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. OPKRATING AGRLLMLNT 

: i THIS AGREEMENT, entered into by nnd T X 0 P r o d u c t i o n C o r p . 
4 , hereinafter designated and 

.3 referred to as' -Operator", and the signatory party or parties other than Opeiator. sometimes hereinafter 
6 referred to individually herein as •Non-Operator ", and collectively as ••Non-Operators". 

i 

8 WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and or oil and gas i n -
11 terests in the land identified ia Exhibit " A " , and the parties hereto have reached an agreement to explore 
12 and develop these leases and or oil and gas interests for the production of oil and gas to the extent and 
13 as hereinafter provided: 
14 
15 NOW. THEREFORE, it is agreed as follows: 
16 
17 ARTICLE I . 
18 DEFINITIONS 
19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22 A. The term "oi l and gas" shall mean oil. gas. casinghead gas. gas condensate, and all other l iquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imit the inclusiveness of this term is specifically stated. 
25 B. The terms "oi l and gas lease", "lease'' and ••leasehold" shall mean the oil and gas leases cov-
26 ering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
27 C; The term "oi l and gas interests" shall mean unleased fee and mineral interests in tracts of 
28 land lying wi thin the Contract Area which arc owned by parties to this aercement. 
29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated lor oil and gas purposes under this agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests arc described in Exhibit " A " . 
32 E. The term "dri l l ing unit" shall mean the area fixed for the dr i l l ing of one well by order or rule 
33 of any state or federal body having authority. I f a dr i l l ing unit is not fixed by any such rule or order. 
34 a dri l l ing unit shall be the dri l l ing unit as established by the pattern of dri l l ing in the Contract Area 
35 or as fixed by express agreement of the Dril l ing Parties. 
36 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to 
37 be located. 
38 G. The terms "Dri l l ing Party" and "Consenting Party" shall mean a party who agrees to jo in in 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dril l ing Party" and 'Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 
43 Unless the context otherwise clearly indicates, words used in the singular include the plural, the 

44 plural includes the singular, and the neuter render includes the masculine and tlie feminine. 

45 
46 ARTICLE I I . 

47 EXHIBITS 

48 
49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 
51 A. Exhibit " A " , shall include the following information: 
52 (1) Identification of lands subject to agreement. 
53 (2) Restrictions, if any. as to depths or formations. 
54 (3) Percentages or fractional interests of parties to this agreement. 
55 (4) Oi l and gas leases and or oil and gas interests subject to this agreement. 

56 (5) Addresses of parties for notice purposes. 
57 [X] B. Exhibit " B " . Form of Lease. 
58 fX; C. Exhibit "C". Accounting Procedure. 
59 X; D. Exhibit "D" . Insurance. 
60 [X. E. Exhibit "E". Gas Balancing Agreement. 

61 X. F. Exhibit "F". Non-Di>crirmnalii»n .md Coi'tii'icaiion nt Nmi-Segi egaleil Facilities. 

62 
(j.'i II .<'iy :>i " V I -IUM " I any exhibit, (.-\cepl E.'.hibil ' E". is i::con.M.-<lei:t with unv piovi.Mun contained 
04 in the Ijoiiy " l tin.-, iigrccmcnl. llie provi.Mun.-. in thi- imuv ol tin.-, agreement shull pievail. 
65 
60 
U7 
63 
69 
70 
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AKTICKK III . 
INTERESTS OK PA I I T IKS 

A. O i l ami Gas Interests: 

I f any pa r ty n u n s an unleased o i l ; m d gas interest in the Contract Area , that interest shall be 

treated lor the purpose ot this agreement and d u r i n g the t e r m hereof as i f it were a leased interes t 

under the f o r m of o i l and gas lease attached as E x h i b i t " B " . As to such interest, the owner shal l r e 

ceive roya l t y on product ion as prescribed in the f o r m of o i l and gas lease attached hereto as E x h i b i t 

" B " . Such pa r ty shal i . however, be subject to a l l of the provis ions of this agreement r e l a t ing to lessees, 

to the extent that i t owns the lessee interest. 

B. Interest of Parties in Costs and Produc t ion : 

E x h i b i t " A " lists a l l of the parties and thei r respective percentage or f r ac t iona l interests under this 

agreement. Unless changed by other provisions, a l l costs and l i ab i l i t i e s i ncu r red in operations unde r 

this agreement shal l be borne and paid, and a i l equipment and ma te r i a l acquired in operations on the 

Contract Area shal l be owned by the parties as t he i r interests are shown in E x h i b i t ' "A" . A l l p r o d u c 

t ion of o i l and gas f r o m the Contract Area , subject to the payment of lessor's royal t ies uhi . j -—••• ',' 

bornoi ni i — l ^ i i L U i i . shall also be owned by the par t ies in the same manner d u r i n g the t e r m 

hereof: p rov ided , however , this shall not be deemed an assignment or cross-assignment of interests c o v 

ered herebv. 

A R T I C L E I V 

T I T L E S 

A . T i t l e E x a m i n a t i o n : 

LLEGIBLE 
T i t l e e x a m i n a t i o n shall be made on the d r i l l s i t e of any proposed w e l l p r io r to commencement of 

d r i l l i n g operations or. i f the D r i l l i n g Parties so request, t i t l e e x a m i n a t i o n shal! be made on the leases 

and or o i l and gas interests included, or planned to be inc luded , in the d r i l l i n g un i t a round such w e l l . 

The opin ion w i l l inc lude the ownersh ip of the w o r k i n g interest , minerals , roya l ty , o v e r r i d i n g r o y a l t y 

and p roduc t ion payments under the applicable leases. A t the t ime a w e l l is proposed, each par ty c o n 

t r i b u t i n g leases and or o i l and gas interests to the d r i l l s i t e . or to be included in such d r i l l i n g un i t , sha l l 

f u r n i s h to Operator a l l abstracts ( i n c l u d i n g Federal L ease Status Reports) , t i t l e opinions, t i t l e papers 

and cura t ive mate r ia l in its possession tree of charge. A l l such i n f o r m a t i o n not in the possession of or 

made avai lable to Operator by the parties, but necessarv ior ti te examina t ion of t i t l e , shall be ob ta ined 

by Operator . Opera tor shall cause t i t l e to be examined by a t torneys on its s t a l l or by outside at torr .evs. 

Copies of a l l t i t l e opinions shall be fu rn i shed to each pa r ty hereto. The cost incur red by Opera to r in 

this t i t l e p rog ram shal l be borne as fo l l ows : 

Op t ion N'o Costs incur red by Operator ;n nnn-ur: 

p r e l i m i n a r y , supplemental , shu t - i n gas royal ty ominous 
'g abstracts ana l i t 

. ind i i :v i s ion o lde r 

part of the admin i s t r a t i ve overhead as p r o v i m - i ::: H M - . H H I C." >n; 1 i l not i 

pe r fo rmed by Operator 's s taf f at torneys or ny mitsnu- attorr.ev--. 

e examina t ion ( i n d u c i n g 

t i t l e op in ions) shai l be a 

e a direct charge, w h e t h e r 

f X Opt ion N'o. 2: Costs incur red by Opeia tor tit p rocu r ing abstracts and Ices paici outside a t to rneys 

for t i t l e e x a m i n a t i o n ( i n c l u d i n g p r e l i m i n a r y , supplementa l , s h u t - i n gas r o y a l t y opinions and d i v i s i o n 

order t i t l e op in ions) shail be borne by the D r i l l i n g Parties in the p ropo r t i on that the interest of each 

D r i l l i n g Pa r ty bears to the to ta l interest of a l l D r i l l i n g Part ies as such mterests appear in E x h i b i t " A " . 

Operator shal l make no charge for services rendered by its s tatf a t torneys or other personnel m the 

per formance of the above funct ions . 

Each pa r ty shall be responsible for securing cu ra t i ve ma t t e r and pool ing amendments or agreements 

requi red in connection w i t h leases or o i l and gas interests cunt: tbuteu bv such par ty . The Opera to r sha l l be 

responsible to r the preparat ion and recording ot Pooii.-.g Designations or Declarations as w e l l as the 

conduct ol hearings before Governmen ta l Agencies lo r the securing oi spacing or pool ing orders . T h i s 

shall not prevent anv Dartv i r o m appearing on its o w n nchu i : . i t anv such hearing. 

