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bTRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

October 19, 1989 

Ms. Bonnie Wilson 
c/o Robert K. Whitt 
Attorney at Law 
Energy Square, Suite 402 
505 North Big Springs Street 
Midland, TX 79701 

RE: 1. Back-in Working I n t e r e s t - O.G. State Lease-
Section 9, Township 11S, Range 33E - Lea County, 
New Mexico. 

2. Notice of Intent to D r i l l / O f f e r t o Purchase. 

Dear Ms. Wilson: 

1. Offer to Purchase: 

I t i s our understanding from Mr. Donald Turner's statements 
that you are one of the contingent i n t e r e s t holders owning a 
r i g h t to a working i n t e r e s t i n the above referenced w e l l , 
e f f e c t i v e at payout as such term i s defined i n the recorded 
documents. 

This l e t t e r s h a l l inform you th a t LBO New Mexico, Inc., the 
Operator and majority working i n t e r e s t owner i n the O.G. 
State No. 1 Well located i n Section 9, Township l i s , Range 33 
E, Lea County, New Mexico, i s interested i n purchasing your 
back-in working i n t e r e s t p o s i t i o n i n the above noted w e l l and 
leasehold i n Lea County, New Mexico. 

Af t e r careful review of the area, we have determined that the 
amount of $3,000.00 would be a f a i r and equitable 
consideration f o r your e n t i r e i n t e r e s t . 

Please consider our o f f e r and determine whether or not you 
have an i n t e r e s t i n s e l l i n g your back-in working i n t e r e s t f o r 
the price above stated. 

I f you elect t o s e l l your i n t e r e s t , you should contact us at 
your e a r l i e s t convenience at the address on our letterhead or 
we can be contacted v i a phone at 1-800-426-5779. 

Headquarters: 4101 Birch St, Suite 130, Newport Beach, CA 92660 (714) 261-8181 FAX (714) 250-1059 



Interest Owners 
October 19, 1989 
Page Two 

2. Notice of Intent to D r i l l - Request f o r Advance Payment: 

In the event that you elect not to s e l l your i n t e r e s t , t h i s 
l e t t e r s h a l l also constitute a formal notice t o you as a 
contingent working i n t e r e s t owner i n the subject lease, of 
our i n t e n t t o commence the d r i l l i n g of a second w e l l on or 
before November 27, 1989 at the location stated on Exhibit 
"A". We hereby, pursuant to the Operating Agreement now i n 
e f f e c t , (a copy of which i s enclosed herewith) put you on 
notice that you s h a l l have t h i r t y (30) days from the date of 
t h i s notice to e i t h e r submit your porportionate share of the 
dry hole costs f o r said w e l l (as per the attached AFE) i f you 
elect t o p a r t i c i p a t e f o r your proportionate i n t e r e s t , or 
proceed t o go Non-consent and be subject to the penalties as 
set f o r t h i n the enclosed Operating Agreement. 

Your f a i l u r e to respond by submitting a check to us f o r your 
porportionate share w i t h i n the t h i r t y (30) day period s h a l l 
constitute your e l e c t i o n t o proceed Non-consent i n the 
subject w e l l pursuant to A r t i c l e V I , Section B, Paragraph 2a 
& 2b, of the Operating Agreement. 

I f you have any questions regarding the enclosed o f f e r and/or 
notice of i n t e n t t o d r i l l , or need a d d i t i o n a l information, 
please do not hesitate t o contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 

RAD:lam 

Enclosures: Operating Agreement 
AFE - O.G. State #2 Well 
TPvVi -i Vi-i +• » 



EXHIBIT "A" 

The following i s a l i s t of Working Interest Owners on the 
O.G. State Lease, Section 9, Township 11 South, Range 33 
East, Lea County, New Mexico. Said l i s t of Working Interest 
owners includes those percentages of after payout ownership 
of the O.G. State #1 Well and percentage of ownership 
participation in the 0. G. State No. 2 Well. 

Percent 
Working Interest Owner After Payout 

Kent Cearley 1.00% 
Patsy D. Green .50% 
Lt. Col. Michael Chisick .50% 
Steve Chisick 1.00% 
The McAnnelly Interest/B. Wilson 1.00% 
Annette C. Mills .50% 
Ken K. Kirby 3.00% 
Jim Starrak 1.00% 
Susan Turner 1.00% 
Robert A. Harris .50% 
Jess Love 1.00% 
Team Exploration, Inc. 1.00% 

TOTAL 12.50% 



ST TA ENERGY RESOURCES CORPO! ION 

A F E 
LBO NEW MEXICO, I N C . 

PARTMENT: L B 0 N E W MEXICO, INC . AFE No.: 891020 

LL NAME : Q T A T F n n U? COUNTY / STATE: LEA COUNTY , NEW MEXICO 
CATION : Sec. 9, T11S. R 33E n i 3 > p f p H . n > 0 0 0 ' — New W e l l 
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * 

STIF1CATI0N FOR EXPENDITURE 

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * 

DRY HOLE TANGIBLE INTANGIBLE TOTAL 

Surface Costs - Locat ion, Roads, LSR Damage, Clean-Up | | 15,000 | 15,000 
Conductor Pipe - D r i l l i n g -Cementing-included i n Turnkey I. 1 - 1 -
D r i l l k ig - Per Day: Turnkey Per f t . : Mob/Demob: | 1 263,265 1 263,265 
Mud, Chemicals Water - Included i n Turnkey j 1 - 1 -
Surface Casing - Accessories & Service: included i n Turnkey | - I - I -
Cement & Services - Surface Casing - Included i n Turnkey j - j - j -
Intermediate Casing - Accessories & Service-Included in Turnkey - j - j -
Intermediate Casing - Cement & Service - Included in Turnkeyj - | - | -
B i t s , Reamers, BHA & Coring - Included in Turnkey | 1 ~ 1 — 
Insurance - P/A Bond 1 1 12,000 I 12,000 
Logging I 1 12,000 1 12.000 
Equipment Rentals - Surface: Sub-surface: | 1 5,000 1 5,000 
Fuel - Included i n Turnkey | 1 ~ 1 -
D r i l l Stem Testing & Analysis: I j rz.uuu " " j " 12.U0TJ 
Wellhead 1 2,000 1 - 1 2,000 
Geological & Engineering Supervision j 1 18,000 1 18,000 
D r i l l i n g Overhead & Communication - included m iurnkey j 1 - 1 -
Misc. & Contingencies j 1 5,000 1 5,000 
Abandonment I I 10,000 1 10,000 

IU1AL DRY HOLE COSIS | 2,000 1 352,265 | 354,265 
* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * 

COMPLETION 

Production Casing & Accessories | 45,000 | - 45,000 
Cement & Services - Production Casing j j 12.0UU 12.U00 
Tubing I 20,000 1 - 20,000 
Rig Completion | 1 25,000 25,000 
Logging _ Per forat ing 1 1 5,000 5,000 
Rracinp - Acid iz ine I 1 29,000 29,000 
Trucking & Hauling I 1 1,500 1,500 
Rods 1 14,000 j - 1 14,000 
Water ' -\ | - 1 5,000 I 5,000 
Equipment Rentals - Labor - Services ••• • - I | 21,000 j 21,000 
Testing & Analysis | | 1,000 | 1,000 
Overhead & Administrat ion - Engineering - Geology | 1 10,000 | 10,000 
Miscellaneous Completion Costs | 1 5.000 1 5.000 

TOTAL COMPLETION COSTS | 79,000 | 114,500 | 193,500 
i * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * 

FACILITIES 
Line Pipe | 1 0 ' 0 0 0 , - • 10,000 

Ireater / lanks | 22,000 j - | 22,000 
Labor | 1 2.000 1 2,000 
Battery Costs | _ | _ 1 _ 
wellhead | 2.000 I _ 1 2,000 
Pump Equipment | 20,000 1 _ 1 20,000 
Pump Engine or Motor j 3,000 I _ 1 3,000 
Miscellaneous | 2,000 1 - ! 2,000 

TOTAL FACILTIES COSTS | 59,000 | 2,000 | 61,000 

I r * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * ^ * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * 

TOTAL TANGIBLE AND INTANGIBLE COST 140,000 468,765 608,765 
DIVISION OF INTEREST A T O T T 

TOTAL A.F.E. 

>R0P0SED BY: 
)ATE: 

PARTNER APPROVAL: 

PARTNER: 

DATE: 

DEPARTMENT APPROVAL: 

DATE: 
MGMT. APPROVAL 

DATE:* y^XDcry/Kf 
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FORM 610- 1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

A p r i l 1 iQ 89 

OPERATOR LBO NEW MEXICO, INC. 

CONTRACT AREA State 0. G. Lease - Section 9, Township l i s 

Range 33 E . 

COUNTY-QR PARISH OF L e a STATE OF N e w M e x i c o 



"»H; • Mtxlcl !;<»ttn • h'crating A^rccin'*'r,t 

CyiDANCK fN THF. PREPARATION OF THIS AGREEMENT: 

1. Title Page: Fill in blanks as applicable. 

2. Preamble, Pane I : Enter name of Operator. 

3. Article It - Exhibits: 
(a) Indicate Exhibits to he attached. 

(h) If it is desired that no reference he made to non discrimination, the reference to Exhibit "P" should be deleted. 

4. Article IIT.fl. - Interests of Parties in Cost and Production: Enter royally fraction as agreed to by parties. 

Article IV.A. - Title Examination: Select option as agreed lo by the parties. 

6. Article IV.H. - l̂ oss of Title: If "Joint Loss" of Title is desired, Ihe following changes should be made: 

(a} Delete Articles IV.H.I and IV.n.2. 
(b) Article IV.It.3 - Delete phase "other than those set forth in Articles IV.II.I . and IV.n.2 above." 
(c) Article VI!.F.. - Change reference at end of the first grammatical paragraph from "Article IV.n.2" to "Article IV.B.3." 
(d) Articlc X. - Add as ihe concluding sentence • "All claims or suits involving title to any interest subject to this agreement shall be 

treated as claim or a suit against all parties hereto." 

7. Article V - Operator: Enter name of Operator. 

8. Article Vl.A - Initial Well: 

(a) Date of commencement of drilling. 
(b) Location of well, 
(cj Obligation depth. 

Article Vl.n.2.fM - Subsequent Operations: Enter penalty percentage as agreed lo by parties. 

10. Article VI.C. - Taking Production in Kind: If a Gas llatuncing Agreement is not in existence nor attached hereto as Exhibit "E", then use 
Alternate Page H. 

11. Article Vtl.D.l. • Limitation of Expenditures: Select option as agreed to by parties. 

12. Article V1I.D.3. - Limitation of Expenditures: Enter limitation of expenditure of Operator for single project and amount above which 
Operator may furnish information AIM?. 

13. Article IX. • Internal Revenue Code Election: Delete this article in the event the agreement is a Tax Partnership and Exhibit " 0 " if 

attached. 

14. Article X. - Claims and Lawsuits: Enter claim limit as agreed to by parties. 

15. Article XIII. - Term of Agreement: 

(a) Select Option as agreed to by parties. 

(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. • 

16. Article XIV.n. • Governing ljtw: Enter state as agreed to by parties. 

17. Signature Page: Enter effective date. 
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! 3 - Model Form Operating Agreemr „ 

j OPERATING ACREEMENT 
•> 
I .^n,^x.,K,f i- LBO New Mexico, I n c . , a New 
3 Till?? AGREEMENT, entcrec" into by ami between I 1 
4 M e x i c o c o r p o r a t i o n hereinafter designated and 
5 referred to as "Operator", ami the signatory party or parties oilier than Operator, sometintcs hereinafter referred to individually herein 
6 as "Non-Operator", and collectively as "Non-Operators'*. 
7 
ft WITNESSETH: 
0 

10 WHEREAS, the parties lo this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
II Exhibit "A", and tlte parties hereto have reached an agreement lo explore and ttevclnp these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
14 NOW. THEREFORE, it is agreed as follows: 
15 
16 ARTICLE!. 
17 DEFINITIONS 
IR 
10 As used in this agreement, the following words and terms shall have the meanings here ascribed In them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghcad gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit Ihe inclusiveness of this term is specifically stated. 
2? R. The terms "oil and gas lease", "lease" ami "leasehold" shall mean the oil and gas teases covering tracts of land 
23 lying within the Contract Area which arc owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
2n D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended lobe 
27 developed ami operated for oil and gas purposes muter this agreement. Such lands, oit and gas leasehold interests ami oil and gas Interests 
28 are described in Exhibit "A". 
20 E. The term "dritling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unil is not fixed by any such rule or order, a drilling unil shall be the drilling unit as establish* 
31 ed hy the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsitc" shall mean the oil and gas tease or interest on which a proposed welt is to he located. 
33 G. The terms "Drilling Party" and "Consenting Parly" shall mean a parly who agrees to join in nnd pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE II. 
42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, arc incorporated in and made a part hereof: 
45 fjJLA. Exhibit "A", shall include the following information: 
46 ' U ) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 f5) Addresses of parties for notice purposes. 
51 • B. Exhibit "B", Form of Lease. 
52 £i.C. Exhibit " C " , Accounting Procedure. 
53 • D. Exhibit "D", Insurance. 
54 • E. Exhibit " E " . Gas Balancing Agreement. 
55 • F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 11 G. Exhibit "G", Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " nnd "G", is inconsistent with any provision contained ln the body 
58 of this agreement, tlte provisions in the h»xly of this agreement shall prevail. 59 
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! ARTICLE III. 
2 INTERESTS OF PARTIES 

3 
4 A. Oil *and Cns Interests: 
5 
ft II'any party owns an oil anil gas interest in the Contract Area, that interest shall IK* treated for all purposes of this agreement 
7 ami during the term hereof as if it were covered hy the form of oil and gas lease attached hereto as Exhibit " It", aw! the owner thereof 
8 shall he deemed to own both royalty interest in such lease and the interest of the lessee thereunder. 
9 

10 It. Interests of Purl tat In Costs nnd Production: 
It 
12 Unless changed hy other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
I 3 paid, and all ei|iiipinent and materials acquired in operations on the Contract Area shall IK* owned, hy the parties as their interests arc set 
14 forth in Exhibit "A".-In the name manner, the parlies shttll also own uH-pfoduetiim of oil nnd gas- from the ContriK'l Area subjert to tlx 

15 - pwytwm nf mynllii'i lo lln» f nli-nl of wliinli iihalt h* horn* n« h«r»in«fl«t «»t forth. • 

16 

17 Regardless of which parly has contributed the leasc(s) and/or oil and gas inlerest(s) hereto on which royalty is due and 
IH payable, each party entitled lo receive a share of production of oil and gas from the Contract Area shall hear and shall pay or deliver, or 
I'l cause to he paid or delivered, lo the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 ittltcr panics free fioni any liability therefor. No parly shall ever Ix? responsible, however, on a price basis higher than the price received 
21 hy such party, lo any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affecled lease shall hear Ihe additional royalty burden attributable 
23 to such higher price. 
24 
25 Nothing contained in this Article III.B. shall he deemed an assignment or cross-assignment of interests covered hereby. 
2ft 
27 C . Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if Ihe interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article lll.n., such party so 
31 burdened shall assume ami alone bear all such excess obligations and shall indemnify and hold the other panics hereto harmless from any 

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

33 
34 D. Subsequently Created Interests: 
35 
36 If any party should hereafter create an overriding royally, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement ami is noi set forth in Exhibit "A", or 
3ft was not disclosed in writing lit all oilier parlies prior to the execution of ibis agreement by alt parties, or is not a jointly acknowledged and 
39 accepted obligation of all parlies (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 lo as "burdened party"), and: 
42 
43 I. If the burdened party is required under Ibis agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assign* 
45 menl and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and 
4ft save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the 
47 subsequently created interest; and, 
4H 
49 2. If the burdened parly fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. 
50 shall he enforceable against tlte subsequently created interest in the same manner as they are enforceable against the working 

51 interest of the burdened party. 

52 
53 ARTICLE IV. 
54 T I T L E S 
55 
5ft A. Title Examination: 
57 
5X Title examination shall IK- made on the driltsite of any proposed well prior to commencement of drilling operations or, if 
VJ lite Drilling Parties so request. title examination shall IK? made on the leases and/or oil and gas interests included, or planned lobe includ-
U\ ed, in the drilling unil around such well, 'lite opinion will include ihe ownership of the working interest, minerals, royalty, overriding 
ft I loyally and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 
'•2 gas interests lo llie drillsile, or lo IK- included in such drilling unil, shall furnish to Operator alt abstracts (including federal lease status 
ft3 reports), title opinions, title papers ami curative material in its possession free of charge. All such information not in the possession 
M nl or made available lo Operator by the parlies, but necessary for the examination of the title, shall be obtained by Operator. Operator 
ft5 shall cause title to be examined by attorneys on its staff or Ity outside attorneys, copies of all title opinions shall be furnished to each party 
ftft hereto, 'lite cost incurred hy Operator in this title program shall be borne as follows: 
67 
6K I I Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
69 shtil-in gas royally opinions ami division order title opinions) shall be a part of the administrative ovcrltead as provided in Exhibit " C " , 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 
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ARTICLE !V 
continued 

1 ( I Option No. 2: Costs' incurred by Operator in procuring abstracts nnd fees paid outside attorneys for title examination 
2 (including preliminary, sopplemenial. shut-in pas royally opinions ami division order title opinions) shall he home hy the Drilling Parties 
.1 in the proportion that tlte interest of each Drilling Party hears to the total interest of all Drilling Parties as such interests appear in F.x-
4 hihil "A". Operator shall make no charge for services rendered Ity its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 
7 Each (tarty shall he responsible for securing curative matter and pooling amendments or agreements required in connection 
R with leases or oil and gas interests contributed by such pany. Operator shall Ite responsible for the preparation ami recording of pooling 
0 designatiitns or declarations as well as the conduct ttf bearings before governmental agencies for the securing of spacing or pooling orders. 

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

II 
12 No well shall he drilled on the Contract Area until after (I) the title to the driltsitc or drilling unit has been examined as above 

13 provided, ami (2) the title has been approved by the examining attorney or title has been accepted hy all of the parties who are to par-

14 ticipate in the drilling of the well. 
15 
16 T». Uss or Title: 
17 
IR 1. Pail nrc ofTitle: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which IOM 
1° results in a reduction of interest from that shown on Exhibit "A", the party contributing the affected lease or interest shall have 
20 ninety I'M) days from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title 
21 failure, which acquisition will not IK* subject to Article VIII.11.. and failing lo do so. this agreement, nevertheless, shall continue 
22 in force as to all remaining oil and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall Itear alone the entire toss ami it shall not be 
24 entitled to recover from 0|terator or Ihe other panics any development or itperating costs which it may have theretofore paid or incurred. 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure: 
26 (m) There shall IK* nit retroactive adjustment of expenses incurred or revenues received from the operation of the interest 
27 which has been lost, but the interests of the parties shall IK* revised on an acreage basis, as of the lime it is determined finally that 
2R title failure has occurred, sit that ihe interest of ihe party whose lease or interest is affected by the title failure will thereafter be 
2") reduced in ihe Contract Area by the amount of the interest lost; 
30 (c) tf lite proportionate interest of die oilier parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, lite party whose title Itas failed shall receive the priK'eeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has tK*en reimbursed for unrccovcred costs paid by it in connection with such 

33 well; 
34. (d) Should any person not a (tarty to this agreement, who is determined to he the owner of any interest in the titte which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore ihe COM which are so refunded; 
37 (el Any liability to account to a third party for prior production of oil anil gas which arises hy reason of title failure shall he 
3R home by ihe party or parties whose titte failed in the same proportions in which they shared in such prior priHluction; and, 
39 (f) No charge shall IK* made lo the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed hy any party hereto, it being the intention of the parties hereto that each shall defend title lo its interest and bear all expenses in 

41 connection therewith. 
42 

43 2. Lusshy Non-Paymenl_or_Erroiieous Paymentof Ainounl_Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royally or royally payment, is not paid or is erroneously paid, ami as a result a lease or interest therein terminates. 
45 there shall IK* no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 pyment secures a new lease covering the same interest within ninety (901 days from the discovery of the failure to make proper payment, 
47 which acquisition will not IK* subject to Article Vlll.lt., Ihe interests of the parties shall be revised on an acreage basis, effective as of the 
4M date of termination of the lease involved, and the party who laded lo make proper payment will no longer be credited with an interest in 

49 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 
50 required payment shall not have Iwcn fully reimbursed. al the lime of the loss, from the proceeds of the sale of oil ami gas attributable 10 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrccovcred actual costs theretofore paid hy it (hut not for its share of the cost of any dry hole previously drilled 
53 or welts previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) PriK'eeds of oil and gas. less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
5ft (b) Proceeds, less itperating expenses, thereafter accrued attributable lo ihe lost interest on an acreage basis, of that portion of 
57 oil ami gas thereafter prodiK-cd anil marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
5H termination, would IK* attributable lo the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion ol the oil ami gas to lie contriltutctl by Ihe oilier parties in proportion lo their respective interests; and. 
ft/) (c) Any monies, up lo the amount of unrecovered costs, that may lie paid by any party who is. or becomes, the owner 
ftl of the interest tost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
ft2 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.P.. I . and IV. 11.2. above, shall be joint losses 
64 ami shall IK* borne Ity all parties in proportion to their interests. There shall he no readjustment of interests in the remaining portion of 
A < »1,„ r \ , i i t r t i i . | A r i * * i 
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1 ARTICLE v. 
2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 

* LBO New Mexico, I n c . . .. . 
6 _ shall he the 
7 Operator of Ihe Contract Area, and shall conduct and direct and have full control of all operations on Ihe Contract Area as permitted and 
R required hy. and within the limits of this agreement, ll shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 
12 It. Resignation or Removal of Operutnr and Selection or Successor: 
13 
14 I. Resignation or Removal_ofjOr«raior: Operator may resign at any time hy giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 
16 serving as Operator, Operator shall be deemed to have resigned without any action hy Non-Operators, except the selection of a 
17 successor. Operator may he removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is 
IR placed in receivership, by the affirmative vote of two (2) or more Non-Operators owning a majority interest hased on ownership 
t9 as shown on Exhihit "A" remaining after excluding ihe voting interest of Operator. Such resignation or removat shall not become 
20 effective until 7:00 o'clock A.M. on the first day of the calendar month following the expiration of ninety (90) days after the giving 
21 of notice of resignation hy Operator or action by the Non-Operators lo remove Operator, unless a successor Operator has been 
22 selected and assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal, shall he 
23 hound by the terms hereof as a Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's 
24 interest to any single subsidiary, parent or successor corporation shall not he the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removat of Operator, a successor Operator shall be selected hy 
27 the parties. The successor Operator shall be selected from the parlies owning an interest in the Contract Area at the time such successor 
2R Operator is selected. The successor Operator shall t>e selected hy the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhihit "A"; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, tlwr successor Operator shall be selected hy the affirmative wile of two (2) or more parties owning a majority interest based 
31 on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 
32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, ami ihe Itours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
3R D. Drlttlng Cnnlrncts: 
39 
40 AH wells drilled on the Contract Area .shall he drilled on a competitive contract basis at the usual rates prevailing in the 
41 area, tf it so desires. Operator may employ its own tools ami equipment in the drilling of wells, hut its charges therefor shall not 
42 exceed the prevailing rales in the area and the rate or such charges shall he agreed upon by the parties in writing before drilling 
43 operations arc commenced, and such work shall be performed hy Operator under the same terms and conditions as are customary 
44 and usual in the area in contracts of independent contractors who are doing work of a similar nature. 
45 
46 
47 
4R 
49 ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 
51 
52 A. Initial Well: 
53 
54 On or before the l s t day of A p r i l . !9_JL? Operator shall commence the drilling of 
55 a well for oil and gas at the following location: 
56 

5 7 NESW of Section 9, Township l i s , Range 33E 
Lea County, New Mexico 

59 
60 and shall thereafter continue the drilling of the well with due diligence to 

2̂ Test the Wolfcamp zone at a depth of 8700' below the 
ft1 surface of the ground. 
64 

65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is cn-
66 countered at a lesser depth, or unless all parlies agree to complete or abandon the well at a lesser depth. 
f\7 

6H Ofierator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and 
69 gas in quantities sufficient lo lest, unless this agreement shall l>e limited in its application lo a specific formation or formations, in which 
70 event Operator shall he reqtiired to test only the formation or formations to which this agreement may apply. 
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1 If, in Operator's judgment, Ihe well will noi produce oil or gns in paying quantities, nnd il wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.P..I. shall thereafter apply. 
3 
4 
5 
6 n. Subsequent Operations: 

7 
K I. Proposed Operations: Should any parly hereto desire lo drill any well on the Contract Area oihcr than the well provided 
«> for in Article VI. A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned hy all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 oilier panics wriiien notice of die proposed operation, specifying the work to lie performed, the location, proposed depth, objective forma-
12 tion anil the estimated cost of the operation. The parlies receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing lo do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by tetephnne and the response period 
15 shall be limited to forty-eight (4R) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice 
16 to reply within the period above fixed shall constitute an election hy that parly not to participate in the cost of the proposed operation. 
17 Any notice or response given hy telephone shall be promptly confirmed in writing. 
IR 
19 
20 
21 If all panics elect to particiaptc in such a proposed operation. Operator shall, within ninety (00) days after expiration of the notice 
22 periixl of thirty (30) days (or as promptly as possible al ter the expiration of the forty-eight (4R) hour period when a drilling rig is on loca-
23 tion. as ihe case may he), actually commence the proposed operation ami complete it with doe diligence al the risk ami expense of all par-
24 ties hereto; provided, Imwcver, said commencement dale may I * extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in ihe sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or lo complete 
27 title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
2R cle XI. if the actual operation has not been commenced within the lime provided (including any extension thereof as specifically 
20 permitted herein) and if any party hereto still desires lo conduct said operation, written notice proposing same must be resubmitted 
30 to the other parties in accordance with the provisions hereof as if no prior proposal had been made. 

