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OPERATING AGREEMENT

New Mexico corporation, 105 S, 4th Street,mﬂ , hereinafter designated and

referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinatter
veferred to individually herein as “Non-Operator”, and collectively as “Non-Operators”,

THIS AGREEMENT, ¢ntered into by and between YATES PETROLEUM CORPORATION, a

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and./or oil and gas in-
terests in the land identified in Exhibit “A", and the parties hereto have reached an agreement to cxplore
and develop these leases and.or oli and gas interests for e production of oil and zas to the extent and
as hereinafter provided:

NOW. THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

B. The terms “oil and gas lease’, “lease” and “leasehold’” shall mean the oil and gas leases cov-
ering tracts of land lving within the Contract Area which are owned by the parties to this agreement.

C. The term “oil and zas interests” shall mean unleased fee and mineral interests in tracts of
land lving within the Contract Area which are owned by partes to this agreement.

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

E. The term “drilling unit” shail mean the area fixed for the drilling of one well by order or rule
of any state or “ederal body having autnority. If a drilling unit s not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contrac: Area
or as fixed by express agreement of the Drilling Parties.

¥, 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 oberation conducted under the provisions of this agreement.

H. The terms “Non-Drilling Party” and "Non-Consc. ting Party” shali mean a party who elects
not to participate in a proposed operation.

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

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and attached hereto, are imcorporated in and 'made a
part hereof:
& A. Exhibit “A", shall include the following information:
(1) Identification of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and. or o1l and gas interests subject to this agreement,
{5) Addresses of partles for notice purposes.
. Exhibit “B", Form of Lecase.
Exhibit “C”, Accounting Procedure,
Exhibit D", Insurance.
Exhibit “E”, Gas Balancing Agreement.
Exhibit “F’", Non-Discrimmation and Certification of Non-Segregated Facilities.

HEO0E

If uny provision of any exhibit, exeept Exhibit “"E”, is inconsistent with any provision contained
in the body of this agreement, the provisions m the body ot this agrcement shall prevail.
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1 ARTICLE IIL
- INTERESTS OF PARTIES

4 Ao Ofl and Gas Interests:
D

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
¢ under the form of oil and gas lease attached as Exhibit “B". As to such interest, the owner shall re-

9 ceive royalty on production as prescribed in the form of oil and gas lease attached hercto as Fxhibit
10 "B". Such party shall. however, be subject to all of the provisions of this agreement reluting to lessees,
1l 10 the extent that it owns the lessee interest.

12

13 B. Interest of Parties in Costs and Production:

135 Exhibit “A” lists all of the parties and their respective percentage or [ractional interests under this
16  agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and all equipment and material acquired in operations on the
18 Contract Avrea shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-

rion of oil and gas from the Contract Area. subject to the pavment of 10SS0U'S rOYALUICS  ikhieHbmmiii bt
20 M‘~§‘7'x~>‘s T 2. ¢ b

. w shall also be owned by the parties in the same manner during the term
21 aereof: provided, however. this shall not be deemed an assignment or cross-assignment of interests cov-
22 >red herebyv.

23

24 ARTICLE 1IV.

25 TITLES

26

27 A, Title Examination:

28

2 Title examination shall be made on the drillsite of anyv proposed well prior to commencemeat of
30 drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
31 and or cil and gas interests included. or planned to be included. in the drilling unit around such well.
32  The opinion will include the ownership of the working interest. minerals, rovalty, overriding royalty
33  and production payvments under the applicable leases. At the time a well is proposed. each partv con-
34 tributing leases and or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
35  turnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
36 and curative material in its possession Iree of charge. All such intormation not in the possession or or
37 made available to Operator by the parties. but necessary tfor the examination of title. shall be obtained
38 by Operator. Operator shall cause title 1o be examined by attornevs on 1ts staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to cach party hereto. The cost incurred by Operaior in
40 this title program shall be borne as tollows:

41

[ ~— FATCCRTN N o b FOIENIDY FRCWICEELE Y Vs I ’%- Q{wwww b :uvn ST LU DD LoV DL E T2 IR R L S ol fi_(“L{:iag-41 limg
43 preliminary. supplemental, shut-in gas rovalty opinions andediskerer=oTtTr le opinlons) shall be a
44 part of the administralive asesmesmsroviaca in Exhibit *C.” and shall not be a direct charge, wiether
—;’p-ﬂf—j o TR ATV NISEE NS SIS SEUTH e P 2 ETFRISP RS- (V-

16

17 3 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attarneys
48  for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
19  order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each

50  Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A”,
51  Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
52 performance of the above functions.

53

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

DY

61 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
61 has been examined as above provided, und (2) the title has been approved by the examining attorney or
62 title has been aceepted by all of the parties who are to participate in the drilling of the well.

-4 I3.  Loss of Title:

Ui 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through
67 railure of title, which loss results in a reduction of interest from that shown on Exhibit “A”, this agree-
6%  ment. nevertheless. shall continue in foree as to all remaining oil and gas leases and interests, and

69 (a) The party whose oil and gas leaxe or interest is affected by the title failure shall bear alone
Y0 the entire loss and it shall not be entitled 1o recover from Operator or the other parties any development

-92.
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or operating costs which it may have theretofore paid, but there shall be no monctary lhability on ats
zart to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure: and

(b} There shall be no retroactive adjustment of expenses incurred or revenues received from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis. as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; and

(¢) 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 ruilure. the part}.' whose title has failled shall
receive the proceeds attributable to the increasc in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such wwell:
and

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

{¢) Any liability to account to a third party for prioer production of oil and =us ~which arises by
reason of title failure shall be borne by the party or parties in the same proportions 11 which they shared
in such prior production: and

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

2. Loss by Non-Payvment or Erronegus Payvment of Amount Due: If. through mistake or oversight.
any rental, shut-in well payment, minimum royalty or rovalty payment. is not paid or is erroneously

raid, and as a result a lease or interest therein terminates, there shall be no monetary lability agzainst
the party who failed 1o make such payment. Unless the party who f{ailed to make the required payment
secures a new lease covering the same interest within ninety (80) days from tihe discovery of the fail-
ure to make proper payvment. which acquisition will not be subject to Article VIII.B., the interests of
the partes shall be revised on an acreage basis, effective as of the date of termination of the lease in-
voived, and the party who railed 1o make proper pavment 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 t.me of
the loss, rtom 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 tfor its share of the
cost of any dry hole previously driilled or wells previously abandoned) from so much of the foliowing
as 1s necessary to cffect 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 Iost interest on an
acreage basis, of that portion of oli and cas thereafter produced and marketed (exciuding production
from any wells thereatter 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 o1l and gas to be contributed by the other parties in proportion to their respective in-
terests; and

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to thewr interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 South 4th Street, Artesia, NM 88210 shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on
tne Contract Area as permitted and required by, and within the limits of, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Operator
to the ather parties for losses sustained or liabilities incurred, except such as may resull from gross
negligence or willful misconduct.
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B.  Resiznation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator:  Operator may resign at any time by diving written notice

i

thereo! to Non-Operators. It Operator terminates its leeal existence. no longer nwns an interest 1 the
Contract Arvea, or s no longer capable of serving as Operator. it shall cease Lo be Operator without any
action by Non-Operator, exeept the selection of a suceessor.  Operator may be removed 1f it falls or
refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit "A™, and not on the number of partics remaining after excluding the voting
interest of Operator. Such rvesignation or removal shall not become effeetive until 7:00 o'clocik AN
on the tirst day of the calendar month following the cxpiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, uniess a successor
Operator has been selected and assumes the duties of Operator at an carlier date. Operator, after cifect-
ive date of resignation or removal, shall be bound by the terms hercof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer ot Operator's interest to any sincvle subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator. a sueccessor Op-
crator shall te sclected by the Parties. The successor Operator shall be sceleeted from the parties owning
an interest in the Contract Area at the time such successor Operator is seclected. {f the Operator that

i3 removed tails to vote or votes only to succeed itself, the successor Operator shali be selected by the

atfirmative vote of two (2} or more parties owning a majority interest based on ownership as shown
on Kxhibit “A", and not on the number of parties remaining after excluding the voting interest of the
Operater that was removed.

C. Employees:

The number ot emplovees used by Operator In conducting operations hereunder, their selection,
and the hours of labor and the compensation jor services perrormed. shall be determined bv Operator,
and ail such emplovees shall be the emplovees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desives. Operator mayv employ its own tools and cquipment in the
drilling of ~wells, but its charges thereror shuall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and sucn work shall be perrormed by Operator undaer the same terms and conditions as are
customary and usual in the area in contracts ot independent contractors who ure doinz work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the 1St dav o1 May . 1990, Operator shall commence tha drili-
ing of a well for oil and gas at the following location:
TOWNSHIP 20 SOUTH, RANGE 24 EAST, N.M.P.M.
Section 14: N/2
Eddy County, New Mexico

and shall thercatter continue the drilling of the well with due diligence to adequately test
the Morrow Formation at approximately 9600°

unless oranite or other practically impenctrable substance  or condition in the hole, which renders
further drilling impractical, is encountered at o lesser depth, or unless all parties agree to comolete or

abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which zive in-
dication of containing oil and cas in quantities sufficient to test, unless this agreement shall be limited
oot application to a specifie formation or jormalions, i which cvent Operator shall be required to
test only the formation or formations to which thix apreement may apply.

If. in Operator's judgment, the well will not produce oil or gas in payving quantities, und it wishes

to plug and abundon the well as a drey hole, it shall tfirst secure the consent of all parties and shall
slue and abandon same as provided in Article VI.E.l. hereof,

-4 -
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1 B. Subsequent Operations:

5 I. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
4 other than the well provided for i Article VEAL or to rework, deepen or plug back o dry hole drilled
] al the joint expense of all parties or a well jointly owned by all the parties and not then produacing
$ in paving quantities, the party desivmyg to dritl, vework, deepen or plug back such oowell shall give the

i other parties written notice of the proposed operation, specifving the work to be performed. the locu-

3 ron. proposed depth. objective formation and the estimated cost of the operation. The parties reeciv-
9 g such o notice shall have thirty (30) davs after receipt of the notice within swhich to notify the
10 osarties wishing to do the work whether they clect to participate in the cost of the proposed operation.
i1 T¢ o drilling rig is on location. natice of proposal to rework, plug back or drill deeper may be given
!

12 by telephene and the response period shall be limited to fortv-cight (48) hours, cxelusive of Saturday,
13 Sunday or lesal holidavs, Failure of o party receiving such notice to reply within the period above fixed

14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any
15  notice or response given by telephone shall be promptly confirmed in writing,

16

17 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
13 VIB.L or VILEL clects not to participate in the proposed operation, then. in order io be entitled to
19 ‘he benerits of this article. the party or parties giving the notice and such other parties as shall clect

20 1o participate in the operation shall, within sixty (60) davs arter the expiration of the notice period of
21 thirty (30) davs (or as promptly as possible atter the expirvation of the (nriv-eicht (43} hour period

22 where the drilling rie is on location, as the case mav be) actually commence wworls on the proposed
23 operation and complete it with due diligence. Ownerator shall vertorm all work for *he account o’ the

2+ Consenting Partles: provided. however, it no drilling ric or other equipment s on locauon, and if Op-
25 erator

Non-Consenting Party, the Consentinz Darties shall either: (a) reqguest Operator to perform
2 ‘he work required by such provosed operation fov the aceount of the Consentinz Parties. or (b) desig-
- nate one (13 of the Consenting Parties

¢ Operator to pertorm =uch work., Consenting Parties. when
23 corducting operations on the Contract Area pursuant to this Articie VI.B.2., shail comply with all terms
28 and condizions of this cereement.

