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OIL & GAS CORP.

Gary C. Johnson
Senior Vice President &
General Counsel

June 1, 1997

Chevron U.S.A. Inc.
Post Office Box 1635
Houston, Texas 77251

Atlantic Richfield Company
P.0.Box 1610
Midland, Texas 79702

E/2 Section 20, Township 21 South, Range 36 East
Lea County, New Mexico

Gentlemen:

When accepted by Chevron U.S.A. Inc. (“Chevron”) and Atlantic Richfield Company
(“Arco”) in the manner hereinafter indicated, this Letter Agreement (“Agreement”) shall evidence
the agreement between Chevron, Arco and Citation Oil & Gas Corp., as general partner of Citation
1987 Investment Limited Partnership (“COGC”) pertaining to: (i) the ownership and operation of
the East Half (E/2) of Section 20, Township 21 South, Range 36 East, Lea County, New Mexico,
INSOFAR AND ONLY INSOFAR as to the oil, gas and other liquid or gaseous hydrocarbons that
may be produced from the vertical limits of the Eumont Gas Pool only, as defined in the New
Mexico Oil Conservation Commission’s Order No. R-520, dated August 12, 1954, and effective as
of November 1, 1954 (the “Communitized Acreage”); (ii) the resolution of issues pertaining to
certain proceeds of production, operating expenses and capital costs arising out of gas production
from three wells located on the Communitized Acreage and known as the Devonian State 2,
Devonian State 3, and Janda NCT A 2; and (iii) the disposition of Case No. 11638, a proceeding
now pending before the Oil Conversation Division of the State of New Mexico Energy, Minerals
and Natural Resources Department, which pertains to the Communitized Acreage.

1. Contemporaneously with their execution of this Agreement, but effective as of 7:00
o’clock a.m. on June 1, 1997 (the “Effective Date”), the parties shall execute and enter into that
certain A.A.P.L. Form 610-1989 Model Form Operating Agreement in the form attached hereto as
Exhibit A (the “Operating Agreement”), which shall govern the ownership of production from and
operation of the Communitized Acreage.

2. As of the Effective Date of the Operating Agreement, all existing wells associated with
the Communitized Acreage, whether or not such wells are currently producing or capable of
producing oil and/or gas in paying quantities or are temporarily or permanently abandoned
(including but not limited to the Devonian State 1, Devonian State 1'Y, Devonian State 2, Devonian
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State 3, Devonian State 4, Devonian State Com 1, State D1, Janda NCT A 1, Janda NCT A 2, State
2 20 1) and all future wells  associated with the Communitized Acreage shall be owned and
operated and in all other respects subject to the terms and provisions of the Operating Agreement.

3. The Operating Agreement shall be subject to the terms and provisions of that certain Gas
Communitization and Pooling Agreement dated October 8, 1958 (the “Communitization
Agreement”), except with respect to any provisions thereof that allocate or purport to allocate the
ownership of oil, gas or other minerals from the Communitized Acreage, and with respect to those
provisions, the percentages or fractional interests of the parties set forth under Paragraph 3 of
Exhibit “A” to the Operating Agreement shall govern and control over any such provisions of the
Communitization Agreement.

4. On the Effective Date of the Operating Agreement, that certain Agreement for Use of
Well (including the interests assigned therein) dated October 8, 1958 between the predecessors in
interest to the parties to this Agreement, pertaining to the sharing of revenues and expenses arising
out of production from the Devonian State Com 1, shall terminate and be of no further force and
effect.

5. Simultaneous with its execution of this Agreement, COGC shall pay Chevron $321,663,
and COGC shall pay Arco $339,992, representing the net amount due from COGC to such parties
as of 04/30/97, as a result of reconciliation of those certain revenues, expenses and capital costs
associated with the Devonian State 2, Devonian State 3, and Janda NCT A 2, as reflected on the
schedule attached hereto as Exhibit “B” entitled “FEumont - Preliminary Adjustment.” Within
sixty days of the date of execution of this Agreement by all parties hereto and using the same
methodology as is used in Exhibit “B”, the parties shall agree on and pay the net amount due one
another with respect to revenues and expenses arising out of operations of the Devonian State 2
and Devonian State 3 for the period of time from 04/30/97 to the Effective Date.

6. Upon receipt and in consideration of the payments provided for in paragraph S and the
mutual promises made to each other under this Agreement, Chevron and Arco release COGC,
Chevron and COGC release Arco, and COGC and Arco release Chevron from any and all claims
and/or causes of action arising prior to the Effective Date and pertaining to the costs and/or
expenses associated with, or the revenue from gas production from any and all of the wells
associated with the Communitized Acreage, including any such claims and/or causes of action
covered by that certain Statute of Limitations Tolling Agreement dated effective May 1, 1990.

7. Within ten days of the date of execution of this Agreement by all parties hereto, Chevron
shall withdraw its opposition to the relief sought by COGC in Case 11638, insofar as it seeks to:(a)
reclassify the Devonian State 2 (Unit B) and the Devonian State 3 (Unit A) from Eumont oil
wells to Eumont gas wells; (b) simultaneously dedicate those two wells to the Communitized
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Operator shall make no charge for services rendered by its staff attorneys or other personacl in the performance of the above
functions.

No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Uait, if sppropriate, has
been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by
all of the Drilling Parties in such well.

B. Loss or Failure of Title:
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(ingluding, if applicable, a successor in interest to such party) shall have nincty (90) days from final determination of «i

s
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cduction of interest from that shown on Exhibit “A,” the party credited with contributing the affected Lease or lmcr;iz

ect
Gas

failukg to 2cquire a new lease or other instrument curing the entirety of the ticle failure, which acquisition will not be su

to Arekle VIILB, and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil a
Leascs an] Interests; and,

(2) e party credited with contributing the Oil and Gas Lease or Interest affected by the title failure (icluding, if
applicable, a 3yccessor in interest to such party) shall bear alone the entire loss and it shall not be eaticled o fecover from
Operator or theNother parties any development or operating costs which it may have previously paid or ingetred, but there
shall be no additioha! liabilicy on its part to the other partics hereto by reason of such title failure;

(b) There shay! be no retroactive adjustment of expenses incurred or revenues received from the operation of the
Lease or Interest whict\has failed, but the interests of the parries contained on Exhibit "A” shall befevised on an acreage
basis, as of the time it isNletermined finally that title failure has occurred, so that the interest of gHe party whose Lease or
the Lease or Interest failed;

usly drilled on the Contract

Interest is affected by the titly failure will thereafter be reduced in the Contract Areza by the amount o

(c) If the proportionatd\interest of the other parties hereto in any producing well prev)
Area is increased by reason of the title failure, the party who bore the costs incurred in connegfion with such well attributable
to the Lease or Interest which has Ygiled shall receive the proceeds attributable to the increge in such interest (less costs and
burdens attributable thercto) until iNhas been reimbursed for unrecovered costs paid By it in connection with such well
attributable to such failed Lease or Interest;

(d) Should any person not a parti\to this agreement, who is determined t¢/be the owner of any Lease or Interest
which has failed, pay in any manner any pat of the cost of operation, developmepf, or equipment, such amount shall be paid
to the party or parties who bore the costs which are so refunded;

(c) Any liability to account to a person ndg a party to this agreement [br prior production of Oil and Gas which arises
by reason of title failure shall be borne severally cach party (including a predecessor to a current party) who received
production for which such accounting is required base\ on the amount of such production received, and each such parey shall
severally indemnify, defead and hold harmless all other parties hereto f6r any such liability to account;
(f) No charge shall be made to the joint account fg legal ¢ nses, fees or salaries in connection with the defense of
the Lease or Interest claimed to have failed, but if the party ¢qatriButing such Lease or Interest hercto elects to defend its title
it shall bear all expenses in connection therewich; and

(g) I any pacty is given credit on Exhibit "A” to p”Le@se or Interest which is limited solcly to ownership of an
interest in the wellbore of any well or wells and the prodyction thexefrom, such party’s absence of interest in the remainder
of the Contract Arca shall be considered 2 Failure of Tige as to such f¢maining Contract Area urless thac absence of interest
is reflected on Exhibit "A

2. Loss by Non-Pavment or Erroneous Payment 4f Amount Due: If, thiaugh mistake or oversighe, any rental, shut-in well

payment, minimum royalty or royalty payment, gf other payment necessary Yo maintain all or a portion of sn Od and Gas
Lease or Interest is not paid or is erroneously paid, and as a resulc a Lease or InKerest terminates, there shall be no monetaty
liability against the party who failed to mgke such payment. Unless the party Yho failed to make the required payment
secures 2 new Lease or Interest covering the same interest within ninety (90) days Ixpm the discovery of the failure to make
proper payment, which acquisition will Aot be subject to Article VIILB., che interests & the parties reflected on Exhibit "A”
shall be revised on an acreage basis, #fective as of the date of termination of the Leasd\or Interest involved, and the party
who failed to make proper paymeny/will no longer be credited with an interest in the Contigct Area on account of ownership
of the Lease or Interest which had terminated. If the party who failed to make the required payment shall not have been fully
reimbursed, at the time of the/loss, from the proceeds of the sale of Oil and Gas arttributable the lost Lease or Interest,
calculated on an acreage basy, for the development and operating costs previously paid on accounh of such Lease or Interest,
it shall be reimbursed fop’unrecovered actual costs previously paid by it (but not for its share of Ye cost of any dry hole
previously drilled or weHs previously abandoned) from so much of the following as is necessary to effechreimbursement:

(a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating\expenses and lease
burdens chargeable/hercunder to the person who failed to make payment, previously accrued 1o the credit olhe Jost Lease or
Intesest, on an agteage basis, up to the amount of unrecovered costs; )

eeds of Oil and Gas, less operating expenses and lcase burdens chargeable hereunder to the persdg who failed
ent, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafter produced and
marketedfexcluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest tera¥pation,

termyihation is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parNes
in/roportion to their respective interests refiected on Exhibit "A™; and,
(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner
3. Other Losses: All losses of B o omrritted : oo o o
PAPt—end—+¥-B2—2bove shall be joint losses and shall be borne by all pzrtlcs in proportion to their interests shown on
Exhibit "A.” This shall include but not be limited to the loss of any Lease or Interest through failure to develop ot because
xpress or implied covenants have not been performed (other than performance which requires only the payment of moncy),
and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended There shall be no
readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. Lo
4. Curing Title: In the event of a Failure of Title under Article IV.B.1. or a loss of title under Amcl: IVBZ nbovc any
Lease or Interest acquired by sny party hereto (other than the party whose interest has failed or was lost) during che nincty
(90) day period provided by Article IV.B.1. and Article 1V.B.2. above covering all or a portion of the mu:res;.xhau as failed
or was lost shall be offered at cost to the party whose interest has fziled or was lost, and the provxsmns oI Aruclc VIILB.

shall not apply to such acquisition.
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ARTICLE V.
OPERATOR

A. D'esign:.uion and Responsibilities of Operator:
Citation shall be the Operator of the Contract Area, and shall condua
and direct and have full control of all operations on the Coniract Area as permitced and required by, 2ad within ¢
this agreement. In its pecformance of services hereunder for the Non-Operators, Operator shali be an independes

se limits of

W conuractor
not subject to the control or direction of the Non-Operators excep: zs 1o the rype of operation to be undertaken in accordance
with the election procedures contained in this agreement. Operztor shall not be deemed, or hold itself our as, the agenc of the
Non-Opcrators with authority to bind them to any obligation or liability assumed or incurred by Operator 2s to any third
party. Operator shall conduct its activities under this agreement as a reasonable prudent operzzor, in a good 2nd workmanlike
manner, with due diligence and dispatch, in accordance with good oilfield pracrice, and in compliance with applicable Jaw and
regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or habilities incurred
except such as may result from gross negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

L. Resignation or Remaval of Operator: Operator may resign at any time by giving written notice thereof 10 Non-Operators.

If Operator terminates its legal existence, no longer owns an interest hereunder in the Concract Area, or is no longzr capable of
serving as Operator, Operacor shall be deemed to have resigned without any action by Non-Operators, excep: the selection of 2
successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning 2 mzjority interest
based on ownership as shown on Exhibit "A™ remaining after excluding the voting interest of Operator; such vote shall not be
deemed effective until 2 written notice has been delivered to the Operator by 32 Non-Operator dezailing the alleged default and
Operator has failed to cure the default within thirry (30) days from its receipt of the notice or, if the defaul concerns an
operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, “good cause™ shall
mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the siandards of
operation contained in Article V.A. or macerial failure or inability to perform its obligations under this agreement.

Subject to Acricle VILD.1,, such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator
or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of
Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a
Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest w0 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 under any provision of this 2grecment, 2

successor Operator shall be selected by the pardies. The successor Operator shall be selecied 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
alfirmative vote of two (2) or more partics owning a majority interest based on ownership as shown on Exhibic "A™;
provided, however, if an Operator which has been removed or is deemed 1o have resigned fzils to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning 2 majority
interest based on ownership 25 shown on Exhibit "A” remzining after excluding the voting interest of the Operator that was
removed or resigned. The former Operator shall prompily deliver to the successor Operator al! records and daw relating ro
the operations conducted by the former Operator to the exten: such records and data are not already in the possession of the
successor operator. Any cost of obtaining or copying the former Operaror's records 2nd datz shall be charged to the joint
account.

3. Effect of Bankruptey: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed o have
resigned without 2ny action by Non-Operators, except the selection of a successor. 1f a petition for relicf under the federal
bankruprcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all
Non-Operators and Operator shall comprise an interim operating commiccee to serve until Operator has elected (0 reject or
assume this agreement pursuant to the Bankruptcy Code, and an election 1o reject this agreement by Operztor 25 2 debtor in
possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators,
except the selection of a successor. During the period of time the operating committee controls operations, all actions shall
require the approval of two (2) or more parties owning 2 majority interest based on ownership as shown on Exhibit "A.”" In
the event there are only two (2) parties to this agreement, during the period of time the operating committee controls
operations, a third party acceptable to Operator, Non-Operator and the federal bankruptey court shall be sclected as 2
member of the operating commirtee, and all actions shall require the approval of two (2) members of the operating
committee without regard for their interest in the Contract Area based on Exhibit "A
C. Employees and Contractors:

The number of employees or contractors used by Operator in conducting operations hc.—:und:rt their sclection, and che
hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or
contractors shall be the employees or contractors of Operator.

D. Rights and Duties of Operator:

1. Competitive Rates and Use of Affiliates: All wells drilled on the Conrract Arca shall be drilled on s competitive

contract basis at the usual rates prevailing in the area. If it so desires, Operator mzy employ its own tools and equipmeat ia

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 prrformed by
Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors
who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator
shall be performed or supplied at competitive rates, pursuant to written agreement, sad in accordance with customs and
standards prevailing in the industry. . (

2. Dischacge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay

and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charge each of the partics hereto with their respective proportionate 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 credics
made and received. -

of contractors and suppliers and wages and salaries lor services rendered or performed, and for materials supplied on, to or in
respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Arca free from
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liens and encumbrances resuliing therefrom except for those resulting from a bona fide dispute as to services rendered or

marerials supplied.
3 4. Custody of Funds: Opera:or shall hold for the account of the Non-Operators any funds of the Non-Operzcors advanced
4 or paid to the Operator, cither for the conduct of operations hereunder or as a result of the sale of production from the
5  Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until
6 used for their intended purpose or otherwise deliver=d to the Non-Operators or applied roward the paymeat of debrs 2s
7 provided in Article VILB. Nothing in this paragraph shzll be construed to establish a fiduciary relationship berween Operator
8  and Non-Operators for any purpose other than to account for Non-Operator funds as herein specificaliy provided. Noching in
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the
10 parties otherwise specifically agree.
1 5. Access to Contrace Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator
12 or its duly auchorized representative, ac the Non-Operator’s sole risk and cost, full and free access at all reasonable times to
13 all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of
‘4 operations conducted thereon or production therefrom, including Operator’s books and records relating theretw. Such access
15 rights shall not be exercised in a manner interfering with Operator’s conduct of an operation hereunder and shall not obligate

16 Operator to furnish any geologic or geophysical dara of an interpretive nature unless the cost of preparation of such
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any
18 and all reports and information obtained by Operator in connection with production and related items, including, without
19 limitation, meter 2nd chart reporrs, producion purchaser statements, run tickets and monthly gauge reports, but excluding
20 purchase contracts and pricing information o the extent not applicable to the production of the Non-Operator seeking the
21  informadion. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures
22 shall be conducted in accordance with the audit protocol specified in Exhibit “C."

23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to

24 cach requesting Non-Operator not in defaule of its payment obligitions, zll operational notices, reports or applications
25 required to be filed by local, Szate, Federal or Indian agencies or authorities having jurisdiction over operstions hereunder.
26 Lach Non-Operaror shall provide 1o Operator on a timely basis all information necessary to Operator 1o make such filings.

27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not
28 limited to che lnitial Well:
29 (2) Operator will promptly advise Non-Operators of the date on which the well is spudded, or the date on which

30 drilling operations are commenced.

31 (b) Operator will send to Non-Operators such reporss, test results and notices regarding the progress of operations on the well

32 as the Non-Operators shall reasonably request, induding, but not limited to, daily drilling reports, completion reports, and well logs.

23 (c) Opeator shall adeguately rest all Zones encountered which may reasonably be expected (o be capable of producing
Oil and Gas in paying quantities as 3 resul: of examination of the electric log or any other logs or cores or tests conducted

2> hereunder.

36 8. Cost Estimnates. Upon request of any Conseating Party, Operator shall furnish estimates of current and cemelative costs

37 incurred for the joint account at reasonzble intervals during the conduct of eny operation pursuant ¢ this pgreement,

38 Operator shall not be held lizble for errors in such estimates so long as the estimates are made in good {aith

39~

lasuruace. Ae all_ i J;:I'\“J'AA:“"L’\ ik aducied—horeunder; r\; ¢ hell tl, vih—e) Hers—

{_the state where the operations are being conducted; provided, however, that Operator_maet seif
41 insurer for liability under satte

40 compensatio;
snsation laws in which event the only charge that shall be made
42 e as provided in Exhibic "C." Operator siih

Tic joint account shuil
arry or provide insurance for the
43 hs outlined in Exhibit "D attached hereto 2nd made a patr

T of the joint account of the parties
75t shall require all contracrors engaged in work on

44 »r for the Contract Area to comply with the workers ¢ =tsation law of tate where the operations are being conducted

45 knd to maintain such other insurance as OwerzTGr may require.

46 In the event automobile4r=TTity insurance is specified in said Exhibit "D,” or subsequently recerves 2pproval of the

47 racries  ng chazge chall he made by Doerarar for preinms. poid far such insucance foc QOpesaiors ueal

48 e - See Article XVI. Page 17 for substitute Paragraph V. D. 9.

49 ARTICLE V1.

50 DRILLING AND DEVELOPMENT

S1 A Initial Well:

52 Favy Lot } )| o { - 10 ; f\' et 1 lashe - ’ i b X b
53 I eH-ni—thefol 4 1 P

54 It is spec1f1cally understood and agreed that the Shell 0il Company - Devonian

5 State Well No. 1, located in the Northeast Quarter of Secticn 20, T21S, R36E,

56 Lea County, New Mexico, shall for all purposes hereunder be considersd as the

57 “Initial Well" under that certain Gas Cammunitization and Pooling Agreement dated
58 October 8, 1958, by and between Shell 0il Campany, as Operator, and Gulf Oil

59 Corporation, et al, as Non-Operators, reference to whlch is hereby made for all

G0 2 obiall ¢} £ N +} 11'5(' 1 citeel l!