31 
32 
33 
34 2. Operations byj.ess than_AJI_Parlies: If any party receiving such notice as provided in Article Vl.n.t. or VII.D.I. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order lo be entitled to the benefits of this Article, Ihe party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (00) days after the expiration of 
37 the notice periixl of thirty (30) days (or as promptly as |x>ssihle after the expiration of the forty-eight (4R) hour period when a drilling 
3R rig is on location, as the case may be) actually commence the proposed operation and complete il with due diligence. Operator shall 
30 perform all work for the account of the Consenting Parlies; provided, however, if no drilling rig or other equipment is on toca'tion, 
40 and if Operator is a Non-Consenting Pany, the Consenting Parties shall either: (a) request Operator lo perform the work required 
41 hy such proposed operation for the account of ihe Consenting Parties, or (b) designate one (I) of the Consenting Panics as Operator 
42 to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant to this Articte Vl.B.2., shall 
43 comply with all terms and conditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
4R notice periixl, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to wliethcr the Consenting. Parties should proceed with the operation as proposed. Rach Consenting Party, within forty-eight (4R) hours 
50 (exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) 
51 limit participation lo such party's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' 
52 interests, and failure to advise the proposing parly shall he deemed an election under (a), tn the event a drilling rig is on location, 
53 the time permitted for such a response shall not exceed a total of forty-eight (4R) hours (inctusjve of Saturday, Sunday and legal 
54 holidays). The proposing party, nl its election, may withdraw such proposal if there is insufficient participation and shall promptly 

55 notify all parties of such decision. 

56 
57 
S.R The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under Ihe terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
Ml operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 II such an o[x'ralion results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 vile cost, risk ami expense. If any well drilled, reworked, ilcc|x.*ncd or plugged back under ihe provisions of this Article results in a pro-
63 duccr of oil ami/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk. 
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t 

1 ami the well shall then lie turned over ro Operator ami shall he operated hy it at the expense and for Ihe account of the Consenting Par-
2 ties. Upon commencement of operations tor the ilrillini'., reworking, deepening or plugging hack of any such well hy Consenting Panics 
.1 in accordance with ihe provisions of iliis Anicle, each Non-ConxeniingParty shall lie deemed lo have relinquished lo Consenting Parties. 
4 and the Consenting Parlies shall own and he entitled lo receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royally and other in-
7 tcrcsts not excepted hy Article 1II.D. payable out of or measured hy the production from such well accruing with respect to such interest 
8 until it reverts) shall equal the total of the following: 
9 

10 
11 300% 
12 (a) lOtWd of each such Non-Consenling Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to. slock tanks, separators, t renters, pumping equipment and piping), plus 100% of each such 
M Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert lo it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will he that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
J9 
20 
21 (hi 3 0 0 f y , ,»f tlt.it portion of the costs and expenses of drilling, reworking, deepening, plugging hack, testing and 
22 completing, after deducting any cash contributions received under Article V I I I . C . and ."3 Of) % of that portion of the cost of 
23 newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable to such Non-
24 Consenting Party if it had participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in dny re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied 
30 that is conducted at any time prior to full recovery by ihe Consenting Parties of the Non-Consenting Party's recoupment account, 
3t Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of ihe cost of opera-
32 tion of said well and there shall be added lo the sums to be recouped by the Consenting Parties one hundred percent (10076) of 
33 that portion of the costs of the reworking or plugging back operation which would have been chargeable to such Non-Consenting 
34 Party had it participated therein. If such a reworking or plugging hack operation is proposed during such recoupment period, the 

35 provisions of this Article VI.T). shall he applicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the periixl of lime Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom, Consenting Parties shall he responsible for the payment of all production, severance, excise, gathering and other 

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

42 hy Article 1II.D. 

43 
44 
45 
Aft In the case of any reworking, plugging hack or deeper drilling operation, the Consenting Parties shall he permitted to use. free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 
53 Within sixty (60) days after ihe completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parlies shall furnish each Non-Consenting Party with an inventory of ihe equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging hack, testing, completing, and equipping the well for production; or, at 
5ft its option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. I:.ach month thereafter, during the lime the Consenting Parties are luring reimbursed as provided alxive. the party conducting the 
5K operations for the Consenting Parties shall furnish the Non-Consenting Parlies with an itemized statement of all costs and liabilities in-
59 curred in ihe o|H.-ratinn of the well, together with a statement of ihe quantity of oil and gas prixtuccd from it and the amount of proceeds 
Wt reati/ed from the sale of the well's working interest production during the preceding month. In determining the quantity of nit and gas 
ft I produced during any month. Consenting Parlies shall use industry accepted methods such as, hul not limited to, metering or periodic 
ft2 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 
ft3 which would have been owned by a Non-Consenting Party had it participated therein shall he credited against the total unreturned costs 
64 of ihe work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
ft5 above provided; and i f there is a credit balance, it shall lie paid lo such Non-Consenting Party. 
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> 

1 If ami when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for ahove. 

2 the relinquished inicresis of such Non-Consenling Parly shall aiitotualically revert to it, and, from and after such reversion, such Non-

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

4 therefrom as such Non Consenting Party would have Iven entitled lo had il participated in ihe drilling, reworking, deepening or plugging 

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

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

7 

8 
0 

10 Notwithstanding the provisions of this Aiticle V I . 11.2., il is agreed that without the mutual consent of all panics, no wells shall 

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

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

13 

14 

15 
I n The provisions of this Article shall have no application whatsoever lo ihe drilling of the initial well described in Article Vt .A . 

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

18 after it has been drilled lo the depth specified in Article VI .A. i f it shall thereafter prove to tie a dry hole or, if initially completed for prr> 

19 duction, ceases to produce in paying quantities. 

20 

21 
22 
23 3. Stand-Ily Time: When a well which has been drilled or deepened has reached ils authorized depth ami all tests have been 

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

25 reworking, deepening, plugging back or completing operation in such a well shall lie charged and home as pan of the drilling or deepen-

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

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

28 matical paragraph of Article V I . 11.2, shall lie charged to and Ixtrne as part of the proposed operation,but if the proposal is subsequently 

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

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

31 tics. 

32 
33 

34 

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

3ft also be applicable to any proposal to direct tonally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein called "sidetracking"), unless done to straighten ihe hole or lo dri l l around junk in ihe hole or because of other 

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

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

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

41 

42 

43 

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

45 the initial dril l ing of the well down to the depth at which the sidetracking operation is initiated. 

46 

47 
48 
49 (h) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

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

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

52 

53 

54 

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

56 shall he limited to forty-eight (4K) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request 

57 ami receive up to ciglu (H) additional days after expiration of the forty-eight (48) hours wilhin which to respond hy paying for all stand-by 

58 lime incurred during, such extended response period. If more than one party elects to lake such additional time to respond to the notice. 

59 standby costs shall In- allocated between ihe parties taking additional lime to respond on a day-to-day basis in the proportion each electing 

60 party's interest as shown on Exhibit " A " hears lo the total interest as shown on Exhihit " A " of all the electing parties. In all other in-

61 stances the response period to a proposal for sidetracking shall I K limited In thirty (30) days. 

62 

63 
M 

65 • C. T A K I N f i - P R O m i C T I O N I N - K I N D : — 
Aft 

67 Each party shall take in kind or separately dispose of its proportionate share uf all nil ami ga.i produced f r r i m t h t e j m l ^ 

68 exclusive of production which may be used in development and proiludngjopcrjilioni^ml-frfTnTpTiring andlrcating oil and gas for 

69 marketing purposes aiidjuwluciioiLuiuvoidit^ incurred in the taking in kind or separate disposition by any 

70 pun/ uf lis piopoHHHHM* 'imirnof the produmiiui. Until tin horn* hy wiuh parly. Any parly Inking iiiHilwr» »f pnulmttinn in kind nhall ba 

7 
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1 icqniiid in I'.iy fur only in proportionate-.ihiirc of .inch part of OpcnilorV surface fucililiea which il uses. * 

.1 Each pany shall execute such division orders and contracts as may lie necessary for Ihe sale of its interest inj)rj»cluciion from 
4 the Contract Area, and, cxecpt as provided in Article VII.H.. shall he entitled to receive payment directly from th>ptuchaser thereof for 

5 its share of all production. 

7 In the event any party shall fail lo make the arrangements necessary lo take in kiijd>>r1jeparately dispose of its proportionate share 

R of the oil produced from Ihe Contract Area. Operator shall have the right. suhjemrt-tlu: revocation al will hy the party owning it. hut not 
0 the obligation, to purchase such oil or sell il to others al any lime and fnjjJKfnie to time, for the account ofthe non-taking party at the 

10 hesi price ohiainahle in the area for such production. Any such mjretfase or sale hy Operator shall be subject always to ihe right ofthe 
I t owner of the production to exercise at any lime its righj^rtake in kind, or separately dispose of, iis share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale hvOpttfaior of any other party's share of oil shall be only for such reasonable periods of 
13 time as are consistent with the minimum mynKof the industry under the particular circumstances, hut in no event for a period in excess 
14 of one (H year. 
15 

lo In the evejy^rieor more parlies' separate disposition of its share ofthe gas causes split-stream deliveries to separate pipelines 

17 ami/or delivj^rflfwhieh on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas 

IR salesjrtlie allocated lo it, the balancing or accounting between the respective accounts of the parties shnll be in accordance with any 

10 ^fwit hnlnneing agreement between lire parties hereto, whellwr• swell nn agreement is nllnehed as Exhibit "la", or is a separate agreement-» 

20 

21 R. Access tn Contract Arcn nnd Information: 

23 Each party shall have access lo the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
2-1 and shall have access al reasonable limes to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each ofthe other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well togs, tank tables, daily gauge and run tickets and reports of stock on hand at the 
27 first of each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The 
28 cost of gathering ami furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator 
20 that requests the information. 

30 
31 V.. Abandonment nf Welts: 
32 
33 I. Abandonment of Drylloles: Except for any well drilled or deepened pursuant to Article Vl.B.2., any well which has been 
34 drilled or deepened under the terms of ibis agreement and is proposed to lw completed as a dry hole shall not he plugged and abandoned 

35 without the consent of all patties. Should Operator, after diligent effort, he unable to contact any party, or should any party fail to reply 
36 within forty-eight (-18) hours (exclusive of Saturday, .Sunday ami legal holidays) after receipt of notice ofthe proposal lo plug ami abandon 
37 such well, such party shall he deemed to have consented lo the proposed abandonment. AH such wells shall be plugged and abandoned 
38 in accordance with applicable regulations and at the cost, risk and expense ofthe parlies who participated in the cost of drilling ordcepen-
30 ing such well. Any party wlwi objects In plugging and abandoning such well shall have the right lo take over the well and conduct further 
40 operations in search of oil and/or gas subject In the provisions of Article VI.It. 

41 
42 2. Abandonment ofWells lhalhave .Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which ihe Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed 
44 as a producer shall not be plugged and abandoned without the consent of all parlies. If all parties consent to such abandonment, the well 

45 shall lie plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If , 

46 within thirty (30) days after receipt of notice of Ihe proposed abandonment of any well, all parties do not agree lo tlte abandonment of such 

47 well, those wishing to continue its operation from the inlerval(s) of the fonnalion(s) then open to production shall lender to each ofthe 

48 other parties its proportionate share ofthe value ofthe well's salvablc material and equipment, determined in accordance with the provi-

40 \ions of Exhibit " C " , less the estimated cost of salvaging and Ihe estimated cost of plugging and abandoning. Each abandoning 

50 party shall assign the non-abandoning parlies, without warranty, express or implied, as to title or as to quantity, or fitness for use 

51 ofthe equipment ami material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, 

52 but only as to, the interval or intervals of the formation or formations then open to production. If the interest of the abandoning party 

53 is or includes an oil and gas interest, such party shall execute and deliver lo the non-abandoning party or parties an nil and gas lease, 

54 limited to the interval or intervals of the formation or formations then open to production, for a term of one (I) year and so long thereafter 

55 as oil and/or gas is produced from the interval or intervals of lite formation or formations covered thereby, such lease to he on the form 

56 attached as Exhibit 
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ARTICLE VI 

continued 

1 " I t " . The assignments or teases so limited shall encompass the "drilling unil" upon which the well is located. The 
2 payments hy, and the assignments or teases to, Ihe assignees shall IK- in a ratio hased upon the relationship of their respective percentage 
3 of participation in the Contract Area lo the aggregate of ihe percentages of participation in the Contract Area of all assignees. There 
4 shall he no readjustment of interests in Ihe remaining portion of the Contract Area. 
5 
ft Thereafter, ahaiulouing parties shall have no further responsibility, liability, or interest in the operation of or production from 

7 ihe well in the interval or intervals then open other than the royalties retained in any lease made tinder the terms of this Article. Upon re-

8 quest, Operator shall continue lo operate the assigned well for the account ofthe non-abandoning parties at the rates and charges con-
o templated by ibis agreement. plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment ofthe producing intcrval(s) assigned or teased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pn> 

12 visions hereof. 

13 
14 3. Ahatulonmeiuj^f^ The provisions of Article VI.F..I . or V1.E.2. above shall be applicable as 
t5 Iviween Consenting Parties in the event ofthe proposed abandonment of any well excepted from said Articles; provided, however, no 
In wet) shalt Ite permanently plugged and abandoned unless and until all parties having the right tn conduct further operations therein have 
17 been noli Tied of the proposed abandonment ami afforded the opportunity to elect lo take over the well in accordance with the provisions 
18 of this Article V l . f i . 
19 

20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 
23 A. Liability of Purl les: 
24 

25 Tlte liability of ihe parties shall Ite several, mil joint or collective. Each party shall I K responsible only for its obligations, and 

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

27 among the parties in Article VII.ft. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liahle as partners. 
20 
30 R. Liens and Payment Defaults: 
31 
32 Each Non-0|Kralor grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment nf ils share of expense, logclher with interest thereon 
34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-

36 taining nf judgment by Operator for Ihe secured indebtedness shall not I K deemed an election of remedies or otherwise affect the tien 
37 rights or security interest as security for the payment thereof, tn addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shalt have the right, without prejudice lo other rights or remedies, to collect from Ihe purchaser the proceeds from 
30 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. .Each 
40 purchaser shall be cnlillcd to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable lo pay its share of expense within sixty (60) days after rendition of a statement therefor hy 
44 Operator, the non-defaulting parlies, including Operator, shall, upon request hy Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party tKars lo the interest of all such parties. Each party so paying its share of the unpaid amount shall, lo obtain 
46 reimbursement thereof, he subrogated to the security rights dcscrilKd in Ihe foregoing paragraph. 
47 

48 C. Payments and Accounting: 

40 
50 Except as Itcrein otherwise specifically provided. Operator shall promptly pay ami discharge expenses incurred in the develop-
51 mem and operation ofthe Contract Area pursuant lo ibis agreement and shall charge each of the parties herein with their respective pro 
52 ponionatc shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder, 

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

54 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties paymcnl in advance 
56 of their respective shates of ihe estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
S.7 month, which right may I K exercised only by submission lo each such party of an itemized statement of such estimated expense, together 
5K with an invoice lor ils share thereof. Each such statement and invoice for ihe payment in advance of estimated expense shall be submitted 
50 on or More the 20th day of the next preceding month. Each party shall pay lo Operator ils proportionate share of such estimate within 
60 filiccn (15) tlays alter such estimate ami invoice is received. If any party fails to pay its share of said estimate within said time, tlte amount 

61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall I K made monthly between advances ami actual ex-

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

63 

64 D. Limitation of Expenditures: 

65 

66 I . l5rilljw_Deepen: Without the consent of all parties, no well shall I K drilled or deepened, except any well drilled or deepened 
67 pursuant to the provisions of Article VI.D.2. of this agreement. Consent to the drilling or deepening shall include: 
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1 J9 °[l(fJ nJ^ , >iJL : A " necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 
2 necessary tankage and/or surface facilities. 
3 
4 O Option No. J?: All necessary expenditures for Ihe drilling or deepening and testing of the well. When such well has reached ils 

5 authorized depth, and all tests have K-en completed, and the results thereof furnished to the parties, Operator shall give immediate notice 

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

7 (4K) lwmrs (exclusive ol* Saturday, Sunday and legal holidays} in which to elect to participate in tlic setting of casing ami the completion at-
R tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
0 eluding necessary tankage anil/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

|0 constitute an election hy thai party not lo participate in the cost of the completion attempt. If one or more, hut less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.It.2. hereof (the phrase "reworking, deepening or plugging 

12 hack" as contained in Article VI.n.2. shall he deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than atl parlies. 
14 
15 2. Kework or Plug Hack: Without ihe consent of all parties, no well shall Iv reworked or plugged kick except a well reworked or 
In plugged hack pursuant lo the provisions of Article VI.n.2. of this agreement. Consent to the reworking or plugging hack of a well shall 
17 include all necessary expenditures in conducting such operations ami completing ami equipping of said well, including necessary tankage 
IR and/or surface facilities. 
10 

20 3. 0|her OrKrations: Without the consent of all parlies. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of Ten Thousand Dollars (\ 10,000.00 - ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, nr plugging hack of which has been 
23 previously authorized hy or pursuant lo this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, 0|>craior may take such steps ami incur such expenses as in its opinion arc required 
25 to deal with ihe emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to Ihe other 
26 parties. If Operator prepares an authority for expenditure (AFP.) for its own use. Operator shall furnish any Non-Operator so requesting 
27 an information cony thereof for any single project costing in excess of T e n T h o u s a n d a n d n o / I P O 

2R Dollars ( t , x u ' u u u • u u 1 hut less than the amount first set forth atxivc in this paragraph. 
20 
30 F.. Rentals, Shut-in Welt Payments nnd Minimum Royalties: 
3! 
32 Rentals, shut-in welt payments and minimum royalties which may lie required under Ihe terms of any lease shall be paid by the 
33 party or parlies who subjected such lease to this agreement at its or their expense. In Ihe event two or more parties own and have con-

34 trihuted interests in the same lease lo this agreement, such parties may designate one of such parlies tn make said payments for and on 

35 behalf of all such parlies. Any party may request, and shall lie entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental. shut-in well payment or minimum royally through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any toss which results from such non-payment shall be home in accordance with the pro-
3R visions of Article IV.n.2. 
30 
40 Operator shall notify Non-Operator of ihe anticipated completion of a shut-in gas well. or the shutting in or return to production 

41 of a producing gas well, al least live (5) days (excluding Saturday. Sunday ami legal holiday), or at the earliest opportunity permitted hy 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed herein hy Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly hy the parties hereto under the provisions of Article IV.R.3. 
45 
46 F. Taxes: 
47 

4R Beginning with the first calendar year after the effective dale hereof, Operator shall render for ad valorem taxation all property 

40 subject to this agreement which by law should he rendered for such taxes, ami it shall pay atl such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shalt furnish Operator information as to hurdens (to include, but not 
51 he limited to, royalties, overriding royalties anil production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 ruling royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure lo the benefit ofthe owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to renect the benefit of such rcduc-

55 tion. If ihe ad valorem taxes are based in whole or in pan upon separate valuations of each party's working interest, then notwithstanding 
5ft anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated hy each parly's working interest. Operator sliall bill the other parlies for their proportionate shares of all lax payments 
5R in the manner provided in F.xhihit " C " . 
50 

ft" H Ojvrator considers any lax assessnienl improper. Operator may. at its discretion, protest within the time and manner 

ftl prescribed by law, and prosecute the protest to a final determination, unless all parlies agree to abandon the protesl prior to final deter-

ft2 ruination. During the pendency of administrative or judicial proceedings. Operator may elect lo pay, under protest, all such taxes ami any 
ft3 interest and penally. When any such protested assessment shall have been finally determined. Operator shall pay the lax for Ihe joint sc-
64 count, together with any interest ami penally accrued, and the total cost shall tlien be assessed against the parties, and he paid by 
ft5 them, as provided in F.xhihit " C " . 
ftft 
67 I'ikh party shall pay or cause lo lie paid all production, severance, excise, gathering and other taxes imposed upon or with 

6R respect to the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. 
60 
70 

It) 
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I C. Insurance: 
2 
3 Al all limes while operations arc conducted hereunder. Operator shalt comply with ihe workmen's compensation law of 
4 the slate wlierc ihe operations are being conductcil; provided, however, thai Operator may be a self-insurer for liability under said com-
5 pensation taws in which event the only charge that shall be made lo ihe joint account shall he as provided in Exhibit "C". Operator shall 
ft also carry or provide insurance for the benefit of the joint account of the panics as outlined in Exhibit "D", attached tn and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area tit comply with the workmen's compensation 
It law of the stale where Ihe operations arc being conducted and to maintain such other insurance as Operator may require. 
9 

10 In the event automobile liability insurance is specified in said Exhibit "D", or subsequently receives the approval ofthe 
11 parties, no direct charge shall he made hy Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 
13 ARTICLE VIII. 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender nf lenses: 
17 
18 The leases covered hy this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
19 or in part unless all parties consent thereto. 
20 
21 However, should any party desire lo surrender its interest in any lease or in any portion thereof, nnd the other parties do not 
22 agree or consent thereto, ihe pany desiring lo surrender shall assign, without express or implied warranty of title, all of its interest in 
23 such lease, or |toiiion thereof, and any well, material and equipment which may lie located thereon and any rights in production 
24 thereafter secured, lo the parties not consenting lo such surrender. If the interest of Ihe assigning party is or includes an oil and gas in-
25 tcrest, the assigning party shatl execute and deliver to the party or parlies not consenting to such surrender an nil and gas lease covering 
26 such oil and gas interest for a term of one (I) year ami so long thereafter as oil ami/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit "1*1". Upon such assignment or lease, the assigning party shall he relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under lite terms of this Article. Tlte party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of ihe hitler's interest in any wells ami equipment attributable to the assigned or leas-
32 cd acreage. The value of all material shall he determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 
33 salvaging ami the estimated cost nf plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 
34 shall be shared hy such parties in the proportions that the interest of each bears to the total interest of atl such parties. 
35 
36 Any assignment, lease or surrender made under this provision shall mtt reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased nr surrendered, and subsequent operations thereon, shall not thereafter he suhject to the terms and provisions of this 
39 agreement. 
40 
41 II. Renewal or Extension of Lenses: 
42 
43 If any pany secures a renewal of any oil and gas lease subject lo this agreement, all other parties shatl he notified promptly, ami 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in Ihe ownership of the 
45 renewal lease, insofar as such lease affects lands within ihe Contract Area, by pitying to the party who acquired it their several proper po> 
46 portionate shares ofthe acquisition cost allocated lo that part of such lease within the Contract Area, which shall be in proportion to the 
47 interests held at that lime hy the parties in the Contract Area. 
48 
49 If some, but less than all, ofthe parlies elect to participate in the purchase of a renewal lease, il shall he owned hy the parties 
50 who elect to participate therein, in a ratio based upon ihe relationship of their respective percentage of participation in the Contract Area 
51 to the aggregate ofthe percentages nf participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
52 Any renewal lease in which less than all parties elect tn participate shall not be suhject to this agreement. 
53 
54 Each party who participates in the purchase of a renewal lease sltall be given an assignment of its proportionate interest therein 
55 hy the acquiring party. 
56 
57 Ttie provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of ils area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, nr taken or 
59 contracted for within six (6) months after the expiration ofthe existing lease shall lie subject to this provision; but any lease taken or con-
60 traded for more than six (6) months after the expiration of an existing lease shalt not be deemed a renewal lease and shall not be subject to 
61 the provision of this agreement. 
62 
63 The provisions in this Article shall also be applicable to extensions nf oil ami gas leases. 
64 
65 C. Acreage nr Cnsh Citntrlbittlons: 
66 
67 While litis agreement is in force, if any party contracts for a contribution of cash towards tlte drilling of a well or any other 
68 operation on the Contract Area, such contribution shall lie paid lo the party wlto conducted ihe drilling or other operation and shalt be 
69 applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
70 Irihuiinn is made shall promptly tender an assignment of the acreage, without warranty nf title, to the Drilling Parties in the proportions 

It 
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1 said Drilling Panics shared die cosl of drilling ihe well. Such acreage shall In-come a separate Contract Area and. tn tlie extent possible, be 
2 governed by provisions identical lo ibis agreement. Itach party shall promptly notify all other panics of any acreage or cash contributions 
3 it may obtain in support of any well or any other operation on the Contract Area. Tlie above provisions shatl also he applicable lo op-
4 tinnnl rights to earn acreage outside ihe Contract Area which are in support of a well drilled inside the Contract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
7 consideration shall not lie deemed a contribution as contemplated in this Article VIII.C. 