S0

31 It less than all parties approve any proposcd overation, the proposing party, immediately after the
22 expirauon of the applicable notice verico. shuail advise the Consenting Parties of {a) the total inierest
S50 of the parties approving such operation. o) 1ts recoemmendation as to whether the Consenting Par-
Dt ties should proceed h the oper = wosed. Each Consenting Party, within fortv-eight (48)

It
33 hours (exclusive of Saturdav. Suncay or iezat holidavs) after receipt of such notice, shall advize the
28 proposing partv of its desire to (a) Hmit participation to such party’s mterest as shown on Exhibif "A™,
57 or (b) carry its proportionate par:t of Non-Consenting Parties’ interest. The proposing party. 2t its

38 election. mayv withdraw such proposal it there is insutficlent participation, and shall promptly aotiry
A0 all pariies of such decision.

=0

1 The entire cost and risk of conductine such operations shall be borne by the Counsenting Par<ies in
<2 the proportions they have elected to bear sume under the terms of the preceding parazraph. Consenting

Parties shall keep the leasehold estates invelved in such operations ifree anc clear of ull Jiens and
e encumbrances of every kind created by or ansing from the operations of the Consenting Parties. It such
15 an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at the.r sole
465 cost, risk and expense. If uny well drilled. reworked, deepened or plugged back under the provisions
of this Article resuits m a producer ot oil and or gas-in paying quantities, the Consenting Parties shall
+3 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
49 over to Operator and shall pe operated by it at the expense and for the account of the Consenting Parties.
L Upon commencement o operations for the drilling, reworking, deepening or plugging back of any such
Gl well by Consenting Parties 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 ovn and
e Le entitled 1o receive, in proportion to their respective interests, all of such Non-Consenting Party's
o4 interest in the well and share of production therefrom until the proceeds of the sale of such share,
35 cealeulated at the well, or market value thereof it such share is not sold (after deducting production
36 taxes. cryde oil excise taxes, royalty, overriding royalty and other interests

57 existing on the effective date hereof, payable out of or measured by the produc-
-, tion from such well accruina with respect to such interest until it reverts) shall
50 equal the total of the following:

0 (2) 1009 of cach such Non-Conzenting Party’s shave of the cost of any newly acquired surface
i cquipment bevond the wellhead connections (including, but not limited to. stock tanks, separators,
H treaters, pumping cquipment and piping). plus 1007% of cach such Non-Consenting Party's share of the
cost o1 operation of the well commencing with first production und continuing until cach such Non-
b4 Consenting Partv's relinquished interest shall revert 1ot under other provisions of this Article, it being
6o aopreed that cach Non-Consenting Party’s share ol such costs and cquipment will be that interest which
it would have been chargeable to each Non-Counsenting Party had it participated in the well from the be-
s cinning ot the operation: and

1Y (b 300, a1 thut portion ot the costs and expenses ol drilling reworking, deepening, or plugging
0 hack. testne and completing, after deducting any cash contributions received under Article VIILC,, and

-0 -
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300 % of that portion of the cost of newly acquired equipment in the well (to and inciuding the well-
cead connections). which would have been chargeable to such Non-Consenting Party if it had partici-

cated therem.

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
clection, shall be sold to its purchaser. if avaiulable. under the terms of is existing gas sales con-
ract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds reccivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered {rom the Non - Consenting Party’s rvelinquished interest. If such Non - Consenting Party hasg not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
ton us provided uabove. the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as heretnabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Partv’s share
o1 production, or the proceeds thereirom, Consenting Parties shall be responsible for the payment of
1 production, crude 011 excise taxes, severance, gathering and other taxes, and all
rovailty, overriding royalty and other burdens applicable to Hon-Consenting Party's
share of production.

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

SVithin sixty (80) days after the completion of any operation under this Article. the party con-
Sucting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
vortory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
zeepening, plugging back. testing, completing, and equipping the well for production: or, at its option,
:he operating party. in lieu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
cperation of the well. together with a statement of the guantity of oil and gas produced from it and the
amount oI proceeds realized from the sale of the well's working interest production during the preceding
month. In determining the quantity of oil and zas 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 irom 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 unreturned costs of the work done and of the equipment purchased,
n determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid 10 such Non-Consenting party.

If and wren 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 auto-
matically revert to it. and, from and after such reversion. such Non-Consenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
rom as such Non-Consenting Party would have been entitled to had it participated in the drilling,
reworking, deepening or plugsing bhack of said well. Thereafter, such Non-Consenting Party shall be
cnarged with and shall pay its proportionate part ol the turther costs of the operation ot said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VL.B.2., it is agreed that without the mutual consent
o1 ull parties, no wells shall be completed in or produced from a source of supply from which a well
‘weated clsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source oI supply.

The provisions of this Article shall have no application whatscever to the drilling of the initial
well desceribed in Article VLA, except (a) when Option 2, Article VILD.1., has been selected, or (b)
‘o the reworking, deepening and plugging back of such initial well, if such well is or thereafter shall
prove to he a dry hole or non-commercial well, atter having heen drilled to the depth specified in Article
VILA.

. Right to Take Production in Kind:

fach narty electing to take in kind or separately dispose of its proportionate share of the production from the Contract Area
<nall keep accurate records of the volume, selling price, royalty and taxes relative to its share of production. XNon-Operators
s~311, upon request, furnish Operator with true and complete copies of the records required ta be kept hereunder whenaver, under
tne terms of this agreement or any agreement executed in connectfon herewith, it is necessary for Operator to obtain said informa-
ticn.  Any nfarmation furnisheg to Operator hereunder shall be used by Operator only to the extent necessary to carry out its
cuties as (perator and snal) otherwise be kept conficdential,

Lirty shall huove tne rigat to take 'a kind or separataly disposa of its proporticnate snare of all oil and gas producad
y P Prop
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' Lreating o1l for =marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking 1n kind or separate
21soosition by any party of its proportionate share of the production shall be borre by such party. Any party taking its share of

2 srosuction 10 kind shall be required to pay for only its proportionate share of such part of (perator's curface facilities wnicn it
wses,

4 Each party shall exceute such division orders and contracts as may be necessary for the sale ol its
a aterest n production from the Contract Areca. and, except as provided in Article VILIL shall be entitled
6 o receive pavment direct from the purchaser thercof tfor its share of all production.

7

3 In the event any party shall fail to make the arrangements necessary to take i kind or separately

9 dispose of its proportionate share of the oil and gas produced from the Contract Areca, Operator shall have
U che right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
il o1l and gas or sell 1t to others ut any time and from time to time. for the account of the non-taking
12 party at the best price obtainable in the arvea for such production. Any such purenase or sale hy Op-
13 erator shall be subject alwavs to the right of the owner of the production 1o cxercise at any ame its

il

14 clght to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
15 ourchaser. Any purchase or sale by Operator of any other party's share of oil and 2as shali bhe onlv Jor
16  such rcasonable periods of time as are consistent with the minimum needs ot the industiry under the

particular circumstances, but in no event for a period in cexcess ol one (1) wear. Notwithstanding the
18 roregoing. Operator shall not make a sale, including one into interstate commerce, ol any other party’s
9  share of gas production without first giving such other party thirty (30) duvs notice of such intended
20  =sale.

21

0 In the event any party hereto 1s not at any time taking or marketing its share of gas
== production and Operator is either (1) unwilling to purchase or sell or (ii) unable to

23

obtain tne prior written consent to purchase or sell such party's share of gas production,

4 or in the event any party has contracted to scll its share cof gas produced from the Coutracet
a5 Area to a purchaser which does not at any time while this agrecement is in effcct take the

28 full share of gas attributable to the interest of such party, then in any such event the

. terms and conditions of the Gas Balancing Agrecment attached hereto as Exhibit "E" and
incorporated herein shall automatically become effective.

28

23 D. Access to Contract Area and Information:

30

31 Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
32 or observe operations, and shall have access at reasonable times 10 informatiorn pertaining to tho de-

33 velopment or operation thercof, including Operator’'s booxs and records relating thereto. Operator, upon
5+ request. shall turnish each of the other parties ~vithh coples of all forms or reports filed with govern-
35  mental asgencies, daily drilling reports. well logs. tank tables. daily gauge and run tickets and reports
36 of stock on hand at the 1irst of each month. and shail make available samples ol any cores or cuttings
taken from anv well drilled on the Contract Area. The cost of gathering and furnishing information to
8 Non-Operator, other than that specified above. snhall be charged to the Non-Operator that requests the
39 mmrormation.
0

1 E. Abandonment of Wells:

40

-3 1. Abandonment of Dryv Holes: Except for any well drilled pursuant to Articie VIB.2. anv well
i1 wrhich has been drilled under the tcrms of this aureement and is proposed 1o be completed as a dry hole
15 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
<8 ~ffort. he unable to contact any party. or should any party fail to reply within fortv-eight (48) hours

=7 fexclusive of Saturdav. Sunday or legal holidays) arter receipt of notice of the proposal to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
49 :uch wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
30 1isk ana expense of the partics who participated in the cost of drilling of such well. Any party wno ob-
31 jects to the plugeing and abandoning such well shall have the right to take over the well and conduct

52 further operations in search of oil and or gas subject to the provisions of Article VI.B.
33
34 2 Abandonment of Wells that_have Produyced: Except for any well which has been drilled or re-

33 worked pursuant to Article VI.B.2. hercof tor which the Consenting Parties have not been fully reim-
56 bursed as therein provided. uny well which has been completed as a producer shall not be pluggad and
abandoned without the consent of all parvties, If all parties consent to such abandonment, the well shall
55 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and cxpense
53¢ ot all the partics hereto. If. within thirty (30) days after receipt of notice of the proposed abandonment
50 of wuch well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
i cration shall tender to cach of the other parties its proportionate share of the value of the well's salvable
i material and equipment, determined in accordance with the provisions ot Exhibit “C", less the estimated
0 eost ol sulvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
h4 uassign 1o the non-abandoning parties. without warranty, express or implied. as to title or as to guantity,
) quality, or fitness for usc of the cquipment and material, all of ils interest in the well and related equip-
e ment, together with its interest in the leaschold estate as to, but only as to, the interval or intervals of the
i rormation or formations then open to production. Tf the interest of the abandoning party is or includes
64 i eil and gas interest. such party shall execute and deliver to the non-abandoning party or parties an
69 o] and eas lease. limited to the interval or intervals of the formation or formations then open to sroduc-
<0 Lon, jor a term of one vear and so long thereafter as oil and or gas is produced from the interval or inter-

-
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1 s ol the tormalion or formations covered thereby, such lease to be on the torm atacned o,
2 BT The asstenments or leases cooanmted shall encompass the Sdieilling ot nanon el che weld
A ocated, The vavments by, and the asstenmoents ot leases to, the asstenees Chall be oo cntio basea apon

4 che relattonship ot thetr respective percentaces of pacticipation in the Contract Area to the aguregate ot

3 “he percentages of pathicaipation v the Contract Arvea of all assignees. There <hall be no readjustment
6 ot mterest in the rematning portion of the Contract Avea.

n

3 Thercatter, abandonimg parties shall have no further vesponsibility, liability, or interest in the op-

9 cration of or production from the well in the interval or mtervals then open other than the rovalties
10 vetained in any lease made under the terms ot this Article. Upon  request. Operator shall continue 1o
11 nperate the assigned well for the account of the non-abandeoning parties ot the rates and chavdes con-

templated by this agreement, plus any additional cost and charges which may avse as the vesult of
She separate ownership of the assiened well,

- Tl

<

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTILS

— bt e e
(£

-1

18\, Liability of Parties:

20 The liability of the parties shall be several. not joint or collective. Each party <hall be respcnsible
21 oniv ror irs oblications, and shall be liable only for its proportionate share of the costs of deveioping
22 and overating the Contract Area. Accordingly, the liens granted among the parties in Article VILEB are
23 Ziven o secure oniv the debts of each severally. It 1s not the intention or the parties to create. rnor shall

s coreement be construed as ereating, a mining or other partnership or association, or to render the

5 varties hable as partners. It is not the intention of the parties that this contract is
o5 wmade or intended for the benefit of any third person.