Nl) we l l shall oe d r i l l ed oo Ihe Coo l : act 
• i o r 

has oecn examine-.! as anove pi ovuiet l . • 
t i t l e ims i'een .iceen'.eu t>v nl (he p.it ties 

A, <i: i -He l i t e r i 1 ) the '.:lle to I 

lis i ce : ! a ppi o veil b v 

i tc in the i i r i i l i n g ot the l i e to [j . i rt let 

>r c i r i l l ; : 1 ^ u n n 

e x a m i n i n g a t t o rney 

ve i l . 
or 

I I . l.uss nl T i t l e : 

I I-".!! I l i t e nl '!•• Should anv o i l .mi l m l i i anv <>•• •>"" m l e i i - t cu le.i.-e. or m teres I t l i e i em . be lost t h i u u - ' h 

l i n n !...vs ii-Mill.s in . i l e i i o i t i o n . , i in ieu-M i : om l h a i - h o w n on Exl ' . i lnt " A " t h i s a - - e e -

ue \e r l heles*. -nai l eni i i i iHie IM o u r e ->> lo . i l l , , ,,,,, ._. , , , | . l M > ( leases and intc ies ts . a n d 

'••hose " i l .md gas >•'•'-'• "• '' ' '<•:<••' :> .,! i i - . - t . f l !,v | | u . m ' e I at III re shall hear ...one 

hall nol he eniHieo in i t r o v e t - • i ii i o ,e i . 11 o i ot i i ie o ther patties .m v deve lopmen t 

l . u l i i t e oi t i t l e , 

tnenl 

f u ) !'!'e [.-.il iv 

' •'•'• enl l i e inv., . .mi it 
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for been responsible 
l or operating costs/wnich it mav have t h e r e t o f o r e ' ^ , but there shall be no monetary liability on Us 

•1 pan to ihe other parties hereto fnr^dnlhnu. development, operating or other similar costs by reason oi 

.5 Mien title failure: and subsequently incurred 
4 (b) There shall be no retroactive adjustment ol expenses incurred or revenues received from the 

a operation ot the interest -.vhich has been lost, but the interests ol the parties shall be revised on an acrc-

8 age basis, as ot tho time it is determined finally that title failure has occurred, so that the interest of 
T the party whose lease or interest is alfected by the title failure w i l l therealter be reduced in the Contract 
3 Area by the amount of the interest lost: and 
9 (c) If the proportionate interest of the other parties hereto in any producing weii theretofore dri l led 

10 on the Contract Area is increased by reason of the title failure, the party whose title has failed shall 
11 receive the proceeds attributable to the increase in such interests (less costs and burdens attributable 
12 thereto) unt i l i t has been reimbursed for unrecovered costs paid by it in connection with such w e l l : 
13 and 
14 (d) Should any person not a party to this agreement, who is determined to be the owner of any m -
15 terest in the title which has failed, pay in any manner any part of the cost of operation, development. 
16 or equipment, such amount shall be paid to the party or parties who bore the costs winch are so retund-
17 ed: and 
13 (e) Any liability to account to a third party for prior production of oil and gas which, arises by 
19 reason of ti t le failure shall be borne by the party or partiesvin the same proportions in which they shared 
20 in such prior production: and whose t i t l e f a i l e d 
21 ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection 
22 with the defense of the interest claimed by any party hereto, it being the intention of the parties 
23 hereto that each shall defend title to its interest and bear all expenses in connection therewith. 
24 
25 2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If . through mistake or oversight. 
26 any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against 
23 the party who failed to make such payment. Unless the party who failed to make the required payment 
29 secures a new lease covering the same interest wi th in ninety (90) days from the discovery of the f a i l -
30 ure to make proper payment, which acquisition w i l l not be subject to Article VII I .B. . the interests of 
31 the parties shall be revised on an acreage basis, effective as ol tho date of termination of the lease m -
32 volved. and the party who failed to make proper payment w i l l no longer be credited wi th an interest in 
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event 
34 the party who failed to make the required payment shall not have been fu l lv reimbursed, at the time of 
35 the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an 
36 acreage basis, for the development and operating costs theretoiore paid on account of such interest, i t 
37 shall be reimbursed for unrecovered actual costs theretoiore paid bv it (but not tor Us share or the 
33 cost of any dry hole previously drilled or weils previously abandoned) Irnm so much of the fol lowing 
39 as is necessary to effect reimbursement: 
40 (a) Proceeds of oil and gas. less operating expenses, theietoiore accrued to tite credit of the lost 
41 interest, on an acreage basis, up to the amount of unrecovered costs: 
42 (b) Proceeds, less operating expenses, therealter accrued attributable to the lost interest cn an 
43 acreage basis, of that portion of oil unci gas therearter produced and mai iie'.eu (excluding production 
44 from any wells therealter drilled) whicm in tite absence ot such lease te: mmation. wnuitl be attributable 
45 to the lost interest on an acreage basis, up to the amount oi unrecovered costs, tne proceeds of said 
46 portion oi the oil and gas to 'ne contributed by the other parties in proportion to their respective m -
47 terests: and 
48 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or 
49 becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
50 coming a party to this agreement. 
51 
52 3. Other Losses: A l l losses incurred, other than those set forth m Articles IV.3 .1 . and IV.3 .2 . 
53 above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties 
54 in proportion to their interests. There shall bo no readjustment of interests in the remaining portion of 
55 the Contract Area. 
56 
57 ARTICLE V. 
5 8 O ITRATOU 

59 

60 A. DESIGNATION AND KTSPONSII i i I . lT i r s O f OPERATOR: 

61 
t i j TXO P r o d u c t i o n C o r p . . . - na i l ;.e l h l . 
615 Operat I the Con l i ae l Area, ami s i ia i l ennuue'. ..:-.<: u iu-ei ami have I ,u l . o n l i o i o l al l operat ions on 

64 the Cont l act Area as permi t ted and se- i i ' iuc i by. . .nd w i t h i n the l im i t . , o i . this agreement. I l shall eon-

65 duel al l sucn operat ion- m a good .md w o n ; man I ; e m a m u - i . hut it d i a . I have no l i a b i l i t y as Ope ra to r 

66 to tin- otner pat lies lor losses sustained •>• h . i : . .h : :.-s .m m red. --\eept - l u ll as mav result f r o m gross 

67 ncghg' nee or w i i l i u ! misconduct 
6!'. 

611 

ILLEGIBLE 
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1 15. Ki-signimnn »r Removal of Operator anil Selection of Successor: 

•» 
;» j Resignation or Removal " I Operator : Opera tor may resign at any t ime by g i v i n g w r i t t e n notice 

4 thm col to Non-Operators, l l Operator terminates its legal existence, no longer owns an interest i n the 

5 Contract Area , or is no longer capable of serving as Opera tor , i t shall cease to be Operator w i t h o u t any 

ti action bv Non-Opera tor , except the selection oi a successor. Operator may be removed i f i t f a i l s or 

7 refuses lo ca r ry out its duties hereunder, o. becomes insolvent , b a n k r u p t or is placed in recciver?nip . 

8 by the a f f i r m a t i v e vole of two (2) or more Non-Opera tors o w n i n g a m a j o r i t y interest based on o w r . e r -

9 ship as shown on Exh ib i t "A" . , and not un the number of part ies r ema in ing a f t e r exc lud ing the v o t i n g 

10 interest of Operator . Such resignation or removal shal l not become e f f ec t ive u n t i l 7:00 o'clock A . M . 

11 on the f i r s t day ot the calendar mon th f o l l o w i n g the e x p i r a t i o n of n ine ty (90) days a f t e r the g i v i n g of 

12 notice of resignation by Operator or action by the Non-Opera to r s to remove Operator , unless a successor 

13 Operator has been selected and assumes the duties o f Opera tor at an ear l ie r date. Operator , a f t e r e f t c c t -

14 ive date of resignation or removal , shall be bound by the terms hereof as a Non-Opera tor . A change of 

15 a corporate name or s t ructure of Operator or t r ans fe r of Operator ' s interest to any single subs id ia ry , 

16 parent or successor corporat ion shall not be the basis fo r r emova l of Operator . 

17 

18 2. Selection of Successor Ooerator : Upon the res ignat ion or r emova l of Operator, a successor O p -

19 erator shall be selected by the Parties. The successor Opera tor shal l be selected f r o m the parties o w n i n g 

20 an interest i n the Contract Area at the t ime such successor Opera tor is selected. I f the Operator tha t 

21 is removed fa i l s to vote or votes only to succeed i t se l f , the successor Opera tor shall be selected by the 

22 a f f i r m a t i v e vote of two (2) or more parties o w n i n g a m a j o r i t y interest based on ownersh ip as s h o w n 

23 on E x h i b i t " A " , and not on the number of parties r e m a i n i n g a l t e r exc lud ing the vo t ing interest of the 

24 Operator tha t was removed. 

25 

26 C. Employees: 

27 

23 The number of employees used by Operator in conduc t ing operations hereunder, the i r select ion. 

29 and the hours of labor and the compensation fo r services p e r f o r m e d , shall be de te rmined by Opera to r . 

30 and a i l such employees shall be the employees of Opera tor . 

31 

32 D. D r i l l i n g Contracts: 

33 

34 A l l wel l s d r i l l e d on the Contract Area shall be d r i l l e d on a compet i t ive contract basis at the usuai 

35 rates p r e v a i l i n g in the area. I f it so desires. Opera tor may employ its o w n tools and equipment in the 

36 d r i l l i n g of wel l s , but its charges therefor shall not exceed the p r e v a i l i n g rates in the area and the ra te 

37 of such charges shall be agreed upon by the parties in w r i t i n g beioro d r i l l i n g operations are cc rn -

33 meneed. and such w o r k shall be pe r fo rmed by O p e i a t o r under the same terms and condit ions as are 

39 customary and usual in the area in contracts oi independent contractors who are doing w o r k of a s :m-

40 i l a r nature. 