9 D. Malnlcnnnce of Uniform Interest: 
in 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered hy this agreement, no 
12 party shalt sell, encumber, transfer or make other disposition of ils inlcrcsl in Ihe leases embraced within the Contract Area and in wells, 
13 equipment and production unless such disposition covers either: 
14 
15 I. the entire interest of the pany in all leases and equipment and production; or 
16 
17 2. an equal undivided interest in all leases and equipment nnd production in the Contract Area. 
IR 
19 F.vcry such sale, encumbrance, transfer or other disposition made hy any party shall be made expressly subject to this agreement 
20 and shall be made without prejudice to the right ofthe other parties. 
21 
22 If. at any lime (he interest of any party is divided among atul owned by four or more co-owners, Operalor, at its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of ihe joint cx|tcnscs, and to deal generally with, and with power to bind, the co-owners of such 
25 party's interest within the scope ofthe operations embraced in this agreement; however, all such co-owners shall have the right to enter 
26 into and execute nil contracts or agreements for the disposition of their respective shares ofthe oil nnd gas produced from the Contract 
27 Area and they shall have the right tn receive, separately, payment of the sale proceeds thereof. 
28 
29 F.. Waiver of Rights tn Partition: 
30 
31 If permitted hy the laws of the slate or states in which the property covered hereby is located, each party hereto owning an 
32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to il in severalty its undivided 
33 interest therein. 
34 
35 -P.-Prtfertntinl Right tn .Welmso— 
36 
37 • Should any party desire lo :n'll nil or any pari of il'i intercut1! under lhi:i Mgreenu'ni. or im rights and interest1! in the Contract"-
3R Area, it shall promptly give written notice to the other parties, with lull information concerning its proposed sale^j-zJjidj-Ntatt^ the 
39 name and address of the prospective purchaser (who must he ready, willing and able to piirclviseJ ĵlu f̂HHTtta ĉî icc, and alt other terms 
40 of the offer. Tlie other parties shall (hen have an optional prior right, for a fterh^jiUirtr^r^i after receipt of the notice, to pnichase 
41 on the same terms ami conditions the interest which the oiherjjajjy-prrrpoM^ sell; and, if this optional right is exercised, the purchas-
42 ing parties shall share the purchscd inlercĵ JjijlM*-tmip1urh^ that the interest of each hears to the total interest of all purchasing par-
43 ties. However, there *]\Mh£jM*itri!Xwtrii\\ right lo purchase in those cases where any party wishes to mortgage its interests, or to 
44 disposeofjisiiMeTrsTsTiyiircrger, reorganization, consolidation, or sale of alt or substantially all of its assets to a subsidiary or parent com-
43 --pgnyoito a subsidiary of a pnrenl company, or to nny company-in whiuhany one party owns a majority of Ihi Ho«k. 
46 
47 ARTICLE IX. 
4R INTERNAL REVENUE CODE ELECTION 

49 
JO This agreement is not intended to create, and shalt not be construed to create, a relationship of partnership or an association 
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights ami liabilities hereunder arc several 
52 and not joint or collective, or that ibis agreement and operations hereunder shatl not constitute a partnership, if, for federal income tax 
53 purposes, ibis agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
54 from the application of all of the provisions of Sultchapier " K " , Chapter 1, Subtitle "A", ofthe Internal Revenue Code of I954.a$per-
55 milted and authorized hy Section 7ft I ofthe Code and ihe regulations promulgated thereunder. Operator is authorized ami directed to ex-
56 ecute on behalf of each party hereby affected such evidence of this election as may he required hy the Secretary of the Treasury of the 
57 United Stales or ihe Federal Internal Revenue Service, including specifically, but not by way of limitation, atl ofthe returns, statements, 
5R and the data required hy Federal Regulations 1.761. Should there he any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may he required by the 
60 Federal Internal Revenue Service or as may be necessary lo evidence this election. No such party shall give any notices or lake any other 
61 action inconsistent with the election made hereby, tf any present or future income tax laws of the state or stales in which Ihe Contract 
62 Area is located or any future income lax laws of the United States contain provisions simitar to those in Subchapter " K " . Chapter I , 
63 Subtitle "A", ofthe Internal Revenue Code of 1954. under which an election similar to that provided by Section 761 of the Code is per-
64 milted, each party hereby affected shall make such election as may lie permitted or required by such laws. In making the foregoing elec-
65 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the 
66 enmnutatinn of nartnershin taxable income. 
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1 A R T I C L E X. 

2 CLAIMS AND LAWSUITS 

3 
4 Operator may sonic any single uninsured ihird party damage claim or suit arising from operations hereunder if ihe expenditure 
5 docs not exceed Five Thousand and no/100 Dollars 
6 (t 5 , 0 0 0 . 0 0 ) S I I U- jr the payment is in complete selllemem of such claim or soil. If ihe amount required for settlement ex-
7 ceeds the aliovc amount, the parlies lierelo shall assume anil take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shatl he at the joint ex-
9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any pany nr if any party is 

10 sued on account ol* any mailer arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator hy this agreement, such party shall immediately notify ail other parties, and the claim or suit shall he treated as any other claim 
12 or suit involving operations hereunder. 
13 
14 ARTICLE X L 
15 FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in part, hy force majeure to carry out ils obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written notice ofthe force majeure with 
19 reasonably full particulars concerning it; lhcreu|ton, the obligations of the party giving tlte notice, so far as they are affected by the force 
20 majeure, shall he suspended during, hut no longer than, the continuance of the force majeure. The affected party shall use all reasonable 
21 diligence tn remove the force majeure situation as quickly as practicable. 
22 
23 The requirement that any force ma jeure shall lie remedied with all reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty hy the pany involved, contrary to its wishes; liow alt such difficulties shall be handled shall be entirely 
25 within the discretion of the party concerned. 
26 
27 The term "force majeure", as here employed, shall mean an act of Ood, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, htoefcade, public riot, lightning, lire, storm. Hood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

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

31 
32 ARTICLE XII. 
33 NOTICES 
34 
35 All notices authorized or required between the parties and required by any of the provisions of this agreement. unless otherwise 
36 specifically provided, shall be given in writing hy mail or telegram, postage or charges prepaid, or by telex or telecopier ami addressed to 
37 the parties to whom the notice is given at ihe addresses listed on Exhibit "A". Tlie originating notice given under any provision hereof 
38 shall he deemed given only when received by the party to whom such notice is directed, ami the lime for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent hy telex or telecopier. Each party 
41 shall have the right to change its address at any time, and from lime In lime, hy giving written notice thereof to all other parties. 
42 
43 ARTICLE X I I L 
44 TERM OF AGREEMENT 
45 
46 This agreement shall remain in full force and effect as lo the oil ami gns leases and/or oil and gns interests suhject hereto for the 
47 period of time selected below; provided, however, no party hereto shalt ever he construed as linving any right, title or interest in or to any 
48 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 
49 
50 OplionNo^l: So long as any of the oil and gas leases subject to this agreement remain or arc continued in force as to any part 
51 of the Contract Area, whether hy production, extension, renewal or otherwise. 
52 
53 •"*• Option No._2: In the event the well dcseril>ed in Article VI.A., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil and/or gas in paying, quantities, litis agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of days from cessation of all production; provided, 
56 however, if. prior to Ihe expiration of such additional period, one or more of the parties hereto arc engaged in drilling, reworking, deepen-
57 ing, phigping back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
58 lions have been completed ami if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry liole, and no other wetl is producing, or capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
61 ing operaions arc commenced within days front the date of abandonment of said welt. 
62 

63 It is agreed, however, that the termination of litis agreement shalt not relieve any party hereto from any liability which has 
64 accrued or attached prior to the dale of such termination. 
65 
66 
67 
68 
69 



!9K2 Model S"ot r.t Oj ctuiing Agtc "'lent 

1 ARTICLE X!V. 
2 COMPLIANCE WITH LAWS* AN!) REGULATIONS 
3 
4 A. Laws, Regulations unit Orders: 
J 
6 This agreement shall he subject tit the conservation laws of the state in which the Contract Area is located, to the valid rules, 
7 regulations, and orders of any duly constituted regulatory hotly of said state; ami to all other applicable federal, state, and local laws, or* 
8 dinances, rules, regulations, and orders. 
9 

10 n. Coverolng Law: 
II 
12 This agreement ami all matters (tenanting hereto, including, but not limited lo, mailers of performance, rton-pcrfonnance. breach, 
13 remedies, procedures, rights, duties ami interpretation ttr construction, shall be governed ami determined by the law ofthe state in which 
14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state n f New M e x i c o 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or he construed to grant. Operator the right or authority to waive or release any rights, 
20 privileges, or obligations which Non-O|terators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to nit, gas ami mineral operations, including ihe location, operation, or production of welts, on tracts offset-
22 ting or adjacent to the Contract Area. 
23 
24 With respect to tlte operations Itereunder. Nitn-Oporators agree lo retease Operator from any and atl losses, damages, injuries, claims 
25 ami causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of ihe Department of Energy or predecessor or successor agencies lo the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may lie required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together wilh interest and penalties iherenn owing hy Operator ns a result of such incorrect interpretation or application. 
30 
31 Non-Operalnrs authorize Operator to prepare and submit such documents as may he required to he submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant lo the requirements of the "Cnidc Oil Windfall Profii Tax Act 
33 of I9K0". as same may he amended from lime lit lime ("Act"), and any valid regulations or rules which may he issued by Ihe Treasury 
34 Department from time lo lime pursuant to said Act. Each parly hereto agrees to furnish any and all certifications or other information 
35 which is required tn he furnished hy said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 39 
40 
41 
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ARTICLE XVI. 
MISCELLANEOUS 

> 
This agreement shatl he binding upon and shall inure tn the benefit ofthe parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. 

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

IN WITNESS WHEREOF, this agreement shall be effective as of. 1st day of. A p r i l , 9 89 

LBO NEW MEXICO/ INC. 
a NEW Macko ccrpcratim 

(virily ovred siteidiary of STRATA ENERGY 
RESOURCES CORPORATION 

Byj: 

OPERATOR 

^aylnoncf A. Diaz , Preffrird'ent 

DONALD A. TURNER, Individual 
THE TURNER GROUP * 

NON-OPERATORS 

By: 1 >^~*rf A 
Donald A. Turner, individual 

By: "7^W^/ /}. 
Dofiald A. Turner, Representative 

of THE TURNER GROUP 

Fred Vogel 
Albert W. Key 
J. David Barrett 
Nick Forkovitch 
Maj. Daniel T. Sargeant 
James Forkovitch 
Donald A. Turner 
Dr. A.B. Chisick 
John Forkovitch 
Edmund M. Key 
Robert Rolston 
David R. Key 



EXHIBIT "A" 

The following i s a description of that property covered by the 
attached Operating Agreement between LBO New Mexico, inc. as 
Operator and Donald A. Turner and The Turner Group as Nonoper-
ators. 

North 1/2 of the Southwest Quarter and the South 1/2 
of the Southeast Quarter of Section 9, Township 11 
South, Range 33 East, consisting of 160 acres more or 
less and located i n Lea County, New Mexico. 



Si 

EXHIBIT 

Attached to and mode a part of ..Qpei:ating...Agreemejxt...dated,. 
A p r i l 1, 1 9 8 ^ Inc . as 
QP.erator..^ 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 
"Joint Operations" shall moan alt operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

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

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parlies lo this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

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

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

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or hold for use on the Joint Property. 

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

2. Statement nnd Killings 

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

3. Advances and Payments hy Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 
lo reflect advances received from the Non-Operators. 15% 

Each Non-Operator shall pay ils proportion of all bills within fifteen (15) days after receipt. If paymenll is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (IE'/}') per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Properly is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

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

5. Audits 

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right lo audit Ope­
rator's accounts and records relating lo the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the maluni; of an audit shall not extend the 
lime for the taking of written exception lo and the adjustments nf accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operalors shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audil cost incurred under Ihis paragraph unless agreed 
to by the Operator. 

G. Approvnt hy Non-Opcrntors 

Where an approval or -other agreement of the Parlies or Non-Operalors is expressly required under other sec-
lions of this Accounting Procedure and if the agreement to which Ibis Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera­
tors. 



I I . DIRECT CHARGES 

Operator shall charge Ihe Joint Account with the following items: 
» 

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

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

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

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

D. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable In the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 211 may he charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to Ihe Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rale shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which arc 
applicable tn Operator's costs chargeable lo the Joint Account under Paragraphs 2A and 211 of this Sec­
tion I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, slock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

A. Material 

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

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

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

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

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

6. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section II and Paragraph I . ii of Section 111. The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Properly if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shall tint be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment nnd Facilities Furnished by Operator 

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

B. . In lieu of charges in Paragraph 7A above, Operator may elect lo use average commercial rates prevailing in 
the immediate area of the Joint Properly less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

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

9. Legal Expense 
Expense of handling, investigating and sett line litigation or claims, discharging of liens, payment of judgments 
nnd amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary lo protect or recover the Joint Properly, except thai no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties.< Al l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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10. Taxes 

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

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

12. Other Expenditures 
Any other expenditure not covered or deall with in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

1. Overhead - Drilling nnd Producing Opcrntions 
i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

drilling and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parlies, such charge shall be in lieu of cosls and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section 11. The cost and expense of services from outside sources in connection with 
mailers of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rales provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed lo by the Parlies as a direct charge lo the Joint Account. 

it. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
nol ( ) be covered by the Overhead rates. 

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

Drilling Well Rate $_5jjD.0Q.,_00 
Producing Well Rate $ JLQ.Q_!_Q0 

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

(a) Drilling Well Rate 

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

12] Charges for offshore drilling wells shall begin on the dale when drilling or completion equipment 
arrives on location and terminate on the dale the drilling or completion equipment moves off loca­
tion or rig is released, whichever occurs first, except thai no charge shall be made during suspen­
sion of drilling operations for lifteen (15) or more consecutive days 

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

(b) Producing Well Rales 

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

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

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

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

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

(3) The well rales shall be adjusted as of the first day of April each year following the effective date of the 
agreement lo which this Accounting Procedure is attached. The adjustment shall he computed by multi­
plying the rale currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Cas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of (."rude Petroleum and Gas Fields Produc­
tion Workers as published by the United Slates Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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CIS 
B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account nl the following rales: 
> 

(a) Development 
Percent ( % ) of the cost of Development of the Joint Properly exclusive of costs 

provided under Paragraph 9 of Section I I and all salvage credits. 
(h) Operating 

Percent ( "/„) of the cost of Operating the Joint Properly exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which arc levied, assessed and paid upon the min­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
Por Ihe purpose of determining charges on a percentage basis under Paragraph 111 of this Section I I I , de­
velopment shall include all costs in connection willi drilling, rodrilling, deepening or any remedial opera-
lions on any or all wells involving Ihe use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as de< rtcd in 
Paragraph 2 of this Section I I I . 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 fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior lo the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $ 2 5 . 0 0 0 . 0 0 ; 

A. 3 '/., of total costs if such costs are mote than $ but less than $ ; plus 
B. 2 % of total costs in excess of .$ but less than $1,000,000; plus 
C. 3 % of total costs in excess of $1,000,000. 

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

3. Amendment of Untcs 

The Overhead rales provided for in this Section 111 may be amended from lime to time only by mutual agreement 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how­
ever, at Operator's option, such Material may he supplied by the Non-Operator. Operator shalt make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale lo Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material nol purchased by the Opera­
tor shall be agreed lo by the Parlies. 

1. Purchnscs 

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

2. Transfers nnd Dispositions 

Material furnished lo Ihe Joint Property and Material transferred from the Joint Property or disposed of by the 
Operator, unless otherwise agreed to hy the Parties, shall be priced on the following bases exclusive of cash dis­
counts: 

A. New Material (Condition A) 

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

(2) Line Pipe 

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

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

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

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

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

(2) Material moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 
if Material was originally charged to the Joint Account as new Material, or 
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Ci 
(b) at sixty-five percent (05%) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged lo the Joint Account as good used Material at seventy-five per-
, cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 
(1) Condition C 

Material which is not in sound and serviceable condition and nol suitable for ils original function until 
after reconditioning shall be priced at f if ty percent (50%) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged lo 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 al a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose hut usable for some other purpose, shall be 
priced on a basis comparable with thai of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by Ihe Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 
Whenever Material is not readily obtainable al published or listed prices because of national emergencies, strikes 
or other unusual causes over which Ihe 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 Ihe Joint Properly; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior lo billing Non-Operators for such Material. Knelt Non-Operator shall hnve the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Mnterial Furnished hy Opcrntor 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice nnd Representation 

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

2. Reconciliation nnd Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall nol be charged lo the Joint Account unless agreed to by the 
Parties. 
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Recommendation for D r i l l i n g tha O.G. Stata #2 
to tha Mississippian 

Most of the wells d r i l l e d i n the North Bagley F i e l d were d r i l l e d t o 
t e s t the various Penn sands 10,500 f e e t . A few notable exceptions 
were d r i l l e d deeper w i t h mixed success. Atoka i s the lower most 
Penn and would be at about 10, 800 feet at our l o c a t i o n . The 
Mississippian was tested i n what would appear t o be a commercial 
gas t e s t i n the Sun C o l l i e r well about a mile t o the East. The 
l o g i c of t e s t i n g the Mississippian and Atcka i s t h a t they have good 
p o t e n t i a l f o r production, with one t e s t i n g commercial gas down dip, 
the other being a commercial producer i n the f i e l d . 

Although both of these zones were evaluated and not developed to 
the North of the O.G. State lease, they are both porosity dependent 
f o r production. 

Even with a r e l a t i v e l y high r i s k , the p o t e n t i a l rewards f o r the 
r e l a t i v e l y low cost of additional d r i l l i n g makes d r i l l i n g to 
evaluate these zones important. To d r i l l and t e s t a l l the known 
productive Penn sands i n the immediate area would require a t o t a l 
depth of 10,600 f e e t . 

The r i s k f o r evaluating two additional pay zones would only be f o r 
d r i l l i n g an a d d i t i o n a l 600 to 700 f e e t . I t would not be prudent 
not to t e s t these p o t e n t i a l zones when you consider r e l a t i v e l y 
modest cost t o evaluate them and the tremendous p o t e n t i a l return. 



' STRATA EKEtCT SESOLBtCEJ COKKXATIM 

OATES U-T-W 

Operetort I M He* K « f c o , I n c . Welt He . t 0 . 0 . S t t t t « 
l o c a t i o n : See. 9 , H I S , U J £ Count j r l l t « 
M e l d : l e g t e y f o r w t T o n j V o l f c « r V P e m * v t v e n i « 

«« —»« * • " - ! ' 

Prospects 
S te te i 

OeptH: 

o. e. $t»t» 
K m Kcx lco 

10 ,400 ' 

DESCRIPTION 

DULLUS COSTS 

Survey, l o c a t i o n , t e t 4 , Surface Oamgt 
l i - 4 / L t t s i A c q u i s i t i o n C o l l i | 
B r l l l i n g V g • Cay ( a t e : SS500 foo tage Ka te : S20.00 j 
D r i l l i n g fo rd / Insure- i ce | 
Surface Casing - 13 -3 /6 * X 340 ' S S 25.00 Per f oo t j 
Ceraent/Acctstor les/Services • Surface. Casing 
T rue ky i r a-->t por t a t i on 

Pro tec t ive Casing - 4 - S / 8 " X 4OO0' S S 12.00 Per root 
Ceaent/Aecessories/Services • P r o t e c t i v e Casing 
Protec t ive L iner - " X i t Per root 

Cement/Aecessories/Kanger ( Service 
Casing Heads, va lves ( f i t t i n g s 
A j d , va te r , o i l t chea ica ls 
loos ing 
forwtion letting 
Speciil toots, bits 4 rentals 
Supervision, engineering ( geological 
Kiscellaneout services, supplies 4 labor 
Contingency l i t } 

TOTAL SSILLIW COST 

| TANCttLI 
. [ . . . 
I 
I 
I 

I 
IKTAMl IL t | TOT At COST 

1 1 15,000 j 15,000 | 

I 1 10,000 j 10,000 j 

1 1 210,800 j 240.BOO | 

1 1 7,500 j 7.500 | 

9,000 | 1 9,000 | 

1 8.700 | 8,700 | 

1 9,000 | 9,000 j 

'6,000 | 1 48,000 j 

1 12.300 | 12,300 | 

1 1 0 1 
1 1 0 1 

8,500 | 1 8.500 | 

1 4S.SD0 | 45,300 | 

1 14,000 j 14,000 j 

1 12,000 | 12,000 j 

1 5,000 j 5,000 | 

1 8,750 | 8,750 | 

1 "3.000 j 13,000 | 

3,275 | 22,063 j 25,343 | 

! " 
63,775 | 

1 
423,415 | 

492,193 | 

1 
1 
1 

1 
1 

19,000 | 

1 
1 

19,000 | 

I 

1 19,000 | 19,000 | 

109,200 J 

1 
1 
1 

1 
1 

109,200 | 
1 16,000 | 16,000 j 

7,000 | 1 7,000 j 

4,500 j 6,000 | 10,500 | 

22,950 | 1 22,950 j 

j 6,500 | 6,500 j 

j 12,000 j 12,000 j 

j 7,500 | 7,500 | 

j 11,200 j 11,200 | 

57,000 | 1 37,000 j 

j 5,250 | 5,250 | 

j 8,000 j 8,000 j 

9.052 | 3,622 j 12,654 | 

189,682 | 74.072 | 265,754 | 

! 
1 
1 
1 

I 
I 

0 I 
23.000 1 1 23.000 I 
5,000 | 1 S.OO0 | 

500 | 1 500 | 

2,000 j I 2,000 j 

j 5,000 | 5.000 | 

1,525 | 500 j 2.025 | 

32.025 | 5.500 | 37,525 | 

M.77S | 

1 
1 

423,418 | 

1 
1 

492,193 | 
169,642 j 76,072 j 265,754 | 
32,025 j S.500 | 37,525 | 

I v l 

AEAICOkKEKT COSTS 

Cost to Abancisn 

TOTAL DRY K0i.E COSTS 

C3HPLETIOK COSTS 

Product ion Casing/L iner • 5 - V 2 " X 10 ,400 ' 8S10.50 Per f t . 
Ceecnt/Accessor i es /Serv i ce 
Casing Heads, va lves 4 f i t t i n g s 
Peelers, accessor ies I se rv i ce 

Product ion Tubing - 2 -7 /S " X 10,200' SS 2.25 Per foot 
Per fo ra t ing Serv ice/Logs 

Treat ing se r v i ces / supp l i es 
f reeing/Sxaboing 

Conp'.etion Rig 
A r t i f i c i a l l i f t equipment 

Superv is ion, eng inee r i ng , geo log ica l 

K i t e , se rv i ces , supp l i es 4 labor 
Contingency {5X> 

TOTAL COMPLETION COSTS 

LEASE FACILITIES COSTS 

l u t l d s i t e 4 road 
Product ion tanks /accessor ies 
Heater s / T r n : e r a / A c c e s » o r les 
L ine /How Pipe 4 o i l i e r 
Valves 4 f i t t i n g s 
R ise , se rv i ces , supp l i es 4 ether 
Contingency (5X> 

TOTAL LEASE rACILI I IES COST 

£ > K U T Of COSTS 

D l l l l t a C COST 
COMPLETION COST 
LEASE I ACUITIES COST 

TOTAL u r n . COST 290,4*2 504,990 | 

I-
795,472 | 

•I 



O G STATE #2 
NW SW SECTION 9 
T - l l - S R-33-E 
LEA COUNTY, NM 

INTEREST OWNERS % 

CBAT CORP. TRUSTEE 0.333% 
ENERGY SQUARE, #402 
505 N. BIG SPRING STREET 
MIDLAND, TX 79701 

CEARLEY, KENT 1.000% 
P. O. BOX 508 
ROBERT LEE, TX 76945 

CHISICK, LT. CO. MICHAEL 0.500% 
16465 HENERSON PASS 624 
SAN ANTONIO, TX 78232 

CHISICK, STEVE 1.500% 
101 GALAX LANE 
DURHAM, NC 27703 

GREEN, PATSY D. 0.500% 
3315 32ND STREET 
LUBBOCK, TX 79410 

HARRIS, ROBERT A. 0.500% 
4550 GORVE STREET 
SKOKIE, I L 60076 

KIRBY, KEN K. Suite 1407 4.(000% 
750 E. MID CITIES BLVD. 
EULESS, TX 76039 

AFE AMOUNT 

$2,648.92 

$7,954.72 

$3,977.36 

$11,932.08 

$3,977.36 

$3,977.36 

$31 ,818.88 

WILLS, ANNETTE C. 0.500% $3,977.36 
1413 W. MICHIGAN 
MIDLAND, TX 79701-6055 

STARRAK, JIM 1.000% $7,954.72 
24 01 S. COUNTY RD #1110 
MIDLAND, TX 79701 

rEAM EXPLORATION 1.000% $7,954.72 
310 W. ILLINOIS - SUITE 22 0 
MIDLAND, TX 79701 

CURNER, SUSAN 1.000% $7,954.72 
2204 LINDOR WAY 
1IDLAND, TX 79707 

fILSON, BONNY 0.667% $5,305.80 
L0588 STONE CANYON #182 
DALLAS, TX 75230-4417 

12.500% $99,434.00 



iTRATA ENERGY RESOURC ; CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

January 8,1991 

Ms. Patsy D. Green 
3315 32nd Street 
Lubbock, Texas 79410 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Ms. Green: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 

P itMO TTfl =ib2 

RECEIPT FOR CERTIFIED MAIL 
NO INSURANCE COVERAGE PROVIDED 

NOT FOR INICRNATIONAt MAIL 

\rse) 

Stieel and No / 

P O.. Stale and ZIP Code 

Postage S 

Certified Fee 

Special Delivery Fee 

Restricted Delivery Fee 

Return Receipt showing 
to whom and Date Delivered 

Return Receipt showing lo whom. 
Dale, and Address ol Delivery 

TOTAL Postage and Fees 0.3© 
Postmark or Date 

a Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



^ 1 STRATA ENERGY RESOURCES CORPORATION 

•^Lisag^fij Subsidiaries 

J ^ J ^ j A - J . v L B 0 ENERGY, INC. LBO NEW MEXICO, INC. 