27 B. Liens and Payment Defauits:

RYe)

29 Fach Non-Operator srants to Operator a lien upon its o1l and gas rights in the Contract Area. and a
3 secunly iterest in 1is snare of oll and or gas when extracted and its interest in all equipment, 1o secure

31 payment ol its

share of expense, together with interest thereon at the rate provided in the Accounting
2 Procedure attached hereto as Exhibit ~C”. To the extent that Operator has a security interest unaer the

dorm Commercial Code or the State, Operator =haill be entitled to exercise the richrs and remedics
e ol a4 secured party under the Code. The bringina of a sult and the obtaining or juclgment by Owerator
S5 Jor the sccured indebtedness shall ot e deemed an election of remedies or otherwise atfect the lien
R rights or securlty interest as security or the payment thereof. In addition, unon default by anv Non-
37 Orperator In the pavment ol its share of expense. Operator snall have the right, without »rejudice 0

S0 lul rights or remecddes. o eollect :rom the purchaser rhe %Iocee(h 11 ho sal olor such \o% nerator's
nc uding reasonable attorney ifees in. e e 1ncp,1ency,
39 Share or ol and or 2as unul The antouni owed oy such .mn Operatoz /iolus mtezo t 2 as bcen para. ~acn

+0 purchaser shall be entitled to rely upon Opcrator's written statement concerning the amount of anv de-
+1 fault. Operator grants a like lien and securnity interest to the Non-Operators to secure pavment of Op-
22 erator’s proportionate share of expense.

ey

ta [f any party rails or is unable o vayv its share of expense within sixty (60) davs after rendition of

a statement thereior by Operator. e non-defauliing parties. including Operator. shall. upon request by

o Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-

< orest of all such parties. EZach party =0 paving its share of the unpaid amount shall. to obtam reimburse-
14 ment thercol, e subrogated to the securlty rights aescribed in the foregoing paragraph.

) . Payvments and Mecounting:

i3
53 mxeept as berein otherwse specitically provided, Operator shall promptly pay and discharge ¢ xoenses
G seurred in the development and operntion of the Contract Arvea pursuant to this agreement aid shall

charee cach of the parties hereto with their respective proportionate shares upon the expense busis pro-
05 vided in the Accounting Procedure wttached hereto as Exhibit C”. Operator shall keep an

wecurate
38 cecord of the joint qecount hereunder, ~nowing expenses incwrred and charges and credits mace and
57 received.

54

) Operator, at its clection, <hall have the vight from tme to time to demand and rveceive from the
C0 o ather parties pavment o advance of their respective shares of the estimated amount of the expense 1o
B cencurred inooperations hereunder during the next succeeding month, which right may be exercised oniv

22 by subnmssion 1o each such party of an itemized statement of such estimated oxpense. together with
" anonvoree for its share thereot. Fach such statement and invoice for the payment in advance of est-

4 mated expense shall be submitted on or belore the 20th dav of the next preceding month. Each party

53 Chall pay to Operator its proportienate share of such costimate within lifteen (13) days atter such cs-
56 fimate and involce is received. If any party fails to pay its share of said estimate within said “ime, the
i7  amount due shall bear interest as provided in Exhibit “C" until paid. Proper adjustment shall he

8 nmade monthly between advances and actual expense to the end that each party shall bear and pay its
59 proportionate share of actual expenses incurred, and no more,

-8-
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H Do Limitation of Uspenditures:

2

" LooDnllor Deepen: Without the consent or all parties, no swell shall be dedled or deepened, ex-
-4 coptoany well dettled or deepened pursuant to the provimons of Arvtiele VIDB 20 of this Ageeement, (it beng
3 vnderstood that the consent to the drilling or deepemng =hall include:

8

< R AR b o e 2 = e s T T A LR AR e e B T e s $rrtrher b
o S e TR B a2 823

9
10 X Obuon No. 20 All necessary expenditures for the drlling or deepening and testing of the well. When
11 <uch well has reached its authorized depth. and all tests have been eompletod, Operator shall dive im-
12 mediate notice to the Non-Operators who have the richt to participate in the completion costs. The parties
13 'L‘Cex\'mu_._\‘uch notice shall have forty-ecioht (48) hours (exclusive o Saturday, Sunday and legal holi-
B days) mowhieh to clect to participate i the setting of casing aud the completon attempt. buch lection.
15 when made, shall include consent to ail necessary expenditures tor the completmg und cquippiunge of such
16 well, mmeluding necessury tankage and or surface factlities. Failure of any puarty receiving such notiee
i7 1o veply wiathin the period above lixed shall constitute an clection by that party ot fo participaie i
18 the cost of the completion attempt. [f one or more. but less than all of the parties. clect to set pipe and
19 0 attempt a completion. the provisions ol Article VILIB.2. hereot (the phruase veworking, reepeninyg or
20 olugging back™ as contained i Article VI.B.2. shail be deemed fo include “completing™) =hall appiv to
21 the operations thereafter conducted by less than ail parties.
22
23 2. Rework or Plug Back: Without the consent of wil parties, no well shall be reworiced ovr nlugued
24 back except o owell reworked or plugged back pursuant to the provisions o! Article VIB.2, of this agree-
25 ment, 1t being understood that the consent 10 the reworking or biucoine back of o weil shall include
26 consent 1o all necessary expenditures in conducting such operations and completine and cquipping of
27 =aid -wvell. ncluding necessary tankave and or surface aciiities.
28
2 3. Other Operations: Operator shall not undertake any sinzle project reasonanly vstimated to require
S0 anexpenditurein excess of _ TWENTY TIVE THOUSAND~———~————emm—e—o Dollars 13.25,000.00 )
51 wxcert in connecrtion with a well. the drilling, reworkine, deepening, completing, recompieting, or piug-
52 sing pack of which has been previously authorized by or pursuant to this agrcement: vrovided, how-
=3 cver. that, in cuse of explosion. five, flood or other sudden cmercency. whether of the same or different
B sature. Operator may lake such sieps ana in SUCH vNpenses as i ils opinon are required 1o decl with
3 e emercency to =aleguard life and property but Operator, us promptly as possible, shall report the emer-
26 Sency 10 the other parties. If Operator prenares “Authority for Expenditures” f{or its own  use.
BN Operator. upon request, shall furmish copies ot s “Authority ror Expenditures™ for any single project
53 costing in excess of L LETEEN THOUSAND——————omm e e Dollars (8. 12,000.00 .
10 E. Rovalties, Overriding Royalties and Other Payments:
+1
42 Fach party shall pay or deliver. or cause 0 e paid or delivered. all rovalties to the extent ot
3 1/8 of 3/8ths due on its share of production and shall hold the other parties iree
+3 from any iability therefor. If the interest of any party in any oil and vas lease covered by this agree-
53] ment s subject to any royalty, overriding vovalty, production pavment, or other charge over anc above
16 the aforesaid royalty, such party shail assume and ualone bear all such obligations and shall account
+7 for or cause to pe accounted for, such interest to the nwners thereof.
48 No party shall ever be responsible, on any price basis higher th;n the price raceived by such party, to any other partv's lessor
19 or royvaity owner; and if any such other party's lesser or rovalty owner should demand and :ecgive se:tle;ents on a higher price basis,

she sarty contributing such lease shall bear the royalty burden insofar as such higher price is concerned.

50 Tr i5 reccynized by the parties hereto that in addition to each party's share of working interest production as shown in Exhibitg
31 shall have the right, subject to existing certracts, to market the royalty gas attriburable to each lease which it
N Cortract Area and ro receive pavments due for such royalty gas produced from or allocated to such lease or leases,
52 rosardless of whether each party markets or contracts for its share of gas, including the royalty gas under the
- sonrributed to the Centract Area, Such party agrees to pay or cause to be paid to the royalty cwners under its lease
24 nroceeds actributable to their respective rovalty interest and to hold all other parties hereto harmless fer fts failure
-4 " Rentals, Shut-in Well Payments and Minimum Reyalties:
29
36 Rentuls, shut-in well payments and minimum rovalties which may be required under the terms of
57 any lease shall be pald by the party or parties who subjected such lease to this agreement at its or their

cxpense. [nothe event two or more partics own and have contributed interests in the same lease to this
agreement, such puarties may designate one of such pavties to make said payments for and on behalf of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay-
ments.  In the cvent of failure to make proper payment of any rental, shut-in well payment or minimum
royalty through mistake ovr oversight where such payment is required to continue the lease in force.
any loss which results ftom such non-payment shall be borne in accordance with the provisions of Article
[v.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or 1he shut-
ting in or return to production of a producing gas well, at least five (5) days (excluding Saturday, Sun-
day and holidays). or at the carlicst opportunity permitted by circumstances, prior to taking such action,
but assumes no liability for failure to do so. In the cvent of failure by Operator to so notify Non-
Operator, the loss of any lease contributed hereto by Non-Operator for failure to inake timely payments

-9 .
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cloany nut-mocvedd cavment shall be horne jomtly by the parties hereto nnder She proviaons, o rtiee

(. Taxes:

Bewmning with the first calendar vear atter the effective date heveof, Operator shall vender for aa
valorem axaton il property subject to this agrcement which by law should Lo tendered tor uch
taxes. and st shall pay all such taxes assessed thereon betore they become delinquent, Prior to the ren-
dition date. vach Non-Operator shall furnish Operator intormation as (o hurdens (to meiude, but not fe
limited to. royalties, overriding royvalties and production payments) on leases and oil and zas inlerests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold estate s reduced by reason of its
being subject to outstanding excess rovalties, overriding rovalties or production pavments, the reduction i
ad vaicrem taxes resulting therefrom shall inure to the benetit of the owner or owners of such feasehold
estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benetit of such
reduction. Operator shall bill other parties for their proportionate share orf all tax payments in the man-
ner provided in Exhibit »C.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the :ime and manner prescribed by law, and prosecute the protest to a final determination, unless all
variies agree to abandon the protest prior to final determination. During the pendency of administrative
or ;udicial proceedings, Operator may elect to pay, under protest. all such taxes and any interest and
penalty. When anyv such protested assessment shall have been finally determined, Operator shall payv
ne tax for the jolnt account, together with anyv interest and penalty accrued, and the total cost shall then
e assessed against the parties, and be paid by them, as provided in Exhibit ~C".

ru

Zach partv shall pay or cause to be paid all production. severance, zathering and other taxes im-
cesad upon or with respect to the production or handling of such party's share of o1l and./or gas pro-
duced uncer the iterms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder., Operator shall comply with the Wcerkmen's
Compensaton —aw of the State where the ouperations are being conducted: provided. however, that Op-
©e a self-insurer for liability under said compensation laws in which event the only charge
e made to the joint account shall be an amount equivalent to the premium which would have
=ad such insurance npeen obtained. Owperator shall also carry or provide insurance for the
tne joint account of the parties as outlined in Exhibit D", attached to and made a part hereor.
~all require all contractors engaged n _‘.';ork on or for the Contract Area to comply with the

imen’s Comrpensation Law of the State where the operations are uveing conducted and to maintain
n

ner insurance as Operator may require.

