Salt Lake Com No. 1

Chronology August-October, 1988

August 30, 1988

September 7, 1988

September 16, 1988

September 20, 1988

September 21, 1988

September 23, 1988

September 26, 1988

October 3, 1988

Letter to Texaco asking for farmout or joinder. Included
AFE with letter.

Curtis Smith (Texaco) called and said Texaco had sent bid
package out on their interest in the Little Eddy Unit. I
asked for copy of the bid package.

Called Smith (Texaco) and asked for Texaco to either join
or farmout. Also reminded Smith that Exxon would have to
force pool their interest if no decision was reached in a
timely manner. Smith said he found out that bid package
had not gone out to industry yet. Smith also said that it
would be inappropriate to force pool now (September 16,
1988).

Asked Doug Schutz of Santa Fe to send me a copy of the
Little Eddy Unit Agreement, which he did the next day.

I called Jens Hansen (Bass) and confirmed that Bass was the
Operator of the Little Eddy Unit. Hansen said that Texaco
should handle negotiations

Sent Bass a letter similar to August 30, 1988 Texaco
correspondence asking Bass to join or farmout with proposed
Joint Operating Agreement attached (copy of Tetter and JOA
sent to Texaco).

Hansen (Bass) called and discussed proposal. Bass would
not want to join in the well for just the Morrow formation,
but concluded that it would be easier for them to be force
pooled and that force pooling would be better for Bass than
a farmout.

Met with Hansen (Bass) in Santa Fe at the New Mexico 0il &

Gas Association meeting. Bass still believes that it would
be easier for Bass to be force pooled.

Exhibit No. é;

Exxon Corporation
Case No. 9520

Hearing Date: November 9, 1988




October 10,

October 11,
October 17,

October 18,

November 7,

November 8,

JBT:11/8/88

1988

1988
1988

1988

1988
1988

[ called Smith (Texaco) and told him that we were proceed-
ing with a force pooling hearing.

I sent informal letter to Texaco and Bass informing them
that we were going to apply for force pooling.

Hansen (Bass) called and asked if Exxon would be interested
in a farmout. I replied, yes, we would be very interested
in a farmout.

I sent the formal notice of the force pooling hearing to be
held in Santa Fe, New Mexico on Wednesday, November 9, 1988
at 8:15. Certified, Return receipt requested to Texaco and
Bass.

I called Hansen (Bass) and he said Bass would farmout.
I called Smith (Texaco) and he said Texaco would not

farmout or Jjoin, but would not object to being forced
pooled.




EX(ON COMPANY. USA

POST OFFICE BOX 1600 » MIDLAND. TEXAS 797021600

EXPLORATION DEPARTMENT
WESTERN DIVISION

August 30, 1988

Farmout/Join Request
AB-88-325 (A)

Salt Lake, S.

Lea County, New Mexico

Texaco Inc.
P. 0. Box 3109
Midland, Texas 79702

Attn:

Mr. S. L. Chandler

Gentlemen:

Exxon requests either a farmout of your interest or your joinder in the drilling

of a
will

well in the ¥/2 of Section 32, T20S-R33E, Lea County, New Mexico. The well
be located in the SENW of Section 32 and will be drilled to 14,000 feet or

a depth to test the Morrow formation.

We propose the following general terms for your consideration.

Proposed Farmout Terms:

1.

Join

Production to earn from the surface to the base of the deepest depth of
production by proration unit.

Texaco to deliver a 75% Net Revenue Interest.

120 days between wells (if the proration unit for the initial well does not
earn all of the farmout acreage.)

Farmout acreage to be Section 32: SWNW; W/2SW, T20S-R33E.

Such other terms and conditions contained in your usual Farmout Agreement
that are mutually acceptable between our companies.

Initial well to be commenced within 180 days from the date of the Farmout
Agreement. :

Terms:

Texaco to execute a Joint Operating Agreement for a unit area covering
Section 32: W/2, T20S-R33E.

A D'W'E DN OF EXXON CORPORATION




Texaco Inc. -2 - August 30, 1988

N e W

6.

The JOA would be on the AAPL Form 610-1982 Model Form Operating Agreement.
The costs to be shared:

A. Texaco 37.5%
B. Exxon 62.5%

Exxon would be named theVOperator.
300% nonconsent provisions.
Initial well to be spudded within 180 days of the execution of the JOA.

Attached AFE for your review.

Please advise if either of the above is acceptable to you so that we can obtain
our final management approval.

Very truly yourg,

' éj ok~
¢ Jog/ B. Thomas

des and Unitization
(915) 683-0236

JBT5/s1r

Attachments




Lhd T34 €D aTe
. - - 6/ ¥
ST W ESTERA SALT ~AKE  S2uTH cra9/83
ZASE, WELL MAME AND DISCRIPTION OF WORK
ZBlECTiE T ORNL & LSMALETE  E AT LAKE (oM 1 ~FwL & T 4
rd
~m. JEPw cF .3%0C .,
, , - ’ - - -
LOCAnzn - 1980 FNL & 1320 FuwL , Z€cTiov 32, T 205, R Z3E LEA Cowry,
NE Mexico
v ana
ARV N fete!
< AR
. ‘o -
Y- oiv o181 AFE (UNIT) w.t suoo WORKING INTEREST . M3
2 Qac -]
¥ *
‘ Exxon (o USA /00 /032 g39.¢
ORILLING DETAI oH ms pac - A
1428 = HIE COSTS 4/ TEXALG o c c
1,426 ~ DENLING 810 MmOS -DEMOB COST 20
£.437 - ONNLING OPIRATIONS - OTHER &9
1428 - DRNUING 1O 266
3.439 « SUPERVISION & OVERNEAD.ORLO xS
1.430 - DENLING MLUID CONTROL &9
431 = SORMATION EVALUATION.DRLO €2 X ASSUMES FARH i~ OF |20 ACRE TRACT Frorm TEaa
© 437 = PRIMARY CASING CEMENTING 29
NON OPERATOR APPROVAL
eI - S5 |
COMPLETION DETAN | ) company
-433 -~ COMPLITION 210
(12 oaTe
437 - CEMINTING COMPLITION
1,439 - FORMATION STIMULATION '
APPROVAL RECOMMENDED
VAL PO [ 11 ] k1418 141 FYoi-ig |
481 - COMPLETION OPERATIONS - OTniR -
oisY
441 -~ COMPLEINION FLUID CONTAOL o
443 = FORMATION EVALUATION.COMP . : -
443 = COMPL 210 MOD . DIMOS. COST
wramo av__ X SOMNLjy é/é) i/f g
448 = SUPERVISION & OVEIMIAD COMP
«~OMPLE*ON oven
NTAMNG S L S8 YOTAL 78 so- DSTRCT MAR /UFY saTE
‘4 - Canol. .t ~iu
SQUPNENTY . CETANED
TANGBLE Wil EQUPWENT O
:.’ d :‘::.:L. ;..:‘ - l 43“7’0 “ veo Orv OALS ,OTERATIONS MON JaTe
— -
48 - Iﬂv"v;!ﬂ*..tno('lu.!o l 2 l
:2::=!g'! o;:a. TOTAL bl ! 3 77 . veo IV MANADLR -ave
]
t
CORPLITION $UB TOTAL mmmeeeeee | “477 sseacves
e -3 2LPT OMERATONS wam -act
Il
!
t AI-27 1Y | ?5 Z, 5 /G ‘2 ; aFeeoved tagC Zmanat caTe




EXXON COMPANY, USA

POST OFFICE BOX 1600 « MIDLAND TEXAS 79702 1600

EXPLAFATION DEPARIMINT
WESTEAN DIVISION

September 23, 1988

Farmout/Join Request
AB-88-325 (A)

Salt Lake, S.

Lea County, New Mexico

Bass Enterprises Production Company
1st City Bank Tower

201 Main St.

Fort Worth, Texas 76102

Attn:

Mr. Jens Hansen

Gentlemen:

As we discussed by telephone yesterday, Exxon requests either a farmout of your
unit interest or your joinder based on your unit interest in the drilling of a
well in the W/2 of Section 32, T20S-R33t, Lea County, New Mexico. The well will
be located in the SENW of Section 32 and will be drilled to 14,000 feet or a
depth to test the Morrow formation.

We propose the following general terms for your consideration.

Proposed Farmout Terms:
1.

&7

Production to earn from the surface to the base of the deepest depth of
production by proration unit.

Bass as Unit Operator to deliver a 75% Net Revenue Interest.

120 days between wells (if the proration unit for the initial well does not
earn all of the farmout acreage.)

Farmout acreage to be Section 32: SWNW;W2SW, T20S-R33E.

Such other terms and conditions contained in your usual farmout agreement
that are mutually acceptable between our companies.

Initial well to be commenced within 180 days from the date of the farmout
agreement.

. $.0% CF EXXCN SORPTART TN




Farmout/Join Request September 23, 1988

Bass Enterprises Page 2

Join Terms:

1. Bass as Unit Operator to execute a Joint Operating Agreement for a unit
area covering Section 32:W2, T20S-R33E.

2. The Joint Operating Agreement would be on the AAPL Form 610-1982 Model Form
Operating Agreement. The costs to be shared:
A. Bass as Unit Operator 37.5%
B. Exxon 62.5%

3. Exxon would be named the Operator.

4. 300% nonconsent provisions.

5. Initial well to be spudded within 180 days of the execution of the Joint
Operating Agreement.

6. Attached preliminary AFE for your review.

7. Proposed form of Joint Operating Agreement attached.

Please advise if either of the above is acceptable to you so that we can obtain
our final management approval.

Very truly yours,
&C%WM/

B. Thomas

JBT9/a/slr

Attachments

Cc:

(w/attachments)

Texaco Inc.

P. 0. Box 3109

Midland, Texas 79702
Attn: Mr. Curtis Smith




A.A.P.L. FORM 610-1982
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT

DATED
y 19—,
OPERATOR
CONTRACT AREA
COUNTY OR PARISH OF STATE OF
COPYRIGHT 1982 —  ALLRIGHTS RESERVED

AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between

heremafter designated and
referred t0 as '‘Operator”’, and the signatory party or parties other than Operator, sometmes hereinafter referred to individually herein
as ‘*‘Non-Operator™’, and collectively as **Non-Operators™'.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or ol and gas interests in the land idendfied in
Exhibit ““A'". and the parties hereto have reached an agreement to explore and develop these leases andior oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided.

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

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

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

D. The term “‘Contract Area™" shall mean all of the lands, oil and gas leasehold interests and oii and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, cil and gas leasehold interests and oil and gas interests
are described in Exhibir ‘A",

E. The term ‘‘drilling unit”> shall mean the ares fixed for the drilling of one well by order or rule of any stre or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a driiiing unit shail be the driliing unit as establish-
ed by the pattern of drilling in the Conract Area or as fixed by express agreement of the Drilling Parues.

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

G. The terms *“Drilling Party™ and ‘“*Consendng Party'” shall mean 2 party who agrees to join in and pay its share of the cost ot
any operation conducted under the provisions of this agreement.

H. The terms *‘Non-Drilling Party™” ané ‘‘Non-Consentng Parry'” shall mean a party who elects not to partcipate
in a proposed operation.

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

ARTICLE 0.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
O A. Exhibit “*A"", shall include the following information:
(1) ldentiication of lands subject to this agreement,
(2) Restrictions, if any, s to depths, formations, or substances,
(3) Percenmages or fractional interests of parties to this agreement,
{4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notce punpeses.
Exhibit *‘B'", Form of Lease.
Exhibit **C"*, Accounting Procedure.
Exhibit “*D’’, Insurance.
Exhibit *‘E’’, Gas Balancing Agreement.
Exhibit “‘F"', Non-Discrimination and Certificaton of Non-Segregated Fadlites.
. Exhibit **G"*, Tax Farmership.
Exhibit "H”, Notice of Lien and Mortgage —- Financing Statement.

oQooaoOoon
Tommpow

If any provision of any exhibit, except Exhibits "E” and "6", is inconsistent with any provision
contained in the body of this agreement, the provisions in the body of this agreement shall prevail.
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AAPY FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE III.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area. that interest shall be treated for ali purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B*". and the owner therco!
shall be deemed 10 own both the rovalty interest reserved in such lease and the interest of the lesser thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all costs and Labilities incurred in operations under this 2greement shall be borne and
paid, and all equipment and materiais acquired in operations on the Contract Area shall be owned. by the parties as their interests are se:
forth in Exhibit **A°". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject 1c the
payment of royalties to the extent of which shall be borne as hereinatter set torth

Regardless of which party has contributed the lease(s) andior oil and gas interest(s) hereto on which rovalty is due anc
payable, each party entitied to receive a share of production of oil and gas from the Contract Area shall bear and shail pay or deliver. or
cause to be paid or delivered. to the extent of its interest in such production, the rovalty amount stipulated hereinabove and shall hoid the
other parties free from any liability therefor. No party shall ever be responsible, however. on a price basis higher than the price receivec
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royaity owner should demand and
receive settlemnent on a higher price basis, the party contributing the affected lease shall bear the sdditional rovalty burden atributable 1o
such higher price.