Gl parposes, and that such well is hereby designated as the "Initial Well" under this
62 Operating Agreement.

G3
64 -
65
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69  B. Subsequent Operations:

70 1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Area other than the Init u! Wcll or
71 if any party should desire to Rework, Sidetadi, Decpen, Recomplete or Plug Back a dry hole or a well no longer apablc of
72 producing in paying quantities in which such party has not otherwise relinquished its interest in the praposed objective Z ZOnc under
73 this agreement, the party desiring 1o drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a wel: shali pive written |
74 notice of the proposed operation to the panties who have not otherwise relinquished their incerest in such objective Zoae
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under this agreement and 1o all other parties in the case of 3 proposal for Siderracking or Deepening, spacifving the work ¢ be
performed, the location, proposed depth, objective Zone and the estimared cost of the operation The peries 10 whom sach 2
notice is delivered shall have chiry (30) days afier receipt of the noazice within which (o notify the party prepesing to do the work
whether they clect o participate in the cost of the proposed operation If a drilling rig is on location, notice of a proposal to
Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shal! be limited (o forry-
cight (48) hours, exclusive of Sarurday, Sunday and legal holidays. Failure of a party to whom such notize is delivered to reply
within the period above fixed shall constiture an election by that party not to pariicipate in the cost of the proposed operation
Any proposal by 2 party to conduct an operation conflicing with the operation initially proposed shall be delivered to all parties
within the time and in the mannzr provided in Articie VIBG.

If 2ll parties to whom such notice is delivered elzct to participate in such 2 proposed operation, the parties shall be
contractually committed to participate therein provided such operations are commenced within the time pzriod hereafier set
forch, and Operator shall, no later than ninety (90) days after expiration of the notice period. of thircy (30) days (or as
promptly as practicable after the expiration of the forry-cight (48) hour period when a drilling rig is on Iacation, as the case
may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of
the parties participating therein; provided, however, said commencement date may be extended upon written notice of same
by Operator to the other parties, for a2 period of up to thirty (30) additional days if, in the sole opinion of Operator, such
additional time is reasonably necessary 1o obtain permits from governmental authorities, surface rights (including rights-of-
way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or
acceprance. If the actual operation has not been commenced within the time provided (including any ex:ension thereo! as
specifically permizted herein or in the force majeure provisions of Article XI) and if any parry hereto still desires to conduct
said operation, writien notice proposing same must be resubmirted to the other parties in accordance herewith as if no prior
proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or
Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation,
reimburse the Drilling Parties in accordance with Arcicle VIBA4. in the event of a Deepening operation and in accordance
with Article VLB.5. in the event of 2 Sidetracking operation.

2. Operations by less Than All Parties:

(a) Dererm:nation of Parcicipation. If any party to whom such notice is delivered as provided in Article VIB.1. or
VI.C.1. (Option No. 2) elects not to participate in the proposed operation, then, in order to be entitied to the benefits of this
Articie, the parry or parties giving the notice and such other parties as shall elect 1o participate in the operation shall, no
later than ninery (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable afier the
expiration of the forey-eighc (48) hour period when a drilling rig is on location, as the case may be) actually commencze 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 equipmen: is on location, and if Operator is @ Non-Consenting Parry,
the Consenting Parties shall cicther: (i) request Operator to perform the work required by such propesed operation for the
account of the Consenting Parcies, or (ii) designate one of the Consenting Parties as Operator to perform such work, The
rights and duties granted to and imposed upon the Operator under this agreement are granted o and imposed upon the parcy
designated as Opzrator for 2n operation in which the original Operator is a Non-Conseatiag Party. Consenting Parties, when
conducting operations on the Contract Area pursuant to this Article V1.B.2, shall comply with all terms and conditions 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 all Parties of the toral Iaterest of the parties approving such operztion and its
recommendation as to whether the Conseating Parties should proceed with the operation as proposed. Lachi Consenting Parry,
withia forry-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notics, shall advise the
proposing party of its desire to (i) limit participation to such parry’s interest as shown on Exhibit "A” cr (ii} carry only its
proportionate part (determined by dividing such parry's interest in the Contract Area by the interes:s of al! Consenting Parties in
the Contract Area) of Non-Consenting Parties” incerests, or (iii) carry its proportionaze part (dstermined as provided in (if})) of
Non-Consenting Parties’ interests together with all or a portion of its proportionate part of any Non-Consenting Parties’
interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is no: carried by a
Conseating Parery shall be decmed to be carried by the party proposing the operation if such party does not withdraw its
proposal. Failure 1o advise the proposing party within the time required shall be deemed an election under (i) . In the even: 3
drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a
total of forry-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing parey, at its election, may
withdraw such proposal if there is less than 1009 participation and shall notify all parties of suci decision within ten (10)
days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period.
1f 103% subscription to the proposed operation is obtzined, the proposing party shall promp:ly notify the Consenting Parties
of their proportionate interests in the operation and the party serving as Operator shall commeznce such operation wichin the
pesiod provided in Arcicle VIB.1,, subject to the same extension right as provided therein.

(b) Relinguishment of Interest for Non-Participation. The entire cost and risk of conducting such operations sha!l be

borne by the Consenting Parcies in the proportions they have elected to bear same under the terms of the preceding
paragraph. Consenting Parties shall keep the leaschold estates involved in such operadions free aad ciear cf zll liens and
encumbrances of every kind created by or acising from the operations of the Consenting Parties. If such an operation results
in a dry hole, then subject to Articles VIB.G. and VLE3, the Coascnting Parties shall plug and abandon the well and restore
the surface location at their sole cost, risk and expease; provided, however, that those Non-Consenting Parties that
participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their propor‘rionnte
shares of the cost of plugging and abandoning rhe well and restoring the surface location insofar only s those costs were not
increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, Deepened,
Recompleted or Plugged Back unde: the provisions of this Article resules in a well capable of producing Oil and/or Gas in
paying quantities, the Consenting Parties shall Complete snd equip the well o produce ac their sole cost and risk; and the
well shall then be turned over to Operator (if the Opcrator did not conduct the operation) and shall be o;xrachi by it at the
expense snd for the account of the Consenting Parties. Upon commencement of operations for the drillihg, Rewo_‘rking,
Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in accordanced 'wi‘h the
provisions of this Article, each Non-Consenting Party shall be dicm:d to have relinquished to Oonscmmg Pamcs nnd xh:

. 7 J
Consenting Partics shall own and be entitled to receive, Preinp FYNES (PATERT VSV TP NIV FT T all of such Non-

Consenting Party’s intcrest in the well and share of production therefram or, in the case of 2 Reworking, Sndcrrkag
* +ha cama nrarticm in which +hou hare cnete AF evmh Ameratian



AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1939

M~ O\ B e

11
12
13
14
15
16
17
18

20
21
22
23
24
25
26
27
28
29
30
31
32
33

5
36
37
38
39
40
41
42
4
44
45
46
47

48"

49
50
5t
52

54

<
Pl

56
57
58
59
60
61
62
63

65
%

68
69
70
71
72
73
74

Deepening, Recompleting or Plugging Badk, or 2 Complecion pursuaar to Arcicle VI.C1. Oprion No. 2, all of such Noa-
Consenting Parry's interest in the production obrained from the operation in which the Non-Consenting Party did not elect
to participate. Such relinquishment shall be effective uatil the proceeds of the sale of such share, calaciated at the well, or
market value thereofl if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes,
royalty, overriding royalty and other interests not excepted by Arcicle IILC payable out of or measured by the production
from such wcll?’aécmmg with respect 1o such iaterest uatil it reverzs), shall equal the rotal of the following:

(O]
beyond the wellhead connections (including but na: 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 Parry's relinquished interest shall revert o it under other
provisions of this Article, it being agreed that each Non-Consenzing Parry's share of such costs and equipmznt will be that
interest which would have been chargeable to such Non-Consenting Parry had it participaced in the well from the beginning
of the operations; and

(i) __ 200 % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening,
Plugging Back, testing, Completing, and Recompleting, afier deducting any cash contributions received vnder Article VIILC,

% of each such Non-Consen:ing Party's share of the cost of 2ny newly acquired surface equipment

and of (b) that portion of the cost of newly acquired equipment in the well (10 and including the wellhead connections),
which would have been chargeable to such Non-Consenting Party if it had participated therein.

Norwithstanding anyching to the contrary in this Article VIB,, if the weil does not reach the deepest objective Zone
described in the notice proposing the well for reasons other than the encountering of granite or pracrically impenetrable
substance or other condition in the hole rendering further operazions impracticable, Operator shall give notice chereof to each
Non-Consenting Party who submitted or voted for an alternative propoesal under Article VIB.6. to drill the well 10 2
shallower Zone than the deepest objective Zone proposed in ths notice under which the well was drilled, and each such Non-
Consenting Parry shall have the option 1o participate in the initial proposed Completion of the well by paying its share of the
cost of drilling the well to its acrual depth, calcuiated in the manner provided in Arcicle VI.B.4. (2). If any such Non-
Consenting Party does not elect to participate in the first Complezion proposed for such well, the relincuishment provisions
of this Article VI.B.2. (b) shall apply to such party’s interest.

(c) Reworking, Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or

Deepeaing of 'a well shall be deemed 20 election no: to participate in aay Reworking or Plugging Back operation proposed in
such a well, or porrion thereof, to which the initia} non-conseat election applied that is conducted at any time prior to full
recovery by the Consenting Partics of the Non-Consenting Party's recoupment amount. Similarly, an election not to
participate in the Completing or Recompleting of 2 well shal! be deemed an election not to participate in any Reworking
operation proposed in such a well, or portion thereof, to which the initial non-conseat election applied that is conducted at
any time prior 1o full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment amount. Any such
Reworking, Recompleting 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 2ddzd to the sums to be recouped by the Consenting Partiss __ 200 g of
that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Non-Consenting Party had it pariicipated therein. If such 2 Reworking, Recompleting or Plugging Back opcration is
proposed during such recoupment period, the provisions of this Article VLB, shall be applicable as betwesn said Consenting
Pacties in said well.

(¢) Recoupment Matrers. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's
share of production, or the proceeds therefrom, Censenting Pirzies shall be responsible for the payment of all 2d valorem,
production, severance, excise, gathering and other tzxss, and al! royalty, overriding royalry and other burdens applicable to
Non-Consenting Parry’s share of production not excepted by Articlte 1I1L.C.

In the case of any Reworking, Sidetracking, Plugging Bick, Recompleting or Deepening operation, the Consenting
Parties shall be permirted 1o use, free of cost, all czsing, twbing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon zbandonment of a well after such Reworking, Sidetracking, Plugging Back,
Recompleting or Deepening, the Consenting Partics shall account for all such equipment to the owners thereof, with each
party receiving its proportionate part in kind or in velue, less cost of salvage.

Within ninety (90) days after the completion of any operation under this Arricle, the party conducting the operatioas
for the Consenting Parties shall furnisk each Non-Coasenting Party with an inventory of the equipmen: in 2nd connected to
the well, and an itemized statement of che cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing,
Recompleting, and equipping the well for productior; or, at its option, the operating party, in lieu of a0 itemized starement
of such costs ol operation, may submit a detailed stziement of monchly billings. Each month thereafter, during the time the
Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties
shall furnish the Non-Consenting Parties with an itemized stzzement of all costs and liabilities incurred in the operation of
the well, together with a statement of the quantiry of Oil and Ges produced from it and the amount of proceeds realized from
the sale of the well's wosking interes: production during the preceding month. In determining the quantity of Oil and Gas
produced during any month, Consenting Parties shall use industry accepred methods such as buc not limited to metering or
periodic well tests. Any amount realized from the saie or other disposition of equipment newly acquired in connection wizh
any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited
against the tocal unrcturned costs of the wock done and of the equipment purchased in decermining when the interest of such
Non-Consenting Party shall severe to it as above provided; and if there is a credit balance, it shall be paid to stch Non-
Conseating Parry. v

If and when the Consenting Partics recover from a Non-Consenting Party's relinquished interest the amounts prondcd
for above, the relinquished interests of such Non-Consenting Parry shall automatically revert to it as of 7:06 a.m. on the day
following the day on which such recoupment occurs, and, from and afier such reversion, such Non-Consenting Pgrry shall
owa the same interese in such well, the material 2nd equipment in or pertaining thereto, and the production xhcr'_cfrom as
such Non-Consenting Parry would have been entitled to had it participated in the drilling, Sidc:rzclin’g';"Rnl‘iavbrking
Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Conscating Parry shall be c:argcd with and
shall pay its proportionate part of the further cos:s of the operation of said well in accordance with the terms’ Of this
agreement and Exhibit "C” sttached hereto, T |

3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth :nd all l:s(s have
been complc(cd and the rcsulls thereof furnished to the parties, or when operations on rhc well h‘.lvc bccn ozhcrwlsc
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Sidetracking, Deepening, Recompleting, Plugging Back or Complating operation in such 2 well {including the period required
under Article VIE6 1o resolve competing proposals) shzll be charged and borne as part of the dreilling er Deepening

peration just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permicted,
whichever [irst occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms
of the second grammatical paragraph of Article VILB.2. (a), shall be charged to 2nd borne as part of the proposed operation,
buc if the proposal is subsequently withdrawn because of insufficient parricipation, such stand-by costs shall be allocaced
between the Consenring Parties in the proportion each Consenting Parry's interest as shown on Exhibit "A™ bears (o the toral
interest as shown on Exhibit “"A™ of all Consenting Parties.

In the event that notice for a Sidetracking operation is given while the drilling rig 10 be utilized is on location, any party
may request and receive up to five (5) additional days after expiration of the forry-eight hour response period specified in
Article VIEB.1. within which to respond by paying for all siand-by costs and other costs incurred during such extended
response period; Operator may require such party 1o pay the estimated stand-by time in advance as 2 condition to extending
the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be
allocated berween the parties taking additional time to respond on a day-to-day basis in the proportion cach electing party’s
interest as shown on Exhibit "A™ bears to the toral interest 25 shown on Exhibit "A” of all the electing parties.

4. Deepening: If less than all the parties elecr to participate in 2 drilling, Sidetracking, or Deepening operation proposed
pursuant to Articie VIB.1, the interest relinquished by the Non-Consenting Parties (o the Consenting Parcies under Article
VLB.2. shall relate only and be fimited to the lesser of (i) the total depth actually drilled or (ii) the objective depch or Zone
of which the parties were given notice under Article VI.B.1. ("Initial Objective™). Such well shall not be Deepened beyond the
Initial Objective without firsc complying with this Article to afford the Non-Consenting Parties the opportuniry to participate
in the Deepening operation.

In the event any Consenting Party desires to drill or Deepen a2 Non-Consent Well to 2 depth below the Initial Objective,
such party shall give notice thereof, complying with the requirements of Article VIB.1, to all partics (including Non-
Consenting Parties). Thereupon, Articles VIB.1. and 2. shall apply and all parties receiving such notice shall have che right o
participate or not participate in the Deepening of such well pursuant to said Articies VI.B.1. and 2. If a Deepening operation
is approved pursuant to such provisions, and if any Non-Consenting Parry clects to participate in the Deepening operation,
such Non-Consenzing party shall pay or make reimbursement (as the case may be) of the following costs and expenses:

(a) If the proposal 1o Deepen is made prior to the Completion of such well as a well capable of producing in paying
quantities, such Non-Consenting Parcy shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs
and expeases incurred in connection with the drilling of said well from the surface to the Iniual Objective which Non-
Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting
Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other
provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well
incurred by Consenting Parties prior to the point of actual opzrations to Deepen beyond the Inicia! Objective shzll be for the
sole account of Consenting Parties.

(b) If the propasal is made for a Non-Consent Well that has been previously Completed as a well cepable of producing
in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or
reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and
cquipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less
those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall
also pay its proportionate share of all costs of re-entering sa2id well. The Non-Consenting Pasties’ proportionate parc (bused
on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent
Well) of the costs of salvable materials and equipment remaining in the hole 2nd salvable surface equipment used in
connection wich such well shall be determined in accordance with Exhibit “C.” If the Consenzing Parties have recouped the
cost of drilling, Completing, 2nd equipping the well at the time such Deepening operation is conducted, then a Noa-
Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-encering the
well for Deepening.

The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Wel! prior
1o the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article
VLF.

5. Sidetracking: Any party having the right to participate in 2 proposed Sidetracking operation that does not own zn
interest in the affected wellbore at the time of the notice shali, upon electing to participate, tender to the welibore owners its
proportionate share (equal to its interest in the Sidetracking operation) of the value of thac portion of the existing wellbore
to be utilized as follows:

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the acrual costs
incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated

(b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shali be oa the basis of
such parry’s proportionate share of drilling and equipping costs 1ncurred in the initial drilling of the sell down to the depth
at which rhe Sidetracking operation is conducted, calculated in the manner described in Arcicle VIB 4(b) above. Such parry’s
proportionate share of the cost of the well's salvable materials 2nd equipment down to the depth ac which rthe Siderracking
operation is initiated shall be determined in accordance with the provisions of Exhibic "C."

6. Ocder of Preference of Operations. Except as otherwise specifically provided in this agreement, if any parry dcsxr:s o

propose the conduct of an operation that conflicts with a propasal that has been made by a party under this Article. VI, such
party shall have fifteen (15) days from delivery of the initial proposal, in the case of 2 proposal to drill a well or ro  perform
an operation on a well where no drilling rig is on location, or tweaty-four (24) hours, exclusive of Saturday, Sunday and legal
holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such opc.auoq is to be
conducted, to deliver to =l parties entitled to participate in the proposed operation such parry’s alternative propé_sal. such
alternate proposal to contain the same information required to be included in the initial proposal. Each party receiving such
proposals shall elect by delivery of notice to Operator within five (5) days after expiration of the proposa! pgripd, or ‘wichin
twenty-four (24) hours (exclusive of Sacturday, Sunday and legal holidays) if 8 drilling rig is on location for the well that’is the
subject of the proposals, to participate in one of the competing proposals. Any parry not electing within the time rcqu:rcd
shall be decmed not 1o have voted. The proposal receiving the vote of parties owning the largest agg{ggwrmm:gc )
interest of the parties voting shall have prioricy over all other competing proposals; in the case of 2 ‘(icv vote, rll"x: :
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initial proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to participate 1n the operation
within five (5) days after expiration of the election period (o:r within rwenty-four (24) hours, exclusive of Sacurday, Sunday
and legal holiduys, if a drilling rig is on location). Each party shall then have two (2) days (or ewenry-four (24) hours if 2 rig
is on location) from receipt of such notice to elect by delivery of notice to Operator 1o participate in such operation or 10
relinquish inzerest in the affecced well pursuand 1o the provisions of Article VIB.2; failure by 2 pacry to deliver notice within
such period shall be deemed 2n election not o participate in the prevailing proposal.

7. Conlormity to Spacing Pattern. Notwithstanding the provisions of this Arcicle VIB.2,, it is agreed that no wells shalf be
proposed to be drilied to or Completed in or produced from 2 Zone from which 2 well located elsewhere on the Conrract
Area is producing, unless such well conforms to the then-existing well spacing pactern for such Zone.

8. Paying Wells. No parry shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or
Siderracking operation under this agreement with respect to any well then capable of producing in paying quantities except
with the consent of all parties that have not celinquished interests in the well at the time of such operation.