* ^ A ' .r;-! V4f i STRATA PROGRAMS, INC. 

I N V O I C E 

To: Patsy D. Green 
8901 D. Trone Circle 
Austin, TX 7«758 

Date : January 8, 1991 

From: LBO New Mexico , I n c . 
28202 Cabot Road - S u i t e 250 
Laguna N i g u e l , CA 92677 

1-4-91 D r i l l i n g and Comple t ion cos t s f o r 
O.G. S ta t e No. 2 - Share o f e s t i m a t e d 

cost = .50% of $795,472.00 $3,977.36 

TOTAL DUE $3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



SI. .ATA ENERGY RESOURCES v JRPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

January 8,1991 

CBAT Corp. Trustee 
Energy Square - Suite 402 
505 N. Big Spring Street 
Midland, Texas 79701 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear CBAT Corp. Trustee: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 

^CEIPT FOR CERTIFIED MAIL 

IfllU^flTlNTtlllAIIOl' 

Slreel and No / 

P O . Stale and ZIP Code 

Postage S 

Certified F ee / (' 

Special Delivery Fee 

Restricted Delivery Fee 

Return Receipt showing 
to whom and Date Delivered 

Return Receipt showing tn whom. 
D.ile. and AiMress ut fVlivi'ry 

tm\ SENDpR: Comp 1 'ems 1 and 2 when additional services are desire id complete items 
w 3 and 4 . 
P«J; your address in the riETURN T O " Space on tne reverse side. Failure to do th._ .ill prevent this card 
from being returned to you. The return receipt fee wil l provide you tlie name of the j jcrson delivered to and 
the date of delivery. For additional Tees tne iotlowing services are available. Consult postmaster for Tees 
iihtTchcck boxlest for additional service(s) requested. 
1. L l Show to whom delivered, date, and addressee's address. ? • Restricted Delivery 

(Extra charge) th'Mm charx?) 

3. Ar t ic le Addressed to : 
V . \ . / 

CBAT C o r p . T r u s t e e 
E n e r g y S q u a r e S u i t e 402 
505 M. B i t j S n r i n g S t r e e t 
M i d l a n d , TX 7 9701 

Type of Service: 
D Registered D Insured 

^ S x e r t i f i e d • COD 
l ~ l E x n r e ^ M a i l [~ ! R e l u r n R e c e i p t i_j txpress Man L_l f o ( Merchandise 

CBAT C o r p . T r u s t e e 
E n e r g y S q u a r e S u i t e 402 
505 M. B i t j S n r i n g S t r e e t 
M i d l a n d , TX 7 9701 Always obtain signature of addressee 

or agent andDATE DELIVERED. 

5. Signature — Add ressee 1 

X 
8. Addressee's Address (ONLY if 

requested and fee paid) 

6. Skip«Hire — Agent ) , 

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

7. da te of De l i ve ry / ) 

J\fJr{,-\M,\\\ IMI..I 

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

.. ' > ° - 1 1 * . . . ll»'.'< n o n t r o T i c n r T i i n M u r r * c i o T 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: CBAT Corp. Trustee Date: January 8, 1991 
Energy Square, Suite 402 
505 N. Big Spring Street 
Midland, TX 79701 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs for 
O.G. State No. 2 - Share of estimated 

cost = .333% of $795,472.00 $2,648.92 

TOTAL DUE $2,648.92 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779/ FAX (714) 365-0205 



LBO ENERGY, INC. LP^ NEW MEXICO, INC. 

STRATA PROGRAfvio, INC. 

January 8,1991 

Certified - Return Receipt 

Mr. Kent Cearley 
P.O. Box 508 
Robert Lee, Texas 76945 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Mr. Cearley: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1,1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 

P MMD I l f l 

RECEIPT FOR CERTIFIED MAIL 
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Express Mail 
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X 

7. Date of Delivery 

- /r _ ̂  
PS Form 3811 , Apr. 1989 
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• COD 
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• U.S.G.P.O. 1989.236-815 
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DOMESTlC^RETURN RECEIPT 



A' A// 

STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Kent Cearley 
P.O. Box 508 
Robert Lee, TX 

Date: January 8, 1991 

76945 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs for 
O.G. State No. 2 - Share of estimated 
cost = 1.00% of $795,472.00 

TOTAL DDE 

$7,954.72 

$7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel. CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



^^••1 STRATA ENERGY RESOURCES CORPORATION 

^ L i S ^ f J W Subsidiaries 

J < ^ l ^ J j : j k ^ _ LBO ENERGY, INC. LBO NEW MEXICO, INC. 

f i t s B f l S STRATA PROGRAMS, INC. 

Certified • Return Receipt 

January 8,1991 

Lt. Co. Michael Chisick 
16465 Henderson Pass - Apt. #624 
San Antonio, Texas 78232 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Lt. Co. Chisick: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300" to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 

P 4MD e=ja ^ b l 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: L t . Co. Michael Chisick 
16465 Henderson Pass - Apt. 624 
San Antonio, TX 78232 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = .50% of $795,472.00 

TOTAL DDE 

$3,977.36 

$3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel. CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



LBO ENERGY, INC. LB' ^ IEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

January 8,1991 

Mr. Steve Chisick 
101 Galax Lane 
Durham, NC 27703 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Mr. Chisick: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300* to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico prectude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

if you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
Information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

' ^ J r J a Y \ LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS. INC. 

I N V O I C E 

To: Steve Chisick Date: January 8, 1991 
101 Galax Lane 
Durham, NC 27703 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs for 
O.G. State No. 2 - Share of estimated 

cost = 1.00% of $795,472.00 $7,954.72 

TOTAL DUE $7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250. Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS. INC. 

Certified - Return Receipt 

January 8,1991 

Mr. Robert A. Harris 
4550 Grove Street 
Skokie, Illinois 60076 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Mr. Harris: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1,1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Robert A. Harris 
4550 Grove Street 
Skokie, IL 60076 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs for 
O.G. State No. 2 - Share of estimated 
cost = .50% of $795,472.00 

TOTAL DUE 

$3,977.36 

$3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



JTRATA ENERGY RESOURC. J CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

January 8,1991 

Mr. Ken K. Kirby 
750 East Mid-Cities Boulevard 
Euless, Texas 76039 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Mr. Kirby: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Ken K. Kirby 
750 East Mid-Cities Blvd. 
Euless, TX 76039 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = 4.00% of $795,472.00 

TOTAL DUE 

$ 31,818.88 

$ 31,818.88 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 
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January 8,1991 

STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

Ms. Annette C. Mills 
1413 W. Michigan 
Midland, Texas 79701-6055 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Ms. Mills: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10, 1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1, 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Annette C. M i l l s 
1413 West Michigan 
Midland, TX 79701-6055 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = .50% of $795,472.00 

TOTAL DUE 

$3,977.36 

$3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



January 8,1991 

STRATA ENERGY RESOURCES CORPORATION 

fcjS'iwi^ii?^ Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

M # > 4 l STRATA PROGRAMS, INC. 

Certified - Return Receipt 

Mr. Jim Starrak 
2401 S. County Road #1110 
Midland. Texas 79701 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Mr. Starrak: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1,1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Jim Starrak 
2401 S. County Road #1110 
Midland, TX 79701 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = 1.00% of $795,472.00 

TOTAL DUE 

$7,954.72 

$7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS. INC. 

Certified - Return Receipt 

January 8,1991 

TEAM Exploration, Inc. 
310 W. Illinois - Suite 220 
Midland, Texas 79701 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear TEAM Exploration, Inc.: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1,1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: TEAM Exploration, Inc. 
310 W. I l l i n o i s - Suite 220 
Midland, TX 79701 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = 1.00% of $795,472.00 

TOTAL DUE 

$7,954.72 

$7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road. Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100/(800) 426-5779 / FAX (714) 365-0205 



Subsidiaries 

^ S v ' - i i K ' A LBO ENERGY, INC. LE JEW MEXICO. INC. 

^MJK>*m STRATA PROGRAMS. INC. 

Certified - Return Receipt 

January 8,1991 

Ms. Susan Turner 
2204 Lindora Way 
Midland. Texas 79707 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Ms. Turner: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300' to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject lease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1,1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

If you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Susan Turner 
2204 Lindora Way 
Midland, TX 7 9707 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = 1.00% of $795,472.00 

TOTAL DDE 

$7,954.72 

$7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel. CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

Certified - Return Receipt 

January 8,1991 

Ms. Bonny Wilson 
10588 Stone Canyon #182 
Dallas. Texas 75230-4417 

RE: O.G. State No. 2 - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County 
Notice of Intent to Drill Second Well 

Dear Ms. Wilson: 

Be advised that LBO New Mexico Inc., as operator of the above referenced property, has decided to 
proceed with the drilling of a second well on the above referenced locations. Unlike the first well (O.G. 
State No. 1) which was drilled to approximately 8,600 feet, this well will be drilled down to a depth of 
approximately 11,300" to test the Mississippian formation. This letter shall constitute a formal notice to you 
as a contingent (after payout) working interest owner in the subject tease, of our intent to commence the 
drilling of a second well on or about February 10,1991. We hereby, pursuant to Article VI, paragraph B 
of the Operating Agreement dated April 1. 1989 now in effect and governing the rights of the parties, (a 
copy of which is enclosed herewith) put you on notice that you shall have thirty (30) days from the date of 
this notice to either submit your proportionate share of the dry hole costs for said well (as per the attached 
AFE) if you elect to participate for your proportionate interest, or proceed to go non-consent and be subject 
to the penalties as set forth in the enclosed Operating Agreement. Per the terms of the enclosed Operating 
Agreement going non-consent and having your share taken from revenues, means that your share will be 
penalized by 300%. (See Article VI, paragraph B (9(a) and 9(b)). We also enclose a map showing well 
location and a brief description of the Proposed Operation. 

Your failure to respond by submitting a check to us for your proportionate share within the thirty (30) day 
period shall constitute your election to proceed non-consent in the subject well pursuant to Article VI, 
Section B, Paragraph 2a & 2b, of the Operating Agreement. 

We bring to your attention the fact that neither the Operating Agreement nor the laws of the State of New 
Mexico preclude us from drilling to a lower target formation than that being produced in the O.G. State #1. 

tf you have any questions regarding the enclosed offer and/or notice of intent to drill, or need additional 
information, please do not hesitate to contact us at 1-800-426-5779. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President and General Counsel 
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STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY. INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Ms. Bonny Wilson 
10588 Stone Canyon #182 
Dallas, Texas 75230-4417 

Date: January 8, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = .666% of $795,472.00 

TOTAL DUE 

$5,297.84 

$5,297.84 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



FORM 610 - 1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

JANUARY 8 jo 91 

OPERATOR LBO NEW MEXICO, INC. 

CONTRACT AREA 0-G. State No. 2 

NW/4 SW/4 of Sec t ion 9 

Township 11S, Range 33E 

COUNTY OR PARISH OF Lea STATE OF N e w M e x 



1982 - Model Form Operating Agreement 

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT: 

1. Title Page: Fill in blanks as applicable. 

2. Preamble, Page 1: Enter name of Operator. 

3. Article II - Exhibits: 

(a) Indicate Exhibits to be attached. 

(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit " F " should be deleted. 

4. Article Ill.B. - Interests of Parties in Cost and Production: Enter royalty fraction as agreed to by parties. 

5. Article IV.A. - Title Examination: Select option as agreed to by Ihe parties. 

6. Article IV.B. - Loss of Title: If "Joint Loss" of Title is desired, the following changes should be made: 

(a) Delete Articles IV.B.l and IV.B.2. 
(b) Article IV.B.3 - Dclclc phase "other than those set forth in Articles IV.B. l . and IV.B.2 above." 
(c) Article VII.E. - Change reference at end of the first grammatical paragraph from "Article IV.B.2" lo "Article IV.B.3." 
(d) Articlc X. - Add as the concluding sentence - "All claims or suits involving title to any interest subject to this agreement shall be 

treated as claim or a suit against all parties hereto." 

7. Article V - Operator: Enter name of Operator. 

8. Article VI.A - Initial Well: 

(a) Date of commencement of drilling. 
(b) Location of well. 
(c) Obligation depth. 

9. Article VI.B.2.(b) - Subsequent Operations: Enter penalty percentage as agreed to by parties. 

10. Article VI.C. - Taking Production in Kind: If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit " E " , then use 
Alternate Page 8. 

11. Article V1I.D.1. - Limitation of Expenditures: Select option as agreed to by parties. 

12. Article VII.D.3. - Limitation of Expenditures: Enter limitation of expenditure of Operator for single project and amount above which 
Operator may furnish information AFE. 

13. Article IX. - Internal Revenue Code Election: Delete this article in the event the agreement is a Tax Partnership and Exhibit " G " is 

attached. 

14. Article X. - Claims and Lawsuits: Enter claim limit as agreed to by parties. 

15. Article XIII. - Term of Agreement: 

(a) Select Option as agreed to by parties. 

(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. 

16. Article XIV.B. - Governing Law: Enter state as agreed to by parties. 

17. Signature Page: Enter effective date. 
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TABLE OF CONTENTS 

Article Title Page 

I. DEFINITIONS \ 

I I . EXHIBITS 1 

I I I . INTERESTS OF PARTIES 2 

A. OIL AND GAS INTERESTS 2 
B. INTEREST OF PARTIES IN COSTS AND PRODUCTION 2 
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS 2 
D. SUBSEQUENTLY CREATED INTERESTS 2 

IV. TITLES 2 

A. TITLE EXAMINATION 2-3 
B. LOSS OF TITLE 3 

1. Failure of Title 3 

2. Loss by Non-Payment or Erroneous Payment of Amount Due 3 
3. Other Losses 3 

V. OPERATOR 4 

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR 4 
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR 4 

1. Resignation or Removal of Operator 4 
2. Selection of Successor Operator 4 

C. EMPLOYEES 4 
D. DR1LLLING CONTRACTS 4 

V I . DRILLING AND DEVELOPMENT 4 
A. INITIAL WELL 4-5 
B. SUBSEQUENT OPERATIONS 5 

1. Proposed Operations 5 
2. Operations by Less than All Parties 5-6-7 
3. Stand-By Time 7 
4. Sidetracking 7 

C. TAKING PRODUCTION IN KIND 7 
D. ACCESS TO CONTRACT AREA AND INFORMATION 8 
E. ABANDONMENT OF WELLS 8 

1. Abandonment of Dry Holes 8 
2. Abandonment of Wells that have Produced 8-9 
3. Abandonment of Non-Consent Operations 9 

VI I . EXPENDITURES AND LIABILITY OF PARTIES 9 
A. LIABILITY OF PARTIES 9 
B. LIENS AND PAYMENT DEFAULTS 9 
C. PAYMENTS AND ACCOUNTING 9 
D. LIMITATION OF EXPENDITURES 9-10 

1. Drill or Deepen 9-10 
2. Rework or Plug Back 10 
3. Other Operations 10 

E. RENTALS, SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES 10 
F. TAXES 10 
G. INSURANCE 11 

VII I . ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 11 
A. SURRENDER OF LEASES 11 
B. RENEWAL OR EXTENSION OF LEASES 11 
C. ACREAGE OR CASH CONTRIBUTIONS 11-12 
D. MAINTENANCE OF UNIFORM INTEREST 12 
E. WAIVER OF RIGHTS TO PARTITION 12 
F. PREFERENTIAL RIGHT TO PURCHASE 12 

IX. INTERNAL REVENUE CODE ELECTION 12 

X. CLAIMS AND LAWSUITS 13 

XI . FORCE MAJEURE 13 

XII . NOTICES 13 

XIII . TERM OF AGREEMENT 13 

XIV. COMPLIANCE WITH LAWS AND REGULATIONS 14 

A. LAWS, REGULATIONS AND ORDERS 14 
B. GOVERNING LAW 14 
C. REGULATORY AGENCIES 14 

XV. OTHER PROVISIONS 14 

XVI. MISCELLANEOUS 15 



2 - Model Form Operating Agrecn. L 

I OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between LBO New M e x i c o , I n c . , a New M e x i c o 
4 C o r p o r a t i o n > hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties oilier than Operator, sometimes hereinafter referred to individually herein 

• 6 as "Non-Operator", and collectively as "Non-Operators". 
.7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement arc owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 

14 NOW, THEREFORE, it is agreed as follows: 
15 

16 ARTICLE I . 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oi l and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusivencss of this term is specifically stated. 
22 B. The terms "oi l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which arc owned by the parties to this agreement. 
24 C. The term "oi l and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which arc owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of Ihe lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 arc described in Exhibit " A " . 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body liaving authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as cstablish-
31 cd by the pattern of drilling in the Contract Area or as fixed by express agreement of Ihe Drilling Parties. 
32 F. Tlte term "drillsitc" shall mean Ihe oil anil gas lease or interest on which a proposed well is lo be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of tlte cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 
42 EXHIBITS 
43 
44 \ .The following exhibits, as indicated below and attached hereto, arc incorporated in and made a part hereof: 
45 ^ f i j A . Exhibit " A " , shall include the following information: 
46 \ (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 

48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or. oil and gas interests subject to this agreement, 

50 (5) Addresses of parties for notice purposes. 
51 • B. Exhibit " B " , Form of Lease. 
52 ^ T c . Exhibit " C " , Accounting Procedure. 

53 s ^ f o - Exhibit " D " , Insurance. 
54 • E. Exhibit " E " , Gas Balancing Agreement. 
55 • F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit " G " , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in the body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
59 

60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

1 



82 - Model Form Operating Agrecn._.it 

1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interests: 
5 

6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit" B" , and the owner thereof 
8 shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder. 
9 

10 I I . Interests of Parties in Costs and Production: 
11 

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

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

14 forth in Exhibit " A " . In the itumc munncr, the purlieu uhull also own nil production of oil and gaii from the Contract Area iiubjeel tn lh» 
15 payment of royallieii to Iho extent of whii-h nhnll hp hnrnn n i h n w i n n f t f f " l h -

16 

17 Regardless of which party has contributed the lcasc(s) and/or oil and gas intercsl(s) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, lo any other party's lessor or royally owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable 
23 to such higher price. 
24 
25 Nothing contained in this Article I l l .B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 

29 Unless changed by other provisions, if Ihe interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess ofthe amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 
34 D. Subsequently Created Interests: 
35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 

43 I . If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working inlcrcsl and/or Ihe production attributable thereto, said olhcr party, or parlies, shall receive said assign-
45 mail and/or production free and clear of said subsequently created inlcrcsl and the burdened parly shall indemnify and 
46 save said other party, or parlies, harmless from any and all claims and demands for payment asserted by owners of the 
47 subsequently created interest; and, 
48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. 
50 shall be enforceable against the subsequently created interest in the same manner as they arc enforceable against the working 
51 inlcrcsl of the burdened party. 
52 
53 ARTICLE IV. 
54 TITLES 

55 
56 A. Title Examination: 

57 
58 Title examination shall be made on the drillsitc of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
60 ed, in the drilling unil around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royally and production payments under tlie applicable leases. At the lime a well is proposed, each party contributing leases and/or oil and 
f>2 gas interests lo the drillsitc. or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
f>3 reports), title opinions, title papers and curative material in ils possession free of charge. All such information not in the possession 
64 of or made available lo Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator 
65 shall cause title to be examined by attorneys on its staff or by outside attorneys, copies of all title opinions shall be furnished to each party 

66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 

67 

68 I I Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part ofthe administrative overhead as provided in Exhibit " C " , 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

2 
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ARTICLE IV 
continued 

V 
1 / C ^ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall muUe no-charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
I I 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsitc or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 ticipatc in the drilling of the well. 
15 
16 B. IMSS of Title: 

17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss 
19 results in a reduction of interest from that shown on Exhibit " A " , Ihe party contributing the affected lease or interest shall have 
20 ninety (90) days from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title 
21 failure, which acquisition will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue 
22 in force as to all remaining oil and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled lo recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred. 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest 
27 which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that 
28 title failure has occurred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be 
29 reduced in the Contract Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive Ihe proceeds attributable to the increase in such in-
32 tcrest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part ofthe cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the cost which arc so refunded; 
37 (c) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention ofthe parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss hy Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery ofthe failure to make proper payment, 
47 which acquisition will not be subject to Article VIII. B., the interests ofthe parties shall be revised on an acreage basis, effective as of the 
48 date of termination of Ihe lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership ofthe lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of Ihe loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall he reimbursed for unrecovered actual costs theretofore paid by it (but not for its share ofthe cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary lo effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit ofthe lost interest, on an acreage basis, 
55 up to the amount of unrccovcred costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of lhat portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in Ihe absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas lo be contributed by the other parties in proportion to their respective interests; and, 
60 (c) Any monies, up to the amount of unrecovered costs, lhat may be paid by any party who is, or becomes, the owner 
61 of the interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
62 
63 3. Other l-osscs: All losses incurred, other than those set forth in Articles I V . B . l . and IV.B.2. above, shall be joint losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
65 the Contract Area. 
66 
67 
68 
69 
70 
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1 ARTICLE V. 
2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 

6 LBO New M e x i c o , I n c . s h a „ ^ ( h c 

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

10 negligence or willful misconduct. 
11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

13 
14 I . Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operalors. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 
16 serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 
17 successor. Operator may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is 
18 placed in receivership, by the affirmative vote of two (2) or more Non-Operators owning a majority interest bused on ownership 
19 as shown on Exhibit " A " remaining after excluding the voting interest of Operator. Such resignation or removal shall not become 
20 effective until 7:00 o'clock A.M. on the first day of the calendar month following the expiration of ninety (90) days after the giving 
21 of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor Operator has been 
22 selected and assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal, shall be 
23 bound by the terms hereof as a Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's 
24 interest to any single subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 

27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 

29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 
31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 
32 
33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the 
41 area. If it so desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not 
42 exceed the prevailing rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling 
43 operations are commenced, and such work shall be performed by Operator under the same terms and conditions as arc customary 
44 and usual in the area in contracts of independent contractors who arc doing work of a similar nature. 
45 

46 
47 
48 
49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 

51 

52 A. Initial Well: undertake reasonable e f f o r t s 
53 date 100% working i n t e r e s t i s I 
54 On or before the / day of \ p r o c u r e d t 19° I , Operator shallfcommence the drilling of 

55 a well for oil and gas at the following location: 

56 

57 NW/4 SW/4 Section 9 T11S, R33E 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to 

fi2 Test the M i s s i s s i p p i a n formation at a depth of 11,200 feet below 
( ^ the surface of the ground. 
64 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-

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

67 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. 

