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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between Alpha Twenty-(ne Producticn Company

, hercinatter designated and

referred to as “Operator”. and the signatory partv or parties other than Operator. sometimes heremnatier
referred o individually herem as “Non-Operator™, and collectively as “Non-Operators”,

WITNESSETH:

WHEREAS, the parties to this asveement arc owners of oil and gas leases and or oil and 223 in-
terests tn the tand identified in Exhibit “A”. and the parties hereto have reached an acreement o explore
and develon these leases and or oil and gas interests for the production of oil ana zas to the extent and
as hereinater providea:

NOW. THEREFORE. it is agreed as tollows:

ARTICLE L
DEFINITIONS

As used in this af:reemerit. the following words and terms shall have the meanings here cserttec
to themu: .

A. The term “oil and tas” shall mean oil. gas. casinghead gas. gas condensate. and all other lguid
or wascous hydrocarbons and other marketable substances produced therewith. uniess an inten: 0
limit the inclusiveness ot this term is specificaily stated.

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

C. The term "oil and gas interests’” shall mean unleased fee and mineral interests in tract
land lyving within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands. oil and gas leaseiold interesis and oil

of

i

and gas interests intended to be developed and operated for oil and zas purposes under this agreament.
Such 'ands. oil and gas leasehold interests ana oil and gas interests are described in Exhisit A"

E. The term -drilling unit” shall mean the area fixed for the drilling of one weil by ordey ov
of any state or federal bedy having authority. If a drilling unit is not fixed by anv such rule or avdar.
a drilling unit shall be the drillinz unit as established by the pattern of drilling in the Conivac: Area
or as fixed by express asreement of the Drilling Partes.

F. The term “drillsite” shall mean the oil and zas lease or interest on wtich a provnosed weil i3 0

be located.

G. The terms ~Drilling Party™ and “Consenting Party™ shall mean a party who agress o join in
and pax its share of the cost of any operation conducted under the provisions or this ggreement.

H. The terms “Non-Drilling Party” and ~"Non-Consenting Party™ shall mean a vaviy who ciects
10t to participate in a proposed operation.

Unless the context otherwise cleariv indicates. words used in the singular inciude the plural. the
piural includes the singtilar. and the neuter gender includes the mascuiine and the femunine.

ARTICLE 1L
EXIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a

part hereof: .
X A. Exhibit “A"”, shall include the following information:

(1) Identification of lands subject to agrcement,

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

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

(4) Oil and gas leases and/or oil and gas interests subject to this agreement.

(5) Addresses of parties for notice purposes.

™ B. Exhibit "B, Form of Lease.

=K C. Exhibit “C", Accounting Procedure.

X D. Exhibit “D", Insurancc.

X E. Exhibit “E”, Gas Balancing Agrcement.

7" F. Exhibit “F", Noa-Discrimination und Certification of Non-Segregated Facilities.

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE UL
. INTERESTS OF PARTILS

A Ol and Gas Interests:

It any party owns an unleased oil and gas interest in the Contract Arca. that anterest :hall be
treated for the purposce of this agreement and during the term hereof as if it were a leased 1nterest
under the form of oil and wzas lease attached as Exhibit “B”. As to such interest. the owner shall re-
ceve rovalty on production as pr-seribed in the form of oil and gas lease attached hercto as Exnibit
P Such party shall. however. be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessece interest.

B. Intervest of PParties in Costs and Production:

Exiibit AT lists all of the parvties and their respective percentage or fractional interests u
avrcement. Uniess chanced by ather provisions. all costs and liabilities incurrved in operations
this ewicement shall be vorne and paid. and all cquipment and material acquired in operations on the
Contract Avca shall be owned by the parties as their interests are shown in Exhibit A", Al groduc-
tion of oil and 2as from the Contract Area. subject to the payment of lessor’s rowalties whicn will Te
borne Ly the Joint Account, shall also be owned by the parties in the same marrner during the term
hereot: provided. however, this shall not be deemed an assignment or cross-assignment of interes:s cov-

ered nereby.

ARTICLE IV.

TITLES
STt he—ocaittirations .
i\ e e e e b e i e e R A B D B3 050t i H e e S S R R e e et
drit tions or. if the Drilling Parties so request. title examination shall be made on :he leazss

and oMol and gas interests included. or planned to be included. in the drilling unit around s
€ opin: \wxll include the ownership of the working interest. minerals, royalty. overrid

and productidg payments under the applicable leases. At the time a well is proposed. eac;/pa: -
buting leases 'md or oil and gas interests to the drilisite, or to be included in such

urnish o0 Opemto.\all abstracts (including Federal Lease Status Reporis). title op‘ !

ey

and curative material Yq its possession free of charge. All such information not i
made avatlable to Operatar by the parties. but necessatry for the examination title.
Ly Operator. Operator shallN¢ause title to be examined by attorneys on its gfaff or by ouiside ariornevs.,
Copies of all title opintons shai\be furnished to each party hereto. Thz/cost incurred by Operztor in
this title program shall be btorne as\{nllows:

— Oprion No. 1: Cosis incurred by Opdator in procuring abstracts and title examination

prelim:mary. suppiemental. shut-in gas roy

tv opinions d division order title opinions) shali bte a
nart ot the administrative overhead as provided ¥ Exhibie™C.”" and shall not be a direct charge. whether
periormed by Operator's staff attorneys or by out attorneys. .

T Option No. 2: Costs incurred by Operator

n procur’qg abstracts and fees paid outside attorrvevs
supplementaiNghut-in gas royalty opinions and division
e Drilling Parties in“tQe proportion that the intercst of each
st of all Drilling Parties as Sych interests appear in Exhitit —A™.
services rendered by its staff athneys or other personnei in the

for tutle cxamination (including preliminay
order title opinions) shall be borne by
Drilling Party bears to the total inte
Operator shall make no charge f
pertormance of the above fun

Each party shall be fesponsible for securing curative matter and pooling amendments or acreements
required in connectiopAvith leases or oil and gas interests contributed by such party.The Operator shall be
respansible for the preparation and recording of Pooling Designations or Declarations as well as the
conduct of hepfings before Governmental Agencies for the securing of spacing or poolihg orders. This
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parso the other parties hereto for dritling, development, operating or other similar costs by .’C:].\'Dﬂ/gl'
such tutiJatlure: andg

(b) Tiw: halt be no retroactuve adjustrment of expenses ncurred or rovenucs oo
operation of the interest which has been lost, but the interests of the parties shail bo
it is determuned finallv that title fatlure has occurred~So that the interest of
ost is affected by the title failure will thereaft ye reduced 1n the Contract
iost: and
the other parties hereto i
of the title faitvue? the party whose title has {ailed shatl
mn ,\'ucl;,'m’tcrcsts (less costs and burdens atinituiasie

‘vised on oan acre-

aze basis. as of the um

the pariy whose lease or in
Arca by the amount of the inter

(¢) If the propottiounate iaterest
on tme Contract Arca is increased by reas

ny producing well theretorore driiled

recerve the proceeds attributable to the inerease A
thareto) unsi! i+ has been reimbursed for unrecoyred costs paid by it in connection "with sUcn Wi
ana

(d) Shouid anv person not o party .1 agreement. wh 3 determined to e the owirer of auv -

terest in toe tle wihucn nas failed. »av in any manner any parted _the cost of operation. develoomunt,

R o . , - e

or cauipmient. such amount shail-te paid to the party or parties who £toxg *he costs which are o rofunz-
L

ed. and

(¢) Any laabptlity ;;/';:ccou:‘.: to 3 third zarty for prior productien of oil alv

225 which anmises TV

. . .. . o \ . . .
reason of titie failure shail be borne by the party or parties in the same progortions B™EN:IC they snarvsg
in such priocproduction: and

. el . . , . . o ; ~ -

(!)/.\*0’ charge shall te made o the joint acccunt for legal expenses. fees or salaries. jn Jagnecuon
witz-“he defense of the interest claimed ov :my party hereto. it being the intention of the }r{;—:s
b AR R T G T TS DU SRS U U ST SO B R T oY R S O N L PSP PoF2 OO AL bRt ~~
<ot SRt e S A e Oty e ST et e e i e e N 2