In the svent Automobile Public Liability Insurance is specified in said Exhibit D", or subsequently
veceives the approval of the parties. no direct charge shall be made by Operator for premiums paid for

such insurance for Operator’s fullv owned automotive equipment.

ARTICLE VIIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A, Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereot, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implicd warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
eruipment which may be located thereon and any rights in production therecafter secured, to tie parties
not desiring to surrender it If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and ecas
lease covering such oil and gas interest for a term of one year and so long thercafter as oil and.or ;;as
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit “B
Upon such assignment, the assigning party shall be relicved from all obligations thereafter aceruing
but not theretofore accrued, with respect to the acreage assigned and the operation of any we'l thercd{
and the assigning party shall have no further interest in the lease assigned and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The parties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and equipment on the assigned acrcage. The value of all material shall be determined in accordance
with the provisions of Exhibit "C”, less the estimated cost of salvaging and the estimated cost of plug-
sing and abandoning. If the assignment is in favor of mare than one party, the assigned interest shall

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

2 varties assignec.

3

1 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5 swrrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract

Area; and the acreage assigned or surrendered, and subscquent operations thercon, shall not thereafter
be subject to the terms and provisions of this agreement.

-1 C.

s

9 B. Renewal or Extension of Leases:

10

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

17

18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
19 shall be owned by the partics who elect to participate therein, in a ratio based upon the relationship of
2 thelr respective percentage of participation in the Contract Area to the aggregate of the percentages
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22 Any renewal ledse in which less than all parties elect to participate shall not be subject to this agreement.
23 without warrant:
R Each party who participates in the purchase of a renewal lease shall be given an assignment/of its
25  proporticnate interest therein by the acquiring party.

28

27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest
23 covered by the expiring lease or cover only a portion of i{s area or an interest therein. Any renewal lease
28 raken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
31 Jor more than six (6) months arter the expiration of an existing lease shall not be deemed a renewal
32 lease ana shall not be subject to the provisions of this agreement.

33

NE? The provisions in this Article shall applv also and in like manner to extensions or oil and gas
35  leases. The provisions of this Article VIII-B shall only apply to leases, or portions
36 of leases, located within the Unit Area.

37 C. Acreage or Cash Contributions:

[ xe]

el

While this agreement is in force. if any party contracts for a contribution of cash toward the drilling
10 of a well or any other operation on the Contract Arca, such contribution shall be paid to the party who
+1 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42 other operation. If the contribution be in the form of acreage, the party to whom the contribution is
= made shall promptly tender an assignment ot e acreage, without warranty of title., to the Drilling
14 Parties in the proportions satd Drilling Parties sharced the cost of drilling the well. If all parties hereto
45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
17 accept such tender, such acreage shall not become a part of the Contract Arca. Each party shall prompt-
+3 ly notifv all other parties of all acreage or money contributions it may obtain in support of any well or
<9 any other operation on the Coniract Area.

50
31 [t anv party contracts for any consideration relating to disposition of such party’s share of substances
32 produced hercunder, such consideration shall not be deemed a contribution as contemplated in this

53 Articic VIILC. This paragraph shall not be applicable to the contribution of acreage
54 DY the Contributing Parties toward the Initial, Substitute, or Option Test Well.

D. Subsequently Created Interest:

- o n

Slotwithstanding the provisions of Article VIILE. and VIILG., if any party hereto shall. subsequent
to exccution ol this agreement, create an overriding voyalty, production payment, or net proceeds inter-
S0 estowhich such interests are hereinatter referred to as “subsequently created interest”, such subsequently
o) created interest shall be specifically made subject o all of the terms and provisions of this agreement, as
! iollows:

Y N o T

o

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

4 narty conducting such operations becomes cntitled to receive the production attributable to the interest
55 out of which the subscquently created interest is derived, such party shall receive same free and clear
66 ol such subsequently created interest. The party creating same shall bear and pay all such subsequently
o created interests and shall indemnify and hold the other parties hereto (ree and harmless from any and
58 ull liability resulting therefrom.

-11-
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1 20 I the owner of the interest from which the subsequently created interest s derived (1) Tals to
2 pay, when due. its share of expenses charceable hereunder. or (2) clects 1o abandon o well nnder pro-
3 visions of Avticle VLE. hereof, or (3) clects to surrender o lease under provisions ot Article VIILAL
hereot. the subsequently created interest shall be chavecable with the pro rata portion of all cxpenses
3 herceunder in the same manner as iU such interest were a working interest. For purposes of cotlecting
such chargeable expenses. the purty or parties who receive assignments as a result ot (2) or (3) above
J shall have the right to enforee all provisions of Article VILB. herecot asainst such subsequently created
B mterest,

R

10 E. Maintenance of Uniform Interest:

11

1 For the purpose of maintaining uniformity of ownership in the oil and uas leaschold interests

la covered by this agreement. and notwithstanding any other provisions to the contrary, no party <hall
14 selll encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers cither:

16

17 1. the entire interest ol the party in all leases and equipment and production: or

18

19 2. an equal undivided interest in all leases and equipment and production in the Contract Area.
20

21 Every such sale. encumbrance. transfer or other disposition made by anv party shall be made ex-
20 presslv subject’ to this agreement, and shall be made without prejudice to the richt of the other parties.
o

24 If. at any time the interest of any party is divided amonge und owned by four or more co-owners,

23 Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
Zu authority 1o receive notices. approve cxpenditures. recerve bitlines for and upprove and payv such party’s
20 share of the joint expenses. und to deal ueneratly with, o

_IT

with sower 1 oind, “he eo-owners ot such
28 varty’s interests within the scope of the operations embraced in this agreement: however, all such

29 co-owners shall have the right to enter into and execule ail contracts or agreements for the disposiiion
54 nf ineir respective shares of the oil und zas produced {rom the Contract Area and thev shall have the
31 right to recelve, separatelv, pavment of the sale proceeds hereof.

S . Waiver of Right to Partition:

Ve

) If permitted by the laws orf the =iate or =iates in which the property covered hereby is located, each
B party hereto owning an undivided interest n the Contract Area waives any and all rights it mav have
57 to partition and have set aside to it v <everalty its undivided interest therein.

NG &l s VNS o Py l"'.\lu_x ks PTTIe e

+0

1 “:_'v..i‘ m,tx. H ;[_,_;,» . N N Lo s s R I;,rL. ’x~ .‘L)_I_L_f,. 4o L N N NN Lot~ e
12 interests in ithe Contract Arvea. it shail prempily give written notice to the other parties. wigk moxr—
o mation concerning its proposed =aic. which ol inciude the name and address oleerf@ prospective pur-
4 chaser (who must be ready. willine nd able "o nurchase). the purchageemTTce. and all other terms ot
43 the otier. The other parties shall then nave an optional prige—erTht. for a period of ten (10) davs after
16 ceceint of the notice, to purchase on the same terms< conditions the interest which the other party
47 proposes to seil: and. it this optional right—rs cxercised. the purchasing parties shall share the pur-
#8 chased interest in the proportiops=Tht the mterest of cach bears to the total interest of all purchasing
+9 parties. However, the Lo be no preferential right to purchase in those cases where any party wishes
o0 Lo mortanon e TR Lerests, O to dispuse of s iaterests by omerger, reorganization. consolidation, or sale

" substantially all of its assets 10 a subsidiary or parent company or 1o a subsidiary or a parent

- At s kviabote) FEC i
e it e - - . -t . by 12 - = S

4 ARTICLE IX.
35 INTERNAL REVENUE CODE ELECTION
36

This wureement s not intended o create. wnd shall not be construed to create, a relationship or vart-
30 vership o an assoclation for protit between or among the parties hereto. Notwithstanding any pro-
39 viFions Bercin that the rights qnd fabilities hereunder are several and not joint or collective, or that this
M Lareement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
51 poses. This agreement nd the operattons hereunder are vegarded as a partnership, each party herveby
wtected clects 1o be excluded from the application of all of the provisions of Subchapter "K' Chapter

i3 IoSubtitle A7 of the Internal Revenue Code of 1954, as permitied and authorized by Section 761 or
e the Code and the reguiations promulaated thereunder. Operator is authorized and directed to execute on
w behalt of each party hereby affected such evidence ot this clection as may be required by the Secretary
56 of the Treasury of the United States or the Federal Internal Revenue Service. including specitically, but
n not by way of limitation, all of the returns, statements, and the data required by Federal Regula-
#8  tions 1.761. sShould there be any requirement that cach party hereby affected give further evidence of
59 this election. vach such party shall execute such documents and furnish such other evidence ts may be
0 reaured by the Federal Internal Revenue Service or as may be necessary to evidence this election. No

-12-
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! <uch party shall sive uny notices or take any other action inconsistent with the election made hereby.
2 Toany present or future ncome tax laws of the state or states m which the Contract Arca s located or
3 any ruture income tax laws of the United States contain provisions similar to those in Subchapter “K™
+ Chapler 1, Subtitle “A", of the Internal Reveaue Code of 1954, under which an election similar to that
5 provided by Section 76t of the Code is permitted, cach party hereby affected shall make such election as
t may be permitted or required by such laws. In making the foregoing election, vach such party states that
7 the income derived by such party from Operations hercunder can be adequately determined without the
8§ computation of partnership taxable income.
9
10 ARTICLE X.
1 CLAIMS AND LAWSUITS
12
13 Opﬁf‘ator may settle any single damage claim or suit arising from operations hercunder if the ex-
14 penditure does not exceed  FLFTEEN THOUSAND—————=——- TS T —====— Collars
15 (8 15,000,00___ ) and if the payment is in complete settlement of such claim or suit. [f the amount
16 required for settlement excceds the above amount, the parties hereto shall assume and take over the
17 {further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
1 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
19 of the parties. If a claim is made against any party or if any party is sued on account of any matter
20 arising {rom operations hereunder over which such individual has no control because of the rights civen
21 Operator by this agreement, the party shall immediately notify Operator. and the claim or suit shall
22 be wreated as any other claim or suit involving operations hereunder.
23
24 ARTICLE XI.
25 FORCE MAJEURE
]
27 If any party is rendered unable. wholly or in part, by force majeure to carry out its oblinations
23 under this agreement, other than the obligation to make money payments, that party shall give to all
28 otner purties prompt written notice of the force majeure with reascnably full particulars concerning 1it:
30 thercupon, the obligations of the party giving the notice, so far as they are affected by the force majeure.
31 shall be susperded during. but no longer than. the continuance of the torce majeure. The atfected party
32 shall use all reasonable dilicence 1o remove the force majeure situation as quickly as practicable.
33
e The requirement that anv torce majeure shall be remedied with all reasonable dispatch shall not
35 require the settlement of strikes. lockouts. or other labor difficulty by the party involved, contrary to its
38 wishes: how all such difficulties shail be handled shall be entirely within the discretion of the party
37 concerned.
38
20 The term “force majeure’. as here emploved, shall mean an act of God, strike, lockout. or other
40 indusirial disturbance, act of the public enemy. war. blockade. public riot, lightning, fire, storm. flood.
+ explosion, governmental action. zovernmental delay. restraint or inaction. unavailability of equipment,
42 and any other cause, whether of the kind speciiically enumerated above or otherwise, which is not
13 reasonably within the control of the partv claiming suspension.
14
43 ARTICLE XIIL
44 NOTICES
17
0 All notices uuthorized or required between the parties, and required by any of the provisions of
9 this agreement. unless otherwise specifically provided, shall be given in writing by United States mail
300 or Western Union telegram, postage or charzes prepaid. or by teletype, and addressed to the warty to
31 whom the notice is given at the addresses listed on Exhibit ~A”. The originating notice given under any
32 provision hercof shall be deemed given only when received by the party to whom such notice is directed,
33 and the time lor such party to give any notice in response thereto shall run from the date the originat-
31 inz notice is received. The second or any responsive notice shall be deemed given when deposited in
33 the United States mail or with the Western Union Telesraph Company, with postage or charges prepaid.,
25 or when sent by teletype. Each party shall have the right to change its address at any time, and from
m time to time, by otving written notice hereof to all other parties.
HE
39 ARTICLE XIII.
50 TERM OF AGREEMENT
51
i This agreement shall remain in full force and effeet as to the oil and gas leases and ‘or oil and gas in<
3 terests subjected hereto ror the period of time selected below: provided, however, no party heteto shull
S ever be construed as having any right, title or interest in or to any lease, or oil and gas interest con-
©5  tributed by any other party beyond the term of this agrecment,
66
+7 Sttt Sttty oottt e e strivteetmto— i et e T T e e ety

tinued in force as to any e —wheheT 15y production, extension, renewal or other-

VS NPT TU VIO PE ibmdd

N Lo NN NUETITTIR JUNIPN i1 a2 h N
OHri—ty SH—tr -6 S et H Ot CoRtH e Ottty e g C-ot o T QT It e e s,
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1 ux Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled

2 under any provision of this agreement, results in production of oil and/or gas in paying quantities, this

3 acreement shall continue in force so long as any such well or wells produce, or are capable of produc-

4 ton, and for an additional period of 130 days from cessation of all production; provided, however,

5 if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in

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

7  erations have been completed and if production results therefrom, this apgreement shall continuz in

3 force as provided herein. In the event the well deseribed in Article VI.A, or any subsequent well

9  drilled hercunder, results in a dry hole, and no other well is producing, or capable of producinz oil
10 and’/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-

~ . .