C. Completion of Wells; Reworking and Plugging Back:

1. Completion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except 2ny well
drilled, Deepened or Sidetracked pursuant to the provisions of Articie VI.B.2. of this agreement. Consent 1o the drilling,
Deepening or Sidetracking shall include:

0 Oprion No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and

equipping of the well, including necessary tankage and/or surface facilities.

X Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When
such well has reached its authorized depth, and all logs, cores and other tests have been completed, 2nd the results
thereof furnished to the parties, Operator shall give immediate notice to the Non-Operators having the right to
participate in 2 Completion attempr whether or not Operator recommends atzempeing to Complete the well,
together with Operator's AFE for Completion costs if not previously provided. The parties receiving such notice
shall have forty-eight (48) hours (exclusive of Sarurday, Sunday and legal holidays) in which 1o elect by delivery of
notice to Operacor to participate in a recommended Completion attempt or to make a2 Completion proposal with an
accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting
with Operator’s proposal, to the other parties entitled to parcicipate in such Completion in accordance with the
procedures specified in Article VLB.G. Election to participate in a Completion attempr shall include consent to all
necessary expenditures for the Oompiﬂing and equipping of such well, including nccessary tankage and/or surface
facilities but excluding any stimulation operation not contained on the Completion AFE. 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; provided, that Article VIB.G. shall control in the case of
conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt 2 Completion, the
provisions of Article VIB.2. hereof (the phrase “Reworking, Sidetracking, Deepening, Recompleting ot Plugging
Back™ as concained in Article VIB.2. shall be deemed to include “Completing™) shall apply to the operations
thereafter conducted by less than all parties; provided, however, that Article VLB.2 shall apply separately o cach
separate Completion or Recompletion attempt undertaken hereunder, and an election to become 2 Non-Consenting
Party 25 tc one Completion or Recompletion attempe shall not prevent a party from becoming a Consenting Party
in subsequent Completion or Recompletion attempts regardiess whether the Consenting Parties 25 (o carlier
Completions or Recompletions have recouped their costs pursuant 1o Article VI.B.2,; provided further, that any
recoupment of costs by a Consenting Party shall be made solely from the production attriburable to the Zone in
which the Completion attempt is made. Election by 2 previous Non-Consenting Party to participate in a subsequent
Completion or Recompletion atcempt shall require such party to pay its proportionate share of the cost of salvable
materials and equipment installed in the well pursuant to the previous Completion or Recompletion arcemp,
insofar and only insofar as such materials and equipment benefic the Zoae in which such party participates in 2
Completion actempt.

2. Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Keworked,
Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking,
Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and
Complecting and equ:pping of said well, including necessary tankage and/or surface facilities.

D. Other Opcrations:
Operator shall not undertake any singie project reasonably estimated o require an expenditure in excess of ——
'I\rl"’\ty:fj_\lﬁ thonsand Dollars ($ 25,000, 00===_) except in connection with the
drilling, Siderracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously

authorized by or pursuant to this agreement; provided, however, rthat, in case of explosion, fire) flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as 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. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so
requesting an information copy thereof for any single project costing in excess of wenty=-five thousand - Dollars
($25,000,00-—— Any party who has not relinquished its interest in a well shall have the right ro propose that
Operator perform repair work or undertake the inscallation of artificial lift equipment or ancillary production facilities such as
salt water disposal wells or to conduct additional work witli respect to a well drilled hereunder or other similar project (but
no: including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall
be governed by separate agreement berween the parcies) reasonably estimated to require an expenditure in excess of che
amount first set forth above in this Article VI.D. (except in connection with an operation required to be proposi:d under
Articles VI.B.1. or VL.C.1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver such
proposal 16 all parties eatitled to participate therein. If within thirty (30) days thereof Operator secures the wri::c_r'm consent
of any party or parties owning at least — 35 *_ % of the interests of the parties entitled to participace in uch!ébération
cach party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated
to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursunm (S. (hc‘rcrms
of the proposal. . <A
E. Abandoament of Wells: e
1. Abandonment of Dry Foles: Except for any well drilled or Deepened pursuant to Article VIBZ nn) v well which hai .
been drilled or Decpened under the terms of this agreement and is proposed to be completed as aldry hole shall not be
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plugged and abandoned without the consent of all parties. Should Operator, after diligent effort, be unable o contact any
parzy, or should any party fail to reply within forry-eight (48) hours (exclusive of Sarurday, Sunday and legal holidays) 2iter
delivery of notice of the proposal to plug and abandon such well, such parry shall be deemsd to have conszated 1o the
proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and at the
cost, tisk and expense of the parties who participared in the cost of drilling or Deepening such well. Any party who objects to
plugging and abandoning such well by notice delivered to Operator within forry-cight (48) hours (exclusive of Sarurday,
Sunday and legal holidays) after delivery of notice of the propased plugging shall take over the well as of the ead of such
forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of
Article VI.B,; failure of such parry to provide proof reasonably satisfactory 1o Operator of its financial capability to conduct
such operations or to take over the well wichin such period or thereafter to conduct operations on such well or plug and
abandon such well shall entitle Operator to retain or take possassion of the well 2nd plug and abandan the well. The parcy
taking over the well shall indemnify Operator (if Operator is an abandoning parry) and the other sbandoning parties against
liability for any further operations conducied on such well except for the costs of plugging and abandoning the well and
restoring the surface, for which the 2bandoning parties shall remain proportionately liable.

2. Abandonment_of Wells That Have Produced: Except for any well in which a Non-Consent operation has been
conducted hescunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has
been completed as a producer shall not be plugged and abandored without the consent of all parties. If all parties consent to
such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and a2t the cost, risk
and expense of all the parties hereto. Failure of a party o reply within sixty (60) days of delivery of notice of proposed
abandonmeant shall be deemed an election to consent to the proposal. If, within sixcy (60) days after delivery of norice of the
proposed abandonment of any well, all parties do not agree to the abandonment of such well, those wishing to continue its
operation from the Zone then opea to production shall be obligared to take over the well as of the expiration of the
applicable notice period and shall indemnify Operator (if Operartor is 2n abandoning party) and the other abandoning parties
against liabiliry for any further operations on the well conducted by such parties. Failure of such party or parties to provide

proof reasonably satisfactary to Operator of their financial capability to conduct such operations or ro rake over the well
within the required period or thereafter to conduct operations on such well shall entitle Operazor to retain or take possession
of such well and plug and zbandon the well.

Parties taking over a well as provided herein shall tender to each of the other parties its proportionare share of the value of
the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C,” less the estimated cos¢
of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event
the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the
value of the well's salvable material and equipment, each of the abandoning parties shall tender 1o the parties continuing
operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign to the non-abandoning
parties, without warranty, express or implied, as to title or as 1o quantity, or fitness for use of the equipment and material, all
of its interest in the wellbore of the well and related equipment, together withi its interest in the Leasehold insafar and only
insofar 25 such Leaschold covers the right to obtain production from that wellbore in the Zone then open to production I the
interest of the zbandoning parry is or includes an Oil and Gas Interest, such party shall execute and deliver to the non-
abandoning parry or parties an oil 2nd gas lease, limiced to the wellbore and the Zone then open to prodaciion, for a term of
one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease 1o be on the form
atrached as Exhibit “B." The assignments or leases so limited shall encompass the Drilling Unit upon which thz well is located.
The payments by, and the assignments or leases to, the assignees shall be in 2 ratio based vpon the relationship of their
respective percertage of participation in the Contrace Area to the aggregate of the percentages of participation in the Contract
Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area.

Thereafter, abandoning parties shall have no further respoasibility, liability, or interest in the operation of or production
from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon
request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties 2t the rates and
charges contemplated by this agreement, plus any additional cost and charges which may arise as the resulc of the separate
ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in
further operations therein subject to the provisions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE1. or VLE2. above shall be zpplicable as
between Conscaring Parties in the event of the proposed abandonment of any well excepred from said Articles; provided,

however, no wel! shall be permanently plugged and abandoned unless and until all parties having the right to coaduct further
operations therein have been notified of the proposed abandonment and afforded the opportunicy to elect to take over cthe well
in accordance with the provisions of this Article VLE.; and provided further, that Non-Consenting Parties who own an interest
in a portion of the well shall pay their proporiionate shares of abandonment and surface restoration costs for such well as
provided in Article VIB.2.(b).

F. Terminacion of Operations:

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugzing Back, Decpzning, testing,
Completion or plugging of 2 well, inciuding but not limited to the Inicial Well, such operation shall not be terminated without
consent of parties bearing 65 % of the costs of such operation; provided, however, that in the event granite or other
practically impenetrable substance or condition in the hole is encountered which renders further operations impractical,
Operator may discontinue operations and give notice of such condition in the manner provided in Article VIB.1, and the
provisions of Article VLB. or VLE. shall thereafter apply 1o such operation, as appropriate. A
G. Taking Production in Kind:

@ Option No. 1: Gas Balancing Agreement Attached

Each party shall take in kind or separately dispose of its proportionate share of ali Oil and Gas produ'cd fmm the
Coatract Area, exdusive of production which may be usec in development and producing operations and in preparing and
treating Oil and Gas for marketing purposes and producion unavoidably lost. Any extra expenditure incurred in the’ taking
in kind ot separate disposition by any party of its propontionate share of the production shall be borne by such parcy. Any
party taking its share of production in kind shall be required to pay for only its proportionate share of such pan of
Operator's surface facilities which it uses. A

IERRETAL LTS

Each parry shall execute such division orders and contracts as may be necessary for the’ sale of its interest in
production from the Contract Area, and, except as provided in Article VILB, shall be entided ro reccive »pz)_'ncbr?(
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directly from the purchaser thereo! for its share of all production.

If any parey fails 16 make the arrangements necessary o take in kind or separzcely dispase of uts proportionate
chare of the Oil pro':?x?a l'rgr'\ the Contract Arez, Operator shall have she cight, subject to the revocaiion ar will by
the parry owning it, but not the obligation, 1o purchase such Oil or sa?
time, for the account of the non-taking party. Any such pucchase or sale by Operator may be terminacted by

10 10 Liners at any time inu [me time (o

Operator upon ac Jeast ten (10) days writzen notice to the owner of said production and shall be subject always to
the right of the owner of the production upon at least ten (10) days written ngrice to Operator o exercise 2t any
time its right to take in kind, or separately dispose of, its share of all 1|ﬁ§? /zo\lrouﬁy Felivered 10 purchaser.
Any purchase or sale by Operator of any other party’s share of o.]aqu onr,"lgr such reasoriabie periods of time
as are consistent with the minimum needs of the industry under the parcicular circumstances, but in no event for 3
period in excess of one (1) year,

Any such sale by Operator shall be in a manner commercially reasonable under the circumstances bur Operacor
shall have no dury to share any existing marke /B W%ﬁaxﬁr?‘gﬁgotqﬁt&)omnp% tﬁ‘ﬁ"thdcr any existing
market The sale or delivery by Operator of a non-taking parry's share of Oil under the terms of any existing
conurace of Operator shall not give the non-taking parry any interest in or make the non-taking party a party to said
contract. No purchase shall be made by Operator withouc first giving the non-taking party ac least ten (10) days
written notice of such intended purchase and the price to be paid or the pricing basis to be used

All parties shali give timely writtea notice to Operator of theic Gas marketing arrangements foeshetoHowng
-ssoad, excluding price, and shall notify Operator immediately in the event of 2 change in such arrangemen:s
Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which
records shall be made availzble to Non-Operators upon reasonable request.

In the event one or more panics’ separate disposition of its share of the Gas cuses split-stream deliveniss 1o separate
pipelines and/or deliveries which on a day-today basis for any resson are not exaaly equal 10 3 party's respective proportion-
ate share of ol Gas sales to be aliocated 1o it, the balancing or acounting berween the parties shall be in azcordance with
any Gas bolarking agreement berween the parties hereto, whether such an agreement is artached as Exhibic "E” or is a
scparate agreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement.

0O Option No. 2: No Gas Balancing Agreement:

Lach 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 development and producing operations and in
preparing and treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra cxpendirure
incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shaili
be borae by such party. Any party taking its share of production in kind shall be required (o pay for only its
proportionace share of such part of Operator’s surface facitities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of iis interest in
produciion frem the Contract Area, and, except as provided in Articte VILB, shall be entitled 10 receive payment
directly from the purchaser thereof for its share of zll production.

i any party fails to meke the arrangements necessary to take in kind or scparately dispose of iss proportionate
share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject 1o the
revocation at will by the parry owning it, but not the obligation, to purchase such Oil and/or Gas or sell it to others
at any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator
may be terminated by Operator tpon at least ten (10) days written notice (o the owner of said production and shall
be subject always to the right of the owner of the production upon at least ten (10) days wricten notice to Operator
to exercise its right to take in kind, or separatcly dispose of, its share of all Oil and/or Gas not previously delivered
10 a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator’s
election for a period not to exceed ninety (90) days if Operator has committed such production to a purchase
contract having a2 term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other
party’s share of Oil and/or Gas shall be only for such rcasonable 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.

Any such sale by Operatar shall be in a manner commercially reasanable under the circumstances, but Operator
shall have no duty to share any existing market or transportation arrangement or to obtain a price of fransportation
fee equal to that reccived under any existing market or transportation arrangement. The sale or delivery by
Operator of a non-tzking party's share of production under the terms of any existing contract of Operator shall not
give the non-taking party any interest in or make the non-taking party a party to said contract. No purchase of Oil
and Gas 2nd no sale of Gas shall be made by Operator withour first giving the non-taking party ten days writcen
notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operacor shall give
notice to all partizs of the first sale of Gas from any well under this Agreement.

Al parties shall give timely written notice to Operator of their Gas marketing arrangements for the following
month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements
Operator shall maintain records of all marketing arrangements, and of volumes acrually sold or transporred, which
records shall be made available 1o Non-Operators upon reasonable request.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each parry shall be responsible only for its obligations,
and shall be liable only for its proportionate share of the costs of d:vclopmg and operating the Contract Area. Accordingly, the
liens granted among the parties in Article VILB. are given (o secure only the debts of cach severally, and no pacry shall have
any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or' ohligation
hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, 8 mining or other
partnership, joint venture, zgency relatioaship or association, or to render the parties liable as partnecs, éo—vcnrurérs or
principals. In their relations with each other under this agreement, the parties shall not be considered fiduciaries of to have
established 8 confidential relationship but rather shall be free to act on an arm's-lengeh basis in accordance with (h::r own
respective sell-interest, subject, however, o the obligation of the parties to sct in good faich in theic dc:hngs “with cach other
with respect to activities hereunder. '
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B. Liens and Securicy Interests:

Each parry grants (o the other parties hereto 3 lizn upon any interest it now owns or hereaftzr acquires in Oil and Gas
Leases and Oil and Gas Interests in the Contract Area, and a sequnity interest and/or purchase money security interest in 2ny
interest it now owns or hereafter acquires in the personal property and fixtures on or used or ob:zined for use in connection
therewith, 0 secure performance of all of irs obligations under this agreement including but not limitad © paymen: of expense,

interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinguishmen: of interest tn Oil

and Gas Leases 25 required hercunder, and the proper performance of operations hereunder. Such lizn and security interest
granted by cach party herero shall include such parry’s leasehold interests, working interests, operating rights, and royaley and
overriding royaley interests in the Contract Area now owned or hereafter acquired and in lands pocied or vaitized thecewich or
otherwise becoming subject to this agreement, the Oil and Gas when excracted therefrom and equipment sicusted thereon or
used or obtained for use in connection therewith (including, without limitacion, all wells, toals, 2nd rubular goods), 2nd accounts
(including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead),
contract rights, invenwry and genzral intangibles relating thereto or arising therefrom, and all proceeds and products of the
foregoing.

To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording
supplement and/or any financing statement prepared and submitied by any party hereto in conjunccion herewich or ac any time
foilowing execution hereof, and Operator is authorized 1o file this agreement or the recording supplement exccuted herewich as
2 lien or mortgage in the 2pplicable real estate records and as 2 financing scatement with the proper officer under the Uniform
Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate
to perfect the security interest granted hereunder. Any party may file this agreemene, the recording supplement executed
herewith, or such other documents as it deems necessary as 2 lien or morigage in the applicable rexl estate records and/orf a
financing statement with the proper officer under the Uniform Commercial Code.

Each party represeats and warrants to the other partics hereo that the lien and securicy interesc gran:ed by such parry to
the other parties shall be 2 first and prior lien, and each party hereby agrees to mainuain the prioricy of said lien and security
interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this ngr:cmcn' by, through or
under such party, All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement,
whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have rken subject
to the lien and security interest granted by this Arcticle VILB. as to all obligations actsibutable to such interest hereunder
whether or not such obligations arise before or after such interest is acquired.

To the extent that parties have a security interest under the Unif :rm Commercial Code of the state in which the
Contract Arca is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of 2 suit and the obraining of judgment by z party for the secured indebtedness shall not be deemed an
clection of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In

addizion, vpon default by any party in the payment of its share of expenses, interests or fees, or upon the improper use

of funds by the Operator, the other parties shzll have the right, withour prejudice 1o other rights or remedies, to collect

{rom the purchaser the proceeds from the sale of such defaulting party’s share of Qil and Gas ¢adi! the amount owed by
such party, plus interest as provided in "Ixhibic C,”" has been received, and shall have the right to offset the amount
owed against the proceeds from the sale of such defaulting party’s share of Oil and Gas. All purchzsers of production
may rely on 2 nctification of defaule from the non-defauliing party or parties scating the amount due @5 3 result of the
default, and 21l parties waive any recourse available against purchasers for releasing produciion proceeds 2s provided in
this paragraph.

1If 2ny parcy fails 1o pay its share of cost within one hundred twenry (120) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpai. amount in the
proportion that the interest of each such party bears to the interest of all such parties. The amount paid by cach party so
peying its share of the unpaid amount shall be secured by the liens and security rights described in Articie VILB, and each
paying party may independently pursue any remedy zvailable hereunder or otherwise.

1f any party does aot perform all of its obligations hereunder, and the failure to perform subjects such parry to foreclasure
or exzcution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting
party waives any available right of redemption from and after the date of judgment, any required vzluation or appraisement
of the mortgagad or secured property prior 1o sale, any available right to stay execution or 10 reguire a marshalling of assets
and any requircd bond in the event ¢ receiver is appointed. In addizion, to the extent permirted by applicabic law, each party
hereby grants to the other parties 2 power of sale as to any property that is subject to the lien and securiry rights granted
hereunder, such power 1o be exercised in the manner provided by applicable law or otherwise in a commerciaily reasonable
rnanner and epon reasonable notice. )

Each party agrees that the other parties shall be entided to utilize the provisions of Oil and Gas lien law or other lien
law of any state in which the Contract Area is situated to enforce the obligations of each parry hereunder, Without limiting
the generality of the foregoing, to the extent permitted by applicable law, Non-Operacors agree thar Operator may invoke or
utilize the mechanics’ or materialmen’s lien law of the state in which the Contract Acea is situated in order ro sercure the
payment to Operator of any sum due hereunder for services performed or materials supplied by Operator.