LI ST LICUR 2 — - RPN VIO ORI o TR TIL & SRR T URT: LIS L O L TSI SRRt Lt

the rary wrio \.mled 10 maxe such payment. U'xle<> the party who failed to make the requizel@ zavrment

secures a new |dase covering tne same interest within ninety (90) dayvs irom the discoxery of the Izil-
ure 0 make p“ooer\savmen. which acquisition will not be subject to Articie \y."'.. tho imterssts of

rpene

the partes shall be revised on an acreage basis. effective as of the date of terpmiaton
ived, anc the party who m“ea to make proper payvment will no longer ne'credized wi

vntract Area on acccunt of oxxnersmp of the lease or interest whi ief has termina
the gawiy who failed 0 maxe the re"\..l"ec payment shalil not nave/"een fuilv reimbu
the 0,5, irom ihe proceeds of the sale of C}Li“lc gas att“auutxe to the lost interest.

e
[40)
28

"1
v,
(D

acrcage onasts. for the development and opera L"" costs tberefolore paid on account of
sha:il 2e reimoursed for unrecovered actual cost:\! 2retofore paid by it (but nov for
cest of any drw hole previously driiled or wells x,:e\ﬁr siv abandoned) from 30 much
as 13 necessary to erfect reimbursement: :

ol 011 ang zas. less opefa:rw expenses. theéxetofore accrued o the cradiv 07 the los:
2 Casis. p 10 tbe “amount of unrecov exea\z‘glx
{b) Procceds. less op

n

rating -eXxpenses. therearier accrued attriputaple to the iost
acreane Dasis, of tha: jsleigale t oil and zas thersarier produced and ma.‘b.e\teci {exct

from any wells thereaiter dz 7em which. in the zisence of such lease term:nation. woulid

to the lost interest o an acreage basis. up to the amount of unrecovered costs. \"\Q vrocseds of said
por:won of th ort/and gas to be contributed by the other parties in proportion to fhe\r\"e sZacuve n-

terests: an \‘0
(c)/:dﬁy mornies. up to the amount of unrecovered costs. that may. be paid by any pariv «who 5. or
b%es. the owner of the interest lost. for the privilege of participating in the Contract Area o\i

EorEHI A BEE Yt O—HR S ecments —~
All losses . _ L oye
3. Other Losses: TSy - r . : = Bttt S
At SO i ila-but shall be joint losses and shall be borne by all parties

in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Arca.

ARTICLE V.
OrLRATOR

Ao DESIGNATION A D RESPONSIBILITIES OF OPPERATOR:

Alpha Twenty~One Production Company shall be the

Ojerator of the Contract Area. and shall conduct and direct and have full control of all operations on
the Contract Area as permutted and required by, and within the limits of. this agreement. It shall con-
duct all such aperations in a good and workmanlike manner, but it shall have no liability as Ouerartor

to the other parties tor losses sustained or liabil:ties mcuz'rcd. except such as may result {rom Jross
realiqence or willful misconduct.
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B. Resignation or Removal of Operator and Sclection of Successor:

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

2. Selection of Successor QOperator: Upon the resignation or removal of Operator, a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 30 day of April , 1984, Operator shall commence the drill-

ing of a well for oil and gas at the following location: 660' FSL & 660' FEL Section 32,
T13S, R37E, Lea County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to 5000' or to a depth
sufficient to test the San Andres Formation whichever is shallower,

unless granite or other practically impenectrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complete or
abandon the well at a lesser depth.

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

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes

to plug and abandon the well as a dry hole, it shall first secure the consent of all parties and shall
plug and abandon same as provided in Article VI.E.1. hereof.

-4 -
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3. Subscequent Operations:

1. Proposed Opcrations: Should anv party hercto desire to deill anyv well on the Contract Area
other than the well provided for in Article VIL.AL or teo rework, deepen or plug back 5 dry hole dretlled
at the joint expense of all parties or a well jointly owned by ail the purties and not then producing
in paving quantities, the party desiving to drill. rework. deepen or plug back such a well shall give the
other parties written notice of the proposced operation. specifying the work to be performed. the loca-
tion. proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
ine such a notice shall have thirty (30) days after receipt of the notice within which to notify the
partics wishing to do the work whether they clect to participate in the cost of the proposed operation.
If a driiling rig is on location. notice of propasal to rework. plug back or drill deeper mav be given
by telephone and the responsce period shall be limited to forty-eight (42) hours. exclusive of Saturday.,
S unday ov lezal holidavs. Failure of a party receiving such notice to reply witiiin the period above fixes
olf coustitute an elect:on by that party not to participate in the cost of the proposcd operation. Anv

notice or responsce fiven vy telephone shall be promptly confirmed in writing.

2. Ornerations by Less than All Parties: If any party receiving such notice as providead i Articie
VI.3.1. or VLLE.i. elects not to participate in the proposed operation, then. in order to be entitled to
the benerits of this articie. the party or parties giving the notice and such other pariies as shall slect
to participate in the oreration shall. within sixty (60) days aiter the expiration of the notice period of

thirty (30) davs (or as promptly as possible after the expiration of the forty-cight (48) hou:r period

where the drxllmg rig 5 on location, as the case may be) actually commence work on ‘he proposed
uperation and compiete it with due dilicence. Operator shall perform all work for the accoun: of the

Consentinz Parvties: provided. however. if no drilling rig or other equipment is on l!ocatior. and if Op-

[¢]

rator is a Non-Consenting Party. the Consenting Parties shall either: (a) request Orerstor 10 perisrm
the work requ:ired by such proposed operation for the account of the Consenting Parties. or (b) ces:g-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting overations on the Contract Area pursuant to this Article VI.B.2.. shall compiy with all terms
and conditlons of this azareement.

If less than all parties approve any proposed operation. the proposing party, immsadiataiv after the
expiration of the appiicable notice period. shall advise the Consenting Parties of (a) the 10'.31 interes:
of the parues approving such operation. and (b) its recommendaticn as 1o whether the Consenins 2ar-
ties should proceed <with the operation as proposed. Each Consenting Party. within fortyv-e:rght 148)
aours {exciusive of Saiurdav. Sundav or legal holidavs) after receint of such notice. shall zdvize the
proponsing party of its deswre to (a) limit parucipation to such party's interest as shown on Ixhibic &
or {b) carry its proporiionate part of Non-Consenting Parties’ interest. The proposing parrv.
election. may withdraw such proposal if there is insutficient participation. and shail dromptiv notifv
all parties or such decision. .

The enure cost and risk of conducting such operations shall be borne by the Cunsenting Parties n
the nroportions they hove elected to bear same under the terms or the preceding parazvavh . .
Pzrtes shall keep the ieaschold estates invoived in such operations free and clear of ail lien: ana
encumbrances of every kind created by or arising from the operations of the Consenting Parti If suen
an operation results in a dry hole. the Consenting Parties shall plug and abandon the well at me'.'.‘ sole
cost. risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions
of this Article results in a producer of oil and or gas In paying quantities, the Consenting Parties shall
complcte and equip the well to produce at their sole cost and risk. and the well shall then be '.1"“ed
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article. each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties. and the Consenting Parties shall own and
be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's
interest in the well and share of production therefrom until the proceeds of the sale of such share.
calculated at the well. or market value thercof if such share is not sold (after deducting production
taxes, royalty, overriding royalty and other interests existing on the effective date hercof. pavable out of
or measurcd by the production from such well accruing with respect to such interest until it reverts)
shall equal the total of the following:

2007%

(a) 4645 of cach such Non-Consenting Party's share of the cost of any newly acquired surface
cquipment beyond the wellhead connections (including, but not limited to, stock tanks, separators.
treaters. pumping equipment and piping), plus 1009 of cach such Non-Consenting Purty's share of the
cost of operation of the well commencing with first production and continuing until cach such Non-
Conscenting Party’s relinquished interest shall revert to it under other provisions of this Article. it beinz
agreed that each Non-Consenting Party’s share of such costs and equipment will be that interest which
would have been charzeable to cach Non-Consenting Party had it participated in the well from the be-
Jinnming of the operation: and

b) 300(1 of th:

1t portion of the costs and expenses of drilling reworking, deepening, or 0‘-':"'r‘°'
back. testing and compictuing, arter deducting any cash contributions reccived under Article VIILC.. and

-5 -



(

AADL TORM 610 - MODEL FORM OPERATING AGREEMEXNT - 1977

R A

~¥ o

—
[ RS- T

28

(V]
<

e s bl WO W L e e W [4V)
1S = C O Q) =1t Oy L W= W 1D

[&]

DO W LW
de 12 = D O 00 =}

o]
W

66
67
3
3]
J0

300" of *hat portion of the cost of newly acquured cquipment in the well (to and including the weil-

head conneettons). which would have been charceable to such Non-Consenting Pacty of 1t had partic:-
patced theremn,

Gas production attributable te any Non - Cunsenting Party’s relinquished itere-t upon such Partyv’s
clection. shall be sold to its purchaser. if available, under the terms of its exiztuing 2as sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remmt the procecds recetvable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Conscenting Party’s relinquished interest. If such Non - Consenting Party has not
coniracted for sale of its vas at the time such was is available for delivery, or has not made the elec-
tion as provided above. the Consenting Partics shall own and be entitled to receive and setl such Non-
Conscenting Party's shave of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are enutled to receive Non-Consenting Party’s share
of production. or the praceeds therefrom. Consenting Parties shall be responsipie for the pavment of
all vroduction. severance. gathering and other taxes. and all royvalty. overnding royalty and oiner
burdens applicable to Non-Consenting Party’s shave of production.