11 tions are commenced within _ 20 days from the date of abandonment of said well.
12
13 It is apreed, however, that the termination of this agreement shall not relieve any party hercto from

14 any liability which has accrued or attached prior to the date of such termination.
15

16 ARTICLE XIV.

17 COMPLIANCE WITH LAWS AND REGULATIONS

18

19 A. Laws, Regulations and Orders: °
20
21 This agreement shall be subject to the conservation laws of the state in 'which the committed
22 acreage is located; to the valid rules, regulations, and orders of any duly constituted regulatory bedy of
2 said state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations. and’
24 orcers.
28 B. Goaverning Law:
27
2 The essential validity of this agreement and all matters pertaining thereto, including, but no: lim-
2 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties ard in--
30 terpretation or construction, shall be governed and determined by the law of the state in which the
31 Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
22  of the land in the Contract Area is located shall govern.

33
34 ARTICLE XV.
25 OTHER PROVISIONS

38
37t A. Not inclvded.
32 3. ot included.

"
10 C. MNot included.

il D. Motwithstanding any other provisions herein, if cduring the term of this agreement, a well is required
42  to be drilled, deerened, reworked, plugged back, sidetracked, or recampleted, or any other cceration that
43 may be required in order to (1) contirue a lease or leases in force and effect, or (2) maintain a unitized
" i area or any portion thereof in force and effect, or (3) earn or preserve an interest in ard to oil and/cr
14 cas and other minerals which may be cwned by a third party or which, failing 1n such operation, may revert
45 to a third party, or, (4) caply with an order issued by a requlatory body having jurisdcticn in the
15 Fremises, failirg in which certain rignts would terminate, the rollowing shall a.gz} . Should less than all
*°  of the parties hereto elect to participate and pay their proportionate part of the costs to be incurred in
47 . such operaticn, those parties cesiring to participate shall have the right to do so at their sole cost,
481 risk, and expense. Pramwptly following the conclusion of such operation, each of those parties not
) | participating agree to execute and deliver an appropriate assigrment to the total interest of each
*7 | ron-participating party in and to the lease, leases, or rights which would have terminated or which
50 | otherwise may have been preserved bv virtue of such cperation, and in and to the lease, leases or rights
51! within the balance of the drilling unit upon which the well was drilled, excepting, however, wells
_. ' theretofore camleted and capable of producing in paying quantities. Such assigrment shall be delivered to
52 the participatirg parties in the proportion that they bore the expense attributable to the
53 ren-participating parties' interest. .
o E. Yo producticn, whether oil or gas, may be sold from the lease acreage, or lands pooled therewith, to
35, any party's subsidiaries, affiliates, or associates, without each party's prior written consent. All
56 production sold fram the lease acreage, or lands pooled therewith, will be an am's length tracde with a
57 third party purchaser. It is expressly agreed if prior written consent is given to a party selling to
9 thanselves, I1ts subsidiaries, affiliates, or associates, the other parties to this agreement will have the
58 rption to also sell to said purchaser, at the same or better price. In the event any party hereto, makes
59 an arm's length trade with a thind party purchaser, the remaiming parties will have the option to also sell
6o 4t the same or higher price.
61
62
63
64
65 ~1d~
66
68
69

70
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—

ARTICLE XVIL
MISCELLANLEOQUS

T )iy . . . . . . . . . i
Fhis agreement shall be binding upon and shall inure (o the benefit of the parties hereto and to oo

respective  hewrs,  devisees, leaatl renresentatives, successors and assigns.

Thls instrument may be executed in any number of counterparts, cach of which shall be considered
an oniginal for all purposes.

o =1 C. v o4- Ll

< W

96\ WITNESS WHEREOF, this agreement shall be effective as of _22nd __ day of __Japuary
19

p—
-

OPERATOR
3 YATES PTAROLEUM CORPORATION

4)7’

ttorney- in-x act

23 NON-OPEZERATORS
=J YATES DRILLING COMPANY

oy %M/zém/

30 /ﬂtt rne

e

Gy G G Lo QS
[ SR

1o

42 STATE OF MEW MEXICO)

1 COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this22nd day of
9 . January ., 1990 . by JOHN A. YATES, Attorney-In-Fact
;g of YATES PETROLEUM CORPCRATION, a New Mexico corporation, on

behalf of the corporation.
ot L ﬂmaﬂ

My Commission Expires:

g —

August 28, 1991 Notary Public

STATE OF NEW MEXI1CO)

PRSI R SR SR R
[ab I B * T & e T )

* COUNTY OF EDDY )
i)

51 The foregoing instrument was acknowledged before me this 22nd day of
2 January ,» 1990 , by Pevton Yates , Attorney-In-Fact

for YATES DRILLING COMPANY a New:Mex1co corporation, on behalf of said

corporation.
f,ﬂ X#WZ

Notary Public

i My Commission Expires:
August 28, 1991




SIGNATURE PAGE ATTACHED TO AND MADE A PART OI' CPERATING AGREEMENT DATED JANUARY
22, 1990, BETWEEN YATES PETRCLEUM CORPORATION, "OPERATOR", AND YATES DRILLING
COMPANY, LT AL "NON-OPERATORS", COVERING LANDS IN EDDY COUNTY, NEW MEXICO.

" MYCO INDUSTRIES, INC.

By yf.fﬂ/ // /é% 7

L 2, /// Plou
quﬁ é‘/?hTEs

2/ D. C. TRUST

S

By

MARILYN CONE, Trustee for D. C.
TRUST

STATE OF NEW MEXICO)

: ss
courT or =DDY)
The foregcing instrument was acknowledged before me this 25th day of
January , 1990 by John A. Yates , Attorney-in-Fact for ABO

EETROLEUM CORPORATION; and by Frank W. Yates. Jr. r Attorney-in-Fact for MYCO
INDUSTRIES, INC., all New Mexico corporations, on kehalf of said corporations,
and by JOHN A. YATES.

¥y commission expires: (;;xéi,// A{f<;42;7
;Zéé;/ %%ZZZéf//

March 5, 1990 Notary Public !
STATE OF )

: ss
COUNTY OF )

The foregeoing instrument was acknowledged before me this

dav of
, 19 , by MARILYN CONE, Trustee for D. C. TRUST.

My Commission Expires:

Notary Public




SIGNATURE PAGE ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY
22, 1990, BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND YATES DRILLING

COMPANY, ET AL "NCN-OPERATORS", COVERING LANDS IN EDDY COUNTY, NEW MEXICO.

CLIFFORD CONE

TOM R. CONE

STATE OF )

COUNTY CF )

The foregoing instrument was acknowledged before me this
of , 19 , by CLIFFORD COMNE.

Hy Commission Expires:

day

Notary Public

STATE OF

SS

N~ e

COUNTY OF

The foregoing instrument was acknowledged before me this
of ,19 , by TOM R. CONE.

My Commission Expires:

cay

Notary Public




SIGNATURE PAGE ATTACHED TO AND MADE A PART CF OPERATING AGREEMENT DATED JANUARY
22, 1990, BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND YATES DRILLING
CCMPANY, ET AL "NON-OPERATORS", COVERING LANDS IN EDDY COUNTY, NEW MEXICO.

CATHIE CONE AUVENSHINE

KENNETH G. CONE

STATE CF )
:  ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 19 , by CATHIE CONE AUVENSHINE.

My Commission Expires:

Nectary Public

STATE COF )
: Ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 19 , by KENNETH G. CONE.

My Commission Expires:

Notary Public




ATTACHZD TO

AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY 22,

BEITWEEN YATES PETROLEUM CORPORATION,

1990

"OPERATOR", AND YATES DRILLING COMNPANY, ET

AL, AS "NCN-OPERATORS", COVERING LANDS IN EDDY COUNTY, NEW MEXICO.
EXHIBIT "A"
I. 1. Lands Subject to Agreement:

Township 20 South, Range 24 East, NMPM
Section 14: N/2

Containing 320.00 acres, more or less
Eddy County, New Mexico

Depth Restriction: None

Drilling Unit for First Well:

Proration Unit as established by the New Mexico OCD.

II. Percentage Interests of Parties Under the Agreement:

INITIAL TEST
WELL AFTER

IN1TIAL: TEST PAYOUT
WELL BEFORE & SUBSEQUENT
NAME ACRES % OF UNIT PAYOUT WELLS
Yates Pctroleum Corpcration 145.08 45.337500% 45.337500% 45,337500%
Yates Drilling Company 4.53 1.415625 1.415625 1.415625
Abo Petroleum Corporation 4.53 1.415625 1.415625 1.415625
liyco Industries, Inc. 4.53 1.415625 1.415625 1.415625
sSohn A. Yates 33.33 10.415625 10.415625 10.415625
D. C. Trust 32.00 10.000000 10.000000 10.000000
lifford Cone 32.00 10.000000 10.000000 1G.000000C
Cathie Cone Auvenshine 32.00 10.000000 10.000000 10.000000
xenneth Cone 32.00 1C.000000 10.000000 10.000000
320.00 100.000000% 100.0000060% 100.000000%
ITI. Leasehold Interest ot Each Party:
1. Lessor: John W. Gates, et ux
Present Lessee: Yates Petroleum Corporation - 100%
Expiration Date: August 24, 1990
Serial Number: Fee

Description:

2. Lessor:

Township 20 South, Range 24 East, NMPM
Section 14: S8/2

Containing 320.00 acres, more or less
Eddy County, New Mexico

Sam L. Setterlund

Present Lessee: Yates Petroleum Corporation - 100%
Expiration Date: August 24, 1990
Serial Number: Fee

Description:

Township 14 South, Range 24 East, NMPM
Section 14: N/2

Containing 320.00 acres, more or less
FAdv Countv. New Mexico




ATTACEED
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3. Lescor:

Present Lessece:

Expiration Date:
Serial Number:

Description:

e
-
0]
v
[63]
o]
[a

Present Lessee:

Expiration Date:
Serial Number:

Description:

5. Unleased Minerals:

Description:

TO AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY 22,
RETWEEN YATES PETROLEUM CORPCRATION,
"NON-OPERATORS", COVERING LANDS IN EDDY COUNTY,

1990
"OPERATOR", AND YATES DRILIL.ING COMPANY, BT
NEW MEXICO.