C. Advances:

Opcrator, at its election, shall have the right from time w0 time o demand znd receive from oae or more of the other
partizs payment in advance of their respective shares of the estimated amount of the expense 1o be incurred in operations
herevader during the next succeeding monch, which right may be exercised only by submission to cach such parry of an
iternized statement of such estimated expense, together with an invoice for its share thereof. Each such statement and invoice
for the payment ia advance of estimated expease shall be submitted on or before the 20th day of the nex: preceding month.
Each party shall pay to Operator its proportionate share of such estimate within fifteen (15) days sfter 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 Exhibic "C” until paid. Proper adjustment shall be made monthly between advances and acrual cxpc'\sz o the end
that each parry shall bear and pay its proportionate share of acrual expenses incurred, and no more. o
D. Defaults and Remedies: AR

If any parry fails to discharge any financial obligation under this agreement, including withour limitation the failure to
make any advance under the preceding Article VILC. or any other provision of this agreement, within the period rcquucd for
such payment hereunder, then in addition to the remedies provided in Article VILB. or elsewhere in this agreement, the
remedies specified below shall be applicable. For purposes of this Article VILD., all notices and elections shall be delivered
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only by Operator, except that Operator shall deliver any such notice 2nd election requested by 2 non-defauking Non-Operator,
20d whea Operator is the parey in default, the applicable notices 2nd elsciions can be delivered by any Non-Operzcor.
Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified
below or otherwise 2vailable 1o a2 non-defaulting parry.

1. Suspension of Rights: Any party may deliver to the parey in defzule a Notice of Defauls, which shall specify the default,
specify the action (0 be taken (o cure the defaul:, and specify char failure o rake such action will resule in che execcise of one
or more of the remedies provided in this Article. If the default is not cured within thirty (30) days of the delivery of such
Notice of Default, all of the rights of the defauking parry granted by this agreement may upoa natice be suspended uadil the
default is cured, without prejudice to the right of che non-defauliing party or parries to continue to eaforce the obligations of
the defaulting parry previously accrued or thereafter accruing unde: this agreement. If Operator is the parry in defaulr, the
Non-Operators shall have in addicion the right, by vote of Non-Operators owning a majority in interest in the Contract Area
after exciuding the voting interest of Operator, to appoint a new Operator effective immediateiy. The rights of a defaulding
party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right
to receive information 2s to any operation conducted hereunder during the period of such defaulr, the right o elect 0
participate in an operation proposed under Article VLB, of this agreement, the right to participate in an opcration being
conducted under this agreement even if the party has previously elected to parricipate in such operation, and the right o
receive proceeds of production from any well subject to this agreement.

2. Suit_for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting partics may sue (at joint
account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of defaule
until the date of collection at the rate specified in Exhibit “"C" aitached hereto. Nothing herein shzll prevent any party from
suing any defaulting party 1o collect consequential damages accruing to such party as a result of the default.

3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the
defaulting parry at any time after the expiration of the thirry-day cure period following delivery of the Notice of Defauly, in
which eveat if the billing is for the drilling of a new well or the Plugging Back, Side:racking, Reworking or Deepening of a

well b Si— N & 1 ‘I ey ] .

dowlicie, or for the Completion or Recompletion of any well, the defauliing
party will be conclusively deemed to have elected not o participare in the operation 2nd to be a Non-Conseating Parcy with
respect thereto under Artice VIB. or VIC, as the case mzy be, to the extent of the costs vapaid by such party,
notwithstanding any election to participate theretofore made. 1f election is made to proceed under this provision, then rhe
non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VILD.2.

Unitil the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure
its default by paying its vnpaid share of costs plus interest at the rate set forth in Exhibit "C,” provided, however, such
payment shall not prejudice the rights of the non-defauliing parties to pursue remedies for damages incurred by the non-
defaulting parties as a result of the defaule. Any interest relinquished pursuant to this Article VILD.3. shall be offered ro the
non-defaulting partics in proportion to their interests, and the non-defauking parties clecting to participate in the ownership
of such interest shall be required 1o contribute their shares of the defaulted amount upon their election to parucipate therein

4. Advance Paymeat: If a defaule is not cured within thirty (32) days of the delivery of a Notice of Delault, Operator, or

Non-Operators if Operator is che decfaulting parry, may thereafter require advance paymen: from the defaulting
party of such defaulting party’s anticipated share of any izem of expense for which Operator, or Non-Operatars, @s the case may
be, would be entitled co reimbursement under any provision of this zgreement, whether or not such expense was the subject of
the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of
drilling a well or Completion of 2 well as to which an election to participate in drilling or Completion has been made. If the
defauliing parry fails to pay the required advance paymens, the non-defaulting parties may pursuz any of the remedies provided
in this Article VIID. or any other default remedy provided elsewhere in this 2greement. Any excess of funds advanced remaining
when the operation is completed and all costs have been paid shall be promptly rerurned 1o the advancing parry.

5. Costs and _Attorneys’ Fees. In the event any party is required to bring legal proceedings to enforce any financial
obligation of a party hereunder, the prevailing party in such action shall be eatitled to recover all court costs, costs of
collection, and a reasonable attorney’s fee, which the lien provided for herein shall also secure.

E. Rentals, Shut-in Well Payments and Minimum Royalties:

Rentals, shut-.n well payments and minimum royalties whick may be required under the terms of any le2se shall be paid
by the party or parties who subjected such lease to rhis agreement at its or their expense. In the event two or more parties
own and have contributed interests in the same lease to this agrezment, such parties may designate one of such parties to
make said payments for 2nd on behalf of all such parties. Any party may request, and shall be entitled to receive, proper
evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or
minimum royalty through mistake or oversight where such payment is required to contiaue the lease in force, any loss which
results from such non-pzyment shall be borne in accordance with the provisions of Article IV.B.2.  ©

Operator shall notify Non-Operators of the anticipated compiszion of a shut-in well, or the shutting in or return o
production of a producing well, at least five {5) days (excluding Saturday, Sunday and legal holidays) prior to taking such
action, or at the carliest opportuniry permitted by circumstances, but assumes no liability for failure to do so. la the event of
failure by Operator to so notify Non-Operators, the loss of 2ny Jease contributed hereto by Noa-Operators for failure to make
timely payments of any shut-in well pzyment shall bs borne join:iy by the parties hereto under the provisions of Article
IV.B3. -

F. Taxes:

Beginning with the fitse calendar year afrer the effective date hereof, Operator shall render for ad valorem raxation all
property subject to this agrecment which by law should be rendered for such taxes, and it shall pay all such taxes assessed
thereon before they become delinquent. Prior to the rendition date, each Non-Operaror shall furnish Operator information as
to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oil and
Gas Interests contributed by such Noo-Operator. If the 2ssessed valuation of any Lease is reduced by reason of' ;i'zs being
subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes
resulting therefrom shall inure to the benefit of the owner or owasrs of such Lease, and Operator shall 3‘““5} the charge 1o
such owner or owners 0 as to reflect the benefit of such reduction. If the ad valorem taxes are based in whale o‘r' ié part
upon scparate valuations of each party’s working interest, then nozwichstanding anything to the contrary hcr.ein.)'chzrges o
the joint account shall be made and paid by the parties hercto 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 ia the manner

provided in Exhibit "C”
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1 If Operator considers any tax assessment improper, Operaror may, at its discredion, protest within the time and mannec
presaibed by law, and prosecute the protest 10 2 final derermination, unless all parties agree to abandon the protes: prioc e final
determination During the pendency of administrative or judicial proceedings, Operator may eieqt o pay, under protess, all such taxes
~ and any interest and penalty. When any such protested 2ssessmene shall have been fically deteemined, Operator shall pay the tax for
5 the joint actount, together with any inzerest and penalry azcrusd, and the total cost shall then be assessed against the parties, and be
6 paid by them, 25 provided in Exhibic "C

7 Each party shall pay or cause 1o be paid ali production, severance, excise, gathering and other taxes imposed upon or with respect
8 o the production or handling of such party’ s shar: of Ol and Gas produced under the terms of this agreement.

9 - ARTICLE VUL

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

11 A. Surrender of Leases:

12 The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole

13 or in part uniess all parties consent thereto.
14 However, should any party desice to surrender its interest in any Lease or in any portion thereol, such party shall give written
15 notice of the proposed surrender to all parties, and the partics to whom such notice is delivered shall have thiry (30) days alter
16 delivery of the notize within which to notify the party proposing the surrender whether they elect to consent thereto. Failure of a
17 parry to whom such notice is delivered to reply within said 30-day period shall constitute a consent 1o the surreader of the Leases
18 described in the natice. If all parties do not agree or consent thereto, the party desiring to surrender shall assign, without express or
19 implied warranty of title, all of its interest in such lease, or portion thereol, and any well, material and equipment which may be
20 located thereon and any rights in production therealter secured, 1o the parties not consenting to such surrender. 1f the interest of the
21 assigning party is or includes an Oil and Gas Interest, the assigning party shall exccute and deliver to the parry or partics not
22 consenting to such surrender an oil and pas lease covering such Oil and Gas Interest for a term of one (1) year and so lung
23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease 1o be on the form attached herero as Exhibit "D "
24 Upon such assignment or lease, the assigning party shall be relicved from all obligations thereafter accruing, but not theretolore
25 accrued, with respect 1o the interest assigned or leased and the operation of any well atributable thereto, and the assigning parey
26 shall have no further incerest in the assigned or leased premises and its equipment and production other than the royalties retained
27 in any lease made under the terms of this Article. The parry assignee or lessee shall pay to the party assignor or lessor the
28 reusonable salvage value of the latter’s interest in any well's salvable materials 2and equipment attributable to the assigned or leased
29 acreage. The value of ali salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less
30 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. I such value is less
31 than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the
32 assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the
33 interest of each bears o the total interest of all such partiss. If the interest of the parties ©0 whom the assignment is to be made
34 varies according to depth, then the interest assignad shall similarly reflect such variances.
Any assigament, lease or surrender made under this provision shall not reduce or change the assignor’s, lessar's or surrendering
party's interest s it was immediately before the assignment, lease or surrender in the balunce of the Contract Arca; and the acreuge

37 assigned, leased or surrendered, and subsequent operations thercon, shall not thereafter be subject to the teems and provisions of this

38 agreement but shall be deemed subject to 2n Operating Agreement in the form of this agreement.

39  B. Renewal or Extension of Leases: Except as set forth below, if

40 Y.any parry secuces a renewal or replacement of an Oil and Gas lease or Interest subject to chis agreement, then all other parties
41 shall be notified prompily upon such acquisition or, in the case of a replacement Lease tsken before expiracion of an existing lLease,
42 promptly upon expiration of the cxisting Lease. The partics notified shall have the right for a period of thirry (30} dzys following
43 delivery of such notice in which to eleat to participate in the ownership of the rencwal or replacement Lease, insofsr as such lLease

44 aflects lands withia the Contract Area, by paying to the party who acquired it their proportionare shares of the acquisition cost
45 allocated to that part of such Lease within the Contract Arza, which shall be in proportion to the interests held at that time by the
46 parties in the Contract Area. Each party who participates in the purchase of a rencwal or replacement Lease shall be given an
47 assignment of its propoctionate interest therein by the acquiring party.

48 1f some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned
49 by the parties who elcat 10 participate therein, in 2 ratio based upon the relationship of their respeative percentage of participation in
50 the Contract Area 1o the aggregate of the percenrages of participation in the Contract Area of all parties partizipating in the

91 purchase of such rencwal or replacement lease. The acquisition of a rencwal or replacement Lease by any or all of the parties hereto
52 shall not cause a readjustmeat of the interests of the parties stated in Exhibit "A,” but any renewal or replacement Lease in which
93 less than all partics eleat to participate shall not be subject to this agreement but shall be deemed subject to 2 separate Operating

54  Agreement in the form of this agreement. )

55 If the interests of the parties in the Contract Arca vary according to deptly, then their right to participate proportionately in
96 rencwal or replacernent Leases and their right to receive an assignmens of intzrest shall also reflect such depth variznzes.

57 The provisions of this Article shall apply to renewal or replacernent Leases whether they are for the entire interest covered by
58 the expiring Lease or cover only a portion of its area or an interest therein. Any renewal or replacement lease trerrbefore—the
59 expiretion-ofttrpredeeessorteracor taken or contracted for or becoming effective within six (6) months after the expiration of the

60 existing Lease, shall be subject (o this provision so Jong zs chis agreemenc is in effect ac che time of such acquisition or ar the ume

Gl the renewal or replacement Lease becomes effective; but any Leass taken or contracted for more than %ix (5) months alter the

G2 expiration of 20 existing Lease shall not be deemed s rencwal or replacement Lease and shall not be cubject o the provisions of this

63  agreement. S€€ Article XVI. Page 17A for Continuation. * more than 60 days, but not
64 The provisions in this Article shall also be applicable to extensions of il and Gas Leases. more than 6 mnths

65 C. Acreage or Cash Contributions: N

6 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of 2 weli or zny other

operation on the Contract Area, such contribution shall be paid to the party who conducted the drilfing or other opcranon‘and shall
be applied by it against the cost of such drilling or other operation. If ¢he contribution be in the form of acreage, the parr‘y"xd whom
(& the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling | Parties in the
70 proportions said Drilling Parties shared the cost of drilling the well Such screage shall become a separate Contrac Arca and, (o the
71 extent possible, be governed by provisions identical 1o this agreement. Each party shall prompily norify ell of ther pafiies o. any
72 acreage or cash contributions it may obuin in support of any well or any other operation on the Contract Ar_t_:."l'kx lbove v

73 provisions shall slso be spplicable to optionat rights to earn acreage outside the Contrsa Area which ace in support of well dnlled
74 inside the Contract Anea. :
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If 2oy paccy contracts for any consideratinn relaring to disposizion of such pacry’s share of substanzes produced hereunder,
such considerazion shz!l not b deemed 2 coniribation zs contemplaced in this Ardcle VIIIC
D. Assignment; Maintenance of Uniform Interesc:

For the purpose of maintzining uniformity of ownsrship in the Contcact Area in the Oil and Gas Leasss, Oil and Gas
Interests, wells, equipment and production covered by this agreement no parry shall sell, encumber, transfer or make other
disposition of its intezest in the Oif and Gas Leases and Oil and Gae Interests embraced within the Contract Area or in wells,
equipment and proJ

.tion unless such disposition covers either:
L. the entize inzzrest of the parry in all Oil and Gas Leases, Oi! znd Gas Interests, wells, equipment and production; ot
2. an equal unZivided parcent of the parry’s presznr interest in all Oil and Gas Leases, Oil and Gas Interests, wells,
equipment 2nd prodezion in the Contract Area.

Every sale, encumbrance, transfer or other disposition made by any parcy shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parcies, and any transferee of an ownership interest in any Oil and
Gas lease or Intetest chall be deemed a party to this agreement as to the interest conveyed from and after the effective dace of
the transfer of ownership, provided, however, that the other parties shall not be required 10 recognize any such sale,
encumbrance, transfer oc other disposition for any purpose hereundar until thicey (30) days after they have received 2 copy of the
instrument of transfer or other satisfactory evidence theteof in writing from the transferor or transferee. No assignment or other
disposition of interes: by a party shall relieve such parry of obligations previously incurred by such party hereunder wich respect
to the interes: transfzrred, intluding without limitation the obligation of a party 10 pay all costs artributable to 2n operation
conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security
interest granted by Article VILB. shall continue to burden the interest transferred to secure paymeat of any such obligations.

If, at any time he 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 2 single trustes or 2gent with full authority to receive notices, approve expendirures,
receive billings for arZ approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to
bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; howeve:, al! such co-
owners shall have the right to enter into and exccute all contracts or agreements for the disposition of their respective shares of
the Oil and Gas prcduced from the Contract Area and they shall have the right to reccive, separately, payment of the sale
proceeds thereof.

E. Waiver of Rights to Partition: .

If permitied by the laws of the state or states in which the property covered hereby is located, cach party hereto owning an
undivided interest in the Contract Area waives any and 2l rights it may have to partition and have set aside to it in severalty its
undivided interest therein.

F. Preferential Righs to Purchase:
(8 (Optional; Chack if applicable.)
Should any party dzsire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract

Area, it shall prompriy give written notice to the other parties, with full information concerning its proposed disposition, which

shaull include the names and address of the prospective transferee (who must be ready, willing and able 10 purchase), the purchase

price, a legal descripzion sufficienc o identily fhe e
Brilre

BT all other terms of the offer. The other parties shall then have an
optional prior right, ior a period of MXOQD; days al()ér the notice is delivered, 1o purchase for the stated consideration on the

same terms and corZitions the interest which the other party proposes to sell; and, if this optional right is excrcised, the
pi.chasing parties shzli share the purchased inzerest in the proportions chat the interest of each bears to the total interest of all
purchasing parties. However, there shall be no preferentizl right to purchase in those cases where any parry wishes to mortgage
its interests, or 1o trznsfer titlz o its interests 1o irs morigagee in lizu of or pursuaar to foreclosure of a morigage of its interests,
or to dispose of its ir.:erests by merger, reorganization, consolidazion, or by sale of all or substantially all of its Oil and Gas assets
to any party, of by :rznsfer of its interests o 2 subsidiary or paren: company or to a subsidiary of a parent company, or to any
company in which sizt, pacry owns a majority of the stock
ARTICLE 1X.
INTERNAL REVENUE CODE ELECTION

If, for federal inzome tax . urposes, this agreement and the operations hereunder are regarded as a parznership, and if the

partics have not otherwise 2greed to form z tax partnership pursuant to Exhibit "G” or other agreement between them, each
party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K.," Cnapier 1, Subrtitle
“A,” of the Internal Peveaue Code of 1986, as emended ("Code™), as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Operator is authorized aad directed to execute on behalf of each parey hereby affecred
such evidence of thi: election as may be required by the Secrecary of the Treasury of the United States or the Federal Internal
Revenue Service, in<iuding specifically, but not by way of limitation, all of the rerurns, statements, and the data required by
Treasury Regulations §1.761. Should there be any requiremenc that each parcy hereby affecced give further evidence of this
election, each such porry shall execute such documents and furnish such other evidence as may be required by the Federal Internal
Revenue Servize or as may be necessary to evidence this election. No such party shall give any norices or take any other action
inconsistent with the election made hereby. If any presen: or furure income tax laws of the state or states in which che Contract
Area is located o7 ar; future income tax laws of the Unired States contain provisions similar to those in Subchaprer "K,” Chzpter
1, Subtitle "A," of the Code, under which an el=ction similar to that provided by Section 761 of the Code is permitted, each party
hereby affected shall make such election as may be permitted or required by such laws. in making the foregoing clection, each
such parry states tha: the intome derived by such parry from operations hereunder can be adequately determined without the
computation of partrership taxable income.
ARTICLE X.
CLAIMS AND LAWSUITS

Operator may ser:le any single uninsured third party damage claim or suit arising from operations hereunder if the expendirure
docs not exceed 1€ ousand Doliacs (§ 10,000,.00=-— ) and if the payment is in complete séf:'x:mcm
of such claim or suic. }f the amount required for sertlemen: exceeds the above amount, the parties hereto shall assume and ‘take over
the further handling of the claim or suit, unless such authority is delegated to Operator. All coses and expenses of hindiing, sectling,
or otherwise discharging such claim or suit shali be at the joint expense of the parties participating in the operation from which che

claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising from’ 6pc:'axions
hercunder over which such individual has no control because of the rights given Operator by this agrtcntn!_,_sg\._’h'pn.lj"_ry_ shall
immediately notify aZ other parties, and the claim or suite shall be treated as any other cluim or suit involving operations hereunder.

See Article XVI. Page 17A for Continuation,
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ARTICLE XI.
FORCE MAJEURE

1f any parry is rendered unable, wholly or in part, by force majeure o carry our its ohtigations undsr this agreement, other
than the obligation to indemnify or make monecy payments or furnish security, that parry shall give 1o ali other partics
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the
pacey giving he notice, so far as they are aflecced by the force majeure, shall be suspended during, but no longer than, the
continuance of the force majeure. The term “force majeure,” as here employed, shall mean an act of Go<, surike, lockour, or
other indestrial disturbance, act of the public et.emy, war, blockade, public riot, lightning, fire, storm, flood or other act of
narure, explosion, governmental action, governmental delay, restrainc or inaction, unavailabiliry of equipment, and any other
cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the concrol of the parry
claiming suspension.

