E 5 CHAIRMAN OF THE BOARD
) PETROLELN
CORPORATION

RANDY G. PATTERSON

105 SOUTH FOURTH STREET SECRETARY
DENNIS G. KINSEY
ARTESIA, NEWMEXICO88210 TREASURER

TELEPHONE (505) 748-1471

November 4, 1988

O'Brien Goins Simpson Exploration Company
1140 Two First City Center
Midland, Texas 79701

Attention: Thom O'Brien

Re: Proposed Mosley Canyon "5" St. Com. #1
Township 24 South, Range 25 East, NMPM
Section 5: N3
Eddy County, New Mexico

Gentlemen:

In regards to your proposed captioned well, Yates will either join in the cost
of drilling said well or farmout to the well, delivering a 75% net revenue
interest lease before payout with the option at payout to convert said
overriding royalty interest to a 25% working interest, proportionately reduced.

The above is subject to O'Brien Goins Simpson Exploration Company furnishing
Yates with all geological information on the HNG Mosley Springs Re-entry in the
s} of Section 32, Township 23 South, Range 25 East, Eddy County, New Mexico.

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
Lol B
Robert Bullock
Landman
RB/bp

29



5-10-88

6-7-88
6—-20-88

7-22-88

8-2-88

8-5-88

8-9-88

8-10-88

8~30-88

9-7-88

9-15-88

9-30-88

10-4-88

MOSLEY CANYON PROSPECT
Sec. 5, T-24-S, R-25-E
Eddy County, New Mexico

State Iease 1~4681 HBP
iot 3, NE/4NW/4, Sec. 5
Ltr to Carter Moore:

Phone Shiela Mitchell:
Phone Shiela Mitchell:

Phone Shiela Mitchell:

Ltr to Tim Custer:

Ph. Tim Custer:

Ph. Tim Custer:

Ltr Tim Custer:

Ph. Tim Custer:

Ph. Tim Custer:

Ph. Tim Custer:

Sold Reentry to G. W.

Ph. Tim Custer:

NMO017 Notes Amoco

NMO02

S/2, Sec. 5 F/O Request
75% nri 25% Bi Wi APO

F/O Request Amoco circulating proposal
F/O Request Amoco circulating proposal

Taking leave of absence Tim Custer will
handle

Option F/O on N/2 Sec 5
drill w/in 120 days of compl. in S/2
Sec. 5 75% nri 25% Bi APO

"

Revised proposal Option F/O
reentry in Sec. 32, option on Amoco's
interest in Sec. 5 75% nri 25% Bi APO

Revised proposal reenter by 11-1-88
spud in Sec. 5 by 1-1-89 in N/2 or S/2
180 day cont. development, 75% nri 25%
Bi AFO

Asked for letter fram Amoco agreeing to
join or farmout in Sec. 5, F/O terms
incr. orri or Bi 25% APO

Proposed straight F/O of Amoco int. in
Sec. 5. OGSE drill w/in 120 days in
Sec. 5 N/2 or S/2 our choice, 30% BI or
incr. orri APO

Amoco won't f/o all int in Sec. 5.,
They want info from reentry first then
decide. I said no. Amcco will
consider a F/O of int. in either N/2 or
S/2 not both.

Told him OGSE wants F/O of int, in S/2
Sec. 5. Amoco may join or f/o in N/2
Sec. 5 Must drill N/2 by 1-1-89.

R !



10~-18-88 Ph. Tim Custer:

10-19-88 Ltr to Tim Custer:

11-1-88 Ph. Tim Custer:

NM017 Notes Amoco
NMO2

2moco has approved F/O in S/2 Sec. 5.
Told him about Pooling Docket because
we sold reentry if its good we will
have to spud by 1-1-89 in N/2 of Sec.
5. Offered to provided Amoco w/ info
on reentry if Amoco would agree to join
or f/o in N/2 Sec. 5.

Proposal to drill Strawn/Morrow Test
N/2 Sec. 5

AFE for Dual Compl.

Will provide info. on Reentry if Amoco
agrees to join or F/O.

Put on Pooling Docket 11-9-88.

Amoco has approved F/O of S/2 Sec. 5
Will prepare agmt spud by 3-1-89
Considering proposal in N/2 Sec. 5



8-5 Tim Coster Wil Sy

8- w " Fevued Prapasal
OPTian. FIo & Q6SE Resd Y A
Se¢ 32

0pTisd o NIz 2502

A .
Pugust 2, 1988 s fras Fro

AMOCO PRCDUCTION COMPANY
501 Westlake Park Blvd.
Houston, TX 77077

Attention: Tim Custer — 713~ 55¢ - 301}

Re: Option Farmout
NE/4NW/4, Section 5
Township-24-South, Range-25-East,
Eddy County, New Mexico
(Mosley Canvon NM017)

Gentlemen:

O'Brien Goins Simpson Exploration Company, (OGSE), has proposed a Strawn
Test which may extend to the Morrow in the S/2 of Section 5. Amoco was
contacted May 10, 1988 regarding joining in this test or farming out to the
320 unit.

Within 120 days of completion of the well in the S/2 of Section 5, OGSE
would like the optlon to drill a similar test in the N/2 of Section 5. Amoco
has an acreage position in this unit, also.

We are interested in acquiring an Option Farmout of Amoco's interest on
the following terms:

1. Amcco would deliver a 75% net revenue interest before payout.

2. OGSE would earn rights to 100' below the deepest depth drilled.

3. Upon payout, Amoco would have the option to convert any reserved
overriding royalty to a 25% working interest proportionately
reduced.

The spacing units for Strawn and Morrow are 320 acres.

If you have any questions, please don't hesitate to call.

Sincerely,

O'BRIEN GOINS SIMPSON EXPLORATICN

Jan Foust

JF/slm

23



8'30: Tm C. Az L e ten -G‘n,.\ Az o
25"":5_1(\& +o iain or Flo AW ja+ il
_Q(,b,TC/‘n\) F/G NG arrt or s .Le‘\,z-
— — APO
g4-7-38 Jele, . Prapose steaight Flo
August 10, 1938 of Armacs imT, id See 5 i\ Wit
20 da \[3; "\)AC:A_OW'T or 3di-for 36y,
AMOCO PRODUCTION COMPANY G-1589 ¢ Amoca will T FA both niz § Sfz
501 Westlake Park Blvd. ot s drom feentry, Han ducicle.
Houston, TX 77077 iNCT afey o Mad considen £10 W3 3usr Nz or Sl2
. AP0 T 10-4-33: ASKED For Floid S/ s€cs
&1 2o/, Amoto maY Jeid ar Fls id N1 e 5
10-18-84 ¢ Tim( . Amocs hus astrsved EIS id SI28¢c 5
//O‘c{ P we haut_(alo( rcc/\‘rfq ano( W Start sasa

£a ‘ ; ; ;
Re: Proposed Farmout . 3¢ 4o er Flo D proviae iaby
Yald Wi abarr FIP Ascat WG -9

Section 5 w Wiz Ser 5.
T-24-S, R-25-E,

Eddy County, New Mexico
(Mosley Canyon NvM017)

Attention: Tim Custer

Dear Tim:

As we discussed, here is the proposed Farmout O'Brien Goins Simpson
Exploration Company, (OGSE), would like to regquest cconcerning Amoco's interest
in Section 5.

First, geologically we believe there are two prospective locations in
Section 5, one in the S$/2 of Section S which cffsets the Moncrief well in
Section 8 to the south, and the other in the N/2 of Section 5, this location
would depend on the outcome of our reentry of the HNG Mosley Spring well in
Section 32. Unfortunately, both of these locations are in the W/2 of Section
5. Forming a W/2 unit in Section 5 would limit us to one well to drain
Section 5, which, in our opinion, would be more effectively drained by two
wells; also we feel that a well located in an E/2 unit would be too far down
dip.

Should our reentry of the HNG well in Section 32 result in a commercial
producer, OGSE would commence a well in the N/2 of Section 5 probably at a
location in the SE/4 of the NW/4. Of course this must be done before 1-1-88
because the Enron lease (which we have acquired) expires on that date. If our
reentry is not productive, then OGSE would comrence a well on the S/2 of
Section 5 at a location in the SE/4 of the SW/4.

My proposal is as follows:

1. The basic terms of the proposal remain the same. Amoco would
deliver a 75% net revenue interest lease before payout, OGSE earns
rights down to total depth plus 100 feet and Amoco will have the
option to convert its retained overriding royalty to a 25% working
interest upon payout of each well separately on a well by well
basis. Amoco's overriding royalty and the working interest to which
it may be converted are to be reduced proportionately.
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2,

On or before Novermber 1, 1988, OGSE will reenter or cause to be
reentered the HNG Mosley Springs No. 1 located in the S/2 of Section
32, T-23-5, R-25-E and attempt to complete it in the Strawn
Formation at an approximate depth of 2600 feet.

On or before January 1, 1989, OGSE will have the option to commence

or cause to be camenced a test well at a legal location either in
the N/2 of Section 5 to earn all of Amoco's interest in the N/2 or
in the $/2 of Section 5 to earn all of Amoco's interest in the S/2.
This well will be drilled to a depth of 9,600 feet, or sufficient to
test the Strawn Formation, whichever is the lesser depth.

Within 180 days of completion of the first test well drilled in
Section 5, OGSE shall have the option to commence an additicnal well
in Section 5 to earn Amoco's rights in the proration unit for such
well., OGSE shall drill such well to a depth of sufficient to test
the same intervals or formations productive in the first test well
in Section S.

Please call if you have any questions.

TO'B/slm

Yours truly,

O'BRIEN GOINS SIMPSON EXPLORATICN

Thom O'Brien
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October 19, 1988

AMOCO PRODUCTICN COMPANY
501 Westlake Park Blvd.
Houston, TX 77077

Attention: Tim Custer

Re: N/2, Section 5
T-24-5, R-25-E,
Eddy County, New Mexico
(Mosley Canyon NMO17)

Dear Tim:

As we discussed on the phone, O'Brien Goins Simpson Exploration Company,
(OGSE) , has plans to drill a well in the N/2 of Section 5 to test the Strawn
and Morrow Formations.

