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l OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between A m e r i n d O i l C o . 

4 , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter 
6 referred to individually herein as "Non-Operator", and collectively as "Non-Operators", 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases, and/or oil and gas i n -
11 teresls in the land identified in Exhibi t " A " , and the parties hereto have reached an agreement to explore 
12 and develop these leases and or oil and gas interests for the production of oi l and gas to the extent and 
13 as hereinafter provided: 
14 
15 NOW, THEREFORE, i t is agreed as follows: 
16 
17 ARTICLE I . 
18 DEFINITIONS 
19 

20 As used in this agreement, the fol lowing words and terms shall have the meanings here ascribed 
21 to them: 

22 A. The term "oi l and gas" shall mean oil , gas, casinghead gas, gas condensate, and al l other l iquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imi t the inclusiveness of this term is specifically stated. 
25 B. The terms "oi l and gas lease", "lease" and "leasehold" shall mean the oi l and gas leases cov-
26 ering tracts of land lying wi th in the Contract Area which are owned by the parties to this agreement. 
27 C. The term "oi l and gas interests" shall mean unleased fee and mineral interests in tracts of 
28 land lying wi th in the Contract Area which are owned by parties to this agreement. 
29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oi l 
30 and gas interests intended lo bc developed and operated for oil and gas purposes under this agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibi t " A " . 
32 E. The term "dr i l l ing uni t" shall mean the area f ixed for the dr i l l ing of one well by order or rule 
33 of any state or federal body having authority. I f a d r i l l i ng unit is not f ixed by any such rule or order, 
34 a dr i l l ing unit shall be the dr i l l ing unit as established by the pattern of dr i l l ing in the Contract Area 
35 or as fixed by express agreement of the Dr i l l ing Parties. 
36 F. The term "dri l ls i te" shall mean the oil and gas lease or interest on which a proposed wel l is to 
37 be located. 
38 G. The terms " D r i l l i n g Party" and "Consenting Party" shall mean a parly who agrees to jo in i n 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dr i l l ing Party" and "Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 
43 Unless the context otherwise clearly indicates, words used in the singular include the plural , the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 

46 ARTICLE I I . 
47 EXHIBITS 
48 
49 The fol lowing exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 
51 Q A. Exhibit " A " , shall include the fol lowing informat ion: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, i f any, as to depths or formations, 

54 (3) Percentages or fractional interests of parties to this agreement, 
55 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
56 (5) Addresses of parties for notice purposes. 
57 • D. Exhibit " D " , Form of Lease. dfc 
58 QJ C. Exhibi t "C", Accounting Procedure. g | 
59 H D. Exhibi t " D " , Insurance. 
60 (3 E. Exhibit "E" , Gas Balancing Agreement. 
61 f j F. Exhibit "F" . Non-Discrimination and Certification of Non-Segregated Facilities. 
62 

63 I f any provision of any exhibit, except Exhibi t "E", is inconsistent w i th any provision co ga ined 

64 in the body of this agreement, the provisions in the body of this agreement shall prevail. ^of»s 

65 

66 

67 

68 

70 

- 1 -
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t. t 

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

6 I f any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated for the purpose of this agreement and during the term hereof as i f i t were a leased interest 
8 under the form of oil and gas lease attached as Exhibi t *'B". As to such interest, the owner shall re-
9 ccive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibi t 

10 " B " . Such party shall, however, bc subject to all of the provisions of this agreement relating to lessees, 
11 to the extent that i t owns the lessee interest. 
12 
13 B. Interest of Pnrties in Costs and Production: 
14 
15 Exhibit " A " lists all of the parties and their respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit " A " . A l l produc-
19 tion of oil and gas f rom the Contract Area, subject to the payment of lessor's royaltiesjMrtkcbxTSHfefeS 
20 H K K K X & ^ l B c X K ^ X ^ a i l f i X ; shall also be owned by the parties in the same manner during the term 

21 hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby. 
23 

24 ARTICLE I V . 

25 TITLES 
26 
27 A . Ti t le Examination: 
28 

29 Ti t le examination shall be made on the drillsite of any proposed well prior to commencement of 
30 dr i l l ing operations or, if the Dr i l l ing Parties so request, t i t le examination shall be made on the leases 
31 and or oil and gas interests included, or planned lo be included, in the d r i l l i ng unit around such wel l . 
32 The opinion w i l l include the ownership of the working interest, minerals, royalty, overriding royalty 
33 and production payments under the applicable leases. At the time a wel l is proposed, each party con-
34 tr ibuting leases and 'or oil and gas interests to the dril lsi te. or lo be included in such dr i l l ing unit, shall 
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, t i t le papers 
36 and curative material in its possession free of charge. A l l such information not in the possession of or 
37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause t i t le to bc examined by attorneys on its staff or by outside attorneys. 
39 Copies of all t i t le opinions shall be furnished to each party hereto. The cost incurred by Operator in 
40 this title program shall be borne as follows: 
41 
42 Q Option No. 1: Costs incurred by Operator in procuring abstracts and t i t le examination (including 
43 preliminary, supplemental, shut-in gas royally opinions and division order ti t le opinions) shall be a 
44 part of the administrative overhead as provided in Exhibi t "C." and shall not be a direct charge, whether 
45 performed by Operator's staff attorneys or by outside attorneys. 
46 
47 ££| Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division 
49 order ti t le opinions) shall be borne by the Dr i l l ing Parties in the proportion that the interest of each 
50 Dr i l l ing Party bears to the total interest of all Dr i l l i ng Parties as such interests appear in Exhibi t " A " . 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance of the above functions. 
53 
54 Each party shall be responsible for securing curative matter and pooling amendments or agreements 
55 required in connection wi th leases or oil and gas interests contributed by such party. The Operator shall be 
56 responsible for the preparation and recording of Pooling Designations or Declarations as wel l as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling ordersifeThis 
58 shall not prevent any party f rom appearing on its own behalf at any such hearing. |p 

59 1 
60 No well shall bc drilled on the Contract Area un t i l after (1) the t i t le to the drillsite or drillirlgs,unit 
61 has been examined as above provided, and (2) lhe t i t le has been approved by the examining attorney or 
62 t i t le has been accepted by all of the parties who arc to participate in the dr i l l ing of the well . ^E] 
63 m 
64 B. Loss of Title: X t ^ ^ ^ t 
66 1. • Failure cf Tit le! Should any oil nnd gaa interest or lease, ui juiciest t l i i ' iu in, u t i f ^ f 1 

67 failure of ti t le, which loss results in a reduction of ininrngf f m m \^^\ , u n ijh I Inliil W ^ ' . l l i j ^ ^ n j l i i 
68 ment, nevertheless, shall 'rontimm in fpr r i m tu Ml i11i11j. nil and gns leases and i n i c ^ ^ i ^ g r f s 3 s ^ _ _ 
69 (a) The pnrty nlin i ml nnn p i " lease or interest is affected by the t i t le f a i lu re^sha^ 
70 fltrffmt+m 1 1 1 »•'••" ' in, ,.i iin I. ' - " T r>p»i.r,^n n y ^ 9 ff^nv p v ' f i " g n r i y ^flvffl^pmitnjrft^ 
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. * . i * 

1 er operating ewntn which it may have thei'etnfnre pniH. but there shall be we monetary Mobility onyito— 
2 part to the other parties hereto for dr i l l ing , development, operating or other similar costs by reason of 

3 such t i t le fai lure: and / 
4 (b) There shall be no retroactive adjustment of expenses incurred or revenues received/rom the 
5 operation of the interest which has been lost, but the interests of the parties shall be revised an acre-
6 age basis, as of the lime it is determined f inal ly that t i t le failure has occurred, so lha l the interest of 
7 the party whose lease or interest is affected by the title failure w i l l thereafter bc reducediri the Contract 
8 Area by the amount of the interest lost; and / 
9 (c) If the proportionate interest of the other parties hereto in any producing wolrtheretofore dri l led 

10 on the Contract Area is increased by reason of the t i t le failure, the party whose Jntlc has failed shall 
11 receive the proceeds attributable to the increase in such interests (less costs aryn burdens attributable 
12 thereto) unt i l i t has been reimbursed for unrecovered costs paid by i t in connection wi th such we l l ; 
13 and / 

14 (d) Should any person not a party to this agreement, who is determiryra to be the owner of any i n -

15 terest in the tit le which has failed, pay in any manner any part of the/tost of operation, development, 
16 or equipment, such amount shall be paid to the party or parties who bore the costs which are so re fund-
17 ed; and / 

18 (e) Any l iabi l i ty to account to a third party for prior production of oil and gas which arises by 
19 reason of t i t le failure shall be borne by the party or parties in Ote same proportions in which they shared 
20 in such prior production; and / 

21 ( f ) No charge shall be made to the joint account for le^al expenses, fees or salaries, in connection 
22 wi th the defense of the interest claimed by any party Wereto, i t being the intention of the parties 
23 hereto that each shall defend tit le to its interest and bear AW expenses in connection therewith. 
2 4 / 
25 2. Loss by Non-Payment or Erroneous Paymept of Amount Due: I f , through mistake or oversight, 
26 any rental, shut-in well payment, minimum royally or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be no monetary l iabi l i ty against 
28 the party who failed to make such payment. U/iless the party who failed to make the required payment 
29 secures a new lease covering the same interest wi th in ninety (90) days f rom the discovery of the f a i l -
30 ure to make proper payment, which acamsilion w i l l not bc subject to Art icle VI I I .B . , the interests of 
31 the parties shall bc revised on an acrca^gc basis, effective as of the dale of termination of the lease i n -
32 volved, and the party who failed to /nakc proper payment w i l l no longer be credited wi th an interest in 
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event 
34 the party who failed to make th/f required payment shall not have been f u l l y reimbursed, at the time of 
35 the loss, f rom the proceeds of sale of oi l and gas attributable to the lost interest, calculated on an 
36 acreage basis, for the development and operating costs theretofore paid on account of such interest, i t 
37 shall bc reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the 
38 cost of any dry hole previously dril led or wells previously abandoned) f rom so much of the fol lowing 
39 as is necessary to effeot reimbursement: 
40 (a) Proceeds o f / o i l and gas, less operating expenses, theretofore accrued to the credit of the lost 
41 interest, on an acreage basis, up to the amount of unrecovered costs; 
42 (b) Proceed^ less operating expenses, thereafter accrued attributable to the lost interest on an 
43 acreage basis, X f that portion of oil and gas thereafter produced and marketed (excluding production 

44 f rom any wofls thereafter dri l led) which, in the absence of such lease termination, would be attributable 
45 to the lost/interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
46 portion »(T the oil and gas to be contributed by the other parties in proportion to their respective i n -
47 tercsts/ and 
48 / c ) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 
49 becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
50 Veming a party ta this agreement. 
5 1 / 

5Z 3. Other Losses: A l l fosses uicurred, ether than—those set forth—in Articles IV.D.l.—and IV.D.E. 