4 
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ARTICLE V I 

continued 

1 IF. in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI .E . l . shall thereafter apply. 
3 
4 
5 
6 B. Subsequent Operations: 
7 

8 I • Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or lo rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 

11 other parties written notice ofthe proposed operation, specifying the work lo be performed, the location, proposed dcplh, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing lo do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal lo rework, plug back or drill deeper may he given hy telephone and the response period 
15 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parly receiving such notice 
16 to reply within the periixl above fixed shall constitute an election by that party not to participate in the cost ofthe proposed operation. 
17 Any notice or response given by telephone shall lie promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect lo particiaple in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 periixl of thirty (30) days (or as promptly as possible after Ihe expiration ofthe forty-eight (48) hour period when a drilling rig is on loca-
23 lion, as ihe case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a periixl of up to thirty (30) additional days if, in ihe sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete 
27 title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
28 clc XI , if the actual operation has not been commenced within the time provided (including any extension thereof as specifically 
29 permitted herein) and if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted 
30 to the other parties in accordance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VLB. 1. or VII . D. 1. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 

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

37 the notice periixl of thirty (30) days (or as promptly as possible after Ihe expiration of the forty-eight (48) hour period when a drilling 
38 rig is on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall 
39 perform all work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, 

40 and if Operator is a Non-Consenting Party, the Consenting Parties shall cither: (a) request Operator to perform the work required 

41 by such proposed operation for the account of the Consenting Parties, or Oi) designate one (1) of the Consenting Parties as Operator 
42 to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant lo this Article VLB.2., shall 
43 comply with all terms and conditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice pcritxl, shall advise the Consenting Parties ofthe total interest ofthe parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should prix:ccd with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise Ihe proposing party of ils desire to (a) 
51 limit participation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties' 
52 interests, and failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, 
53 the time permitted for such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal 
54 holidays). The proposing party, at its election, may withdraw such proposal if there is insufficient participation and shall promptly 

55 notify all parties of such decision. 
56 

57 
5K The entire cost and risk of conducting such operations shall he borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 II such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro 
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk, 
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ARTICLE V I 
continued 

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

2 tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Parly shall be deemed to have relinquished to Consenting Parties. 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

7 tcrests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 
8 until it reverts) shall equal the total of the following: 
9 

10 
11 

12 (a) 200°' of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, slock tanks, separators, treaters, pumping equipment and piping), plus-100% oI each such 200% 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert It) it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be dial interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (b)_iQJ2—% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and 
22 completing, after deducting any cash contributions received under Article VI I I .C , and 3_QQ % of lhat portion of the cost of 
23 newly acquired equipment in the well (lo and including the wellhead connections), which would have been chargeable to such Non-
24 Consenting Party if it had participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied 
30 that is conducted at any time prior to full recovery by the Consenting Parties of Ihe Non-Consenting Party's recoupment account. 
31 Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of nocra-
32 tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent ( 200%) °f 
33 that portion of the costs of the reworking or plugging back operation which would have been chargeable lo such Non-Consenting 
34 Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, the 
35 provisions of this Article VLB. shall be applicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royally and other burdens applicable to Non-Consenting Party's share of production not excepted 
42 by Article III.D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such cquip-
49 ment lo the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory ofthe equipment in and connected to the well, and an 
55 ilemi/.cd statement ofthe cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at 
56 its option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parlies arc being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in the operation of the well, together with a statement ofthe quantity of oil and gas prtxluccd from it and Ihe amount of proceeds 
60 rcali/.cd from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as, but nol limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had il participated [herein shall be credited against the total unrcturncd costs 
64 ofthe work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 

66 

67 

68 

69 

70 
6 
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ARTICLE V I 
continued 

1 If and when the Consenting Parties recover fmm a Non-Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further 
6 costs of the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding the provisions of tins Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of (he initial well described in Article VI.A. 
17 except (a) as to Article VI1.D.1. (Option No. 2), if selected, or (b) as to tlie reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI . A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration ofthe response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms ofthe second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part ofthe proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-
31 tics. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to dircctionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that docs not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 

42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 

47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvablc materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

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

52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request 
57 and receive up to eight (X) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by 
58 time incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, 
59 standby costs shall lx- allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing 
60 party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all other in-

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

62 
63 
64 
65 C. TAKING PRODUCTION IN K1ND.-
66 
67 Kni-h purtv sholl Inlte in kind or scpuralelv dispose of ils proportionate share of nil oil and pas produced from the C'otilriti I i*irmii 
68 exclusive of prtxluction which may be used in development andjTtrochjarjgaip^ oil and gas for 
69 marketing purposes imdjirwlui^riuflavoklr^ extra expenditure incurred in the taking in kind or separate disposition by any 
70 parny~orWp7oportionutc' tihnrc ofthe prtxluction shall he borne hy such party. Any party Inking its share of production in Kind shall be 
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I required to pay for only it.n proportionate share of such part of Operator's sulfate facilities wliii.li i l uses. —^ 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest innnxfuction from 
4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly fromithd-raTrchascr thereof for 
5 its share of all production. 

7 In the event any party shall fail to make the arrangements necessary to lake in kiniLorscparately dispose of its proportionate share 
8 of the oil produced from the Contract Area, Operator shall have the right, subjcctjfMricrcvocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at any time and frojr>ttnic lo time, for the account of the non-taking party al the 

10 best price obtainable in the area for such production. Any such puj*hase or sale by Operator shall be subject always to the right of the 
I I owner ofthe production lo exercise at any time its rightlo-taKe in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Qpefahirofany other party's share of oil shall be only for such reasonable periods of 
13 lime as arc consistent with the minimum nccjJtrtif Ihe industry under the particular circumstances, but in no event for a period in excess 
14 of one (I) year. 

16 ln the cvenlpjKTor more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines 
17 and/or deliveriwr'wiich on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas 
18 sales tc^bcallocalcd to it, the balancing or accounting between the respective accounts ofthe parties shall be in accordance with any 
19 ijitgfpitlancing agreement between the parties hereto, whether such an agreement in nttochod on Exhibit " K " , or in u scpuralc ugreemcnt.1 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining lo the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the 

27 first of each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The 
28 cost of gathering and furnishing information to Non-Operator, other than lhat specified above, shall be charged to the Non-Opcralor 
29 that requests the information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall nol be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned 
38 in accordance with applicable regulations and at the cost, risk and expense of die parties who participated in the cost of drilling ordecpen-
39 ing such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed 
44 as a producer shall nol be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well 
45 shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, 
46 within thirty (30) days after receipt of notice of tlie proposed abandonment of any well, all parties do not agree to the abandonment of such 
47 well. those wishing to continue its operation from the intcrval(s) of the formalion(s) Uien open to production shall tender to each of the 
48 other parties its proportionate share of the value of the well's salvablc material and equipment, determined in accordance with Uic provi-
49 sions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning 
50 party shall assign the non-abandoning parties, without warranty, express or implied, as to title or as lo quantity, or fitness for use 
51 of the cquipmcnl and material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. 
52 but only as lo, the interval or intervals of the formation or formations then open to production. If the inlcrcsl of the abandoning party 
53 is or includes an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parlies an oil and gas lease, 
54 limited to the interval or intervals ofthe formation or formations then open to production, for a lerm of one (1) year and so long thereafter 
55 as oil and/or gas is produced from the interval or intervals ofthe formation or formations covered thereby, such lease to be on ihe form 
56 attached as Exhibit 
57 

58 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 8 
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ARTICLE V I 
continued 

t " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The 

2 payments by, and the assignments or leases lo, the assignees shall be in a ratio based upon the relationship of their respective percentage 
3 of participation in the Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There 
4 shall be no readjustment of interests in the remaining portion of the Contract Area. 
5 
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other dian the royalties retained in any lease made under the terms of this Article. Upon re-
X quest. Operator shall continue to operate Ihe assigned well for the account of the non-abandoning parties al the rates and charges con-
9 tcmplatcd by this agreement, plus any additional cost and charges which may arise as the result ofthe separate ownership of the assigned 

10 well. Upon proposed abandonment ofthe producing intcrval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 

13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI .E . I . or VI.E.2. above shall be applicable as 
15 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no 
16 well shall be permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have 
17 been notified of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions 
18 of this Article VI.E. 
19 
20 ARTICLE V I I . 
21 EXPENDITURES AND LIABILITY OF PARTIES 
22 
23 A. Liability of Parties: 
24 
25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share ofthe costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article Vll.B. arc given to secure only the debts of each severally. It is not the intention of the parties lo creale, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit " C " . To the extent lhat Operator has a security interest under ihe Uniform Commercial Code of the 
35 stale. Operator shall be entitled lo exercise tlte rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 laining of judgment by Operator for Ihe secured indebtedness shall not he deemed an election of remedies or otherwise affcel the lien 
37 rights or security interest as security for the payment thereof, ln addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled lo rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

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

42 

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

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

45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 

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

47 

48 C. Payments and Accounting: 

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

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

54 

55 Operator, al ils election, shall have Ihe right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the ncxl succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20ih day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 filtccn (15) days alter such estimate anil invoice is received. If any party fails to pay its share of said estimate widiin said time, the amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual cx-

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

63 
64 I) . Limitation of Expenditures: 

6 5 a m a j o r i t y o f the w o r k i n g i n t e r e s t 
t , n 1. Drill or Deepen: Without lite consent of all pa^iw, no well shall be drilled or deepened, except any well drilled or deepened 
67 pursuant lo the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: 

68 
69 

70 
9 
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1 Option No. I : All necessary expenditures for the drilling or deepening, testing, completing and equipping ol" the well, including 
2 necessary tankage and/or surface facilities. 
3 
4 I ] Option No. 2: All necessary expenditures for the drilling or deepening and testing ofthe well. When such well has reached its 
5 authorized depth, and all tests have been completed, and tlie results thereof furnished to the parties. Operator shall give immediate notice 
6 to Ihe Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion al-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the periixl above fixed shall 

10 constitute an election by that party nol to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (Ihe phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall lie deemed lo include "completing") shall apply lo Ihe operations thereafter conducted by less 
13 than all parties. 
14 

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

16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess o f — F i f t y Thousand Dnlhirs ($- - -50,000.00 i 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant lo this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in ils opinion arc required 
25 to deal with Ihe emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of F i f t y Thousand 
28 Dollars (fr 50,000.00 )~hui less than the amount first set forth above in this paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 
31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parlies who subjected such lease lo litis agreement at ils or their expense. In the event two or more parlies own and have con-
34 lrUnited interests in Ihe same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall Ix; entitled to receive, proper evidence of all such payments. In (he event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royally through mistake or oversight where such pay-
37 mcnl is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
38 visions of Article IV.B.2. 
39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a pnxlucing gas well, at least five (5) days (excluding Saturday, Sunday and legal holiday), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In Ihe event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 

46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and il shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, ovcr-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit ofthe owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such rcduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything lo the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with Ihe tax 

57 value generated by each parly's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments 
58 in the manner provided in Exhibit " C " . 
59 
ol) If Operator considers any lax assessment improper. Operator may, al ils discretion, protest within the time and manner 
61 proscribed hy law, and prosecute the protest to a final determination, unless all parties agree lo abandon Ihe protest prior lo final deler-
62 iiiiiialion. During Ihe ivtidcncy ol administrative or judicial proceedings. Operator may elect lo pay. under protest, all such taxes ami any 
63 interest and penally. When any such protested assessment shall have been finally determined. Operator shall pay Ihe lax for Ihe joint ac-
64 count, together with any interest and penally accrued, and tlte total cosl shall then be assessed against Ihe parties, and be paid by 
65 them, as provided in Exhibit " C " . 
66 
67 Each party shall pay or cause to be paid all prtxluction, severance, excise, gathering and other taxes imposed upon or with 
68 respect to the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. 
69 
70 
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1 G. Insurance: 
2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event the only charge that shall be made lo the joint account shall be as provided in Exhibit "C" . Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 
8 law of the stale where the operations arc being conducted and to maintain such other insurance as Operator may require. 
9 

10 In the event automobile liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 Ai Surrender of Learn*: 
17 
18 The leaoeii covered by this agreement, injwfat as they embrace acreage in the Contract Area, ahull not be surrendered in whole 
19 or in part unless all parties consent thereto. 
20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and thc^jtficr parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty^tftlc, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thercprrand any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assignipg-farty is or includes an oil and gas in-

25 tcrcst, the assigning party shall execute and deliver to the parly or parties not conscnlinejp^uch surrender an oil and gas lease covering 

26 such oil and gas interest for a term of one (I) year and so long thereafter as oil aiid/o>gasis produced from tlie land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assigniperifor lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with resjjpefto the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no furtlyyHntercst in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease mitdiHindcr the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage vatac-olthe lattcr's interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shallJxvdctermined in accordance with the provisions of Exhibit " C " , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 
34 shall be shared by such partjc>iri the proportions that the interest of each bears to the total interest of all such parties. 
35 1^ 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's intcjpsfas it was immediately before the assignment, tease or surrender in the balance of the Contract Area; and the acreage 
38 assigjjotfTleascd or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
39 agreement. — — — 
40 >r 
41 D. Renewal oi Extension of ljcn.st.n-
42 y ^ 
43 ——• If any purly securer u rencwul of any oil and gtm louse subject to this agreement, nil other parties shall hpffotificd promptly, und • 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to Ihe party who^actjuired it their several proper pro-
46 portionatc shares ofthe acquisition cost allocated to lhat part of such lease within the ConlractAfea, which shall be in proportion to the 
47 interests held at that time by the parties in the Contract Area. 
48 
49 If some, but less than all, of the parties elect to participate in the pupehasc of a renewal lease, it shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon the relationship ophelr respective percentage of participation in the Contract Area 
51 Ui the aggregate of the percentages of participation in the ContracLArca of all parties participating in the purchase of such renewal lease. 

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

53 

54 Each party who participates in the purchascof a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 
57 The provisions of this Article shall apply to renewal leases whether they are for tlie entire inlcrcsl covered by the expiring lease 
58 or cover only a portion of kyitrca or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contracted for wimin>i<(6) months after the expiration of Ihe existing lease shall be subject to this provision; but any lease taken or con-
60 traded for morc^tlan six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to 
61 the pnwijjHfitif this agreement. 

63 Tlte puivisiom in litis Article shall also be applicable to extensions of oil and ga< leases. 

64 

65 C. Acreage or Cash Contributions: 

66 
f)7 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be 
6"> applied by il against Ihe cost of such drilling or odier operation. If the contribution be in Ihe form of acreage, the party lo whom die con-
70 tribulion is MUHIC sliall promptly tender an assignment of the acreage, without warranty of title, lo the Drilling ftirties in the proportions 

11 
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1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. lo tlie extent possible, be 
2 governed by provisions identical to this agreement. Each parly shall promptly notify all other parties of any acreage or cash contributions 
3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
4 tional rights to earn acreage outside the Contract Area which arc in support of a well drilled inside the Contract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
7 consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 

13 equipment and production unless such disposition covers either: 

• 4 

15 I . the entire interest of the party in all leases and equipment and production; or 
16 
17 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
20 and shall be made without prejudice to the right of the other parties. 
21 
22 If. at any lime the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of tlie joint expenses, and lo deal generally with, and with power lo bind, the co-owners of such 
25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 
26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 
27 Area and they shall have the right lo receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest therein. 
34 
35 F. Preferential Right to Purchase; 
36 
37 Should any purly desire to sell nil or any part of its interests under this agreement, or its rights nnd interests in the Contrjuifc 
38 Area, it shall promptly give written notice to tlie other parties, with full information concerning ils proposed sale^jyhjiiwihairTncTudc the 
39 name and address of die prospective purchaser (who must be ready, willing and able to purchas^Jhe-puirlTaTicpricc, and all other terms 
40 of the offer. The other parties shall then have an optional prior right, for a pcinodjif-terrfTOTdays after receipt of the notice, to pruchase 
41 on the same terms and conditions lite interest which the othcrjiajiy-prorKitt^sto sell; and, if this optional right is exercised, the purchas-
42 ing parties shall share the purchscd intcrestJnJi»-ptTjpoT^ that the interest of each bears to the total interest of all purchasing par-
43 tics. However, there shallJwjw-prelcTeTitial right to purchase in those cases where any party wishes to mortgage its interests, or to 
44 dispose ofiu>jnje*ests"bymerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
45 *pwrf7fT~to a subsidiary of u parent company, or to uny compuny in which any one party owns a majority of the stock. • 
46 
47 ARTICLE IX. 
48 INTERNAL REVENUE CODE ELECTION 
49 
50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
51 for profit between or among ihe parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder arc several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
53 purposes, this agreement and the operations hereunder arc regarded as a partnership, each party hereby affected elects to be excluded 
54 from the application of all of the provisions of Subchapter " K " , Chapter I , Subtitle " A " , of the Internal Revenue Code of 1954, as pcr-
55 mitlcd and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to cx-
56 ccutcon behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of die returns, statements, 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 
61 action inconsistent with the election made hereby. If any present or future income tax laws ofthe stale or states in which the Contract 
62 Area is located or any future income lax laws of the United Slates contain provisions similar to those in Subchapter " K " , Chapter I , 
63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to lhat provided by Section 761 of the Code is pcr-
64 mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing clec-
65 tion. each such party states that the income derived by such party from operations hereunder can be adequately determined without the 
66 compulation of partnership taxable income. 
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1 A R T I C L E X. 
2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 docs not exceed F i f t y T h o u s a n d a n d 0 0 / 1 0 0 Dollars 
6 ($50 , 0 0 0 . 0 0 ) and if die payment is in complete settlement of such claim or suit. If the amount required for settlement cx-
7 cccds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pensc of the parties participating in die operation from which the claim or suit arises. If a claim is made against any |wrty or if any parly is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 
12 or suit involving operations hereunder. 
13 
14 A R T I C L E XI. 
15 FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 
19 reasonably full particulars concerning it; thereupon, the obligations ofthe party giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance ofthe force majeure. The affected party shall use all reasonable 
21 diligence to remove the force majeure situation as quickly as practicable. 
22 
23 The requirement lhat any force majeure shall be remedied with all reasonable dispatch shall not require die settlement of strikes, 
24 lockouts, or other labor difficulty by the parly involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 
25 within the discretion of the party concerned. 
26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 nol reasonably within the control of the party claiming suspension. 
31 
32 A R T I C L E XII. 
33 NOTICES 
34 

35 All notices authorized or required between the parlies and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the panics lo whom Ihe notice is given al the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party lo whom such notice is directed, and Ihe time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 
41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 
42 
43 ARTICLE XIII . 
44 TERM OF AGREEMENT 
45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 
47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 
48 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 

49 \ / 
50 y / S . Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or arc continued in force as to any part 
51 of the Contract Area, whether by prtxluction, extension, renewal or otherwise. 
52 
53 Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 
54 agreement, results in prtxluction of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or arc capable of prtxluction, and for an additional period of days from cessation of all prtxluction; provided, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto arc engaged in drilling, reworking, decpen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opcra-
58 tions have been completed and if prtxluction results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rcwork-
61 ing operatons arc commenced within days from the date of abandonment of said well. 
62 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior lo the date of such termination. 
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1 ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the slate in which the Contract Area is located, lo the valid rules, 
7 regulations, and orders of any duly constituted regulatory body of said slate; and to all other applicable federal, state, and local laws, or-
8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 

13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law ofthe state in which 
14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New M e x i c o 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offsct-
22 ting or adjacent to the Contract Area. 
23 
24 With respect lo the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-

27 plication was made in good faith. Each Non-Operator further agrees lo reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production lhat Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 

31 Non-Operators authorize Operator to prepare and submit such documents as may be required lo be submitted lo the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements ofthe "Crude Oil Windfall Profit Tax Act 
33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by die Treasury 
34 Department from lime to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 
40 
41 

42 SEE PAGE 14(a) (b) 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
<;« 



AiiTlCLE XV 

OTHER PROVISIONS 

A^ Assignment . No assignment or other transfer or disposition of any 
interest subject to this Agreement shall be effective as to Operator or 
the other parties hereto until the f i r s t day of the month following the 
month in which (1) Operator receives an authenticated copy of the 
instrument evidencing such assignment, transfer or disposition, and ( i i ) 
the person receiving such assignment, transfer or disposition has become 
obligated by instrument satisfactory to Operator to observe, perform and 
be bound by all of the covenants, terms and conditions of this Agreement. 
Prior to such date, neither Operator nor any other party shall be required 
to recognize such assignment, transfer or disposition for any purpose but 
may continue to deal exclusively with the party making such assignment, 
transfer or dispositon in all matters under this Agreement including 
billings. No assignment or other transfer or disposition of an interest 
subject to this Agreement shall relieve a party of its obligations accrued 
prior to the effective date aforesaid. Further, no assignment, transfer 
or other dispositon shall relieve any party of its l i a b i l i t y for its share 
of costs and expenses which may be incurred in any operation to which such 
party has previously agreed or consented prior to the effective date 
aforesaid for the drilling, testing, completing and equipping, reworking, 
recompleting, side-tracking, deepening, plugging-back, or plugging and 
abandoning of a well even though such operation 1s performed after said 
effective date, subject however to such party's right to elect not to 
participate 1n completion operations under Article V.B. and Article 
VI1.D.1., Option No. 2, not previously consented to. 

Attorneys Fees . In the event Operator shall ever be required to bring 
legal proceedings 1n order to collect any sums due from any Non-Operator 
under this Agreement, then Operator shall also be entitled to recover all 
court costs, costs of collection, and a reasonable attorney's fee, which 
the Hen provided for herein shall also secure. 

C) Confidentiality . Except as otherwise specifically provided herein, 
during the term of this agreement, all geophysical, geological and 
engineering information acquired hereunder shall be the property of the 
parties hereto as herein provided, and the parties agree, and do hereby 
bind themselves, their successors and assigns, to accept and keep such 
Information confidential and for the exclusive use of the parties 
concerned for the term hereof. Except as otherwise specifically provided 
herein, well information shall be the sole and confidential property of 
the parties participating in the cost of the well, but such information 
may be disclosed to a non-drilling party to this agreement 1f a drilling 
party 1s so obligated, and may be disposed of 1n any manner they may 
determine by unanimous agreement, without the consent of any other parties 
to this Agreement. 

Notwithstanding any other provision of this Agreement, any party may 
disclose information, without the consent of the other parties, (1) to 
governmental agencies when required by such agency, (2) to reputable 
financial Institutions in connection with a bona fide financial 
transaction, (3) to bona fide consultants and accredited engineering firms 
for the purpose of evaluation on a confidential basis, (4) to reputable 
and financially responsible third parties with whom a party is engaged in 
a bona fide effort to sell all or part of its interest 1n the Contract 
Area or this Agreement, and (5) third parties with whom a party is engaged 
party proposes to acquire all or a controlling part of the stock in a 
party hereto or to purchase all or substantially all of the assets of a 
party hereto or affiliates of parties hereto; provided that any third 

14 (a) 



Security . The lien and security interest granted by each Non-Operator to 
'Operator and by Operator to the Non-Operators under Article VII.B. shall 
extend not only to such party's oil and gas rights in the Contract Area 
(which for greater certainty shall include all of each party's leasehold 
interest and leasehold estate in the Contract Area), the oil and/or gas 
when extracted and equipment (as mentioned in said Article) but also to 
all accounts, contract rights, inventory and general intangibles 
constituting a part of, relating to or arising out of said oil and gas 
rights, extracted oil and gas and said equipment or which are otherwise 
owned or held by any such party 1n the Contract Area. Further, the lien 
and security interest of each of said parties shall extend to all proceeds 
and products of all of the property and collateral described in this 
paragraph and in Article VII.D. as being subject to said lien and security 
Interest. Any party, to the extent it deems necessary to perfect the lien 
and security interest provided herein, may file this Operating Agreement 
(or a memorandum of this Operating Agreement or other notice of lien) as a 
Hen or mortgage in the applicable real estate records and as a financing 
statement with the proper officer under the Uniform Commercial Code. 
Further, each party agrees on request of any other party to execute any 
financing statement, continuation statement or memorandum of this 
Operating Agreement necessary in order to perfect the security interest 
and lien hereby granted under the applicable Uniform Commercial Code or 
state recording law. 

14 (b) 
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1 ARTICLE X V I . 