In the case of anv veworkingz. plugging back or deeper drilling operation. the Consenting Parrties ziwail
be permitied to use. {ree of cost, all casing, tubing and other equipment in tite well. but the ownersnio of
ail such equipment shall remain unchanged: and uzcon abandonment of a well after such reworkinz.
oluzging back or deeper drilling, the Consenting Farties shali account for all =uch equipmer® to the
owners thersof. with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of anyv operation under this Article. the pariv con-
ducting the operations ior the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling.
deeceming. plugging back. testing, completing, and equipping the well for production: or. at its option.
the operaiing partv. in lieu of an itemized statement of such costs of operation. mav submi: a detaiied

statemen: of monthlv ocillings. Each month thereatter. during rhe time the Consenting Parties are veing

rermbursed as provided above. the Party conducting the operations for the Consenting Parttes “‘ull larn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
overation of the well. together with a statement of the quantity of oil and gas produced <rom it and the
ImMount ot proceeds zeai‘zed rom the sale of the well's working interest production durinz the mrecedinz
month., In determininz the gquantity of oil and gas produced durinz any month, Censenting Paru

shall use indusiry accepted methods such as. but not limited to, meterine or periodic weil 12373 Anyv
amount realized from the sale or other disposition of equipment newly acquired in connection with any

ch operation which would have been owned by a Non-Consenting Party had it pariicipated theremn
sitall be credited against the total unreturned costs of the work done and of the equivment purchased,
in determining when the interest of such Non-Consenting Party shail

revert to it as above urovided;
and if there is a credit balance. it shall be paid to such Non-Consenting pa

If and when the Consenting Parties recover from a Non-Consenting Pariy’s relinquished inveras:
the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
matically revert to it. and. from and after such reversion, such Non-Consenting Party shall own the same
interest in such weil. the material and equipment in or pertaining thereto, and the production ther
from as such Non-Consenting Party would have been entitled to had it participated in the L""Ulf‘.,
reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall te
charzed with and shall payv its proportionate part of the further costs of the operation of said well in
accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

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

The provisions of this Article shall have no application whatsocever to the drilling of the initial
well described in Article VLA, except (a) when Option 2, Article VIL.D.1, has been selected, or (L)
ta the reworking, deepening and plugging back of such initial well, if such well is or thereaster shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
VIA.

C. Right to Take Production in Kind:

Each party shall have the right *to take in kind or separately dispose of its proporticnate shure of
alt oit and zas produced from the Contract Area. exclusive of production which mayv be used in de-
velooment and produciniz. operations and in preparing and treaung oil for markeung purcoses and
Froduction urnavoidebiy lost. Any oxtra expenditure incurred in the taking in kind or separate dispo-

sition by any party of its proportionate share of the production shall be borne by such party. Any
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which 1t uses.

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject alwayvs to the right of the owner of the production to exercise at any time its
right to take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Opcrator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing., Operator shall not make a sale, including one into interstate commerce, of any other party’s .
share of gas production without first giving such other party thirty (30) days notice of such intended
sale.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and ‘or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit "E"”, or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof, including Operator's books and records relating thereto. Operator. upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2.. any well
which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
(exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all the parties hereto. If, within thirty (30) days after reccipt of notice of the proposed abandonment
of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-
eration shall tender to each of the other parties its proportionate share of the value of the well's salvable
material and equipment, determined in accordance with the provisions of Exhibit “C”, less the estimated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall
assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity,
quality, or fitness for use of the equipment and material, all of its interest in the well and related equip-
ment, together with its interest in the leaschold estate as to, but only as to, the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning party is or includes
an oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
oil and gas lease, limited to the interval or intervals of the formation or formations then open to produc-
tion, for a term of one year and so long thereafter as oil and,'or gas is produced from the interval or inter-
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vals of the formation or formations covered thereby. such lease to be on the form attached as Exhibit
“B". The assignments or leases so limited shall encompass the “drilling unit” upon which the well is
locatd. The payments by. and the assignments or leases to. the assignees shall be in a ratic based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Arca of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for.the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ownership of the assigned well.

ARTICLE VI
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

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

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

C. Payments and Accounting:

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

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

1. Detll o Deover: Without the consent of all partics, no well ~hadl be dollea oc deepenod, exe-

copt anv well drilied or deepenen pursuant to the provisions ot Avrticle VED. 2 of this Azveement, 1 peng

understood that e corsent to the drilling or deepenming shall include:

Onption No. 1: All nmecessary expenditures for the drilling or decpening. testinz, completing and

cquipping ot the well, inciuding necessary tankaze and or surtace facilities.

X Opuon No 20 All necessary expenditures for the drilling or deepeninyg and testing of the well. When
;:w!‘.-'.\'vl! has reached 113 authorized depth. and all tests have been completed. Operator shall swe 'm-
meciate notice to the Non-Operators who have the rient to partictpate in the compiction costs. The parties
vecorving such notice =hal! have {ortyv-cizht (48) hours (exclusive of Saturday. Sundayv and lecal cou-
davs) an w'nich 10 ciect to pavticivate tn the setting of casing and the completion attemptl. Such cheelion,
whon made. shall ineluce conzsent to all necessary expenditures for the compicting and cguinping of such
g ingd
ro voply within the verod above fixed shail constitute an election by that party not o particivate n
the cost of the comrietion attempt. I one or move. but less than all of the parties. elect 1o set pire ana
10 attempt a compiction. the

slusging back™ as contained in Arvtcie VI.B.2. shall be deemed to include “completinz™™) shall copiv w0
the operations therecazter conducted by less than all pavties.

wda

ng necessary tanxasze and or suriace factlities. Failure of any party recewvine sucn notice

crovisions of Article VLLB.2. hereotr (the pnrase “reworking, deepemin: or
1

v

2. Rework or Plug Back: Without the consent of ail parties. no well shail be rew: -ced or pluzzad

ent a well reworked or plugzed back pursuant 1o the provisions ot Article VI
teing undersicod that the consent to the reworking or plugsing back of & \\-ei
consent 0 all necessary expenditures in conducting such operations and completing and equipping of
said well. including recessary tankage and or surtace facilities.

(L'
<
re
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U
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3. Other Overatiorns: Operator shall not undertake any single proiect reasonably estimated to recuire
an expenditure m excess of __Fifteen Thousand Dollars (15,000, )() )
excent m connection with a weil, the driiling, reworking, deepening, completing, tecomuplenna. jo -

iz pacs of which has teen previously authorized by or pursuant to this agreement: providad. 2:-\*:.'-
ever, that. :n case of exclosion. fire. tlocd or other sudden emergency. whether of the samie or diffarens

=zrure. Onerator mav *ake such steps and incur such expenses as in its opinton are reguired 1o deal ith
the eamerzency to safecuard life and property but Overator. as promptly as possible. shail revor: the emar-
sency 1o the other parues. If Operator prepares “Authority for Expc'lditux'es" Jor its OWwn use.
Crerator. upen reguest. shall furnish copies of its ~Authority for Expenditures” DU
cosiing in excess of Fifteen Thousand ———-—-- ————=——==—==Dollars (al-i OOC 00 -—— _.