OGSE is going to reenter the HNG Mosley Springs well in the S/2 of
Section 32 by the end of this month and test the Strawn Formation. If this
proves to be productive, then we will probably move south and spud in the N/2
of Section 5. OGSE has a lease, which we purchased from Enron in the S/2NW/4
of Section 5 which expires January 1, 1989 so we will have to start before
year end.

I have enclosed an AFE for a Dual Completion in the Strawn and Morrow
Formations, for your information. If we complete the well in the Strawn only,
the completion costs would be about half as much as for the dual completion.

I have put our name on the docket for a compulsory pooling hearing on
November 9, 1988 to pool the N/2 of Section 5. As I told you, this is due to
our dead line with our lease expiring January 1, 1989 and because I have not
gotten an answer from Yates or Santa Fe Energy. I hope we do not have to go
through a force pooling procedure.

OGSE will agree to provide Amoco with information from our reentry in the
S/2 of Section 32 if Amoco will agree to join in the well or farm ocut to OGSE
on the same basis as our Farmout in the S/2 of Section 5.
Thank you for your attention to this matter.
Yours truly,
O'BRIEN GOINS SIMPSCN EXPLORATION
Thom O'Brien

TO'B/slm
Enclosure
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AMOCO PRODUCTION COMPANY - f2d Express Del. /0-31-99
501 Westlake Park Blvd. //-/-49 Amoca Iim s b, it w,,s,uw-ﬁ (2 prapassi
Houston, TX 77077 Wil prepere. £ Agees od S|z WS

Attention: Tim Custer

YATES PETROLEUM CORPORATION - Fedf £ xpress Def /0-31-83
105 S. 4th Street 1-1-88 ¢ Yatos will coopmetc joid a0 F/o.~Hant otk on 0GsE
Artesia, NM 88210 -

Attention: Rob Bulleck

SANTA FE ENERGY COMPANY — Haniel Delivered 10-28-83

500 W. Illinois /-2- 89 6’&/7 &reed AFE OK)O/A b“i? C;rmlafg‘zl fome chgs
Suite 500

Midland, TX 79701

Attention: Gary Green

Re: Proposed Mosley Canyon "5S"
State Com. #1 Well
N/319.62 acres of Section 5
T-24-S, R-25-E,

Eddy County, New Mexico
(Mosley Canyon NMO17)

Gentlemen:

Enclosed please find an AFE and Operating Agreement concerning the
referenced well.

The proposed well is planned as a Strawn and Morrow Test to be drilled to
an approximate depth of 11,200 feet. The location for the well is 990' from
the North line and 1980' from the West line of Section 5. The AFE is based on
a dual completicn in both the Strawn and Morrow.

Should you -elect to join in the cost of this proposed well, please
indicate your approval and acceptance by signing and returning to the
undersigned a copy of the AFE and the signature pages to the Operating
Agreement and Memorandum of Operating Agreement. Please have your signature
notarized on the Memorandum.
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Should you not be interested in joining in the well, CGSE will entertain
farmout proposals.

You are probably aware that OGSE has made application for an order to
pool all mineral interests underlying the N/319.62 acres of Section 5, and is
set on the docket for Wednesday, November 9, 1988.

Yours truly,

OGS OPERATING COMPANY, INC.

Thom O'Brien

TO'B/slm
Enclosures
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1987 Survey of Combined
Fixed-Rate Overhead Charges
For Oil and Gas Producers

he following survey of 1985
I combined fixed-rate overhead
charges for oil and gas produc-
ers was prepared by the accounting firm
of Ernst & Whinney. The survey results
are based on more than 900 replies to a
questionnaire distributed to oil and gas
producers in cooperation with the follow-
ing 2 incustry organizations:
- California Independent Producers
Association
» Independent Petraleum Association
of New Mexico
» Louisiana Association of Indepen-
dent Producers & Royalty Owners
- Michigan Oil & Gas Association
» North Texas Qil & Gas Association
« Ohio Qil & Gas Association
- Cklahoma Independent Petroleum
Association
» Panhandle Producers & Royalty
Cwners Association
- Pennsylvania Oil & Gas Association
- 2ermian Basin Petroleum
Asscciation
- Tennessee Qil & Gas Association
+ Texas Independent Producers &
Royalty Owners Association
- West Central Texas Oil & Gas
Association

The questionnaire was structured to
obtain information for drilling and oper-
ating rates and for varying well depths in
16 U.S. geographic regions. it was dis-
tributed in June 1887 to members of the
participating organizations, so the infor-
mation should generally reflect operat-
ing agreements in effect at that time.

There was a 9 percent response rate,
and inost responses were complete
ard usabie in the tabulation. Results
were ccmpiled on the basis of regions
accerding to Geological Survey Circular
860, U.S. Department of the Interior as
depicted here. '

The tables on the foilowing pages
show the average monthly overhead
charges and the median monthly
charges (the point above and below
which there was an equal number of
reported values), together with a com-
parnison with 1986 averages.

While Ernst & Whinney solicited and
compiled the survey results reported
here, the firm did not verify the responses
and, therelore, makes no representation

as to their accuracy. For copies of the
report booklet, contact Kenneth M.
Burke, National Director of Energy
Industry Services, Ernst & Whinney, 333
Clay, Suite 3100, Houston, TX 77002,
713/751-1200 or Roy E. Crocker, Senior
Consuitant, Ernst & Whinney, PO. Box

1836, Roswell, NM 88201, 505/622-8500.

Annual Overhead

Adjustment Factor

The COPAS Accounting Procedures
for Joint Operations issued in 1962,
1968 and 1974, and the 1976 Offshore
Accounting Procedure provide for
annual adjustments to be applied (o the
combined fixed-rate overhead charges.
The adjustments are to be made Aprit 1
of each year based on the annual
change in the index of average weekly
earnings of crude petroleum and gas
production workers issued by the U.S.
Department of Laboy, Bureau of Labor

Statistics. The following table presents

stalistics since 1963:

These figures represent significant
increases and show that failure to make
the prescribed adjustment can result in
substantial loss of revenue.

1. COPAS Accounts, Spring 1587 edition.

the annual percentage increase in these

1963 1.6% 1976 10.3%
1964 3.9% 1977  10.5%
1965 8% 1978 10.3%
1968 2.2% 1979 11.0%
1967 3.6% 1980 9.3%
1968 5.4% 1981 9.3%
1969 1.9% 1982 13.0%
1970 7.0% 1983 9.9%
1971 5.9% 1984 5.9%
1972 8.9% 1985 2.7%
1973 7.5% 1986 4.4%
1974 5.2% 1987 4.5%
1975 16.7%

U.S. Department of Interior
Geological Survey Circular 860
Regional Designation

REGION

Name

Alaska

Alaska Otfshore

Pacific Coast

Pacilic Coast Qtfshore
Colorado Plateau, Basin
and Range

Roniy Mountains and Northem
Great Plains

West Texas and Eastemn
Rew Mexxco

Gulf Coast

Gulf of Mexico

Guit Coast - intand Manne*
Mig-Continent

Michigan Basin

Eastern Intenor
Appalachians

1 Attantic Coast

11A Atlantic Coast Offshore

*Added 1o designate intand marina actwity
for survey purposes.

The Urited Stales has not resolved ifs olfshore boundares
with other States concerned The ines on this chart are lor
purposes of iiustration only and Go Not necessanty reliect the
position 0 views of the United States with respect io (he
boundary wvoived.
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Region: West Texas and Eastern New Mexico-5

Oil Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1986 1987 1986
Responses But Average Average Average Average
1987 1986 Over Not Over or Mean  Median orMean  Median or Mean Median orMean  Median
201 155 0- 5,000 $ 3,017 $ 3,000 §$ 2827 $ 3000 $ 300 $ 300 $ 292 $ 300
154 140 5,000-10,000 3.867 3,650 3,632 3,586 374 365 362 350
71 50 10,000-15,000 4,961 4,901 4,583 4,500 475 475 459 450
23 13 15,000-20,000 5,807 5,700 5,037 4,500 526 570 488 450
11 8 20,000 6,067 5,744 5,027 4,392 565 574 532 578
37 37 No Depth Limit 5,047 5,297 4,374 4,000 521 535 422 400
Gas Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1986 1987 1986
Responses But Average Average Average Average
1987 1986 Over Not Over or Mean  Median orMean  Median orMean  Median orMean  Median
132 110 0- 5,000 $ 3255 $ 3000 §$ 2837 $ 3,000 $ 313 $ 300 $ 299 $ 300
107 94 5,000-10,000 3,898 3.550 3.624 3,500 360 360 364 350
51 36 10,000-15,000 4,963 4,870 4,637 4,500 477 487 454 450
21 11 15,00-20,000 5,815 5,500 4,657 4,500 566 575 494 450
10 7 20,000 6,099 5,500 4,832 4,392 558 600 522 578
32 29, No Depth Limit 4,900 5,297 4,250 4,000 522 535 444 425
Region: Gulf Coast—6
Oil Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1986 1987 1986
Responses 8ut Average Average Average Average
1987 1986 Over Not Over or Mean Median orMean  Median or Mean Median orMean  Median
113 83 0- 5,000 $ 4,131 $ 4000 $ 3256 § 3,200 $ 396 $ 375 $ 3860 $ 350
144 100 5,000-10,000 4,763 4,500 4,280 4,375 477 450 454 450
81 49 10,000-15,000 6.075 5,894 5,430 5,250 617 580 531 531
37 13 15,000-20,000 6,990 7,000 5,513 5,250 708 666 582 575
20 7 20,000 6,840 6,900 5.697 6.350 762 700 615 660
64 38 No Depth Limit 6,308 6.017 5,956 5,670 648 611 608 610
Gas Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1986 1987 1986
Responses But Average Average Average Average
1987 1986 Over Not Over or Mean  Median orMean  Median or Mean  Median orMean  Median
86 66 0- 5,000 $ 438 § 4000 $ 3443 § 3,500 $ 424 $ 400 $ 379 $ 385
121 92 5,000-10,000 4,803 4,880 4,310 4,500 480 450 460 450
82 57 10,000-15,000 6,149 5,930 5,577 5,400 618 554 568 570
45 18 15,000-20,000 6,785 7.000 5,730 5,250 718 700 610 609
21 7 20,000 6,847 7,000 5,834 6.600 759 700 613 660
61 36 No Depth Limit 6,298 6,000 6,229 6,000 652 628 637 612
Region: Gulf of Mexico—6A
Oil Wells
Monthly Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1886 1987 1986
Responses But Average Average Average Average
1987 1986 Over Not Gver orMean  Median orMean  Median orMean Median orMean  Median
8 3 0- 5,000 $16,666 $15000 § 4,917 § 5,000 $1,652 $1,500 $ 468 $ 450
8 3 5.000-10,000 12,301 10.000 5,750 5,250 1,212 952 468 450
6 4 10,000-15,000 11,823 5,500 6,466 5,250 1,673 600 551 450
5 2 15,000-20,000 10,529 8,403 4,875 4,500 1.208 840 512 450
2 20,000 7,750 5,500 1,200 600
15 8 No Depth Limit 18,296 20,700 15,366 16,500 1,844 2,000 1,339 1,000
Gas Wells
Monthiy Drilling Well Rates Monthly Producing Well Rates
Depth in Feet 1987 1986 7987 1986
Responses But Average Average Average Average
1987 1986 Over Not Over or Mean  Median orMean  Median or Mean Median orMean  Median
10 3 0- 5,000 $16,666 315000 § 4,917 § 5,000 $1,500 $1,000 $ 468 $ 450
10 4 5,000-10,000 12,628 10,000 6,438 5,250 1,355 1,500 551 450
7 4 10,000-15,000 14,843 10,000 6,466 5,250 1,532 1,800 551 450
5 2 15,000-20,000 10,579 8,403 4,875 4,500 1,228 840 512 450
2 20,000 7,750 5,500 1,200 600
15 9 No Depth Limit 18,296 20,700 15,250 16,500 1,844 2,000 1,498 1,650,
“
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OGE DRILLING, INC.