53 above, shall not be considered failure of ti t le but shall be jo in t losses and shall be borne by al l parties 
54 in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
55 the Contract Area. 
56 

57 ARTICLE V. Jfc 
58 OPERATOR ftp 
59 § 
60 A . DESIGNATION A N D RESPONSIBILITIES OF OPERATOR: $ v , 

ft 
62 Amerind Oil Cn s n a , 1 i $ j t h e 

63 Operator of the Contract Area, and shall conduct and direct and have f u l l control of al l operatWw on 
64 the Contract Area as permitted and required by, and wi th in the limits of, this agreement. ,I^i"shalT^on-
65 duct all such opcrntions in a good and workmanlike manner, but i l shall have no liabil i t^ 'dSj Operator 
66 to the other parties for losses sustained or liabilities incurred, except such as may res/ult Irrbm ^ross 
67 negligence or w i l l f u l misconduct. ^ - ^ ^ V ^ ^ ^ ^ 
g 0 'he t.! V \ i ?^':n!.!.:n'| r »•» •! pmtah.tef! 

CKC.ttl v.-hpft jml'ifirtird m writing by I'M 

70 
- 3 -
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1 B. Resignation or Removal of Operator and Selection of Successor: 
2 

3 1. Resignation or Removal of Operator: Operator may resign at any time by giving wri t ten notice 
4 thereof (o Non-Operators. I f Operator terminates its legal existence, no longer owns an interest in the 

5 Contract Area, or is no longer capable of serving as Operator, i t shall cease to bc Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed i f i t fails or 
7 refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, 
8 by the af f i rmat ive vote of two (2) or more Non-Operators owning a major i ty interest based on owner-
9 ship as shown on Exhibit " A " , and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective unti l 7:00 o'clock A . M . 
11 on the f irst day of the calendar month following the expiration of ninety (90) days after the giving of 
12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes the duties of Operator al an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of 
15 a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, 
16 parent or successor corporation shall not be the basis for removal of Operator. 
17 
18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be selected f rom the parties owning 
20 an interest in the Contract Area at the lime such successor Operator is selected. I f the Operator that 
21 is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the 
22 af f i rmat ive vote of two (2) or more parties owning a major i ty interest based on ownership as shown 
23 on Exhibit " A " , and not on the number of parties remaining after excluding the voting interest of the 
24 Operator that was removed. 
25 
26 C. Employees: 
27 

28 The number of employees used by Operator in conducting operations hereunder, their selection, 

29 and the hours of labor and the compensation for services performed, shall be determined by Operator, 
30 and all such employees shall be the employees of Operator. 
31 
32 D. D r i l l i n g Contracts: 
33 

34 AH wells dri l led on the Contract Area shall be dri l led on a competitive contract basis at the usual 
35 rates prevailing in the area. I f i t so desires, Operator may employ its own tools and equipment in the 
36 dr i l l ing of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate 
37 of such charges shall be agreed upon by the parties in w r i t i n g before dr i l l ing operations are com-
38 menced. and such work shall be performed by Operator under the same terms and conditions as are 
39 customary and usual in the area in contracts of independent contractors who are doing work of a s im-

40 ilar nature. 

41 

42 ARTICLE V I . 
43 D R I L L I N G A N D DEVELOPMENT 
44 
45 A. In i t i a l Wel l : 
46 

47 On or before the 1 s t dav of D e c e m b e r > 19 87 , Operator shall commence the d r i l l -
48 ing of a well for oi l and gas at the fol lowing location: 
4 9 At a legal location i n the NW/4 SW/4 of Section 27, T-16-S, R-37-E, 
5 0 N.M.P.M., Lea County, New Mexico 
51 
52 
53 and shall thereafter continue the dr i l l ing of the wel l w i th due diligence to 

54 a depth s u f f i c i e n t to t e s t the Strawn f o r m a t i o n at approx imate ly 
55 11,500' 
56 

57 
58 unless granite or other practically impenetrable substance or condition in the hole, which rjBtiders 
59 further dr i l l ing impractical, is encountered at a lesser depth, or unless all parties agree to complete or 
60 abandon the well at a lesser depth. f j v , 
s i 
62 Operator shall make reasonable tests of all formations encountered during dr i l l ing which gh£$ i n -
63 dication of containing oil and gas in quantities sufficient to lest, unless this agreement shall be |mi i t ed 
64 in its application to a specific formation or formations, in which event Operator shall be^feqoiJMd to 
65 test only the formation or formations to which this agreement may apply. l ^ | ^ r \ 

67 I f , in Operator's judgment, the well w i l l not produce oil or gas in paying quantitiesV^afl^iT^WKhes 

68 to plug and abandon the well as a dry hole, i t shall first secure the consent of all p a j ^ t l ^ j j j j g r j j p ^ l 
69 plug and abandon same as provided in Article V I . E . l . hereof. ** ..1 n.-»•i-r....,*-,»«•<PI«SA.I»< 

t i : . | . l \»;l'f*i aiit'TrTfj <fl vv'nrtfj hv **tt 

70 
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1 B. Subsequent Operations: 
2 
3 1. Proposed Operations: Should any party hereto desire to d r i l l any well on the Contract Area 
4 other than the well provided for in Article VI .A. . or to rework, deepen or plug back a dry hole dril led 
5 at the joint expense of all parties or a well j o in t ly owned by all the parties and not then producing 
6 in paying quantities, the parly desiring to d r i l l , rework, deepen or plug back such a well shall give the 
7 other parlies writ ten notice of the proposed operation, specifying the work to be performed, the loca-
8 tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thi r ty (30) days after receipt of the notice wi th in which to not i fy the 

10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation. 
11 I f a dr i l l ing rig is on location, notice of proposal to rework, plug back or d r i l l deeper may be given 
12 by telephone and the response period shall be l imited to forty-eight (48) hours, exclusive of Saturday, 
13 Sunday or legal holidays. Failure of a party receiving such notice to reply wi th in the period above f ixed 
14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any 

15 notice or response given by telephone shall bc promptly confirmed in wr i t ing . 
16 
17 2. Operations by Less than A l l Parties: I f any party receiving such notice as provided in Art ic le 
18 V I . B . l . or VI.E. 1. elects not to participate in the proposed operation, then, in order to be entitled to 
19 the benefits of this article, the party or parties giving the notice and such other parties as shall elect 
20 to participate in the operation shall, wi th in sixty (CO) days after the expiration of the notice period of 
21 th i r ty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the dr i l l ing rig is on location, as the case may bc) actually commence work on the proposed 
23 operation and complete it w i th due diligence. Operator shall perform a l l work for the account of the 
24 Consenting Parties: provided, however, i f no d r i l l i ng rig or other equipment is on location, and if Op-
25 cralor is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
28 conducting operations on the Contract Area pursuant to this Article VI.B.2.. shall comply wi th al l terms 
29 and conditions of this agreement. 

30 O r t o r 
31 I f less than all parties approve any proposed operation. thcJpSi^M^K^Jiai-Jfy, immediately after the 
32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed wi th the operation as proposed. Each Consenting Parly, wi th in forty-eight (48) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of its desire to (a) l imi t participation to such party's interest as shown on Exhibi t " A " , 
37 or (b) carry its proportionate part of Non-Consenting Parlies' interest. The proposing party, at its 
38 election, may withdraw such proposal if there is insufficient participation, and shall promptly not i fy 
39 al l parties of such decision. 
40 
41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 
43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
44 encumbrances of every kind created by or arising f rom lhe operations of the Consenting Parties. I f such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 
46 cost, risk and expense. I f any well dr i l led, reworked, deepened or plugged back under the provisions 
47 of this Article results in a producer of oil and-'or gas in paying quantities, the Consenting Parties shall 
48 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned 
49 over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dr i l l ing , reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance wi th the provisions of this Art icle , each Non-Consenting Party 
52 shall bo deemed to have relinquished to Consenting Parlies, and the Consenting Parties shall own and 
53 be entitled to receive, in proportion to thoir rorpootivo mtoronUsr 'all of such Non-Consenting Party's 
54 interest in the well and share of production therefrom unt i l the proceeds of the sale of such share, 
55 calculated at the well , or market value thereof if such share is not sold (after deducting production 
56 taxes, royalty, overriding royally and other interests existing on the effective dale hereof, payable out of 
57 or measured by tho production from such well accruing with respect to such interest unti l i l reverts) 
58 shall equal the tolal of the fol lowing: r£ 
59 p 
60 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired Surface 
61 equipment beyond the wellhead connections (including, but not l imited to, stock tanks, separators, 
62 treaters. pumping equipment and piping), plus 100% of each such Non-Consenting Party's shareLdf the 
63 cost of operation of the well commencing wi th f irst production and continuing unti l each sucjhkkon-
64 Consenting Party's relinquished interest shall revert to it under other provisions of this A r t t c j c ^ i r i e i n g 
65 agreed that each Non-Consenting Party's share of such costs and equipment w i l l be that/iiit|;tjest'^which 
66 would have been chargeable lo each Non-Consenting Party had i t participated in the well! ffbm» : the be-
67 ginning of the opcralion: and V ^ ^ ^ j - ^ ^ ^ 

69 (h) 300 % 0 f t n a t portion of the costs and expenses of dr i l l ing reworking, deepef r ing^^ 

70 back, testing and completing, af lcr deducting any cash contributions received under Ajilicle_ iyiII.-Ci,:-and^_ 

*in the same proportions elected under"the terms of the preceding paragraph. 
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1 300% 0 f that portion of the cost of newly acquired equipment in the well (to and including the w e l l -
2 head connections), which would have been chargeable to such Non-Consenting Parly i f i t had part ic i -
3 patcd therein. 
4 
5 Gas production attributable lo any Non - Consenting Party's relinquished interest upon such Party's 
6 election, shall be sold lo its purchaser, i f available, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Parly shall direct its purchaser to remit the proceeds receivable f r o m 
8 such sale direct to the Consenting Parties unt i l the amounts provided for in this Article are recov-
9 ered f rom the Non - Consenting Party's relinquished interest. I f such Non - Consenting Party has not 