Mark D. Wilson, et ux

Yates Petroleum Corporation - 70%
Yates Drilling Company - 10

Abo Petroleum Corporation - 10

Myco Industries, Inc. - 10

September 13, 1990

Fee

Township 20 South, Range 24 East, NMPM
Section 14: N/2

Containing 320.00 acres, more or less
Eddy County, New Mexico

Tom Cone

Yates Petroleum Corporation -~ 70%
Yates Drilling Company - 10
Abo Petroleum Corporation - 10
Myco Industries, Inc. - 10

February 15, 1991

Fee

Township 20 South, Range 24 East, NMPM
Section 14: N/2

Containing 320.00 acres, more or less
Eddy County, New Mexico

John A. Yates - 33.33 net acres

D. C. Trust - 32.00
Clifford Cone .= 32.00
Cathie Cone Auvenshine - 32.00
Kenneth G. Cone - 32.00

Township 20 South, Range 24 East, NMPM
Section 14: N/2

Containing 320.00 acres, more or less
Eddy County, New Mexico

Addresses of Parties to Which Notices Should be Sent:

Marilyn Cone, Trustee for
D. C. Trust
P, O. Box 64244

Lubbock, Texas 79464

Cathie Cone Auvenshine
P. O. Box 33280-296
Austin, Texas 78764

Clifford Cone
P. 0. Box 1509
Lovington, New Mexico 88260

Kenneth G. Cone
P. O. Box 11310
Midland, Texas 79702

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

John A. Yates

105 South Fourth Street
Artesia, New Mexico 88210
Attn: Kathy H. Porter



HED TO AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY ¢£, 1998 BEIWEEN YAIES
QE¥QSLEUM CORPORATION, “OPERATOR" AND YATES DRILLING COMPANY, ET AL, AS "NON-OPERATORS
COVERING LANDS IN EDDY COUNTY, NEW MEXICO. T

EXHIBIT "B"

Producers £5 Reve ( Year Leasey 10-57 (s’ix month PAID UP LEASE) Form 345
Hall-Faorbaugh P
OIL AMD GAS LEASE ) Rolw-lr‘.\'ewx.\lurl:?

THIS AGREEMENT made this day of . 19

s Dbetween

Lessee, WITNESSETH:
1. Lessor in consideration of

Dollars

-} in hand paid, of the royalties herein provided and of the agrcements of Lessce herein contained, hereby grants, leasen and iets ex-
ee for the purpose of investigating, exploring, prospecting, drilling and mining for and producing oil and gas, luying pipe lines, building
roads. tanks, power stations, telcphone lines and other structures thercon and on, over and across lands owned or claimed by Lessor sdjacent and contiguous

sively unto Less

thereto, to produce, save, take care of, treat, transport, and own said products. and housing its employces, the following described land in

Fddy County, New Mexico
TOWNSHIP 20 SOUTH, RANGE 24 EAST, N.M.P.M.
Section 14: N/2

to-wit :

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, de-
velopment or cessation at any time of production of oil or gas and without further payments than the royaltica herein provided, and notwithstanding any-

thiny eise herein contained to the contrary, this lease shall be for a term of vears from this date (called “‘primary term’’) and as long thereafter as oil
or gas 18 produred from said land or land with which said land is pooled hereunder.

3. The royalties to paid by Lessee are: ia) on oil, 1/8 of that produced and saved from said land, the same to be delivered at the wells or to the
eredit of Lessor into the pipe line to which the wells may be connected: Lesseec may from time to time purchase any royalty oil in ils possession, paying the
market price therefor prevailing for the field where produced on the date of purchase; (b) on gas, including casinghead gas or other sgraseous substance, pro-

duced from said land, and sold, or used off the premises or for the extraction of gasoline or other product therefrom. the market value at the well of 1/8

of the gas su sold or used, provided that on gas sold at the wells the royalty shall be 1/8 of the amount realized from such sale: while there is a gas
well on this lease or on acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after
the date on which said well is shut,in and thereafter at annual intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall
not terminate and it will be considered that gas is being produced from this lease in paying quantities. Payment or tender of said shut-in gas royalty may
be made by check or draft of Lessee mailed or delivered to the parties entitied thereto on or before the date said payment is due. Lessee shall have free

use of oil, gas, coal and water from said land. except water from Lessor's wells, for all operations hereunder, and the royaity on oil and gas shall be com-
puted after deducting any su used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil
and gas, or either of them, with other land, lease or ieases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee’s judsgment
it 1s necessary or advisable to do so in order properiy to explore. or to develop and operate said leased premises in compliance with the spacing rules of
the New Mexico Oil Conservation Commission, or other iawtul authority or when to do so would, in the judgment of Lessee, promote the conservation of oil
and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area,
and units pooled fuor gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 105 thereof, provided that should government-
8] authority having jurisdiction prescribe or permit the creation of units jarger than those specified, unita thereafter created may conform substantially in size
with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any portion
thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum cr strata
need not conforrm in size or area with the unit or units into which the lease is pooled or combined as Lo any other stratum or strata, and oil units need
not conform as to area with gas units. The pooling in one or more instances shail not exhaust the rights of the Lessee hereunder to pool this lease or
portions thereof into other units. Lessee shall file for record in the appropriste records of the county in which the leased premises are situated an instrument
describing and designating the pooled acreage as a pooied unit. Lessee may at its election exercise its pooling option after commencing operations for or
completing an oil or gas well on the leased premises, and the pooled unit may inciude, but it is not required to include, Jand or leases upon which a well
ccpable of producing oil or gas in paving quantities has theretoiore been compieted or upon which operations for the drilling of a well for oil or gas hav
theretofore been commenced. Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the
land covered by this lease regardless of whether such operations for driiling were commenced or such production was secured before or after the execution
of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil or gas from land covered bv
this Jease whether or not the well or wells be Jocated on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gar,
or either of them, as herein provided. shall be treated for all purposes, except the payment of royaitiea on production from the pooled unit, as if the same
were included in this lease. For the purpose of computing the royaities to which owners of royalties and payments out of production and each of them, shal!
be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be ailocated to the Jand covered by this lease and included in
said unit = pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled unifs.
Such allocation shall be on an acreage basis—that is to say, there shall be aliocated to the acreage covered by this Jease and included in the poo.ed unit
that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and
inciuded in the pooled unit bears to the total number of surface acres included in the pooled unit. Royaities hereunder shall be computed on the portion of
such production. whether it be oil and gas, or either of them. so allocated to the land covered by this lease and included in the unit just as thougzh such
production were from such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is produsing
and not ss production {rom a gas pooled unit: and production from a gas well will be considered as production from the lease or gas pooled unit from
whieh it is producing and not from an cil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time
to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and
operation, and 1o any modifications thereof, which have been approved by the New Mexico 0Oil Conservation Commission or other lawful governmental
authority. In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under
the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New
Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Qil Conservation Commission, or other lawful authority. and Lessee shall record in

the County in which the leased premises are situated. an instrument describing such agreement or plan of operation and refilecting the commitment thereto,
and the same may be recorded either before or after the completion of wells.

5. It at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engared
in drilling or reworking operations thereon, or shall have completed 2 dry hole thereon within 60 days prior to the end of the primary terms, the lease shall
remsin in force so long as operatiors on said well or for drilling or reworking of any additional well are prosecuted with no cessation of more than 60 con-
secutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land. or from land pooled therewith, If,
after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof
should cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of
such production, but shall remain in force and effect 8o long as such opera'.iqns are prosecuted with no cessation of more than €0 consecutive duys, and
if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land, or from land pooled therewith. Any pocled unit
designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of tha county
in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or
wells producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled
there#ith. Lessee agrees to drill such offset well or wells as 8 reasonably prudent operator would drill under the same or similar circumstances. Lessee may
&t any time exccute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above deacribed premises and
thereby surrender this lesse ms to such portion or portions and be relieved of all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land,
including the rixht to draw and remove all casing. When required by Lessor, Lessee will bury all pipe lines below ordinary plow depth, and no well shail be
drilled within two hundred feet of any residence or barn now on said land without Lessor's consent.

-
V.

The rights of either party hercunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs. successors and assigns
but no change or division in ownership of the land or royalties, however sccomplished, shall operate to enlarge the obligations or diminish the rights of
lLessee; and no change or division in such ownership shall be binding on Lessee until thirty (30) days after Lessee shall have been furnished by registered
U. §. mail at Lessee’'s principal place of bLusinesn with a certified copy of recorded instrument or instruments evidencing same. In the event of assignment
hereof tn whole or in part hability for bremch of any obligation hercunder shall rest exclusively upon the owner of this lease or of a portion thereof who
commits such breach. If six or more parties become entitled to royelty hercunder, Lessee may withhold payment thereof uniess and until furnished with a
recordable instrument executed by all such parties designating &n agent to receive payment for all.

8. The breach by Lenneo of any obligation arining hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision
of the cutat2 cruated hereby nor be grounds for eancellation hercof in whole or in part. In the event Lessor considers that operationa are ot &t mny time
being conducied in complinnee with this lease, Leasor whall notify Lessee in writing of the facts relied upon as constituting a breach hereof, and Lessee, if
in defrult, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue of this instrument,
After the dircovery of oil or gaa in paying qguantities on said premiace, Lesace ahall develop the acreage retained hereunder as a reasonably prudent operstor
but 10 dischrrging this obhigation 1t shall in no event be required to drill more than one well per forty (40) mcres of the arca retained hercunder and capable
of producing ¢ | I1n paying quantitics and one well per 640 meres plus an acreage tolerance not to cxceed 105, of 640 acres of the area retained hereunder
and enpabic ¢! pruducing ¥os in payinK quantities,

5. lLessor herehy warrnnts and agrces to defend the title to snid Innd nand aprees that Lessce at its option may discharge anv tax, morteage or ather lien

upon it dand either o swhole or an part, and in event Lessecr does s, iL' shull L subrognted 1o sueh _lu'n with the rivht to enforee same and anply rovalties
recrutng herennecr toward satisfying sume, Without ampaurment of Lessee's rirht under ghe warranty in event of failure of title. it is agreed that if Lessor
awna A0 gntere=" 1 the ol or gas on, in or under annd land less than the entire fee 5|mn|tj !:lulv..lhen the rovalties to be pamid Lewsor shull be reduced
praportionate s raald kny one of more of the partics named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties
eaecling the s,

1 U R v preveated fram complying with any express or implicd eovenant of this lease, from conducting drilling or reworking operationa
fhercon 17 2oy re e osh or gns thorefrom by renson of xenrcity of or inability to obiain or to nse cquipmert or mutenal, or by operiation of foree
e ary Dideral or slate Law o any order, rule or regulation of gavernmental suthority, then Wwhile so prevented, T essee w obligation to comply with such
covenant 2hall beospependol and Lessee shall not be linble in damages for failiire to comply therewith: and this teawe ahall be extended winle and < long
wy Lresre e presentead by sny sueh cnose from ronducting drilhige or reworhingg operations on or from producine o1l or gre fram the leased premises: nnd
Lre tim e vk 1 ert - w0 prevented shall not be counted agninst Lessew, anyllune in this lease to the contrary notwithatanding.