DRILLING OR WORKOVER AFE AFE NO.
(] WILDCAT [] DEVELOPMENT (] WORKOVER LSE. NO.
[3 DRILLING [0 DRILLING [0 SAME ZONE
[ COMPLETION [ COMPLETION [ NEW ZONE w1
[] RE-ENTRY [ REENTRY O rPaaA £ST NET CoST
AFE DATE 8-12-88
LEASE & DEPTH ’
WELL NO. MOSLEY CANYON "5" STATE COM. #1 & FORM 11,200' Morrow
LOCATION North Half (N/2), Section 5, T-24-5, R-25-E DUAL COMPLETION
COUNTY
&8 STATE Eddy County, New Mexico FIELD Dark Canyon
SPUD
OPERATOR OGS Operating Company, Inc. DATE
INTANGIBLE WELL COST
DESCRIPTION DRILLING COMPLETION TOTAL
] Access, Location 8 Roads 25,000 5,000
2 Rig Move ——
3 Footage Cost 190,400
4 Day Work Cost 4 days at 4000 16,000 8,000
5 Bits & Reamers -
6 Fuel -~
7 Water 35,000 2,000
8 Mud & Chemicais 8,000
S Cementing 8 Service 22,000 10,000
10 Coring
it Surveying & Testing 22,500 2,200
12 Mud Logging 9,800
13 Perforating 4,000
14 Stimulation 20,000
I5 Transportation 4,700 5,700
1] Drilling Overhead & Supervision 19,200 6,400
7 Equipment Rental 1,000 6,000
I8 Completion Rig 12 days ot 1200 14,400
19 Other Drilling Expense 2,300 5,000
20 Contingencies (10°% of Intangibles) 35,600 8,870
21 9,000
22 .
23 TOTAL INTANGIBLES 400,500 97,570 498,070
TANGIBLE WELL COST
24 40" Of 20 ' Conductor Casing 3,000
25 400" 0f 13-3/8 " Surface Casing 8,200
26 2600' of 9-5/8 " Intermediate Casing 40,000
27 ' of " Intermediate Casing
28 ' of " Intermediate Casing
29 11,200 ' ot 7 " Production Casing 130,000
30 "ot " Tie-Back Casing .
3 11,200 "' or 2-3/8 " Tubing 30,000
32 9,600 "' ot 2-3/8 " Tubing 26,000
33 Y " Tubing
34 Liner Equipment
35 Wellhead Equipment 5,000 12,000
36 Producing Fociiities, Tank Battery, Flowline 50,000
kYd Packers & Other Subsurtace Tools 10,000
38 Contingencies (10 °/% of Tangibles)
39
30
41 TOTAL TANGIBLES 56,200 258,000 314,200
42 TOTAL WELL COST 456,700 355,570 812,270
/=" ZOMPANY APPROVAL
By Date |By Date |By Date | By Date |By Date
JOINT OPERATOR APPROVAL 3 l
Firm By Title Date

AFE No.




MODEL FORM OPERATING AGREEMENT

AU

OPERATING AGREEMENT

DATED

October 19 19 _88 |

OPERATOR _OGS OPERATING COMPANY, INC.

CONTRACT AREA __ The North 319.62 acres of Section 5,

Township-24-South, Range-25-East (being

all of Lots 1, 2, 3 and 4, the S/2 of the
NW/4 and the S/2 of the NE/4)

COUNTY BORXEXRISH OF Eddy STATE OF __New Mexico

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED

Sec. 5: N/2 '52

NMO017 Mosley Canyon
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___ OGS OPERATING COMPANY, INC.
1140 Two First City Center, Midland, Texas 79701 hereinafter designated and
referred to as ‘‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as “‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

Y ITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit ‘‘A’’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

A. The term ‘‘oil and gas’’ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms ‘‘oil and gas lease’’, ‘‘lease’’ and ‘‘leasehold’’ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

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

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

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

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

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

H. The terms ‘‘Non-Drilling Party’’ and ‘‘Non-Consenting Party
in a proposed operation.

*

shall mean a party who elects not to participate

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

ARTICLE 1I.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
B] A. Exhibit “A’’, shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Qil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.

K] B. Exhibit “B”’, Form of Lease.

B C. Exhibit ““C"", Accounting Procedure.

& D. Exhibit ““D”’, Insurance.

%] E. Exhibit “E”, Gas Balancing Agreement.

& F. Exhibit ““F”’, Non-Discrimination and Certification of Non-Segregated Facilities.

[XTatl)
]

If any provision of any exhibit, except Exhibits ““E”’ and “8X is inconsistent with any provision contained mg:the body
of this agreement, the provisions in the body of this agreement shall prevail. 5

NM017 Mosley Canyon L Sec. 5: N/2
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

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

shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.
B. Interes:s of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit ‘A", In the same manner, the parties shall also own all production of cil and gas from the Contract Area subject to the
payment of royalties to the extent of, 1/8th which shall be borne as hereinafter set forth.

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

Nothing contained in this Article IIl.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

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

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A”’, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as ‘‘subsequently created interest’’ irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
o as ‘‘burdened party’’), and:

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

[\

. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VIL.B. shal} be
enforceable against the subsequentiy created interest in the same manner as they are enforceable against the working interest oi
the burdened party.

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operanons or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator Oper;ator shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furmshed to each party
hereto. The cost incurred by Operator in this title program shall be borne as follows: AT S

[J Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminai:y';, su.;ppler'nemal

shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as pronded i Erhxbxt HC—
and shall po: be a direct charge, whether performed by Operator’s staff attorneys or by outside attorneys. '

J2-
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ARTICLE IV
continued

R 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 title has been approved by the examining attorney or title has been accepted by all of the parties who are to par:
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit “*A’’, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall niot be
entitled to recover from Operator or the 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 of such 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 the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

{d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

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

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

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight. any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquis:tion will not be subject to Article VIILB.. the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

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

up to the amount of unrecovered costs;
(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the ol and gas to be contributed by the other parties in proportion to their respective interests; and, N
(¢} Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest
lost, for the privilege of participating in the Contract Arca or becoming a party to this agreement. \

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be jofnt"iosses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining pomon of
the Contract Area. :

-3- ec. 5: N/2
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1 ARTICLE V.

2 OPERATOR

3

4  A. Designation and Responsibilities of Operator:

Z OGS CPERATING COMPANY, INC. shall be the

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 2 good and workmanlike manner, but it shal

9 have no Hatility 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 shali not
24 be the basis for removal of Operator. Operator shall not be removed until all amounts
25 owed to it by Non-Operators have been paid in full.
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 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 C. Employees:
; 2 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of

labor and the campensation for services performed shall be determined by Operator , ard all such employees shall be

35 the employees of the Operator. Nothing herein shall limit Operator in employmg professional consultants or

3 contract services of technical personnel either temporarily of permanently in connection with joint operations
°  hereunder. The salaries, wages, personal expenses and/or costs of such personnel shall be charges to the Joint
37  Account.

38 D. Drilling Contracts:

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.

49 ARTICLE VI
50 DRILLING AND DEVELOPMENT

52 A. Initial Well:

54 On or defore the_ 1St day of January , 19 89 , Operator shall commence the drilling of a well for
55 oil and gas at the following location: 990' FNL and 1980' FWL of Section 5, T-24-5,
56 R—-25-E, Eddy County, New Mexico

50 .

G0 and shall thereafter continue the drilling of the well with due diligence to an approximate depth Of'é' 11,200 '
61 of to a depth sufficient to test the Morrow Formation, whlchever is

62 the lesser depth. :

V‘: 3
S unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling 1mpractical is en-
66 countered at a lesser depth, or unless afl parties agree to complete or abandon the well at a lesser depth.

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of: contammgioxl ard

69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formauons in which
N ¢
70  event Operator shall be required to test only the formation or formations to which this agreement may apply. . 1o :
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ARTICLE V1
continued

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

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework. deepen or plug back a dry hole drilled at the joint expense of all parties or a2 well jointly owned by al!
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shali be
limited to forty-eight {48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of al} par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-wav) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

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

ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all Lens and encumbrances of every kind created by or arising from the operations of the Consentir_ig Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface Jocation at their
sole cost, risk and expense. Ii any well drilled, reworked, deepened or plugged back under the provisions of this Articie resultsi’in a pre-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cosft; anid risk,
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Pa: lies
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article HI.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

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

(b) 400 % of that portion of the costs and expenses of drilling, reworking, decpening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIIL.C., and 400 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party it it had

participated tnerein.