10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. 
13 
14 During the period of time Consenting Parlies are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom. Consenting Parties shall be responsible for the payment of 
16 all production, severance, gathering and other taxes, and al l royalty, overriding royalty and other 

17 burdens applicable to Non-Consenting Party's share of production. 
18 

19 In the case of any reworking, plugging back or deeper dr i l l ing operation, the Consenting Parties shall 
20 be permitted lo use. free of cost, all casing, tubing and other equipment in the well , but the ownership of 
21 al l such equipment shall remain unchanged; and upon abandonment of a well after such reworking, 
22 plugging back or deeper dr i l l ing , the Consenting Parties shall account for all such equipment to the 

23 owners thereof, wi th each party receiving its proportionate part in kind or in value, less cost of 
24 salvage. 
25 
26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party wi th an i n -

28 ventory of the equipment in and connected to the wel l , and an itemized statement of the cost of dr i l l ing , 
29 deepening, plugging back, testing, completing, and equipping the wel l for production; or, at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 

31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall f u r n -
33 ish the Non-Consenting Parties w i th an itemized statement of al l costs and liabilities incurred in the 
34 operation of the well , together wi th a statement of the quantity of oil and gas produced f rom it and the 
35 amount of proceeds realized f rom the sale of the well's working interest production during the preceding 

36 month. In determining the quantity of oil and gas produced during any month. Consenting Parlies 
37 shall use industry accepted methods such as, but not l imited to, metering or periodic wel l tests. Any 

38 amount realized from the sale or other disposition of equipment newly acquired in connection wi th any 
39 such operation which would have been owned by a Non-Consenling Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in determining when the interest of such Non-Consenting Party shall revert to i l as above provided; 
42 and if there is a credit balance, it shall bc paid to such Non-Consenting party. 
43 

44 I f and when the Consenting Parties recover f rom a Non-Consenting Party's relinquished interest 
45 the amounts provided for above. Ihc relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and. f rom and after such reversion, such Non-Consenting Party shall own the same 
47 interest in such well , the material and equipment in or pertaining thereto, and the production there-
48 f rom as such Non-Consenting Party would have been entitled to had it participated in the dr i l l ing , 
49 reworking, deepening or plugging back of said wel l . Thereafter, such Non-Consenting Party shall be 

50 charged w i l h and shall pay its proportionate part of the further costs of the operation of said wel l in 
51 accordance wi th the terms of this agreement and the Accounting Procedure, attached hereto. 
52 

53 Notwithstanding the provisions of this Art icle VI.B.2., i l is agreed that without the mutual consent 
54 of all parties, no wells shall bc completed in or produced f rom a source of supply f rom which a wel l 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 

" & 
58 The provisions of this Art icle shall have no application whatsoever to the dr i l l ing of the£^hit ial 
59 well described in Article VI .A . except (a) when Option 2, Article V I I . D . l . , has been selected, fbr (b) 
60 to the reworking, deepening and plugging back of such init ial wel l , i f such well is or t h c r c a f t c ^ shall 
61 prove to bc a dry hole or non-commercial well , af ter having been dri l led to the depth specified intfArticle 
62 VI .A. t "1 

63 W 
64 C. Right to Tftkc Production in Kind: / ^ ^ ^ c ^ , 
66 Each party shall have the right to lake in kind or separately dispose of its proportionate sharp of 

67 all oil and gas produced f rom the Contract Area, exclusive of production which may bemused,Antde-

68 vclopmenl and producing operations and in preparing and treating oi l for marketing^ ;^ucgo«,5*!ySREl_ 
69 production unavoidably lost. Any extra expenditure incurred in the taking in kind <ji;^.cp^aYaW.jdi'spb^' 
70 sition by any party of its proportionate share of the production shall be borne by Such party; -.,Any' 
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1 party taking its share of production in kind shall bc required to pay for only its proportionate share 
2 of such part of Operator's surface facilities which i l uses. 
3 

4 Each party shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production f rom the Contract Area. and. except as provided in Article V I I . B . , shall be entitled 
6 to receive payment direct f rom the purchaser thereof for its share of al l production. 
7 

8 In the event any party shall fa i l to make the arrangements necessary lo take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced f rom the Contract Area, Operalor shall have 

10 the right, subject lo the revocation at w i l l by the party owning i t , but not the obligation, to purchase such 
11 oil and gas or sell i t to others at any time and f rom time lo time, for the account of the non-taking 
12 party al the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall bc subject always lo the right of the owner of the production to exercise at any time its 
14 l ight to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other parly's share of oil and gas shall bc only for 
16 such reasonable periods of time as arc consistent w i l h the minimum needs of the industry under the 
17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 

18 foregoing. Operator shall not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without f irst giving such other party th i r ty (30) days notice of such intended 
20 sale. 
21 

22 In the event one or more parties' separate disposition of its share of the gas causes split-stream de-
23 liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to i t , the 
25 balancing or accounting between the respective accounts of the parlies shall be in accordance wi th 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 
27 Exhibit "E". or is a separate Agreement. 
28 

29 D. Access to Contract Area and Information: 
30 

31 Each party shall have access to lhe Contract Area at all reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 vclopmcnt or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties w i t h copies of all forms or reports fi led wi th govern-
35 mental agencies, daily d r i l l ing reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the f irst of each month, and shall make available samples of any cores or cuttings 
37 taken f rom any well dril led on the Contract Area. The cost of gathering and furnishing information to 
38 Non-Operator, other lhan that specified above, shall bc charged to the Non-Operator that requests the 
39 information. 
40 
41 E. Abandonment of Wells: 
42 

43 1. Abandonment of Dry Holes: Except for any well dri l led pursuant to Art icle VI.B.2., any wel l 
44 which has been dril led under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort , be unable to contact any party, or should any party fai l lo reply wi th in forty-eight (48) hours 
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well , such party shall bc deemed to have consented to the proposed abandonment. AH 
49 such wells shall bc plugged and abandoned in accordance wi th applicable regulations and at the cost, 
50 risk and expense of the parties who participated in the cost of dr i l l ing of such wel l . Any party who ob-
51 jccls to the plugging and abandoning such well shall have the right to take over the well and conduct 
52 further operations in search of oil and or gas subject to the provisions of Art icle VI .B. 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been dril led or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fu l ly r e im-
56 burscd as therein provided, any well which has been completed as a producer shall not be plugged and 
57 abandoned without the consent of all parties. I f al l parties consent to such abandonment, the weri^Shall 
58 be plugged and abandoned in accordance wi th applicable regulations and at the cost, risk and expense 
59 of all the parlies hereto. I f . wi th in th i r ty (30) days after rccci;-' • r notice of the proposed abandonment 
60 of such well, all pat ties do not agree lo the abandonment of any well , those wishing to continue j t iLop-
61 cration shall tender to each of the other parlies its proportionate share of the value of the well's solvable 
62 material and equipment, determined in accordance w i l h the provisions of Exhibit "C", less the estimated 
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning par t j f^- lhal l 

64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as j lc^dar i l i ty , 

65 quality, or fitness for use of the equipment and material, all of its interest in the well and^tl'atedj eqUip-

66 ment, together with its interest in the leasehold estate as lo, but only as to. the interval oi|mtetva^s of j the 
67 formation or formations then open to production. I f the interest of the abandoning partj^ is or^incyides 
68 an oil and gas interest, such parly shall execute and deliver to the non-abandoning party, o f ^ s r f f l e ^ a j i 

69 oil and gas lease, limited lo the interval or intervals of the formation or formations then..open to produc-r, ,j„ 
70 tion, for a term of one year and so long thereafter as oil and/or gas is produced from the 'interval or inter-i»> 
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1 vals of Ihc formation or formations covered thereby, such lease to be on the form attached as Exhibi t 
2 " B " . The assignments or leases so limited shall encompass the "d r i l l i ng uni t" upon which the wel l is 
3 located. The payments by. and the assignments or leases lo. the assignees shall bc in a ratio based upon 
4 the relationship of their respective percentages of participation in the Contract Area lo the aggregate of 
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment 
6 of interest in the remaining portion of the Contract Area. 
7 
8 Thereafter, abandoning parties shall have no further responsibility, l iabi l i ty , or interest in the op-

9 oration of or production from the well in the interval or intervals then open other than the royalties 
10 retained in any lease made under the terms of this Art icle . Upon request. Operator shall continue to 
11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of 
13 the separate ownership of the assigned well . 
14 

15 ARTICLE V I I . 
16 EXPENDITURES A N D L I A B I L I T Y OF PARTIES 
17 
18 A. Liab i l i ty of Parties: 
19 

20 The l iabi l i ty of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall bc liable only for its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Art icle V I I . B . are 
23 given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 
25 parties liable as partners. 
26 

27 B. Liens and Payment Defaults: 
28 

29 Each Non-Operator grants to Operalor a lien upon its oil and gas rights in the Contract Area, and a 

30 security interest in its share of oil and or gas when extracted and its interest in all equipment, to secure 
31 payment of its share of expense, together wi th interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit "C". To the extent that Operator has a security interest under the 
33 Uniform Commercial Code of the State. Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under lhe Code. The bringing of a suit and the obtaining of judgment by Operator 
35 for the secured indebtedness shall not bc deemed an election of remedies or otherwise affect the lien 
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have lhe right, without prejudice to 
38 other rights or remedies, to collect f rom the purchaser the proceeds from the sale of such Non-Operator's 
39 share of oil and or gas unti l the amount owed by such Non-Operator, plus interest has been paid. Each 
40 purchaser shall bc entitled to rely upon Operator's wri t ten statement concerning the amount of any de-
41 fault. Operator grants a like lien and security interest lo the Non-Operators to secure payment of Op-
42 erator's proportionate share of expense. 
43 

44 I f any party fails or is unable to pay its share of expense wi th in sixty (60) days after rendition of 
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 
46 Operator, pay the unpaid amount in the proportion that the interest of each such parly bears to the i n -
47 tercst of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to lhe security rights described in the foregoing paragraph. 
49 
50 C. Payments nnd Accounting: 
51 
52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto wi th their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibi t "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. >te 

59 Operator, at its election, shall have the right f rom time to time to demand and receive frotiv the 

60 other parties payment in advance of their respective shares of the estimated amount of the expense* to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exercisea'IOnly 
62 by submission to each such party of an itemized statement of such estimated expense, togethei'fi'with 
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance ofiresti-
64 mated expense shall bc submitted on or before the 20lh day of the next preceding month.^rEach.-'pnrty 