41 

42 A R T I C L E V I . 

43 D R I L L I N G A N D D E V E L O P M E N T 

44 

45 A. I n i t i a l W e l l : 

46 
47 (T?T»fc_ jTofore 'he 'lav j f - Olle-ralur •ih.-.il r o m m m i nnj_h_, i -j . . ^ f l " 

48 ing of a well7o?"<5r*~-^22as at the f o l l o w i n g locat ion: — - — 

53 —^d ' rTna iT i^hc . ' g a i tL . I . I . ' . ' . I . - . . . L ' . i- . i .-iriih.'.g '-•! w e n m t n uuo o i i i gencuTr r - . 

^ The i n i t i a l well was d r i l l e d pursuant to that certain Farmin Agreement 
3 0 dated January 30, 1985 by and between TXO Production Corp. and Petro Atlas 
'!f Corporation. This Operating Agreement shall govern operations on the Farmout 
° 7 Area as provided for in A r t i c l e IV of the aforementioned Farcin,Agreement. 
53 unii.-vr ••' ' i r 1 ' 1 '" > > : " "' 1 " • ' 1 ^ ' • 1 — ••>' •'.'irt- v .mr ' - j m i i j j r s 

59 H u i h e r d r i l l i n g imprac t ica l , i.> encounte: en ; . l ie.-.-ei (tenth, or unless a l l I5.irf.es agree tn_ja*mpTetc or 

(IO abatuT^r-Uie^welI a l a lesser deptn. ^ 

U2 Ope ia to r shail :n.i7^ r t s i yma id r lests o: : •! r.i.r. ;o i ;> enoii^Hn-Teti viui ing d r i l l i n g w h i c h g ive m -

i;:t ideation <>i conta in ing oil ano ; . 7 7 > > - * i ^ i t i ' . i ' - I j j v j i ^ - T T f T i »t. uni rss tins agieemcnt shal l be l i m i t e d 

Ii4 in us appl ica t ion lo ,, spec: lie ! " i nu i t ion . T T ^ ^ ^ T T T . •: s. ; n w n i c h event Ope ia to r .-nail be r e q u i r e d to 

lirt test oo lv the :m ma lum m lm m.r. :i i m ^ ^ r t ^ . l m n ' \ l V~ -̂>4a^eri i c: > t mav appiv 

67 I f . m < )l iel : i to i^ .v<<igi iu-nt . t i ie w e i i w d l i . . . l ; m n - m l <>i g.ism"->*jvi-ng i | i iant i t :es . and it wishes 

Ui plug a j tJ^TnTmioi i f i r we i i •• d i v bole, i l -u., . ; : n - t se r ine Hie i o o s o i d n ^ - ^ d l D.irties and sha l l 

' i ' l j -urr—mil , aiiq.-moo same as p i o v o e . i m A l t a i c V I : - . , c.eieol 

V 
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1 B. Sul iM-i | i icnl Opi-r;uioiiN: 
ILLEGIBLE 

;; I . Proposed Opa-rations- Should anv par tv hereto des.ro to d r i l l any -veil on the Contract A r e a 

4 other than the we l l provided lor m A r t i c l e V I A., o r to r e w o r k , deepen or plug back a d r y hole d r i l l e d 

5 a l the jo in t expense of al l parties or a we l l j o i n t l y owned by a l l the part tcs and not then p roduc ing 

ti in paying quant i t ies , the p a r l y desir ing to d u l l , r e w o r k , deepen or p lug back such a we l l shall g ive the 

7 other parties w r i t t e n notice of th.- proposed operat ion, spec i fy ing ihc w o r k lo be pe r fo rmed , the !oca-

8 t ion . proposed depth, object ive fo rma t ion and the es t imated cost of the operat ion. The parties r c c c i v -

9 ing such a notice shall have t h i r t y (:iO) days a f t e r receipt of the notice w i t h i n wh ich to n o t i f y the 

10 parties w i s h i n g to do the w o r k whether they elect to par t i c ipa te in the cost of the proposed opera t ion . 

11 I f a d r i l l i n g r ig is on location, notice of proposal to r e w o r k , p lug back or d r i l l deeper may be g iven 

12 by telephone and the response period shall be l i m i t e d to f o r t y - e i g h t (43) hours, exclusive of Sa tu rday . 

13 Sunday or legal holidays. Fai lure of a par ty receiving such notice to reply w i t h i n the period above t i x e d 

14 shal l const i tute an election by that pa r ty not to par t ic ipa te in the cost of the proposed operat ion. A n y 

15 notice or response given by telephone shall be p r o m p t l y c o n f i r m e d in w r i t i n g . 

16 

17 2. Operat ions hy Less than A l l Parties: I f any pa r ty rece iv ing such notice as p rovided in A r t i c l e 

13 V I . B . l . or V I E . I . eiects not io par t ic ipate in the proposed opera t ion , then, in order to be e n t i t l e d to 

19 the benefi ts of this ar t ic le , the pa r ty or parties g iv in g tite notice and such other parties as shall elect 

20 to par t ic ipa te in the operation shal l , w i t h i n s ix ty ( 6 0 ) days a f t e r the exp i r a t i on of the notice pe r iod of 

21 t h i r t y (30) days (or as p r o m p t l y as possible a l te r the e x p i r a t i o n of the f o r t y - e i g h t (43) hour pe r iod 

22 where the d r i l l i n g r i g is on location, as the case may be) ac tua l ly commence w o r k on the proposed 

23 operat ion and complete i t w i t h due dil igence. Opera tor sha l l p e r f o r m a l l w o r k f o r the account o f the 

24 Consenting Part ies : provided, however, i f no d r i l l i n g r i g or other equ ipment is on locat ion, and i : O p -

25 erator is a Xon-Consen t ing Party , the Consenting Part ies shal l e i the r : ( a ) request Operator to p e r f o r m 

26 the w o r k requ i red by such proposed operat ion for the account o f the Consenting Parties, or (b ) des ig-

27 nate one ( 1 ) of the Consenting Parties as Operator to p o r l o r m such w o r k . Consent ing Parties, w h e n 

23 conduct ing operations on the Contract Area pursuant to this A r t i c l e V L B . 2 . . shall compiv w i t h a l l t e rms 

29 and condi t ions of this agreement. 

30 

31 I f less than a l l parties approve any proposed opera t ion , the proposing par ty , immed ia t e ly a f t e r the 

32 exp i r a t i on of the applicable notice period, shall advise the Consent ing Parties of (a ) the total in teres t 

33 of the part ies approv ing such operat ion, and ( b ) its r ecommenda t ion as to whether the Consent ing Par -

34 ties should proceed w i t h the operat ion as proposed. Each. Consent ing Par ty , w i t h i n f o r t y - e i g h t 143) 

35 hours (exc lus ive of Saturday. Sunday or legal ho l idays ) a l t e r receipt of such notice, shal l advise the 

36 proposing pa r ty of its desire to (a ) l i m i t pa r t i c ipa t ion to sueh par ty ' s interest as s i iown on E x h i b i t " A " . 

37 or ( b ) c a r ry its proport ionate part of Non-Consent ing Parties interest *The proposing par ty , at its 

33 election, may w i t h d r a w sueh proposal if there is i n sun ic i en t pa r t i c ipa t ion , anci shall p r o m p t l y n o t i f y 

39 a l l parties o f such decision. ^ f a i l y r e s Q t Q ^ p r c p o s i n g p a r t y s h a l l C Q n s t i t , - . 
4 0 an election under (b) 
41 T h e en t i re cost and r isk of conduct ing sucn npci -annus . -mil! in- h o m e by the Consenting Part ies in 

42 the propor t ions they have elected to bear same under the terms m the preceding paragraph. Consent ing 

43 Parties shall keep the ieasehold estates involved in -mrh . i t e ra t ions : i v md clear ol a l l liens and 

44 encumbrances of every k i n d created by ur ar is ing •.-.em f.-.e on.--. a l ioss ol '.lie Cor.sciHmg Parties. I f sy.ch 

45 an operat ion results in a d r y hole, the Consenting P..r::es .-hail p ing and abandon the we l l at t he i r sole 

46 cost, r isk and expense. I f any we l l d r i l l e d , ic'.vnr ; m . deepened or plugged pack under the provis ions 

47 of this A r t i c l e results in a producer of o i l and or gas m p a y i n g quant i t ies , the Consenting Parties sha l l 

43 complete and equip the w e l l to produce at their soie cosi and r isk, and the we l l s:hail then be t u r n e d 

49 over to Opera tor and shall be operated by i t at tite expense and fo r the account of the Consenting Par t ies . 

50 Upon commencement of operations fo r the d r i l l i n g , r e w o r k i n g , deepening or p lugg ing back of any such 

51 w e l l by Consenting Parties in accordance with, the orovis ions of this A r t i c l e , each Non-Consent ing P a r t y 

52 shall be deemed to have rel inquished to Consenting Parties, and the Consenting Parties shal l o w n and 

53 be en t i t l ed to receive, in p ropor t ion to their respective interests, a l l of such Non-Consen t ing Pa r ty ' s 

54 interest in the w e l l and share of product ion the re t rom u n t i l the proceeds of the sale of such share. 