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

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

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

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in: and connected to the weil. and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceads
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of ¢il and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturi:fgd costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall rexf;ért‘to it as
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. :
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ARTICLE VI
continued

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

Notwithstanding the provisions of this Article V1.B.2., it is agreed that without the mutual consent of all parties, no welis shail
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

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

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

ties.

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

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

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by dme
incurred during such extended response period. If more than one party elects to take such additiona! time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit ‘“A’’ bears to the total interest as shown on Exhibit ““‘A’" of all the electing parties. In a'l;1 other n-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. W

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced fro.rn/_(th"é"C'onuf‘act Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disgc;sitjon by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of prodﬁcﬁ"o‘n'in kind shall be
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ARTICLE VI
continued

1 required to pay for only its 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 be necessary for the sale of its interest in production from

4 the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment directly from the purchaser thereof for

5 its share of all production.

6

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

8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not

9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
10 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
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
12 delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
14 of one (1) year.
15
16 In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
17 detiveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
19  agreement between the parties hereto, whether such an agreement is attached as Exhibit *'E"’, or is a separate agreement.
20
21 D. Access to Contract Area and Information:
22
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,

24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
25  and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
26 povernmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
28  gathering and furnishing information to Non-Operator. other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information.

30

31 E. Abandonment of Wells:

32

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

34 driiled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
35  without the consent of all parties. Should Operator, after diligent effort, be unabie to contact any party, or should any party fail 1o reply
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
37  such well, such party shall be deemed to have consented 1o the proposed abandonment. All such wells shall be plugged and abandoned in
38  accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
40  operations in search of oil and/or gas subject to the provisions of Article VL.B.

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
40 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
48 parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
49 Exhibit **C*", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
31 muaterial. 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-
52 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
53 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-
54 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-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

68
69
70
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ARTICLE VI
continued

*“B"". The assignments or leases so limited shall encompass the *‘drilling unit’* upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all 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 Artcle. Upou re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus anv additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shali then have the option 10
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

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

ARTICLE VIL

EXPENDITURES AND LIABILITY OF PARTIES
SEE ARTICLE XV. B. AND (C.FOR ADDITIONAL PROVISIONS.

A. Liability of Parties:

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

B. Liens and Payment Defaults:

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

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

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit ‘‘C’’. Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pav to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, thg amount
due shall bear interest as provided in Exhibit “‘C’” until paid. Proper adjustment shall be made monthly between advances andv‘z)x‘ctual ex-
pense to the end that each party shall bear and pav its proportionate share of actual expenses incurred, and no more. -

D. Limitation of Expenditures:
et Sull
o

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, cxcept any well drdied or' deepened
pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the drilling or deepening shall mclude el
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ARTICLE VII
continued
1 [0 Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
2 nece&saTy?ankage and/or surface facilities.
3
4 (X 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 resuits thereof furnished to the parties, Operator shal! 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 compleiion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such vell, in-
9 cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above tixed shall
16 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than ail of the parucs,
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 riecessary 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__ﬂﬂni_)l_,f_lee__IhQ_uS_and___—__Dollars $_25,000.00_
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
2 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 Fifteen Thousand
28 Dollars (3_15,000.00 ) but less than the 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 al} 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.

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. In 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 royalues, over-
53  riding royalries 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  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 tax payments in
58  the manner provided in Exhibit *‘C",

59 .

GO Ii Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and mazner
61  prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fii’l%l 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 tax for the joint ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid b\ tk‘em 45
65  provided in Exhibit ““C*’. :

66

67 Each party shall pay or cause to be paid 2l production, severance, excise, gathering and other taxes imposed upon or thh tespect to
68  the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. ! o

69

70
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ARTICLE VII
continued

1 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 shali
¢ 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 ot the
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.
12
132 ARTICLE VIIL
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 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
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-

2 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ““C’", Jess 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.

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
33  assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
30  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 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

5  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 Jease shall be subject to this provision; but any lease takes 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}ubject to
61 the provisions of this agreement. -
02 ’ Yo

63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. "'»

64

65 C. Acreage or Cash Contributions:

66 7 /A:/:Ziv; A

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 opéfaﬁon'cind shall be
69  applied by it against the cost of such drilling or other cperation. If the contribution be in the form of acreage, the party to-whom the con-
76 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parti¢§‘ in the pfd;’)@:qrgions
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shali 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 contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIILC.

D. 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 1o receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

interest therein.
F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which shall include the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest of all purchasing par-
ties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its interests by merger, reorganization, consolidation. or sale of all or substantially all of its assets to a subsidiary or parent com-
pany or to a subsidiary of a parent company, or to any company in which any one party owns a majority of the stock.

ARTICLE IX.
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, Subtitle *‘A”’, of the Internai Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requiréd by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter ‘K, Chnpter 1,
Subtitle ““A’", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code'is per-
mitted, 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 party states that the income derived by such party from operations hereunder can be adequately determined without the

computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed___Ten Thousand Dollars
$10,000.00 _ )and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if anv partv is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

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

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

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

not reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES
SEE ARTICLE XV. K. FOR ADDITIONAL PROVISIONS.

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

ARTICLE XIII.
TERM OF AGREEMENT

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

03 Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area, whether by production, extension, renewal or otherwise.

X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of _1_2,9__ days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well Gescribed in Arucie VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, G:'Cnpﬂblt
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework— :
ing operations are commenced within _120 days from the date of abandonment of said well. ‘

It is apreed, however, that the termination of this agreement shall not relieve any party hereto from any lability which has
accrued or attached prior to the date of such termination. B
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

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

C. Regulatory Agencies:

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

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

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the *‘Crude Oil Windfall Profit Tax Act
of 19807, as same may be amended from time to time (“*Act’’), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other informaticn
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

-14-
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ARTICLE XV
OTHER PROVISIONS
BILLING ADDITIONAL INTERESTS

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

1. written notice of the conveyance and certified copy of the
assignments by which the transfers were made;

2. the name of the assignee to be billed and a written statement
executed by the assignee to be billed in which it consents to
receive statements and billings for the entire interest credited to
Selling Party on Exhibit "A" hereof, and further consents to handle
any necessary sub-billing in the event it does not own the entire
interest credited Selling Party on Exhibit "A"; and

3. ratification of this Operating Agreement (including an executed and
recordable instrument entitled "Memorandum of Operating Agreement")
executed by the assignee to be billed (and all other assignees)
wherein it/they adopt, ratify and confirm all of the provisions of this
Operating Agreement as if it/they had been a party thereto.

SECURITY: ADDITION TO ARTICLE VII, B.

The lien and security interest granted by each Non-Operator to
Operator and by Operator to each Non-Operator under Article VII. B. shall
extend not only to such party's oil and gas rights in the Contract Area
(which for greater certainty shall include all of each party's leasehold
interest and leasehold estate in the Contract Area), the oil and/or gas
when extracted, personal property and equipment (as mentioned in said
Article), but also to all accounts and proceeds from sales of oil and
gas, contract rights, inventory and general intangibles constituting a
part of, relating to or arising cut of said oil and gas rights, extracted
oil and gas and said equipment which are otherwise owned or held by any
such party in the contract Area., Furthermore, the lien and security
interest of each of said parties shall extend to all proceeds and products
of all of the property and collateral described in this paragraph and in
Article VII. B. as being subject to said lien and security interest. Any
party, to the extent it deems necessary to perfect the lien and security
interest provided, may file this Operating Agreement or Memorandum thereof
as a lien in the applicable real estate records and as a financing statement
with the limitation of the foregoing.

Operator and Non-Operators, their successors and assigns, agree to
execute a recordable instrument entitled Memorandum of Operating
Agreement shown as Exhibit No. 1 of this Agreement, to be filed both in
the county records for real estate purposes and such other records as may
be necessary for compliance with the Uniform Commercial Code.

BANKRUPTCY

If, following the granting of relief under the Bankruptcy Code to
any party hereto, as debtor thereunder, this Agreement should be held to
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be an executory contract within the meaning of 11 U.S.C.§365, then the
Operator, or if the Operator is the debtor-in-bankruptcy, the
Non-Operator shall be entitled to a determination by debtor, or trustee
for debtor, within thirty (30) days from the date an order for relief is
entered under the Bankruptcy Code, as to the rejection or assumption of
this Operating Agreement. In the event of an assumption, Operator or
said Non—Operators, shall be entitled to adequate assurances as to future
performance of debtor's cbligation hereunder and the protection oi the
interest of all other parties.

PAYMENTS AND REMEDIES FOR DEFAULT: ADDITION TO ARTICLE VII. B. AND C.

Operator, at its election, shall have the right from time to time to
demand and receive from Non-Operators payment in advance of their respective
share of:

1) The estimated expense, as shown on the Authority for Expenditure (AFE)
for the well, of drilling said well to its objective depth and complet-
ing the testing thereof (costs to casingpoint), by written notice to
Non-Operators (Participants) not more than twenty (20) days prior to
the date on which drilling operaticns are scheduled to commence. Each
party electing to participate in the drilling of the well shall pay to
Operator its proportionate share of such expense within fifteen (15)
days after receipt of Operator's written notice requesting payment; and

2) The estimated expense, as shown on the authority for expenditure (AFE)
for the well, of the setting of casing and campleting and equipping
such well for production (campletion attempt), by written notice
included in the notice by Operator to Non-Operators regarding the
election to participate in the setting of casing and a completion
attempt. Each party electing to participate in a campletion attempt
shall pay to Operator its proportionate share of such expense within
fifteen (15) days after the receipt of Operator's written notice

requesting payment.