Nothing contained in this Article 1I1.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties. Overriding Royalties and Other Payments:

Unless changed by other provisions. if the interest of any party in any lease covered hercby 1s subject to amy royaity.
overriding royaity. production pavment or other burden on production in excess of the amount stipulated in Article Jil. B . such party sc
burdened shall assume and aione bear all such excess obligations and shall indemnify and hold the other parties hereto harmiess from any
and all claims and demands for pavment asseried by owners of such excess burden.

D. Subsequently Created Interests:

If anv partv should hereafter create an overriding rovalty. production pavmen: or other burden pavabie out of production
attributable to its working interest hereunder. or if such a burden existed prior to this agreement and s not set forth i Exhidbit "4 or
was not disclosed 1n writing to all other parties prior to the execution of this agreement by ali parties. or is not a jointly acknow!ledgec and
accepted obligation of all parties (any such interest being hereinafier referred 1o as ‘‘subsequently created interest™” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter reterred
to as “‘burdened party’"). and:

1. If the burdened party is required under this agreement to assign or relinquish to any other partv. or parties. all or a portion
of its working interest and/or the production artributable thereto. said other party. or parties. shall receve said assignmen: and vr
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party.
or parties. harmiess from any and all claims and demands for payment asserted by owners of the subsequently created interes:.
and,

2. ¥ the burdened party fails to pay. when due. its share of expenses chargeable hereunder. all provisions of Article VIL.B. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Tide Examination:

Tide examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations cr. if
the Drilling Parties so request. title examination shall be made on the leases andor oil and gas interests included. or pianned to be includ-
ed. in the drilling unit around such well. The opinion wiil include the ownership of the working interest. minerals, rovalty. overriding
royalty and production payments under the applicabie leases. At the time a well 1s proposed. each party contribuung leases and:or oil and
gas interests to the drillsite, or to be included in such drilling unit. shall furnish to Operator all abstracts (including federal lease status
reports). title opinions. title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title. shal! be obtaned by Operater. Operator shall
cause title to be examined by attornevs on its staff or by outside attornevs. Copies of all title opinions shal. be rurnshed to each parsy
hereto. The cost incurred by Operator in this title program shall be borne as foliows:

O Option No. 1: Costs incurred by Operator in procuring abstracts and tile examination (including preliminary. supplemental.
shut-in gas rovalty opinions and division order title opinions) shall be 2 part of the administrative overhead as provided in Exhibee ©*C™7,
ang shall not be a direct charge. whether performed by Operator’s staff attorneys or by outside attorneys.
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AAPYL FORM 010 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IV
continued

& Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attornevs for title examinaticn
uncluding prebminary. supplemental. shutin gas rovalty opinions and division order titic opintons: shali be horae by the Driliing Pur
in the proportion that the interest of each Drilling Party bears to the total interest of all Driliing Parties as such mterests appear in Ex
hibit **A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the pertormance of the above
functions.

Each party shall be responsible for securing curative marter and pooling amendments or agreemenis required in cornuction
with leases or oil and pas interests contributed by such party. Operator shall be responsible for the preparation and recording of poolne
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders
This shall not prevent any party from appearing on its own behalf at any such heanng.

No well shall be drilled on the Contract Area until after (1) the title to the drilisite or driling unit has been examined as abore
provided. and (2! the title has been approved by the examining attorney or title has been accepted by all of the parues who are to pur-
ticipate in the drilling of the well.

B. Loss of Tide:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein. be lost through failure of title. which loss results in 2
reduction of interest from that shown on Exhibit **A"", the party contributing the affected lease or interest shall have ninery (90; dayvs
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure. which acquis:-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless. shall continue in force as to all remaining oi!
and gas leases and interests: and,

(3) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred.
but there shall be no additional Lability on its part to the other parties hereto by reason of such title failure:

() There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the mnterest which has
been lost. but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finallv thar title failure has oc-
curred. so that the interest of the party whose lease or interest is affected by the title failure will thereaiter be reduced in the Contract
Area by the amount of the interest lost:

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

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

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

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

2. Loss bv Non-Pavment or Erroneous Pavment of Amount Due: lf. through mistake or oversight. anv rental. shut-in wei
pavment, minimum rovalty or rovalty pavment. is not paid or is erroneousiy paid. and as a result a lease or interest therein terminates.
there shall be no monetary hability against the partv who failed to make such payment. Unless the partv who failed to make the required
pavment secures a new lease covering the same interest within ninety (90) davs from the discovery of the failure 1o make proper pavment.
which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis. effective as of the
date of termination of the lease involved, and the party who failed to make proper pavment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fullv reimbursed. at the time of the loss. from the proceeds of the sale of oil and gas attributable 10
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest. 1;
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any drv hole previously drilled
or welis previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas. less operating expenses. theretofore sccrued to the credit of the lost interest. on an acreage basis.
up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acrcage basis. of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which. in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis. up to the amount of unrecovered costs. the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests: and.

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

3. Other Losses: All losses incurred. other than those set forth in Articles TV.B.1. and IV.B.2. above. shall be joint losses
and shall be borne by all parties in proportion 1o their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Desigonation and Responsibilities of Operator:

shall be the
Operator of the Contract Area. and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by. and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner. but it shall
have no Labilicy as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

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

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected bw
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
based on ownership as shown on Exhibit **A""; provided. however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit **A"" remaining after exciuding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. lnitial Well:

tio
On or before the, day of , 19 , Operator shall commenceéz dnﬂmg ol a v.ell for
oil and gas a1 the following location:

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

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling xmprac!ra] 1s en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a iesser depth.

Operator shall make reasonable tests of all formatons encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test, uniess this agreement shall be limited in its application to a specific formation or formatiens. m which
event Operator shall be required to test only the formation or formations to which this apreement may apply. =~ .. .-
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ARTICLE V1
continued

If. in Operator’s judgment. the well will not -produce oil or gas in paying quantities. and it wishes to piug and abandon the
well as 2 dry hole. the provisions of Article VLE.Y. shal! thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VI.A_, or to rework. deepen or plug back a dry hole drilled at the joint expense of all parties or 2 well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation. specifying the work to be performed. the location, proposed depth, objecuve forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30} days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location. notice of a proposal to rework, plug back or drill deeper may be given by telephone and the respanse period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to replyv within
the period sbove fixed shall constitute an election by that party niot to perticipate in the cost of the proposed operation. Any notice or
fesponse given by telephone shall be prompuy confirmed in writing.

If all parties elect 1o participate in such s proposed operation, Operator shall, within ninety (90) days sfter expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48] hour period when s drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon wrirten notice of same by Operstor to the other parties.
for a period of up to thirty (30) additonal days if. in the sole opinion of Operator, such additiona! time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or scceptance. Norwithstanding the force majeure provisions of Article X1. if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation. written notice proposing same must be resubmirted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2 Operations by Less than All Parties: If any party receiving such notice as provided in Article VILB.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article. the party or parves
giving the notice and such other parties as shall elect 1o participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48} hour period when a drilling rig is
on location. as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided. however, if no drilling rig or other equipment is on location. and if Operator is
a Non-Consenting Party. the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with all terms and cor-
ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parues.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions of this Article resuls i a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall compiete and equip the well to produce at their sole cost and risk.
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ARTICLEV]
continued
and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Pas-
ues. Upon commencement 6 opcranans 1ot the drilling. reworking. deeperung or plugging tacs of any such well bt Consenung Purties

in accordance with the provisions of this Arucle, each Non-Consenting Party shall be deemed 10 have rebnquished to Consenung Parues,
and the Consenting Parties shall own and be entitled to receive. in proportion to their respective interests. all of such Non-Consentiny
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share. calculated a1 the well. or
market vaiue thereof if such share is not sold. (after deducting production taxes. excise taxes, rovalty. overriding rovalty and other in
terests not excepted by Arucle 1I1.D. payable out of or measured by the production from such well accruing with respect 1o such interes:
until it reverts) shall equal the total of the following:

@) 100% of each such Non<Consenting Partyv’s share of the cost of anv newly acquired surface equipment bevond the wellhead
connections (including. but not limited to, stock tanks. separators, treaters, pumping equipment and piping). plus 100% of each such
Non-Consenting Party s share of the cost of operation of the well commencing with first production and continuing until.each such Non-
Consenting Party's relinquished interest shall revert 10 it under other provisions of this Article. it being agreed that each Non
Consenting Party's share of such costs and equipment will be that interest which would have been chargeabie to such Non-Consenting
Party had it participated in the well from the beginning of the operations: snd

() 300 % of that portion of the costs and expenses of drilling. reworking. deepening. plugging back, testing and compleung.
after deducting any cash contributions received under Article VIIi.C.. and 300 _ % of that portion of the cost of newly acquired equip-
ment in the well (to and inciuding the wellhead connections). which would have been chargeable to such Non-Consenting Panty if it had
participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operauion proposed in such a well. or portion thereof. to which the initial Non-Consent election apphed that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added 1o the sums to be recouped by the Consenting Parties one hundred percent (100% ) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period. the provisions of this Arucle V1.B. shall be ap-
plicable as berween said Consenting Paruies in said well

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production. or the
proceeds therefrom. Consenting Parties shall be responsible for the pavment of all production. severance. excise. gathering and other
taxes. and all roval:y. overtiding rovalty and other burdens applicabie to Non-Consenting Party 's share of production not excepted by Ar-
ticle 111.D.

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

Within sixty (60) days after the completion of any operation under this Article. the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected 10 the well. and an
itemized statement of the cost of drilling. deepening. plugging back. tesung. completing. and equipping the well for production: or. at it
option, the operatng party. in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly hili-
ings. Each month thereafter. during the ume the Consenting Parties are being reimbursed as provided above. the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and hiabilities in-
curred in the operation of the well. together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the saie of the well's working interest production during the preceding month. In determiming the quanun of oil and gas
produced during any month. Consenung Parties shall use industry accepted methods such as. but not limited tc. metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired 1n connection with any such operation
which would have been owned by a2 Non-Consenting Party had it participated therein shall be credited against the totai unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided: and if there is a credit balance. it shall be paid to such Non-Consenting Partv.
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ARTICLE V1
continued

If and when the Consenting Parties recover from 2 Non-Consenting Party’s relinquished interest the amounts provided for abow ¢
the relinquished interestc of such Non-Consenting Partv shall automatically revert to it. and. from and after such reversion. such Non
Consenting Party shall own the same interest in such well. the material and equipment in or pertaining thereto. and the producucr,
therefrom as such Non-Consenting Party would have been entitied 10 had it participated in the drilling. reworking. deepening or plugging
back of said well. Thereafter. such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs o
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Articie V1A
except () as w Article VILD.1. (Option No. 2), if selected. or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VI.A. i it shall theresfter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing 2
reworking, deepening. plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding. or expiration of the response time permitted. whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation. but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit ‘*A™" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a “‘deepening”” operation shall
also be applicable to anyv proposal to directionally control and intentionally deviate 2 well from vertical so as to change the bottom hole
location (herein called *‘sidetracking "), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to parucipate, tender to the well bore owners its proportionate share iequal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

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

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

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

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
exclusive of production which may be used in deveiopment and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposiuon by any
party of its proportionate share of the production shall be borne by such party. Any party waking its share of production in kind shali be
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ARTICLE V1
continued
required to pay for only its proportionate share of such part of Operator’s surfsce facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production trom
the Contract Area. and. except as provided in Article VI1.B.. shall be entitied to receive payment directly from the purchaser thereof tor
its share of all producuon.