E. Rovalties. Overriding Rovalties and Other Pavments:

Each party shail pay or cdeliver. or cause to be paid or delivered., all rovalties =e—shoeocdiemsoos
due on its share of praduction and shall hold the oinhwer nariies ree
rom any lability therefor. If the interest of any party in any oll and zas lease covered by this szvee-
ment is subject to any rovaltly

. overriding royalty. production payment, or other charce over and atove
the aforcsaid rovalty. such party shall assume and alone bear all such obligations and shail acccunt
for or cause to be acccunted for, such interest to the owners thereot.

()

No party shall ever be responsible. on any price basis higher than the price received Ly such party.
to any other pariy’s lessor or royalty owner; and if any such other party’s lessor or royalty owner should
demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
ovalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Wel Payments and Minimum Royalties:

Rentals, shut-in well pavments and minimum royalties which may be required under the terms of
anv lecasc shall be paid by the party or parties who subjected such lease to this agreement at its or their
cxpense. In the event two or more parties own and have contributed interests in the same lease to this
agreement. such parties may designate one of such parties to make said payments for and on behalf of ali
such parties. Any party may request. and shall be entitled to reccive, proper evidence of all such pay-
ments. In the event of failure to make proper payment of any rental, shut-in well pavment or mintum
rovalty through mistake or oversight where such payment is rvequired to continue the lease in force,
uany loas which results [rom such non-payment shall be borne in accordance with the provisions of Artcle
IVv.B2

Opcrator snull oty Non-Operator of the anticiputed completion of a shut-in cas well. or the shut-
tng m or return 1o product:on of a producing gas well, at least five (3) davs (excluding Saturday., Sun-
dov oand nohidavs). or Gt the curtiest opportunity permutted by ctreumsiances, priorv to taking such action.
hut wssumes no hatiiity {or fadure to do so. In the event of fatlure by Operator to o notfv Non-

gerator, the 1oss of uny fcase contrtbuted hereto by Non-Operator for failure to make timely payments

-9 .
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of anv saut-ain well pavement shall be borne amintly oy the partics gerelo Under e piovies o At

.

(i. Taxes:

Bemnnng with the sirst calendar vear atter the effective date hereoft Operator -hail render for ad
valorem taxation all property subject to this agreement which by law should be rendered {or :uch
taxcs. and 12 shall pav atl such taxes assessed thereon before they become delinquent. Prine to the ron.
dition date. each Non-Querator shall furnish Operator information as to burdens (to inciude, but ot Le
-aitics and production payvnients) on leases and oil and us iilerests con-
t

limerea to. rovalties. overviding roy
cethuted by such Non-Overator If the assessed valuation ol any leaschold estate 15 reduced Hv reason ol %3

COHTY SUGIOCT 10 CRISTAITUTY e XCOSs FOVALes. over Ticing rovalties or production pavments, the roauchion n

ad valoreny taxes resulung thercireom .\‘hall mure 1o the benerit of the nwner or owners o1 suc lea:

estate, ande Querator shail adjust the chavge to such owner or owners =0 as to reficet “he beneit

cogtiotinn, Operator shati Lill other parutes for their nroportionate share of cil tax puavimenis in the o
der orovided n Exiubyr CU

any tax assessment improper. Operator may. at its discrenon,
escrioed by iaw. and prosecuic the proiest to a final determi
the protest prior to final determination. During the pendenc::
Opcrator may elect o pav, inder protest, all such raxes and
any :uch orotested asscssment shail have been finally determined. Ogeratar

penainy. Whe

no rax for tne joint account. together with anv interest and penaity acerued. and the otal cost 3nzil then
be ussessed against the nariies, and be paid by them. as provided in Exhibit ~C™.

Eacn pariy shall rat or cause to ve paid zll production. severance, gatherinz and other taxes .m-
posed upon or with respect to the production or handiing of such party’s share of oil and or zas zro-
duced under the terms of this agreement.

H. Insurance:

At all imes wnile operations are conducted hereunder. Operator shall com_:';'.‘ with the Workmian's

Compensatnon Law of the 3tate where the operations are beinz conducted: Srosidoimncuse ooy T

8 NN 1 R R AT L H PP R . .

i > i b b e M e s e ——

. L T A L. T T L T DT TS | .

bt e S e e S RS S — B e BT e OI):.‘."'OI‘ shail alse carry or provide nmsurance Jdr ks
ben=f1r of the joint account of the parties as outiined in Exhibit 1

require aii coniractors engazed in work on or f{or

o Vs Componsation Law of the State where the oprcrations

-nsurance as Oper U may require.

he cvent Autemobile Pubiic Liability Insuvance is snecified in said Exinice: D7
ro direct charqe shall be made by Qgerator “or nrem

I
such insurance for QOpgerator's fully owned automotive equioment.

recelves the approval of the

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However. should any party desire to surrender its interest in any lease or in anv portion thereof. and
other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express
or implied warranty of title. all of its interest in such lease, or portion thercof, and any well, material and
cqu:pment which may be located thercon and any rights in production thereafter secured. to the partics
not destring to surrender it. If the interest of the assigning party includes an oil and zas intercst, the as-
signing party shall execute and detiver to the party or parties not desiring to sucrender an otl and zas
leare covering such oil arnd zas interest for a term of one ycar and so long thereafter as oil and or gas
is produced from the lund covered thereby, such lease to be on the form attached hereto as Extubit 3,
Upon such assignment, the assivning party shall be relicved from all oblizations thereafter acceuing,
but not therctofore accrued, with respect to the acreage assigned and the operation of any well thereon,
and the assigning party shall have no further interest in the lease assigned and its cquinment and pro-
ducnion other than the rovalties retained in any lease made under the terms of this Article. The parties
assiqnee shall pay to the party assigror the reasonuble salvause value of the latter's interest in any wells
und cauipment on the assicned wercage. The value of all material shall be determined in accordznce
withothe provisions of :

“CULdess the ostumated cost of salvazics and the estmated cost ol

[2S

e Lng wnandoning 17 the asstunmment oy

favor of more than one party, the dssiered rterest snaud
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be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
parties assignee. ‘

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

B. Rcnewal or Extension of Leases:

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

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

Each party who participates in the purchase of a renewal lease shall be given an assignment of its
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. If the contribution be in the form of acreage, the party to whom the contribution is
made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

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

D. Subsequently Crcated Interest:

Notwithstanding the provisions of Article VIILE. and VIII.G,, if any party hereto shall, subsequent
to execution of this agreement, create an overriding royalty, production payment, or net proceeds inter-
est, which such interests are hereinafter referred to as *‘subsequently created interest”, such subsequently
created interest shall be specifically made subject to all of the terms and provisions of this agreement, as
follows:

1. If non-consent operations are conducted pursuant to any provision of this agreement. and the
party conducting such operations becomes entitled to receive the production attributable to the interest
out of which the subsequently created interest is derived, such party shall receive same free and clear
of such subsequently created interest. The party creating same shall bear and pay all such subsequently
created interests and shall indemnify and hold the other parties hereto free and harmless from any and
all liability resulting therefrom.

-11 -
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2 the owner of the mterest crom which the subsequently created nterest 2 ddenived (1) 10z 20
pav. when due. its share of expenses charzeable hercunder, or (2) elects to abandon a well under gro-
visions of Article VLE. hereof. or ¢3) clects to surrender a lease under provisions ot Artiwcle Vill AL
hereot. the subsequently created mtevest shall be charzeable with the pro rata porton of all exvensos
herounder in the same manter as if such interest were a working interest. Foo putposes of collecting
such charzeable expenses. the party or parties who recetve asstgnments as a result ot (2) ar (3) avove
shall have the right to enforce all provisions of Article VILEB. hercof against such subsequently created
interest.

E. M.aintenance of Uniform Interest:

Far the purpose of maintaining uniformity of ownership in the oil and zas leasehold ntevesiz
covered by this azreement. and notwithstanding any other provisions to the contrarw. no partv <izil
seli. encumber. transfer or make other disposition of its interest in the leases embraced within the Cone
tract Area and in wells. equipment and production unless such disposition covers cither:

1. the entive interes: of the party in all leases and cquipment and production: or

2. an equal undivided interest in all leases and equipment and production in ‘the Contract Ar2a.

Everv such sale. encumibrance. transfer or other disposition made by anv partv shail ke mads ox-
pressly subject to this agreement. and shail be made without prejudice to the right of the other paries.