Upon failure of any Non-Operator (Participant) to pay the requested
advance with respect to an operation in which such Non-Operator has agreed
to participate, Operator shall immediately notify such Non-Operator
(defaulting party) of Operator's election, without prejudice to any other
existing remedies, to treat such default in the manner provided in either
(a) or (b) below, and if the defaulting party fails to pay the requested
advance within five (5) days after receipt of such notice, Operator's
election shall become effective. The Operator, at its option, may elect:

(a) To pay such defaulting party's share of all further costs incurred in
connection with the Operation and to seek by appropriate legal action
to recover such costs together with interest thereon at the rate
provided in Exhibit "C" of the Operating 2greement and reasonable
attormey's fees.

(b) To consider such non-payment to constitute and election by such
defaulting party not to participate under Article VI. B. 2. of this
Operating Agreement with respect to the operation for which payment was
not made, in the same manner, to the same extent and with the same
force that a failure to reply within the prescribed period constitutes
an election not to participate. After rendition of a statement
therefore by Operator, the Non-Defaulting parties which elect to bear
their part of such defaulting parties' interest including Operator,
shall, upon request by Operator, pay the unpaid amount in the
proportion that the interest of each such party bears to the interest
of all such parties.

Operator agrees to return to Participant in cash or credit, without
interest, such portions of the amounts paid by Participant as are not needed
to drill and/or plug and abandon any well provided for hereunder.

All invoices to be paid shall be payable to Operator at 1140 Two First
City Center, Midland, Texas 79701.

Notwithstanding anything to the contrary, and in addition to the rights
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granted Operator by Article VII. B., if any party fails or is unable to pay
its share of expense within Forty-five (45) days after receipt of an invoice
therefor, Operator may notify such Non-Operator in writing of its election,
without prejudice to any other existing remedies, to regard such
Non-Operator as a Non-Consenting Party hereunder, pursuant to the provisions
of Article VI. B. 2. as to such unpaid expenses, whereupon Operator shall
become liable therefor. If Non-Operator fails to pay such amount within ten
(10) days after receipt of such notice, Operator's election shall becone
effective, Non-Operator will no longer owe said sum to Operator and
Non-Operator shall be subject to the non-consent provisions hereof the same
as if such party had elected to be a Non-Consenting party at the inception
of the operation. Operator's rights hereunder shall be cumulative and may
be exercised as each invoice for expenses, including lease operating and
leasehold expenses is not paid within forty-five (45) days. If, after the
election of Operator to regard a Non-Operator as a Non-Consenting Party has
become effective, such Non—-Operator tenders all or a portion of the amounts
owed, Operator may, but shall not be cbligated to, accept the tendered
amounts and waive the non-consent provisions. This provision shall not
apply to any sums owed Operator, which Non-Operator contests in good faith
and for which Non—-Operator has delivered to Operator written exception,
specifically setting forth the charges objected to, the reason for the
cbjection and the claimed adjustment.

As long as the defaulting party has unpaid balances outstanding, it
shall have no further access to the Contract Area or information obtained in
connection with operations hereunder and shall not be entitled to vote on
any matter hereunder. While any party is in default, the voting interest of
each non—defaulting party shall be in the proportion its participating
interest bears to the total non-defaulting participating interest. As to
any proposed operation in which it otherwise would have the right to
participate, such defaulting party shall have the right to be a Consenting
or participating Party only if it pays all of the amounts to which it is in
default, in full, including the penalty amounts provided for in Article VI.
B., before the applicable proposed election or decision deadline.

Notwithstanding anything to the contrary contained within this
Agreement, the parties hereto agree that:

1. Operator shall not have the right to implement any of the remedies
with respect to default described in Article VII. B., XV. C. and/or XV.
E. while the Operator and defaulting Non-Operator are engaged in
on—going negotiations or discussions conducted in good faith regarding
disputed joint billings and/or advances. It being understood, however,
that the provision shall not relieve Non—Operator of its responsibility
to timely pay that portion of any joint billings and/or advance
estimates which are not the subject of any such good faith dispute;

2. It is the intention of Article XV. E. to grant Non-Operators

reciprocal rights against Operator in the event Operator, rather
than Non-Operator, should fail or refuse to pay its proporticnate
share of all costs, expenses (including, without limitation, shut-in
royalty payments, minimum royalties, and other 1lease maintenance
expenses), and/or advance payments requested of Non-Operators by
Operator. Where appropriate within the text of Article VII. and XV,
E., in order to effectuate this reciprocity, where the word "Operator"
is used, the word "Non-Operator" may be substituted therefor, and where
the word "Non—Operator" is used, the word "Operator" may be substituted
therefor.

CERTAIN PLUGGING AND ABANDCNMENT COSTS

If, pursuant to Article VI. B. 2. hereof, less than all of the
parties elect to participate in a proposed reworking, deepening or
plugging back operation, and if such operation does not result in the
production of hydrocarbons in paying quantities or results in a
completion that ceases to produce in comrercial quantities prior to the
time at which the consenting parties are fully reimbursed as provided in
Article VI. B. 2., then, notwithstanding the printed provisions of this
Agreement, the party or parties who elected not to participate in such
reworking, deepening or plugging back operation shall nevertheless be
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responsible for their proportionate part of the cost to plug and abandon
such well, and salvage the equipment therefrom, except for the additional
plugging and abandonment or salvage ocosts that are caused by the
non-consent reworking, deepening or plugging back operation; the
consenting parties shall be solely responsible for such additional costs.

METERING OF PRODUCTION

If a diversity of working interest ownership in production from a
lease subject to this Agreement occurs as a result of operation by less
than all parties under Article VI. B. 2. herein, it is agreed that the
oil and other liquid hydrocarbons produced from the well or wells
completed by Consenting Parties may be separately measured by standard
metering equipment to be properly tested periodically for accuracy.

ADDITIONAL RIGHTS

If any rights in the Contract Area or any new Area of Interest
between the parties hereto are acquired by virtue of the drilling,
deepening or completion of a well, a Non—-Consenting party in such
drilling, deepening or completing shall not be entitled to any interest
in such rights.

PRIORITY OF OPERATIONS

Notwithstanding anything oontained herein to the contrary, it is
agreed that where a well, which has been authorized under the terms of
this agreement by all parties, or by one or more but less that all parties
under Article VI., shall have been drilled to the contract depth or the
objective formation, whichever is less, and the parties participating in the
well cannot mtually agree upon the sequence and timing of further
operations regarding such well, the following elections shall contrcol in the
order enumerated hereafter:

1. an election to do additional logging, coring or testing;

2. an election to attempt to complete the well at either the
objective depth or objective formation;

3. an election to plug back and attempt to complete said well;
however, if more than one proposal to plug back is made, the
proposal to plug back to the next deepest prospective interval
shall have priority over proposals to plug back to shallower
prospective intervals;

4. an election to sidetrack the well; and
5. an election to deepen said well.

It is provided, however, that if at the time said participating parties
are considering any of the above elections the hole is in such a condition
that a reasonably prudent operator would not conduct the operations
contemplated by the particular election involved for fear of placing the
hole or objective formation in jeopardy, such election shall be eliminated
fram the sequence set forth above.

NGPA FILINGS, DEDICATIONS/GAS CONTRACT NEGOTIATIONS

Operator may, at its election (but is not required to), file and
prosecute applications for the determination of the status under the
Natural Gas Policy Act of 1978 ("NGPA") of wells subject to this .
Operating Agreement for:the joint-account of parties hereto to the extent
that such filings by Operator are permitted by law, rule, regulation or
order. Each party hereto shall be responsible for making all other
filings and reports required under the NGPA, including, but without
limitation thereof, refund undertakings and interim, retroactive or other
collection statements. Operator shall not be responsible to any
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Non-Operator for any damage or loss arising out of or connected with the
filing or prasecution of the application or applications for
determination, including the failure to file, delay in filing or failure

to prosecute such application(s). The sole recourse of each Non-Operator
is to file and process for his own account whatever application or
applications for determination he deems appropriate. In the event

Operator elects to file an application or applications for determination,
the cost and expenses of preparing, filing and prosecuting such
application(s) shall be charged to the joint account.

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

All costs incurred by Operator in complying with the Natural Gas
Policy Act of 1978 or in complying with Federal, State and local law for
the obtaining and monitoring of all well classifications required in the
Natural Gas Policy Act of 1978 or in complying with any laws under the
Department of Energy, and all consulting fees, and directly related costs
incurred by Operator in connection with investigations for prior
dedications and/or calls negotiations with oil and/or gas purchasers, and
negotiations for gas purchaser contracts (including casinghead gas
contracts) shall be a direct charge, borne by the joint account as provided
in Exhibit "C" and shall not be included in administrative overhead under
part III of Exhibit "C".

DISBURSEMENT OF ROYALTTES

If a purchaser of any o0il, gas or other hydrocarbons produced from
the Contract Area declines to make disbursements of all royalties,
overriding royalties and other payments out of, or with respect to,
production which are payable on the Contract Area, Operator will, if any
Non~Operator so desires, make such disbursement on behalf of said
Non-Operator at its direction, provided, Non-Operator shall execute such
documents as may be necessary in the opinion of Operator to enable
Operator to receive all payments for oil, gas and other hydrocarbons,
directly from said purchaser. In that event, Operator will use its best
efforts to make disbursements correctly within thirty (30) days of receipt
from the purchaser, but will be liable for incorrect disbursements only
in the event of gross or willful negligence.

ARTICLE XITI, ADDITION

Except as may otherwise be expressly provided above, any notice or
comunication required or desired to be given under the terms of this
Agreement shall be given by Certified or Registered Mail, Return Receipt
Requested, by personal delivery against signed receipt thereof, or by
telegram on which postage and/or other sending charges have been prepaid
by sending party, at such party's address listed on Exhibit "A" to this
Agreement or at such other address as such party may have previously
specified by like notice.

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

This Operating Agreement supersedes and replaces any prior Operating
Agreement covering the Contract Area executed by any party hereto.
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PREPARATION OF EXHIBIT "A"

The interest of the parties as set forth on Exhibit "A" were
calculated based on the best information available to the Operator. If
the information is found to have been erroneous, or if a mathematical or
typographical error has been made in preparing the exhibits, the interest
may be recalculated to reflect the correct interests.