55 calculated at the w e l l , or marke t value thcreot : f such share is not sold ( a f t e r deduc t ing p r o d u c t i o n 

56 taxes, r oya l t y , ove r r i d ing roya l ty and otner mte rests ex i s t i ng on ! he e! fect ive date hereof, payable o u t of 

57 or measured by the product ion f r o m such we i i ; .cer;img w i t h respect to such interest u n t i l it r eve r t s ) 

58 shall equal the to ta l ol the f o l l o w i n g : 

59 

Ij0 ( a ) 3 0 0 . i l each Mich N > M I - I . •.>:!:-.•!:'mg P.utv 's share «.t "he cost m any nc iv lv acqui red sur face 

i i i equipment bevor.u '.he wellhead cuimcc'.'.ons i mcmam- . . hut not l i m i t e d f u . .-.loci; tanks, separator-, 

(iii treaters. p u m p i n g c o u i p m . n i ..r.n l i n i n g ) , inns luO' oi caei; -ueii Non-Consent ing Par ly ' s share ut the 

6:1 cost ol ooe ia t ioo ol the wel l . .ommer.cmg w c : : i n - . ; :;: num l ion and i on: inn ing u n l i l each Mien N o n -

64 Consenting P i . i l v • i e immushed ml.-test -."..dl : cvei t 'o -,t male : o i l i e r pi >>visions «>t this A i t i c l e . i l be i i r -

ii") agreed that one;: \ o o - l ' i .nsri i t org I ' . u f v . - - i i a i e - i l -men co-Is and i < 1111 prnen I w i l l be that m l c i c s l v . n i cn 

66 wou ld h..ve been i l i . i l •geal'lc to eacn N • m -1 oi i - i •: I : r. g i ' . , i t v j . . . d .| pa: : ;ci pa led in the we l l I r om the bc-

67 ginning ol 'he . m i r a t i o n , .aid 

6:1 
• ; ' ; ' 1.1 ^ 0 ,,, ,ha! i . . • • ion . - i Hi ' s ' -!'« ' M i l l i n g : . • - . ,„ k Ing . deepening, or p l u g g i n g 

d . f u n d i n g , a l l o i . i . o m l m g cn. • - n , , . t , i , i , , , , , l e c e l V e d U l l d e i A i t i c l e V I I I C . . . .1 
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1 4 0 0 ' nt that por t ion oi the cosl ot ncwlv acquired equ ipment m iht- w e l l (U> and inc lud ing the w e l l -

2 head connections), which wou ld have been chargeable lo such Non-Consent ing Par tv i l it had p a r t t c i -

;t j-.ufd therein *5 e e Article XV.G. for additional provisions 
4 

5 Gas produc t ion a t t r ibu tab le lo anv Nnn - Consenting Par ty 's re l inquished interest upon such Par ty ' s 

ii election, .diall be- sold to its purchaser, i f avai lable , under the terms of its ex i s t ing gas sides con-

7 tract. Such. Non - Consenting Party shall direct its purchaser tn remi t '.he proceeds r t ce ivab lc f r o m 

3 such sale direct tn the Consenting Parties u n t i l the amounts p rovided ror in this A r t i c i e are recov-

9 ered f r o m the Non - Consenting Party 's l e i inqu i shcd interest . I f such Non - Consenting Par ty p.as not 

10 contracted for sale of its gas at the t ime such gas is ava i lab le fo r de l i ve ry , or has not made the elcc-

U t ion as p rov ided above, the Consenting Parties sha l l o w n and be en t i t l ed to receive and sell sucr. N o n -

12 Consenting Party 's share of gas as hereinabove p r o v i d e d d u r i n g the recoupment period. 

13 

14 D u r i n g the period of t ime Consenting Parties are e n t i t l e d lo receive Non-Consent ing Par ty 's share 

15 of p roduc t ion , or the proceeds t he r e f rom. Consenting Part ies snai l be responsible fo r the payment of 

16 a l l p roduct ion , severance, gather ing and other taxes, and a l l roya l ty , o v e r r i d i n g roya l t y and other 

17 burdens appl icable to Non-Consent ing Party 's share of p roduc t ion . 

13 

19 I n the case of any r e w o r k i n g , p lugg ing back or deeper d r i l l i n g operat ion, the Consenting Part:c-s shal l 

20 be p e r m i t t e d to use. f ree of cost, a l l casing, tub ing and other equ ipment in t i ie w e l l , but the owner sh ip of 

21 a l l such equ ipment shall remain unchanged: and upon abandonment of a w e i i a l t e r such r e w o r k i n g . 

22 p lugg ing back or deeper d r i l l i n g , the Consenting Part ies shall account tor a i l such equipment to the 

23 owners thereof, w i t h each par ty receiving its p ropor t iona te par t in k i n d or in value. less cost of 

24 salvage. 

25 

26 W i t h i n s i x t y (60) days a f t e r the complet ion of any opera t ion under this A r t i c l e , the pa r ty con-

27 duc t ing the operations for the Consenting Parties sha l l f u r n i s h each. Non-Consent ing Par ty w i t h an i n -

28 ven to ry of the equipment in and connected to the w e l l , and an i temized statement of the cost of d r i l l i n g . 

29 deepening, p l u g g i n g back, test ing, comple t ing , and e q u i p p i n g the w e l l for p roduc t ion ; or. at its op t i on . 

30 the opera t ing par ty , in lieu of an i temized statement of such costs of operat ion, may submi t a det-dled 

31 statement of m o n t h l y b i l l ings . Each month thereaf ter , d i n i n g the t ime the Consenting Parties are being 

32 re imbursed as provided above, the Par tv conducting the operat ions lor the Consent.;:g Parties shai l r 'u rn-

33 ish the Non-Consent ing Parties w i t h an i temized s tatement ot a l l costs and l iab i l i t ies i ncu r r ed m the 

34 operat ion of the w e l l , together w i t h a statement oi the q u a n t i t y ot o i l and gas produced f r o m i t and the 

35 amount of proceeds realized t r o m tiie sale of the weir.-, w i n k i n g interest product ion d u r i n g the preceding 

36 m o n t h . I n de t e rmin ing the quan t i t y oi oi l and gas produced d u r i n g anv month . Consenting Part ies 

37 shall use i n d u s t r y accepted methods such as. hut not i i m i ' c d :o. meter ing or periodic w e l l tests. A n y 

38 amount realized f r o m t i ie sale or other disposition ot r i m i p m e m i-.cwlv acmuied m connection w i t h any 

39 such opera t ion w h i c h w o u l d have been owned by a Nun-Consen t ing Par tv had it par t ic ipa ted the re in 

40 shall be credi ted against the total unreturr .ed costs ui the w o n ; done and oi tiie equipment purchased. 

41 in d e t e r m i n i n g when the interest of such Noii-Cni-.si-nimg P m t v -ha l l n-v.- i t to u as above p r o v i d e d : 

42 and i f there is a c red i t balance, it shall be paid to sucn Non-Consor . t ing par:-. . 

43 

44 I f and when the Consenting Parties recovi-i t: <>m a '•>:; ••r.ti-.g Par ty s l e lmqutshed interest 

45 the amounts p rovided fo r above, tite relinqui.-ned i.-.tere.-ts . it -uci : Non-Cni- .-emuig Par ty shal l au to -

46 mat i ca l ly rever t to i t . and. f r o m and a l te r such rever.-um. .•ucn Non-Consent ing P u r y s i ia i l o w n the same 

47 interest m such w e l l , the mate r ia l and equipment in or pei tainm.g thereto, ana the p roduc t ion t h e r e -

43 f r o m as such Non-Consent ing Par ty w o u l d have been en t i t l ed to had i t par t ic ipa ted i n the d r i l l i n g . 

49 r e w o r k i n g , deepening or p lugg ing back of said w e i i . The rea f t e r , such Non-Consent ing Pa r ty s h a l l be 

50 charged w i t h and shall pay its propor t ionate pa: t ot tho f u r t h e r costs of tho operat ion of said w e l l i n 

51 accordance w i t h the terms of this agreement ar.d the A c c o u n t i n g Procedure, attached hereto. 