In the event any party shall fail t0 make the arrangements necessary to take in kind or separately dispose of its proporuonate share o!
the oil produced from the Contract Area. Operator shall have the right. subject to the revocation at will by the party owming i1. but not
the obligation. to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operstor shall be subject always 1o the right of the
owner of the production to exercise at any time its night to take in kind. or separately dispose of, its share of all oil not previoush
delivered to a purchaser. Anv purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances. but in no event for a period in excess
of one (1) year.

In the event one or more parties” separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated 10 it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is atiached as Exhibit “'E’’, or is a separate agreement.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except for anv well drilled or deepened pursuant to Article VI.B.2.. any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a drv hole shall not be plugged and abandoned
without the consent of all parties. Should Operator. after diligent effort. be unable to conzact any party. or should any part fail 1o repl:
within forty-eight (48} hours (exclusive of Saturday. Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parties who parricipated in the cost of drilling or deepening
such well. Anv party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil andior gas subject to the provisions of Arricle V1L.B.

2. Abandonment of Wells that have Produced: Except for anv well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completec as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment. the well shal,
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of ail the parties hereto. i, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all paruies do not agree to the abandonment of such weii.
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well's salvable material and equipment. determined in accordance with the provisions of
Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shal. assign
the non-abandoning parties. without warranty. express or implied, as to title or as to quantity. or fitness for use of the equipment anc
material, all of its interest in the well and related equipment. together with its interest in the leasehold estate as to, but only as to. the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning partv or parties an oil and gas lease. limited to the interval or in-
tervals of the formation or formations then open to production. for a term of one (1) year and so long thereafter as oil and'or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby. such lease to be on the form attached as Exhibs
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ARTICLE V]
continued
B The assignments or leases so limited shall encompass the **drilling unit”” upon which the well is located. The pavments by. and the
assignments or leases 1o, the assignees shall be in a ratio based upon the relationshir of their respective nercenuave of participation in the

Contract Area to the aggregate of the percentages of parucipation in the Contract Area ot ali assignees. Tnere snall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafter. abandoning parties shall have no further responsibility. Liability. or interest in the operation of or production from
the well in the interval or mtervals then open other than the rovalties retained in any lease made under the terms of this Arucle Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the resuit of the separate ownership of the assignec
well. Upon proposed abandonment of the producing interval(s) assigned or leased. the assignor or lessor shall then have the option 10
repurchase its prior interest in the well (using the same valuation formula) and participate in further operauons theremn subject to the pro-
visions hereof.

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

ARTICLE V1I.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a security interest in its share
of oil andror gas when extracted and its interest in all equipment. o secure payment of its share of expense. together with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of 2 secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise aftect the hen
rights or security interest as security for the pavment thereof. In addition. upon default by any Non-Operator in the pavment of its share
of expense, Operator shall have the right. without prejudice 1o other rights or remedies, to coliect from the purchaser the proceeds from
the sale of such Non“Operator’s share of oil and.or gas until the amount owed by such Non-Operator. plus interest. has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any defauk. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expensc.

If anv party fails or is unable to pay its share of expense within sixty (60) davs after rendition of a statement therefor by
Operator. the non-defaulting parties. including Operator. shall. upon request by Operator. pay the unpaid amount 1n the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paving its share of the unpaid amount shall. 1o obtain
reimbursement thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptiv pav and discharge expenses incurred in the development
and operation of the Contrac: Area pursuant to this agreement and shall charge each of the parties hereto with their respective proper
tionate shares upon the expense basis provided in Exhibit **C"". Operator shall keep an accurate record of the joint account hereunder.
showing expenses incurred and charges and credits made and received.

Operator. at its election. shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeedine
month. which right may be exercised only by submission to each such party of an itemized statement of such estimated expense. together
with an invoice for its share thereof. Each such statement and invoice for the pavment in advance of estimated expense shall be submitted

10; téeiorg% 2(nh day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
ﬁnxy{x avs after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit **C"" until paid. Proper adjustment shall be made monthiy between advances and actual ex-
pense to the end that each party shall bear and payv its proportionate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties. no wel) shall be drilled or deepened. except any well drilled or deepened
pursuant 1o the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include:
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ARTICLE V1I
continued

O Option No. 1: All necessary expenditures for the drilling or deepening. testing. completing and equipping of the well. mcluding
necessary tankage andior surface facilities.

) & Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached ns
suthorized depth. and all tests have been completed. and the results thereof furnished to the parties. Operator shall give immediate note
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have fortyenh:
(48) hours (exclusive of Saturday. Sunday and legal holidays) in which to elect to participate in the setting of casing and the compietinn ar-
tempt. Such election, when made, shall include consent to sll necessary expenditures for the completing and equipping of such well. in-
cluding necessary tankage andor surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more. but less than all of the parues.
elect to set pipe and to attempt a completion. the provisions of Article VI.B.2. hereof (the phrase ‘‘reworking. deepening or plugginy
back ™" as contained in Article V1.B.2. shall be deemed 10 include *‘completing ") shall apply to the operations thereafter conducted by less
than all parties. ’

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
andfor surface facilities.

3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of_Fifty thousand and 00/ 100——==——=——Pygjlars ($.30,000. 00 )
except in connection with a well, the drilling, reworking, deepening. completing, recompleting. or plugging back of which has bren
previously authorized by or pursuant to this agreement; provided, however, that, in csse of explosion, fire. flood or other sudden
emergency, whether of the same or different nature. Operator may take such steps and incur such expenses ss in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible. shall report the emergency to the other
parties. [oGpesstomprepares srweutivenmnfonependare ik fon R owrmee s(Se arroroini Sermmin s Seonermem e gee e w o
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E. Rentals, Shut-in Well Pavments and Minimum Rovalties:

Rentals. shut-in well payments and minimum rovalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this apreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement. such parties mav designate one of such parties to make said pavments for and on
behalf of all such parties. Any party may reques:. and shall be entitied to receive. proper evidence of all such pavments. In the event of
failure to make proper pavment of any rental. shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force. any loss which results from such non-pavment shall be borne in accordance with the pre-
visions of Article IV.B.2.

Operator shall noufy Non-Operator of the anticipated completion of a shut-in gas weil. or the shutting in or return to production
of a producing gas well. at least five (5) days (excluding Saturday. Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances. prior 1o taking such action. but assumes no hability for failure to do so. In the event of failure by Operator 10 so nonfs
Non-Operator. the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well pavment
shall be borne jointlv by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shail render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before thev
become delinquent. Prior to the rendition date. each Non-Operator shall furnish Operator information as to burdens (10 include. but not
be limited to, royalties. overriding rovalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess rovaities. over-
riding royalties or production payments. the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as 1o reflect the benefit of such reduc-
tion. }f the ad valorem taxes are based in whole or in part upon separate valuations of each party s working interest. then notwithstanding
anvthing 10 the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit **C"™".

If Operator considers any tax assessment improper. Operator may. at its discretion. protest within the time and manner
prescribed by law. and prosecute the protest to a final determination. unless ail parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings. Operator may elect 1o pay. under protest. all such taxes and any
interest and penaltv. When any such protested assessment shall have been finally determined. Operator shali pay the tax for the joint ac-
count. together with any interest and penalty accrued. and the tota! cost shall then be assessed against the parties. and be paid bv them. as
provided in Exhibit *'C"".

Each party shall pay or cause to be paid all production. severance. excise, gathering and other taxes impesed upon or with respect to
the production or handling of such party’s share of oil andior gas produced under the terms of this agreemen:.
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ARTICLE VII
continued

G. Insurance:

At ail times while operations are conducted hereunder. Operator shall comply with the workmen's compensation law c!
the state where the operations are being conducted: provided. however. that Operator may be a self-insurer for hability under said com
pensation laws in which event the oniy charge that shall be made to the joint account shall be as provided in Exhibi: **C . Operator shal!
also carry or provide insurance for the benelit of the joint account of the parties as outlined in Exhibit **D™", attached to and made a part
hereol. Operator shall require all contractors engaged in work on or for the Contract Area 1o comply with the workmen's compensation
law of the state where the operations are being conducted and 1o maintain such other insurance as Operator may require.

In the event automobile public Lability insurance is specified in said Exhibit **D"", or subsequently receives the approval of the
paruies, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automouve equipment.

ARTICLE VIII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof. and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in
such lease, or portion thereof, snd any well, materia! and equipment which may be located thereon and any rights in production
thereafter secured. to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas 1n-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) vear and so long thereafter as oil andior gas is produced from the land covered thereby. such
lease 10 be on the form attached hereto as Exhibit *‘B™". Upon such assignment or lease. the assigning party shall be relieved from all
obligations thereafter accruing. but not theretofore accrued. with respect to the interest assigned or leased and the operauon of any well
attributable thereto. and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the rovalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pav tc the
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C"", less the esumated cos: of
salvaging and the estimated cost of plugging and abandoning. !f the assignment or lease is in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment. lease or surrender made under this provision shall not reduce or change the assignor’s. lessor’s or surrendering
party's interest as it was immediatelv before the assignment, lease or surrender in the baiance of the Contract Area: and the acreage
assipned. leased or surrendered. and subsequent operations thereon. shall not thereafter be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement. all other parties shall be notified promptly. and
shall have the righ: for a period of thirty (30) days following receipt of such notice in which to elect o participate in the ownership of the
renewal lease. insofar as such lease affects lands within the Contract Area. by paving to the party who acquired 12 their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

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

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of 1ts predecessor lease. or taher or
contracted for within six (G) months after the expiration of the existing lease shall be subject 1o this provision: but any lease taken or con
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subiect 10
the provisions of this agreement.

The provisions in this Article shall aiso be applicable to extensions of oil and gas leases.
C. Acreage or Cash Contributions:

Whiie this agreement is in force. if anyv party contracts for a contribution of cash towards the drilling of a8 weil or anyv other
operation on the Contract Area. such contribution shall be paid to the party who conducted the drilling or other operauan and shali be

apphied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage. the party to whom the con-
tribution i1s made shall promptiv tender an assignment of the acreage. without warranty of title. to the Drilling Parues in the proporuons
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ARTICLE V111
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible. be
governed by provisions identical to this agreemen:. Each party shall promptiy notifv all other parties of any acreape or cash contributions
it may obrain in support of any well or any other operation on the Contract Area. The above provisions shall aiso be applicabic 1o of
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

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

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement. no
party shall sell. encumber. transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells.
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressiy subject to this agreement
and shall be made without prejudice to the right of the other parties.

I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion. may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, spprove expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and 1o deal generally with, and with power to bind. the coowners of such
party s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, pavment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located. each party hereto owning an
undivided interest in the Contract Area waives any and ali rights it mayv have to partition and have set aside to it in severalty 1ts undivided
interest therein.

F. Preferential Right to Purchase:

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

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective. or that this agreement and operatons hereunder shall not constitute a parmership. if, for federal income tax
purposes. this agreement and the operations hereunder are regarded as a partnership. each party hereby affected elects 10 be excluded
from the application of all of the provisions of Subchapter **K ™", Chapter 1. Subtitie **A ™", of the Internal Revenue Code of 1954. as per-
tnitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically. but not by way of limitation. all of the returns. statements.
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election. each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take anv other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Area is located or anv future income tax laws of the United States contain provisions similar to those in Subchapter 'K ™", Chapter 1.
Subtitie **A"". of the Internal Revenue Code of 1954. under which an election similar 1o that provided by Section 761 of the Code is per-
mitted. each party hereby affected shall make such elecuon as may be permirted or required by such laws. In making the foregoing elec-
tion. each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any singie uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed___1€n thousand and 00/100 Doliars
($_10.000.00 _ )and if the pavment is in complete settlement of such claim or suit. If the amount required for settiemen: e».-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit. unless such authority 15
delegated to Operator. All costs and expenses of handling. settling. or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If 2 claim is made against any party or if any party 1s
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties. and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

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

The term ‘‘force majeure”’. as here emploved. shall mean an act of God, strike, lockout. or other industrial disturbance. act of
the public enemy. war. blockade. public rio1, lightning. fire, storm. flood. explosion, governmental action, governmental delay, restraint
or inaction. unavailability of equipment. and anv other cause. whether of the kind specifically enumerated above or otherwise. which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

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

ARTICLE XIIL
TERM OF AGREEMENT

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

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

X Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paving quantities. this agreement shall conunue in force so long s anv such well or
wells produce. or are capable of production, and for an additional period of __180 _ days from cessation of all production: provided.
however. if, prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling. reworking. deepen:
ing. plugging back. testing or artempting to complete a weli or wells hereunder. this agreement shall continue in force until such opera-
tions have been compileted and if production results therefrom. this agreement shall continue in force as provided herein. In the event the
well described in Article VI.A.. or any subsequent well drilled hereunder. resuits in a dry hole. and no other well 1s producing. or capable
of producing oil andior gas from the Contract Area. this agreement shall terminate unless drilling. deepening. plugging back or rework-
ing operations are commenced within 180 days from the date of abandonmen: of said wel..