If. at anyv time the interest of any party is divided among and owned by four or more co-owmers.
Operator. at its discretion. may require such co-owners to appoint a single trustee or agen: witi Iu
authority to recetve notces, approve expenditures, recelve billings for and approve and pav such sariv's
share of the joint expenses. and to deal generally with. and with power to bind. the co-owners of :uch
party's interests within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the right to enter into and execute all contracts or agreemen:s for the diszos:tion
or their respective shaves of the oil and ¢as produced irom the Contract Area and thev shail have th
rizht to receive. separateiv. payment of the sale proceeds hereoi.

F. Waiver of Rizht to Partition:

If permitted by the laws of the state or states in which the property covered herepyv !

party hereto owning an undivided interest in the Contract Area waives anyv and all rigi

to partitionn and have set aside to it in severalty its undivided interest therein.
{:. DPreferential Right to Purchase: -

CF-NTIINE 3N URC O D NS S SR - R s
TS O et O A A e A ey

| S P U P A paast oot is
La-ar PR SRR O S St i—Hs

the Contract Area. it shall promptly give written notice to the other pariies. wit
mation concermiZ~is prooosed sale. which shall include the name and sddress of :he-TTosvect:ive pur-
chaser (who must be read™™—wd e and all other terms of

stantially all of its assets to a subsidiary or parent company or to a subsidiary o savent

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hercto. Notwithstanding any pro-
visions hercin that the rights and liabilities herecunder are several and not joint or collective, or that this
avreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
poses. this agrcement and the operations hereunder are regarded as a partnership., cach party hereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K™. Chaprer
I. Subtitle “A", of the Internal Revenue Code of 1934, as permitted and authorized by Section 781 of
the Code and the regulations promuluated thereunder. Operator is authorized and directed to execute on
behalf of each party hereby affected such evidence of this election as may be required by the Sceretary
ot the Treasury of the United States or the Federal [nternal Revenue Service, including speciticallv. but
rot by way of limitation. all of the returns. statements. and the data required by Federal Resula-
tions 1.751. Should there be any requirement that cach party hereby atfeeted give further evidence of
this clectton, cach such party shall oxecute such documents and furnish such other evidence 2s mav ke
required by the Federsl Internal Revenue Serviee or as may be necessary to evidence this electicn. No

JERSIN
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-

A ADL FORM 610 - MODIL FORM OPERATING AGREEMENT - 1977

—

-1 & U e e

w o

10

12
13
14
13

16
17
18
kY

20

RE}
~d

a0

ded

peav)

a3
-

25
26
27
28
29

(4%

[¥% [#%)
[ R

€ W LW WY
-1 Oy UL de

[SINRSTIN S S IR SR S [ S LR (T | B | B S S S i L o SR DU SR S
O DU A WD DO DU e UL O DO

69
70

such party shall give any notices or take any other action inconsistent with the eleetion made hercov.
[f any present or tuture incomce tax laws of the state or states in which tie Contract Area s located or
anv future income tax laws of the United States contain provisions stmiliac to those in Subchapter "K'
Chapter 1, Subtitle “A”, of the Ianternal Revenue Code of 1954, under which an election simifar 1o that
provided by Scetion 7681 af the Code is permitted. cach party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing eleetion. cach such party states that
the income derived by such party from Operations hercunder can be adequately determined without th
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Opcrator mayv settle anyv single damage claim or suit arising from operations hercunder if the 2X-
o does not exceed __Iwenty-Five Thousand ——-——-- e RN T

PRYURRE

e
o
jod

a
(s 25,000.00 === jng if the pavment is in complete settlement of such claim or suit. If the amount
rogutred for settlement exceeds the above amount. the parties hereto shall assume and take over tne
further handling of the elzaim: or suit. unless such authority is delezated to Operator. All cosis ang ex-
vense of handling, settling. or otherwise discharging such claim or suit shall be at the joint oxgonse

of the parties. If a claim is made against any pariv or if any party is sued on accoun:t of anv
arising {rom operatiens hereunder over which such individual has no conirol because of the i
Operator by this aercemon‘t. the party shall immediately notify Ogerator. and the claim or
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any par:y is rendered unable. wholly or in part. by force majeure to carry out its obligations
under this agrcement. other than the obligation to make money pavments. that partv shail give to zli
othier parties prompt written notice of the force majeure with reasonably rull particulars concerning 1t
thereupon. the obligations of the pariy giving the notice. so far as they are affected by the force maj2ure.
shall be suspended durinz. but no longer than. the continuance of the force majeure. i B
shail use ail reasonabic diligence to remove the force majeure situation as quicicly

The requirement that any force majeure shall be remedied with all reasorable diszatehr shall not
require the settlement of strikes. lockouts. or other labor difficuity by the party involved. contrary :
wisnes: how all such difficuities shall be handled shall be entirely within the discretion c¢f ths
concerred.

The term “force majeure”. as here emploved, shall mean an act of God. strike. lockour or
industrial disturbance. act or the public enemy. war. blockade. public riot. lightninz. fire. storm.

LSEREN

explosion. governmental action, governmental delaw. restraint or inaction. unavailabii of ez
and any other cause. whether of the kind specificaily enumerated above or otherwise. which s ot

reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by anv of the provisions of
this agreement, uniess otherwise specifically provided. shall be given in writing by United S:iates mail
or Western Union telegram. postage or charges prepaid. or by teletype, and addressed to the par:y to
whom the notice is given at the addresses listed on Exhibit “A’”. The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed.
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid.
or when sent by teletype. Each party shall have the right to change its address at any time. and ‘rom
time to ume, by giving written notice hereof to all other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and or oil and =25 in-
terests subjected hereto for the period of time selected below: provided, however, no party hereto shall
cver be construed as having any right, title or interest in or to any lease, or oil and g¢as interest con-
tributed by any other party beyond the term of this agreement.

X Option No. 1: So lonz us any of the oil and gas leases subject to this agreement remain or are con-

tnued inojorce as to any purt ot the Contract Areua, whether by production. extension. renewal or other-
wiase. und or 30 long as oil and ‘or was production continucs from any lease or oil and was interest.

-13 -
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= Ontan Noo Y Inotive event the well descrnibed v A Ttcte VTN L o anv araennen® st cireii
GG AnY pracision of this acrecment, vesuits o production ot mboand or S0san o anantitie s Tnis
aerecmient -had contimae i foree <o tong as any sach o well orwell s produce. or qee canabic ot pieduce

Gon, and for an addinonol permd of _ dave from o cessation ot all production: peaviden, bnwover,
1. prior to the experation of such additional petiod, one or more of the patties hereto are engaded
drilling or reworking a well ovr wells hercunder. chis agreement shall continue i taice until suchh op-
crations have been completed and if production roesults  therefeom.  this acreement shall continue 1o
force as provided herein. In the event the well described o Avticle. VEAL or any subsequent well
drilled hereunder. vesults in a dry hole. and no other well is producing, or capabic of prnducing ol
and or =as from the Contract Arca. this agreement shall terminate unless drilling or reworking npera-
tions are commenced withinn ____days from the date of abandonment of said -well.

It is agreed. however, that the termination of this agreement shall not relicve any party hereto Jrom
any liabthity which has accrued or attached priov to the date of such termination.

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Neygulations and Orders:

This agreement shall be subject to the corservation laws of the state in which the committec
acveage is located. to the valid rules. regulations. and orders of any duly constitutad regulatory i

o

[
(o]
€2,
o
Q
.

said state: and to all other applicable federal, state. and local laws. ordinances, rules. reguiations. and
ordars.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto. including, but not lim-
ited to. matters of performance., non-performance, breach, remedies, procedures, rights. duties and in-
terpretation or construction. shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Arvea isin two or more states, the law of :he state wher
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS

(a) 1f any party hereto hereafter should create any overriding royalty,
production payment, or other burden against its working interest producticn
and if any other party or parties should conduct non~consent operations
pursuant to any provisions of this agreement and, as a result, become entitled
to receive the working interest production otherwise belonging to the non-
participating party, the party or parties entitled to receive the working
interest production of the non-participating party shall receive any such
production free and clear of burdens against such production which mayv have
been created subsequent to this agreement and the non-participating party
creating such subsequent burdens shall save the participating party or parties
harmless with respect to the receipt of such working interest precduction.