END OF ARTICLE XV. OTHER PROVISIONS
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ARTICLE XVI.
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 cffective as of LI ED  day of

Attest:

October 19 88

OPERATOR

By: Carla T. Fair

Assistant-Secretary

OGS OPERATING COMPANY, INC.

e

By: Thom O'Brien
Vice-President

NON-OPERATORS

Attest:

By:
Title:

Attest:

By:
Title:

Attest:

O'BRIEN GOINS SIMPSON EXPLORATION
COMPANY

VAN~
VT D
By: Thom O'Brien

Title: Partner
YATES PETROLEUM CORPORATION

By:
Title:

SANTA FE ENERGY COMPANY

By:
Title:

AMOCO PRODUCTION COMPANY

SIGNATURE PAGE: to that certain Operating Agreement dated/65£ober 19,
1988 covering the North 319.62 acres of; Sectlon 5,

T-24-S,

NMO17 Mosley Canyon

R-25-E, NMPM, Eddy County, New Mex1co

-15-
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EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement

dated Octcber 19, 1988, by and between OGS Operating Company, Inc.

as Operator, and O'Brien Goins Simpson Exploration Company, et al,
as Non-Operators, covering the N/2 of Section 5, Mosley Canyon Prospect,
Eddy County, New Mexico. (NM017)

I. LANDS SUBJECT TO THIS AGREEMENT:

Township-24-South, Range-25-East, NMPM

Section 5: North 319.62 acres of Section 5, being Iots 1, 2, 3,
and 4, the S/2 of the NW/4 and the S/2 of the NE/4

Eddy County, New Mexico

II. RESTRICTION AS TO DEPTH:

From the surface of the ground to the base of the Morrow Formation.

III. INTEREST OF THE PARTIES IN COSTS AND PRODUCTION:

Working Interest Owner Net Acres Working Interest

1. OGS Operating Company, Inc. 3.1962 0.010000

2. O'Brien Goins Simpson Explo. 116.8038 0.365446

3. Yates Petroleum Corporation 120.5400 0.377135

4, Santa Fe Energy Company 39.0700 0.122239

5. Amoco Production Company 40.0100 0.125180
319.6200 1.000000

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT:

1.

Lessor:
Lessee:
Dated:
Recorded:

Iand Covered:

Royalty: _
Overriding Royalty:

Lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

NMO17 Exh A N/2

EXH

PRTYSIN

State of New Mexico V-2630
Santa Fe Energy
August 1, 1988
Volume , Page
County, New Mexico
INSOFAR CNLY AS SAID LEASE covers lot 4 (NW/4
of the NW/4) of Section 5, Township-24-South,
Range-25-East, Eddy County, New Mexico (39.07
acres)

1/6th of all oil and gas

of the Records of Eddy

State of New Mexico V-2516
Yates Petroleum Corporation
February 1, 1988
Volure , Page
County, New Mexico
INSOFAR ONLY AS SATD LEASE covers lots 1 and
2 (N/2 of the NE/4) and the SE/4 of the NE/4
of Section 5, .- Township-24-South,.
Range-25-East, Eddy County, New Mexico
(120.54 acres)

1/6th of all oil and gas

of the Records of Eddy



EXHIBIT "A"

Page 2

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: Continued

EXH

3.

NMO17 Exh A N/2

Iessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Rovalty:

Lessor:
Lessee:
Dated:
Recorded:

Iand Covered:

Royalty:
Overriding Royalty:

Lessor:
ILessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

lessor:
Iessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

State of New Mexico I1~4631
Anmoco Production Company
Volume , Page of the Records of Eddy
County, New Mexico

INSOFAR ONLY AS SATD LEASE covers Lots 3
(NE/4 of the Nw/4) of Section 5,
Township—24-South, Range-25~Fast, Eddy
County, New Mexico (40.01 acres)

1/8th of all cil and gas

State of New Mexico V-945
HNG 0il Company
January 1, 1984
Volume , Page
County, New Mexico
INSOFAR ONLY AS SATD LEASE covers S/2 of the
NW/4 of Section 5, Township-24-South,
Range-25-East, Eddy County, New Mexico (80.00
acres)

1/6th of all oil and gas

4,83% of all oil and gas

of the Records of Eddy

Joann R. Benedict, et vir

O'Brien Goins Simpson Exploration Company
April 28, 1988

Volure 21, Page 171 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range-25-FEast, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

Barbara J. Wendt, et vir

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volume 20, Page 1071 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range—25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

Ridley Gardner, et ux

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volume 20, Page 966 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township—-24-South, Range-—-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas



EXHIBIT "A"

Page 3

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: Continued

8.

Lessor:
lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Iessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Dorothy F. Bragg, et vir

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volure 20, Page 910 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

John H. White, et ux

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volure 20, Page 908 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range—-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

V. ADDRESSES AND PHONE NUMBERS OF THE PARTIES FOR ALL PURPOSES:

NMO17
EXH

1.

Exh A N/2

OGS Operating Company, Inc.
1140 Two First City Center

Midland,
(915) 682-6373

TX 79701

O'Brien Goins Simpson Exploration
1140 Two First City Center

Midland,
(915) 682~6373

TX 79701

Yates Petroleum Corporation

105 S. 4th Street
Artesia,
(505) 748-1471

NM 88210

Santa Fe Energy Company

500 W. Illinois
Suite 500

Midland, TX 79701

(915) 687-3551

2Amoco Production Company

501 Westlake Blvd.
P.0. Box 3092

Houston,
{713) 556-3011

TX 77079

END OF EXHIBIT "a"



THERE IS NOT AN EXHIBIT "B" TO THIS OPERATING AGREEMENT.
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Recommended by the Council
Krafb 60] . BOX 800 of Petroleum Accountonts

TULSA OX 74101 Societies {:HPHS__

EXHIBIT *c

Attached to and made a part of _that certain Operating Agreement dated October 19, 1988
bv and between OGS Operating Company, Inc., as Operator and O'Brien Goins

Simpson Exploration Company, et al ., as Non-Operator, covering the N/Z of

Section 5, T-24-S, R-25-E, NMPM, Eddy County, New Mexico. (Mosley Canyon NMO17

ACCOUNTING PROCEDURE
JOINT OPERATIONS

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 mainte-
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions 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 emplovees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other proies-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions 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.

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 Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3. Advances and Payments by Non-Operators

A. 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 within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If nayment is not made
. withip such t‘igi, the unpaid balance shall bear interest monthly at the prime rate in efiect at < irst City
National Bank, Midland, TX  ¢n the first day of the month in which delinquency occurs plus 1% 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 correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shaii con-
clusively 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.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.- N
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5.

Operator shall charge the Joint Account with the following items:

1.

Hlily

Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accourits and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the tirre
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 a
joint audit in a manner which will result in 2 minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be econducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

II. DIRECT CHARGES

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

Rentals and Royalties

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

Labor

A (1)

(2
3

(4)

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

Salaries of First Level Supervisors in the field.

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

Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed

NM017 Mosley Canyon -2-

in the operation of 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 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessmeni
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 3A and 3B of this Section IL.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, 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 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
lv recommended by the Council of Petroleum Accountants Societies.

Material

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

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: .

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




10.

11.

12.

13.

14.

15.
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B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shal! be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed te by the
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount niost
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser-
vices 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 directly engaged on the Joint
Property shall not be charged to the Joint Aceount unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed

__percent (8.0 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements 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 attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’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 shali include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications .

Cost of acquiring, leasing. installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint.
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.
Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section IiI and which

is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations. :




iy

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge driiling
and producing operations on either:

( X) Fixed Rate Basis, Paragraph 1A, or
() Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section [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 III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

() shall be covered by the overhead rates, or
( X) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract, services of technieal personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or
( X) shall not be covered by the overhead rates.

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

Drilling Well Rate $ _4,500.00
(Prorated for less than a full month)

Producing Well Rate $ 450.00

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

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work 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 or other units used in workover, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar 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 govern-
ing regulatory authority.

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

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are comi-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

(56) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur- .
rently 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 Production 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 ad-
justment. o

B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:. .. ... ... o L. 7.
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $ 2 500. :

A._5 % of first $100,000 or total cost if less, plus
B. _31___ % of costs in excess of $100,000 but less than $1,000,000, plus
C._2 % of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A._5 % of total costs through $100,000; plus A
B._3 % of total costs in excess of $100,000 but less than $1,000,000; plus
C._2 ___ %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
stons of this Section liI shall apply.

4. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
nients affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, 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-Operators in surplus condition A or B
Material. The dispnsal of surplus Controllable Material not purchased by the Operator 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 reasons, credlt shall be passed fo the Joint Account
when adjustment has been received by the Operator.

2.  Transfers and Dispositions - T

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless oLherwise agreeq to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

{c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Qil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(2) Line pipe movements (except size 24 inch OD and larger with walls 3} inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements {except size 24 inch OD and larger with walls 3} inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,

plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and 3 inch wall and larger shall be priced f.o.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3} Other Material 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, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

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

At seventy-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (756%) of current new price as determined by Paragraph A.
The cost of reconditiening, if any, shall be absorbed by the transferring property.
C. Other Used Material
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cust of

reconditioning shall be charged to the recelvmg property, provided Condition C value plus cost of reconditioning
does not exceed Condmon B value. - S . .
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parab]g size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines.
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by 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 rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged io the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

(2) Materia! 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 Opérator

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

2.  Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to 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, change of interest, or change of Operator 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, botih the seller and the purchaser shall be governed by such inventory. In cases mvolvmg a change
of Operator, all Parties shall be governed by such inventory.” . S s

4. Expense of Conducting Inventories- - - - . - - .

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.
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EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated
October 19, 1988, by and between OGS Operating Company, Inc., as Operator,

and O'Brien Goins Simpson Exploration Company, et al, as Non-Operators,

covering the N/2, Section 5, Mosley Canyon Prospect, Eddy County,
New Mexico. (NMO15)

At all times during the conducting of operations hereunder, Operator shall
maintain in force the following insurance:

A.

Worker's Compensation to satisfy the requirements of any State or Federal
Worker's Compensation Act applicable to operations conducted by the Opera-
tor for the Joint Account, including Employer's Liability Insurance, with
limits sufficient to satisfy the underlying insurance requirements of the
Urbrella Excess Policy described in Paragraph D. of this Section.