65 shall pay to Operator its proportionate share of such estimate wi th in f if teen (15) days/afterjsijch.>cs-
66 timatc and invoice is received. I f any party fails to pay its share of said estimate w i t h i n J^aid \ i m ^ " the 

67 amount due shall bear interest as provided in Exhibit "C" unti l paid. Proper adjustments shal l i be 

68 made monthly between advances and actual expense lo the end that each party shall tbe,atj^dsfp^BTSjts. 
69 proportionate share of actual expenses incurred, and no more. .!».....!..»........«,..,..M..*vk..f.i 

7 0 I '•'"P':'..;'' 'Vjc .r- ilmn ?! Pcr'fl*!*i b'-i'ven 
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1 D. I,imitation of Expenditures: 

2 
3 1. Dr i l l or Deepen: Without the consent of al l parties, no wel l shall be dril led or deepened, ex-
4 cept any well dril led or deepened pursuant to the provisions of Art ic le VI.B.2. of this Agreement, i t being 
5 understood that the consent to the dr i l l ing or deepening shall include: 
6 
7 PJ] Option No. 1: A l l necessary expenditures for the d r i l l i ng or deepening, testing, completing and 
8 equipping of the well , including necessary tankage and-or surface facilities. 
9 

10 Q$ Option No. 2: A l l necessary expenditures for the dr i l l ing or deepening and testing of the wel l . When 
11 such well has reached its authorized depth, and all tests have been completed. Operator shall give i m -
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties 
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal h o l i -
14 days) in which lo elect to participate in the setting of casing and the completion attempt. Such election, 
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
16 well , including necessary tankage and/or surface facilities. Failure of any parly receiving such notice 
17 to reply wi th in the period above fixed shall constitute an election by that party not lo participate in 
18 the cost of the completion attempt. I f one or more, but less than all of the parties, elect to set pipe and 
19 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or 
20 plugging back" as contained in Article VI.B.2. shall bc deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than al l parties. 
22 
23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged 
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-

25 ment. it being understood lha l the consent lo the reworking or plugging back of a well shall include 
26 consent to all necessary expenditures in conducting such operations and completing and equipping of 

27 said well , including necessary tankage and/or surface facilities. 
28 

29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require 
30 an expenditure in excess of T w e n t y F i v e Thousand a n d n o / 1 0 0 Dollars ( $ 2 5 , 0 0 0 . 0 0 ) 
31 except in connection wi lh a well , the dr i l l ing , reworking, deepening, completing, recompleting, or p lug-
32 ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
33 ever, that, in case of explosion, f ire, flood or other sudden emergency, whether of the same or different 
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal w i th 
35 the emergency to safeguard l i fe and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. I f Operator prepares "Author i ty for Expenditures" for its own use, 
37 Operator, upon request, shall furnish copies of its "Author i ty for Expenditures" for any single project 

38 costing in excess nf Twenty Five Thousand and no/100 nniinrs r $25,000.00 ^ 
39 
40 E. Royalties, Overriding Royalties nnd Other Payments: 
41 
42 Each party ,shall pay or deliver, or cause to bc paid or delivered, al l royalties to the extent of a n y 
., royalty on the interest contri- J 

43 butCQ Dy CUch p a r t y ana " u c o n l l s s n a r c of production and shall hold the other parties free 
44 f rom any l iabi l i ty therefor. I f the interest of any party in any oil and gas lease c o v e r c t ^ Q f 5 s ^ ^ j e ^ n 1 5 r y 
45 ment is,subiect t o a n j j ^ c r t ^ t y ^ j o v c r r i d i n g royally, production payment, or other charge over ond obove 
46 aT^rennid ^-oynlty. such parly shall assume and alone bear all such obligations and shall account 
47 for or cause lo bo accounted for. such interest to the owners thereof. 
48 
49 No party shall ovor bo ror.ponnibloi on any prioo boric higher than tho price received by aueh—oo^tv. 
50 to any other party's lessor or royalty owner; and i f any such nthar inn I j ' . If—nr nr royalty owner should 
51 demand and i - f w i w if'H]r-rrn nti MM ,I l l l j ' l u i pi H I I M P , . lhe party contributing such lease shall bear the 
52 m y s K ^ Durtion intofnr nu'oh higher price ir, ooneornod. 
53 
54 F. Rentals, Shul- in Well Payments nnd Minimum Royalties: 
55 
56 Rentals, shut-in well payments and minimum royalties which may bc required under the terms of 
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its ofetheir 
58 expense. In the event two or more parties own and have contributed interests in the same lease Jjp this 

59 agreement, such parties may designate one of such parties lo make said payments for and on behaKnof all 
60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all suctlS'.gay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or mi f f imum 
62 royalty through mistake or oversight where such payment is required to continue the lease irirffarce, 
63 any loss which results f rom such non-payment shall bc borne in accordance wi th the provisions of^Aikicle 

64 IV.B.2. 

^ (fIJ1-!^) 
66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well , pV.tfre kbut-

67 l ing in or return to production of a producing gas wel l , at least five (5) days (excluding SatUrday^cSun-

68 day and holidays), or at the earliest opportunity permitted by circumstances, prior to l a l dp^^c j^ r a^ l f e ) , 

69 but assumes no liability for failure to do so. In the event of failure by Operator to' so notify'Non-'1"''*\ 

70 Operator, the loss of any lease contributed hereto by Non-Operator for failure lo make! timely payments^-,,,] 
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1 of any shut-in well payment shall be borne jo in t ly by the parties hereto under the provisions of Art ic le 
2 IV.B.3. 
3 
4 O. Taxes: 
5 
6 Beginning wi th the first calendar year after the effective date hereof. Operator shall render for ad 
7 valorem taxation all property subject lo this agreement which by law should bc rendered for such 
8 taxes, and it shall pay all such taxes assessed thereon before Ihcy become delinquent. Prior to the ren-

9 dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be 
10 limited to. royalties, overriding royalties and production payments) on leases and oi l and gas interests con-
11 Iributed by such Non-Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its 
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in 
13 ad valorem laxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold 
14 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such 
15 reduction. Operator shall b i l l other parties for their proportionate share of all lax payments in the man-
16 ncr provided in Exhibit "C". 
17 
18 I f Operator considers any tax assessment improper, Operalor may, at its discretion, protest w i t h i n 
19 the time and manner prescribed by law, and prosecute the protest to a f inal determination, unless all 
20 parties agree to abandon the protest prior to f inal determination. During the pendency of administrative 
21 or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any interest and 
22 penalty. W h e n ^ n y such protested assessment shall have been f ina l ly determined, Operator shall pay 

23 the tax for the joint account, together w i th any interest and penalty accrued, and the total cost shall then 

24 be assessed against the parties, and bc paid by them, as provided in Exhibit "C". 
25 

26 Each party shall pay or cause to be paid all production, severance, gathering and other taxes i m -
27 posed upon or wi th respect to the production or handling of such party's share of oil and/or gas pro-
28 duced under the terms of this agreement. 
29 
30 H . Insurance: 
31 
32 At all times while operations are conducted hereunder, Operator shall comply wi th the Workmen's 
33 Compensation Law of the State where the operations arc being conducted; provided, however, that Op-
34 erator may be a self-insurer for l iabi l i ty under said compensation laws in which event the only charge 
35 that shall be made to the joint account shall be an amount equivalent to the premium which would have 

36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the joint account of the parties as outlined in Exhibit " D " , attached lo and made a part hereof. 
38 Operator shall require all contractors engaged in work on or for the Contract Area to comply w i t h the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 such other insurance as Operator may require. 
41 
42 In the event Automobile Public Liabi l i ty Insurance is specified in said Exhibit " D " , or subsequently 
43 receives the approval of the parties, no direct charge shall bc made by Operator for premiums paid for 
44 such insurance for Operator's fu l ly owned automotive equipment. 
45 . 
46 ARTICLE V I I I , 
47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
48 
49 A. Surrender of Leases: 
50 
51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in pari unless all parties consent thereto. 
53 
54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and 

55 other parlies do not agree or consent thereto, the party desiring lo surrender shall assign, without express 
56 or implied warranty of tit le, all of its interest in such lease, or portion thereof, and any well , material and 
57 equipment which may bc located thereon and any rights in production thereafter secured, lo the iftrrtics 
58 not desiring to surrender i t . I f the interest of the assigning party includes an oil and gas interest, tlie as-
59 signing parly shall execute and deliver to the parly or parties not desiring to surrender an oil anrd gas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/of^gas 
61 is produced f rom the land covered thereby, such lease to be on the form attached hereto as Exhibit ; " B " . 
62 Upon such assignment, the assigning party shall be relieved f rom all obligations thereafter accruing, 
63 but not theretofore accrued, wi th respect to the acreage assigned and the operation of any wel l thLileon, 

i' i 
64 and the assigning party shall have no further interest in the lease assigned and its equipmctiCiandypro-

65 duction other than the royalties retained in any lease made under the terms of this Article) ' ^he^prirtics 

66 assignee shall pay to the party assignor the reasonable salvage value of the lattcr's inlci-csi. ih any 'Wells 

67 and equipment on the assigned acreage. The value of all material shall be determined^ irv" acrordjince 

68 wi th the provisions of Exhibit "C". less the estimated cost of salvaging and the csl imalcj jJ iwiRp^pW^c 

69 ging and abandoning. I f the assignment is in favor of more lhan one party, the assigned'jnteres| sfial 
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1 be shared by tho parties assignee in the proportions that the interest of each bears to the interest of a l l 
2 parlies assignee. 
3 
4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 
5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract 
(5 Area: and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject to the terms and provisions of this agreement. 