IO IIS L AT L OF, this instrument is executed on the date first above written.
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EXHIBIT VIR

71990, betwee ATES PETROLEUM CORPORATION, "Operator', .
and YATES DRILLING COMPANY ET AL, as “Non Opgrgtorsﬂ,wﬁmﬂﬂ

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

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

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

“Firs: Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision ot other emplovees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Empioyvees’ shall mean those employees having special and specific engineering, geological or other
professional =kills, and whose primary tunction in Joint Operations is the handling of specific operating condi-
tions and problems for the benerit of the Joint Property.

“Personai Expenses” shall mean travel and uther reasonable reimbursable expenses of Operator’s employees.
~3aterial” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills wiil be accompanied by statements which identify the author-
i1y for expenditure, lease or racility, and all charges and credits. summarized by appropriate classifications ot in-
vestment and expense cxcept that items or Controllable Material and unusual charges and credits shali be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthiy billing
1o reflect advances received irom the Non-Operators.

Each Non-Operator shal( pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
made within such time, the unpaid balance shall bear mterest monthly at the rate of twelve percent (1247 ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's tees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the rvight of any Non-Operator to protest or question the correct-
ness thereot; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar vear shall concliusively be presumed to be true and correet atter twenty-four (24) months tollowing
the end of any such calendar year, unless within the suid twenty-tour (24) month period a Non-Operator takes
wriiten exception thereto and makes claim on Operator tor adjustment. No adjustment favorable to Operator shall
he made unless it is made within the same presceribed period. The provisions of this paragraph shall not prevent
adjustments vesulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

AL Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
sator's accounts and records relating to the Jomnt Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the
time tor the taking of written exception to and the adjustments of accounts as provided for in Paragraph + of thig
Scetion I Where there are two or more Non-Operators, the Nen-Operators shall make cevery reasonable effort to
conduct joint or simultaneous audits in o manner which will result in a minimum of inconvenience to the Opera-
cor. Operator =hall bear no portion ot the Non-Operators’ audit cost mcurred under this paragraph unless acreed
‘o ny the Operator.

Approval by Non-Operators

”‘vuo an upproval or other apreement of the Parties or Non-Operators is expressly required under olther see-

“lons of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains

0 contrary provisions in redard thereto, Operator shall notity all Non-Operators of the Operator’s proposal, and
he aureement or approval of a majority in interest ot the Non-Operators shall be controiling un ali Non-Opera-
1ors.

— 1=

9
f



II. DIRECT CIHARGES

Operator shail charge the Jomt Account with the followmg tems:

1.

2

<.

Rentals and Rovalties
Lease rentals and rovalties paid by Operator tor the Joint Operations.
Labor

A, (1) Salaries and wages of Operator’s tield employees direetly employed on the Joint Property in the conduct
of Joint Opcerations.

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

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

@

Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances naid to
emoloyees whose salaries and wages are chargeable to the Joint Account under Paracraph 2A of this Section
II. Such vosts under this Paragraph 2B muy be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section I It vercentage assessment is used, the rate shall be based on the Opcrator’s cost experience,

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

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

Employee Benetits

Operator's current costs ot established vlans for emplovees’ group life insurance, hospitalization. pens.on, ye-
tirement, stock vurchase, thrift, bonus. and other benetit plans of a like nature. applicable to Operator's labor
cost chargeable 1o the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20¢¢), Oor percentage most recently recommended by COPAS.

Material

Mlarerial purchased or rurnished by Operator ror use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transierred 1o the Joint Property as mayv be required :or immediaie use
and s reasonaply practical and consistent with eifficient and economical operations. The accumulation orf sur-
plus stocks shall te avolded.

Transportation

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

2

A. 17 Material is moved to the Joint Property ‘rom tne Operator's warehouse or other properties., no charge shall
e made to the Joint Account for a disiance srealer than the distance from the nearest reliable supply store,
recognized karge ‘erminai, or railwav veceiving ot where like material is normally available. uniess sgreed
0 by the Parties,

B. If surpius 2laterial is moved to Operator’s warehouse o other storage point, no charge shall be mace to the

Jnint Account for a distance greater Inan he aistance to the nearest reliable supply store. recognized barge

zerminal, or raliwayv recelving point uniess agrced to oy the Parties. No charge shall be made to the Joint Ac-

count for moving 1laterial to other properties belonzing to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above. there shall be no equalization of actual gross trucking cost
of 8200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and uliiities provided by outside sources, except services excluded by

Parcgraph 9 of Secuion II and Paragraph 1. il or Secuon III. The cost ot professional consultant services and con-

tract services of technical personnel directly cnuaded on the Joint Property if such charges are excluded from the

Overnead rates. The cost of protfessional consuliant services or contract services of technical personnel not di-

rectly engaged on the Joint Property shall not ve charged to she Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account (o use of Operator owned equipment and tacilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of mamtenance, repeairs, other
sperating expense, insurance, taxes, depreciation, und interest on investment not to exceed eight per cent (8§¢5)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
o1 the Joint Property,

S In aeu of chardges in Paragraph 7.\ above, Operator may elect to use average commercial rates prevailing in
he immediale area of the Joint Property less 200, 0 For automotive equipment, Operator may clect to use rates
sublishea by the Petroleum Motor Transport Assoclation,

Damnages and Losses to Joint Property

Al costs or expenses necessary for the repaw or replacement of Joint Property made necessary because of dam-

A_us or losses incurred by cire. tlood, storm. thett, accident. ov nther’cause, except those resulting trom Opoerator's

“enss peoticence or willinl nusconducet. Operator shatl turnish Non-Operator written notice of damaves or losses

nevrred ws soon as practicuble atter o report thereot has been received by Operator.

Legal Expense

Lxpense of handling, investigating and setthne litiganion or claims, <ischarging of liens, payvment of judements

anw amounts paid lor settlement of claims incurred in or resulting from operations under the agrecment op

nevessary to protect or recover the Joint Property, except that no charge for services of Operator’s lesal siaff

uit fues or expense ot outside attorneys 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 IIT unless otherwise agreed- to by the

Pacties, excent us provided in Section [, Parapraph 3.




10.

11,

12,

Taxes

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

Insurance

Net premiums pald for insurance required to be carried for the Joint Operations tor the protection of the [Par-
ties. In the event Jomnt Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and.or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator ,hall include a charge ut Operator’s
cost not to exceed manual rates.

Other Expenditures

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

11I. OVERHEAD

Overhead - Drilling and Preducing Operations

1. As compensation for administrative, supervision, otfice services and warehousing costs, Operator shall charge
drilling and producing operations on either:
{ xy) 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 cxpenses of all personnel. except those directly chargeable
under Paragraph 2A. Section II. The cost and expense of services from outside sources in connection with
matters or taxation, trailric, accounting or matters betfore or involving governmental agencies shall be considered
as inciuded in the Overhead rates provided for in the above selected Paragraph of this Section I1I uniess such
208t and expense are agreed 1o by the Parties as a direct charge to the Joint Account.
i1, The salaries, wages and Personal Expenses of Techrnical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Opera:ior shall charge the Joint Account at the following rates per well per month:
Driiling “¥Vell Rate 3_5,400 _
Producing Well Rate 5_540.00 __

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

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

[2] Chrarges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and cerminate on the date the drilling or completion equipment movas otf loca-
sion or rig :s released, -whicnever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for iifteen (13) or more consecutive days

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

(b) Producing Well Rates

[1] :An active well either produced or injected into for any portion of the month shall be considered
43 u one-well charge tor the entive month.

[2] Each uctive completion in a multi-completed well in which production 1s not commingled down
nole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3] An inuctive sas well shut in because of overproduction or failure of purchaser to take "he produe-
ron shall be considered as a one-well charge providing the gas well is direetly connected to a per-
manent sales vutlet.

(4] A one-well charge may be made tor the month in which plugging and abandonment operations

are completed on any well.

{5] All other inactive wells (including but not limited to inactive wells covered by unit allowabile,
lease ullowable, transtferred allowable, cte.) shail not qualify for an overhead charge.

{3) The well rates shall be adjusted as ol the first day of April ecach year tollowing the effective date of the
agreenment to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly ecarnings of
Crude DPetroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fields Produc-
tion “Workers us published by the United States Department of Labor, Burcau of Labor Statistics, or the
cquivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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3. Overhead - Dercentapge Baswis
(1) Operator shall charge the Joint Account at the tollowing rates:
(a) Development

. Pereent ( Y of the cost of Development of the Jomt Property cxclusive of costs
pmvzdcd under Paragraph 9 of Section II and all sadvage credits.

(b) Operating

Percent ( ~i) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchused
for sccondary recovery and all taxes and assessments which are levied, assessed and paid upon tne min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or anv remedial opera-
tons on any or all wells involving the use of drilling crew and Cquxpment also, preliminary r-xpenumue
necessary in preparation for drilling and expenditures incurred in abandoning when the well is rot com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion ot fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as <o: ned 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 ex-
pansion of lixed assets, and any other project clearly discernible as a fixed asset required for the developrment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
Lh rye the Jjoint AOccoum for Overhead based on the following rates tor any Major Construction project .n excess
s s . .

‘¢ of total vests if such costs are more than $__29,000.00 but iess than 5 100,000.00_; plus
___ ¢ or total costs in excess of $ 100,000. 00 but less than $1,000.000: plus

€ <% of total costs in excess of $1.000,000.

SEES
NGO P
(@2

Total cost shall mean the 2ross cost of any one project. For the purpose of this paragraph, the component parts
21 @ single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

The Overnhead rates provided for in this Section III may be amended tfrom time to time only by mutual agreement
between the Partles hereto if, in practice, the rates are found to be insutficient or excessive.

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

Operator s responsible for Joint Account Mlaterial and snuil make proper and timely charges and credits for all ma-
terial movements arfecting the Joint Property. Operator :nall provide all Material for use on the Joint Property: how-
ever, it Operator’s option, such Mlaterial mav ve suppilca Ly ine Non-Operator. Operator shall make timely cdisposition
of idle and or surplus Material, such dispesal veinyg muace eiiner through sale to Operator or Non-Operator, civision in
<ind. or :ule 1o outsiders. Operator may purciase, but .uaail Ce under no obligation to purchase, interest of Non-Opera-
tors in surplus conaition A or 3 Material. The disposal oi surplus Controllable Material not purchased by tae Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid oy Operator atter deduction of all discounts received. In case
oI laterial found to be defective or returncd i ndor 1or any other reason, credit shall be passed to the Joint
Aceount swhen wdjustment as been recemved ne Coerator.

2. Transfers and Dispositions

Laterial furnished to the Joint Property ana Jaterial transterred from the Joint Property or disposed of by the
Operator, unless otherwize agreed to by the Parties, snall ve priced on the following bases exclusive ot cash dis-
counts:

N

A, New Materiai 1 Condition )

(1) Tubular »oods, cxcept line pipe. shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight pasis, regardless of quantity transferred, equalized to the lowest
published price to.b. ratlway receiwving point or recognized barge terminal nearest the Joint Property
where such Slaterial 1s normally available.

(2) Line Pipe

(o) xlovement ot less than 30.000 pouncas snall be priced ut the current new price, in effect at date of
movement, s listed by a reliable supply store nearest the Joint Property where such Material is nor-
mutly avarluble.

() ovement op 30.000 pounds or more shull te priced under provisions ol tubular goods pricing in Para-
apn 2A (1) orf thus Section V.