Comprehensive General Liability, including Contractual Liability, for
bodily injury and property damage, with limits of liability not less than
$300,000.00 covering injury to or death of one person and not less than
$300,000.00 covering injury to or death of more than one person by reason
of one accident, and Property Damage Liability Insurance with limits of
not less than $100,000.00 for each accident and $100,000.00 in the aggre-
gate and sufficient to satisfy the underlying insurance requirements of
the Umnbrella Excess Policy described in Paragraph D. of this Section.

Comprehensive Auntomobile Liability, including liability arising out of
non-owned and hired cars, for bodily injury and property damage with
limits of liability sufficient to satisfy the underlying insurance re-
quirements of the Unbrella Excess Policy described in Paragraph D. of this
Section.

Urbrella Excess Iiability with a limit of $5 million.

Operator's Extra Expense —— Control of Well, as respects drilling, deepen-
ing, or workover wells, including (1) the cost of control of a well in the
event of a blowout; (2) Bodily Injury or Property Damage Liability caused
by pollution, seepage or contamination; (3) pollution cleanup; (4) extin-
guishing of an 0il or gas well fire; and (5) redrilling/recompletion of
the well, with a limit of $3,000,000.00 for wells less than 10,000 feet in
depth and $5,000,000.00 for wells in excess of 10,000 feet in depth.

All premiums paid on such insurance shall be charged to the Joint Account.
Except by mutual consent of the parties, no other insurance shall be maintained for
the Joint Account and all losses not covered by such insurance shall be charged to
the Joint Account.

The failure of the above described policies to cover any loss that may occur,
or the insolvency of the insurance carrier selected by the Operator, shall not be
deemed negligence of the Operator or lack of due diligence upon the part of the

Operator.

In the event any insurance on this Exhibit is not available (or becomes un-—
available)} at reasonable premium rates in the judgement of the Operator, then the
Operator shall not be required to cbtain or continue such insurance in force.

END OF EXHIBIT "D"
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EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement dated
October 19, 1988, by and between OGS Operating Company, Inc., as Operator,

and O'Brien Goins Simpson Exploration Company, et al, as Non-Operators,
covering the N/2, Section 5, Mosley Canyon, Eddy County, New Mexico. (NM017)

GAS STORAGE AND BALANCING AGREFMENT

During the period or periods when any party hereto has no market for, or its
parchaser is unable to take, or if any party fails to take, its share of gas
(such a party or parties called individually or collectively "underproduced
party"), the other party or parties (called individually or collectively “over-
produced party") shall be entitled to produce each month one hundred percent
(100%) of the allowable gas production assigned to the Unit Area by the appro-
priate governmental entity having jurisdiction, and such overproduced party
shall have the right to take all of the share of the underproduced party,
subject to the provisions hereof, until such underproduced party shall exercise
its rights to take its share of such gas production. All parties hereto shall
share in and own all the condensate as actually recovered at the surface in
accordance with their respective interests, but the overproduced party taking
all such gas may sell and deliver all such gas to its purchaser(s), subject to
the provisions hereof. Thereafter each underproduced party shall be credited
with gas in storage equal to its share of the gas produced, less its share of
gas used in lease operations, vented or lost. Operator shall maintain a
current account of the gas balance between the parties and shall furnish all
parties hereto monthly statements showing the total quantity of gas produced,
used in lease operations, vented and/or lost, and the total quantity of
condensate recovered.

After notice to Operator and the overproduced party, an underproduced party may
begin taking and/or delivering its share of the gas produced. In addition to
its share, each underproduced party, until it has recovered its gas in storage
and balanced its gas account, shall be entitled to take or deliver a volume of
gas equal to thirty-seven and one-half percent (37-1/2%) of the overproduced
party's share of gas produced. If "underproduced party' constitutes more than
one party entitled to the additional gas produced, such parties shall divide
such additional gas in accordance with their shares of Unit participation.

At all times while gas is produced from the Unit Area, each party shall make
appropriate settlement of all royalties, overriding royalty interests, and
other like payments for which it is responsible (referred to collectively as
"royalty") as if each party were actually taking or delivering to a purchaser
its share, and its share only, of such gas producticn, provided that during any
period of imbalance, the overproduced party shall remit to the underproduced
party the royalty share of production proceeds of the underbalanced party's
Unit share of gas being taken by the overproduced party. In lieu of making
payment of such royalty share of proceeds to the underproduced party, the
overproduced party may, if it so elects, make payment directly to the royalty
owners of the underproduced party.

Each party producing and/or delivering gas to its purchaser(s) shall pay any
and all production taxes due on such gas.

When the gas sales from a reservoir in a gas well permanently cease, Operator
shall be responsible for determining the final acocount of underproduction and
overproduction. Each overproduced party shall compensate each underproduced
party in accordance with said accounting with a sum of money equal tc the
amount actually received from the sale of underproduced party's share of gas by
such overproduced party during each period of overproduction not theretofore
recovered by underproduced party pursuant to Paragraph (2) above, less applica-
ble taxes, on a cumlative basis. Payment for such coverproduction shall be in

the order of accrual with actual recovery of underproduced gas by underproduced - -

party prior to such cessation of production being accounted for as to storage
and withdrawal on a first in - first out basis. If such overproduced party has
paid the royalties attributable to such overproductlon, the amount of such
royaliies shall be deducted from such payment. : - -



EXHIBIT "E' -

(6) The provisions of this agreement shall be separately applicable to each well
and each reservoir within each well to the end that production from one reser-
voir in a gas well may not be utilized for the purpose of balancing underpro-
duction from other reservoirs or gas wells.

(7) Nothing herein contained shall change or affect each party's obligation to pay
its proportionate share of all costs and liabilities incurred in joint op-
erations as its share thereof is set forth in the above described Operating
Agreement.,

END CF EXHIBIT "E"
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EXHIBIT "F"

Attached to and made a part of that certain Operating Agreement dated
October 19, 1988, by and between OGS Operating Company, Inc., as Operator,
and O'Brien Goins Simpson Exploration Company, et al, as Non-Operators,

covering the N/2, Section 5, Mosley Canyon, Eddy County, New Mexico. (NM017)

BEQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:

1)

2)

3)

4)

5)

6)

7)

The Operator will not discriminate against any employee or applicant for
employment because of race, color, religion, sex or national origin. The
Operator will take affirmative action to ensure that applicants are
employed and that employees are treated during employment, without regard
to their race, color, religion, sex or national origin. Such action shall
include, but not be limited to the following: Employment, upgrading,
demotion, or transfer, recruitment or recruitment advertising; layoff or
termination; rates of pay or other form of campensation; and selection for
training including apprenticeship. The Operator agrees to post in con-
spicuous places, available to employees and applicants for employment
notices to be provided for the contracting officer setting forth the
provision of this non-discrimination clause.

The Operator will, in all solicitations or advertisements for employees
placed by or on behalf of the Operator, state that all qualified appli-
cants will receive consideration for employment without regard to race,
color, religion, sex or national origin.

The Operator will send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract or
understanding, a notice to be provided by the agency contracting officer,
advising the labor union or workers' representative of the Operator's
commitments under Section 202 of Executive Order No. 11246 of September
24, 1965, and shall post copies of the notice in conspicuous places
available to employees and applicants for employment.

The Operator will comply with all provisions of Executive Order No. 11246
of September 24, 1965, and the rules, regulations, and relevant orders of
the Secretary of Labor.

The Operator will furnish all information and reports required by Execu-
tive Order No. 11246 of September 24, 1965, and by the rules, regulations
and orders of the Secretary of Labor, or pursuant thereto, and will permit
access to its books, records, and accounts by the contracting agency and
the Secretary of Labor for purposes of investigation to ascertain compli-
ance with such rules, regulations and orders.

In the event of Operator's ncn-compliance with the non-discrimination
clauses of this contract or with any such rules, regulations, or orders,,
this contract may be cancelled, terminated or suspended in whole or in
part and the Operator may be declared ineligible for further Government
contracts in accordance with procedures authorized in Executive Order No.
11246 of September 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Executive Order No. 11246 of September 24,
1965, or by rules, requlations, or order of the Secretary of Iabor, or as
otherwise provided by law.

The Operator will include the provisions of paragraph (1) through (7) in
every subcontract or purchase order unless exempted by rules, regulations,
or orders of the Secretary of ILabor issued pursuant to Section 204 of
Executive Order No. 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontract or vendor. The Operator will take
such action with respect to any subcontract or purchase order as the
contracting agency may direct as a means of enforcing such provisions
including sanctions for non-compliance: Provided, however that in the
event the Operator becomes involved in, or is threatened with, litigation
with a subcontractor or vendor as a result of such direction by the
contracting agency, the Operator may request the United States to enter
into such litigation to protect the interests of the United States.
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EXHIBIT "F"

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employ-
ment Opportunity Commission and Plans for Progress with the appropriate agency
within thirty (30) days of the date of contract award if such report has not been
filed for the current year and otherwise camply with or file such other campliance
reports as may be required under Executive Order No. 11246, as amended, and Rules
and Regulations adopted thereunder.

Operator further acknowledges that it may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order No. 11246 and
supply Non-Operators with a copy of such program if they so request.

CERTIFICATION OF NON~-SEGREGATED FACTLITIES

Operator assures Non-Operators that it does not and will not maintain or
provide for its employees any segregated facilities at any of its establishments,
and that it does not and will not permit its employees to perform their services at
any location, under its control, where segregated facilities are maintained. For
this purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on basis of race, color, religion or national
origin, because of habit, local custom or otherwise. It is further understood and
agreed that maintaining or providing segregated facilities for its employees or
permitting its employees to perform their services at any location under its control
where segregated facilities are maintained is a violation of the equal opportunity
clause required by Executive Order No. 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the assurance herein
contained subjects it to the provisions of the Order at 41 CFR Chapter 60 the The
Secretary of Labor dated May 21, 1968, and the provisions of the equal opportunity
clause enumerated contracts between the United States of America and Non-Operators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U.S.C. 1001.