8 
9 B. Renewal or Extension of Leases: 

10 
11 I f any parly secures a renewal of any oil and gas lease subject to this Agreement, all other parties 
12 shall be notified promptly, and shall have the r igh l for a period of th i r ty (30) days fol lowing receipt 
13 of such notice in which to eleel to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands within the. Contract Area, by paying to the parly who acquired it their several proper 
15 proportionate shares of the acquisition cost allocated to lhat part of such lease wi th in the Contract Area, 
16 which shall be in proportion lo the interests held at that time by lhe parties in the Contract Area. 
17 

18 I f some, but less than al l . of lhe parties elect to participate in the purchase of a renewal lease, i t 
19 shall bc owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in Ihe Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 
23 
24 Each party who participates in the purchase of a renewal lease shall be given an assignment of its 
25 proportionate interest therein by the acquiring party. 
26 
27 The provisions of this Art icle shall apply to renewal leases whether they arc for the entire interest 
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 
29 taken before the expiration of its predecessor lease, or taken or contracted for wi th in six (6) months after 
30 the expiration of the existing lease shall bc subject lo this provision: but any lease taken or contracted 

31 for more than six (6) months after the expiration of an existing lease shall not bc deemed a renewal 

32 lease and shall not be subject to Ihc provisions of this agreement. 
33 

34 The provisions in this Art icle shall apply also and in like manner to extensions of oil and gas 
35 leases. ' 
36 

37 C. Acreage or Cash Contributions: 
38 

39 While this agreement is in force, i f any party contracts for a contribution of cash toward the d r i l l i ng 
40 of a well or any other operation on Ihc Contract Area, such contribution shall bc paid to the party who 
41 conducted the dr i l l ing or other operation and shall be applied by it against the cost of such d r i l l i ng or 
42 other operation. I f the contribution bc in the form of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Dr i l l i ng 
44 Parties in the proportions said Dr i l l ing Parties shared the cost of d r i l l ing the well . I f all parties hereto 
45 arc Dr i l l ing Parties and accept such tender, such acreage shall become a part of the Contract Area and 
46 bc governed by the provisions of this agreement. I f less than all parties hereto arc Dr i l l ing Parties and 
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly not i fy all other parties of all acreage or money contributions it may obtain in support of any wel l or 
49 any other operation on the Contract Area. 
50 
51 I f any party contracts for any consideration relating lo disposition of such party's share of substances 
52 produced hereunder, such consideration shall not bc deemed a contribution as contemplated in this 
53 Art icle VI I I .C . 
54 
55 D. Subsequently Created Interest: 
56 

57 Notwithstanding the provisions of Article V I I I . E . and VI I I .G . . i f any party hereto shall, subsequent 
58 to execution of this agreement, create an overriding royally, production payment, or nct procecds»inter-
59 est, which such interests are hereinafter referred to as "subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agrccmenj. as 
61 follows: ,fh, 

62 j -kf 

63 1. I f non-consent operations are conducted pursuant to any provision of this agreement, arid' the 

64 party conducting such operations becomes entitled to receive the production attributable to^tfiejjh't^rest 

65 out of which the subsequently created interest is derived, such parly shall receive same/frc6 anid.clear 

66 of such subsequently created interest. The party creating same shall bear and pay all such1 subsequently 

67 created interests and shall indemnify and hold the other parties hereto free and harmless from "anv^nd 

68 all l iabi l i ty resulting therefrom. , .-iife!Easrt!CT»jL._ 
jii..- ..• '•• . . ' : i y, ..>,.V>i, ft 

6 9 _ i v - - "i-! i.h.-. ,• , ' ! » . . 1-r.r, fcv fk» 

70 | • '̂±r'2J'••^•^ '•" 
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1 2. I f the owner of the interest f rom whieh the subsequently created interest is derived (1) fails to 
2 pay. when clue, its share of expenses chargeable hereunder , or ( 2 ) elects lo abandon a w e l l unde r p r o -

3 visions of Article VI.E. hereof, or (3) elects lo surrender a lease under provisions of Article V I I I . A . 
4 hereof, the subsequently created interest shall be chargeable wi th the pro rata portion of all expenses 

5 hereunder in the same manner as if such interest were a working interest. For purposes of collecting 
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 
7 shall have the right lo enforce all provisions of Art icle V I I . B . hereof against such subsequently created 
8 interest. 
9 

10 E. Maintenance of Uniform Interest: 
11 
12 For the purpose of maintaining uni formi ty of ownership in the oi l and gas leasehold interests 
13 covered by this agreement, and notwithstanding any other provisions lo the contrary, no party shall 
14 sell, encumber, transfer or make other disposition of its interest in the leases embraced wi th in the Con-
15 tract Area and in wells, equipment and production unless such disposition covers cither: 
16 
17 1. the entire interest of the party in all leases and equipment and production: or 
18 

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

21 Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-

22 pressly subject lo this agreement, and shall be made without prejudice to the right of the other parties. 
23 
24 I f . at any time the interest of any parly is divided among and owned by four or more co-owners, 
25 Operator, at its discretion, may require such co-owners lo appoint a single trustee or agent w i t h f u l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally wi th , and wi th power to bind, the co-owners of such 
28 party's interests within the scope of the opeiations embraced in Ihis agreement; however, all such 

29 co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
30 of their respective shares of the oil and gas pioduced f rom the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 F. Waiver of Right lo Parti t ion: 
34 

35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 
36 parly hereto owning an undivided interest in the Contract Area waives any and all rights i t may have 
37 to partition and have set aside to it in severalty its undivided interest therein. 
38 
39 -6r—Preferential Right ta Pureha-iei 
40 
41 Elliould any party desire to sell nil or any pnrt of its inteveota under thin agreement, OP ito rightoourf 
42 interests in the Contract Area, it shall promptly give wri t ten notice lo the other parties, wnJJa-frlTrinfor-
43 mation concerning its proposed sale, which shall include the name and addrcssoX^thtTprospeclive pur-
44 chaser (who must bc ready, wi l l ing and able to purchase), the purchase^prtccTand all other terms of 

45 the offer. The other parties shall then have an optional p r i o j ^ j % r f C f o r a period of ten (10) days after 
46 receipt of the notice, to purchase on the same l c r m s j u « r - ^ o n d i l i o n s the interest which the other party 
47 proposes to sell; and, if this optional riglU -J*--T3fercised, the purchasing parties shall share the pur-
48 chased interest in the proport ionsj ja^tr l l ic interest of each bears to the lotal interest of al l purchasing 

49 parties. However, thercsh>JW5eno preferential right to purchase in those cases where any party wishes 
50 to mortgage ilsJj3i«rCsTs, or to dispose of its interests by merger, reorganization, consolidation, or sale 
51 of all jy>«Tt5slantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent 
52 e#Tn*pimy. oi- tw uny company in whieh any one party owns a majority uf llie atoiR. 
53 
54 ARTICLE I X . 
55 I N T E R N A L REVENUE CODE ELECTION 
56 
57 This agreement is not intended to create, and shall not bc construed to create, a relationship of?part-
58 ncrship or an association for prof i t between or among the parlies hereto. Notwithstanding anyilpro-
59 visions herein that the rights and liabilities hereunder arc several and not joint or collective, or tKSit this 

60 agreement and opeiations hereunder shall not constitute a partnership, i f . for Federal income t a r t j j u r -
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party jfiereby 
62 affected elects lo be excluded from the application of all of the provisions of Subchapter " K " , Ghapter 

63 1, Subtitle " A " , of lhe Internal Revenue Code of 1954, as permitted and authorized by Section j,l ;61 of 

64 the Code and lhe regulations promulgated thereunder. Operator is authorized and directed ,W execute on 

65 behalf of each parly hereby affected such evidence of this election as may bc required by'-the .Secretary 

66 of lhe Treasury of the United States or the Federal Internal Revenue Service, including Specifically,-.but 
67 not by way of limitation, all of the returns, stalements. and lhe data required by Fcderal^ReguJa-
68 tions 1.761. Should there be any requirement that each parly hereby affected give further^vio^ce^of•-

69 this election, each such party shall execute such documents and furnish such other evidence as may .be. 
70 required by the Federal Internal Revenue Service or as may be necessary lo evidence this election. No '" 
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1 such pnrty shall give any notices or take any other action inconsistent wi th the election made hereby. 
2 I t any present or future income lax laws of the stale or states in which the Contract Area is located or 
3 any future income tax laws of the United Slates contain provisions similar to those in Subchapter " K " , 
4 Chapter 1. Subtitle " A " , of lhe Internal Revenue Code of 1954. under which an election similar to that 
5 provided by Section 7fil of the Code is permitted, each parly hereby affected shall make such election as 
fi may be permitted or required by such laws. In making the foregoing election, each such party states that 
7 the income derived by such parly from Operations hereunder can be adequately determined without the 
8 computation of partnership taxable income. 
9 

10 ARTICLE X . 
11 CLAIMS A N D LAWSUITS 
12 

13 Operator may settle anv single damage claim or suit arising f rom operations hereunder i f the ex-
14 penditure docs not p*rrrri Ten Thousand and no/100 Dollars 
15 ($10 , 000. 00 

) and i f the payment is in complete settlement of such claim or suit. I f the amount 
16 required for settlement exceeds the above amount, the parlies hereto shall assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. A l l costs and cx-
18 pense of handling, settling, or otherwise discharging such claim or suit shall bc at the jo in t expense 
19 of the parties. If a claim is made against any party or i f any party is sued on account of any matter 
20 arising f rom operations hereunder over which such individual has no control because of the rights given 
21 Operator by this agreement, the party shall immediately not i fy Operalor, and the claim or suit shall 
22 be treated as any other claim or suit involving operations hereunder. 
23 
24 ARTICLE X I . 
25 FORCE MAJEURE 
26 
27 I f any parly is rendered unable, wholly or in part, by force majeure to carry out its obligations 
28 under this agreement, other than the obligation to make money payments, that party shall give to all 
29 other parties prompt writ ten notice of the force majeure wi th reasonably f u l l particulars concerning i t ; 
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure, 
31 shall bc suspended during, but no longer than, the continuance of the force majeure. The affected party 
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 
33 

34 The requirement that any force majeure shall bc remedied wi th all reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor d i f f i cu l ty by the party involved, contrary to its 
36 wishes; how all such difficult ies shall bc handled shall bc entirely wi th in the discretion of the party 
37 concerned. 
38 

39 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other 
40 industrial disturbance, act of the public enemy, war. blockade, public riot, l ightning, f ire, storm, flood, 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, 
42 and any other cause, whether of the kind specifically enumerated above or otherwise, which is not 
43 reasonably within the control of the parly claiming suspension. 
44 

45 ARTICLE X I I . 
46 NOTICES 
47 

48 A l l notices authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall bc given in wr i t ing by United Slates mail 
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to 
51 whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any 
52 provision hereof shall be deemed given only when received by the parly to whom such notice is directed, 
53 and the time for such party to give any notice in response thereto shall run from the dale the originat-
54 ing notice is received. The second or any responsive notice shall bc deemed given when deposited in 
55 the United States mail or wi th the Western Union Telegraph Company, wi th postage or charges prepaid, 
56 or when sent by teletype. Each party shall have the right lo change its address at any time, and f r o m 
57 time to time, by giving wri t ten notice hereof to all other parlies. if^: 

58 
59 ARTICLE X I I I . 
60 TERM OF AGREEMENT 
61 
62 This agreement shall remain in f u l l force and effect as lo the oi l and gas leases and/or oil and^gafe i n -

66 

67 

68 

69 

70 

I 
rt. 