52 

53 N o t w i t h s t a n d i n g the provisions of this A r t i c l e V I S l . :'. is agrved that w i t h o u t the m u t u a l consent 

54 of a l l parties, no wel l s shall be completed in or pi ...duced f i o m a source of supply f r o m w h i c h a w e l l 

55 located elsewhere on the Contract Area .s pi educing, unless such w e l l conforms to the t h e n - e x i s t i n g 

56 w e l l spacing pat tern for sucn source of st ipniy. 

a . 
Ti te provisions ot this A r t i c i e .-hail nr.ve no app l i ca t i on whatsoever to the d r i l l i n g u f the i n i t i a l 

59 we l l described m A r t i c l e V I A . except t a ) when O p t i o n 2. A r t i c l e V I I . D . i . has been selected, or ( b ) 

60 to the r c w o r i p n g . deepening and plugging bacK •>: sucn i n i t i a l w e l l . :! such wel l is or t he rea l t e r shal l 

61 prove lo IH- a d ry hole or non-commercia l w..-li. a l t e r nav ing m en mai led to tr.e depth speei i icd in A r ' i c l e 

62 V I A . 

63 

61 ( ' . I t ig l l t to l ake Product inn in K i m l : 

65 

i'.6 Each p a i t v shall have die u g h ! •.« take m '..inn or .-epaiatclv dispose ol its p ropor t iona te share oi 

i>7 all o i l , , iul p ip imccd l i o m the C o n t r a i l A i e . i . . \ c ! p - i v e ol prod i u t inn wh ich mav be used i n Ue-

t.:; velnnment and p to t iuc ing oneiat ioi is and m prepar ing .md I : eat ing m l :or marke t i ng purposes and 

6'l p: omu t mn •inavoinabl-- lost A M I . vtra • - - p.-no i : n: c u . c u i t e d m the t i m i n g \ i \ k i n d or separate msm) -

' " - i t ion ny ,,nv p.u tv ol it.; pi opm I ..mate l i au he p i o, i . u ; , , „ , > n ; i | | | . o n u . j l V sucn par te . A n v 

V ; 
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1 party taking its share of production in kind shall bo required to pay tor only its proportionate -naro 

2 oi such pari of Operator's surface facilities which it uses. 
It 
•4 Each partv shall execute sueh division orders and contracts as may lie necessarv for the sale or its 
5 micros! in production trom the Contract Area. and. except as provided in Article V I I . C . shall be entitled 
ti lo receive payment direct from the purchaser thereof for its share of al! production. 

8 In the event any party shall fail to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced from the Contract Area. Operator shall have 

10 the right, subject to the revocation at w i l l by the party owning it. but not the obligation, to purchase such 
11 oil and gas or sell it to others at any time and from time to time, for the account of the non-laKing 
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 
14 right to take in kind, or separately dispose of. its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent wi th the minimum needs of the industry under the 
IT particular circumstances, but in no event for a period in excess of one ( I ) year. Notwithstanding the 
18 foregoing. Operator shail not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without first giving such other party thir ty (30) days motice of such intended 

20 sale. prior written 
21 
22 In the event one or more parties' separate disposition ot its share ot tite gas causes split-stream de-
23 liveries to separate pipelines and or deliveries which on a day-to-day basis for any reason are not 
24 exactly equal to a party's respective proportionate share of total gas sales to be allocated to it . the 
25 balancing or accounting between the respective accounts of the parties shall be in accordance w i t h 
26 any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as 
27 Exhibit "E". or is a separate Agreement. 
28 
29 D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to mscect 
32 or observe operations, and shall have access at reasonable times to information pertaining to tite de-
33 velopmenl or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
35 mental agencies, daily drill ing reports, well logs, tank taoles. daily gauge ami run tickets and reports 
36 of stock on hand at the first of each month, and siiail make available samples of anv cores or cuttings 
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information fo 
33 Non-Operator, other than that specified above, shal! be charged to the Non-Operator that requests the 
39 information. 

40 
41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Drv Holes: Except for any well drilled pursuant '<> Article VI.3.2.. any well 
44 which has been drilled under tite terms of this agreement and i= propo.-ea to ne completed as a dr;.- iioie 
45 shall not be plugged and abandoned without the consent of ail patties, Si.ouid Operator, after diligent 
46 effort, be unable to contact any party, or should anv pat ty tad to repiy witr.m forty-eight (43) hours 
47 (exclusive of Saturday. Sunday or legal holidays) alter receipt ot notice ot the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shail be plugged and abandoned in accordance with applicable regulations and at the cost. 
50 risk and expense of the parties who participated in tho cost of dri l l ing of such well. Any party who o'o-
51 jects to the plugging and abandoning such weii shail have the right to take over the well and conduct 

52 further operations in search of oil and or gas suctect to the provisions of Article VI .3 . 

53 
54 2. Abandonment oi Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.D.2. hereof tor wnicn tite Consenting Parties have not been fu l ly re im-
56 burscd as therein provided, any weii wir.cn has i:een commoted as a producer shaii not be plugged and 
57 abandoned without the consent of ail parties. If ail parties consent to sucn abandonment, the well shail 
53 be plugged and abandonees in accordance with, applicable regulations and at the cost, risk and expense 
59 of all the parties hereto, i f . within thir ty (30) days a.'ter receipt of notice ol the proposed abandonment 
GL) of such well, ai! parties do not ..gree to tiie abimuonment ol any well, those wishing to continue us. op-
Ill oration shail tender lo eacn ol tile other parties lis p,: enoi ; iona te share oi tho value ol the Weil's saleable 
112 material and equipment, determined in .icco: (lanco witn tne provisions oi Exhibit ' C". 'ess the estimated 
113 cost ol salvaging and file estimated cusl ot piuggmg .md abandoning. Each abandoning partv -hall 
64 assign to the non-aiiainionmg parlies, without warianty. express or implied, as to title or as to quantity 
65 quality, or litness lor u.-e of the equipment and material. , , i i ,,t ps tnteiest in the well and related oqutp-
66 ment. together wilh :1s interest m the Ieasenoid e la te as to. but only as to. the interval or intervals ol the 
67 !oi matioii or lot malum . then open to piomu '.ion !: the mlcte-l oi the aoandoning partv is or includes 

. tl oii and gas liiUiest. slier) partv shall execute and deliver fo the nop-ah.tndouIng partv or Parties an 
• • -• "d and .as U-me 'united to the intei val or intervals oi the !o: matmn or loi rnations then open topiuuuc-
•'' ' ion. : i . , tm rn oi one \ ear and so long t h.ei ea l ! ei a - i .i i aim or g.,s t- produced irom the inteival or niter-
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1 vats ..t :l-.o mi min ion nr l n rm . i l ums covered thereby. -uoh lease to ho on the l o r m attached as E x h i b i t 

2 • I V . The assignments or leases so l imi t ed shall encompass the - d r i l l i n g u n i t " upon which the •veil is 

:> located. The payments bv. and the assignments or leases to. the assignees shall be in a rat io based upon 

4 the relat ioi is iup oi their respective percentages ol pa r t i c ipa t ion m the Contract Area to the aggregate, of 

a the percentages oi par t ic ipat ion m the Contract Area id a l l assignees. There shall oe no read jus tment 

ii oi interest in the remaining por t ion of the Contract Area . 

i! Thereat ter. abandoning parlies shall have no l u r t h e r respons ib i l i ty , l i a b i l i t y , or interest in l i te o p -

9 orat ion of or product ion f r o m the w e l l in the i n t e r v a l or in t e rva l s then open other than the royal t ies 

10 retained in any leaso made under the terms ol this A r t i c i e . Upon request. Operator shall cont inue to 

11 operate the assigned we i i for the account of the non-abanr iomng parties at the rates and charges c o n -

12 tempiated by this agreement, plus any addi t ional cost and charges w h i c h may arise as the result of 

13 the separate ownership of the assigned w e l l . 

14 

15 A R T I C L E V I I . 

16 E X P E N D I T U R E S A N D L I A B I L I T Y OF P A R T I E S 
17 

13 A . L i a b i l i t y of Parties: 

19 

20 The l i a b i l i t y of the parties shall be several, not j o i n t or col lect ive. Each par ty s i ia i l be responsible 

21 only for its obligations, and shall be l iable only f o r its p ropor t iona te share of the costs of developing 

22 and opera t ing the Contract Area . Accord ing ly , the liens granted among tite parties in A r t i c l e V I I . 3 . are 

23 given to secure on ly the debts of each several ly. It is not the in t en t ion of the parties to create, nor shal l 

24 this agreement be construed as creat ing, a min ing or other pa r tnersh ip or association, or to render the 

25 parties l iab le as partners. 

26 

27 B. Liens and Pavment Defaults-. 

28 

29 Each Non-Opera tor grants to Operator a lien upon its o i l and gas r ights in the Contract Area, ar.d a 

30 secur i ty interest in its share of oi l and or gas when ex t rac ted and its interest in al l equipment , to secure 

i51 payment of its share of expense, together w i t h interest thereon at the rale provided in the A c c o u n t i n g 

32 Procedure attached hereto as E x h i b i t " C " . To the ex ten t that Opera tor lias a securi ty interest under the 

33 U n i f o r m Commerc ia l Code of the State. Operator s i ia i l IK- en t i t l ed to exercise the r ights and remedies 

34 of a secured par ty under the Code. The br ing ing of a suit and the ob ta in ing of j udgmen t by Opera to r 

35 fo r the secured indebtedness shall not be deemed an election of remedies or o therwise a f fec t the l ien 

36 r ights or secur i ty interest as secur i ty for tho payment th.ereoi. In addi t ion , upon de fau l t by any N o n -

37 Operator in t in- payment of its share of expense. Opera tor m a i l have the r ight , w i t h o u t p re jud ice to 

38 other r ights or remedies, to collect f r o m the purchaser the proceeds f r o m the saie of such Non-Opera to r ' s 

39 share of oi l and or gas un t i l the amount owed by such Non-Opera to r , plus interest has been paid. Each 

40 purchaser shal l be ent i t led to rely upon Operator 's w r i t t e n statement concerning the amount of anv de-

41 fau l t . Opera tor grants a l ike lien and securitv interest to the Non-Opera tors to .-ecure oavment of O p -

42 orator 's p ropor t iona te share of expense. 