(b) Subject to the other provisions herein contained, this agreement shall
constitute a covenant running with the land and with the 0il and gas estates,
and is assignable, and the covenants, obligations, terms and provisions hereof
shall run with the assignment and extend to and be binding upon the parties
hereto and their representatives, successors and assigns.
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ACTICL XV
MINCELLANEOUS

Chall inuse to the benefit of the parties hereto and to thewr

tepresenlatives, succensors and anmpns,

This instrument may be executed in any number of countesparts, cach of which swhall be connidered

an original for all purpoucs.

IN WITNESS WHEREOY, this agreemcent shall be effective as of ___lst.dayof__ April

19_84

OPERATOR

ALPHA TWENTY—ONE PRODUCTION COMPANY

/,ﬂ/

Hanesco, Inc.

By:

Tommy Bﬂlp s Executlve Vice President
//'

/
/

NON-OPERATORS
Unicorn Energy

BY:

D. L. Hannifin

Robert H. Hannifin

D. L. Hannifin Family Trust

Stranco, Ltd.
By:

Stanley Slaten

Curtis L.'Neeley

Tommy Phipps

Patrick J. Hannifin

Morris E. Schertz

Bob Phipps

R. (Tom) Laws

Joe Alexander

William J. McCormick

Jack P. Cargill

Steve Strain

William B. Blakemore II

Jack D. Mussett

Elizabeth Allen Blakemore

Alpha Twenty-QOne Corporation

Robert Lansford

By:
William B. Blakemore Il, President

John Carter
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2 MIGCLLLANEOUS
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4 This apncement Shedt be Lindingt upon and shall anuie Bo Ui benefit of the partics heveto andd Lo thaewr
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7 This instrament may be exceuted in any number of countesparts, cach of which shall be cotinidered

8w ooripginal fur all purposes.

10 IN WITNESS WHERLOE, this agreement shall be effective as of _1st. dayof April )
11 1084

13 OPLRATOR

15 ALPHA TWENTY-ONE PRODUCTION COMPANY

i; By: L//7,/j<&”'

19 . Tommyysyipp » Executive Vice President

20 / ; i

“~ //

24 NON-OPERATORS

Clifford Cone

Thomas R. Cone

33
39 Kenneth G. Cone

44 Douglas L. Comne

Cathie Cone Auvenshine
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EXHIBIT "A"
I. Lands Subject to Contract:

NW/4 NW/4, E/2 NW/4, W/2 NE/4, NE/4 NE/4, SE/4 NE/4, N/2 SE/4, SE/4 SE/4,
Section 32, T18S, R37E, Lea County, New Mexico.

II. Percentage of Interest of the Parties to the Operating Agreement as it applies
to the tract of land including SE/4 NE/4, N/2 SE/4, SE/4 SE/4 of Section 32.

Mineral Interest

Hanesco Inc.
P. 0. Box 182
Roswell, New Mexico 88201 .04625728

Unicorn Energy
P. 0. Box 1675
Roswell, New Mexico 88201 .01156432

D. L. Hannifin
P. O. Box 182
Roswell, New Mexico 88201 .06938593

Robert H. Hannifin
P. 0. Box 218
Midland, Texas 79702 .07709547

D. L. Hannifin Family Trust
P. O. Box 182
Roswell, New Mexico 88201 .02312864

Stanley Slaten
P. 0. Box 135
Roswell, New Mexico 88201 .01156432

Stranco, Ltd.
P. 0. Box 2541
Roswell, New Mexico .01156432

Tommy Phipps
P. 0. Box 11090
Midland, Texas 79702 .04625728

Morris E. Séhertz
P. 0. Drawer 2588
Roswell, New Mexico 88201 .01156432

Steve Strain
P. 0. Box 2106
Roswell, New Mexico 88201 01156432

John Carter
P. 0. Box 2428
Roswell, New Mexico .01156432

Bob Phipps
P. 0. Box 3081
Midland, Texas 79702 .00770955

Robert Lansford
908 Cochiti
Hobbs, New Mexico 88240 .02312864

Joe Alexander
P. O. Box 3081
Midland, Texas 79702 .007709855

Patrick J. Hannifin
P. 0. Box 458
Santa Fe., New Mexico 87501 .02312864



EXHIBIT "A"

William J. McCommick
2905 San Pablo NE
Albuquerque, New Mexico 87110

R. (Tom) Laws
P. 0. Box 446
Roswell, New Mexico 88201

Jack P, Cargill
P. 0. Box 2692
Roswell, New Mexico

Curtis L. Neeley
2100 First National Bank Building
Midland, Texas 79701

Jack D. Mussett
604 Petroleum Building
Midland, Texas 79701

Elizabeth Allen Blakemore
2100 First National Bank Building
Midland, Texas 79701

William B. Blakemore II
2100 First National Bank Building
Midland, Texas 79701

Alpha Twenty-One Corporation
2100 First National Bank Building
Midland, Texas 79701

Clifford Cone
P. 0. Box 6010
Lubbock, Texas 79413

Thomas R. Cone
P. 0. Box 778
Jay, Oklahoma 74346

Kenneth G. Cone

P. 0. Box 11310
Midland, Texas 79702
Douglas L. Cone

P. 0. Box 6217
Lubbock, Texas 79413
Cathie Auvenshine
9210 Honeycomb Drive
Austin, Texas 78737

Unlocated Mineral Owner
Lena B. Rogers

Robert Lansford - ORRIL
Jack D. Mussett - ORRI

Royalty Interests

Mineral Interest

.02312864

.01156432

.01156432

.01156432

.02312864

.01156432

.04625728

.14571051

.00833334

.00833334

.00833333

.00833333

.00833333

.04270834
.02000000
.03000000
.18795574

1 ANONOYOINOND



EXHIBIT "p“

There is no Exhibit "
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Recommended by the
Council  of Petroleum

tea/TBIlE 601, ruLsa ra10n Accountants Societies of

iy

EXHIBIT “¢ "

Attached to and made a part of . Qperat.ng Agreement _dated April 1,
1984, by and between Alpha Twenty-One Production.Company. . __

as Operator and Hanesco, Inc., Et Al as Non-Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

“Qperator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators. i

“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 i
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.

H
I
¥
'

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

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

2. Statement and Billings !

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in- 5
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep- !
arately identified and fully described in detail.

3. Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12;) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

4. Adjustments

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

5. Audits

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

to by the Operator.

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-
ors.
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1I. DIRLCT CHARGES

Opercior shall cnarge the Jomnt Account with the following ttems:

—

[

tentals and Rovalties
Lease rentais and vovalties paid by Operator for the Joint Operations.
Labor
A. (1) Salaries and wages of Operator's ficld employees directly employved on the Joint Property in the conduct
of Joint Operations.
(2) Salaries of First Level Supuervisors in the tield.
(3) Salaries and waves of Technical Employvees directly emploved on the Jowt Property if such charges are
excluded from the Overnead rates.
B. Operator’s cost ot hoiidav. vacation, sickness and disnblli:v bencits and other customary allowances paid 29

emuiovees whose =alaries and wazes are cnavzeable o the Jount Account under Parazsvapn A of this Szetion
1. Such ecosts under this Paraereoty 2D ma be charged on a Uwhen and as paid hasis” nr gy cperce e o3-
sessment” on the amount of salarmes and waZes cnarzcavle to the Joint Account unger Parazrasn Tl

Section [ 17 sercentage asscssmien: 1s used. the rvate shall be based on the Operutor’s cost experience.

C. Exgenditures or contribuilons made pursuant to assessments imposed by dovernmental awharisy woish are
aps.icavie to Operator’s costs cnarzeavle o the Jjont Account under Parairaphs 2A and 23 o7 this Sec-
tion il. \

D. Pevsonar Zxzen ses of :hose emuiovess whose saluries and wages are charzeable to the Join: Account under
Darzuraph 2.\ of this Section IL

Lmplovee Benetits

Ocerator’s current ¢osis of estaplished plans Ior emplovees’ group life insurance. hosax

'7:. bonus. and other benefit plans of a like nature. appli

nt under Paragraphs 2A and 2B of this Section II s

ll o).

tirement. ,.oci—: surchase,
cost ciharTeavie to thie Jot
cost noL 10 i..\C'.‘eCi rwenty per cen

Material .
Material purchasea ov furnished by Operator for use on the Joint Property as provided uncer Section IV. O=iv
such >latenal shall be purcazsed for or transferred to the Joint Properiy as may be required for immszdiate use

and s reasonaoly practical and consistent with efficient and economucal operations. The qccur::uiazzon 7 sur-
plus stocks snatl te avoided.