NS
~—

Other Slaterial nadl be priced ot the current new price. e etteet at date of movement, as listed by o veliable
supply store or fo.b. railway receivine point nearest the Joint Property where such Material is norvmally
watlable,
Lo oot Poca Llaterial (Condition )

aterial oo ocouna and cerviceanle condition and swtable or reuse without reconditioning:

1) Aater:ad maoved o e Joint Property

fa) AL reventy-nive percent (T3¢0 ) of current new prree, as determined by Paragrapn 2.\ of this Section [V,
L2y Siaterind moved from the Joint Property

fa) AU eventy-iive percent (737, ) of current new price. us determined by Paragraph 2\ ot this Section 1V,
10 luterial wus originally charced to the Joint Account as new Muaterinl, or




&2

The

(L) 4t sxtv-tive percent (6347 ) of current new price, as determined by Paragraph 24 ot this Section
IV o Aatenal was originaliy charged to the doint Account as pood tsed MMateral ot ceventyv-tive pers
cent t7570) ol current new price.

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

Material which is not in sound and scrviceable condition and not suitable for its orgnal tunction until
after reconditioning shall be priced at (ifty percent (50¢.,) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-

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

All other Material, including junk. shall be priced at a value commensurate with its use or at prevailing
prices.. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and.or value of such Material
1s not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate ot fifteen cents (13¢) per
hundred wetght on all tubular goods movements, in lHeu of loading and unloading costs sustained, when
acrual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

{2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of rew \laterial.

Premium Prices

Whenever JMaterial 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 ror such Material. Each Non-Operator shall have the right, by so electing and
notirving Operator within ten days atter receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material :urnisheda. In case of defective Material, credit shall not be passed to the
Joint Account untii adjustment has been received by Operator trom the manutacturers or their agents.

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

Periodic Inventories, Notice and Representation

At reasonable intervals. Inventories shall be taken »v Operator ot the Joint Account Controllable Alaterial.
Written notice of intention 1o take inventory snail e given by Operator at least thirty (30) days betfore any inven-
tory is to begin so that Non-Operators may bte represented when any inventory is taken. Failure of Non-Operators
to e represented al wn inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

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

Special Inventories

Special Inventories muy be taken whenever there is any sale or change of interest in the Joint Proper:v. It shall
be the duty of the party seiling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In sucn cases, toth the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

Tle expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
B
Parties.

Il



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED
TACHCD T0 M0 SADE 1 PRRT o opcTi JANUARY 22, 1990, BETWEEN

¥ AND YATES DRILLING COMPANY, E
NON-OPERATORS", COVERING LANDS IN EDDY COUNTY, NEW MEXICO. > ET AL, AS

EXHIBLT "H7

ATTACHED TO AND MADE A PART OF
OPERATING AGRELEEMENT

ADDITIONAL INSURANCE PROVISIONY

Operator, during the term of this agreement, shall carry insurance for the

“enefit ind at the expense of the parties hereto, as follows:

oA) orkmen's Compensation Insurance as contemplated by the state in
aich oaperations «ill be conducted, and “nplover's Liabilitv

Tnsurance with limits of not less than $100,000.00 per emplovee.

(3) Public Liability Insurance:

3odilv Injurvy - 32500,J00.00 cach nccurrence.
3 jur:

Automobile Pubiic Liability Losurance:
RBodily Injury - 3250,000.J0 each person.

$300,000.00 each occurrence.

Property Damaze - 100,300,400 cach occurence,

fxecept a5 uthorized by this Zuzhibit ")", Uperator shall not make any charse to

the joint ceouant for insurance Droniums. Losses not covered by Operator's

- Insurance (or Dy ifasurance required Hy this igreement to be carrizd for che

menciit and a1t the oxpense of the partics hereto) shall be charged to rhe

jolnt ccount.



"ATTACHED 70 AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY 22, 1990, BETWEEN YATES
PETROLEUM CORPORATION, "OPERATOR", AND YATES DRILLING COMPANY, ET AL, AS "NON-OPERATORS",
COVERING LANDS IN EDDY COUNTY, NEW MEXICO.

EXHIBIT "I

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

(1) The Opcrator will not discriminate against any employece or applicant
for employment because of race, color, religion, national oriqin or
sex. The Operator will take affirmative action to ensure that appli-
cants are ecmployed, and that employces are trecated during employment,
without regard to their race, color, religion, national origin or sex.
Such action shall include, but not be limited to the following: Enmploy-
ment, upgrading, demotion, or transfer, recruitment or recrultment ad-
vertising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, including apprenticeship. The
Cperator agrees to post in consplicucus places, available to employees
and applicants for employment notices to be provided for the contract-
ing officer setting forth the provisions of this non-discrimination
clause.

(2) The Cperator will, in all solicitations or advertisements for emplovees
placed by or on kehalf of the COperator, state that all cualified appli-
cants will receive consideration for emplovment without regard to race,
color, religion, naticnal origin or sex.

(3} The Cperator will send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract
or uncderstanding, a notice to be provided by the agency contracting
officer, advising the laker union or workers' representative of the
Cperator's cormitments under Secticn 202 of Executive Order 1124€ of
September 24, 1265, and shall rost copies of the notice in conspicuous

rlaces available to emplcovees and applicants for employment.

(4) The Cperat
Yy

! o c o 11 provisions of Executive Order 11246
of September 24, 1965, and of th
-~ -

he rules, regulations, and relevent orders

r w

(5) The COperator will furnish all information and reports reguired by Zxecutive
Order 11246 of September Z4, 1965, and bv the rules, regqulations, 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 purpcoses of investigation to ascertain compliance with such
rules, regulations, and orders.

(6) In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with anv of 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 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation, or order of the Secretary of Labor, or as otherwise pro-
vided by law.

Exhibit "r"



(7)  The Cperator will include the provisions of Paragraphs (1) through
(7} in cvery subcontract or purchase order unless exempted by rules,
regulations, or orders of the Secretary of Lapor issued pursuant to
Section 204 of Fxccutive Order 11246 of September 24, 196%, so that
such provisions will be binding upon each subcontractor or vendor.
The Operator will take such action with respect to any subcontract
or purchase order as the contracting agency may dircct 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 vender
as a result of such direction by the contracting agency, the Operator
may request the United States to enter into such litigation to vro-
tect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 1C0
(EEO~-1) promulgated jointly by the Office of Federal Contract Compliance, the
Equal Emplovment Opportunitv Commission and Plans for Progress with Joint Pe-
porting Committee, Federal Depot, Jeffersonville, Indiana, within thirty (20)
days of the date of zontract award if such rerort has not been filed for the
current vear and otherwise comnly with or file such other compliance reports
as may be regqulred under Executive Order 11246, as amended and Rules and Fe-
gulations acdopted thereunder.

Operator further ackncwledges that he may ke required to dewveleop a written

affirrative action compliance program as required by the Rules and PRegulations
approved by *he Secretary of Labor under authority of Executive Crder 11246 and
supply Aon—(p rators with a copy of such program if they so reguest.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures MNen-Operators that it does not and will not
maintain or nrovide for its emplovees any scgreaated 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
understecod that the phrase "segregated facilities” includes facilities
which are in fact secgregated on a basis of race, color, religion, or
naticnal oriagin, because of habit; local custom or otherwise. It is
further understood and agreed that maintaining or providing seareqated
facilities for its employees or permitting its emplovees to verform their
services at any lecation under its control where segregated facilities
are maintained is a violaticn of two egual coportunity clause required
by Executive Crder 11246 of September 24, 1965,

Operator further understands and agrees that a breach of the
assurance herein contained sutjects it to the provisions of the Order
at 41 CFR Chapter 60 of the Secretary c¢f Labor dated iay 21, 19G&, and
the provisicns of the equal opportunity clause cnumerated in contracts
between the United States of RAmerica and Non-Cnerators.

Whoever knowingly and willfully makes any false, fictiticus or
fraudulent representation may be liable to criminal prosecution undexr 18
U.s.C. 8 1001.

Exhipit "r"
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GAS ATAUCTHG AGPEEMPENT

The parties to the Operating Agreement to which this agreement is at-
rached own the working interest in the gas rights underlying the lands covered
by such agreement (the "Contract Arca") in accordance with the percentages of
participation as set forth in Exhibit "A"™ to the Operating Agreement (the "sar-
ticipation percentage"). o

In accordance with the terms of the Operating Agrecement, each zarty
thereto has the right to take its share of gas produced from the Contract Area
and market the same. In the event any of the parties hereto collectively oswning
participation percentages of less than 50% are not at any time taking or market=-
ing their share of gas or have contracted to sell their share of gas procduced
from the Contract Area to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periocds when any parties hereto collectively
cwning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
preduction assicgned to such proration unit by applicable state regulatory au-
thoritv or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of c) its
share of the volumes of gas capable of being delivered on a daily basis or 4)
its share of allowable gas production. All parties hereto shall share in and
own the licuid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or mrarketing its
full share of the gas produced shall be credited with gas in place equal to its
full chare of the gas pruduced under this agreement, less its share of gas usecd
in lease operaticns, vented or lost, and less that portion such party took or
delivered to its purchaser. The Operator will maintain a current account of gas
balance tetween the parties and will furnish all parties hereto monthly state-
ments showing the total gquantity of gas produced, the amount used in lease opera-
tions, vented or lost, the total quantity of liquid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account of each party.

3. At all times while gas is produced from the Contract Area,
party hereto will make settlement with the respective royalty owners to
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each party 1is accountable. The term "royalty owner"
shall include owners of royalty, overriding royalties, production payments and
other similar interests.

each
whom

fach party producing and taking or delivering gas to its purchaser
cshall pay any and all production taxes due on such gas.

4. After notice to the Operator, any party at any time may begin tak-
ing or delivering to its purchaser its full share of the gas produced from a pro-
ration unit under which it has gas in place less such party's share of gas dsed
in operations, vented or lost. In addition to such share, each party, 1nclud1ng
the Operator, until it has recovered its gas in place and balanced the aas ac-
count as to its interest, shall be entitled to take or deliver to its rurchaser
a share of gas determined by multiplying 30% of the interest in the current gas
prcduction of the party or parties without gas in place by a fraction, the numey -
ator of which is the interest in the proration unit of such party with gas in



~lace and “he dencminator of which i3 *he total percentage interest g such Pro-
raticn unit of all parties with gas in mlace currently takinug or welivering o A
purchaser.,

5. Nothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to 1its purchaser 1its Ifull
share of the allcwable gas production to meet the deliverability tests required

by its purchaser, provided that said test should be reasonable in length, nor-
mally not to exceed 72 hours.

0. If a proration unit ceases to produce gas and/or liquid hydrocar-
bons in paving quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money by the cver-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes theretofore paid, at the applicable
price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regqulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-
lation bv federal, state or other governmental authorities, the price basis
shall be the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Energy Regulatory Commission or any other gov-
ernmental authority, pursuant to final order or settlement applicable to the gas
seld Zxcm such well, plus any additional collected amount which is not ulti-
mately reguired to be refunded by such authority, such additional collected
nt to be accounted for at such time as final determination is mace with
espect hereto.

7. Notwithstanding the provisions of 96, it is expressly agreed that
any underprcduced party shall have the ovotional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
cas account into balance at any tirme and from time to time prior to thez final
settlement, by first giving each overproduced party 90 days' written notice of
demand fcr cash settlement. IfZ such cption is so exercised, settlement shall be
made (as of 7:00 o'clock 2.. on the first day of the calendar month following
the date of such written cdemands) within 90 days following the actual receipt of
such written demands by the overprcduced parties, in the same manner provided
for in €6. The option provided £for in this paragraph may be exerci.. 4, from
time to time, but only one time in each calendar vear.

8. YMothing herein shall change or affect each partvy's obligation to
pay its prcporticnate share of all costs and liabilities incurred, as its share
thereof is set forth in the Cperating Agreement. :

a,. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pool. This agreement shall
remain in force and effect so long as the Operating Agreement to which it is
attached remains in effect, and shall inure to the bhenefit of and be binding
upon the parties hereto, their heirs, successors, legal representatives and
assigns.