43 

44 I f any par ty fai ls or is unable to nay its .-hare m expense w i t nut .-.ivtv ( 60) davs a i te r r e n d i t i o n of 

45 a statement thore io r by Operator, the r .un-uetaui tmg parties, mciuo.mg i j i . e r a t o r . shad, upon reciuest by 

46 Operator, pay the unpaid amount in tho propor t ion that tr.e interest oi e..cn sue:: par tv bears to the m -

47 terest of a l l such parties. Eacn par ty so paying its share ol tho unpaid amount shai l . to ob ta in r e i m o u r s e -

48 ment thereof, be subrogated to the security r ights described m tho foregoing paragraph. 

49 

50 C. Payments and Accounting-. 

51 

52 Except as herein otherwise speci f ica l ly provided. Opera tor shail p r o m p t l y pay and discharge e.xcen^es 

53 incur red in the development and operat ion of the Cont rac t Aroa pursuant to this agreement and sha l l 

54 charge each of the parties hereto w i t h their respective p ropor t iona te shares upon the expense basis o r o -

55 vided in the Account ing Procedure attached hereto as E x h i b i t " C " . Operator shall keep an accurate 

56 record of the j o i n t account hereunder, showing expenses incu r red anci charges arid credits made and 

57 received. 

58 

59 Operator , at its election, shail have tho r ight t r o m t ime to t ime to demand and receive f r o m the 

60 other parties pavment m advance- ol their respective sh.ues ot the estimated . ,mount of the expense to 

61 he incur red in operations hereunder d u r i n g the next succeeding m o n i h . w n i c n r ight mav ho oxcrc ' l -vd o n l v 

62 bv submission to each -neh pai i v ot an i temi /ed statement oi sueh estimated expense, together w i t h 

63 an invoice tor its shine • herein. Eacn such statement and invoice for t i le pavment m advance of e s t l -

64 mated expense .-nail be submit ted on ,„• boi .no the 2t)th d.iv . . I ihe next pieceduig month . Each c-urtv 

65 shall pav to Oneia tor i t - prop,,, I innate share ol such e- tuuaie w i t n i n t i l t i -en (15) days a f t e r sueh os-

66 t imale ami invoice is i . ce iveu [| any p a i t v t.nls to pav Us - iuue oi said estimate w i t h i n said t ime the 

67 amounl due shall bear m t c c t as p iovmed in E-..nihil " C " ; m | , | paid. Proper ad jus tmen t shal l be 

6M mane mon th lv Petwc-n advances and actual expense to -he end that , t i c h n a r l v shall bear ana pav its 

n!i proport ionate snare <n . a tu . i l expenses m a n t l e d ..no no more 

71) 
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1 I I . I . i n i i l . i l i i n i of Kxpen i l i lu rcs : 
.. ' 

:t I . D r i l l or I V o t x m : Wi thou t the consent of a l l parties, no w e l l shall he d r i l l e d or deepened, e x -

4 rent anv wel l d r i l l e d or deepened pursuant to the provis ions ol A r t i c l e VI .U.2 . of this Agreement , it be ing 

a understood that the consent to the d r i l l i n g or deepening shal l inc lude: 

6 

7 ~ Opt ion N'o I : A l l necessary expenditures lor the d r i l l i n g oi deepening, testing, comple t ing and 

3 equipping oi the w e l l , inc lud ing necessarv tankage and or surlacc fac i l i t i es . 

9 

10 £ Opt ion N V 2: A l l necessary expenditures lor the d r i l l i n g or deepening and testing of the w e l l . W h e n 

11 such w e l l has reached its authorized depth, and al l tests have been completed. Operator sha l l give i m -

12 mediate notice to the Non-Operators who have the r igh t to par t ic ipa te in the comple t ion costs. The par t ies 

13 receiving such notice shall have f o r t y - e i g h t (43) hours (exc lus ive of Saturday. Sunday and legai h o l i -

14 days) in w h i c h to elect to par t ic ipate in the setting of casing and the comple t ion a t tempt . Such e lect ion. 

15 when made, shal l include consent to a l l necessary expendi tures for the comple t ing and equ ipp ing of such 

16 w e l l , i n c l u d i n g necessary tankage and or surface fac i l i t i es . Fa i lu re of any pa r ty rece iv ing such not ice 

17 to reply w i t h i n the period above f i xed shail const i tu te an election by that par ty not to par t ic ipa te i n 

13 the cost of the complet ion at tempt . I f one or more, but less than a i l of the parties, elect to set pipe and 

19 to a t t empt a complet ion, the provisions of Ar t i c i e Vt .B .2 . hereot ( the phrase ' • r ework ing , deepening or 

20 p lugging back" as contained in A r t i c l e V L B . 2 . shail be deemed to include ••completing") sha l l app ly to 

21 the operations thereaf ter conducted by less than a l l parties. 
22 

23 2. Rework or Plug Back: Wi thou t the consent of a i l parties, no w e l l shall be r e w o r k e d or p lugged 

24 back except a w e l l r eworked or plugged back pursuant to the provisions of A r t i c l e V I . 3 . 2 . of this ag rce -

25 ment . i t being understood that the consent to the r e w o r k i n g or p lugg ing back of a w e l l shal l i nc lude 

26 consent to a l l necessary expenditures in conducting such operat ions and comple t ing and equ ipp ing of 

27 said w e l l , i n c l u d i n g necessary tankage and or surface fac i l i t ies . 

28 

29 3. Other Operat ions: Operator shall not undertake any single project reasonably est imated to f e a t u r e 

30 an expend i tu re in excess of F i f t e e n t h o u s a n d Dol lars ( S 15 , 0 0 0 - 0 0 ) 

31 except in connection w i t h a we l l , the d r i l l i n g , r e w o r k i n g , deepening, comple t ing , recomple t ing . ur p i u g -

32 ging back of w h i c h has been previously authorized by or pursuant to this agreement: p rovided , h o w -

33 ever. that, in case of explosion, f i r e , f lood or other sudden emergency, whether of the same or d i f f e r e n t 

34 nature. Opera tor may take such steps and incur such expenses as m its opinion arc requi red to deal w i t h 

35 the emergency to safeguard l i f e and proper ty but Operator , as p r o m p t l y as possible, shail repor t the emer -

36 gency to the other parties. I f Operator prepares " A u t h o r i t y for Expendi tures" ior its own use. 

37 Operator , upon request, shall f u r n i s h copies oi its " ' A u t h o r i t y fo r Expendi tures" for anv single p ro jec t 

38 costing in excess of F i f t e e n t h o u s a n d Imit.-u-s ( s l 5 , O O P . 0 3 j . 

39 

40 E. Royal t ies . O v e r r i d i n g Royalties und Other Payments : 

41 

42 Each pa r ty shall pay or del iver , or cause to lie paid or de l ivered , a l l loyal t ies lo the extent of 

43 O n e - 6 i q h t h ( 1 / 8 ) due on its share of p roduc t ion and shall hold the other parties t ree 

44 f r o m any l i a b i l i t y theretor. I f the interest ol any pa r ty in any o i l ano gas iease covered by this agrce-

45 ment is subject to any roya l ty , o v e r r i d i n g royal ty , p roduc t ion payment , or outer charge over and above 

46 the aforesaid roya l ty , such par ty shall assume and alone bear a l l sucn ooi igat ions and shal l account 

47 for or cause to be accounted for . such interest to the owners thereof. 

48 

49 No pa r ty sha l l ever be responsible, on any price basis h igher than the price received by such n a r t y . 

50 to any other par ty 's lessor or roya l t y owner : and i f any such other par ty ' s lessor or roya l t y o w n e r shou ld 

51 demand and receive settlements on a higher price basis, the pa r ty c o n t r i b u t i n g such lease shal l bear the 

52 roya l t y burden insofar as such higher price is concerned. 