The affected parry shall use all rezsonable 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 sectlement of strikes,
lockours, or other lubor dilficuley by the party involved, contrary 1o its wishes; how all such difficultiss shall be handled shall
be entirely within the discretion of the party concerned.

ARTICLE XIIL
NOTICES

All notices auvihorized or required between the parties by any of the provisions of this agreement, unless otherwise
5p¢ciﬁ:zlly provided, shall be in writing and delivered in person or by United Stares mail, courier service, telegram, telex,
telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on
Exhibic "A" All telephone or oral notices permitted by this agreement shzll be confirmed immediately thereafter by written
notice. The origirating notice given under any provision hereof shall be deemed delivered only when received by the parey o
whom such notice is directed, and the time for such party ro deliver any notice in response thereto shali run from the date
the originating notice is reccived. "Receip:” for purposes of this agreement with respect to written notice delivered hereunder
shall be actual delivery of the notice to the address of the party o be notified specified in accordance with this agreement, or
to the telecopy, facsimile or telex machine of such party. The second or any responsive natice shall be deemed delivered when
deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy
or facsimile, ot when personally delivered to the party to be notified, provided, that when response is required within 24 or
48 hours, such response shall be given orally 67 by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the right to change its address at any time, and from time to time, by giviag written notice thereof to all other
parties. If a party is not available o receive notice orally or by telephone when a party attempes to deliver 2 norice required
to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall
be deemed delivered in the same manner provided above for any responsive notice.

ARTICLE XIIL.
TERM OF AGREEMENT

This agreemenc shall remain in full force and effect as to the Oil and Gas leases and/or Oil and Cus Intereses subject
hereto for the period of time sclected below; pravided, however, no parry hereto shali ever be construed as having any right, tile
or interest in or o any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement.

O Option No. 1: So long as any of the Oil and Gas Leases subject to this zgreement remain or are continued in
force as to any part of the Contract Area, whether by production, extension, renewal or otherwise.

] Oprian No. 2: In the event the well described in Article VLA, ar any subsequent well drilied under any provision
of this zgreement, results in the Completion of 2 well as 2 well capable of production of Off and/or Gas in paying
quant.ties, this agreement shall continue in force so long as any ruch well is capable of production, and for an
additional period of _29Y __ _ days thereafter; provided, however, if, prior to the expiration of such
additional period, one or more of the pardies herero are engaged in drilling, Reworking, Dzepening, Sidetracking,
Plugging Back, testing or attempting to Complete or Re-complete a well o wells hereunder, this egreement shall
continue in force vntil such operations have been completed and if production results therefrom, this agreement
shall continue in force as provided herein. In the evenr the well described in Acticle VLA, or any subsequent well
drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the
Contract Area, this agreement shall terminate unless drilling, Decpening, Sidetraciung, Completing, Re-
compieting, Plugging Back or Reworking operations are commenced within _—8__ days from the
date of abandonment of said well. “Abandonment” lor such purposes shall mezan either (i) & decision by all parties
not to conduct any further operations on the wel! or (ii) the elapse of 180 days from the conduct of any
aperasions on the well, whichever first occurs.

The termination of this agreement shall not celicve any party hereto from any expense, liability or other obligation or any
remedy therefor which has accrued or attached prior to the date of such termination.

Upon termination of this agreement and the satisfaction of all obligarions hereunder, in the event 3 memorandum of this
Operating Agreernent has been filed of record, Operator is authorized o file of record in all necessary recording offices z
notice of termination, and each party hereto agrees o execute such a notice of termination as to Operator’s interest, upon
request of Operator, if Operator has satisficd all its financial obligations.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS ,
A. Laws, Regulations and Orders: '

This agreement shall be subject ta the applicable laws of the state in which the Contract Area is jocated, to the \nhd rules,
regulations, and orders of any duly constituted regularory body of said state; and ta all other applicable fcdcral s:ate,
and local laws, ordinances, rules, regulations and orders. ‘f :

B. Governing Law: H

This agreement and all acters perwining hereto, includiag but not limited to matters of pcrforﬁian'gc', non-
performance, breach, remedies, procedures, rights, duties, and interpreration or construction, shall bhe governcd snd
determined by the law of the state in which the Contract Area is located. If the Concrace Area is in rwo of maore states,

the law of the state of ew Mexico shall govern. o K " g ,‘"
C. Regulatory Agencies: . L

Nothing herein contained shall grant, or be construed 1o grane, Operator the right or authority 16 waive or release an)
rights, privileges, or obligations which Non-Operators may have under federal or statc laws or under rules, rcgulauons o, |
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ordzrs promulgated under such laws in reference to oil, gas and mineral operacions, including the location, operation, or
production of wells, on tracts offsetting or adjacent to the Conrract Area.

With respect to the operations hereunder, Noa-Operators agree to release Operator from any and all losses, damages,
injurics, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation
or 2pplication of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulztory Commission
or predecessor of successor agencies to the extent such interpretation or application was made in good [zith 2nd does not
constiture gross negligence. Each Non-Operator further agrees to reimburse Operator for such Noa-Operator's share of
production or any refund, fine, levy or other governmencal sanction that Operator may be required to pay 25 a resule of such
an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a resule of such
inccrrect interpretation or application.

ARTICLE XV.
MISCELLANEOUS
A. Execution:

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator norwithstanding that this agreement is not then or thereafter executed by all of
the parties to which it is tendered or which are listed on Exhibit "A™ as owning an interest in the Contract Area or which
own, in fact, an incerest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have
become bound by this agreement as aforesaid, given 2t any time prior to the actual spud date of the Initial Well but in na
event later than five days prior to the date specified in Article VLA, for commencement of the Initial Well, terminate this
agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of
drilling operations. In the event of such 2 termination by Operaror, all further obligations of the parties hereunder shall cease
as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs
hereunder, 21l sums so advanced shall be returned to such Non-Opcerator withour interest. In the event Operator proceeds
with drilling operations for the Inicial Well without the execution hereof by all persons listed on Exhibit "A” as having 2
current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the
Initial Well which would have been charged to such person under this agreement if such person had executed the same and
Op -ator shall receive all revenues which would have been received by such person under this agreement if such person had
executed the same. ’
B. Successors and Assigns: °

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs,
devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or
Interests included within the Concract Area.

C. Counterparts:

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

purposes.
D. Severability:

For the purposes of zssuming or rejecting this agreement as an executory contract pursuant to federal bankruprey laws,
this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any parry to
this agreement to comply with all of its financial obligations provided herein shall be a material default.

ARTICLE XVL

. . . OTHER PROVISIONS
Continuation of Article III. B., Page 2: That portion of such producticn or the
proceeds thereof (at the option of the party or parties entitled to the distribution
hereunder) required to pay royalty or other burdens, to the extent provided in the
sentence immediately preceding this sentence, shall be distributed to the party or
parties hereto obligated to bear and pay or deliver or cause to be pai¢ or delivered
such portion of such royalties or burdens.

Substitute Paragraph V. D. 9, Page 5: At all times while opzrations are conducted
hereunder, Operator shall camly with the workers cumpensation law of the state where
the operations are being conducted; and if pemitted under state law, Opsrator may be
a self-insurer for liability under said corpensation laws in which event the only
charge that shall be made to the joint account shall be as provided in Exhibit "C".
Operator shall also maintain in force at 21l times with respect to operations hereunder
such other insurance, if any, as may be required by law. Operator shall require all
contractors engaged in work on or for the Contract Area to comply ‘with the workers
campensation law of the state where the operations are being conducted and to maintain
such other insurance as Operator may require. To the extent permitted by applicable
law, Operator shall attempt to require all contractors engaged in work on or for the
Contract Area to hold harmless and indemnify all parties to this agresment fram any
liability arising out of work performed by theam for the benefit of the Contract Area.
211 insurance required of contractors and suxontractors shall contain a waiver of
swrogation against Operator and all parties to this Agreement. No other insurance is
required and no other insurance shall be charged to the joint account. "




ARTICLE XVI. OTHER PROVISIONS (CONTINUED)

A. Conlinuation of Article VIII. B., Paze 14: Each panty ("contributing party”) contributing a lease
ir leases ("original lease”) to this Agreement shai! have the oplion, but not the obligation, at any
time prior to ang for sixty (60) days afier the expiration of the original lease to renew such lease
and to bear the entire renewal thereof. If more than one party owns an interest in the oniginal
ease, the oplion granted herein shall inure {o the benefit of such parties joinlly and severally. If
any party hereto other than the contributing party (“renewing parly”) renews the lease at any
time, the renewing parly shall furnish the contribuling panly an itemized statement of the lotal
cost and expense incurred in acquiring such renewed lease. The contributing party shall have
sixty (60) days after receipt of such itemized statement to reimburse the renewing party in full. If
the contributing party makes such reimbursement, it shall receive from the renewing party an
assignment, subject to this Agreement, of all right, title and interest in and to the renewal lease.
If the contribuling panly either renews such lease at its expense or reimburses the renewing
party, the parties' interests hereunder in the Coniract Area shall remain unchanged. If the
contributing party exercises neither of the options provided above, it shall thereby forfeit its righls
under this paragraph as {o such renewal lease, and the renewal lease shall thereafter be subject
to all the terms and conditions of this Articte VIII.B.

B. Continuation of Article X., Page 15: All damage or injury to the Contract Area and {o any joint
property thereon, not covered by insurance (if any) required herein, shall be shared by the
parties hereto in proportion o their respective interests in the Contract Area. Any liability in
damages arising out of personal injury to, or death of, third parties or injury to or destruction of
property of third parties, resulling from operalions conducted hereunder for {he joint accounl, not
covered by insurance (if any) required herein, shall be shared by the parties in proportion to their
respective interests in the Contract Area. Notwithslanding the above, however, if less than all
parties participate in such operations, such liability in damages shall be borne proportionately by
the parties which participated in the operations from which such damages arose.

Each party to this Agreement agrees {o hold the other parlies indemnified and harmless from
and against any loss, expense, claim or demand for its proportionate share of any damage or
injury 1o joint property or liability in damages arising out of personal injury to, or death of, third
parties or injury to or destruction of property of third parties. Any parly individually may acquire
such additional insurance as it desires to protect itself against any liability not covered by
insurance (if any) required herein. All insurance purchased individually by a pary to this
Agreement shall contain a waiver by the insurance company of all right or subrogation in favor of
the parties of this Agreement.

C. This Operating Agreement, upon execulion by Citation Oil & Gas Corp., as General Pariner for
Citation 1987 Investment Limiled Partnership, successor in interest lo Roxana Pelroleum Corporation,
and Chevron U.S A. Inc., as successor in interest to Devonian Oil Company, shall supersede that certain
Agreement made and entered into on Seplember 11, 1928, by and betwe-:n Devonian Oil Company and
Roxana Petroleum Corporation, as amended, reference to which is hereby made for all purposes,
INSOFAR AND ONLY INSOFAR as such Agreement affects the lands, leases, depths and subslances
covered hereunder.

D. Addilionally, this Operaling Agreement, upon execution by all parties hereunder, shall supersede that
cerain Agreement for Use of Well dated Oclober 8, 1958, by and between Shell Oil Corporation, Gulf Oil
Corporation, The Atlantic Refining Company and Standard Oil Company of Texas. Il is specifically
understood and agreed by the parties hereunder that this Operating Agreement shall be applicable as 1o
any existing wells and/or wellbores situated on the lands described herein INSOFAR AND ONLY
INSOF AR as such wells andfor wellbores affect the depths and formations described herein.

E. No assignment or other disposition of interest by a party shall relieve such parly of obligations
previously incurred by such pary hereunder with respect 1o the interes! transferred. The other parties
shall be provided wilh a fully executed copy of the instrument of transfer within five (5) business cays of
the closing of such sale, transfer or other disposition of interest.

F. Inthe event of conflict belween the provisions of this Article XVI and provisions contained elsewhere
in this agreement, the provisions of this Article XVI shall control.

G. This agreement is subject 1o that certain Letter Agreement daled June 1, 1997
1997 between Citation Oil & Gas Corp., as General Panner for Citalion 1987 Invesiment Limiled
Partnership, Chevron U.S.A. Inc. and Allantic Richfield Company.

-17A-
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v IN WITNESS WHEREOF, this agreement shal! be effective as of the 1St day of _ June .

.o19-97 .

3 ATTEST OR WITNESS: CiPRERATONT o A
4 for Citafdon 1987

’ B/yr//

/ Ve
Gary C._Johnson

./ as Gensral Partner
t Limited Partnership

? ype or print pame

R _ Tile ___Senior Vice-President

9 Dae S/l 4//6{7

10 Tax ID or 5. No, 2670205694

11

12 NON-OPERATORS

13

14 Chevron U.S.A. Inc.

15 By

16 Attornev-in-Fact _
17 Type or print natne

Title

19 Date

20 Tax ID or S.5. No.

21

22 Atlantic Richfield Campany
23 By

24

25 Type or print name

26 : Titie

27 Date

28 Tax 1D.or S.5. No.

29

30 By

31

32 Type or priat name .
33 Title

3 Date

3 Tax ID or $S. No. 1 —

R

36 ‘».

" .
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1 IN WITNESS WHEREOF, this agreement shall be effective as of the 1st day of June

v 1997 .

> ATTEST OR WITNESS: ciPRERAT ¢, as General Partner
4 for Cit Sstment Limited Partnershi
5
6
7 'I';pe or print name
8 _ Tide Senior Vice—-President
9 Date O%/ll/m
10 Tax ID or 5. No. 1670205694
11
12 ‘ NON-OPERATORS
13
14 Chevron U.S.A. Inc.
'
15 By J %%j//jéé
16 Attorney-in-Fact / _
17 Type or print name
18 ’ Title
B pre _Jons 1R, 1997
20 Tax ID or S.5. No.
21
22 Atlantic Richfield Camany
23 By
24
25 Type or print name
26 Title
27 Date
28 Tax ID or S.5. No.
29
30 By
31
32 Type or print name .
33 Tide ’
34 Date
Tax ID or §5. No. SRS
RERERS
36 R
L ,':-.'--._"‘({‘:‘L
37 . : X
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1 IN WITNESS WHEREOF, this agreement shall be effective as of the 1St day of June ,

19_97 .
3 ATTEST OR WITNESS: ciPRERAT A & ghs
4 for Citgfion 1487

<

., as General Partner
estment Limited Partnershi

6 Gary C._Johnsan
7 Type ot print name
8 Title _ Senior Vice—Presider;t
9 Date Q‘-—),/x]/‘fﬂ'
10 Tax ID or S5. No. 160205694
11
12 ' NON-OPERATORS
13
14 Chevron U.S.A. Inc.
15 ) By
16 Attorney-in-Fact ~
17 Tvpe or print name
Title
19 Date
20 Tax 1D or S.S. No.
21
92 Atlantic Richfield Company

2 By oo Pl M

7. HOLLAND
24
25 Type or print name
26 o UsPranex
Y (A Vi =
28 Tax ID or S.S. No. QS“‘OQ?/G(O
29
30 B,
31
32 Type ot print name :
33 Title
]
b
o Date L :
22 Tax ID or §.5. No. : _
v
36 oA

37 ' i'__ A



Exhibijt A"

Attached to and made a part of that certain Operating Agreement dated _ June 1, , 1987
hy and between Citation Oil & Gas Corp., as General Partner for Citation 1887 investment Llrmled
arinership, as Operator, and Chevron U.S.A. Inc. and Atlantic Richfield Company, as Non-Operzlors.

1. LANDS SUBJECT TO THIS AGREEMENT:
Township 21 South, Range 35 East, Lea County, New Mexico

Section 20: Eas! Half (E/2) containing 320.0 acres of land, more or less, as outlined on Exhibit
"A-1" attached.

2. RESTRICTIONS AS TO DEPTHS, FORMATIONS OR SUBSTANCES:
This Operating Agreement is limited to the oil, gas and other liquid or gaseous hydrocarbons that
may be produced from the verlical limits of the Eumont Gas Pool, as defined in the New Mexico
Oil Conservation Commission's Order No. R-520, dated August 12, 1854, and effective as of
November 1, 1954.

3. INTERESTS OF PARTIES TO THIS AGREEMENT:

Citation 1987 Investment Limited Partnership  31.6849%

Chevron U.S.A. Inc. 60.8241%
Atlantic Richfield Company 7.4910%
Total 100.C000%

4. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT:
TRACT 1
DATE: November 26, 1628 j e pooe!
LESSOR: The State of New Mexico
LESSEE: Devonian Oil Company

LANDS COMMITTED TO OPERATING AGREEMENT:
Northeast Quarter (NE/4) of Section 20,
T21S, R36E, Lea County, New Mexico
WORKING INTEREST OWNERS:
Citation 1987 Investment Limited Parinership  50.00%

Chevron U.S.A. Inc, 50.00%
TRACT 2
DATE: September 9, 1931
LESSOR: The State of New Mexico
LESSEE: Gypsy Oil Company

LANDS COMMITTED TO OPERATING AGREEMENT:

East Halfl of Southeast Quarter (E/2 of SE/4)

of Section 20,T721S, R36E, Lea County, New Mexico
WORKING INTEREST OWNERS:

Chevron U.S.A. Inc, 100.00%
TRACT 3
DATE: November 21, 1831
LESSOR: The State of New Mexico .
LESSEE: Atlantic Oil Producing Company

LANDS COMMITTED TO OPERATING AGREEMENT:
Northwest Quarter of Southeast Quarler (NW/4 of SE/4)
of Section 20,7215, R36E, Lea County, New Mexico
WORKING INTEREST OWNERS:

Atlantic Richfieid Company 100.00%
TRACT 4
DATE: March 31, 1933
LESSOR: The State of New Mexico
LESSEE: The California Company

LANDS COMMITTED TO OPERATING AGREEMENT:
Southwest Quarter of Southeast Quarier (SW/4 of SE/4)
of Section 20,T21S, R36E, Lea County, New Mexico
WORKING INTEREST OWNERS:
Chevron U.S.A. Inc. 100.00%



Exhibit “A”, Page 2

5. ADDRESSES OF THE PARTIES:

Citation 1987 Investment Limited Partnership
8223 Willow Place South, Suile 250
Houston, Texas 77070-5623

Atlention: Mr. Brian Durman

Telephone: (713) 4638-9664

Telefax: (713) 469-0043

Chevron U.S.A. Inc.

P. O. Box 1635

Houston, Texas 77251-1635
Attention: NOJV Manager
Telephone: (713) 754-5611
Telefax: (713) 754-5787

Atlantic Richfield Company

P. O. Box 1610

Midland, Texas 79702-1610
Attention: Mr. Lee Scarborough
Telephone: (915) 688-5270
Telefax: (915) 688-5757



Attached to end mede & part of thal certaln Operating Agreement daled Juze 1,

EXHIBIT "A-1"

by and between CITATION OIL & GAS CORP.. as General Partner for CITATION 1987

INVESTKENT LIMITED PARTNERSHIP, as Operator, and CHEVRON U.S.A. INC. and ARCO OIL
& GAS COMPANY, as Non—Opcrators.
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THERE IS NO EXHIBIT “B” TO THIS OPERATING AGREEMENT.
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Attached to and made a part of

that certain Operating Agreement dated June 1, , 1987 by

and between Citation Oil & Gas Corp., as General Partner for Citation 1987 Investment

Limited Parinership, as Operator, and Chevron U.S.A. Inc. and Atlantic Richfield Corpany,

as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS
L GENERAL PROVISIONS
Definitions

“Joint Property” shall mean the real and personal property subject to the agrecment to which this Accounting P’ro ecure
is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protecliv: and
maintenance of the Joint Property.
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Partices” shall mean Operator and Non-Operators.
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other
nrofessional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
»blems for the benelit of the Joint Property.