Transnortation

Tran:iporianon of empiovees and Material necessary for the Joint Operations but subject ‘o the rfollow:ing
tions:

A, If Materizl is moved o the Jom: Progerty from the Operator’'s warehouse or other
be mzae 1o the Jomnt Acccunt ior a distance sreater than the distance from the nea
’ cewving goint where Liie maternal is normal

recozmized parIe terminal. or vatl

[ IO R = N T R i
to by the Partie

..
=
-
®

B. 17 surplus Mater:al is moved to Orgerator’s wavehouse: or other storcge point. no charze shizll ke
Joint Account for a disiance gZrearter than tne distance 1o the nearest reliable suppiv stors. recoan:
rorminul. or raibway cecerwving poin: unlass azcreed 1o by the Parties. No charge shall be made to e Joint Ao-
count or moving Material to otier properrties velongin2 1o Operator. uniess agreed 10 by 2 Parnas,

C. inihe annixcat:or‘. ot S;;c'm_:::; irs A and B above. there 3hall be no eg uahzanon of actual gross russing cost
of 32C9 or {ess exciuding accessor cnarees.

Services

pment and utilities provided hy oulside sources. except services exciuied bv
agrapis 1. ii of Secuon Iil. The cost of professionai consuitant services and con-
tract services of technical personuei directiv engased on the Joint Proverty if such charzges are exciuded irom the
Ovcriecad rates. Tl‘e cost of pro fess'onai consuliant services or contract services of technical personnei not di-
rectiv enuzaved on the Joint Property shail not be charged to the Joint Account unless previously agreed to by
the Partics.

Tre cost of contract services. equ:
Paruerapn 9 of 3ection II and Par

Equipment and Facilities Furnished by Operator

A. Ouverator 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. oizer
opcrating expense, insurance, taxes. depreciation, and interest on investment not to exceed eight per cent (3%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediaie area
of the Joint Property.

B.. In .icu of charges in Paragraph 7A atove, Operator may elect to use average commercial rates prevailing in
the immediate area nf the Jomt Property less 207, For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the vepair or replacement of Joint Property made necessary because of dam-
dzes ar losses incurred by fire. tlood. storm. thett, accident, or other cause, except those resulting from Operator’s
asross nezlisence or willful misconduct. Operator shail furnish Non- Opc"ator writtén notice of damages or lo:ses
incurred as soon as practicable atter a veport therveot has been received by Operator,

Lewal Expense

Expense of handling, investizating and settling litication or claims, discharging of liens, pavment of judzments
and amounts putd for settlument o clanms ancurred in or resulting from operations urder the agreemeont or
Preessary 1o protect ov reeover the Jont Property. except that no charge for services of Operator's leaal stafd
Ol lees Or expense ot outsiée aitornevs Shull be muude unless previousiv ayreed to by the Parties. ALl other lesal

enEe s corsedered to e covened Hy the overhiead provisions of Section I untess othurwiie garecd o tyv e
Duzties, exeent gs provided on Soction I Carasraph 3 )

bt}

T

-
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10.

11.

12.

Taxes

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

Insurance

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

Other Expenditures

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

1I1. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( =x ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall { ) shall
not (x ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis _  come.
(1) Operator shall chargytff oint Account ai the following rates per well per month:

Drilling Well Rate
Producing Well Rat

$_300

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

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichéver 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 oif loca~
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a pericd 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 (13) or more consecutive
days.

{(b) Producing Well Rates

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

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

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

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

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

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

—3—
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B. Overitead - Percentase Basis
: shiall charee the Joint Account at the tollowing rates:
(1) Operator sia char «e the
(a) Development

Percent { ‘») of the cost of Development of the Joint Property exclusive of costs
provided under Paracraph 9 of Scction [I ana all salvage credits.

(b) Operaung

Percent ( “n) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Scction II, all salvage credits, the value of injected substances purchasead
for sceondary recovery and all taxes and assessments which are levied, assessed and paid upon the m:a-
eral intc.ost in and to the Joint Property.

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

For the purpuse of determining charges on a percentage basis under Pavagraph 1B of this Scction HI de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on anv or all welis invoiving the use of drilling crew and equipment: also. prelimmary exseanditures
necessary in preparation for driliing and expenditures incurred in abandoning when the well s no: com
pleted as a producer. and original cost of construction or installution of fixed assets. the expansion oI rixzz
assets and any other project clearly discernible as a fixed asset, except Major Coustruction as w.2. med 0
Parazraph 2 ot this Section [II. All other costs shall be considered as Operating

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instailation of fixed assets. the ex-
pansicn of fixed assets, and any other project clearly discernible as a fixed asset reguired for the developmenst anz
operation of the Joint onpe'z\' Operator shall either regotiate a rate prior to the beginning of consiruciion. or :
charue the Joint Account for Overhead based on the following rates for any Major Construction projec: :n ex

.

of 3 :

Al < of total costs if such cosis are more than § but less than $ Dplus
B. < of total costs in excess of $ but less than $1,000.000: plus

C. ¢ of total cosis in excess of $1.000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragrapn. the component pac:s
of a single project shall not be treated separately and the cost of drilling and workover wells shall te exciuded.

3. Amendment of Rates

Thz Overnhead rates provided for in this Section III may be amended from time to time only by mutual agreema=s
vetween 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

Ozoverator s resconsible for Joint Account Material and shall make proper and timely charzes and credits for ail maz-
teral movements affecting the Joint Property. Qperator snail provide all Material for use on the Jeint Progeriv: how-
ever. ar Lperator’s option. such Material mayv be supplied by the Non-Operator. Operator shall make :imeiv distos:izion
of 1ile and or surplus Matertal. sucn disposal being made eithier through sale to Operator or Non-Overator. division o
kind, or faie to outsiders. Operator may purchase, but shall ke under no obligation to purchase, interesr o: Non-Qgara-
tors o surolus condition A or B Material. The disposal ot Surplus Controllable Material not purchased by the Operz-
tor =hwall be udgrced to by the Parttes.

1. Purchases
Material purchased shall te charged at the orice paid by Operator after deduc;xon of all discoun
o: Muterital rouna to be derective or veturned to vendor for any other reason. credit shall ce
Account when adjusiment nhas been received by the Operator.

2. Transters and Dispositions
Mater d’ turnished to the Joint Property and Materiul transferred from the Joint Property or disposed of by ke
Orerator. unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Matenal (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 lowes:
published price f.o.b. railway receiving point or recognized barge terminal nearest the Jouint Proper:y
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 reliuble supply store necarest 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 [V.

Gther Material shall be priced at the current new price, in effect at date of movement, as listed by a reliatle

supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normaliv

avuilable.

B. Guud Used Material (Condition B)

Material in sound and servicezble condition and suitable for reuse without reconditioning:

—
2
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(1) Material mmaved to the Juint Property
(a) At seventy-five pescent (737, ) of current new price. as determined by Puaragraph 2A of this Section [V
(2) Materizi moved from e Joint Property
ta) AL seventv-rive percent (7570) of current rew price. as determined by Paraurapn 28 of s So
i Matenial wos or ginully churced 1o the Jount Account as new Mutenal, or

el -
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(b) at sixtv-five percent (637.) of current new price. as determned by Parawrapn 0\ of thin
IV, if Material was oricmally charaed o the Jomnt Account as good used Matertal at seventv-.
cent (7370 ) of current new price.

e cost of reconditionmiz, if any, shall be absorbed by the transferring property.

C. Other Used Material (Condition € and D)

(1) Condition C
Material which is not in sound and serviceabice condition and not suitable for its oricinal function unti
after reconditiomng shall be priced at fifty percent (307, ) of current new price as determined by Para-
graph A of this Scction IV, The cost of reconditioning shall be charged to the recewving properts, pro-
vided Condition C value plus cost of reconditiorung does not exceed Condition B value.

Condition D

All other Material, includine junk. shall be priced at a value comimensurate with its use or at provaiinz

prices. Maztertal no ionger suitable for its ortzinal purpose but usable for some other purpuse. a3l ¢

priced on a basis comparable with that of items normally used for such other puroose. Qverator v oas

pose ot Condition D Materiai under procedures normally utilized by the Operator without prior

of Non-Ogperators.