53 

54 F. Rentals. S h u t - i n Wel l Payments and M i n i m u m Royal t ies : 

55 

56 Rentals, s h u t - i n w e l l payments and m i n i m u m royal t ies w h i c h may be requi red under the te rms of 

57 any lease shal l be paid by the par ty or parties who subjected sueh lease to this agreement at i ts or t h e i r 

53 expense. In the event two or more parties own and have c o n t r i b u t e d interests in the same lease to th is 

59 agreement, such parties mav designate one of sucn part ies to make said payments fo r and on behalf ot a l l 

60 such parties. A n v pa r ly mav lequest. and shall be en t i t l ed lo receive, p ioper evidence of a l l such p a y -

61 merits. In the event of l a i l u i e to make proper pavir .cn t oi any ren ta l , shut - i n wel I pa v m c n l or m i n i m u m 

62 roya l ty i h m u g n mislaKe m ovei sight whore such pavment is r equ i red to continue the lease in fo rce 

tj:t any loss w h i c h results i r o m such i -oavment shail ho hoi no m accordance w i l h the provis ions oi A r t i c l e 

04 IV.D.2 . 

65 

66 Operator shall i . u t i i v Non-Opera tor ol the an t ic ipa ted comple t ion ol a s h u l - i n gas w e l l , or the s h u t -

67 t ing in o, ictu.wi to p rnmic l iou ot ., piomi.-sng ga.> w e l l , at least l ive I .".) davs (exc lud ing Sa tu rday . S u n -

63 dav and holidavs ). or at t h " eai liesi op:.oi 11in11 v Permit 'a d hv em-uinstances, pr ior to ! . .kmg sucn ac t ion , 

'.'.t but assumes no h n b l i i ' v lor l a i l u i e to do -o [n the . v e n t nl t a l l i p e hv l l n e r a l o r to so n o l i i y N o n -

' i p e ' . i t o r |,,-s ol air . lease conti ihpied m-n-h, Iv. ' ' . 'H i -op , . , ; , . , , , t in t a t iu i e to make t i m e l y payment s 

V 
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1 oi ;„„• sh . , t -m we l l pavment .shall Ix- borne j o i n t l y hy the parties hereto under the provisions ol A r t i c l e 

•i ivn .x 
3 

4 (;. Taxes: 

a 

ii Beginning w i t h the f i r s t calendar year a f t e r the e f f ec t i ve date hereof. Operator shall render f o r ad 

7 valorem taxat ion al l property subject to this agreement w h i c h by law should be • rendered for such 

H taxes, and it shall pay al l such taxes assessed thereon before they become del inquent . Pr ior to the r e n -

9 d i l i o n date, each Non-Operator shall f u r n i s h Opera tor i n f o r m a t i o n as to burdens I to include, but not be 

10 l imi ted to. royalt ies , ove r r i d ing royalt ies and product ion payments) on leases and o i l and gas interests c o n -

11 t r i b u t c d by such Non-Opcratou. I f the assessed va lua t ion of any leasehold estate is reduced by reason of its 

12 being subject to outs tanding excess royalt ies , o v e r r i d i n g royal t ies or product ion payments, the reduct ion in 

13 ad valorem taxes resul t ing t he r e f rom shal l inure to the benef i t of the owner or owners of such leasehold 

14 estate, and Operator shall adjus t the charge to such owner or owners so as to ref lect the benef i t of such 

15 reduction. Operator shall b i l l other parties for their p ropor t iona te share of a l ! tax payments in the m a n -

16 ner p rovided in E x h i b i t "C" $ Q Q f Q r a d d i t i o n a l p r o v i s i o n s 
11 

!3 I f Operator considers any tax assessment improper . Opera tor may. at its discret ion, protest v.-ith i n 

19 the t ime and manner prescribed by law. and prosecute the protest to a f m a i de te rmina t ion , unless a l l 

20 parties agree to abanaon the protest p r io r to f i n a l de t e rmina t ion . D u r i n g the pendency of a d m i n i s t r a t i v e 

21 or j u d i c i a l proceedings. Operator may elect to pay, under protest, a i l such taxes and any interest and 

22 penalty. When any such protested assessment .-hall have been f i n u i i v de te rmined . Opera tor shail pay 

23 the tax for the j o i n t account, together w i t h any interest and penal ty accrued, and the to ta l cost shaii then 

24 be assessed against the parties, and be paid by them, as p rov ided in E x h i b i t ' C". 

25 

26 Each pa r ty shall pay or cause to be paid a l l p roduc t ion , severance, gather ing and other taxes i m -

27 posed upon or w i t h respect to the product ion or hand l ing of such party 's share of o i l and or gas p r o -

23 duced under the terms of this agreement. 

29 

30 I I . Insurance: 

31 

32 A t al l times w h i l e operations are conducted hereunder . Operator shall compiv w i t h the Workmen ' s 

33 Compensation L a w of the .Slate where the operations are being conducted: provided, however , that O p -

34 erator may be a se l f - insurer for l i a b i i i l y under said compensat ion laws in w h i c h event the on ly Charge 

35 that shail be made to the j o i n t account shail be an amount equiva len t to the p r e m i u m w h i c h w o u l d have 

36 been paid had such insurance been obtained. Opera tor shall also ca r rv or provide insurance tor the 

37 benefi t of the jo in t account of the parties as ou t l i ned in E x h i b i t "D" . attached to and made a part hereof. 

38 Operator shril l require al l contractors engaged in w o r k on or for the Contract Area to compiv with, the 

39 Workmen 's Compensation L a w of tho State where the operat ions are being conducted and to m a i n t a i n 

40 such other insurance as Operator may require. 

41 

42 In the event Au tomob i l e Public L i a b i l i t y Insurance is spec::led in -aid Ex.-.ib-.i D" . or subsequent ly 

43 receives the approval of the parties, no direct charge shall 'no mane r v < jpor.v.nr :or p remiums paid fo r 

44 such insurance tor Operator 's f u l l y owned au tomot ive equ ipment 

45 

46 A R T I C L E V i i l . 

47 A C Q U I S I T I O N . . M A I N T E N A N C E O I I T R A N S F E R O I ' I N T E R E S T 

48 

49 A . Surrender of Leases: 

50 
51 The leases covered by this agreement, insofar r,s they emorace acreage m the Contract Area , sha l l 

52 not be surrendered i n whole or in part unless a l l parties consor t thereto. 

53 

54 However , should any pa r ty desire to surrender its interest in any lease or in any por t ion thereof, and 

55 other parties do not agree or consent thereto, the pa : : y -uesirmg to surrender shall assign, w i t h o u t express 

56 or imphod w a r r a n t y of t i t l e , ai l of its interest in such lease, or por t ion i he rco i . and any w e l l , m a t e r i a l and 

57 equipment w h i c h may be located thereon and anv r ights in p roduc t ion thereal ter secured, io the par t ies 

53 not desir ing to surrender i t . I f tho interest ot ihc assigning pa r tv includes an od and gas interest , f h e as-

59 signing par ty .-hail execute and del iver to ihe p a i t v or pa: tics not desir ing to surrender an o i l ar.d "as 

60 lease cover ing such oi i and gas interest fu r a te rm o; one' vear and ; o long thereal ter as u i l and or "as 

61 is produced i i o m the i.md covered iherenv. -pen .else io :.e un ihe m i n i attached hereto as E x h i b i t " n " 

62 Upon such assignment, the assigning pa i tv .mail he loi icveci : ; n m ail obl igat ions therea l te r acc ru ing 
63 but not I hereto! o re accrued, w i l l : ic-pect to tne acreage a.-.-.igneit and the ope iapou o! anv -ca t . u , 

•v 1 o , . .ereon. 
64 and the assigning par tv shall have no l u r i h e r m t e i e - t in tho lease assigned and its equ ipment and 
65 duct ion other than the loval l ies ic ta ined in anv lease made under the te i ins ot tins \ i t i c l o T h , 

l l ' pa rt ies 

66 assignee shall pav lo tho par ty assignor ihe icasooapie aivage value ol the hitter 's interest „ , any v eils 

67 and eM'.iiPir.ent on tho assigned acreage. Ti e vaiue oi al l maio i i . i l shall he dc t e imined in accordance 

6« w i t h Ihe provisions ol K x h i h i l • C" l . -s the est imated cost oi salvaging ami Ihe estimated cost pf o l u y -

69 gmg .md ap.mdonihg. i : tho asslgiimen! is m lavm ni more ' h . i n ,,ne par tv . the assigned i n t e u s t snai l 

70 
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1 h.. snared hv «ho parties a.s.sienvo in th.- proport ions t h a i the um.-u.-sl ... eacn -><••"> l " J " 

2 parties assignee 

4 Anv assignment ",- surretub-r mane under this provis ion shail not reduce or change the assignors or 

') -u i i eode i i n g parties' interest, as it was immedia te ly before the assignment, tn the balance of the Cont rac t 

« Area: and the acreage assigned or surrendered, and subsequetil operations thereon, shall not thereat ter 

7 he subject In the terms and provisions of this agreement 

o 

3 B. Renewal or Extension of I,eases: 

:o 
11 I f any pa r ty secures a renewal of any o i l and gas lease subject to this Agreement , a l l other par t ies 

12 shall be n o t i f i e d p rompt ly , and shall have the r igh t for a period of t h i r t y CIO) days f o l l o w i n g receipt 

13 of such notice in wh ich to elect to par t ic ipate in the ownersh ip of the renewal lease, insofar as such 

14 lease affects lands w i t n i n the Contract Area, by pay ing to the par tv who acquired it the i r several proper 

15 proport ionate shares of the acquisi t ion cost allocated to that part of sucn lease w i t h i n the Contract .Area. 

16 which shall be in propor t ion to the interests held at that t ime by the parties in the Contract Area. 

17 

13 I f some, but less than a l l . of the parties elect to par t ic ipate in the purchase of a renewal lease, i t 

13 shall be owned by the parties who elect to par t icula te th.erem. in a rat io based upon the re la t ionship of 

20 their respective percentage of par t ic ipa t ion in the Contract Area to the aggregate of the percentages 

21 of par t ic ipa t ion in the Contract Area of al l parties pa r t i c ipa t i ng m the purchase of such renewal lease. 