. ersonal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Materia!” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petraleum Accountants Societies.

Statement and Billings

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

Advances and Payments by Non-Operators

- ]

A.  Unless otherwise provided for in the agreement, the Operator may require the %%&rz(u%qé to advance their
share of estimated cash outlay for the succeeding month's operation within TfeRXI0F days afler receipt of the
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
each monthly billing to reflect advances received from the Non-Operators.

‘ . o m%y (30)

B. Each Non-Operator shall pay its proportion of all bills within days after receipt. If payment is "ot made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Mw‘ N
Manhatten Bank, New York  on the first day of the month in which delinquency oceurs plus 1% or the
maximum contract rate permitled by the applicable usury laws in the state in which the Joint Property is hsated,
whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid
amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the correctness thereof:
prov’ ‘ed, however, all bills and statements rendered to Non-Operators by Operator during any czlendar year shall
~anclusively be presumed Lo be true and correct alfter twenty-four (24) months following the end of any such calendar

r, unless within the said twenty-four (24) month period a2 Non-Operator takes writlen excepliun thereto and makes
..aim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.

o1
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Operator shall charge the Joint Account with the following items:

1.
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Audits

A. A Non-Operator, upon notice in writing to Operator 2nd all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of ar zudit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or more Non-Operators, the Non-Operators shall make
every reasonable effort to conduct a joint audit in 2 marner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or remova! of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

The Operator shall reply in writing to an audit report within 180 days after receipt of such report, unless Operatd

3
g
3
g
;
g
2

I

Approval By Non-Operators ninety (90) days. &any claim(s) not responded to by Operator shal
be credited to the Joint Account as requested until such claim(s

Where an approval or other ameﬁ%‘énfﬁﬁ%‘l’%ﬁm or Non-Operators is expressly required under other sections of

this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the

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

I1. DIRECT CHARGES

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archacological nature and pollution control procedures as required by applicable laws and regulations.

1

—

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

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly
* employed 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 to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 34 of this Section I
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 IL If
percentage assessment is used, the rate shall be based or 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 I1.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 3A of this Section 11,

Employee Benefits

Operator's current costs of established plans for employees’ group life insurance, haspitalization, pension, retirement,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such
Mzierial shall be purchased for or transferred to the Joint Property 2s may be required for immediate use and is
reasonably practical and consistent with efficient and economiczl operations. The accumnulation of surplus stocks shall be
avoided.

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

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

B. I surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint
Account for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actuzl trucking cost is
available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the
amount most recently 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 Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract
services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
Joint Property sha!l not be charged to the Joint Account unless previously agreed to by the Parties.

Ejuipment and Facilities Furnished By Operator

A.  Operator shall charge the Joint Account for use of Operator 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, depreciation, and interest on gross investment less accumulated depreciation not to
exceed Eight percent ( 8__ %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

B. In licu of charges in paragraph 8A above, Operator may elect to use average commaercial rates prevailing in the
immediate area of the Joint Property less 20%. For automotive eguipment, Operator mzay elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses 1o 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.

1egal Expense

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

Taxes

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

Net premiums paic for insurance required to 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 shzll include a charge 2t Operator's cost not to exceed manual rates,

Abandonment ané Reclamation

Costs incurred for abandonment of the Joint Property, including 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/systems serving the Joint
Property are Operztor 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 11, or in Section III and which
is of direct benefit 1o the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

III. OVERHEAD
QOverhead - Drilling and Producing Operations

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

( X ) Fixed Pate Basis, Paragraph 14, or
() Percenizge 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 24, Section II. The cost and expense of services from outside scurces in connection with matters of
taxation, traflic, accounting or matters before or involving governmental agencies shall be considered as included in
the overhead rates provided for in the above selected Paragraph of this Section III unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

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

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant 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 nct be covered by the overhead rates.

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

Drilling Well Rate $ 3,500.00
(Prorated for less than a full month)

Producing Well Rate § _>20-00
(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 drilling rig, completion rig, or other units used in completion of the well is released, whichever
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1 is later, except that no charge shall be made during suspension of drilling or compietion operations
2 for fifteen (15) or more consecutive calendar days.

3

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

9

10 (b) Producing Well Rates

11

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

14

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

18

19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to tzke the
20 production shall be considered as a one-well charge providing the gas well is directly connected to
21 a permanent sales outlet.

22

23 (4) A one-well charge shall be made for the month in which plugging and abandonment operations
24 are completed on any well. This one-well charge shall be made whether or not the well has
25 . produced except when1 drilling well rate applies.

6

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

29

30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
i1 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying
12 the rate currently in use by the percentage increase or decrease in the average weckly earnings of Crude
13 Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
14 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
15 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
6 published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or
17 minus the computed adjustment. ‘

R
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Operator shall charge the Joint Account at the following rates:

3 {8) Development

4

5 Percent ( %) of the cost of development of the JoiptProperty exclusive of costs
6 provide der Paragraph 10 of Section Il and all salvage credits.

K

.8 (b) Operating

9

0 — __ Percent( %) of the cost of tating the Joint Property exclusive of costs provided
Bl under Paragraphs 2 and 10 of Sedtag 11, zLsSlvage credits, the value of injected substances purchased
2 for secondary recovery and all taxes assessments which are levied, assessed znd paid upon the
¢} mineral interest in and to the Joig

A

) (2) Application of Overhead ~ Pez

'G

7 For the purpose Paragraph 1B of this Section II1,
8 development

9 i

0

il

2

3 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section III. A

4 costs shall be considered as operating.

;5.4

6 2. Overhead - Major Construction

T

8 To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
9 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
0 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
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Lzcount for overhead based on the following rates for any Major Construction project in excess of §

>
w

A2 %of first $100,000 or total cost if less, plus
B3  %ofcosts in excess of $100,000 but less than $1,000,000, plus
C.__ 2 __ _9%of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to 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
{or overhead based on the following rates:

A 5 %ol total costs through £100,000; plus
B.__ 3  %of total costs in excess of $100,000 but less than $1,000,000; plus
C 2 %oftotal costs in excess of $1,000,000.

Expenditures subject to the overheads zbove will not be reduced by insurance recoveries, and no other overhead
provisions of this Section III shall apply.

4, Amendment of Rates

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

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

Operater is responsible for Joint Account Materizl and shall make proper and timely charges and credits for all Material
movements affecting the Joint Property. Operzlor shall provide all Material for use on the Joint Property; however, al
Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators ir surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

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

2.  Transfers and Dispositions
Mezterial furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
urless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, :hall be priced at Eastern mill
published carload base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint DPrcperty for which
published rail rates for tubular goods exist. 1f 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 Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A(1)¥2). For transportation cost from points other than Eastern mills, the 30,000
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(c)

(d)

= iy

pound Oi! 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.

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.

Line Pipe

(a)

(b

()

(d)

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¥2) 2s provided zbove.
Freight charges shall be calculated from Lorain, Chio.

Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 32,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragraph A.(1Xa) as provided above. Freight charges shall be calcuizted from lorain,
Ohio.

Line pipe 24 inch OD and over and % 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.

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 railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply slore nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, o the
railway receiving point nearest the Joint Property.

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 Joint
Property. Unused new tubulars will be priced as provided above in Paragraph 2.A4(1) and (2).

Good Used Material (Condition B)

Mater:al in sound and serviceable condition and suitable for reuse without reconditionirg:

8]

(2)

Material moved to the Joint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A.
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

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as used Material.

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 any, shall be absorbed by the transferring property.

Other Used Material

8)]

Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at 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 does not exceed Condition B value.
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(2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
under procedures normally used by Operator without prior approval of Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
of comparable size and weight. Used casing, tubing or drill pipe utilized 2s iine 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, eg.
power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
Upset tubular goods shall be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures norrally 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 specizlly priced as agreed to 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 stocking point. 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 IIl, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded tc the nearest cent and
shall be the rate in effect until the first day of April 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,

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 Joirt Account for the required
faterial 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 notifying Operator within
ten days after rece'ving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

Operator does not warrant the Material 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 Qperator shall maintain detailed records of Controllable Material.

L

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 invenlory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented al an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

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 Account for
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such irventory. In cases
involving 2 change of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account.
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6

7 EXHIBIT "C”

8 GAS BALANCING AGRLEMENT ("AGREEMENT™)

9 ATTACHED TO AND MADE PART OF THAT CERTAIN

;? DY AND.B %F};’;Téfgaggg%ﬁg Dd\a’g[%orélf?eaé'%?xgjral pPartner for Citation 1987 mYesUnent
12 ANB BAHITES 25 RRETaERAric Richfi ("OPERATING AGREEMENT")
13 RELATING TO THE East Half {E/2) of Section 20, T21S, R36E AREA,
14 Lea COUNTY/RARI3, STATE OF _New Mexico

15

16 1. DEFINITIONS

17 The following definitions shall apply to this Agreement:

18 1.01 “Arm’s Length Agreement” shall mean any gas sales agreement with an unalfiliated purchaser or ary gas sales
19 agreement with an affiliated purchaser where the sales price and delivery conditions under such agreement are
20 representative of prices and delivery conditions existing under other similar agreements in the arca between
21 unaffiliated parties at the same time for natural gas of comparable quality and quantity.
22 1.02 “"Balanting Area” shall mean (select one):
23 & cach well subject to the Operating Agreemeat that produces Gas or is allocated a share of Gas production. If a
24 single well is completed in two or more producing intervals, cach producing interval from whiuch the Gas
25 production 15 not commingied in the wellbore shall be considered a separate well.

26 (3 all of the acreage and depths subject to the Operating Agreement.
27 O
28
29
30

31 1.03 “Full Share of Current Production™ shall mean the Percentage Interest of each Party in the Gas actually produced
32 from the Balancing Area during cach month.

33 1.04 “Gas” shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classificd
34 as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made
3¢ available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by
3¢ ficld equipment operated for the joint account. “Gas™ dues not include gas used in joint operations, such as for fuel,
37 recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Dalancing Arca.

38 1.05 "Makeup Gas™ shall mcan any Gas taken by an Underproduced Party from the Balancing Area in excess of iis Tull
39 Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof.

40 1.06 "Mcf” shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volume of gas contained in one cubic
41 foot of space at a standaed pressure base and at a standard temperature base.

42 1.07 "MMBu” shall mean onc million British Thermal Units. A British Thermal Uait shall mean the quantity of heat
43 required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees I'ahrenheit ac a
44 constant pressure of 14.73 pounds per square inch absolute.
45 1.08 "Opcrator” shall mean the individual or entity designated under che terms of the Operating Agreement or, in thy
40 cvent this Agreament is not employed in connection with a0’ operating agreement, the individual or crity
47 designated as the operator of the well(s) focated in the Balancing Arca.

48 1.09 "Overproduced Parcy” shall ican any Party having taken a greater quantity of Gas from the Balancing Area thia
49 the Percentage Interest of such Party in the cumulative quantity of all Gas produced from che Balancing Arca.

50 1.10 "Overproduction™ shall mean the cumulative quantity of Gas taken by a Party in excess of its Percenzage foterest in
51 the cumulative quantity of all Gas produced from the Balancing Acca.

52 1.11 “Party” shall mcan those individuals or encities subject to this Agrecment, and their respective heirs, successors,
S3 transfcrees and assigns,

54 1.12 "Percentage Interest” shall mean the percentage or decimal interest of each Party in the Gas produced from the
59 Balancing Arca pursuant to the Operating Agrecment covering the Balancing Arca. .
56 1.13 “Royahy” shall mcan payments on production of Gas {from the Balancing Arca 1o all owners of royalties, overriding
57 royaltics, production payments or similar interests.

98 1.14 “Underproduced Parey” shall meaa any Pacty having taken a lesser quantity of Gas from the Balancing Arcca thaa
59 the Percentage Interest of such Party in the cumulative quantity of all Gas produced {rom the Balancing Arca.

60 15 "Underproductiun® shall mean the deficicney between the cumulative quantity of Gas taken by = Party and its
Gl Percentage Interest in the cumulative quantity of alt Gas produced (rom the Balancing Arca. A

62 116 (X (Optional) "Wiater Period” shall mean the month(s) of _November and December -L in une
63 calendar year and the monthi(s) of January, Febma:l and March in the succeeding calcnd;;.'r year.
64 2. BALANCING ARLA i

65 2.1 I this Agreemen: covers more than one Balancing Arca, it shall be applied as if each Balancing Area v.cxc covered

66 by scparate but identical agreements. All balancing hercunder shall be on the basis of Gas taken from the Balangis

g Arca
67  measured inXADEOELBIDEINNION (Alternative 2) [ MMBeus,

68 2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subjclc.t:io—fyht?"r more
9 <imum lawful prices, any Gas not subject 1o price contruls shall be considered as produced from 3 sin/g!c lBrl‘nl\c'ing Arez
70 and Gas subject to cach maximum lawful price category shall be considered produced {rom a sepacate Bala'r\éing Arga ).
71 3, RIGHT QF PARTIES TO TAKE GAS \'\7:,\1__,' -
72 3.1 Each Party desiring to take Gas will notify the Operator, or cause the Operator to be nori_fi.c(léﬁf"' \ 'Yd.mcs

. . oL o R X et gty s g b
73 nominated, the name of the transporting pipcline and the pipeline contract number (if available) an ,‘.‘,35,‘5,'«5,!_;",‘_’5;‘,5’,".S!,’,i’.’]ﬁ_
74 to such delivery, sulficiently in advance fue the Operator, acting with reasonable diligeace, to mece all nominadion.and-other.,
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requirtements. Operator is avthorized to deliver the volumes 50 nominated 2nd confirmed (if confirmation is required) to the
transporting pipel.ng in accordznce with the terms of this Agreement,

32 Each Parry shall make = reasonable, good {aith effore to take its Full Share of Current Production cach month, 1o the
extent that such production is required to mainzin leases in effecy, o proiect the producing capacity of a well or reservoir, to
preserve correlative rights, or to mainzain oil production.

3.3 When a Parry fails for 2ny reason to tzke its Full Share of Current Production (as such Share may be reduced by the
right of the other Parties tc make up for Undzrproduction as provided herein), the other Parizs shall be entided o take any
Gas which such Parcy fails 1o t2ke. To the extent pracuicable, such Gas shall be made zvailable initially o exch Underproduced
Party in the proportion that its Percentage Interest in the Balancing Area bears to che towl Percentzge Interests of all
Underproduced Parties desiring to take such Gas. If all such Gas is nor taken by the Underproduced Parties, the portion not
taken shall then be made available to the other Pardies in the proportion that their respeciive Percentage Inzerests in the
Balancing Area bear to the total Percencage Interests of such Parties.

34 All Gas taken by a Party in accordance with the provisions of this Agreement, regerdiess of whether such Parry is
underproduced or overproduced, shall be regarded as Gas waken for its own account with title thereto being in such taking
Party.

3.5 Norwi:zhstanding the provisions of Section 2.3 hereof, no Overproduced Party shall be enditled in any monch to take any
Gas in excess of three hundred percent (300%) of its Percentage Interest of the Balancing Acea’s then-current Maximum
Monthly Availability; provided, however, that this limitation shall not apply 10 the extent that it would preclude production
that is required to mainaain leases in effect, 1o protect the produting capacity of a2 well or reservoir, ro preserve correlative
rights, or to mainzain oil production. “"Maximum Monthly Availzbility” shall mean the maximum average monthly rare of
production at which Gas can be delivered from the Balancing Area, as determined by the Operator, considering rhe maximum
efficient well rate for each well within the Balancing Arez, the maximum allowable(s) sct by the appropriate regulatory agency,
mode of operation, production facility capabilities and pipeline pressures.

3.6 In the event that a Parry fails to make arrangements to take its Full Share of Current Production required to be

produced 1o mainzain leases in effect, to protect the producing capacity of a2 well or reservoir, to preserve correlative rights, or
to maintain oil production, the Operator may sell any part of such Parry’s Full Share of Current Production that such Party fails
to take for the azcount of such Party and render to such Party, on a current basis, the full proceeds of the sale, less any
reasonable marketing, compression, treating, gathering or transpor:ation costs incurred directly in connection with the sale of
such Full Share of Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain
such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its
markets. Any such sale by Operator undec the terms hercol shall be only for such reasonable periods of time as are consistent
with the minimum needs of the industry under the particular ciccumstances, but in no event for a period in excess of one
year. Notwithstanding the provisions of Article 3.4 hereof, Gas sold by Operator for a Parry under the provisions hereof shall
be deemed to be Gas taken for the account of such Parey.
4. IN-KIND BALANCING

4.1 Effective the first day of any calender month following at least thirty ¢ 30 days” prior
written notice to the Operator, any Underproduced Party may begin takiag, in addidon to its Full Share of Current

Production and any Makeu g Gas taken pursuant 1o Section 3.3 of this Agreement, a share of current production determined
by multiplying SWENtY=2IVe percen: ( 25 g3y of the Full Shares of Current Production of all Overproduced Parties by
a fracdon, the numerator of which is the Percentage Interest of such Underproduced Parry and the denominazor of which

is the toral of the Percentage Interests of all Underproduced Parties desiring 10 take Makeup Gas. In no evenr will an

Overproduced Parny be required to provide more than fifty percent ( 30 %.) of its Full Share of Current
Production for Makeup Gas. The Operator will promptly notify all Overproduced Parties of the election of an Underproduced
Party to begin taking Makeup Gas.

2 A (Optional ~ Scasonal Limication on Makeup - Oprtion 1) Notwithstanding the provisions of Section 4.1, the
average monthly emount of Makeup Gas taken by an Underproduced Parry during the Winter Period pursuznt to Secrion 4.1
shall not exceed cthe average monthly amount of Makeup Gas taken by such Underproduced Party during the

threg ———-

( ) months immediately preceding the Winter Period.