END CF EXHIBIT “F"

NM017 Mosley Canyon Sec. 5: N/2



EXHIBIT "1"

Attached to and made a part of that certain Operating Agreement
dated October 19, 1988, by and between OGS Operating Company, Inc., as Operator,
and O'Brien Goins Simpson Exploration Comany, et al, as Non-Operators,
covering the N/2, Section 5, Mosley Canyon, Eddy County, New Mexico. (NM017)

MEMORANDUM OF OPERATING AGREFMENT
STATE OF NEW MEXICO §
COUNTY OF EDDY §

Reference is made to that certain Model Form Operating Agreement, A.A.P.L.
Form 610-1982, dated the 19th day of October, 1988, wherein OGS Operating
Company, Inc., whose address is 1140 Two First City Center, Midland, Texas 79701,
is named Operator, and each of the undersigned is named as a Non-Operator,
covering the Contract Area consisting of lands located in Eddy County, New
Mexico, more particularly described on Exhibit "1-A" attached hereto and made a
part hereof.

The terms and provisions of the referenced Operating Agreement are incor-
porated in and made a part hereof. Article VII. B. and Article XV. D. of the
referenced Operating Agreement grants to Operator and to Non—Operators a lien
upon each party's oil and gas rights in the Contract Area and a security interest
in each party's interest in oil and/or gas when produced, accounts, proceeds,
contract rights, fixtures and personal property and equipment now or hereafter
used to secure payrent of each party's share of expenses, together with interest,
for the development and operation of the Contract Area. O0il and/or gas or
accounts will be financed at the wellhead located on the lands described in
Exhibit "1-A". This instrument shall be deemed a Financing Statement.

This instrument is intended to give notice to third parties of the respec-
tive rights of each of the parties hereto under the referenced Operating Agree-
ment and the rights of each party to undivided interests in the oil and gas
rights in the Contract Area, notwithstanding the fact that the real estate
records of the county where the lands described in Exhibit "1-A" are located show
different rights than are reflected hereby. '

A fully-executed copy of the above-described Operating Agreement is avail-
able in the offices of Operator at the address shown above.

Each of the undersigned Non-Operators agrees, at Operator's request, to join
Operator in executing one or more copies of this instrument at any time and from
time to time whenever filing or recording this instrument is deemed by Operator
to be necessary or desirable.

This instrument may be executed in multiple counterparts by each of the
undersigned, and Operator is hereby authorized to assemble such counterparts into
one docurent.,

DATED and effective as of the date of the above-described Operating Agree-
ment.

OGS OPERATING COMPANY, INC.

~

By: Q
Thom O'Brien
Vice-President
STATE COF TEXAS )
CCOUNTY OF MIDIAND S
This instrument was acknowledged before me on the 2G4 day of
CCTOZER , 1988, by 'Thom O'Brien as Vice-President of OGS
Operatipg Company, Inc., a Texas corporation, on behalf of said corporation.

»Y ’u,{

SARAR mr\T”PUS \
m’.‘., Publc, State of -" JWM%/
My Commission Expires Juo8 NOTARY PUBLIC
STATE CF TEX2S
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SIGNATURE PAGE

to that certain Memorandum of Operating Agreement dated

October 19, 1988 by and between OGS Operating Company, Inc., as
Operator, and ; as
Non-Operators covering the N/2, Section 5, Mosley Canyon, Eddy Councy,
New Mexico. (NMO17)
NON-OPERATORS
O'BRIEN GOINS SIMPSCN EXPLORATION COMPANY
By: T. B. O'Brien
Managing General Partner
YATES PETROLEUM CORPORATICN
ATTEST:
By: By:
Title: Title:
SANTA FE ENERGY COMPANY
ATTEST:
By: By:
Title: Title:
STATE OF TEXAS §
COUNTY OF MIDIAND §
This instrument was acknowledged before me on day of

, -1988 by T. B. O'Brien as Managing General Partner of O'Brien
Goins Simpson Exploration Company, on behalf of said partnership.

Notary Public for the State of Texas

STATE OF §
COUNTY OF §
This instrument was acknowledged before me on day of
’ 1988 by as
of Yates Petroleum Corporation, on behalf of said
corporation.
Notary Public for the State of
STATE COF §
COUNTY OF s
This instrument was acknowledged befor me on day of
’ 1988 by : as
of Santa Fe Energy Company, on behalf of said
corporation.

NMO17 Mosley Canyon

Notary Public for the State of
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SIGNATURE PAGE to that certain Memorandum of Operating Agreement dated
October 19, 1988 by and between OGS Operating Company, Inc., as
Operator, and O'Brien Goins Simpson Exploration Company, et al, as
Non-Operators covering the N/2, Section 5, Mosley Canyon, Eddy County,
New Mexico. (NMO17)

NON-OPERATORS

AMOCO PRODUCTION COMPANY

ATTEST:
By: By:
Title: Title:
T
STATE OF §
COUNTY OF S
This instrument was acknowledged before me on day of
' 1988 by as
of Amoco Production Company, on behalf of said
corporation.

Notary Public for the State of

NM017 Mosley Canyon Sec. 5: N/2



EXHIBIT "1-A"

Attached to and made a part of that certain Memorandum of Operating Agreement
dated October 19, 1988, by and between OGS Operating Conpany, Inc.

as Operator, and O'Brien Goins Simpson Exploration Company, et al,

as Non-Operators, covering the N/2 of Section 5, Mosley Canyon Prospect,

Eddy County, New Mexico.

(NMO17)

I. LANDS SUBJECT TO THIS AGREEMENT:

Township-24-South, Range-25-East, NMPM

Section 5: North 319.62 acres of Section 5, being Lots 1, 2, 3,
and 4, the S/2 of the NW/4 and the S/2 of the NE/4

Eddy County, New Mexico

II. RESTRICTION AS TO DEPTH:

I1T.

From the surface of the ground to the base of the Morrow Formation.

INTEREST OF THE PARTIES IN COSTS AND PRCODUCTION:

Working Interest Owner Net Acres Working Interest

1. OGS Operating Campany, Inc. 3.1962 0.010000

2. O'Brien Goins Simpson Explo. 116.8038 0.365446

3. Yates Petroleum Corporation 120.5400 0.377135

4, Santa Fe Energy Company 39.0700 0.122239

5. Amoco Production Company 40.0100 0.125180
319.6200 1.000000

OIL, AND GAS LEASES SUBJECT TO THIS AGREEMENT:

1.

lessor:
Iessee:
Dated:
Recorded:

Iand Covered:

Royalty:
Overriding Royalty:

Lessor:
lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

NMO17 Exh 1-A N/2

EXH

State of New Mexico V-2630
Santa Fe Energy
August 1, 1988
Volure , Page
County, New Mexico
INSOFAR ONLY AS SATD LEASE covers Iot 4 (NW/4
of the NW/4) of Section 5, Township—24-South,
Range-25-East, Eddy County, New Mexico (39.07
acres)

1/6th of all oil and gas

of the Records of Eddy

State of New Mexico V-2516
Yates Petroleum Corporation
February 1, 1988
Volure , Page
County, New Mexico
INSOFAR ONLY AS SAID LEASE covers lots 1 and
2 (N/2 of the NE/4) and the SE/4 of the NE/4
of Section 5, Township—-24-~South,
Range-25-Fast, Eddy County, New Mexico
(120.54 acres)

1/6th of all oil and gas

of the Records of Eddy



EXHIBIT "A"

Page 2

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: Continued

3.

Lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

lLessor:
lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Lessor:
lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

NMO17 Exh 1-A N/2

EXH

State of New Mexico 1~4631
Amoco Production Campany
Volure , Page of the Records of Eddy
County, New Mexico

INSOFAR ONLY AS SAID LEASE covers lLots 3
(NE/4 of the NW/4) of Section 5,
Township-24-South, Range-25-East, Eddy
County, New Mexico (40.01 acres)

1/8th of all oil and gas

State of New Mexico V-945
HNG Oil Company
January 1, 1984
Volume , Page
County, New Mexico
INSOFAR ONLY AS SATD LEASE covers S/2 of the
NW/4 of Section 5, Township-24-South,
Range-25-East, Eddy County, New Mexico (80.00
acres)

1/6th of all oil and gas

4.83% of all oil and gas

of the Records of Eddy

Joann R, Benedict, et vir

O'Brien Goins Simpson Exploration Company
April 28, 1988

Volure 21, Page 171 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

Barbara J. Wendt, et vir

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volure 20, Page 1071 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township—24-South, Range-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all o0il and gas

Ridley Gardner, et ux

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volume 20, Page 966 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24~South, Range-25-FEast, Eddy
County, New Mexico '
3/16th of all oil and gas
1.625% of all oil and gas



EXHIBIT "A"

Page 3

IV. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: Continued

8.

lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Lessor:
Lessee:
Dated:
Recorded:

Land Covered:

Royalty:
Overriding Royalty:

Dorothy F. Bragg, et vir

O'Brien Goins Simpson Exploration Campany
April 21, 1988

Volume 20, Page 910 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

John H, White, et ux

O'Brien Goins Simpson Exploration Company
April 21, 1988

Volume 20, Page 908 of the Records of Eddy
County, New Mexico

Southeast Quarter of the Northeast Quarter
(SE/4NE/4) and South Half of the Southeast
Quarter (S/2SE/4) of Section 5,
Township-24-South, Range-25-East, Eddy
County, New Mexico

3/16th of all oil and gas

1.625% of all oil and gas

V. ADDRESSES AND PHONE NUMBERS OF THE PARTIES FOR ALL PURPOSES:

1.

OGS Operating Company, Inc.
1140 Two First City Center

Midland, TX 79701
(915) 682-6373

O'Brien Goins Simpson Exploration
1140 Two First City Center

Midland, TX 79701
(915) 682-6373

Yates Petroleum Corporation

105 S. 4th Street
Artesia, NM 88210
(505) 748-1471

Santa Fe Energy Company

500 W. Illinois
Suite 500

Midland, TX 79701
(915) 687-3551

Amoco Production Company

501 Westlake Blvd.
P.0. Box 3092
Houston, TX

(713) 556-3011

77079

END OF EXHIBIT "1-A"
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