2 MISCELLANEOUS 

3 
4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
5 legal representatives, successors and assigns. 
6 
7 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 
8 
9 IN WITNESS WHEREOF, this agreement shall be effective as of 5 t h day p f F e b f u a r y 1 9 9 1 

10 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 NON-OPERATORS 
23 

LBO NEW MEXICO, I N C . , a New OPERATOR 
M e x i c o C o r p o r a t i o n ( w h o l l y 
owned s u b s i d i a r y o f STRATA 
ENERGY RESOURCES CORPORATION 

Raymond A. D i a z , P r e s i d e n t 

24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 

55 
56 
57 
58 

59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

I n d i v i d u a l 

I n d i v i d u a l 

15 



EXHIBIT "A" 

The f o l l o w i n g i s a d e s c r i p t i o n of t h a t property covered by the 
Operating Agreement between LBO New Mexico, Inc. as Operator an 

as Non-Operator 

a t t ached 
d 

O.G. S t a t e No. 2 W e l l 
NW/4 SW/4 o f S e c t i o n 9 
Township I I S , Range 33E 

INTEREST OWNERS % 

CBAT CORP. TRUSTEE 0.333% 
ENERGY SQUARE, #4 02 
505 N . BIG SPRING STREET 
MIDLAND, TX 7 9 7 0 1 

CEARLEY, KENT 1.000% 
P. O. BOX 508 
ROBERT LEE, TX 7 694 5 

CHISICK, L T . CO. MICHAEL 0.500% 
164 65 HENERSON PASS 624 
SAN ANTONIO, TX 78232 

CHISICK, STEVE 1.500% 
101 GALAX LANE 
DURHAM, NC 27703 

GREEN, PATSY D. 0.500% 
8901 D. Trone C i rc l e 
Aus t in , TX 78758 

HARRIS, ROBERT A . 0.500% 
4 550 GORVE STREET 
SKOKIE, I L 60076 

KIRBY, KEN K . Suite 1407 4.000% 
750 E . MID C I T I E S BLVD. 
EULESS, TX 76039 

AFE AMOUNT 

$2,648.92 

$7,954.72 

$3,977.36 

$11,932.08 

$3,977.36 

$3,977.36 

$31 ,818 .88 

MILLS, ANNETTE C. 0.500% 
1413 W. MICHIGAN 
MIDLAND, TX 79701-6055 

STARRAK, JIM 1.000% 
2401 S. COUNTY RD #1110 
MIDLAND, TX 79701 

TEAM EXPLORATION 1.000% 
310 W. ILLINOIS - SUITE 220 
MIDLAND, TX 79701 

TURNER, SUSAN 1.000% 
22 04 LINDOR WAY 
MIDLAND, TX 79707 

WILSON, BONNY 0.667% 
10588 STONE CANYON #182 
DALLAS, TX 75230-4417 

$3,977.36 

$7,954.72 

$7,954.72 

$7,954.72 

$5,305.80 

12.500% $99.434.nn 
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I I 
EXHIBIT " 8 " 

Attached to and made a part of Qpe.ra. t.in^...Ag.r.eenj.e..n.t.....da.t.e.d.1. 

Q4?-e.r.a.t.Q.i:....a.n.d a.a....N..Qn-Qp.e.r.a.t.QX. 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

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

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

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

"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the parties to this agreement other than the Operator. 
"Parlies" shall mean Operator and Non-Operators. 

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

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

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

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

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

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

3. Advances and Payments by Non-Operalors 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received from Ihe Non-Operalors. f i f t e e n 15 

Each Non-Operator shall pay ils proportion of all bills within fifteen (15) days after rccciiAu If payment is/not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent ( I V j i r j per 
annum or the maximum contract rale permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

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

5. Audits 
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating lo the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception lo and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operalors shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which wil l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of tlie Non-Operators' audit cost incurred under Ihis paragraph unless agreed 
to by the Operator. 

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

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

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

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

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

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

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

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

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

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

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

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

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

6. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Properly if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Properly shall not be charged lo the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales com­

mensurate with costs of ownership and operation. Such rales shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight percent (8%) 
per annum. Such rales shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above, Operator may elect lo use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Properly 
Al l costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or wi l l fu l misconduct. Operator shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's-icgal-^lalf 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parlies. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 

— 2 — 



—GQPflSn 
10. Taxes 

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

11. Insurance 

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

12. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed lo by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed lo by the Parties as a direct charge to the Joint Account. 

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

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account al the following rates per well per month: 
Drilling Well Rate $ 5 , 000 . 00 
Producing Well Rate $500 . 00 

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

(a) Drilling Well Rate 

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

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

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

(b) Producing Well Rates 

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

[2] Each active completion in a mulli-compleled well in which production is nol commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

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

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

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

(3) The well rates shall be adjusted as or the first day of April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United Stales Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following fates: 

(a) Development 

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

(b) Operating 

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

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera­
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as tici ncd in 
Paragraph 2 of this Section I I I . Al l 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 fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of j y j .nnn nn : 
A. _ _ _ 3 _ _ % of total costs i f such costs are more than $ 5,000.00 but less than $ 100,000.00 ; plus 
B. _ _ 2 _ _ _ % of total costs in excess of $ 100,000.00 but less than $1,000,000; plus 
C. _ _ J L _ _ _ % of total costs in excess of $1,000,000. 

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

3. Amendment of Rales 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

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

A. New Material (Condition A) 

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

(2) Line Pipe 

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

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

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

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

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

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

if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty 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 

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

D. Obsolete Material 

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

£. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (150) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shall be charged al applicable percentage of the current knocked-down 
price of new Material. . 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Properly; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operalors for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 
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Exhibit "D" 

Attached to and made part of operating agreement dated January 9, 1991 
bv and between LBO New Mexico Inc., Operator and 

. , Non-Operator. 

At a l l times during the conducting (including Pre-Drilling and 
Exploratory Drilling Activity) of operations hereunder, Operator 
shall maintain in force the following insurance. 

A. Workmen's Compensation and/or Employer's Liability Insurance in 
amounts reasonably sufficient to cover l i a b i l i t y for injury to 
or d»ath of Operator's employees, such insurance, if required by 
laws of the state in which the leased lands are located, to be 
in conformity with such laws. 

B. Comprehensive General Liability Insurance with limits of not 
loss than 5300,000.00 covering injury to or death of one person, 
and not less than $300,000.00 covering injury to or death of 
More than one person by reason of one accident, and Property 
Damage Liability Insurance with limits of not less than 
$100,000.00 for each accident and $100,000.00 in the aggregate, 
including coverage for the hazards of contractual l i a b i l i t y , 
contractor's protective l i a b i l i t y , owners protective l i a b i l i t y , 
products and completed operations. Policy should also extend to 
cover loss from explosion, blowout and cratering, and 
underground property damage without limitation for o i l and gas. 
This insurance w i l l not provide pollution coverage. 

C. Comprehensive Automobile Liability Insurance with limits of not 
less than $100,000.00 covering injury to or death of one person 
and not less than 5300,000.00 covering injury to or death of 
more than one person by reason of one accident, and not less 
than $100,000.00 covering property of third persons, including 
coverage for a l l owned, hired and non-owned vehicles. 

D. Umbrella Liability Insurance in the amounts not less than 
$3,000,000.00, excess of a l l primary limits. 

E. As respects losses to jointly-owned property, i t is understood 
and agreed that except in the case of gross negligence or 
willful misconduct no Party to this agreement nor his insurors 
shall have any right of recovery against any other Party to this 
agreement, their agents, directors, officers, or employees, or 
against their respective property, and the rights of recovery 
with respect to such property are mutually waived. Any 
insurance policies covering any interest provided for hereunder 
covering jointly-owned property shall be endorsed to effectuate 
this waiver of subrogation. 

I t is the intent of the Operator to provide the Non-Operators with 
the above limits of l i a b i l i t y reduced to their interests. A per well 
charge will be made to the Joint Account for this coverage. 
Operator has the right to use deductibles or self-insured retentions 
in place of the above-described insurance limits of l i a b i l i t y . Such 
deductibles and/or self-insured retentions shall be charged to the 
Joint Account when incurred. Non-Operators will be notified of the 
use of deductibles or self-insured retentions evcppriino s^n.nnn 



The above cover; s and l i m i t s may be modi ed from time to time 
subject to market a v a i l a b i l i t y and reasonable cost, and upon the 
approval of the Partners, and such approval shall not be unreasonably 
withheld. 

» 

A l l uninsured losses shall be charged to the Joint 
Account. 

Any and a l l contractors or sub-contractors of Operator performing 
work under th i s agreement shall be required to carry insurance 
coverage in amount and as designated by the Operator. 

Upon request, the Operator shall furnish a Non-Operator with a 
Certificate of Insurance evidencing that coverages as set forth above 
are in force and providing that the insurer shall notify the 
Non-Operator at least 20 days prior to the date of cancellation or 
the date on which a material change in coverage will become 
effective. 



/TRATA ENERGY RESOURCL CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

February 5,1991 

RE: O.G. State No. 2 Well - NW/4 SW/4 of Section 9, Township 11S, Range 33E - Lea County, New 
Mexico / Notice of Intent to Drill Second Well 

Dear 

Our records indicate that you are the present owner of a contingent (back-in) and/or currently effective 
working interest in the O.G. State No. 1 Well, and the leasehold interest covering same. Our company is 
desirous of drilling a direct offset well to the existing well as set forth in the enclosed well prognosis, as 
soon as we either have the participation and/or consent of all other working interest owners, or we procure 
an order to force pool from the New Mexico Oil Conservation Division. 

This letter is to advise you of such drilling intent, and to procure either your participation in the well, or your 
agreement to either farmout or sell your proportionate interest to us as detailed below: 

1. Well Participation 

We hereby enclose for your review and further action the following information in order to allow you 
to consider whether you want to participate for your proportionate share in the O.G. State No. 2 
Well as indicated in the AFE: 

a) An AFE showing estimated well costs and your proportionate share, which amount must 
be paid within thirty (30) days hereof if you desire to participate; (see below) 

b) A map showing well location; 

c) A geological prognosis discussing the various producing zones that we may encounter, as 
well as a basis for drilling down to 11,300 feet or such depth sufficient to test the 
Mississippian formation; and 

d) An AAPL Operating Agreement with COPAS accounting for your review and execution. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



O.G. STATE NO.2 NOTICE 
February 5,1991 
Page Two 

If you elect to participate in the O.G. State No. 2 Well for your proportionate interest, we kindly request that 
you submit to us within thirty (30) days hereof your share of the well costs as set forth in the AFE, an 
executed copy of the AFE thereby agreeing to its contents, and an executed operating agreement. You 
should retain the enclosed second copy of both the AFE and the operating agreement for your files. 

If we fail to receive your funds and the necessary documents within the thirty (30) day period we will 
assume that you do not wish to participate. 

In the event that you elect not to participate for your proportionate share of the second well, we hereby 
present you with two alternatives as above stated. 

2. Sale of All Your Interest 

We hereby offer each contingent working interest owner $1,000 per 1% working interest per his 
or her entire right, title and interest in and to the O.G. State No. 1 and No. 2 Wells, the leasehold 
rights consisting of your 1% of the 160 acre lease and the equipment and production therefrom. 

Our economic evaluation shows that payout of the remaining unrecovered well costs on the O.G. 
State No. 1 Well (consisting of approximately $90,000 of original unrecovered costs and another 
$520,000 of rework unrecovered costs) would likely occur in 1996 assuming a 4% annual 
escalation in oil and gas prices from current prices, and assuming an 8% annual production decline 
rate. In addition, our economic evaluation shows a four (4) year payout on the O.G. State No. 2 
Well, provided the well encounters oil and/or gas in two (2) commercial zones, based upon the 
enclosed AFE costs, and the other factors above mentioned. Based upon these economics which 
we believe to be realistic, our offer price is more than fair in our opinion. We would, however, 
entertain a reasonable counter offer, provided that you understand that the thirty (30) day period 
will not be affected by any such counter offer or negotiations that may follow. 

3. Farmout on O.G. State No. 2 

In the event you do not wish to sell your interest, we would be willing to farmin your proportionate 
interest on the following terms: 

a) You would assign to us all of your interest in the O.G. State No. 2 drill site, retaining your 
interest in the O.G. State No. 1 and the balance of the lease, and we would agree to pay 
the well costs attributable to your interest. You will be entitled to receive the equivalent 
of a 5% of 8/8ths overriding royalty proportionately reduced to your interest i.e., each 1% 
interest owner would be entitled to receive 1% of the 5% overriding royalty. Upon LBO 
reaching payout, such terms to include the total cost of land, drilling, completion, operation, 
maintenance, production taxes and rework costs for the well, your reserved overriding 
royalty interest would convert to a 25% working interest proportionately reduced to your 
interest in the well. The well would be commenced as soon as we have procured through 
purchase, farmin, force pooling or otherwise the participation of 100% of the working 
interest. 



O.G. STATE NO. 2 NOTICE 
February 5,1991 
Page Three 

Should you have an interest in farming your interest to us on the above terms you should 
contact us whereupon we will forward to you a farmout agreement for your execution. 

4. In the event we do not receive your funds as per the AFE and documents, or an executed sale or 
farmout agreement within thirty (30) days we will assume that you do not have an interest in any 
of the foregoing options and will immediately commence force pooling procedures under the 
appropriate rules and regulations of the New Mexico Oil Conservation Division. 

Sincerely, 

LBO NEW MEXICO, INC. 

Raymond A. Diaz 
President 

RAD/jaf 

Enclosures 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: CBAT Corp. Trustee 
Energy Square, Suite 402 
505 N. Big Spring Street 
Midland, TX 79701 

Date: February 5, 1991 

From: LBO New Mexico, I n c . 
28202 Cabot Road - S u i t e 250 
Laguna N i g u e l , CA 92 677 

1-4-91 D r i l l i n g and Comple t ion cos ts f o r 
O.G. S ta te No. 2 - Share o f e s t i m a t e d 
c o s t = .333% o f $795,472.00 

TOTAL DUE 

$2,648.92 

$2,648.92 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road. Suite 250. Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCE CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Kent Cearley 
P.O. Box 508 
Robert Lee, TX 

Date: February 5, 1991 

76945 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 
cost = 1.00% of $795,472.00 $7,954.72 

TOTAL DUE $7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, I N C . 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



TRATA ENERGY RESOURCE CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: L t . Co. Michael C h i s i c k Date: February 5, 1991 
16465 Henderson Pass - Apt . 624 
San Antonio, TX 78232 

From: LBO New Mexico, I n c . 
28202 Cabot Road - Sui te 250 
Laguna Niguel , CA 92677 

1-4-91 D r i l l i n g and Completion cos t s f o r 
O.G. State No. 2 - Share of est imated 

cost = .50% of $795,472.00 $3,977.36 

TOTAL DUE $3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 •(714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



'TRATA ENERGY RESOURCE^CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Steve C h i s i c k Date : February 5, 1991 
101 Galax Lane 
Durham, NC 27703 

From: LBO New Mexico, I n c . 
28202 Cabot Road - S u i t e 250 
Laguna N i g u e l , CA 92677 

1-4-91 D r i l l i n g and Comple t ion cos t s f o r 
O.G. S ta te No. 2 - Share o f e s t i m a t e d 

cost = 1.00% of $795,472.00 $7,954.72 

TOTAL DUE $7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 •(714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS. INC. 

I N V O I C E 

T o : Patsy D. Green 
8901 D. Trone Circle 
Austin, TX 7*758 

Date : February 5, 1991 

From: LBO New Mexico, I n c . 
28202 Cabot Road - S u i t e 250 
Laguna N i g u e l , CA 92677 

1-4-91 D r i l l i n g and Complet ion cos t s f o r 
O.G. S ta te No. 2 - Share o f e s t i m a t e d 

cost = .50% of $795,472.00 $3,977.36 

TOTAL DUE $3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel. CA 92677 • (714) 365-0100/(800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCE CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS. INC. 

To: Robert A. Harris 
4550 Grove Street 
Skokie, IL 60076 

Date: February 5, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 

cost = .50% of $795,472.00 $3,977.36 

TOTAL DUE $3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road. Suite250,Laguna Niguel, CA92677 • (714)365-0100/(800) 426-5779/FAX(714)365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS. INC. 

I N V O I C E 

To: Ken K. Kirby Date: February 5, 1991 
750 East Mid-Cities Blvd. 
Euless, TX 76039 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 

cost = 4.00% of $795, 472.00 $ 31,818.88 

TOTAL DUE 
S 31,818.88 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel. CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Annette C. M i l l s Date: February 5, 1991 
1413 West Michigan 
Midland, TX 79701-6055 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 

cost = .50% of $795,472.00 $3,977.36 

TOTAL DUE $3,977.36 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Jim Starrak Date: February 5 1991 
2401 S. County Road #1110 
Midland, TX 79701 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 

cost = 1.00% of $795,472.00 $7,954.72 

TOTAL DUE $7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCE^ CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO. INC. 

STRATA PROGRAMS. INC. 

I N V O I C E 

TO: TEAM Exploration, Inc. 
310 W. I l l i n o i s - Suite 220 
Midland, TX 79701 

Date: February 5, 1991 

From: LBO New Mexico, I n c . 
28202 Cabot Road - S u i t e 250 
Laguna N i g u e l , CA 92677 

1-4-91 D r i l l i n g and Comple t ion cos t s f o r 
O.G. S ta te No. 2 - Share o f e s t i m a t e d 
cos t = 1.00% o f $795,472.00 

TOTAL DUE 

$7,954.72 

$7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road. Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS. INC. 

I N V O I C E 

To: Susan Turner 
2204 Lindora Way-
Midland, TX 79707 

Date: February 5, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs f o r 
O.G. State No. 2 - Share of estimated 

cost = 1.00% of $795,472.00 $7,954.72 

TOTAL DUE $7,954.72 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road. Suite 250. Laguna Niguel. CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



STRATA ENERGY RESOURCES CORPORATION 

Subsidiaries 

LBO ENERGY, INC. LBO NEW MEXICO, INC. 

STRATA PROGRAMS, INC. 

I N V O I C E 

To: Ms. Bonny Wilson 
10588 Stone Canyon #182 
Dallas, Texas 75230-4417 

Date:February 5, 1991 

From: LBO New Mexico, Inc. 
28202 Cabot Road - Suite 250 
Laguna Niguel, CA 92677 

1-4-91 D r i l l i n g and Completion costs for 
O.G. State No. 2 - Share of estimated 
cost = .666% of $795,472.00 

TOTAL DUE 

$5,297.84 

$5,297.84 

PLEASE MAKE CHECK PAYABLE TO LBO NEW MEXICO, INC. 

CHECK SHOULD BE RETURNED NO LATER THAN THIRTY (30) DAYS FROM DATE 
HEREOF. 

28202 Cabot Road, Suite 250, Laguna Niguel, CA 92677 • (714) 365-0100 / (800) 426-5779 / FAX (714) 365-0205 



Recommendation for D r i l l i n g the O.G. Stata #2 
to tha Mississippian 

Most of the wells d r i l l e d i n the North Bagley F i e l d were d r i l l e d t o 
t e s t the various Penn sands 10,500 fe e t . A few notable exceptions 
were d r i l l e d deeper w i t h mixed success. Atoka i s the lower most 
Penn and would be at about 10, 800 feet at our l o c a t i o n . The 
Mississippian was tested i n what would appear t o be a commercial 
gas t e s t i n the Sun C o l l i e r well about a mile t o the East. The 
logic of t e s t i n g the Mississippian and Atoka i s tha t they have good 
p o t e n t i a l f o r production, with one t e s t i n g commercial gas down dip, 
the other being a commercial producer i n the f i e l d . 

Although both of these zones were evaluated and not developed to 
the North of the O.G. State lease, they are both porosity dependent 
f o r production. 

Even with a r e l a t i v e l y high r i s k , the p o t e n t i a l rewards f o r the 
r e l a t i v e l y low cost of additional d r i l l i n g makes d r i l l i n g to 
evaluate these zones important. To d r i l l and t e s t a l l the known 
productive Penn sands i n the immediate area would require a t o t a l 
depth of 10,600 fe e t . 

The r i s k f o r evaluating two addi t i o n a l pay zones would only be f o r 
d r i l l i n g an ad d i t i o n a l 600 to 700 f e e t . I t would not be prudent 
not t o t e s t these p o t e n t i a l zones when you consider r e l a t i v e l y 
modest cost t o evaluate them and the tremendous p o t e n t i a l r e t u r n . 
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MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

February 5 \g 91 

OPERATOR LBO NEW MEXICO, INC. 

CONTRACT AREA O.G. State No. 2 

NW/4 SW/4 of Section 9 

Township 11S, Range 33E 

COUNTY OR PARISH OF L e a STATE OF N e w M e * 



1982 - Model Form Operating Agreement 

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT; 

1. Title Page: Fill in blanks as applicable. 

2. Preamble, Page I : Enter name of Operator. 

3. Article II - Exhibits: 

(a) Indicate Exhibits to be attached. 

(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit "F" should be deleted. 

4. Article III.F>. - Interests of Parties in Cost and Production: Enter royally fraction as agreed to by parties. 

5. Article IV.A. - Title Examination: Select option as agreed to by the parties. 

6. Article IV.B. - Loss of Title: If "Joint Loss" of Tide is desired, the following changes should be made: 
(a) Delete Articles IV.B.l and IV.B.2. 
(b) Article IV.B.3 - Delete phase "other than those set forth in Articles IV.B.l. and IV.B.2 above." 
(c) Article VII.E. - Change reference at end of the first grammatical paragraph from "Article IV.B.2" to "Article IV.B.3." 
(d) Article X. - Add as the concluding sentence - "All claims or suits involving title to any interest subject to this agreement shall be 

treated as claim or a suit against all parties hereto." 

7. Article V - Operator: Enter name of Operator. 

8. Article VI.A - Initial Well: 

(a) Date of commencement of drilling. 
(b) Location of well. 
(c) Obligation depth. 

9. Article VI.B.2.(b) - Subsequent Operations: Enter penally percentage as agreed to by parties. 

10. Article Vl.C. - Taking Production in Kind: If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit "E", then use 
Alternate Page 8. 

11. Article VII.D.I. - Limitation of Expenditures: Select option as agreed lo by parties. 

12. Article VII.D.3. - Limitation of Expenditures: Enter limitation of expenditure of Operator for single project and amount above which 
Operator may furnish information AFE. 

13. Article IX. - Internal Revenue Code Election: Delete this article in the event the agreement is a Tax Partnership and Exhibit "G" is 

attached. 

14. Article X. - Claims and Lawsuits: Enter claim limit as agreed to by parties. 

15. Article XIII. - Term of Agreement: 
(a) Select Option as agreed to by parties. 
(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. 