63 tcrcsts subjected hereto for the period of lime selected below; provided, however, no party herct(^_shall 
64 ever be construed as having any r ighl , title or interest in or to any lease, or oil and gas intefe'sV.pon-

65 tributcd by any other parly beyond the term of this agreement. \ i ^\ 
fi fi ( • t i ! ,** \ \ ' I 

67 • Option No. 1: So long as any of the oil and gas leases subject to this agreement remainder s f re^on-

tinued in force as to any part of the Contract Area, whether by production, extension, r c n c ^ a l j o ^ ^ ^ 

69 wise, and/or so long as oil and/or gas production continues f rom any lease or oil and gas'interest. ' " 
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1 
2 
3 
4 
5 
fi 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

ft\ Option No. 2: In Ihc cvcnl the well described in Article VI .A . . or any subsequent well dri l led 
under any provision of Ibis agreement, results in production of oil and or gas in paying quantities, this 
agreement shall continue in force so long as any such well or wells produce, or arc capable of produc
tion, and for an additional period of 1 2 0 davs from cessation of all production; provided, however, 
if . prior lo the expiration of such additional period, one or more of the parlies hereto arc engaged in 
dr i l l ing or reworking a well or wells hereunder, this agreement shall continue in force unti l such op
erations have been completed and if production results therefrom, this agreement shall continue in 
force as provided herein. In the event the well described in Art icle VI .A. . or any subsequent well 
dril led hereunder, results in a dry hole, and no other well is producing, or capable of producing oil 
and or gas from the Contract Area, this agreement shall terminate unless dr i l l ing or reworking opera
tions are commenced within 1 8 0 days from the date of abandonment of said well. 

It is agreed, however, that the termination of this agreement shall not relieve any party hereto f rom 

any l iabi l i ty which has accrued or at Inched prior to the dale of such termination. 

ARTICLE X I V . 
COMPLIANCE W I T H LAWS AND REGULATIONS 

A. Laws. Regulations and Orders: 

This agreement shall be subject to the conservation laws of lhe state in which the committed 
acreage is located, lo lhe valid rules, regulations, and orders of any duly constituted regulatory body of 
said state: and to all other applicable federal, stale, and local laws, ordinances, rules, regulations, and 
orders. 

B. Governing Law: 

The essential validity of this agreement and all matters pertaining thereto, including, but not l i m 
ited to. matters of performance, non-performance, breach, remedies, procedures, rights, duties and i n 
terpretation or construction, shall be governed and determined by the law of the state in which the 
Contract Area is located. If the Contract Area is in two or more slates, the law of the state where most 
of the land in the Contract Area is located shall govern. 

ARTICLE X V . 
OTHER PROVISIONS 

(a) Each p a r t y w i l l use i t s b est e f f o r t s t o a b s t a i n from 
d i s t r i b u t i n g any i n f o r m a t i o n or photographs t o the press or o t h e r 
media w i t h o u t the approval o f a l l the p a r t i e s except as r e q u i r e d 
by law or r e g u l a t i o n . When a l l p a r t i e s have reviewed such 
m a t e r i a l , the company designated ,as o p e r a t o r s h a l l have the 

r e s p o n s i b i l i t y f o r i t s issuance. The on l y o t h e r 
to the f o r e g o i n g s h a l l be t h a t i n the event o f an 
i n v o l v i n g e x t e n s i v e p r o p e r t y damage, o p e r a t i o n s 

loss o f human l i f e or o t h e r c l e a r emergency, the p a r t y 
as o p e r a t o r i s a u t h o r i z e d t o f u r n i s h such minimum 

p r i n c i p a l 
e x c e p t i o n 
emergency 
fa i l u r e , 
designated 
s t r i c t l y f a c t u a l i n f o r m a t i o n as s h a l l be necessary t o s a t i s f y the 
l e g i t i m a t e p u b l i c i n t e r e s t on the p a r t of the press and d u l y 
c o n s t i t u t e d a u t h o r i t i e s . I f time does not pe r m i t the o b t a i n i n g 
of p r i o r approval by the o t h e r p a r t y or p a r t i e s , such p a r t y s h a l l 
thereupon promptly advise the o t h e r party' or p a r t i e s of the 
i n f o r m a t i o n so f u r n i s h e d . 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

(b) As t o any c o n t r a c t executed by o p e r a t o r w i t h an 
independent c o n t r a c t o r c o v e r i n g o p e r a t i o n s or s e r v i c e s t o be 
performed on p r o p e r t i e s covered by t h i s o p e r a t i n g agreement, 
o p e r a t o r s h a l l r e q u i r e t h a t any i n d e m n i f i c a t i o n p r o v i s i o n 
contained t h e r e i n s h a l l extend t o and i n u r e t o the b e n e f i t of 
non-operator i n the same manner as o p e r a t o r . 

t«*pl v.'I'tl £ii!hcnttd m wi it'll fev th<! 
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l 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

ARTICLE X V I . 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their 
respective heirs, devisees, legal representatives, successors and assigns. 

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

IN WITNESS WHEREOF, this agreement shall bc effective as of l s t dav of A u g U S t 
19 8 7 , 

O P E R A T O R 

Amerind Oil Co., A Texas 
Gene^^^az^e^shfpsf j 
By: uC^J-fty<~_ 

Robert C. Leibrock, Partner 

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

ENSTAR CORPORATION 

By: 

TEXACO INC. 

By: 
Attorney-in-Fact 

Kenneth Cone 

C l i f f o r d Cone 

Douglas Cone 

HERITAGE RESOURCES 
By: 

Ann Morris, I n d i v i d u a l l y and 
as Executrix of the Estate of 
J. Norman Morris 

STANDARD OIL PRODUCTION COMPANY 
By: 

PC, LTD. 

Byj 

Jif'ifl v;l'fn ,!iii>t(ii'":(J m wrllir»'i hy th* 

•.i-T!|;.sn 'r:s-.T' HM'n of P^r-eMmi Lvrfurn 
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STATE OF TEXAS 

COUNTY OF MIDLAND 

The foregoing instrument was acknowledged before me t h i s 
day of August, 1987 by ROBERT C. LEIBROCK, Partner of Amerind O i l Co., 
a Texas General Partnership, on behalf of that partnership. 

Notary/Public i n and f o r the 
State of°Texas 

My Commission Expires 

WAPY ANN BROCK 
; • \ NOIKV Public. Stitt of Tt«»i ^ ,7 

J 9 J My Commimion ExpirtiMwch 18.19j_5 Printed Name 
v D« IN

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the day of 
1987 by , Attorney-in-Fact on 

behalf of Texaco Inc. 

My Commission Expires: ' 
Notary Public i n and fo r the 

' State of Texas 

Printed Name: 

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the day of 
1987 by , _ _ _ _ _ _ _ _ _ _ _ _ _ _ of 

Enstar Corporation, a corporation, on behalf of said corpor-
ation. 
My Commission Expires: ' 

Notary Public i n and f o r the 
' State of Texas 

Printed Name: 

STATE OF OKLAHOMA 

COUNTY OF 

This instrument was acknowledged before me on the day of 

, 1987 by , _ _ _ _ _ _ ^ I Z 1 _ _ _ . of 
Heritage Resources, a corporation, on behalf of said cor-
poration. 
My Commission Expires: 

Notary Public i n and f o r the 
State of Oklahoma 

Printed Name: 



STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the day o f 
, 1987 by Kenneth Cone. 

My Commission Expires: 
Notary P u b l i c i n and t o r the 
State of Texas 

P r i n t e d Name: 

STATE OF NEW MEXICO 

COUNTY OF 

This instrument was acknowledged before me on the day o f 
, 1987 by Douglas Cone. 

My Commission Expires: ' 
Notary P u b l i c i n and f o r the 
State o f New Mexico 

P r i n t e d Name: 

STATE OF NEW MEXICO 

COUNTY OF LEA 

This instrument was acknowledged before me on the day o f 
, 1987 by C l i f f o r d Cone. 

My Commission Expires: ' 
Notary P u b l i c i n and and f o r the 
State o f New Mexico 

P r i n t e d Name: 

STATE OF TEXAS 

COUNTY OF 

This instrument was acknowledged before me on the day of 
1987 by , ' o f 

PC, LTD, a , on behalf o f s a i d 

My Commission Expires 
Notary Public i n and f o r the 
State of Texas 

P r i n t e d Name: 



STATE OF KANSAS 

COUNTY OF 

This instrument was acknowledged before me on the 
day of , 1987 by Ann Morris, I n d i v i d u a l l y and as 
Executrix of the Estate of J. Norman Morris. 

My Commission Expires: 
Notary Public i n and f o r the 
State of Kansas 

Printed Name: 



EXHIBIT "A" 

Attached t o and made a p a r t of the Operating 
Agreement dated August 1, 1987 between Amerind 
O i l Co., as Operator and Texaco In c . , e t a l , 
as Non-Operators. 

CONTRACT AREA 

A l l of the W/2 SW/4 of Section 27, T-16-S, R-37-E, N.M.P.M., 
Lea County, Nev; Mexico, covering r i g h t s from the surface down t o 
the Base of the Strawn Formation. 

INTERESTS OF THE PARTIES 

*Amerind O i l Co. 
Texaco Inc. 
Enstar Corporation 
Kenneth Cone 

* C l i f f o r d Cone 
*Douglas Cone 
*Standard O i l Production Company 
Heritage Resources 
PC, L t d . 
Ann Morris 

100.00000 

73.86129 
17.13524 
3.76952 
.20825 
. 20825 
.20825 
.20825 

1.5625 
2.08325 
.75520 

*These i n t e r e s t s may be revised at a l a t e r date. 

ADDRESSES 

Amerind O i l Co. 
500 Wilco B u i l d i n g 
Midland, Texas 79701 

Texaco Inc. 
P.O. Box 3109 
Midland, Texas 79702 

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

Douglas Cone 
P.O. Box 13 612 
Albuquerque, New Mexico 87123 

C l i f f o r d Cone 
P.O. Drawer 1509 
Lovington, Nev; Mexico 88260 

Standard O i l Production Company 
9401 Southwest Freeway 
Suite 1200 
Houston, Texas 77074 

Heritage Resources 
P.O. Box 777 
Davis, Oklahoma 73030 
A t t n : Mr. Brian Healey 

PC, L t d . 
P.O. Box 911 
Breckenridge, Texas 76024-0911 
A t t n : Mr. O.II. Reaugh 

O i l and Gas Leases and Mineral I n t e r e s t s c o n t r i b u t e d t o the 
agreement may be revised a t a l a t e r date. 