T —+t0rorat——Soromt—imrizromon—Mrkeap——Option—2—orwithytending—theprovisions—elSeeton—i
Overproduced Patry-wdll be required to provide more than percent ( U Yt 05 Tull Share
of Current Production for Makeup Lacing the Winuer Period,

43 (3 (Optional) Norwithstanding any other provisiaq of this A e, at such time and for so long as Operator, or
(insofar as concerns production by the Operator} e produce < gdetermines in good faith that an Overproduced
Party has produced all of its shpreefTHe uliimacely recoverable reserves in the Balandi such Overproduced Parcy may
be rcquir}:d ~¥ T avatlable for Makeup Gas, upon the demand of the Operator or any Underpiotoesd 2arry, up to

perecnet Fotofseh-Overproduccd e ciy s TSt { CuireniPeoduets

5. STATEMENT OF GAS BALANCES

5.1 The Operztor will mainuin appropriate accounting on 2 monthly and cumulative basis of the volumes of Gas that each
Party is enticled ro receive and the volumes of Gas acrually taken or sold for cach Parey’s account. Within forey-five (45) days
afcer the month of production, the Operator will furnish a statement for such month showing (1) each Parry’s Full Share of
Cucrent Production, (2) the roral volume of Gas actually taken or sold for each Party's account, (3) the difference ‘fxrwccn
the volume rtaken by each Party and that Party's Full Share of Currenc Production, (4) the Ovr—producuon or
Underproduction of each Party, and (5) other daa as recommended by the provisions of the Council of Pc roleum
Accountants Societies Bulletin No. 24, as ameaded or supplemented hereafrer. Each Parry taking Gas will prompily pronde o
the Operator any data required by the Operator for preparation of the statements required hereunder. ;

5.2 If any Parry fails to provide the data required herein for four (4) consecutive production months, the Opcmrur or
where the Operator has failed 10 provide data, another Parcy, may audit the production and Gas sales and (rmsjul:mauon
valumes of the non-reporting Parey 1o provide the required data. Such audit shall be conducted only after rcasor\acl: nouéc and
during normal business hours in the office of the Parry whose records are being audited. All costs zssocna(:d w'(h such “audit
will be charged 1o the account of the Parry failing to provide the required data. '\\ L i (’)

6. PAYMENTS ON PRODUCTION Ve ??('_ :

61 Each Party taking Gas shall pay or cause 1o be paid all production and severance taxes due on :H\ Llnﬁﬂ&g
actually taken by such Parey. R .J

6.2 4 (Alternative 1 - Entitlements) Lach Parcy shall pay or cause to be paid all Royaky due wnrh (cspca 10 qualgu.
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1 ownsrs to whom it is accountable as if such Paccy weee taking its Fulf Share of Current Production, and on
ar Produzuon.
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prrormt TOT I IC—OTTYT YTty t

y s Full Share of

Smoserleiis cempir ol o Do
s Full Share of Curcent Production in 3 given month ("Current Underproducer™), any Pariy takin
its Full Share of Curreny

24

4 taking lesSy

5

6 | amounr each month equal to the RoyalTy
7

8

9

dyction in such month {"Current Overproducer™) will pay to such T nderproducer an
Tt Overproducer for that portion of
the Current Underproducer’s Full Share of Current
such payment will not exceed the Royzlty percentage thair

e Current Overproducer; provided, however, that
2!} Royalty burdens in the Balancing Arca. Paymencs

made pursuant te this Section 6.2.1 wil' b aty's Royalty owners for purposes of

10 ) Secuion 7.5,

11 62 3 fative 2 - Sales) Each Party shall pay or causs 10 be paid Royalty due with respect 0 K Lners 1o
12 it wrsable bioped ok ! N STV NN N P S PSPOI SR

13 G3 la the event that any governmental auchocity requires that Royalty paymencs be made on any other basis than chat

14 provided for in this Section 6, each Party agrees to make such Royalry paymencs accordingly, commenciag on che effective date
13 required by such governmental authority, and the method provided for herein shall be thereby superseded.

16 7. CASH SETTLEMENTS

17 7.1 Upon the carlier of the plugging and abandonment of the last producing interval in the Balsncing Area, the termination
18 of the Operating Agreement or any pooling or unit agreement covering the Balancing Arez, or ar any time no Gas is taken
19 from the Balancing Arca for a period of twelve (12) consecutive months, any Party may give written notice calling for cash
20 seulement of the Gas production imbalances among the Parties. Such nosice shall be given to all Parties in cthe Balancing Area.
21 7.2 Within sixty (60) days afcer the notice calling for cash setziement under Section 7.1, the Operator will distribute o each
22 Parey a Tinal Gas Seulement Statement detailing the quantity of Overproduction owed by each Overproduced Party o each
23 Underproduced Party and  identifying the month 0 which such Overproduction is attributed, pursuzat to  the
24 mechodology set out in Section 7.4.

25 73 (Alcernative 1~ Direct Parry-to-Party Sertlement) Within sixty (60) days after receipt of the Final Gas Settlement
26 Stacemeznt, cach Overproduced Pacey will pay to cach Underproduced Party entitled to setdement the appropriate cash
27 sculement, accompanied by appropriate accounting decail. At the time of payment, the Overproduced Party M[! notify the
28  Operator of the Gas imbalance sertled by the Overproduced Party's paye ment.

2% 22 L) (Alornarive-3—Sewde Theough-OperatorWatim—sirty—68)deysmfrerrtciproftheFr-GreSerrkerms
30 | Statem? ach Overproduced Party will send irs cash sertlement, accompanied by appropriate accounting depaib~T0 the
51 Operator. The Opz r will discribute the monies so received, zlong with any sertlement owed by she Uperator as an
32 Overproduced Party, to eachi~baderproduced Party to whom settlement is due within ninety 7 days after issuance of the
33 | Final Gas Settlement Stacement. In the~ewzpr that any Overproduced Party fails jo—pTy any setddement due hereunder, the
4 | Operator may turn over responsibility for the collzteaq of such setdemepirs™he Party to whom it is owed, and the Operator
will hzve no further responsibilicy with regard to such sertiem

) 731 D {Optional ~ For use only with Sectiog 237 Alternative 272 dement Through Operator) Any Purey shall have
37 the right at any time upon thirty (30) duss=pTior written notice 1o all other Partits~a demand that any serdements due such
38 {DParty for Overproduction be_pard™directly to such Pary by the Overproduced Party, radity~<han being paid through the
29 {Operator. Ia the ev hat an Overproduced Pacey pays the Operator any summs due to an UnderprodiredLarty at any time
40 (afrer thizy 3 days foliowing the receipt of the notice provided for herein, the Overproduced Party will contnudo~bg_ liable
41 b M indecpeaduced Pocre for any cume <o poid uneil poymieny s goenally cerrjund by the Undecoadiced Doy

42 4 B (Alernative | - Hiscorical Sales Basis) The amount of (hl’: cash serddement will be based on the proceeds

43 IC:CIth by the Overproduced Party under an Arm’s Length Agreement for the Gas taken from time to time by the
44 Overproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any Makeup Gas aken by the
45 Underproduced Party prior to monetary sectlement hereunder will be applied to offset Overproduction chranologically in the
46 order of accrual.

47 = rerre—2 o R Basryi—Fhe - rroom—of-the e tH—be—besrd—omr—the—proseTies
48} received by the Uverprodeesd Darry under an Arm’s Length Agreement for the volume of Gas thar conserret@ Overproduction
49 by the Overproduced Party from the Batenting A oz the purposs £ imwpherntiiting the cash settiernent provision of the
30 | Seceion 7, an Overproduced Parry will not be iWercd TG Rave produced anyofwe-Linderproduced Parry's snare of Gas until
51 the Overproduced Pyriy hesproduced cumelatively all of its Percentage Inzerest share of the Gas ulumalelyproduced fzom the
52 JlDu o S

M 7.5 The values used for calculating the cash sectlement under Section 7.4 will include all proceeds received for the sale of the

54 Gas by the Overproduced Party calculated a: the Balancing Area, afier deducting any production or severance taxes paid and any
59 Royalty actually paid by the Overproduced Party to an Underproduced Party’s Royalty owner(s), to the exten: said payments
56 amounted to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonabie marketing, compression,
57 treating, gathering o1 transportation costs iacurred directly in connection with the sale of the Overprodaction.

58 751 (Oprional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas
59  purchase contract providing for paymenr based on a percentage of the proceeds ob:ained by the purchaser upon resale of
G0 residue gas and liquid hydrocarbons extracted at a gas processing plant, the values used for calculating cash sectienent will
01 include proceeds received by the Overproduzed Parry for both the liguid hydrocarbons and the residue gas acriburable to the
G2 Overproducron,

63 wfvf_l4n?.' b Malvarionfor P LG Opss 1) ForOverproductinn— b foth S
4 Overproduced Parry a7z 2ssi lant for che extraction o( llCUld hydrocarbons. the full queesry ol The »r.r;irodaction
Gy | will be valued for purposes of cash settlement at the prr - e Overproduced Parry for the sale of the rcsnduc gas
66 |ateributable to the Overprodics Thout regard 1o proceeds attributable 1o Tiqud =hich may b?'/c been
i crr i e} duction

L £ -

752 & (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the acco‘iu'ar‘iof the
6, Overproduced Party st & gas processing plant for the extraction of liquid hydrocarbons, the values used for \..I'L'lniing cash
70 sculement will include the proceeds received by the Overproduced Parry for the sale of the liquid h)droc:xbons cxrr;crc4 from
71 the Overproduction, less che actual reasonable coses incurred by the Overproduced Party to process the Ov:rpmdumon 20d 1o
72 transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale. Ll ,J’,,?&_\ »
73 7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm'’s Lcng(h Agrccmcm the cash i

74 sculement witl be based on the weighted average price received by the Overproduced Party for :‘n) ‘gas’ sold f{rom’ .lh_t |
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Balanzing Area under Arm’s Length Agreements during the months to which such Overproduction is zuribursd In the evens

that no szles under Arm’s Leageh Agreements were made during any such mondh, the cash setdemen: for suth month wili be

baszd on the spot sales prices published for the appliczble geographic zrea during such moath in a muteaily acceprable pricing

bulletin.

S teess skttt rerecent— S e e e v
r:mu‘ ing Ares, whichever is Izss, will accrue for all amannrg dee—r 7F Secucn 7.1, beginning
the first day foliowing the date payment is due pursiz 1 interest shall be borae by the Operator or any

in Seceions 7.2 and 73
ok - Vol b, oo ,,

7.8 In lieu of tne cash setdement required by Seczion 7.3, an Overproduced Parcy may deliver (o the Underproduced Pargy
an offer 1o seule its Overproduction in-kind and at such rates, quansitics, times and sources as may be agresd upon by the
Underproduced Party. If the Parties are unable 1o agree upon the manner in which such in-kind seulemen: gas will be
furnished within sixry (G0) days afrer the Overproduced Party's offer to setcle in kind, which period may be extended by
agreement of said Pardies, the Overproduced Parey shall make 2 cash sertlement as provided in Section 7.3. The makiag of an
in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash setlement shouid the Pacties
fail to reach agreement on an in-kind setrlement.

7903 (Optional ~ For Balancing Areas Subject to Federal Price Regulation) That portion of any monies collected by an
Overproduced Parry for Overproduction which is subject to refund by orders of the Federal Encegy Regulacory Commission ar
other governmental authority may be withheld by the Overproduced Party uaril such prices are fully approved by such
governmental authority, unless the Underproduced Party furnishes a corporate undercaking, accepiable 1o the Overproduced
Party, agreeing to hold the Overproduced Parry harmless from financial loss due to refund orders by such governmen:al
zuthoriry.

200 &4 {Opticnal - Interim Cash Balancing) At any time during the term of this Agreement, any Owverproduced Party
may, in its sole discretion, )ngil‘ﬂ? setdlement(s) K2OOBILTDOE0RIBIHS covering all or pare of its outstanding Gas
imbalance, provided that such seczlemnenes must be made with 2ll Underproduced Parties proportionately based on rhe relacive
imbalances of the Underproduced Parties, and provided further that such settlements may not be made more often than ence
every rwenty-four (24) months. Such scedements will be calculated in the same manner provided above for final cash
settlements. The Overproduced Party will provide Operartor 2 detailed accounting of any such cash settlement within thirty (30)
days after the settlement is made.  See 7,11 on Page 5, Other Provisions.

8. TESTING

Notwichstanding any provision of this Agreement to the contrary, any Party shall have the right, from timz to time, to
produce and take up 1o one hundred percent (100%) of a well's entire Gas stream to meet the reasonadle deliverability test(s)
required by such Party’s Gas purchaser, and the right to take any Makeup Gas shali be subardinate (o the right of any Parry to
conduct such tests; provided, however, that such tests shall be conducted in accordance with pruden: operating practices oniy

after thirty (._3_0_) days’ prior written ootice to the Operator and shall last no longer thzn
_ forty—eight (—48) hours.
9. OPERATING COSTS

Noshing in this Agreement shall change or affect any Party’s obligation to pay its proportionate share of all costs and
lisbilities incurred in operations on or in connection with the Balancing Area, as its share thereo! is set forth in the Operating
Agreement, irrespectice of whether any Party is at zny time seiling and using Gas or whether such sales 57 use are in
proportion to s Percentage Interest in the Balencing Arca.

10. LIQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipmzn: operated
for the joint account in accordance with their Percentage Interests in the Balancing Area.
11. AUDIT RIGHTS

Norwithstanding any provision in this Agreemen: or any other agreement berween the Parties heretc, and further
notwithstanding any termination or cancellation of this Ag}"mcm for a period of two (2) years from the end of the calendar
year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Parey shall have the righe to audi
the records of any other Party regarding quantity, including bur not limited to information regarding Bru-content.
Any Underproducec Parey shall have che right for a period of rwo (2) years from the end of the calendar year in which any
cash serclement is received pursuant o Section 7 to audit the records of any Overproduced Party 2s w0 all matters concerning
values, including but not limited to information regarding prices and disposition of Gas from the Balancing Arca. Any such
audit shall be conducted at the expense of the Parry or Parties desiring such audit, and shall be conducted, 2fter reasonable
notice, during normal business hours in the office of the Party whose records are being audited. Lach Party hereto agrees to
maintain records as to the volumes and prices of Gas soid cach month and the volumes of Gas used in its owa operations,
along with the Royalty paid on any such Gas used by a Party in its own operations. The audit rights providsd for in this
Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement.

12. MISCELLANEOUS

12.1 As between the Parties, in the event of any conflict berween thz provisions of this Agreemesnt and ths provisions of
any pas sales contract, or in the event of any conflicc between the provisions of this Agreement 2nd the provisions of the
Operating Agrecment, the provisions of this Agreement shall govern.

12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against any and ali hablll.) for
any claims, which may be asserted by any chird party which now oc herealter stands in 2 contractual relationship v{l:h such
indemnifying Parry and which arise out of the operation of this Agreement or any activities of such indemnifying Parg;y under
the provisions of this Agreement, and does furcther agree to save the other Parties harmless from all judgmenzs or'admagts
sustained and costs incurred in connection therewith "; )

12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer the pro"l_sxonxfo! chis
Agreement, but shall have no liability to the other Parties for Josses sustained or liability incurred which arise.out ol) or in
connection with the performance of Operator's duties hereunder, excepr such as may result from Operator’s gross n-ghgence ot
willful misconduct. Operator shall not be liable to any Underproduced Parry for the failure of any Ovcrprodxlxc:fi P:rryl (?rher
than Operator) o pay any amounts owed pursuant to the terms hereof. \oe xe

12.4 This Agreement shall remain in full force and effect for as Tong as the Operating Agreement shall r:mzm in f&rcc'lnd
effect as to the Balancing Area, and thereafeer until the Gas accounts berween the Parties are settled in fqu"anu‘s"'ﬂ imdre™o
the bencfit of and be binding upon the Parties hereto, snd their respective heirs, successors, Ilq;:zl represcntatives s !
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and assigns, il ary The Paties hereto agree 1o give notice of the existense ol this Agicement o any suceesser in irerest of
aoy such Pacny acd o pravide dhat sy such successor shadl be b by thic Apreemend, and shall furiier snabe any traasler of
any interest subjeotio the Operating Agreemend, ar any pare thereol, also subject o the terms of this Agrecmen

125 Unless the context dearly dndicares otherwise, words used in the singular jadinde the plural, the plual includes the
singulst, and dhe aevier pendec tncludes the naseubine aod die leminine,

126 40 the evemt shat any "Opticnal” pravision of this Agreemcot is not adopiad by the Parties 1o this Agrecment by a
typad, printed o lundweitien dndication, sucd provision shall noc formy a3 pare of shis Agreement, and no infzicnce shalf be
made concerning the intent of the Patties i such event. In dhie event thar any “Altcinadive” provision of (his Agicoment is not
st adapied by the Hardes, Alicroative 1ia eadh s instance shall be deemedd 1o have been adopied by the Partics as a resuht
of any such omission, In those cases where icis indicated that an Oprional provision may be used anly il a spedific Aliernative
is selectedds (i) an clection o inchide said Optianal provision shall not be effective unless the Alicrnative in quesiion is sclected,

and (i) the clection o inchude said Optional peovision mnust be expressly indicawed heceon, @ being understaad diac the

seleviion of an Alersative cither expreasly or by defauh as prgvided herein shall nor, o and of asclf, constiiae an eledtion to

indude an associated Optinnal provision.

12.7 This Agreement shall hind the Parties in accordance with the provisions hereol, and nothing herein shall e consirued
or intecpreted as ceeating any cights in any persan o cmity aot a sigaatory hereta, or as being 3 stipulation in (avor of any
such person or entity,

128 1 contemparancously with chis Agreement becoming elleciive, ar therealier, any Party requests thae any other Parry
excauie ann appropriaie memarandim or natice of (his Agreement in order ta give thied parties natite of cecond of same aml
sulsnits sanc for oxeantion in recordable furm, such memorandam or potice shall be duly executed by ihe Party 1o which such
request is made and delivered promyply therealier to the Party making the request. Upon receipt, the Party making the request
shiall cause thie mcmonandam or notice 10 be duly recorded in ihe appropriate real property or other records alfeciing, the
Malanciog, Acea.