16. Article XIV.B. - Governing Law: Enter state as agreed to by parties. 

17. Signature Page: Enter effective date. 
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I OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between LBO New M e x i c o , I n c . , a New M e x i c o 
4 Co_rjp_Qration , hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes licrcinaflcr referred lo individually herein 
6 as "Non-Operator", and collectively as "Non-Operators". 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 
14 NOW, THEREFORE, it is agreed as follows: 
15 
16 ARTICLE I . 
17 DEFINITIONS 
18 
19 As used in this agreement, Ihe following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghcad gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying wilhin the Contract Area which arc owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which arc owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all ofthe lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 arc described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall he the drilling unit as cslablish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. Tlie term "drillsitc" shall mean the oil ami gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 
42 EXHIBITS 
43 
44 y The following exhibits, as indicated below and attached hereto, arc incorporated in and made a part hereof: 
45 J^JA. Exhibit " A " , shall include the following information: 
46 \ (1) Identification oflands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 f3) Percentages or fractional interests of parties to this agreement, 
49 (4) - Oil. and gas-leases and/or_oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 • B. Exhibit " B " , Form of Lease. 
52 ^S fC . Exhibit "C", Accounting Procedure. 
53 yR(b . Exhibit " D " , Insurance. 
54 • E. Exhibit "E", Gas Balancing Agreement. 
55 • F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit "G", Tax Partnership. 
57 If any provision of any exhibit, except Exhibits "E" and "G", is inconsistent with any provision contained in the body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Can Interests: 
5 
6 If any party owns an oil and gas interest in the Contract Area, lhat interest shall be treated for all purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 
8 shall be deemed to own both royalty interest in such lease and the inlcrcsl of the lessee thereunder. 
9 

10 B. Interests of Parties in Costs and Production: 
I I 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by Ihe parties as their interests arc set 
14 forth in Exhibit " A " . ln the anmc manner, the purttOB (.hull »lw> own nil production of oil nnd gtw from the Contract Areu mihjeel lo lh» 
15 payment of royalties to tho oxtonl of which »hnll he hnmo ni hcwim.fipr <wt forth-
16 

17 Regardless of which party has contributed the leasc(s) and/or oil and gas intercsl(s) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, lo the extent of its interest in such prtxluction, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive sell lenient on a higher price basis, (he party contributing Ihe affected lease shall bear the additional royalty burden attributable 
23 to such higher price. 
24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 
26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject lo any royalty, 
30 overriding royalty, prtxluction payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 
34 D. Subsequently Created Interests: 
35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
38 was not disclosed in writing to all other parties prior lo the execution of this agrccnicnl by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parlies (any such interest being hereinafter referred lo as "subsequently created interest" irrespective ofthe 
40 timing of ils creation and the party out of whose working inlcrcsl the subsequently created inlcrcsl is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the prtxluction attributable thereto, said other party, or parties, shall receive said assign-
45 mcnt and/or production free and clear of said subsequently created interest and the burdened party shall indemnify and 
46 save said other party, or parties, harmless from any and all claims and demands for payment asserted by owners of the 

47 subsequently created interest; and, 

48 

49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. 
50 shall be enforceable against the subsequently created interest in the same manner as (hey arc enforceable against the working 
51 interest of the burdened party. 
52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
57 
58 Title examination shall be made on the drillsitc of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royally, overriding 
61 royalty and production payments under the applicable leases. At the lime a well is proposed, each party contributing leases and/or oil and 
62 gas interests to (he drillsitc, or lo be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), tide opinions, title papers and curative material in its possession free of charge. All such information not in the possession 
64 of or made available to Operator by the parlies, but necessary for Ihe examination ofthe title, shall be obtained by Operator. Operator 
65 shall cause title U> be examined by attorneys on its staff or by outside attorneys, copies of all title opinions shall be furnished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 
68 I I Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part ofthe administrative overhead as provided in Exhibit "C" , 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

2 
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ARTICLE IV 
continued 

V 
1 / X Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinioas) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make- no charge for services rendered by ils staff attorneys or other personnel in the performance ofthe above 
5 functions. 
6 
7 Each party shall be responsible for securing curative mailer and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
I I 
12 No well shall be drilled on the Contract Area until after (I) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who arc to par-
14 ticipate in the drilling of the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss 
19 results in a reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have 
20 ninety (90) days from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title 
21 failure, which acquisition will not be subject lo Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue 
22 in force as to all remaining oil and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or die other parties any development or operating costs which it may have Uierctofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest 
27 which has been lost, but the interests of the parties shall be revised on an acreage basis, as of the time il is determined finally that 
28 title failure has occurred, so that the interest of (he party whose lease or interest is affected by the title failure will thereafter be 
29 reduced in the Contract Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 teres! (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined lo be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid lo the party or parties 
36 who bore the cost which are so refunded; 
37 (e) Any liability lo account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense ofthe interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed lo make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery ofthe failure to make proper payment, 
47 which acquisition will not be subject to Article VIII.I)., the interests of tlie parties shall be revised on an acreage basis, effective as ofthe 
48 date of termination ofthe lease involved, and die party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the parly who failed to make Ihe 
50 required payment shall not have been fully reimbursed, at the lime of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrccovcred actual costs theretofore paid by it (but not for its share ofthe cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis. 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable lo the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
5K termination, would be attributable lo the lost interest on an acreage basis, up to the amount of unrccovcred costs, the proceeds of said 
59 portion of the oil and gas lo be contributed by the other parties in proportion to their respective interests; and, 
60 (c) Any monies, up to the amount of unrecovered cosls, that may be paid by any party who is, or becomes, the owner 
61 of the interest lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
62 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B. I . and IV.B.2. above, shall be joint losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
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1 ARTICLE V. 
2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 

6 LBO New Mexico, I n c . s h a l , ^ t h c 

7 Operator ofthe Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 

8 required by, and within thc limits of this agreement, lt shall conduct all such operations in a good and workmanlike manner, but it shall 

9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 
10 negligence or willful misconduct. 
I I 
12 B. Resignation or Removal of Operator and Selection of Successor: 
13 
14 I . Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

15 If Operator terminates its legal existence, no longer owns an interest hereunder in thc Contract Area, or is no longer capable of 
16 serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except thc selection of a 
17 successor. Operator may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is 
18 placed in receivership, by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership 
19 as shown on Exhibit " A " remaining after excluding Ihe voting interest of Operator. Such resignation or removal shall nol become 

20 effective until 7:00 o'clock A.M. on thc first day of the calendar month following Ihe expiration of nincly (90) days after thc giving 

21 of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor Operator has been 
22 selected and assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal, shall be 
23 bound by thc terms hereof as a Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's 
24 interest to any single subsidiary, parent or successor corporation shall not be Ihe basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shatl be selected by 

27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at thc time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vole of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vole or votes only to 
30 succeed itself, the successor Operator shall be selected by thc affirmative vole of two (2) or more parties owning a majority interest based 
31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 
32 
33 C. Employees: 
34 
35 Thc number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at thc usual rates prevailing in the 
41 area. If it so desires, Operator may employ its own tools and equipment in (he drilling of wells, but its charges therefor shall not 
42 exceed thc prevailing rates in the area and thc rale of such charges shall be agreed upon by thc parties in writing before drilling 
43 operations arc commenced, and such work shall be performed by Operator under the same terms and conditions as arc customary 
44 and usual in thc area in contracts of independent contractors who arc doing work of a similar nature. 
45 

46 
47 
48 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 

51 

52 A. Initial Well: u n d e r t a k e r e a s o n a b l e e f f o r t s 
53 d a t e 100% w o r k i n g i n t e r e s t i s I 
54 On or before the / day of \ p r o c u r e d t I Q M I , Operator shall|commence the drilling of 

55 a well for oil and gas at the following location: 
56 
57 
58 
59 
60 and shall thereafter continue Ihe drilling of the well with due diligence to 
61 
62 
63 
64 
65 unless granite or other practically impenetrable substance or condition in Ihe hole, which renders further drilling impractical, is cn-

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

67 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. 

NW/4 SW/4 Section 9 T11S, R33E 

Test the M i s s i s s i p p i a n formation at a depth of 11,200 feet below 
the surface of the ground. 

4 
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ARTICLE VI 

continued 

1 If, in Operator's judgment, thc well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, thc provisions of Article VI .E . l . shall thereafter apply. 
3 

4 

5 
6 I). Subsequent Operations: 
7 
8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI . A., or lo rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, thc party desiring to drill, rework, deepen or plug back such a well shall give thc 
11 other parties written notice of tlie proposed operation, specifying thc work to be performed, the location, proposed depth, objective forma-
12 lion and thc estimated cost of thc operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and Ihe response period 
15 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice 
16 to reply within thc period above fixed shall constitute an election by that party not to participate in the cost ofthe proposed operation. 
17 Any notice or response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 

21 If all parties elect to particiapte in such a proposed operation, Operator shall, within ninety (90) days after expiration of thc notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion, as thc case may be), actually commence die proposed operation and complete it with due diligence at the risk and expense of all par-
24 tics hereto; provided, however, said commencement date may be extended upon written notice of same by Operator lo thc other parties, 
25 for a period of up to thirty (30) additional days if, in thc sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete 
27 title examination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arti-
28 clc XI , if thc actual operation has not been commenced within thc time provided (including any extension thereof as specifically 
29 permitted herein) and if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted 
30 to the other parties in accordance with thc provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less dian All Parties: If any parly receiving such notice as provided in Article VLB. 1. or VII . D . I . (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order lo be entitled to thc benefits of this Article, thc party or parties 
36 giving thc notice and such other parties as shall elect to participate in thc operation shall, within ninety (90) days after thc expiration of 
37 thc notice periixl of thirty (30) days (or as promptly as possible after the expiration ofthe forty-eight (48) hour period when a drilling 
38 rig is on location, as thc case may be) actually commence Ihe proposed operation and complete it with due diligence. Operator shall 
39 perform all work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, 
40 and if Operator is a Non-Consenting Party, thc Consenting Parties shall cither: (a) request Operator to perform the work required 
41 by such proposed operation for thc account ofthe Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator 
42 to perform such work. Consenting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall 
43 comply with all terms and conditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after thc expiration of thc applicable 

48 notice period, shall advise thc Consenting Parties of the total interest ofthe parties approving such operation and its recommendation as 
49 to whether thc Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-cighl (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise thc proposing party of its desire to (a) 
51 limit participation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties" 
52 interests, and failure to advise the proposing party shall be deemed an election under (a), ln the event a drilling rig is on location, 
53 ihe time permitted for such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal 
54 holidays). Thc proposing party, at its election, may withdraw such proposal if there is insufficient participation and shall promptly 
55 notify all parties of such decision. 
56 

57 
58 Thc entire cost and risk of conducting such operations shall be borne by the Consenting Parties in Ihe proportions they have 
59 elected to bear same under thc terms of thc preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations ofthe Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon thc well and restore the surface location at Ihcir 
62 v»le cost, risk and expense. If any well drilled, reworked, deepened or plugged back under thc provisions of this Article results in a pro-
63 ducer ol' oil and/or gas in paying quantities, thc Consenting Parties shall complete and equip thc well to produce at their sole cost and risk, 
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ARTICLE V I 
continued 

1 and thc well shall then be turned over to Operator and shall be operated by it at thc expense and for thc account of the Consenting Par-
2 tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with thc provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Parly's interest in thc well and share of prtxluction therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting prtxluction taxes, excise taxes, royally, overriding royalty and other in-
7 tcrcsts not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect lo such interest 
8 until il reverts) shall equal the total of the following: 
9 

10 
11 
12 (a) 200°' of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond thc wellhead 
13 connections (including, but not limited lo, slock tanks, separators, trcaters, pumping equipment and piping), plus-KXWJ. ol each such 200% 
14 Non-Consenting Party's share ofthe cost of operation ofthe well commencing with first production and continuing until each such Non-
15 Consenting Parly's relinquished interest shall revert lo it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will he that interest which would have been chargeable lo such Non-Consenting 
17 Party had it participated in thc well from the beginning of thc operations; and 
18 
19 
20 
21 (b)_3 0Q % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and 
22 completing, after deducting any cash contributions received under Article VHI .C, and 3 0 0 % of that portion of thc cost of 
23 newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable lo such Non-
24 Consenting Party if it had participated therein. 
25 
26 
27 
28 An election not to participate in thc drilling or thc deepening of a well shall be deemed an election not to participate in any rc-
29 working or plugging back operation proposed in such a well, or portion thereof, to which thc initial Non-Consent election applied 
30 that is conducted at any lime prior to full recovery by the Consenting Parties of thc Non-Consenting Party's recoupment account. 
31 Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of thc cosi of nocra-
32 lion of said well and there shall be added to the sums lo be recouped by thc Consenting Parties one hundred percent ( 200%) °^ 
33 that portion of the costs of the reworking or plugging back operation which would have been chargeable lo such Non-Consenting 
34 Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period, thc 
35 provisions of this Article VLB. shall be applicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During thc period of time Consenting Parties arc entitled to receive Non-Consenting Parly's share of production, or thc 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted 
42 by Article III .D. 
43 

44 
45 
46 In thc case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 tif cost, all casing, tubing and other equipment in thc well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such cquip-

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

50 
51 
52 
53 Within sixty (60) days after thc completion of any operation under this Article, thc party conducting thc operations for thc 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of thc equipment in and connected to thc well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at 
56 its option, thc operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monUily bill-
57 ings. Each month thereafter, during the time thc Consenting Parties arc being reimbursed as provided above, thc party conducting thc 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parlies with an itemized statement of all costs and liabilities in-
59 currcd in the operation of thc well, together with a statement of Ihe quantity of oil and gas prtxluccd from it and Ihe amount of proceeds 
60 realized from the sale ofthe well's working interest prtxluction during the preceding month. In determining the quantity of oil and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from Ihe sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrcturncd costs 
64 of the work done and of ihe equipment purchased in determining when thc interest of such Non-Consenting Party shall revert lo it as 
65 above provided; and if ihcrc is a credit balance, it shall be paid to such Non-Consenting Party. 

66 
67 
68 
69 
70 

6 
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ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest thc amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, thc material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled lo had it participated in thc drilling, reworking, deepening or plugging 

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

6 costs of ihe operation of said well in accordance with Ihe terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

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

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

12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 Thc provisions of this Article shall have no application whatsoever to thc drilling of Ihe initial well described in Article VI . A. 
17 except (a) as to Article VII .D. I . (Option No. 2), if selected, or (b) as to Ihe reworking, deepening and plugging back of such initial well 
18 after it has been drilled lo the depth specified in Article VI . A. if it shall thereafter prove to be a dry hole or, if initially completed forpro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached ils authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking. dcc|x*ning. plugging back or completing operation in such a well shall I K charged and borne as part of Ihe drilling or decpen-
26 ing operation just completed. Stand-by costs subsequent lo all parties responding, or expiration ofthe response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms ofthe second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part ofthe proposed operation, but if thc proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be alltx-atcd between thc Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-
31 lies. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal lo dircclionally control and intentionally deviate a well from vertical so as to change thc bottom hole 
37 location (herein called "sidetracking"), unless done lo straighten the hole or to drill around junk in thc hole or because of other 
38 mechanical difficulties. Any party having thc right to participate in a proposed sidetracking operation thai docs not own an interest in thc 
39 affected well bore at the time of Ihe notice shall, upon electing to participate, tender to the well bore owners ils proportionate share (equal 
40 to ils interest in thc sidetracking operation) of thc value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on thc basis of the actual costs incurred in 
45 the initial drilling of thc well down to the depth at which the sidetracking operation is initialed. 
46 
47 
48 
49 (b) If thc proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis ofthe well's 
50 salvablc materials and equipment down to thc depth at which thc sidetracking operation is initialed, determined in accordance with thc 
51 provisions of Exhibit " C " , less (he estimated cost of salvaging and thc estimated cost of plugging and abandoning. 
52 
53 
54 
55 In the event thai notice for a sidetracking operation is given while the drilling rig to be utilized is on location, thc response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request 
57 and receive up to eight (8) additional days after expiration of Ihe forty-eight (48) hours within which to respond by paying for all stand-by 
58 time incurred during such extended response periixl. If more than one party elects lo take such additional time lo respond to thc notice, 
59 standby costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in Ihe proportion each electing 
60 party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all other in-
61 stances the response periixl lo a proposal for sidetracking shall be limited lo thirty (30) days. 
62 
63 
64 
65 C. TAKING PRODUCTION IN KIND;-
66 
67 Pj»..h pnrtv ahull lnki» in kind nr si'pnmtplv dispose of its pmprtrtifwiiitr i h a r m f nil oil nnd f m produced fmm the Cnn(ni 1 rirmii 

68 exclusive of production which may be used in development and prodi"-'ng ppf r:iiiinm unit m pri-p-inn^ im.i in-uim. oil and gas for 

69 marketing purposes ami product inn_iin*v«wliilily lusi Any exira expenditure incurred in the taking in kind or separate disposition by any 

70 ptirty ol Ui. proportionate i.hure of die prtxluction ;>hnll he home by sueh party. Any party taking its share of pioduitiori in kind shall lie 

7 
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ARTICLE V I 
continued 

I required to pay for only its proportionate share of such part of Operator's am face facilities which it UM.V —* 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of ils interest introduction from 
4 Ihe Contract Area, and, except as provided in Article Vll .B. , shall be entitled to receive payment directly from lha'purchascr thereof for 
5 its share of all production. 

7 ln die event any party shall fail to make thc arrangements necessary to take in kind^M^cparalcly dispose of its proportionate share 
8 of the oil produced from die Contract Area, Operator shall have the right, subjccyp4hcrcvocalion al will by thc party owning it, but nol 
9 the obligation, to purchase such oil or sell it to others at any time and fropHtmc to time, for thc account ofthe non-taking party at thc 

10 best price obtainable in thc area for such production. Any such purchase or sale by Operator shall be subject always to thc right ofthe 
11 owner ofthe production lo exercise at any time its righUo-ttfkc in kind, or separately dispose of, its share of all oil not previously 

12 delivered lo a purchaser. Any purchase or sale byOpefator of any olher parly's share of oil shall be only for such reasonable periods of 
13 time as arc consistent with thc minimum nejiisrtif the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
is 
16 In thc cvcnloncTor more parties' separate disposition of its share of (lie gas causes split-stream deliveries to separate pipelines 
17 and/or dclivcrjctrwhich on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas 
18 salcstp^callocatcd to it, the balancing or accounting between thc respective accounts ofthe parties shall be in accordance with any 
19 tMrfniiliincing agreement between Ihe parties hereto, whether such an ugroement is iiltuched us Exhibit " K " . or i;i u iiepurulc ugrccmcnt.1 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access lo thc Contract Area at all reasonable times, al its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to thc development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each ofthe other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at thc 
27 first of each month, and shall make available samples of any cores or cuttings taken from any well drilled on thc Contract Area. Thc 
28 cost of gathering and furnishing information to Non-Operator, other than lhat specified above, shall be charged to thc Non-Operator 
29 that requests thc information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under die terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parlies. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday ami legal holidays) after receipt of notice of thc proposal lo plug and abandon 
37 such well, such party shall be deemed to have consented lo thc proposed abandonment. All such wells shall be plugged and abandoned 
38 in accordance with applicable regulations and at thc cost, risk and expense of Ihe parties who participated in the cost of drilling or decpen-
39 ing such well. Any party who objects lo plugging and abandoning such well shall have Ihe right to lake over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which thc Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed 
44 as a producer shall nol be plugged and abandoned without thc consent of all parties. If all parties consent to such abandonment, thc well 
45 shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all thc parties hereto. If, 
46 within thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such 
47 well, those wishing to continue its operation from the intcrval(s) of thc formation(s) Ihcn open lo production shall tender lo each of thc 
48 other parties its proportionate share of thc value ofthe well's salvablc material and equipment, determined in accordance with the provi-
49 sions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning 
50 party shall assign thc non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use 
51 of thc equipment and material, all of its interest in thc well and related equipment, together with its interest in thc leasehold estate as to, 
52 hut only as to, the interval or intervals of the formation or formations then open to production. If the interest of thc abandoning party 
53 is or includes an oil and gas interest, such party shall execute and deliver lo Ihe non-abandoning party or parties an oil and gas lease, 
54 limited to thc interval or intervals of the formation or formations then open to production, for a term of one (I) year and so long thereafter 
55 as oil and/or gas is produced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form 

56 attached as Exhibit 
57 

58 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 8 
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ARTICLE V I 
continued 

1 " B " . Thc assignments or leases so limited shall encompass thc "drilling unit" upon which the well is located. Thc 
2 payments by. and thc assignments or leases to, thc assignees shall be in a ratio based upon thc relationship of their respective percentage 

3 of participation in thc Contract Area to thc aggregate of the percentages of participation in thc Contract Area of all assignees. There 
4 shall be no readjustment of interests in thc remaining portion of thc Contract Area. 
5 
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in thc operation of or production from 
7 thc well in thc interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon rc-
8 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at thc rates and charges con-
9 tcmplatcd by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of thc assigned 

10 well. Upon proposed abandonment ofthe producing intcrval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase ils prior interest in Ihe well (using the same valuation formula) and participate in further operations therein subject lo thc pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article V I . E . l . or VI.E.2. above shall be applicable as 
15 between Consenting Parties in thc event ofthe proposed abandonment of any well excepted from said Articles; provided, however, no 
16 well shall be permanently plugged and abandoned unless and until all parties having thc right lo conduct further operations therein have 

17 been notified of the proposed abandonment and afforded Ihe opportunity to elect to take over die well in accordance with the provisions 
18 of this Article VI.E. 
19 
20 ARTICLE V I I . 
21 EXPENDITURES AND LIABILITY OF PARTIES 

22 
23 A. Liabi l i ty of Parties: 

24 

25 The liability ofthe parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share ofthe costs of developing and operating thc Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally, lt is not the intention of thc parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or lo render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Opcralor grants to Operator a lien upon ils oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at thc rate provided in Exhibit " C " . To thc extent that Operator has a security interest under Ihe Uniform Commercial Code of ihe 
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under thc Code. Thc bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect thc lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, lo collect from thc purchaser the proceeds from 
39 thc sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Opcralor, plus interest, has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, thc non-defaulting parties, including Operator, shall, upon request by Operator, pay thc unpaid amount in thc proportion that 
45 thc interest of each such party bears to thc interest of all such parties. Each party so paying its share ofthe unpaid amount shall, to obtain 
4ft reimbursement thereof, be subrogated to thc security righls described in the foregoing paragraph. 
4 7 
48 C. Payments and Accounting: 
49 

50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the devclop-
51 mcnt and operation of thc Contract Area pursuant (o this agreement and shall charge each of thc parties hereto with their respective pro-
52 portionate shares upon thc expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder, 
53 showing ex|>enscs incurred and charges and credits made and received. 
54 
55 Operator, at ils election, shall have the right from time to time lo demand and receive from the other parties payment in advance 
56 of their respective shares of thc estimated amount of thc expense to be incurred in operations hereunder during thc next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for thc payment in advance of estimated expense shall be submitted 
54 on or before the 2()lh day of thc next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 filtccn (15) days after such estimate and invoice is received. If any party fails to pay ils share of said estimate within said time, thc amount 
61 due shall hear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual cx-

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

63 
64 I ) . Limitation of Expenditures: 

6 5 a m a j o r i t y of the working i n t e r e s t 
66 1. Drill or Deepen: Witht»ut the consent of nil pa/liew. no well shall be drilled or deepened, except any well drilled or deepened 
67 pursuant to thc provisions of Article VI.B.2. of this agreement. Consent to thc drilling or deepening shall include: 
68 
69 

70 
9 
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ARTICLE VII 
continued 

1 Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 
2 necessary tankage and/or surface facilities. 
3 
4 f l Option No. 2: All necessary expenditures for the drilling or deepening and testing of thc well. When such well has reached its 
5 authorized depth, and all tests have been completed, and thc results thereof furnished to thc parties, Operator shall give immediate notice 
6 lo the Non-Operalors who have thc right to participate in the completion costs. Thc parties receiving such notice shall have forty-eight 

7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which lo elect lo participate in tlie setting of casing and thc completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for thc completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within tlie periixl above fixed shall 

10 constitute an election by lhat party not to participate in the cost ofthe completion attempt. If one or more, but less than all of thc parties, 
11 elect to set pipe and lo attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed lo include "completing") shall apply lo Ilic operations thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without thc consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent lo thc reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without thc consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of F i f t y Thousand Dollars Q - -50,000.00 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, fkxxl or other sudden 
24 emergency, whether ofthe same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with thc emergency to safeguard life ami property but Operator, as promptly as possible, shall report thc emergency lo the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for ils own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of F i f t y Thousand 
28 Dollars (fr 50.000.00 riiui less than the amount first set forth above in this paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 
31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the Icrms of any lease shall be paid by thc 
33 parly or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
34 tributcd interests in the same lease to this agreement, such parties may designate one of such parties lo make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entitled lo receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 ment is required to continue ihe lease in force, any loss which results from such non-paymcnl shall be borne in accordance with thc pro-
38 visions of Article IV.B.2. 
39 

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

41 of a pnxlucing gas well, al least five (5) days (excluding Saturday, Sunday and legal holiday), or al thc earliest opportunity permitted by 
42 circumstances, prior lo taking such action, but assumes no liability for failure to do so. In thc event of failure by Operator to so notify 
43 Non-Opcralor, the loss of any lease contributed hereto by Non-Operator for failure lo make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 
46 F. Taxes: 
47 
48 Beginning with thc first calendar year after thc effective date hereof. Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to ihe rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. II the assessed valuation of any leasehold estate is reduced by reason of ils being suhject lo outstanding excess royalties, ovcr-
53 riding royalties or prtxluction payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit ofthe owner or 
54 owners of such leasehold estate, and Operator shall ad just thc charge to such owner or owners so as to reflect thc benefit of such rcduc-
55 tion. II Ihe ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then nol withstanding 
56 auwlung lo the contrary herein, charges to the joint account shall be made and paid by thc parties hereto in accordance with the tax 
57 value generated hy each party's working interest. Operator shall hill the other parties for their proportionate shares of all tax payments 
5K in ihe manner provided in Exhihit " C " . 
59 
60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within Ihe time and manner 
61 prescribed by law, and prosecute thc protest to a final determination, unless all parlies agree lo abandon the protest prior to final dctcr-
62 initiation. During tlie pendency of administrative or judicial pnx'cedings. Operator may elect lo pay, under protest, all such taxes and any 
63 interest and penally. When any such protested assessment shall have been finally determined, Operator shall pay the lax lor thc joint ac-
64 count, together with any interest and penalty accrued, and thc total cost shall then be assessed against the parlies, and be paid by 
65 them, as provided in Exhibit " C " . 
66 
67 Each party shall pay or cause to be paid all prtxluction, severance, excise, gathering and other taxes imposed upon or with 
68 respect to the prtxluction or handling of such party's share of oil and/or gas produced under thc terms of this agreement. 
69 
70 

10 
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ARTICLE V I I 

continued 

1 G. Insurance: 
2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 thc slate where ihe operations arc being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event thc only charge lhat shall be made to the joint account shall be as provided in Exhibit "C" . Operator shall 
6 also carry or provide insurance for thc benefit of the joint account of the parlies as outlined in Exhibit " D " , attached lo and made a part 
7 hereof. 0|xralor shall require all contractors engaged in work on or for the Contract Area to comply with Ihe workmen's compensation 
8 law of thc stale where the operations are being conducted and .to maintain such other insurance as Operator may require. 
9 