OIL AND GAS LEASES CONTRIBUTED BY AMERIND OIL CO. 

DATE LESSOR VOL/PAGE 

1. O/G 12/18/70 H. D i l l a r d Schneck, et ux Vol. 271, Page 783 

2. O/G 1/12/71 CP. Yadon, et ux Vol. 272, Page 69 

3. O/G 1/19/71 Howell Spear and wife, E l l i e Vol. 272, Page 702 

4. O/G 1/20/71 Charles P. M i l l e r , et ux Vol. 272, Page 705 

5. O/G 1/21/71 Robert E. Boyle, et ux Vol. 272, Page 708 

6. O/G 1/21/71 Cannon B. McMahan, et ux Vol. 272, Page 710 

7. O/G 7/19/71 Mrs. E.R. Waggoner Vol. 274, Page 331 

8. O/G 2/15/72 Roy G. Barton, et ux Vol. 277, Page 107 

9. O/G 2/8/72 Mrs. P i l a r Mansour, I n d i v i d u a l l y 
and Trustee U/W/O M.J. Mansour 

Vol. 277, Page 119 

10. O/G 2/22/72 Frances Higgins 
O l i v i a Higgins 

Vol. 277, Page 122 

11. O/G 3/8/72 D.H. Stone, et ux 
Richard D. Stone, et ux 

Vol. 277, Page 125 

12. O/G 2/22/72 L.W. Casburn, et ux Vol. 277, Page 128 

13. O/G 2/22/72 Lucky Wright Royalty Syndicate Vol. 277, Page 131 

14. O/G 3/9/72 Mabel Bellamy 
Kathryn Frances and husband, 
J.C. Francis, Lola Lee, 
J.M. Bellamy, et ux 

Vol. 277, Page 586 

15. O/G 4/25/72 Nell D. Summy 
Norma E. Robinson 
Constance Robinson 

Vol. 278, Page 500 

16. O/G 4/6/72 Mildred Frances Bushnell 
Don Bushnell, Ruth Jane 
Weart and Spencer E. Weart, 
Marjorie Winifred Reynolds 
and husband, William Reynolds 

Vol. 278, Page 506 

17. O/G 7/17/72 Emory Madding Vol. 279, Page 342 

18. O/G 7/17/72 L i l l i e Green Vol. 279, Page 345 

19. O/G 7/17/72 Alto Maynard and 
Henry Maynard 

Vol. 279, Page 348 

20. O/G 7/17/72 Christine Madding Vol. 279, Page 351 

21. O/G 7/17/72 Edna Blanton Vol. 279, Page 354 

22. O/G 7/3/72 Eunice Yonker, a widow 
Gladys King, wife of R.O. 
King, Agnes Chamberlain, wife 
of Roy Chamberlain, Alvis Longley, 
wife of Jim Longley 

Vol. 279, Page 357 

23. O/G 7/18/22 Thomas C. Newman, S/P 
Wilma Davenport, S/P 

Vol. 280, Page 84 

24. O/G 7/30/74 Ruth E. Carrow Vol. 289, Page 299 



Page 2 

Date Lessor Vol/Page 

25. O/G 4/20/87 Tom Cone Vol. 410, Page 233 

26. O/G 4/2/87 Norma J. Chanley Vol. 409, Page 306 

27. O/G 4/2/87 Roy G. Barton, Jr., S/P Vol. 409, Page 209 

28. O/G 4/2/87 Deborah A. Latham Vol. 409, Page 420 

29. O/G 4/2/87 Diane R. Latham Vol. 409, Page 418 

30. O/G 4/2/87 Roy G. Barton, Jr. Vol. 409, Page 207 

31. O/G 4/2/87 E.L. Latham, Jr . , I n d i v i d u a l l y 
and Personal Representative of 
the Estate of Evelyn Marceline 
Latham 

Vol. 409, Page 205 

32. Asgn. 
O/G 

4/2/87 Roy G. Barton, Jr. and E.L. 
Latham, Jr., I n d i v i d u a l l y 
and Personal Representative 
of the Estate of Evelyn 
Marceline Latham 

Vol. 409, Page 211 

33. Asgn. 
0/ G 

4/13/87 Norma J. Chanley Vol. 409, Page 422 

34. O/G 5/1/87 Sun Operating Ltd. Partnership Vol. 410, Page 429 

OIL AND GAS LEASES CONTRIBUTED BY TEXACO INC. 

1. O/G 1/7/60 B.E. Shipp, et ux Vol. 185, Page 270 

2. O/G 3/16/60 Lura Flanagan Vol. 185, Page 433 

3. O/G 4/7/60 J.E. Simmons, et ux Vol. 185, Page 435 

4. O/G 4/12/60 Lester Alston, et ux Vol. 185, Page 437 

OIL AND GAS LEASES CONTRIBUTED BY ENSTAR PETROLEUM, INC. 

1, O/G 8/7/74 Petroleum Landowners 
Corp. Ltd. 

Vol. 289, Page 466 

2. O/G 8/6/74 Pa t r i c i a Penrose Schieffer, S/P 
and J.M. Zachary 

Vol. 289, Page 212 

3. 0/G 8/30/74 Jack Markham, et ux Vol. 289, Page 331 

4. O/G 10/4/74 J. Hiriam Moore 
Betty Jane Moore 
Michael Harrison 
Moore Trustee U/Trust 
Ind. dated 7/1/71 

Vol. 289, Page 499 

OIL AND GAS LEASES CONTRIBUTED BY PC, LTD. 

1. O/G 7/22/87 Petco Limited Vol. 413, Page 247 

1. 

2. 

O/G 

O/G 

OIL AND GAS LEASES CONTRIBUTED BY ANN MORRIS 

3/3/65 Eugene Colfelt 

3/3/65 E.L. Cooper 

Vol. 235, Page 420 

Vol. 235. Pase 422 



Page 3 

Date Lessor ' Vol/Page 

3. O/G 11/26/65 J.H. Ward Vol. 243, Page 392 

4. O/G 12/30/65 E l l a F. Blain Vol. 246, Page 99 
Estes L. Blain 
Jane Blain Baker 

C l i f f o r d Cone 1/480 unleased mineral i n t e r e s t 
Douglas Cone 1/480 unleased mineral i n t e r e s t 
Kenneth Cone 1/480 unleased mineral i n t e r e s t 
Heritage Resources 1/64 unleased mineral i n t e r e s t 



COPAS — 1974 

Recommended by the 
t t—r rcm e m Council of Petroleum 
flCSJls!i! O U I , TULt* 74101 Accountonts Societies of 

North America 

EXHIBIT 

Attached to and made a part of Operating Agreement dated 
•Augus.t-l.,...1987 .....by...and, between Amerind O i l Co. , 
as Operator,_and Tex 

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

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

I . GENERAL PROVISIONS 

1. Definitions 

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

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

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

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

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

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

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose pr imary 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. 

"Mater ia l" 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 b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills w i l l be accompanied by statements which identify the author
i ty for expenditure, lease or faci l i ty, and all charges and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and f u l l y described 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 bi l l ing 
to reflect advances received f rom the Non-Operators. 

Each Non-Operator shali pay its proportion of al l bills w i th in f i f teen (15) days after receipt. I f payment is not 
made wi th in 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 wi th 
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, al l 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 fol lowing 
the end of any such calendar year, unless wi th in the said twenty-four (24) month period a Non-Operator takes 
wri t ten exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made wi th in the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting f rom a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in wr i t ing to Operator and al l other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year wi th in the twenty-four (24) month 
period fol lowing the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of wri t ten exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable e f for t to 
conduct joint or simultaneous audits in a manner which w i l l result in a min imum of inconvenience to the Opera
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall not i fy all Non-Operators of the Operator's proposal, and 
the agreement or approval of a major i ty in interest of the Non-Operators shall be controlling on a l l Non-Opera
tors. 



I I . DIRECT CHARGES 

Operator shall charge the Joint Account w i l h the fol lowing items: 

1. Rentals and Royalties 

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

2. Labor 

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

(2) Salaries of First Level Supervisors in the f ield. 

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

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

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

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group l i fe insurance, hospitalization, pension, re
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed Kraroo#ep<3g¥^ percent (23/o) , or the percent most recently 
recarrnenaea hy the Council of Petroleum Accountants Societies of worth America. 

4. Material 

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

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the fol lowing l imi t a 
tions: 

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

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

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

6. Services 

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

7. Equipment and Facilities Furnished by Operator 

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

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

8. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting f rom Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator wri t ten notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 

Expense of handling, investigating and settling li t igation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting f r o m operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall bc made unless previously agreed to by the Parties. A l l other legal 
expense is considered to bc covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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10. Taxes 

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 of the 
Parties. 

11. Insurance 
Net premiums paid for insurance required to bc carried for tho Joint Operations for the protection of the Par-
tics. 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. 

12. Other Expenditures 

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

III. OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

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

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

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

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

Drilling Well Rate $5 , 0 0 0 . 00 
Producing Well Rate $500 • 00 

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

(a) Drilling Well Rate 

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

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

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

(b) Producing Well Rates 

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

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

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

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

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

(3) The well 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, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the fol lowing rates: 

(a) Development 

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

(b) Operating 

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

(2) Application of Overhead - Percentage Basis shall bc as follows: 
For the purpose of determining charges on a percentage basis under Paragraph I B of this Section I I I , de
velopment shall include all costs in connection wi th dr i l l ing , redri l l ing, deepening or any remedial opera
tions on any or all wells involving the use of dr i l l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for dr i l l ing and expenditures incurred in abandoning when the wel l is not com
pleted as a producer, and original cost of construction or installation of f ixed assets, the expansion of f ixed 
assets and any other project clearly discernible as a f ixed asset, except Major Construction as dei.ned in 
Paragraph 2 of (his Section I I I . A l l other costs shall be considered as Operating. 

2. Overhead - Major Construction TO BE N E G O T I A T E D 

Xo compensate Operator for overhead costs incurred in tha construction and installation of fixed agactg, tht MC^" 
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the develojOTtenTand 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of ccjxstrtTction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major CorjstrOtlTon project in excess 
of $ : ^ ^ ^ ^ " ^ 

A. % of total costs i f such costs are more than $ hut less than $ ; plus 
B. % of total costs in excess of $ -^utMess than $1,000,000; plus 
C. % of total costs in excess of $I^OQSJ^W. 