129 1o dhie cevent Tuternal Revenne Seevice reguladions requize a uniform mehod ol compuiing 1axable income by all
Partics, cuch Party ageees o anmpute and eepore income to the fnernal Revenue Service (select one) B2 as if such Party were
taking its Full Share of Cucreat Production ducing cach relevaat ax period ia accordance with suchy regulatians, fsofac as same
rehine 1o emidement method tax compatations, [ p—— NiiDaains e an s == T R T

—crhoepnlatianssinolaeosamesre La e oo i thod o e nio .

sixty (80

13 ASSIGNMENT AND RIGITTS UPON ASSIGNMENT

13.1 Subjece o the pravisinas of Sections 13.2 (if clected) and 13.3 hereol, and notwithstanding anything (o this Agreement
or in the Operating Agreement o the conteary, if any Pacty assigns (inddading any sile, exchange or ather transfer) any of s
working interest in the Dalancing Area whien such Party is an Underproduced or Overpredoced Party, the assipnment or other
act of iransfer shall, insofar as the Parties herew are concerned, inchide all interest of the assigning or teansfercing Party in the
Gas, all tiphits 1o rcceive or ohlipations o provide or take Makeup Gas aod all rights 1 receive or obligations to make any
manctary pagment whichi may oliimately be due hereunder, as applicable. Operator and each of the other Prracs hereto shall
therealter tieac the assipnment azcordingly, and 1he assigning or (ransferring Party shall ook solely 1o s assipnee or other
transfecee (ur any irterest in the Gas on monsary payment that such Party may have or (o which it may he crniticd, and shall
cause (s assipocee ot athed transferer wassime s abligations herewnider,

12 4 (Opitonal - Cash Seulement Upon Assignarent) Notwithstanding anything in this Agreement (indading but ot
lisnired 1o the peovitinns of Section 130 herenl) or in the Qperating Agreemeont to dhic contrary, and subject 1o the provisions
of Seenon 133 hereol, in the event an Overprdduced Party inencds 1o sell, assign, exchanpe or otherwise transler any of s
inverest inoa Balascing Avea, snch Overprsdoced Pasty shall noifly inoveriving the other wonking intciest owners who aie
Partics hieseto an sudh Balancing Area ol such face av deast s3>ty 0 (L60.) days priar o dosing the
transaction. Therealier, any  Underpradaze) Party  may demand from such Overproducad Many o wiiting, within

days aliee receipt of the Overpraduzed Pany’s natice, 2 eash sctdemenr of ws

Vnderprodincion from abie Balandiog Area. The Operator shall e notificd of any sich demand and of any cash scudement
pursuant (o this Sccoon 13, and the Overprodocian and Underprsduction of eacdh Pacty shall be adjusted accondingly. Any cash
scrtlenment purstant to this Section 13 shall e paid by the Overpasduced Pacty on or befare the carlier to neenr (1) of sixiy (60)
days alies reveip of the Underproduced Parey’s demand o (1) a3 the closing of the nansaction o which the Overpeaduced
Party sells, assipos, exchanpes or otherwise iranslers its mierest i a Balancing Area an the same basis as othersvise set fordh in

a3

Scevions 2.3 thiouph 76 Lereof, andoshall lews juterentac—he soie foreidedn-Sesid 324 {bvt i bt oy

slheheDves produsdPauy'c salerussignimesrexchanpgeortansleralduduieresin thedlalaneingbees y ottt

paid Miovided, howeser, i any Underprodhe! Pany does not so demand such cash seudement of its Uderproduction from the

Balancing Arca, such Underproduced Pacy siull ook exdusively 0 thie assignee or other successar in interese ol the

Overproaduced Party piving notice hereunder [or the satislaction of such Underproduced Parey’s hnderpraduction in accondance

with the provisinns of Secion 1300 hereol,
138 The provisions of this Secviemn 13 shali not he applicable in the event aoy Pany A RARCS RS BHCTESE OF disposes nf s
inicrest by merper, reorpanization, consolibiion or sale of substantially all of G assets 1 a subsidiary or parent Gompany, o1 o

any company in which any parent or sebsidiary of such Pary owns 2 majority of the stock of sach company
T OVHER PROVISIONS

7.11 INTERIM CASH SETTLEMENT

Afler being underproduced in the Ba'ancing Area for al least two (2) years, an Underproduced Party may, in
its sole discretion, require all Overproduced Paries in the Balancing Area to make cash selllemenls with all
Underproduced Paries covering each such party’'s Cumulative Underproduction. An Underproduced Party
desiring to invoke cash sefliement shall notify all Overproduced Parties and Operalor of such desire in
writing. Within sixty (60) days afler Operator’s issuance of its nex! regular statement of imbalances, each
Overproduced Parly shall pay each Underproduced Party its pro rala share (based on such Underproduced
Pany's percentage of the Cumulalive Underproduction of all Underproduced Parlies) of the value of such
Overproduced Party's Cumulalive Overproduclion. Payment shall be calculated in the same manner as the
fina! cash seltlement under other paris of this Section 7. Each Overproduced Party shall notify the Operator
of the payments made, and Operaicr shall adjust its imbalance accounts accordingly. The terms and
provisions of Seclion 7.10 may be applied in multipte instances from time to time by any Undgrproduced
Party; provided, cash setllernenl shal: not be made mare often than every two (2) vears exceotin the rase

DT I S B T R I pepuyy
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15. COUNTERPARTS

This Agreement may be executed in counterparts, each of which when taken with all other counterparts shall conscicute
. binding agreement berween the Partics hereto; provided, however, that if a Party or Parties owning a Percentage lnicrest in
%) therein fail(s) 1w exccute this
Agreement on or before , this Agreement shall not be binding upon any Party and shali be of
no further force and effect.

1st
97 IN WITNESS WHEREOF, this Agreement shall be effective as of the day of

the Balancing Area equal w0 or greater than a percent (

June

19

ATTEST OR WITNESS: .OPERAT
Clgaélon CBQil & Gas Corp., as General Partner

for Citation 1987 Investment Limited Pairtnership

BY:

Gary C. Johnson

Type or print name

Title Senjor Vice President

Date

Tax ID or §.5. No, ___16~0205694

NON-OPERATORS

Chevran 1.8, A, Inc

BY:

Type or print name

Title

Date

Tax 1D or $.5. No.

Atlantic Richfield Compasy

BY:

Type oc print name

Title

Date

Tax 1D or §.8. No.

N - .
e Pl s s mitea) 43 b peahet b0
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EXHIBIT “F”

Attached to and made a part of that certain Operating Agreement dated
June 1, . 1997, by and between Citation Qil & Gas Corp., as
General Partner for Citation 1987 Investment Limited Partriership, as Operator, and
Chevron U.S.A. Inc. and Atlantic Richfield Company, as Non-Operator.

Operator and any successor, substitute or replacement tharefor (whether succeeding, substituling
for or replacing such Operator in whole or in part, temporarily or permanently), is considered a
"Contractor” of the Federal Govemment and subject to the terms, provisions, and represertzations
set forth below. By execution or ratification of, or joinder in, this agreement, or by accepting the
benefits hereof in any way, each party so situated hereby ratifies, adopts and confirms the following
as "Contractor™:

1. To the extent applicable to this Agreement, Contractor agrees to incorporate herein by
reference and comply with the following clauses contained in the Code of Federal
Regulations (including any revision and redesignation thereof), the fuli text of which will be
made available upon request:

a. 48 C.F.R §52.203-6 (Subcontractor Sales to Govemment); 48 C.F.R, §§52.219-8
and 52.219-9 (Utlization of Small and Disadvantaged Business Concems); 48
C.F.R. §§22.804-1 and 52.222-25 and 41 C.F.R. §60-1.4 (Equal Opportunity); 48
C.F.R. §§52.222-35 and 52.222-37 and 41 C.F.R. §B60-250.4 (Disabied and
Vietnam Era Veferans), 48 C.F.R. §52.222-36 and 41 C.F.R. §60-741.4
(Handicapped Workers); 48 C.F.R. §52.223-2 (Clean Air and Water); and 48 C.F.R.
§52.223-3 (Hazardous Maternal Identification and Matenial Safety Data). Contractor
also agrees: (i) to comply with all applicable requirements of the Clean Air Act, the
Federal Water Pollution Control Act and the regulations and guidelines issued under
each; (i) that no porlion of the work required by this contract wilt be performed in a
facility listed on the Environmerital Protection Agency List of Viofating Facilities on
the date when this contract was executed unless and until the EPA eliminates the
name of such facility or facilities from such listing; (iii) to use its best efforis to
comply with clean air standards and clean water standards at the facility in which the
contract is being performed; and (iv) to insert the substance of the provisions of this
Paragraph into any nonexempt subcontract or purchase order as required.

b. In addition to those specifically referenced herein, Contractor shall comply with all
other Federal, State and local laws, rules and regulations (including but not limited to
those related to the environment and waste management, such as RCRA and
CERCLA, and to safety and health, such as OSHA) which are now, or in the future
may become, applicable to Contractor, its business, equipment and personnel, in
relation to the work and to Contractor's performance hereunder.

2. Contractor certifies that it does not and will not maintain or provide for its employees any
facilities which are segregated by race, color, religion or national origin, or permit its
employees to perform any services at any location, under its control, where segregated
facilities are maintained and Contractor will obtain a similar certification for all non-exempt
subcontractors, as required by 41 C.F.R. Section 60-1.8. .

3. Contractor cetifies that none of its employees who perform work pursuant to this contract or
who may hereafter do so pursuant to this contract are or will be unauthonzed aliens as
defined in the Immigration Reform and Contol Act of 19856 ("IRCA”). Conltractor ceriifies
further that it complies with said statute and the implementing regulations. Contractor
further agrees to obtain a certification from its contractors performing work related tc this
contract that none of their employees are unauthorized aliens as defined by IRCA and that
such contractors comply with the statute.



THERE IS NO EXHIBIT “G” TO THIS OPERATING AGREEMENT.



EXHIBIT "i"
ject to that certain Operatirn "oreement dated June 1, 1997 Yetween Citation Oil & Gas
AAPL — FORM GIORS - 1989 C. p. as General Partner for citati_a 1587 Investment Limited

Fartnership, as Operator and Chevron U.S.A. Inc. and Atlantic

hfield Company, as Non-Operators.
1 MODEL FORM RECORDING SUPPLEMENT TO

- OPERATING AGREEMENT AND FINANCING STATEMENT
THIS AGREEMENT, entered into by and between Citation DIl & Cas Corp.

bereinafter referred to as "Operator”, and the signatory party or parties other than Operator, hereinalier referred to

individually as "Non-Operator™, and collectively as "Non-Operators™.
WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas laterests in the land
identified in Exhibit "A" (said land, Leases and Interests being hereinzfter called the "Contract Area™}, 20d io any instance in

[ I A

which the Leases or Interests of a parry are not of record, the record owner and the party hereto that owns the interest ot
9 rights therein are reflected on Exhibic "A™;

10 WHEREAS, the parties hereto have executed an Operating Agreement dated Jupe 1, 1997

11 (herein the "Opcrating Agreement”), cavering the Contract Area for the purpose of exploring 2nd developing such lands,
12 Leases and Intecests for Oil and Gas; and

13 WHEREAS, the parties hereto have exceuted this agreement for the purpose of imparting notice to all persons of the
14 rights and obligations of the parties under the Operating Agreement snd for the further purpose of pecfecting those rights

15 capable of perfection.

16 NOW, THEREFORE, in consideration of the mural rights and obligations of the pactics heceto, it is agrezd ss follows:
17 1. This agreement supplements the Opcrating Agreement, which Agreemsat in its entirety is incorporated herein by
18 relerence, and all terms used herein shall have the meaning ascribed to them ia the Operating Agreement.
19 2. The parties do hereby agree that:
20 A. The Oil and Gas Leases and/or Oil and Gas Interests of the parties comprising the Contract Area shall be subject
21 to and burdened with the terms and provisions of this agreement 1nd the Operating Agreement, and the parties do
22 hercby commit such Leases and Interests to the performance chereof.
23 B. The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and
24 provisions of the Operating Agreement, 8s supplemented by this sgreement.
25 C. All costs and liabilities incurced in operations under this agreement and the Operating Agreement shall be borne
26 and paid, and all zquipment and materials acquired in operations on the Contract Area shall be owned, by the partics
27 hereto, as provided in the Operating Agreement.
28 D. Regardless of the record titde ownership to the Oil and Gas Leases and/or Oif and Gas Interests identified on
29 Exhibit A", all production of Qil and Gas from the Contract Area shall be owned by the parties 8s provided in the
30 | Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment
31 ! of interests covered hereby.
32 E. Each party shall pay or deliver, or cause to be paid or delivered, &ll burdens on its share of the production from the
33 Contract Area as provided in the Operating Agreement.
34 F. An overriding royalty, production payment, net profits interest or other burden payable out of production hereafter
created, assignmerts of production given as security for the payment of money and those overriding royalties, production
30 payments 2nd othzr burdens payable out of production heretofore created and defined as Subsequently Created Incerests
37 in the Operating Agreement shall be (i) borne solely by the parry whose interest is burdened therewith, (ii) subject to
38 suspension if a party is required to assign or relinquish 10 another party an interest which is subject to such burden, and
39 (iii} subject to the liea and security interest hereinafter provided if the party subject to such burden fails to pay its share
40 of expenses chargeable hercunder and under the Operating Agreement, all upon the terms 2ad provisions and in the
41 times and manner provided by the Operating Agreement.
42 G. The Oil 2nd Gas Leases snd/or Oil and Gas Interests which ere subject hereto may not be assigned or transferred
43 except in accordance with those terms, provisions and restrictions in the Operating Agreement regulating such transfers.
44 This agreemnent and the Operating Agreement shall be binding upon snd shall inure to the benefit of the parties hereto,
45 and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run with
46 the leases or interests included within the lease Contract Ares.
47 H. The parties shall have the right to acquire an interest in renewal, extension and replacement lcases, leases
48 proposed to be surrendercd, wells proposed to be abandoned, and interests to be relinquished as a result of non-
49 participation in subsequent operations, all in accordance with the terms and provisions of the Operating Agreement.
50 L. The rights and obligations of the parties and the adjustment of interests among them in the event of 2 failure or
51 loss of sitle, cach parry’s right to propose operations, obligations with respect to participation in operations on the
52 Contract Area and the consequences of = failure to participate in operations, the rights and obligations of the parties
53 regarding the marketing of production, and the rights and remedics of the parties for failure to comply with financial
54 obligations shall be as provided in the Operating Agreement.
55 J. Each party’s interest under this agreement and under the Operating Agreement shall be subject to relinguishment
56 for its failure to participate in subsequent operations and each parry’s share of production and costs shall be reallocated
57 on the basis of such relinquishmen, all upon the terms and provisions provided in the Operating Agreement.
58 K. All other matters wich respect 1o exploration and development of the Contract Area snd the ownership and
59 teznsler of the Oil and Gas Leases and/or Oil and Gas Interest therein shall be governed by the terms and provisions of
60 the Operating Agreement.
61 3. The partics hzreby grane reciprocal liens and security interests as follows:
62 A. Each party grants to the other parties hereto a lien upon any interest it now owns or hereafier acquires in Qil and
63 Gas Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security
64 interesc in 2ny interest it now owns or hereafter acquires in che personal property and fixtures on or used or obtained
[ for use in connection therewith, to secure performance of all of its obligations under this agreement and the Operating
¢ Agreement including but not limited to payment of expense, interest and fees, the proper dishursement of all monies
paid under this agreement and the Operating Agreement, the assignment or relinquishment of interest in Oil and Gas
41 Leascs ns required under this sgreement snd the Operating Agreement, snd the proper performance of operations under
69 this sgreement and the Operating Agreement. Such lien snd security interest granted by esch party hereto shall include
70 such party’s leaschold interests, working interests, operating rights, and royalty and overriding royaley interests in the
71 Contract Area now owned or hereafier acquired and in lands pooled or unitized therewith or otherwise becoming subject
72 to this agreement snd the Opersting Agreement, the Oil and Gas when extracted therefrom and equipment siruated
73 thereon or used or obtained for use in connection therewich (including, without limitation, all wells, tools, and twbular

74 goods), snd sccounts (including, without limitation, sccounts arising [rom the sale of produttion ac the wellhead),
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concract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds 2nd productes of

the foregoing.

B. Each party represents and warrzats to the other parties hereto that the lien and security interest granted by such
party to the other parties shall be 3 first and prior lien, and each parry hereby agrees to maincain the priority of s2id lien
and security interest against all persons acquiring an interest in Oil and Gas Leases 2nd lnterests covered by this
agreement and the Operating Agreement by, through or under such parry. All parties acquiring 2n interest in Oil and
Gas Leases ard Oil and Gas Interests covered by chis agreemen: and the Operating Agreement, whether by assignment,
merger, mortgage, operation of law, or otherwise, shali be deemed to have tzken subject to the lien and security interest
granted by the Operating Agreement and this instrument 2s to all obligations actributable to such interest under this
agreement and the Operating Agreement whether or not such obligations arise before or after such interest is acquired.

C. To the extent that the parties have a security interest undsr the Uniform Commercial Code of the state in which
the Conrract Area is situated, they shall be entitled 1o exercise che rights and remedies of 2 secured parry under the Code.
The bringing of 2 suit and the obtaining of judgment by a parry for the secured indebtedness shall noc be deemed an
election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In
addition, upon default by any party in the payment of its share of expenses, interest or fees, or upon the improper use of
funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect
from the purchaser the proceeds from the sale of such defaulting parry’s share of Oil and Gas until the amount owed by
such parry, plus interest, has been reccived, and shall have the right to offset the amount owed against the proceeds from
the sale of such defaulting party’s share of Oil and Gas. All purchasers of production may rely on 2 notification of default
from the noo-defaulting party or parties stating the amount due as a result of the default, and all parties waive any
recourse available against purchasers for releasing production proceeds as provided in this paragraph.

D. If any party fails to pay its share of expense within one hundred-twenty (120) days after rendition of a statement
therefor by Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid
amount in the proportion that the interest of each such party bears to the interest of all such parties. The amount paid
by each party so paying its share of the unpaid amount shall be secured by the licns and securiry rights described in this
paragraph 3 and in the Operating Agreement, and each paying party may independently pucsue any remedy available
under the Operating Agreement or otherwise.

E. If any party does not perform all of its obligations under this agreement or the Operating Agreemeant, and the
failure to perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of this
agreement or the Operating Agreement, to the exten: allowed by governing law, the defauliing party waives any
available right of redemption from and afier the datre of judgment, any required valuation or appraiscment of the
mortgaged or sccured property prior to sale, any available right to stay execution or to require 2 marshelling of assets
and any required bond in the evenr a receiver is appointed. In addicion, to the extent permitted by applicable law, cach
parcy hereby grants o the other parties a2 power of sale 2s to any property that is subject to the lien and security rights
granted hereunder or under the Operating Agreement, such power to be exercised ia the manner provided by applicable
law or otherwise in 2 commercially reasonable manner and upon reasonable notice.

F. The lien and security interest granted by this paragraph 3 supplements identiczl rights granted under the
Operating Agreement.

G. To the extent permitted by applicable law, Non-Operators agree that Operator may invoke or wilize the
mechanics’ or materialmen’s lien law of the state in which the Contract Area is situated in order to secure the payment
to Operator of any sum due under this agreement and the Operating Agreement for services performed or materials
supplied by Operator.

H. The above described security will be financed at the wellhead of the well or wells located on the Contract Area 20d
this Recording Supplement may be filed in the land records in the County or Parish in which the Contract Area is
located, and 2s a financing statement in all recording offices required under the Uniform Commercial Code or other
applicable staze statutes to perfect the above-described securiry interest, and any party hereto may file a continuation
staterneat as necessary under the Uniform Commercial Code, or other state laws.

4. This agreement shall be effective as of the date of the Operating Agreement as above recited. Upon termination of
this agreement and the Operating Agreement and the satisfaction of zll obligations thereunder, Operator is zuthorized to file
of record in all necessary recording offices a nocice of termination, 2nd each party hereto agrees o execute such a notice of
tecmination as to Operator’s interest, upon the request of Operator, if Operator has complied with all of its financial
obligations.

5. This agreement and the Operating Agreement shall be binding upon and shall inure 1o the benefit of the parties
hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or
other disposition shall be made by any party of any interes: in the Leases or Interests subject hereto escept as expressly
permirted under tne Operating Agreement and, if permitted, shall be made expressly subject to this agreemsat and the
Operating Agreement and without prejudice o the rights of the other parties. If the transfer is permicted, the assignee of an
ownership interest in any Oil and Gas Lease shal! be deemed a parry to this agrecment and the Operating Agreemeat as to
the interest assigned from and after che effective date of the iransfer of ownership; provided, however, that the other parties
shall nor be required to recognize any such sale, encumbrance, transfer or othee disposition for any purpose hercunder until
thirty (30) days after they have received a copy of the instrument of transfer or other satisfactory evidence thereof in writing
from the transferor or transferee. No assignment or other disposizion of interest by a party shail relieve such party of
obligations previously incurred by such party under this agreement or the Operating Agreement with respect to the interest
transferred, including without limitation the obligation of 2 party to pay al! costs attributable to an operation conducted under
this agreement and the Operating Agreement in which such parry has agreed to participate prior to making such assignment,
and the lien and security interest granted by Arcicle VILB. of the Operating Agreement and hereby shall coatinue 0 burden
the interest transferred to secure payment of any such obligations,

G. In the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the
Operating Agreement, then, as becween the parties, the terms and provisions of the Operating Agreement shall control.

7. This agreemeat shall be binding upon cach Non-Operator when this agreement or a counterpart thereof has been
executed by such Non-Operator and Operator norwithstanding that this agreement is not then or thercafter executed by all of
the parties to which it is tendered or which are listed on Exhibit “A™ as owning an interest in the Contract Acrea or which
own, in fact, an interest in the Conteact Area. In the event thar any provision herein is illegal or unenforceable, the
remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein