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

A. Laws, Regulations and Orders:

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

B. Governing Law:

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

C. Regulatory Agencies:

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

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

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the ‘‘Crude Oil Windfall Profit Tax Act
of 1980°", as same may be amended from time to time (**Act’"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compiiance with said Act.

ARTICLE XV.
OTHER PROVISIONS

1. Operator agrees to camply with all laws and lawful requlations applicable
to any activities carried out in the name of or on behalf of any one or
more of the parties to this agreement under the provisions of this
agreement and/or any amendments to it.

2. Operator agrees that all financial settlements, billings, and reports
rerdered to any one or more of the parties to this agreement, as provided
for in this agreement and/or any amendments to it, will, to the best of its
knowledge and belief, reflect properly the facts about all activities and
transactions handled for the account of such party or parties, which data
may be relied upon as being camplete and accurate in any further recording
and reporting made by such party or parties for whatever purpose.

3. Operator agrees to notify the other parties to this agreement promptly upon
discovery of any instance where the Operator fails to comply with the
provision (1) above or where Operator has reason to believe data covered by
(2) above is no longer accurate and complete.

4. Each party to this agreement ratifies and agrees to execute a "Nojice of
lien and Mortgage -- Financing Statement" in the form attached hereto as
Exhibit "H" simultanecusly with their execution of this agreement. Each
party further authorizes the Operator to file such instrument .in the
appropriate records of the county or counties where the contract lapds are
located and in the Uniform Commercial Code records of the appropriate
Secretary of State's office and/or such other records as may be Péquired
under applicable state law to fully perfect the security interests Ereated
herein. R
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of

day of

19

OPERATOR

NON-OPERATORS

-15-
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ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shali inure to the benefit of the parties hereto and to their respective heirs. devisece
leal representatives. successors and assigns.

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

IN WITNESS WHEREOF. this agreement shall be effective as of day of 19

OPERATOR

NON-OPERATORS
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Pr:dpen_\"‘ shall mean the real and personal property subject to the agreement to which this Accounting Procegure
is attached.

“Joint Operations™ shall mean all operations necessary or proper for the development. operation. protection and mainte-
nance of the Joint Property.

*Joint Aceount” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“Omnerator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

~Parties” shall mean Operator and Non-Operators.

“First Level Supervisors™ shall mean those employvees whose primary function in Joint Operatiuns is the direct supervisicn
of other emplovees and or contract labor directly emploved on the Joint Property in a field operatinyg capacity.
“Technical Emplovees™ shall mean those emplovees having special and specific engineering. weotogicai or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operuting conditons anc progcien-
for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursabie expenses of (Jperator’s empicyees.
“Material” shall mean personal property. equipment or suppiies acquired or neld for use un the Joint Property.
“Controllable Materiai” shall mean Material which at the time is so classified in the Material Classification Manuu: as
most recently recommended by the Council of Petroieum Accountants Societies.

Statement and Billings

Operator shall bil] Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identifv the authority for expenditure.
lease or facilitv. and all charges and credits summarized by appropriate classifications of invesiment and expense excep:
that items of Controllable Material and unusual charges and credits shall be separately identifiec und fully describes in
detail.

Advances and Payments bv Non-QOperators

A.  Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance the:r
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the b:li-
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthiy billing to reflect advances received from the Non-Operators.

(thirty) 30
B. Each Non-Operator shall pay its proportion of all bills within<fi+eead3andays after receipt. If pavymernt is not made
within such time. the unpaid balance shall bear interest monthly at the prime rate in effectat _C1tibank N 3.
Yark on the first dav of the month in which delinquency occurs plus 1Y% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever
is the lesser. plus attorney’s fees. court costs. and other costs in connection with the coilection of unpaid amounts.

Adjustments

Pavment of any such bills <hall not prejudice the right of anv Non-Operator w protest or question the eorrectiness thereo!:
provided. however. all bills and statements rendered to Non-Operators by Operator during any eajendar year shal! cor.-
clusively be presumed to be true‘and correct after twenty-four (24; months following the end of any such cuiendar vear.
uniess within the said twenty-four (24) montn period a Non-Operator takes written exception thereto and maxes claim on
Operator for adjustment. Nu adjustment favorable to Operator shall be made unless it is made within the saume prescribed
period. The provisions of this paragraph shall not prevent adjusiments resulting from a pnysiczl inventory of Controliable
Material as provided for in Section V.

COPYRIGHT® 1935 by the Council of Petrcleum Accountants Societies.
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A. A Non-Operator. upon notice in writing o Operator and all other Non-Operators. shall have the right to audit Opera-
tor's accounts and records relating to the Juint Account for any calendir year within the twentv-four (24) month
period following the end of such calendar vear: provided. however. the making of an audit =huli nut extend the time
{or the wking of written exception to a:d the adiusiments of accour.ts as provided for in Puravrzph 4 of this Section
i. Where there are two or more Non-Operators. the Non-Operators shail make every reusonare effort to conduct a
joint audit in a manner which wiil resuit in 2 minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed (o by the Operator. The audit-
shall not be conducted more than once each vear withcut prior approval of Uperator. except upon the resigrtion or
removal of the Operator. and shail be made at the expense of those Non-Operators approving such audit.

Audits

-

©.  The Operator shall reply in writing to ar zudit report within 180 davs afier receipt of such report. If an audt
exception(s) cannot be reconciled within 180 days, the non-operator(s) shall be

Approval By Non-Operators notified o® the audit exception{s) status.

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of thi-

Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains ne contrary provisions

in regard thereto. Operator shali notifv all Non-Operators of the Operator’s proposal. and the agreement or approval of

a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

11. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

o

Ecological and Environmental

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

Rentals and Royvalties
Lease rentals and rovalties paid by Operator for the Joirt Operations.
Labor

A. (1) Salaries and wages of Operator’s field emplovees directly emploved on the Joint Property in the conduct of Joint
Operations.

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

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

(4) Salaries and wages of Technical Employvees either temporarily or permanently assigned to and dirzctly employved
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday. vacation. sickness and disability benefits and other customary allowances paid (0 empioyees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage 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 3A and 3B of this Section iI.

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

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance. hospitalization. pension. retirement. stock
purchase. thrift. bonus. and other benefit plans of a like nature. applicable 1o Operator’s labor vost chargeable to the Inint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
lv recommended by the Council of Petroleum Accountants Societies.

Material
‘Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Mater:a!

shall be purchased for or transferred to the Joint Property as may be required for immediate use and iz reasonaniyv practica’
anc consistent with efficient and economical operations. The accumulation of surpius stocks shall be avoided.

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator's warehouse or other properties. no charge shal! be magde

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the joint Property unless agreed to by the Parties.




10.

11.

12.

13.

14.

i

B. If surplus Material is moved to Operator's warenouse or other storaze poini. no charge shail be made 1o the Join: Au-
count for a distance greater than the distance to the nearest reliable supply store where like material is normallv
available. or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shali ve
gudg t the Joint Account for moving Material to other properties belonging to Operator. uniess agreed o by the

arties.

C. In the application of subparagraphs A and B above. the option to equalize or charge actual trucking cost is avaiiabie
when the actual charge is 8400 or less excluding accessorial charges. The $400 will be adjusted to the amount mosi
recentiv recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Paracraph
10 of Section 1] and Paragraph i. ii. and iii. of Section I11. The cost of professional consultant services and contract zer-
vices of technical-personnel directly engaged on the Joint Property if such charges are excluded from the overnead rate:.
The cost of professional consultant services or contract services of technica! personnei not directiy engaged on the Jaint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of QOperator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance. repairs. other operating expense,
insurance, taxes. depreciaiign. and interest on gross investment less accumulated depreciation not to exceed
_tu.e_f.ze__ percent ( %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect 1o use rates published by the
Petroleum Motor Transport Association. -

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling. investigating and settling litigation or claims. discharging of liens. payment of judgements and
amounts paid for settiement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property. except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
nevs shall be made unless previousiv agreed 10 by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section 111 unless otherwise agreed to by the Parties. except as provided in Section 1. Paragraph
3.

Taxes

All 1axes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operation tnereaf.
or the production therefrom. and which taxes have been paid by the Operator for the benefit of the Parties. If the ad vaio-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest. then notwithstanding
anvthing to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance
Net premiums paid for insurance required o be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation and

or Employers Liability under the respective state’s laws. Operator may, at its election. include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not 10 exceed manual rates.

Abandonment and Reclamation

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

Communications
Cost of acquiring. leasing, installing. operating. repairing and maintaining communication systems. including radio and

microwave facilities directly serving the Joint Property. In the event communication facilities: svstems serving the Joint
Property are Operator owned. charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 1.

Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section 1. or in Section I} and which

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

o
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IIIl. OVERHEAD

Overhead - Drilling and Producing Operations

i

it.

iii.

B.

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

(X ) Fixed Rate Basis. Paragraph 1A. or

{ ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties. such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel. except those directly chargeable under Paragraph
3A. Section 1I. The cost and expense of services from outside sources in connection with matters of taxation. traffic.
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

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

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

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

Drilling Well Rate § 6,150.00
{Prorated for less than a full month)

Producing We!l Rate § 615,00

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

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

(2) Charges for weils undergoing any type of workover or recompletion for a period of five (5) consecuiive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release. except that no charge shall be made Guring suspension of operations for fifteen
(15) or more consecutive calendar days.

tb) 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 muliti-completed well in which production is not commingled down hoie shall
be considered as a one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority.

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

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

(51 All other inactive wells tincluding but not limited to inactive wells covered by unit aljowvabie. tease ailow-
able. transferred allowabie. etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusied as of the first day of April each vear following the effective Jdate of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiptying the rate cur-
rently in use by the percentage increase or decrease in the average weekiv earnings of Crude Petroieum: and Gas
Production Workers for the last calendar veur compared to the calendar year preceding as showr by the index
of average weekly earnings of Crude Petroleum and Gas Production Warkers as published by the United States
Department of Labor. Bureau of Labor Statistics, or the equivalent Canadian index as pubiished oy Statisties
Canada. as applicable. The adjusted rates shall be the rates currently in use. plus or minus tre computed ad-
justment.

Overhead - Percentzge Basis

{11 Operator shall charge the Joint Account at the Jollowing rates:

-4-
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section LI and all salvage credits.

(a) Development

(b) Operating

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

i2) Application of Overhead - Percentage Basis shali be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, dexelopment
shall include all costs in connection with drilling. redrilling, deepening. or any remedial operations on-anv or air
wells involving the use of drilling rig and crew capable of drilling tw the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer. and original cost of construction or installation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset. except Major Construction as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

Overhead - Major Construction

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

A — 5 _ %of first $100.000 or total cost if less, plus
B. 3 %of costs in excess of $100.000 but less than $1.000.000. plus
C. — 2 %of costs in excess of $1.000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of 2 singie
project shail not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

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

A.__2  %of total costs through $100.000: plus

B. 3 %of total costs in excess of $100.000 but less than $1.000.000; plus

C. _E____ % of total costs in excess of $1.000.000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 111 shall apply. .

Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shail provide all Material for use on the Joint Property: however. at Operator:
option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idie and or surpiu:
Material. such disposal being made either through sale to Operator or Non-Operator. division in kind. or sale to outsiders
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or E
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1.

Purchases

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

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operato
unless otherwise agreed to by the Parties. shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A}

(1) Tubular Goods Other than Line Pipe

{a) Tubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
carload base prices effectne as of date of movement plus transportation cost using the 80.000 pound carloac
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80.000 pound rail rate is not offered. the 70.000 pound or 90.000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain. Ohio and casing from Youngsiown.
Ohio.

(b) For grades which are special to one mill only. prices shall be computed at the mill base of that mil! plus trans-
por:ation cost from that mill to the railway recemng point nearest the Joint Property as provided abuve ir
Paragraph 2.A.(1xa). For transportation cost from points other than Eastern mills. the 30.000 pound 0Oil Field
Haulers Association interstate truck rate shall be used. .

{¢) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.0.b. Houston.
Texas. plus transportation cost. using Oil Field Haulers Association interstate 30.000 pound truck rate. to
the railway receiving point nearest the Joint Property.

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

{2) Line Pipe

—

{a) Line pipe movements (except size 24 inch OD and larger with walls 3; inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1¥a) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b} Line pipe movements (except size 24 inch OD and larger with walls 3, inch and over) less than 30.000 pounds
shall be priced at Eastern mill published carioad base prices effective as of date of shipment. plus 20 percent.
plus transportation costs based on freight rates as set forth under provisions of tubuiar goods pricing in Para-
graph A.{1Na) as provided above. Freight charges shall be caiculated from Lorain. Ghio.

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

(d) Line pipe. including fabricated line pipe. drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the raiiway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price. in effect at date of movement. as listed by a reliabie supply
store nearest the Joint Property. or point of manufacture. plus transportation costs, if applicable. to the railway
receiving point nearest the Joint Property.

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved w the Joint Property

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

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

(b1 At sixty-five percent (63%) of current new price. as determined by Paragraph A. if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning. if anv, shall be absorbed by the transferring property.
C. Other Used Material
{1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property. provided Condition C value plus cost of reconditioning
daes not exceed Condition B value.
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Material. excluding junk. no longer suitable for its original purpose. but usabie for some other purpese shall be
priced on a basis commensurate with-its use. Operator may dispose of Condition D Material under procedure:
normally used by Operator without prior approval of Non-Operators.

ta) Casing. tubing. or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing. tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

{b) Casing. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil iines.

shall be priced under normai pricing procedures for casing. tubing. or drill pipe. Upset wubular goods shall
be priced on a non upset basis.

(2) Condition D

13) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under proceaures nor-
mally utilized by Operator without prior approval of Non-Operators. )

D. Obsolete Material

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

E. Pricing Conditions

{1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stockirg
poini. The above rate shall be adjusted as of the first day of April each year following January 1. 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A13). Each vear. the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of Aprii next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3.  Premium Prices

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

4. Warranty of Material Furnished By Operator

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

V.INVENTORIES
The Operator shall maintain detailed records of Controllable Material.
1. Periodic Inventories. Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is o begin so tha:
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
torv shall bind Non-Operators 10 accept the inventory taken by Operator.

2.  Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Accourt for
overages and shortages. but. Operator shall be heid accountable only for shortages due to lack of reasonable diligence.

3.  Special Inventories

Special inventories may be taken whenever there is any sale. change of interest. or change of Operator in the Joint Provert:.
It shall be the duty of the party selling to notify all other Parties as quickly as possibie after the transfer of interest tanes
place. In such cases. both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator. all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

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

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




EXHIBIT *D"

To Operating Agreement dated , 19 between

Operator, during the term of this Agreement, shall comply with the provisions
of Article VII.G hereof. No other insurance will be carried by Operator for
benefit of the Joint Account.

A11 damage or injury to the Contract Area property -thereon shall be borne by
the parties hereto in proration to their interests therein. The liability, if
any, of the parties hereto in damages for claims growing out of personal injury
to or death from third parties or injury to or destruction of property of third
parties resulting from the operations conducted hereunder shall be borne in
proportion to their interests in the Contract Area property, and each party
individually may acquire such insurance as it deems proper to protect itself
against such claims. Operator shall require all contractors engaged in work on
or for the Contract Area to comply with the Workmen's Compensation Law of the
State where the operations are being conducted and to maintain such other
insurance as Operator may require.



EXHIBIT "E"
GAS BALANCING AGREEMENT

ATTACHED to and made @ part of thst certain Operating Agreement dated
by and between

Dperator, and

, Non-Dperators.

1. Each party shall have the right to teke in kind and separately dispose
of its proportionste share of the gas produced from the Contract Area snd shall
be entitled to an opportunity to produce its fair share of the allowable gas
production from a well (or prorstion unit, including lawful tolerances) -
established by sppropriate regulatory suthority.

2. It is the intent that each party be entitled to ges produced
attributable to its participstion as set forth in Exhibit “A" sttached to this
Operating Agreement. The Operator has the duty to control gas production and
the responsibility of administering the provisions of this Agreement. The
Operator shall cause deliveries to be made to the gas purchasers at such rates
as may be required to give effect to the intent that the ges production accaunts
of all parties are to be brought into balance under the provisions contained
herein. All parties hereto shall share proportionately in and own liquid
hydrocarbons recovered with the gas by lesse equipment and shall pay their
proportionate share of current operating expense in accordance with the
Opersting Agreement to which this Exhibit is attached.

3. To give effect to the intent of this agreement, the Operator shall be
governed by the following rights of each party:

(a) Eech underproduced party (s party who has taken a lesser volume of gas
than the quantity such party is herein entitled) shall have the right
to take a greater amount of gas than its proportionate share of the
well's current production, provided that the right to teke such grester
amount shall be in proportion that its interest bears to the total
interest of all underproduced parties desiring to take more than their
proportionate share of the well's current production.

(b) Each overproduced party (a party who has taken a greater volume of gss
than the quantity such party is herein entitled) shall reduce its
respective gshare of production in the proportion that such party's
interest bears to the total interest of all overproduced parties, but
in no event shall any overproduced party be required to reduce its
share to less than fifty percent (50%) of such overproduced party's
proportionate share of the well's current production.

4. The Operator, at the request of eny party, may produce the entire well
stream, if necessary, for a deliverability test not to exceed seventy-two (72)
hours duration required under such requesting party's gas sales contract.

S. Each party taking gas shall furnish the Operator a monthly statement of
gas volumes taken. After commencement of production, Operator shall furnish a
current account monthly of the gas balance between parties hereto including the
total quantity of gas produced, the portion thereof used in operations, vented
or lost, snd the total quantity of gas delivered to a market.

6. Each party producing and/or delivering gss to its purchaser shall pav
or cause to be paid any and all production taxes due on such gas.

7. The provisions of this Agreement shall be separately applicable and
shall constitute a separate Agreement as to each well (or prorstion unit) and
each reservoir to the end that production from one reservoir may not be utilized
for the purpose of balencing underproduction from any other reservoirs.
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8. Should production of gas from s well or prorstion unit be permanently
discontinued or the well be included in 8 unitized area or sny party assign his
interest to ancther party at s time when the gas sccount is out of balance,
settlement will be made between the underproduced snd overproduced parties for
overproduced volumes. In making such settlement, the underproduced party or
parties will be paid a sum of money by the overproduced party or parties
sttributeble to the overproduction which said overproduced party received, less
applicable taxes and/or royalties theretofore paid. Such settlement shall be
based upon the price received for the overproduced velumes of gas. In
determining the overproduced volumes for which settlement is due, the following
rule shall be used: When an underproduced party tskes gas in excess of its
current share of production only the volume in excess of its current share shall
be trested s make-up, and this make-up volume shall be spplied to reduce prior
deficits in the order of sccrual of such deficit.

For gas sold in intrastate commerce, the price basis shall be the actual
price received for sale of the gas at the time the overproduction was
accumulated. for gas sold in interstete commerce, the price basis shall be the
price received at the time of the overproduction which is not subject to
possible refund, as provided by the Federal Energy Regulatory Commission
pursuant to final order or settlement applicable to such gas, plus any
additional collected smount which is not ultimstely required by said Commission
to be refunded, such additional collected amount to be accounted for at such
time final determinstion is made.

9. Nothing herein shall be construed es ever altering, smending or
negating any agreement heretofore entered into by any party hereto obligating
such party to pay any overriding royalty, payment out of production or royalties
payable under any lease out of its interest regardless of whether such party is
or is not taking or selling its full share of production.

December 21, 1981



To Operating Agreement dated

EXHIBIT "F"

, 19 between

(1

(2)

(3)

(4)

(5)

(6)

(7)

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

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

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

The Operator will send to each labor union or representative of workers with
vhich it has a collective bargaining agreement or other contract or under-
standing, a notice to be provided by the agency contracting officer, advising the
labor union or workers' representative of the Operator’'s commitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shall post copies
of the notice in conspicuous places available to employees and applicants for
employment.

The Operator will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules, regulations, and relevent orders of the
Secretary of Labor.

The Operator will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to its books,
records, and accounts by the contracting agency and the Secretary of Labor for
purposes of investigation to ascertain compliance with such rules, regulations,
and orders.

In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations, or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the
Operator may be declared ineligible for further Govermment contracts in
accordance with procedures authorized in Executive Order 11246 of September 24,
1965, and such other sanctions may be imposed and remedies invoked as provided in
Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of
the Secretary of Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each sub-
contractor or vendor. The Operator will take such action with respect tc any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance. Provided,



however, that in the event the Operator becomes involved in, or is threatened
with, litigation with a subcontractor or vendor as a result of such direction by
the contracting agency, the Operator may request the United States to enter into
such litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Emplovment
Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award
if such report has not been filed for the current year and otherwise comply with or
file such other compliance reports as may be required under Executive Order 11246, as
amended and Rules and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246 and supply
Non-Operators with a copy of such program if they so request.

II. CERTIFICATION OF NON-SEGREGATED FACILITIES

(1) Operator assures Nom-Operators that it does not and will not maintain or provide
for its employees any segregated facilities st any of its establishments, and
that it does not and will not permit its employees to perform their services at
any location, under its control, where segregated facilities are maintained. For
this purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on a basis of race, color, religion or
national origin, because of habit; local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for
its employees or permitting its employees to perform their services at any
location under its control where segregated facilities are maintained is a
violation of the equal opportunity clause required by Executive Order 11246 of
September 24, 1965.

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

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

I11I. OCCUPATIONAL SAFETY AND HEALTH ACT

Operator will observe and comply with all safety and health standards promulgated by
the Secretary of Labor under Section 107 of the Contract Work Hours and Standards Act,
published in 29 CFR Part 1518 and adopted by the Secretary of Labor as occupational
safety and health standards under the Williams-Steiger Occupational Safety and Health
Act of 1970. Such safety and health stendards shall apply to all subcontractors and
their employees as well as to the prime contractor and its employees.

IV. VETERAN'S PREFERENCE

Operator agrees to comply with the following insofar as contracts it lets for an amount
of $10,000 or more which will generate 400 or more man-days of employment (each man-
day consisting of any day in which an employee performs more than one h~ur of work) and
further agrees to include the following provision in contracts with Contractors and
Subcontractors:

"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT

(1) As provided by 41 CFR 50-250, the contractor agrees that all employment openings
of the contractor which exist at the time of the execution of this contract and
those which occur during the performance of this contract, including those not
generated by the contract and including those occurring at an establishment of
the contractor other than the one wherein the contract is being performed but
excluding those of independently operated corporate affiliates, shall, to the



(2)

V.

maximum extent feasible, be offered for listing at an appropriate local office of
the State employment service system wherein the opening occurs and to provide
such periodic reports to such local office regarding employment openings and
hires as may be required: Provided, that this provision shall not apply to
openings which the contractor fills from within the contractor's organization or
are filled pursuant to a customary and traditional employer-union hiring
arrangement and that listing of employment openings shall involve only the normal
obligations which attach to the placing of job orders.

The contractor agrees to place the above provisions in any subcontract directly
under this contract."

CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Operator agrees to comply with the Clean Air Act (42 U.S.C. § 1857) and the Federal
Water Pollution Control Act (33 U.S.C. § 1251) when conducting operations involving
nonexempt contracts. In all nonexempt contracts with subcontractors, Operator shall
require:

(1

(2)

(3)

(4)

(5)

VI.

VII.

No facility to be utilized by Subcontractor in the performance of this contract
with Operator is listed on the Environmental Protection Agency (EPA) List of
Violating Facilities. See Executive Order No. 11738 of September 12, 1973, and
40 CFR § 15.20.

Prompt written notification shall be given by Subcontractor to Operator of any
communication indicating that any such facility is under consideration to be
included on the EPA List of Violating Facilities.

Subcontractor shall comply with all requirements of Section 114 of the Clean Air
Act (42 U.S.C. § 1857) and Section 308 of the Federal Water Pollution Control Act
(33 U.S.C. § 1251), relating to inspection, monitoring, entry, reports, and
information, as well as all other requirements specified in these Sections, and
all regulations and guidelines issued thereunder.

The foregoing criteria and requirements shall be included in all of Sub-
contractor's nonexempt subcontracts, and Subcontractor shall take such action as
the Govermment may direct as a means of enforcing such provisions. See 40 CFR §
15.4 & 5.

Operator agrees to mnotify non-operators of any violations in the afore
provisions.

Operator agrees to comply with Executive Orders 11458 and 11625 regarding
Minority Business Enterprises and all orders, rules, and regulations issued
thereunder or amendments thereto.

Operator agrees to comply with Rehabilitation Act of 1973 and all orders, rules,
and regulations issued thereunder and amendments thereto.
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Attached to and made a part of that certain Operating Agreement dated
, 19 , by and between Exoron Corporation, Operator, and
» Non-Operator(s).

MEMORANDUM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORIGAGE -— FINANCING STATEMENT

STATE OF §
COOUNTY OF §
BExxon Corporation ("Operator') ard the undersigned ("Non-Operator!) have entered

into an Operating Agreement providing for the development and production of
crude 0il, natural gas and associated substances, dated

19 covering the following described lands:

e

(description of lands)
or
(see Exhibit "A" attached)

The Operating Agreement provides for mutual liens and security interests to
secure payment by the parties of their respective share of costs under the
Operating Agreement.

Without limiting or superseding the liens and security interests provided for in
the Operating Agreement and in order to further secure payment by Non-Operator
of amounts due Operator from time to time under the terms of the Operating
Agreement as its share of expense, Non-Operator has granted and does hereby
grant to Operator, its successors and assigns, the following:

1. A lien ard mortgage covering all of Non-Operator's leasehold, unleased
mineral or other working interest in and under the above-referenced
lands which are of record as of the effective date hereof or acquired
hereafter by Non-Operator.

2. A lien and mortgage covering, and a security interest in, the
urdivided portion of the equipment located on the above-referenced
lands, including fiwxtures, which is employed in the production of oil
and/or gas therefrom and is owned as of the date hereof or hereafter
acquired by Non-Operator.

3. A security interest in Non-Operator's undivided portion of the oil
and/or gas when extracted from the above-referenced lands and in the
accounts arising from the sale by Non-Operator of such oil and gas,
and in rights under any gas balancing agreements.

4. A lien and security interest covering all contract rights, general
intangibles, interests in partnerships or other associations, and any
other interests arising from the development of the above described
lands for oil and gas purposes.

5. A lien and security interest covering the proceeds of the sale of any
of the collateral referenced in 1-4 above, together with a lien and
security interest attaching to the collateral to the extent reguired
to reimburse for any interest, court costs, and attorneys' fees to
which a party may be entitled by reason of exercise of any lien or
security rights hereunder.

In order to secure payment by Operator fraom time to time of its share of expense
under the above-referenced Operating Agreement, Operator has granted and does
hereby grant to Non-Operator and the other parties to said Operating Agreement
who execute this instrument a lien and mortgage and a security interest of the
same nature and effect as those described in the preceding paragraph.

The minerals or the like (including oil and gas) or accounts described in the
preceding paragraphs will be financed at the wellhead or wellheads located on
the lands described above. This instrument shall be filed for record in the
real estate records of the county or counties named in the land description
shown above. The secured party is not a seller or purchase moneylender of the
collateral described in items 1-5 above.
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Furthermore, this Memorancum of Operating Agreement and Notice of Lien amd
Mortgage — Financing Statement incorporates by reference all other terms and
corditions of said Operating Agreement. Said Operating Agreement specifically
provides as follows:

1. That a party's ability to freely sell, assign, or transfer interests
in land camitted to the agreement is restricted or encumbered. These
restrictions or encumbrances may include a preferential right to
parchase the interest of any party desiring to sell its interest under
the agreement, restrictions on the surrender of leases, a maintenance
of uniform interest provision, provisions applicable to renewal or
extension of leases, provisions applicable to acreage or cash
contributions, nomconsent provisions, and gas storage anxd balancing
provisions, among others.

2. That each party to the agreement has the right to take-in-kind or
separately dispose of its proportiocnate share of oil and gas produced.

3. That the liability of the parties to the agreement is several, and not
joint and collective, with each party being liable only for its
proportionate share of costs of developing and operating the contract
area.

Should any person or firm desire additional information regarding the Operating
Agreement or wish to inspect a copy of same, said person or firm should contact
the Operator by writing to Boton Corporation, through its subsidiary Exxon
Campany, U.S.A., Attn: land, at P. O. Box 1600, Midland, TX 79702-1600, or
alternatively to Exxon Campany, U.S.A., Attn: land, P. O. Box 2305, Houston, TX
77252-2305.

Each party to said Operating Agreement may execute as a Non-Operator a
counterpart of this instrument which contains a signature page for such party.
Operator may cambine the signature pages executed by such parties with the first
two pages identical to the first two pages hereof and file and/or record such
aggregated instrument.

EXECUTED as of this day of , 19

EXXON CORPORATION, Operator

2

TaX I.D. No.:

Non-Operator

BY
ADDRESS:

Non-Operator

BY
ADDRESS
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Non-Operator '
BY:
ADORESS:
Non-Operator '
BY:
ADDRESS
STATE OF TEXAS §

QOUNTY OF MIDIAND §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of EXXON OORPORATION, a New Jersey Corporation, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said Exxon Corporation.

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__.

MY OOMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR MIDIAND COUNTY,
TEXAS

STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day persocnally appeared
; known to me to be the person whose
name is subscribed to the foregoing instrument as
of - |
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said

GIVEN UNDER my had and seal of office, this the day of
A.D., 1°_ .

MY COMMISSION EXPIRES:

NOTARY PUELIC IN AND FOR
QOUNTY,
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STATE OF §
OOUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
arﬂadmledgedtonethatheaoeartedthesameforthepxrposesand
consideration therein expressed, inthecapacitystated,arﬂastheactanddeed
of said

GIVEN UNDER my had and seal of office, this the day of
A.DI f 19____

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR

STATE OF §
QOUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the day of
AOD. f 19_.

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,
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Attached to and made a part of that certain Operating Agreement dated
, 19 , by and between , Operator,
and BExowon Corporation, et al., Non-Operators.

MEMORANDIM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORIGAGE — FINANCING STATEMENT

STATE OF §
CQOUNTY OF §
("Operator") and the undersigned
("Non-Operator") have entered imnto an Operating Agreement providing for the

development and production of crude oil, natural gas arxd associated substances,
dated 19, covering the following described lands:

(description of lands)

or
(see Exhibit "A" attached)

The Operating Agreement provides for mutual liens and security interests to
secure payment by the parties of their respective share of costs under the
Operating Agreement.

Without limiting or superseding the liens and security interests provided for in
the Operating Agreement and in order to further secure payment by Non-Operator
of amants due Operator from time to time under the terms of the Operating

Agreement as its share of expense, Non-Operator has granted and does hereby
grant to Operator, its successors and assigns, the following:

1. A lien and mortgage covering all of Non-Operabor s leasehold, unleased
mineral or other working interest in and under the abcve-referenced
lands which are of record as of the effective date hereof or acquired
hereafter by Non-Operator.

2. A lien amd mortgage covering, and a security interest in, the
undivided portion of the equipment located on the above-referenced
lands, including fixtures, which is employed in the production of oil
and/or gas therefrom and is owned as of the date hereof or hereafter
acquired by Non-Operator.

3. A security interest in Non-Operator's urdivided portion of the oil
and/or gas when extracted from the above-referenced lands and in the
accounts arising from the sale by Non-Operator of such oil and gas,
ard in rights under any gas balancing agreements.

4. A lien and security interest covering all contract rights, general
intangibles, interests in partnerships or other associations, and any
other interests arising from the development of the above described
lands for oil ard gas purposes.

5. A lien and security interest covering the proceeds of the sale of any
of the collateral referenced in 1-4 above, together with a lien and
security interest attaching to the collateral to the extent required
to reimburse for any interest, court costs, ard attormeys' fees to
which a party may be entitled by reason of exercise of any lien or
security rights hereunder.

In order to secure payment by Operator from time to time of its share of expense
under the above-referenced Operating Agreement, Operator has granted and does
hereby grant to Non-Operator and the other parties to said Operating Agreement
who execute this instrument a lien and mortgage and a security interest of the
same nature and effect as those described in the preceding paragraph.

The minerals or the like (including oil and gas) or accounts described in the
preceding paragraphs will be financed at the wellhead or wellheads located on
the lands described above. This instrument shall be filed for record in the
real estate records of the county or counties named in the land description
shown above. The secured party is not a seller or purchase moneylender of the
collateral described in items 1-5 above.
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Furthermore, this Memorandum of Operating Agreement and Notice of Lien ard
Mortgage — Financing Statement incorporates by reference all other terms and
canditions of sajd Operating Agreement. Said Operating Agreement specifically
provides as follows:

1. That a party's ability to freely sell, assign, or transfer interests
in land committed to the agreement is restricted or encumbered. These
restrictions or encumbrances may include a preferential right to
purchase the interest of any party desiring to sell its interest under
the agreement, restrictions on the surrender of leases, a maintenance
of uniform interest provision, provisions applicable to renewal or
extension of 1leases, provisions applicable to acreage or cash
contributions, non-consent provisions, ard gas storage and balancing
provisions, among others.

2. That each party to the agreement has the right to take-in-kind or
separately dispose of its proportionate share of oil ard gas produced.

3. ‘That the liability of the parties to the agreement is several, and not
joint and collective, with each party being liable only for its
proportionate share of costs of developing and operating the contract

Should any person or firm desire additional information regarding the Operating
Agreement or wish to inspect a copy of same, said person or firm should contact
the Operator by writing to:

Each party to said Operating Agreement may execute as a Non-Operator a
counterpart of this instrument which contains a signature page for such party.
Operator may cambine the signature pages executed by such parties with the first
two pages J.dentlcal to the first two pages hereof and file and/or record such

EXECUTED as of this day of , 19 .

. Operator

ADDRESS

TAX I.D. No.:

EXXON OORPORATION,
Non-Operator

ADDRESS

Non-Operator
BY:

ADDRESS:

TAX I.D. NO. OR SOCIAL SECURITY NUMBER:




Bhibit w

Memcrandis of Agreement and
Notice of Lien and Mortgage — Financing Statement
Page 3 of 4
4
Non-Operator
BY:
ADDRESS @
.
Non-Operator '
BY:
ADDRESS:
|
STATE OF §
OQOUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said

GIVEN UNDER my had and seal of office, this the day of
a.D., 19__.

My COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
OOUNTY,

STATE OF TEXAS §
COUNTY OF MIDLAND §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of EXXON OORPORATION, a New Jersey Corporation, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said Exxon Corporation.

GIVEN UNDER my had and seal of office, this the day of
A.D., 19_

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR MIDIAND OOUNTY,
TEXAS
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STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
arxiaclmledgedtomethatheeamxtedﬂ)esameforthepnposaarﬁ
cwiaiidentlmﬂuereine)q:ressed inthecapacitystated,ardastheactarﬂdeed
of d

GIVEN UNDER my had and seal of office, this the day of
A.Dl' 19_.

MY OOMMISSION EXPIRES:

NOTARY FUBLIC IN AND FOR

STATE OF §
OOUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
aniadmledgedtonethatheexecutedthesaneforthep.nposesand
consideration therein expressed, in the capacity stated, and as the act ard deed
of said .