Total cost shall mean the gross cosj^>i--aTiy me project. For the purpose of this paragraph, the component parts 
of a single project shall not_bj^4rri!)Tcd separately and the cost of dr i l l ing and workover wells shall be excluded. 

3. Amendment ofJJ>*«S 

TheJlverTfcad rates provided for in this Section I I I may bc amended f rom time to lime only by mutual agreement 
^rfTCwoon tho Parties hereto if , in practice tho rotor, pro found to bo inouffieicnt or cxccggjvc. 

I V . PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 

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

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred f rom the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parlies, shall bc priced on the fol lowing bases exclusive of cash dis
counts: 

A. New Material (Condition A ) 

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

(2) Line Pipe 

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

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

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

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

(2) Matcrinl moved f rom the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV , 
i f Material was originally charged to the Joint Account as new Material, or 
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(b) nt s ix ty- f ive percent (65%) of current new price, as determined by Paragraph 2A of this Section 
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (V.V; ) of current new price. 

The cost of reconditioning, i f any, shall bc absorbed by the transferring property. 

C. Other Used Material (Condition C and D) 

(1) 'Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function un t i l 
after reconditioning shall bc priced at f i f t y percent (50%) of current new price as determined by Para
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Condition C value plus cost of reconditioning docs not exceed Condition B value. 

(2) Condition D 

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

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

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

V. I N V E N T O R I E S 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

A t reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Writ ten notice of intention to take inventory shall be given by Operator at least th i r ty (30) days before any inven
tory is to befiin so that Non-Operators may bc represented when any inventory is taken. Failure of Non-Operators 
to bc represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation nnd Adjustment of Inventories 

Reconciliation of a physical inventory wi th the Joint Account shall be made, and a list of overages and shortages 
shall be furnished lo the Non-Operators wi th in six months fol lowing the taking of the inventory. Inventory ad
justments shall be made by Operator wi th the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may bc taken whenever there is any sale or change of interest in the Joint Property. I t shall 
be the duty of the party selling to not i fy all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not bc charged to the Joint Account unless agreed to by the 
Parties. 

— 5 — 



EXHIBIT •"D" 

Attached t o and made a p a r t of -that c e r t a i n 
Operating Agreement dated August 1, 1987 
by and between Amerind O i l Co., as Operator 
and Texaco In c . , et a l , as Non-Operator. 

OPERATOR agrees t o c o n t r a c t f o r and keep i n f u l l f o r c e and 
e f f e c t f o r the d u r a t i o n of t h i s agreement, insurance p o l i c i e s as 
f o i l o w s : 

(A) Workman's Compensation and Employers L i a b i l i t y 
Insurance as may be r e q u i r e d by the laws of the State 
i n which the p r o p e r t i e s are loc a t e d . 

(B) General Public L i a b i l i t y i n an amount not less than 
$100,000 f o r i n j u r i e s t o one person and $300,000 f o r 
i n j u r i e s i n any one accident. 

(C) Property damage insurance i n an amount not less than 
$.100,000. 

(D) Automotive Public L i a b i l i t y and Property Damage i n an 
amount not less than $100,000 f o r i n j u r i e s t o one 
person, $300,000 f o r i n j u r i e s i n any one accident and 
$100,000 p r o p e r t y damage. 

Such insurance may co n t a i n exceptions as are reasonable i n the 
sole judgment of the Operator, i n c l u d i n g but not l i m i t e d t o 
blowouts, underground damage, e t c . 



EXHIBIT " E " 

Attached to and made a part of that c e r t a i n 
Operating Agreement dated August 1, 1987 

by and between Amerind O i l C o . , as Operator, 
and Texaco I n c . , et a l , as Non-Operator 

The p a r t i e s to the Operat ing Agreement to which t h i s E x h i b i t " E " 
i s a t tached own the working i n t e r e s t i n the gas r i g h t s under ly ing 
the Unit Area covered by such agreement i n accordance w i t h the 
p e r c e n t a g e s of p a r t i c i p a t i o n as s e t f o r t h i n E x h i b i t "A" to 
the Operat ing Agreement. 

S u b j e c t to a l l of the terms of the Opera t ing Agreement, each 
party has the r i g h t to take i t s . share of gas produced from the 
Uni t Area and market the same. In the event any of the p a r t i e s 
hereto i s not a t any time taking or marketing i t s share of gas 
or has c o n t r a c t e d to E e l l i t s s h a r e of gas produced from the 
Unit Area to a purchaser which does not a t any time whi le t h i s 
agreement i s in e f f e c t take the f u l l share of gas a t t r i b u t a b l e 
to the i n t e r e s t of such par ty , the terms of t h i s agreement s h a l l 
a u t o m a t i c a l l y become e f f e c t i v e . 

During the per iod or per iods when any party hereto has no market 
f o r i t s share of gas produced from any p r o r a t i o n u n i t w i t h i n 
the U n i t A r e a , or i t s p u r c h a s e r does not take i t s f u l l share 
of gas produced from such p r o r a t i o n u n i t , the o ther p a r t i e s 
s h a l l be e n t i t l e d to produce each month one hundred pe r c e nt 
of the a l lowable gas production ass igned to such prorat ion u n i t 
by the S t a t e r e g u l a t o r y body having j u r i s d i c t i o n and s h a l l ' be 
e n t i t l e d to take and d e l i v e r to i t s or t h e i r p u r c h a s e r a l l of 
such gas p r o d u c t i o n . A l l p a r t i e s h e r e t o s h a l l s h a r e i n and 
own the l i q u i d hydrocarbons r e c o v e r e d from such gas by l e a s e 
equipment i n a c c o r d a n c e w i t h t h e i r r e s p e c t i v e i n t e r e s t s and 
s u b j e c t to the Operat ing Agreement to which t h i s agreement i s 
a t t a c h e d , but the p a r t y or p a r t i e s t a k i n g such gas s h a l l own 
a l l of the gas d e l i v e r e d to i t s or t h e i r p u r c h a s e r . 

On a c u m u l a t i v e b a s i s , each party not tak ing or marketing i t s 
f u l l share of the gas produced s h a l l be c r e d i t e d w i t h gas i n 
s torage equal to i t s f u l l share of the gas produced under t h i s 
agreement, l e s s i t s share of gas used i n l e a s e o p e r a t i o n s , vented 
or l o s t , and l e s s t h a t p o r t i o n such p a r t y took or d e l i v e r e d 
to i t s p u r c h a s e r . Each party tak ing gas s h a l l f u r n i s h , or cause 
to be f u r n i s h e d , the Operator a monthly statement of gas taken . 
The Operator w i l l ma in ta in a c u r r e n t account of the gas balance 
between the p a r t i e s and w i l l f u r n i s h a l l p a r t i e s h e r e t o and 
t h e i r purchasers monthly statements showing the t o t a l q u a n t i t y 
of gas p r o d u c e d , the amount used i n l e a s e operat ions , vented 
or l o s t , the t o t a l q u a n t i t y of l i q u i d h y d r o c a r b o n s r e c o v e r e d 
therefrom, and the monthly and cumulat ive over and under account 
of each p a r t y . 

A f t e r n o t i c e to t h e Operator,- any party a t any time may begin 
tak ing or d e l i v e r i n g to i t s p u r c h a s e r i t s f u l l share of the 
gas produced from a p r o r a t i o n u n i t under which i t has gas i n 
s torage l e s s such p a r t y ' s share of gas used i n o p e r a t i o n s , vented 
or l o s t . In a d d i t i o n to such share , each p a r t y , inc lud ing the 
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Operator , u n t i l i t has recovered i t s gas i n storage and balanced 
the gas account as to i t s i n t e r e s t , s h a l l be e n t i t l e d to take or 
d e l i v e r to i t s purchaser a share of. gas- determined by m u l t i p l y i n g 
f i f t y percent (50%) of the i n t e r e s t i n the cur ren t gas product ion 
of the p a r t y or p a r t i e s ' w i thou t gas- i n storage by a f r a c t i o n , 
the numerator of which i s the i n t e r e s t i n the p r o r a t i o n u n i t 
of such par ty w i t h gas In storage and the denominator of which 
i s the t o t a l percentage i n t e r e s t I n such p r o r a t i o n u n i t of a l l 
p a r t i e s w i t h gas i n storage c u r r e n t l y t ak ing or d e l i v e r i n g to a 
purchaser. This agreement s h a l l c o n s t i t u t e a separate agreement-
as to each r e s e r v o i r i n the U n i t Area, except i f p roduc t ion from 
two or more r e s e r v o i r s I s commingled i n the wel lbore so t ha t the 
gas f r o m each such r e se rvo i r cannot be separate ly metered, the 
commingled producing hor izons s h a l l then be cons idered to be a 
s i n g l e r e s e r v o i r f o r the purpose of t h i s agreement. When gas 
p roduc t ion f rom a r e s e r v o i r i n a p r o r a t i o n u n i t permanently ceases 
i n an unbalanced c o n d i t i o n , the underproduced pa r ty may take 
gas p roduc t ion from the other p r o r a t i o n u n i t s i n the U n i t Area 
p r o d u c i n g f r o m the same r e s e r v o i r . Product ion cannot be taken 
from one r e s e r v o i r f o r the purpose of balancing underproduct ion 
from other r e s e r v o i r s . 

Each par ty producing and t a k i n g or d e l i v e r i n g as to i t s purchaser 
s h a l l pay any and. a l l p roduct ion taxes due on such gas. 

N o t h i n g he re in s h a l l be construed t o deny any par ty the r i g h t , 
f rom time to t ime, to produce and take or d e l i v e r t o i t s purchaser 
i t s f u l l share of the a l lowab le gas p roduc t ion to meet the d e l i v e r 
a b i l i t y t e s t s requ i red by I t s purchaser . 

When gas p roduc t ion f rom a gas w e l l r e s e r v o i r permanently ceases, 
i t s h a l l be the o b l i g a t i o n of the U n i t Opera to r t o de t e rmine 
the f i n a l a ccoun t ing of underproduct ion and overproduct ion and 
each overproduced p a r t y s h a l l account t o and compensate each 
underproduced p a r t y w i t h a sum of money equal to the amount 
a c t u a l l y rece ived , l ess app l i cab l e taxes and r o y a l t i e s , by any 
overproduced p a r t y f rom the sa le of t h a t p a r t of the t o t a l 
cumulat ive volume of gas produced which the underproduced par ty 
was e n t i t l e d t o t a k e . Payment f o r such ove rp roduc t ion s h a l l 
be i n the order of a c c r u a l . 
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