D. Ousolete Material

i whichr Is serviceable and usabie for its original function but condition and or value of sucn

ot equivalent to that which wouid justily a price as providea above may be speciallv priced 2 e

Parties. Such price shouid resu:it in the Joint Account being charged -with the value ot the
p.

ea by such Material.

G
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aimg Conditions
(1) Leoadinz and unloading -costs may be charged to the Joint Account at the rate of fifteen cen:s
nundrea weisht on all tubular goods movements. in lieu of loading and unloading costs susiaine
actual hauling cost o‘ such tubular goods are equalized under provisions of Paragrapnh 5 of Sectio:

(2) Muter:al involving erection costs snall be charged at applicable percentage of the current xnockeld-dewn
price of new Mlaterial.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergerc:ias. sirizxes
or other unusual causes over whnich the Operator has no control, the Operaror may charge *he Joint Accouns for shna
required Material at the Operator's actual cost incurred in providing such Material, in making it suitazie Zor -
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Cperators of :.:e orogissz
charze prior 1o billing Non-Operators Yor such Materizl. Each Non-QOperator shall have the rignt. by s0 e :
notLy

wing Operator within ten days alter receiving notice from Operator. to furnish in Xind ail or part oz &t
of such Muareriul suitable for use and acceptable to Gperator.
Warranty of Material Furnished by Operator
Oxcrator does not warrant the Maierial furmished. In case of defective Material, credit sha
Joint Account until adjustment has been rveceived by Operator rom thie manuracturers ov

V. INVENTORIES
Querator shall muaintain detatled records of Controllable Jaterial.
Perivdic Inventories. Nolice and Representation

At rcasonable mtervals, Inventories :hall be taken by Opera;or of the .Joint Accou
Written notice of intentio: 10 take inveniory shail be given by Operator at least thirty (3i
tory 15 10 begin so that Non-Operators may be Lepxe;emed when any inventory is taken.

to be represented at an inventory shall bind Non-Orerators to accept the inventory take:

1 by Ogerator

teconciliation and Adjustiment of Inventories

iy

Reconcilintion of a physical inventory with the Joint Account shall be made, and a list of overages and shorizze
shali be furnished to the Non-Operators within six months following the taking of the inventory. Inven:ory 3:

justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shail te
held uccountable only for shortages due to lack of reasonable diligence.

Special Inventories

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

Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shail not be charged to the Joint Account unless agrecd 'o by the
Parties.



EXHIBIT "D"

INSURANCE

A. OPERATOR shall not be liable for damages arising out of injuries
to or death of any employee of NON-OPERATOR or damages to any property of
any NON-OPERATOR or damages to any property of any NON-OPERATOR in
connection with the operations hereunder on the Unit Area except for will-
ful misconduct or gross negligence of OPERATOR.

B. OPERATOR shall, at all times while operations are conducted on
the Unit Area, carry insurance for the joint account as follows:

1. Employer's Liability and Workmen's Compensation
Insurance covering the employees of OPERATOR engaged
in operations hereunder, in compliance with the laws
of the state embracing the Unit Area,

2. General Public Liability Insurance covering all
operations conducted by OPERATOR for the joint
account hereunder, with bodily injury or death limit
of not less than $500,000.00 for injuries to or
death of any one person, not less than $500,000.00
for injuries to or death of more than one person
resulting from any one accident, and for property
damage with a limit of not less than $250,000.00
for damage to property for each accident; and

3. Automobile Public Liability and Property Damage
Insurance covering all operations conducted by
OPERATOR for the joint account hereunder, with
bodily injury or death limit of not less than
$250,000.00 for injuries to or death of any one
person, not less than $500,000.00 for injuries to
or death of more than one person resulting from any
one accident, and property damage limit of not less
than $100,000.00 for damages to property for each
accident.

C. OPERATOR shall not carry any other insurance of any kind or
character for the joint account of the parties hereto except such insur-
ance as may hereafter be mutually agreed upon between the parties to this
Operating Agreement,



EXHIBIT "E"

GAS BALANCING PROVISIONS
OF OPERATING AGREEMENT

Notwithstanding any provision to the contrary in this Operating Agreement, if any party
hereto takes and disposes of less than its percentage interest share of gas (including
casinghead gas) during any calendar month, the following provisions shall apply:

(a) Definitions. For the purposes hereof, the term "Cumulative Underlift' means the
amount by which the cumulative volume of gas taken by a party is less than the cumulative
volume that party is entitled to take according to its percentage interest; the term
“Cumulative Overlift' means the amount by which the cumulative volume of gas taken by a
party exceeds the cumulative volume that party is entitled to take according to its percent-—
age interest; the term '"Underlifter'" means a party credited with Cumulative Underlift; and
the term "Overlifter" means a party charged with Cumulative Overlift.

(b) Operator's Statements. On or before the end of each calendar month, Operator
shall furnish the parties hereto a Statement showing the total volume of gas taken by each
party during the preceding month, the cumulative volume taken by each party as of the end
of that month, and the Cumulative Underlift or Cumulative Overlift, if any, of each party
as of the end of that month,

(c) Current Balancing. By giving written notice to Operator and all other parties
hereto at least 15 days before the beginning of a calendar month, an Underlifter shall be
entitled to take during that month its full percentage interest share of gas plus a make-
up volume equal to its Cumulative Underlift, provided that such make-up volume shall never
exceed 25% of the total volume of gas which the other parties would otherwise be entitled to
take during the month according to their percentage interests, and provided that the right
to take make-up volumes hereunder shall be subordinate to the right of any party to take its
full percentage interest share of gas from time to time in order to satisfy the deliverability
requirements of its gas contract. If two or more Underlifters are to make up Cumulative Under-
lifts during the same month and the volume available for make-up is inadequate, the volume
available for make-up shall be shared by such Underlifters in proportion to their Cumulative
Underlifts. The volume of gas taken by Underlifters for make-up during the month shall be
deducted from the volumes the other parties hereto would otherwise be entitled to take here-
under, in proportion to the Cumulative Overlifts of such other parties. Make-up volumes
shall be applied against Cumulative Underlifts and Cumulative Overlifts on a first-in-first-
out basis.

(d) Final Balancing. If this Operating Agreement should terminate or if gas production
hereunder should permanently cease before all parties hereto have achieved balance under
Paragraph (c) above, then final balance shall be achieved through a cash settlement (without
interest) coordinated by operator between Overlifters and Underlifters. At Operator's
request, each Overlifter shall pay Operator a cash sum equal to (i) the Overlifter's volume
of Cumulative Overlift multiplied by the wellhead price per unit volume actually received by
the Overlifter for such gas, minus (ii) all payments made by the Overlifter on such gas pur-
suant to Paragraph (e) below. If there was no such price per unit volume because the Over-
lifter took such gas for its own purposes instead of selling it, the price used in the above
calculation shall be the prevailing wellhead price in the field at the time (or closest to the
time) such gas was taken by the Overlifter. After all Overlifters have paid Operator as here-
inabove provided , Operator shall distribute the aggregate sum received to the Underlifters in
proportion to their Cumulative Underlifts . If any price used to calculate the distributed
sun is subject to refund pursuant to orders or regulations of the Department of Energy or any
other regulatory authority having jurisdiction over gas prices, each Underlifter, prior to
receiving its share of the distribution, shall indemnify the appropriate Overlifter against
the Underlifter's proportionate part of any refund (including interest thereon) which the
Overlifter is required to make.

(e) Payments on Production. Each party shall pay all production or severance taxes,
royalties, overriding royalties, production payments and other such payments for which it is
obligated by law or by lease or by contract, and nothing in these gas balancing provisions
shall be construed as affecting such obligations. Each party hereto shall indemnify and hold
harmless the other parties hereto against all claims, losses or liabilities arising out of its
failure to fulfill such obligations.

(f) Costs and Expenses. Regardless of the volume of gas actually taken by any party
hereto, each such party shall bear costs and expenses as otherwise provided in this Operating
Agreement.

(g) Other-Minerals. Regardless of the volume of gas actually taken by any party hereto,
each such party shall share in the production of crude o0il, condensate and other minerals
separated from the gas in normal lease facilities, as otherwise provided in this Operating
Agreement.