GIVEN UNDER my had and seal of office, this the day of
A.D., 19_ .

MY OOMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,

STATE OF §
OOUNTY OF §

BEFORE ME, the urndersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a
andadmledgedtomethatheexecutedthesaneforthepurposesand

consideration therein expressed, in the capacity stated, and as the act and deed
of said

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__ .

MY OOMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,




MEMORANDUM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORTGAGE -- FINANCING STATEMENT
STATE OF §
COUNTY OF §
Exxon Corporation ("Operator") and the undersigned ("Non-Operator") have entered

into an Operating Agreement providing for the development and production of
crude 0il, natural gas and associated substances, dated

19, covering the following described lands:

(description of lands)
or
(see Exhibit "A" attached)

The Operating Agreement provides for mutual liens and security interests to
secure payment by the parties of their respective share of costs under the
Operating Agreement.

Without limiting or superseding the liens and security interests provided for in
the Operating Agreement and in order to further secure payment by Non-Operator
of amounts due Operator from time to time under the terms of the Operating
Agreement as its share of expense, Non-Operator has granted and does hereby
grant to Operator, its successors and assigns, the following:

1. A lien and mortgage covering all of Non-Operator’s leasehold, unleased
mineral or other working interest in and under the above-referenced
lands which are of record as of the effective date hereof or acquired
hereafter by Non-Operator.

2. A lien and mortgage covering, and a security interest in, the
undivided portion of the equipment located on the above-referenced
lands, including fixtures, which is employed in the production of oil
and/or gas therefrom and is owned as of the date hereof or hereafter
acquired by Non-Operator.

3. A security interest in Non-Operator’s undivided portion of the oil
and/or gas when extracted from the above-referenced lands and in the
accounts arising from the sale by Non-Operator of such oil and gas,
and in rights under any gas balancing agreements.

4. A lien and security interest covering all contract rights, general
intangibles, interests in partnerships or other associations, and any
other interests arising from the development of the above described
lands for oil and gas purposes.

5. A lien and security interest covering the proceeds of the sale of any
of the collateral referenced in 1-4 above, together with a lien and
security interest attaching to the collateral to the extent required
to reimburse for any interest, court costs, and attorneys’ fees to
which a party may be entitled by reason of exercise of any lien or
security rights hereunder.

In order to secure payment by Operator from time to time of its share of expense
under the above-referenced Operating Agreement, Operator has granted and does
hereby grant to Non-Operator and the other parties to said Operating Agreement
who execute this instrument a lien and mortgage and a security interest of the
same nature and effect as those described in the preceding paragraph.

The minerals or the like (including o0il and gas) or accounts described in the
preceding paragraphs will be financed at the wellhead or wellheads located on
the lands described above. This instrument shall be filed for record in the
real estate records of the county or counties named in the land description
shown above. The secured party is not a seller or purchase moneylender of the
collateral described in items 1-5 above.
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Furthermore, this Memorandum of Operating Agreement and Notice of Lien and
Mortgage -- Financing Statement incorporates by reference all other terms and
conditions of said Operating Agreement. Said Operating Agreement specifically
provides as follows:

1. That a party’s ability to freely sell, assign, or transfer interests
in land committed to the agreement is restricted or encumbered. These
restrictions or encumbrances may include a preferential right to
purchase the interest of any party desiring to sell its interest under
the agreement, restrictions on the surrender of leases, a maintenance
of uniform interest provision, provisions applicable to renewal or
extension of Jleases, provisions applicable to acreage or cash
contributions, non-consent provisions, and gas storage and balancing
provisions, among others.

2. That each party to the agreement has the right to take-in-kind or
separately dispose of its proportionate share of oil and gas produced.

3. That the liability of the parties to the agreement is several, and not
joint and collective, with each party being 1liable only for its
proportionate share of costs of developing and operating the contract
area.

Should any person or firm desire additional information regarding the Operating
Agreement or wish to inspect a copy of same, said person or firm should contact
the Operator by writing to Exxon Corporation, through its subsidiary Exxon
Company, U.S.A., Attn: Land, at P. 0. Box 1600, Midland, TX 79702-1600, or
alternatively to Exxon Company, U.S.A., Attn: Land, P. 0. Box 2305, Houston, TX
77252-2305.

Each party to said Operating Agreement may execute as a Non-Operator a
counterpart of this instrument which contains a signature page for such party.
Operator may combine the signature pages executed by such parties with the first
two pages identical to the first two pages hereof and file and/or record such
aggregated instrument.

EXECUTED as of this day of , 19

EXXON CORPORATION, Operator

BY:
ADDRESS:
TAX 1.D. No.:
Non-Operator ,
BY:
ADDRESS:

Non-Operator

ADDRESS:
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Non-Operator
BY:
ADDRESS:

Non-Operator

ADDRESS:

STATE OF TEXAS §
COUNTY OF MIDLAND &

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of EXXON CORPORATION, a New Jersey Corporation, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said Exxon Corporation.

GIVEN UNDER my had and seal of office, this the day of
A.D., 19_ .

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR MIDLAND COUNTY,
TEXAS

STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of , @ ,
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__.

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,
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STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of s 4 3
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__ .

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,

STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a ,
and acknowledged to me that he executed }he same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the
A.D., 19__ .

day of

My COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,




MEMORANDUM OF OPERATING AGREEMENT AND
NOTICE OF LIEN AND MORTGAGE -- FINANCING STATEMENT

STATE OF - §
COUNTY OF §

("Operator") and the undersigned
("Non-Operator") have entered into an Operating Agreement providing for the
development and production of crude o0il, natural gas and associated substances,
dated 19___, covering the following described lands:

(description of lands)
or
(see Exhibit "A" attached)

The Operating Agreement provides for mutual liens and security interests to
secure payment by the parties of their respective share of costs under the
Operating Agreement.

Without 1imiting or superseding the liens and security interests provided for in
the Operating Agreement and in order to further secure payment by Non-Operator
of amounts due Operator from time to time under the terms of the Operating
Agreement as its share of expense, Non-Operator has granted and does hereby
grant to Operator, its successors and assigns, the following:

1. A lien and mortgage covering all of Non-Operator’s leasehold, unleased
mineral or other working interest in and under the above-referenced
lands which are of record as of the effective date hereof or acquired
hereafter by Non-Operator.

2. A lien and mortgage covering, and a security interest in, the
undivided portion of the equipment located on the above-referenced
lands, including fixtures, which is employed in the production of oil
and/or gas therefrom and is owned as of the date hereof or hereafter
acquired by Non-Operator.

3. A security interest in Non-Operator’s undivided portion of the oil
and/or gas when extracted from the above-referenced lands and in the
accounts arising from the sale by Non-Operator of such oil and gas,
and in rights under any gas balancing agreements.

4. A lien and security interest covering all contract rights, general
intangibles, interests in partnerships or other associations, and any
other interests arising from the development of the above described
Tands for o0il and gas purposes.

5. A lien and security interest covering the proceeds of the sale of any
of the collateral referenced in 1-4 above, together with a lien and
security interest attaching to the collateral to the extent required
to reimburse for any interest, court costs, and attorneys’ fees to
which a party may be entitled by reason of exercise of any lien or
security rights hereunder.

In order to secure payment by Operator from time to time of its share of expense
under the above-referenced Operating Agreement, Operator has granted and does
hereby grant to Non-Operator and the other parties to said Operating Agreement
who execute this instrument a lien and mortgage and a security interest of the
same nature and effect as those described in the preceding paragraph.

The minerals or the like (including oil and gas) or accounts described in the
preceding paragraphs will be financed at the wellhead or wellheads located on
the tands described above. This instrument shall be filed for record in the
real estate records of the county or counties named in the land description
shown above. The secured party is not a seller or purchase moneylender of the
collateral described in items 1-5 above.
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Furthermore, this Memorandum of Operating Agreement and Notice of Lien and
Mortgage -- Financing Statement incorporates by reference all other terms and
conditions of said Operating Agreement. Said Operating Agreement specifically
provides as follows:

1. That a party’s ability to freely sell, assign, or transfer interests
in land committed to the agreement is restricted or encumbered. These
restrictions or encumbrances may include a preferential right to
purchase the interest of any party desiring to sell its interest under
the agreement, restrictions on the surrender of leases, a maintenance
of uniform interest provision, provisions applicable to renewal or
extension of leases, provisions applicable to acreage or cash
contributions, non-consent provisions, and gas storage and balancing
provisions, among others.

2. That each party to the agreement has the right to take-in-kind or
separately dispose of its proportionate share of 0il and gas produced.

3. That the liability of the parties to the agreement is several, and not
joint and collective, with each party being liable only for its
proportionate share of costs of developing and operating the contract
area.

Should any person or firm desire additional information regarding the Operating
Agreement or wish to inspect a copy of same, said person or firm should contact
the Operator by writing to:

Each party to said Operating Agreement may execute as a Non-Operator a
counterpart of this instrument which contains a signature page for such party.
Operator may combine the signature pages executed by such parties with the first
two pages identical to the first two pages hereof and file and/or record such
aggregated instrument.

EXECUTED as of this day of , 19
, Operator
BY:
ADDRESS:
TAX I.D. No.:

EXXON CORPORATION,
Non-Operator

ADDRESS:

Non-Operator

ADDRESS:
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Non-Operator ’
BY:
ADDRESS:
Non-Operator ,
BY:
ADDRESS:
STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of , a ,
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__ .

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,

STATE OF TEXAS §
COUNTY OF MIDLAND &

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of EXXON CORPORATION, a New Jersey Corporation, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed, in the
capacity stated, and as the act and deed of said Exxon Corporation.

GIVEN UNDER my had and seal of office, this the day of
A.D., 19__ .

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR MIDLAND COUNTY,
TEXAS
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STATE OF §
COUNTY OF §

BEFORE ME, the undersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of a ’
and acknowledged to me that he executed Ehe same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed

of said .
GIVEN UNDER my had and seal of office, this the day of
A.D., 19__ .

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,

STATE OF §
COUNTY OF §

BEFORE ME, the wundersigned authority, on this day personally appeared
, known to me to be the person whose
name is subscribed to the foregoing instrument as
of y @ ’
and acknowledged to me that he executed the same for the purposes and
consideration therein expressed, in the capacity stated, and as the act and deed
of said .

GIVEN UNDER my had and seal of office, this the day of
A.D., 19___.

MY COMMISSION EXPIRES:

NOTARY PUBLIC IN AND FOR
COUNTY,




EXXON COMPANY, USA.

POST OFFICE BOX 1600 » MIDLAND, TEXAS 79702- 1600

EXPLORATION DEPARTMENT
WESTERN DIVISION

October 11, 1988

AB-88-325 (A)
Salt Lake, S.
Lea County, New Mexico

Mr. Jens Hansen

Bass Enterprises Production Company
1st City Bank Tower

201 Main St.

Ft. Worth, Texas 76102

Mr. Curtis Smith
Texaco Inc.

P. 0. Box 3109
Midland, Texas 79702

Exxon is proceeding under the Unitization Statutes of New Mexico to pool the W2

Section 32 T20S-R33E. I presume that the formal hearing for pooling will be
held sometime in November, 1988.

ol Jfomac
e B. Thomas
rades and Unitization
(915) 683-0236

JBT1/b/s1r

A D1ViSiON OF EXXON CORPORATION



bxc: Bill Duncan
Ben Gregson
Doug R. Laufer

Mr. Jim Bruce

Hinkle, Cox, Eaton, Coffield & Hensley

6 Desta Drive

Midland, Texas 79705

Mr. Bruce: Please proceed with the force pooling application.