10 ln ihe event automobile liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of thc 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A • Surrender of Leases; 
17 
18 •> The leasen covered by thiit agreement, in;wfar as they embrace acreage in the Contract Aren, shall not be surrendered in whole, 
19 or in part unless all parties consent thereto. 
20 ^ y 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and thc^etfier parties do not 
22 agree or consent thereto, Ihe party desiring to surrender shall assign, without express or implied warrantyoffitle, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thcrcprrand any rights in production 
24 thereafter secured, to Ihe parties not consenting lo such surrender. If thc interest of thc assigirjpg^arty is or includes an oil and gas in-
25 tcrcst, Ihe assigning party shall execute and deliver to thc party or parties not consent ingjo^uch surrender an oil and gas lease covering 
26 such oil and gas interest for a term of one (I) year and so long thereafter as oil and/o>gas is produced from the land covered thereby, such 
27 lease lo be on thc form attached hereto as Exhibit " B " . Upon such assignmerffor lease, thc assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with rcsppefto thc interest assigned or leased and the operation of any well 
29 attributable thereto, and thc assigning party shall have no lurth^-fiucrcst in thc assigned or leased premises and its equipment and pro-
30 duction other than thc royalties retained in any lease madiHmdcr the terms of this Article. Thc party assignee or lessee shall pay to thc 
31 party assignor or lessor thc reasonable salvage valuiMifthc lattcr's interest in any wells and equipment attributable to the assigned or Icas-
32 cd acreage. Thc value of all material shall Jxvdctcrmincd in accordance with thc provisions of Exhibit " C " , less die estimated cost of 
33 salvaging and thc estimated cost of plugging and abandoning. If thc assignment or lease is in favor of more than one party, thc interest 
34 shall be shared by such partic>-rn the proportions that thc interest of each bears lo thc total interest of all such parties. 
35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change thc assignor's, lessor's or surrendering 
37 party's inlcp>sfas it was immediately before thc assignment, lease or surrender in the balance ofthe Contract Area; and thc acreage 
38 assigporfTleased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
39 agfeement. —— 
40 
41 I). Renewal or Extension of Lenses!- ^ y 
42 

44 shall have tlie right for a period of Uiirty (30) days following receipt of such notice in which lo elect to parfivrpate in the ownership of dtc 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who^acquircd it their several proper pro-
46 portionate shares ofthe acquisition cost allocated to that part of such lease within thc ContractAfea, which shall be in proportion to thc 
47 interests held at that time by the parties in the Contract Area. 
48 
49 If some, but less than all, ofthe parties elect to participate in Ihe purchase of a renewal lease, it shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon Ihe relationship oHhtJlr respective percentage of participation in the Contract Area 
51 to thc aggregate of thc percentages of participation in Ihe ContractArea of all parties participating in thc purchase of such renewal lease. 
52 Any renewal lease in which less than all parties elect to Dttfticipatc shall not be subject to this agreement. 
53 

54 Each party who participates in the purchascof a renewal lease shall be given an assignment of its proportionate interest therein 
55 by thc acquiring party. — 
56 
57 Thc provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of ijvwea or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contracted for wimin>*<(6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
60 traded for nxirc^rfan six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject lo 

61 thc provis>rti of this agreement. 
62 y^ 
63 Tlte piuvisions in this Aititle shall also be applicable1 to extciisions of oil and gas leases. —— 
64 
65 C. Acreage or Cash Contributions: 
66 
67 While Ibis agreement is in force, if any party contracts for a contribution of cash towards tlie drilling of a well or any olhcr 
68 operation on the Contract Area, such contribution shall be paid to thc parly wlx> conducted thc drilling or other operation and shall be 
69 applied by il against thc cost of such drilling or odicr operation. If thc contribution be in the form of acreage, thc party lo whom thc con-
70 trihulion is made shall promptly lender an assignment of OK- acreage, wiUitxil warranty of title, to the Drilling Parties in the proportions 

i i 
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ARTICLE V I I I 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to thc extent possible, be 
2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
3 it may obtain in support of any well or any other operation on thc Contract Area. Thc above provisions shall also be applicable to op-
4 tional rights to earn acreage outside thc Contract Area which are in support of a well drilled inside the Contract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
7 consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shall sell. encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 
13 equipment and production unless such disposition covers either: 
14 
15 I . thc entire interest ofthe party in all leases and equipment and prtxluction; or 
16 
17 2. an equal undivided interest in all leases and equipment and production in thc Contract Area. 
18 
IV Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
20 and shall be made without prejudice lo the right of thc other parties. 
21 
22 If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, al its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of tlie joint expenses, and to deal generally with, and with power lo bind, thc co-owners of such 
25 party's interest within thc scope ofthe operations embraced in this agreement; however, all such co-owners shall have thc right to enter 
26 into and execute all contracts or agreements for Ihe disposition of their respective shares of the oil and gas produced from thc Contract 
27 Area and ihcy shall have the right lo receive, separately, payment of thc sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
31 If permitted by thc laws of thc stale or stales in which thc property covered hereby is located, each party hereto owning an 
32 undivided interest in thc Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest therein. 
34 
35 F. Preferential Right to Purchase; 
36 
37 Should uny party desire lo sell ull or any part of its interests under this agreement, or its rights nnd interests in Ihe Contjflgfr 
38 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale^jyhjd»^ttenTTr3ude thc 
39 name and address of ihe prospective purchaser (who must be ready, willing and able to purchas^jbc-pmrlTa^c^irice, and all other terms 
40 of the offer. Thc other parties shall then have an optional prior right, for a pcriw|jjf-4eirf^rjyda^ after rcceipl of die notice, to pruchasc 
41 on thc same terms and conditions thc interest which the othcrjsuUy-̂ MTirKlscTto sell; and, if this optional right is exercised, thc purchas-
42 ing parties shall share thc purchscd intcrcsjjnjJ»^wttpT)rtio^ that the interest of each bears to thc total interest of all purchasing par-
43 tics. However, there shallJxxjio-prc^cT^mial right to purchase in those cases where any party wishes to mortgage its interests, or to 
44 dispose ofjjsjnterests"fiy~n^ reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
46 purty owns stock 

47 ARTICLE IX. 
48 INTERNAL REVENUE CODE ELECTION 

49 
50 This agreement is not intended to create, and shall nol be construed lo create, a relationship of partnership or an association 
51 for profit between or among the parties hereto. Notwithstanding any provision herein thai thc rights and liabilities hereunder are several 
52 and not joint or collective, or lhat this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
53 purposes, this agreement and the operations hereunder arc regarded as a partnership, each party hereby affected elects to be excluded 
54 from thc application of all ofthe provisions of Subchapter " K " , Chapter I , Subtitle " A " , ofthe Internal Revenue Code of 1954, as pcr-
55 milled and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to cx-
56 ecutc on behalf of each party hereby affected such evidence of this election as may be required by the Secretary ofthe Treasury of thc 
57 United States or thc Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
58 and thc data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by thc 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 
61 action inconsistent with the election made hereby. If any prescnl or future income tax laws of thc state or states in which thc Contract 
62 Area is located or any future income tax laws of the United Stales contain provisions similar to those in Subchapter " K " , Chapter I , 
63 Subtitle " A " , ofthe Internal Revenue Code of 1954, under which an election similar lo that provided by Section 761 ofthe Code is per-
64 milted, each party hereby affected shall make such election as may be permitted or required by such laws. In making thc foregoing clcc-
65 tion. each such party stales lhat thc income derived by such parly from operations hereunder can be adequately determined without the 
66 compulation of partnership taxable income. 
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1 ARTICLE X. 
2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed F i f t y T h o u s a n d a n d 0 0 / 1 0 0 Dollars 
6 (&50 , 0 0 0 . 0 0 ) and if thc payment is in complete settlement of such claim or suit. I f the amount required for settlement cx-
7 cccds thc above amount, the parties hereto shall assume and take over the further handling of thc claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at thc joint cx-
9 pensc of the parties participating in thc operation from which thc claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and thc claim or suit shall be treated as any other claim 
12 or suit involving operations hereunder. 
13 
14 ARTICLE X I . 
15 FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 thc obligation to make money payments, that party shall give to all other parlies prompt written notice of thc force majeure with 
19 reasonably full particulars concerning it; thereupon, thc obligations ofthe party giving thc notice, so far as they are affected hy thc force 
20 majeure, shall be suspended during, but no longer than, the continuance ofthe force majeure. Thc affected party shall use all reasonable 
21 diligence to remove thc force majeure situation as quickly as practicable. 
22 
23 Thc requirement that any force majeure shall be remedied with all reasonable dispatch shall nol require thc settlement of strikes, 
24 lockouts, or other labor difficulty by thc party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 
25 within the discretion of thc party concerned. 
26 
27 Thc term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 thc public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 not reasonably within Ihe control of the party claiming suspension. 
31 
32 ARTICLE X I I . 
33 NOTICES 
34 
35 All notices authorized or required between (he parties and required by any of thc provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 thc panics to whom thc notice is given at thc addresses listed on Exhibit " A " . Thc originating notice given under any provision hereof 
38 shall be deemed given only when received by thc party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the dale thc originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, wilh postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 

42 
43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as lo thc oil and gas leases and/or oil and gas interests subject hereto for thc 
47 period of lime selected below; provided, however, no party hcrclo shall ever be construed as having any right, title or interest in or to any 

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

49 
50 JX< Option No. 1: So long as any of thc oil and gas leases subject to this agreement remain or arc continued in force as to any part 
51 of the Contract Area, whether by production, extension, renewal or otherwise. 

52 
53 ~; Option No. 2: In thc event ihe well described in Article VI.A. , or any subsequent well drilled under any provision of this 
54 agreement, results in prtxluction of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells prtxlucc, or arc capable of production, and for an additional period of days from cessation of all production; provided, 
56 however, if, prior lo the expiration of such additional period, one or more of Ihe parties hereto arc engaged in drilling, reworking, decpen-
57 ing, plugging hack, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opcra-
58 tions have been completed and if prtxluction results therefrom, this agreement shall continue in force as provided herein. In thc event the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of prtxlucing oil and/or gas from Ihe Contract Area, Ihis agreement shall terminate unless drilling, deepening, plugging back or rcwork-
61 ing operatons are commenced within days from the dale of abandonment of said well. 
62 
63 It is agreed, however, thai the termination of this agreement shall not relieve any party hereto from any liability which has 
M ufi'riiftl nr attached nrior lo thc date of such termination. 
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1 ARTICLE XIV. 
2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the state in which thc Contract Area is located, to the valid rules, 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by thc law of thc state in which 
14 thc Contract Area is located. If thc Contract Area is in two or more states, thc law of thc state of New Mex i C O 

15 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant. Operator thc right or authority to waive or release any rights. 
20 privileges, or obligations which Non-Operalors may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including thc location, operation, or production of wells, on tracts offsct-
22 ting or adjacent to the Contract Area. 
23 
24 With respect to thc operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of thc Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees lo reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 

31 Non-Operators authorize Operator to prepare and submit such dwumcnts as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant lo the requirements ofthe "Crude Oil Windfall Profit Tax Act 
33 of 1980", as same may be amended from lime to time ("Act"), and any valid regulations or rules which may be issued by thc Treasury 
34 Department from time lo time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 
40 
41 

42 SEE PAGE 14(a) (b) 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 



OTHER PROVISIONS 

A ) Assignment . No assignment or other transfer or disposition of any 
Interest subject to this Agreement shall be effective as to Operator or 
the other parties hereto until the first day of the month following the 
month in which (1) Operator receives an authenticated copy of the 
instrument evidencing such assignment, transfer or disposition, and (ii) 
the person receiving such assignment, transfer or disposition has become 
obligated by instrument satisfactory to Operator to observe, perform and 
be bound by all of the covenants, terms and conditions of this Agreement. 
Prior to such date, neither Operator nor any other party shall be required 
to recognize such assignment, transfer or disposition for any purpose but 
may continue to deal exclusively with the party making such assignment, 
transfer or dispositon in all matters under this Agreement including 
billings. No assignment or other transfer or disposition of an interest 
subject to this Agreement shall relieve a party of its obligations accrued 
prior to the effective date aforesaid. Further, no assignment, transfer 
or other dispositon shall relieve any party of its liability for its share 
of costs and expenses which may be Incurred in any operation to which such 
party has previously agreed or consented prior to the effective date 
aforesaid for the drilling, testing, completing and equipping, reworking, 
recompleting, side-tracking, deepening, plugging-back, or plugging and 
abandoning of a well even though such operation 1s performed after said 
effective date, subject however to such party's right to elect not to 
participate 1n completion operations under Article V.B. and Article 
VII.D.l., Option No. 2, not previously consented to. 

D ) Attorneys Fees . In the event Operator shall ever be required to bring 
legal proceedings in order to collect any sums due from any Non-Operator 
under this Agreement, then Operator shall also be entitled to recover all 
court costs, costs of collection, and a reasonable attorney's fee, which 
the Hen provided for herein shall also secure. 

C) Confidentiality . Except as otherwise specifically provided herein, 
during the term of this agreement, all geophysical, geological and 
engineering information acquired hereunder shall be the property of the 
parties hereto as herein provided, and the parties agree, and do hereby 
bind themselves, their successors and assigns, to accept and keep such 
information confidential and for the exclusive use of the parties 
concerned for the term hereof. Except as otherwise specifically provided 
heroin, well information shall be the sole and confidential property of 
the parties participating in the cost of the well, but such information 
may bo disclosed to a non-drilling party to this agreement if a drilling 
party 1s so obligated, and may be disposed of 1n any manner they may 
determine by unanimous agreement, without the consent of any other parties 
to this Agreement. 

Notwithstanding any other provision of this Agreement, any party may 
disclose information, without the consent of the other parties, (1) to 
governmental agencies when required by such agency, (2) to reputable 
financial institutions in connection with a bona fide financial 
transaction, (3) to bona fide consultants and accredited engineering firms 
for the purpose of evaluation on a confidential basis, (4) to reputable 
and financially responsible third parties with whom a party is engaged in 
a bona fide effort to sell all or part of its interest 1n the Contract 
Area or this Agreement, and (5) third parties with whom a party is engaged 
party proposes to acquire all or a controlling part of the stock in a 
party hereto or to purchase all or substantially all of thc assets of a 
party hereto or affiliates of parties hereto; provided that any third 

14 (a) 



Security . The Hen and security Interest granted by each Non-Operator to 
'Operator and by Operator to the Non-Operators under Article VII.B. shall 
extend not only to such party's oil and gas rights 1n the Contract Area 
(which for greater certainty shall include all of each party's leasehold 
Interest and leasehold estate in the Contract Area), the oil and/or gas 
when extracted and equipment (as mentioned in said Article) but also to 
all accounts, contract rights, Inventory and general intangibles 
constituting a part of, relating to or arising out of said oil and gas 
rights, extracted oil and gas and said equipment or which are otherwise 
owned or held by any such party 1n thc Contract Area. Further, the lien 
and security interest of each of said parties shall extend to all proceeds 
and products of all of the property and collateral described in this 
paragraph and 1n Article VI 1.0. as being subject to said Hen and security 
interest. Any party, to the extent it deems necessary to perfect the lien 
and security Interest provided'herein, may file this Operating Agreement 
(or a memorandum of this Operating Agreement or other notice of lien) as a 
"Men or mortgage 1n the applicable real estate records and as a financing 
statement with the proper officer under the Uniform Commercial Code. 
Further, each party agrees on request of any other party to execute any 
financing statement, continuation statement or memorandum of this 
Operating Agreement necessary in order to perfect the security interest 
and Hen hereby granted under the applicable Uniform Commercial Code or 
state recording law. 

14 (b) 



1*82 - Model Form Operating Agreement 

LBO NEW MEXICO, INC., a New OPERATOR 
Mexico Corporation ( w h o l l y 
owned s u b s i d i a r y of STRATA 
ENERGY RESOURCES CORPORATION 

Raymond A. Diaz, President 

1 ARTICLE XVI. 
2 MISCELLANEOUS 
3 
4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
5 legal representatives, successors and assigns. 
6 

7 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 
8 
9 IN WITNESS WHEREOF, this agreement shall be effective as of 5 t h day n f F e b r u a r y , Q 9 1 

10 
10 
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EXHIBIT "A" 

The f o l l o w i n g i s a d e s c r i p t i o n of tha t property covered by the attached 
Operatrng Agreement between LBO New Mexico! Inc. as Operator and 

as Non-Operator. 

O.G. State No. 2 Well 
NW/4 SW/4 of Section 9 
Township US, Range 33E 

INTEREST OWNERS % AFE AMOUNT 

CBAT CORP. TRUSTEE 0.333% $2,648.92 
ENERGY SQUARE, #4 02 
505 N. BIG SPRING STREET 
MIDLAND, TX 79701 

CEARLEY, KENT 1.000% $7,9 54.7 2 
P. O. BOX 508 

CHISICK, L T . CO. MICHAEL 0.500% $ 3 , 9 7 7 . 3 6 
164 65 HENERSON PASS 624 
SAN ANTONIO, TX 78232 

CHISICK, STEVE 1.500% $ 1 1 , 9 3 2 . 0 8 
101 GALAX LANE 
DURHAM, NC 27703 

GREEN, PATSY D. 0.500% $ 3 , 9 7 7 . 3 6 
8901 D. Trone C i rc l e 
Aus t in , TX 78758 

HARRIS, ROBERT A . 0.500% $ 3 , 9 7 7 . 3 6 
4 550 GORVE STREET 
SKOKIE, I L 60076 

KIRBY, KEN K. Suite 1407 4.000% $ 3 1 , 8 1 8 . 8 8 
750 E . MID C I T I E S BLVD. 

M I L L S , ANNETTE C. 0.500% $ 3 , 9 7 7 . 3 6 
1413 W. MICHIGAN 
MIDLAND, TX 79701-6055 

STARRAK, J I M 1.000% $ 7 , 9 5 4 . 7 2 
2401 S. COUNTY RD #1110 
MIDLAND, TX 7 9 7 0 1 

TEAM EXPLORATION 1.000% $ 7 , 9 5 4 . 7 2 
310 W. I L L I N O I S - SUITE 220 
MIDLAND, TX 7 9 7 0 1 

TURNER, SUSAN 1.000% $ 7 , 9 5 4 . 7 2 
2204 LINDOR WAY 
MIDLAND, TX 79707 

WILSON, BONNY 0.667% $ 5 , 3 0 5 . 8 0 
10588 STONE CANYON #182 
DALLAS, TX 75230-4417 

12.500% $ 9 9 , 4 3 4 . 0 0 
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EXHIBIT " " 

Attached to and made a part of Qpe.r a.t:.i _n.g...Ag.re.g.nj.e.n.t.„.d.a.t.e.d.* 

Qp_e.r.a..to.r....a.ud. a.s....N..o.rA-Qp.e.i:.a.t.a.r.. 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

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

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

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

"Operator" shall mean the party designated to conduct the Joinl Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

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

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

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joinl Property. 

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

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

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for thc succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received from the Non-Operators. f i f t e e n 15 

Each Non-Operator shall pay ils proportion of all bills within fifteen (15) days after receipV If payment is/not 
made within such time, the unpaid balance shall bear interest monthly at thc rate of twelve percent (13<^| per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

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

5. Audits 
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception lo and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operalors shall make every reasonable effort lo 
conduct joint or simultaneous audits in a manner which wil l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audil cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

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

Operator shall charge the Joinl Account with the following items: 
1. Rentals and Royalties 

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

2. Labor 

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 213 may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

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

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable lo the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

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

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita­
tions: 

A. I f Material is moved to the Joint Properly from the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agroed 
to by the Parlies. 

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

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

G. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on thc Joint Property if such charges arc excluded from the 
Overhead rales. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Properly shall not be charged to the Joint Account unless previously agreed to by 
thc Parties. 

7. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­

mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%) 
per annum. Such rales shall nol exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iicu of charges in Paragraph 7A above, Operator may elect lo use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 
A l l costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or wi l l fu l misconduct. Operator shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under thc agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal-staif 
or fees or expense of outside attorneys shall be made unless previously agreed lo by the Parties. A l l other legal 
expense is considered lo be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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10. Taxes 

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

11. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
tics. In the event Joint Operations are conducted in a slate 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 thc risk under its self-insurance program and in lhat event, Operator shall include a charge at Operator's 
cost not to exceed manual rates. 

12. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parlies, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in thc Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parlies as a direct charge to the Joint Account. 

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

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rales per well per month: 
Drilling Well Rate $ 5 , 0 0 0 . 0 0 
Producing Well Rate $ 5 0 0 . 0 0 

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

(a) Drilling Well Rate 

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

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

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

(b) Producing Well Rates 
[1] An active well either produced or injected into for any portion of the month shall be considered 

as a one-well charge for the entire month. 

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult i­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for thc last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by thc United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 
(a) Development 

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

(b) Operating 

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

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
lions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as dci.ned in 
Paragraph 2 of this Section I I I . Al l 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, thc ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $ 7 5 , 0 0 0 . 0 0 : 
A. 1 % of total costs if such costs are more than $ 5,000.00 but less than $ 100,000.00 ; plus 
B. 2 % of total costs in excess of $ 100,000.00 but less than $1,000,000; plus 
C. 1 % of total costs in excess of $1,000,000. 

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

3. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to thc Joint Properly and Material transferred from the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parlies, shall be priced on the following bases exclusive of cash dis­
counts: 

A. New Material (Condition A) 
(1) Tubular goods, except line pipe, shall be priced al the current new price in effect on date of movement on a 

maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

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

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

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

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

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

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

if Material was originally charged lo the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty 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 

Al l 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 lhat of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

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

£. Pricing Conditions 

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

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

3, Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Property; provided notice in writing is furnished lo Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 
At reasonable intervals, Inventories shall be taken by Operator of the Joinl Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operator al least thirty (30) days before any inven­
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
to be represented at an inventory shall bind Non-Operalors lo accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

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

Attached to and made part of operating agreement dated January 9, 1991 
bv and between LBO New Mexico Inc., Operator and 

^ . , Non-Operator. 

At a l l times during the conducting (including Pre-Drilling and 
Exploratory Drilling Activity) of operations hereunder/ Operator 
shall maintain in force the following insurance. 

A. Workmen's Compensation and/or Employer's Liability Insurance in 
amounts reasonably sufficient to cover l i a b i l i t y for injury to 
or d»ath of Operator's employees, such insurance, if required by 
laws of the state in which the leased lands are located, to be 
in conformity with such laws. 

B. Comprehensive General Liability Insurance with limits of not 
le.ss than 5300,000.00 covering injury to or death of one person, 
and not less than $300,000.00 covering injury to or death of 
More than one person by reason of one accident, and Property 
Damage Liability Insurance with limits of not less than 
$100,000.00 for each accident and $100,000.00 in the aggregate, 
including coverage for the hazards of contractual l i a b i l i t y , 
contractor's protective l i a b i l i t y , owners protective l i a b i l i t y , 
products and completed operations. Policy should also extend to 
cover loss from explosion, blowout and cratering, and 
underground property damage without limitation for o i l and gas. 
This insurance w i l l not provide pollution coverage. 

C. Comprehensive Automobile Liability Insurance with limits of not 
less than $100,000.00 covering injury to or death of one person 
and not less than 5300,000.00 covering injury to or death of 
more than one person by reason of one accident, and not less 
than $100,000.00 covering property of third persons, including 
coverage for a l l owned, hired and non-owned vehicles. 

D. Umbrella Liability Insurance in the amounts not less than 
53,000,000.00, excess of a l l primary limits. 

E. As respects losses to jointly-owned property, i t is understood 
and agreed that except in the case of gross negligence or 
willf u l misconduct no Party to this agreement nor his insurors 
shall have any right of recovery against any other Party to this 
agreement, their agents, directors, officers, or employees, or 
against their respective property, and the rights of recovery 
with respect to such property are mutually waived. Any 
insurance policies covering any interest provided for hereunder 
covering jointly-owned property shall be endorsed to effectuate 
this waiver of subrogation. 

I t is the intent of the Operator to provide the Non-Operators with 
the above limits of l i a b i l i t y reduced to their interests. A per well 
charge will be made to the Joint Account for this coverage. 
Operator has the right to use deductibles or self-insured retentions 
in place of the above-described insurance limits of l i a b i l i t y . Such 
deductibles and/or self-insured retentions shall be charged to the 
Joint Account when incurred. Non-Operators will be notified of the 
use of deductibles or self-insured retentions exceeding $50,000. 



The above cover. ;s and l i m i t s may be modi ed from time to time 
subject to market a v a i l a b i l i t y and reasonable cost, and upon the 
approval of the Partners, and such approval shall not be unreasonably 
withheld. 

i 

i 

A l l uninsured losses shall be charged to the Joint 
Account. 

Any and a l l contractors or sub-contractors of Operator performing 
work under th i s agreement shall be required to carry insurance 
coverage in amount and as designated by the Operator. 

Upon request, the Operator shall furnish a Non-Operator with a 
Certificate of Insurance evidencing that coverages as set forth above 
are in force and providing that the insurer shall notify the 
Non-Operator at least 20 days prior to the date of cancellation or 
the date on which a material change in coverage w i l l become 
effective. 