EXXON COMPANY, USA

POST OFFICE BOX 1600 « MIDLAND, TEXAS 79702-1600

EXPLORATION DEPARTMENT
WESTERN DIVISION

October 18, 1988

AB-88-325 (A)
Salt Lake, S.
Lea County, New Mexico

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mr. Jens Hansen

Bass Enterprises Production Company
1st City Bank Tower

201 Main St.

Ft. Worth, Texas 76102

Mr. Curtis Smith
Texaco Producing, Inc.
P. 0. Box 3109
Midland, Texas 79702

Exxon has applied to the New Mexico 0il Conservation Division for compulsory
pooling of all formations from the surface to the base of the Morrow formation
underlying the W/2 of Section 32, Township 20 South, Range 33 East, Lea County,
New Mexico, as described in the application attached hereto. This hearing will
be held on Wednesday, November 9, at 8:15 a.m. in Santa Fe, New Mexico. The
offices of the 0il Conservation Division are located on the second floor of the
State Land Office Building, located at the intersection of Alameda and 01d Santa
Fe Trail in Santa Fe. Failure to appear at that time will foreclose any protest
by you.

Very truly yours,
EXXON CORPORATION

Ak Yl

oe B. Thomas

JBT3,’b/s1r
Attachment

A DWISION OF EXXON CORPORATION




bc: D. J. Andrews
Bill Duncan
D. R. Laufer
James Bruce (Albuquerque)
Conrad Coffield (Midland)




" be‘.DIiR:-

E

Complete 1ems 1, 2, and 3.
Add your address in the “RETURN TO” space on
wcverse,

‘ue;

1. The foBowing service is requested (check one.)

[ Show to whom and date delivered. cveececeees ——&
(X Show to whom, dats and s.3dress of delivery...___¢ |
00 RESTRICTED DELIVERY

Show tc whom and date deliveredeececiceanea &
[3 RESTRICTED DELIVERY.

Show to whom, date, and addrass of delivery S

(CONSULT PGSTMASTER FOR FEES)

2. ARTICLE ADDRESSED TO:

Mr. Curtis Smith
Texaco Producing

P. 0. Box 3109 Midland, TX

3.

ARTICLE DESERIPTION:
REGISTERED NO. L CERTIFIED NO.

569554

INSURED NO.

{Always obtain signatura of addrassee er agent)

1 have received the articie described above.
SICHATURE , [JAddre AlJAu horized spgent
Y

~ W

. 7 &,
DATE G neuveay / POSTMARK

YW CAILHIDI ONY GIHASNY ‘QIYILSIDAY 1413038 NUNLSY

.

ADTRUTS (Complete onty if recueswd)

6.

CLEAX &

1HTIALS

UNABLE TS DLl TR ELCAUSE:

<7GPO & 1979-200-459

G} SENDER:  Complete hems 1, 2, and 3.

a Add your address in the "RETURN TO™ space on
g TEVOLRG,

&l 1. The following service is requested (check ane))

-: [J Show to whom and date delivered. veveeeeones ——
g K] Show to whom, date and address of delivery...__ ¢
S 0 RESTRICTED DELIVERY

o Show to whom and date delivered. cceceveecae . €

{J RESTRICTED DELIVERY.
Show to whom, date, and addrass of delivery .S ___

(CONSULT POSTMASTER FOR FEES)

2. ARTICLE ADDRESSED 'IOt”: 4“_
Mr. Jens Hansen
Bass Enterprises
201 Main St. Ft. Worth, Texas

3. ARTICLE DESCRIFTION:

REGISTERED NO. gﬁggs‘%} INSURED MO,

{Always obiain sisnawrire of addresses or agant)

I have received the article described above.

SIGNATURE  [JAddreassee vthorized agemt
. , vt e
5] :uvyv POSTMARX
5. ACORESS (Complets only d)
1
6. UNABLE TO CELIWER BECAUSE: CLERK'S
INITIALS

TV ORI ALAR DD Ay AFUNENIE'CIYILSITIZY ‘1413DTY NHNLIY

YrerO : 1979.308-469



STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 9520
Order No. R-8790

APPLICATION OF EXXON CORPORATION

FOR COMPULSORY POOLING, LEA
COUNTY, NEW MEXICO

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on November
9, 1988, at Santa Fe, New Mexico, before Examiner David R.
Catanach.

NOW, on this 30th day of November, 1988, the Division
Director, having considered the testimony, the record, and
the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

(1) Due public notice having been given as required by
law, the Division has jurisdiction of this cause and the
subject matter thereof. .

(2) The applicant, Exxon Corporation, seeks an order
pooling all mineral interests from the surface to the base
of the Undesignated South Salt Lake-Morrow Gas Pool under-
lying the W/2 of Section 32, Township 20 South, Range 33
East, NMPM, Lea County, New Mexico, forming a standard
320-acre spacing and proration unit for any and all forma-
tions and/or pools within said vertical limits developed on
320~acre spacing.
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(3) At the time of the hearing, it was determined that
the proposed well, which is to be dedicated to the above
described proration unit, is located at an unorthodox gas
well location 1980 feet from the North 1line and 1420 feet
from the West line (Unit F) of said Section 32.

(4) The applicant has the right to drill and proposes
to drill a well at the above described unorthodox gas well
location.

(5) Prior to commencing drilling operations, the
applicant should be required to obtain Division approval for
the above described unorthodox gas well location.

(6) There are interest owners in the proposed prora-
tion unit who have not agreed to pool their interests.

(7) To avoid the drilling of unnecessary wells, to
protect correlative rights, to avoid waste, and to afford to
the owner of each interest in said unit the opportunity to
recover or receive without unnecessary expense his just and
fair share of the production in any pool completion result-
ing from this order, the subject application should be
approved by pooling all mineral interests, whatever they may
be, within said unit.

(8) The applicant should be designated the operator of
the subject well and unit.

(9) Any non-consenting . working interest owner should
be afforded the opportunity to pay his share of estimated
well costs to the operator in lieu of paying his share of
reasonable well costs out of production.

(10) Any non-consenting working interest owner who does
not pay his share of estimated well costs should have with-
held from production his share of the reasonable well costs
plus an additional 200 percent thereof as a reasonable
charge for the risk involved in the drilling of the well.
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(11) Any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs
but actual well costs should be adopted as the reasonable
well costs in the absence of such objection.

(12) Following determination of reasonable well costs,
any non-consenting working interest owner who has paid his
share of estimated costs should pay to the operator any
amount that reasonable well costs exceed estimated well
costs and should receive from the operator any amount that
paid estimated well costs exceed reasonable well costs.

(13) The applicant proposed that overhead rates of
$6068.00 per month while drilling and $660.00 per month
while producing be fixed as reasonable charges for super-
vision (combined fixed rates).

(14) Average overhead rates obtained from Ernst &
Whinney 1988 Survey of Combined Fixed-Rate Overhead Charges
for 0il and Gas Producers are substantially lower than those
proposed by the applicant.

(15) The overhead rates proposed by the applicant
should be adjusted to reflect amounts more in 1line with
current industry averages.

(16) $5500.00 per month while drilling and $550.00 per
month while producing should be fixed as reasonable charges
for supervision (combined fixed rates); the operator should
be authorized to withhold from®' production the proportionate
share of such supervision charges attributable to each non-
consenting working interest, and in addition thereto, the
operator should be authorized to withhold from production
the proportionate share of actual expenditures required for
operating the subject well, not in excess of what are
reasonable, attributable to each non-consenting working
interest.

(17) All proceeds from production from the subject well
which are not disbursed for any reason should be placed in
escrow to be paid to the true owner thereof upon demand and
proof of ownership.
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(18) Upon the failure of the operator of said pooled
unit to commence the drilling of the well to which said unit
is dedicated on or before March 1, 1989, the order pooling
said unit should become null and void and of no effect
whatsoever.

(19) Should all the parties to this forced pooling
reach voluntary agreement subsequent to entry of this order,
this order shall thereafter be of no further effect.

(20) The operator of the well and unit shall notify the
Director of the Division in writing of the subsequent volun-
tary agreement of all parties subject to the forced pooling
provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, from
the surface to the base of the Morrow formation underlying
the W/2 of Section 32, Township 20 South, Range 33 East,
NMPM, Undesignated South Salt Lake-Morrow Gas Pool, Lea
County, New Mexico, are hereby pooled to form a standard
320-acre gas spacing and proration unit for any and all
formations and/or pools within said vertical limits develop-
ed on 320-acre spacing, said unit to be dedicated to a well
to be drilled at a proposed unorthodox gas well 1location
1980 feet from the North line and 1420 feet from the West
line (Unit F) of said Section 32.

PROVIDED HOWEVER, the Operator of said wunit shall
commence the drilling of said well on or before the 1lst
day of March, 1989, and shall thereafter continue the
drilling of said well with due diligence to a depth
sufficient to test the Morrow formation.

PROVIDED FURTHER THAT, in the event said operator does
not commence the drilling of said well on or before the 1st
day of March, 1989, Ordering Paragraph No. (1) of this order
shall be null and void and of no effect whatscever, unless
sald operator obtains a time extension from the Division for
good cause shown.
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PROVIDED FURTHER THAT, should said well not be drilled
to completion, or abandonment, within 120 days after com-
mencement thereof, said operator shall appear before the
Division Director and show cause why Ordering Paragraph No.
(1) of this order should not be rescinded.

(2) Prior to commencing drilling operations on the
subject well, the applicant shall be required to obtain
Division approval for the above described unorthodox gas
well location.

(3) Exxon Corporation is hereby designated the opera-
tor of the subject well and unit.

(4) After the effective date of this order and within
90 days prior to commencing said well, the operator shall
furnish the Division and each known working interest owner
in the subject unit an itemized schedule of estimated well
costs.

(5) Within 30 days from the date the schedule of esti-
mated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share
of estimated well costs to the operator in lieu of paying
his share of reasonable well costs out of production, and
any such owner who pays his share of estimated well costs as
provided above shall remain liable for operating costs but
shall not be liable for risk charges.

(6) The operator shall 'furnish the Division and each
known working interest owner an itemized schedule of actual
well costs within 90 days following completion of the well;
if no objection to the actual well costs is received by the
Division and the Division has not objected within 45 days
following receipt of said schedule, the actual well costs
shall be the reasonable well costs; provided however, if
there 1s objection to actual well costs within said 45-day
period the Division will determine reasonable well costs
after public notice and hearing.
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(7) Within 60 days following determination of reason-
able well costs, any non-consenting working interest owner
who has paid his share of estimated well costs in advance as
provided above shall pay to the operator his pro rata share
of the amount that reasonable well costs exceed estimated
well costs and shall receive from the operator his pro rata
share of the amount that estimated well costs exceed reason-
able well costs.

(8) The operator is hereby authorized to withhold the
following costs and charges from production:

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is
furnished to him.

(B) As a charge for the risk invelved in the
drilling of the well, 200 percent of the pro
rata share of reasonable well costs attribut-
able to each non-consenting working interest
owner who has not paid his share of estimated
well costs within 30 days from the date the
schedule of estimated well costs is furnished
to him.

(9) The operator shalf distribute said costs and
charges withheld from production to the parties who advanced
the well costs.

(10) $5500.00 per month while drilling and $550.00 per
month while producing are hereby fixed as reasonable charges
for supervision (combined fixed rates); the operator is
hereby authorized to withhold from production the propor-
tionate share of such supervision charges attributable to
each non-consenting working interest, and in addition there-
to, the operator is hereby authorized to withhold from pro-
duction the proportionate share of actual expenditures
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required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working
interest.

(11) Any unleased mineral interest shall be considered
a seven-eighths (7/8) working interest and a one-eighth
(1/8) royalty interest for the purpose of allocating costs
and charges under the terms of this order.

(12) Any well costs or charges which are to be paid out
of production shall be withheld only from the working inter-
est's share of production, and no costs or charges shall be
withheld from production attributable to royalty interests.

(13) All proceeds from production from the subject well
which are not disbursed for any reason shall immediately be
placed in escrow in Lea County, New Mexico, to be paid to
the true owner thereof upon demand and proof of ownership;
the operator shall notify the Division of the name and
address of said escrow agent within 30 days from the date of
first deposit with said escrow agent.

(14) Should all parties to this forced pooling order
reach voluntary agreement subsequent to entry of this order,
this order shall thereafter be of no further effect.

(15) The operator of the well and unit shall notify the
Director of the Division in writing of the subsequent volun-
tary agreement of all parties subject to the forced pooling
provisions of this order.

(16) Jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.
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DONE at Santa Fe, New Mexico, on the day and vyear
aaasove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

) A: ﬂ& /~
N AN
DD R THIRE (e h

N Ao

WILLIAM J. LEJAY
Director