22 A n y renewal lease in which less than al l parties cicct to par t ic ipate shall not be subject to this agreement. 

23 

24 Each pa r ty who participates in the purchase of a renewal lease shall be given an assignment of i ts 

25 propor t ionate interest therein by the acqui r ing par ty . 

26 

27 The provisions of this A r t i c l e s i ia i l apply to renewal leases whether they are for the ent i re interest 

23 covered by the exp i r i ng lease or cover only a por t ion of its area or an interest therein. A n y renewal lease 

23 taken before the exp i ra t ion of its predecessor lease, or taken or contracted lor w i t h i n six (6) months a i t e r 

30 the exp i r a t i on ol the exis t ing lease shall be subject to ib is p rov i s ion : but any lease taken or contrac ted 

31 for more than six (6 ) months a l te r the exp i ra t ion of an exis t ing lease shall not be deemed a renewal 

32 lease and sha l l nol be subject to the provisions of thus agreement. 

33 

34 The provisions in this A r t i c l e shall apply also and in l ike manner to extensions of o i l and gas 

35 leases. Artie 1 e XV.E for additional provisions. 
36 

37 C. Acreage or Cash Cont r ibu t ions : 

33 

39 Whi l e this agreement is in force, i f any par ty contracts: ior a con t r ibu t ion ot cash toward the d r i l l i n g 

40 of a w e l l or any other operation on the Contract Area , sucn con t r ibu t ion .-nail i.e pain to the par ty w h o 

41 conducted the d r i l l i n g or other operation and shail be aopi ied bv it against the cost nt such d r i l l i n g or 

42 other operat ion. I f the con t r ibu t ion be in the loi m of acreage, the pai ty to wnom the c o n t r i b u t i o n is 

43 made shal! p r o m p t l y tender an assignment of the acreage, wnp.oui wa r r an ty oi t i t l e , to ihe D i i i i i n g 

44 Parties in the proport ions said D r i l l i n g Parties shared ii-.e u i - t •»: d r i l l i n g the w e i i . I f a l l parties hereto 

45 are D r i l l i n g Parties ar.d accept such fender, such aci ..-age .-.hah become a pa: l of fhe Contract Area and 

46 be governed by the provisions of tins agreement, i i ! v s than . . i ! parties r.ere'.o are D r i l l i n g Parties and 

47 accept such tender, such acreage shall not become a part oi -die Contract Area. Each pa r ly shall prom.pt-

48 ly n o t i f y n i l o ther parties of a l ! acreage or money con t r ibu t ions i t may obtain in support of any w e i i o r 

49 any other operat ion on the Contract Area. 

50 

51 I f any pa r ty contracts fo r any consideration re la t ing to disposi t ion of such party 's share of substances 

52 produced hereunder, such consideration shail not be deemed a con t r ibu t ion as contemplated in th is 

53 A r t i c l e V I I I . C . 

54 

55 I ) . Si i l iscqut- iuly Created Interest : 

56 

57 No twi th s t and ing the provisions ol A r t i c i e V I I I . E . and V l l l . G . . i f any par ty hereto shall , subsequent 

53 to execution oi this agreement, create an ove r r id ing • ova i t y . p roduct ion payment, or net proceeds n u e r -

59 est. wh ich such interests arc he rcmai t c r referred to as '"subsequently created interest", such subsequent ly 

60 created interest shall be specif leaiiy made subject to a l l o i the terms and provisions ol i lns agreement, as 

Ij 1 fo l lows : 

62 

63 I . I f non-consent operations an- conducted puis i ian t to anv provis ion ot this agreement, ar.d the 

64 pat ty conduct ing sucn .>nei a! ions becomes ent i t led to leceive the product ion a t t r ibutable to the interest 

65 out ol wh ich the supseouorillv created interest is der ived, such p a i t v .-hall leceive same free anu clear 

6H ol ucii subsequently Healed inte ies l . The pat ty ei eating ,-nme si ia i l bear ..nd pav a l l such subseuuent ly 

67 cieated mtetesl.-, add sip,II i ndemni ty and hold the other p a t i u - hmeto l i c e and haimless l i o m any and 

6tJ. .dl l i ab i l i t y icsd l f i t i ' . : ' .ho t ( t rum. . - . — - . . 

i / J 

70 
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2. 1; t in- ..win'!- ot l ! i i ' interest f r o m which the subsequent Iv created interest is der ived (1) fa i l s to 

pay. when hue. it., share «>t expenses chargeable hereunder, or l 2 ) elects to abandon a we l l under p r o 

visions of A i t i c l e V I E. hc ieo l . or i . i ) eiects to surrenUer a lease under provisions of Ar t i c l e V I I I . A . 

hereot. the subsequently created interest shall be chai go-able w i t h the pro rata por t ion of al l expenses 

hereunder in - the same manner as if such interest were a w o r k i n g interest. For purposes of col lec t ing 

.-'icn chargeable expenses, tne par ty or parlies who leceive assignments as a result ol (2) or (3) above 

snail have the r ight to e.norce al l provisions oi A r t i c l e V I I . B . hereof against such subsequently created 

interest. 

E. Maintenance of I ' n i i o r m Interest: 

For the purpose of ma in ta in ing u n i f o r m i t y of ownersh ip in the o i l and gas leasehold interests 

covered by this agreement, and no twi ths tand ing any other provisions to the cont ra ry , no par ty sha l l 

sell, encumber, t ransfer or make other disposition of its interest in the leases embraced w i t h i n the C o n 

tract Area and in wells, equipment and product ion unless sueh disposit ion covers ei ther: 

1. the en t i re interest of the par ty in a l l leases and equipment and p roduc t ion : or 

2. an equal und iv ided interest in a l l leases and equipment and product ion in ihe Contract Area . 

Every such sale, encumbrance, t ransfer or other disposit ion made by any par ty shall be made e x 

pressly subject to this agreement, and shali lie made w i t h o u t pre judice to the r igh t of the other part ies. 

I f . at any t ime the interest of any par ty is d iv ided among and owned by four or more co-owr.ers . 

Operator, at its discret ion, may require such co-owners to appoint a single trustee or agent w i t h f u l l 

au tho r i t y to receive notices, approve expenditures, receive b: i l ings fo r ana approve and pay such par ty ' s 

share of the j o i n t expenses, and to deal generally w i t h , and w i t h power to b ind , the co-owners of such 

par ty 's interests w i t h i n the scope of the operations embraced in this agreement: however, a l l such 

co-owners shal l have the r igh t to enter into and execute a l l contracts or agreements for the d isposi t ion 

of the i r respective shares of the o i l and gas produced f r o m the Contract Area and they shall have the 

r igh t to receive, separately, payment ot the sale proceeds hereot. 

F. Waiver of Kight lo 1 'ar t i l ioi i : 

I f pe rmi t t ed by the laws ol the slate or states in w lucn fne p roper ty covered hereby is located, each 

par ty hereto o w n i n g an undiv ided interest in the Contract Area waives anv and a i l r ights i t mav have 

to pa r t i t i on and have set aside to it in several ly its und iv ided interest t i ie rem. 

-*4— t ' n i i u i n l ; 

interesls"~>!>fc--hc Contract Area, it shall p rompt iy give w i i l t e n notice to the other parlies, w i t h 

mal ion concerniu_"~'~-s--^w "posed saie. which siiail .ncliaie the n a m " ano ad.iiess oi ' "j^-rrc.spective p u r 

chaser ( w h o must be reaiTv^-^i^hng and able to puicnase) . ihe nm cr.ase m > — : — a d otner terms of 

the o f f e r . T i i e other parties .-haii iTtr-4-^^ve ,m op t iona l ps K. I t r ^ i — ~ 7 ,, period o; ten (10) days u t t e r 

receipt ol the notice, to purchase on l l ie sanic^-s-gip- „ n r , — • ^ P i i i i n s the infeies t w n i c n the other p a r ' v 

proposes to sel l : and. •:' this opt ional r ight t-^»»'*Tt~77T^ parties s i ia i l share the c u r -

chased interest i n the proport ions t j tg>*rTomtores t ot each be^lia~><<-^Mm total interest of a l l purchas ing 

parties. However , there shuj.Lbt^To pro lerent ia l r ight fo pm chase in t l io^7^r~~tg^vhere any pa r ty wishes 

to mortgage its imjgi--es~ts. or to dispose oi its i i i ic tc-as by merger . r c o r g a i t u a t . o n T ~ ^ r > ^ p : i a t i o n . or sale 

of a l l o r ^ j r ^ T a n i i a l l y a l l of its assets to a subsidiary or patent company or to a subsidiaiw^"7jr--s^---'--ent 

C"T"Ti. i . . ' r . j- , , i .> ' . id • • " • • ' . . .. . ... . 1 _ 

A R T I C L E I X . 

I N T E R N A L R E V E N U E CODE E L E C T I O N 

This agreement is nut intended to create, and shui l ::ul be construed to create, a re la t ionship o i P a r t 

nership or an association lor p i o t i t between oi among the parties hereto. N o t w i t h s t a n d i n g any o r o -

visions nerein that the r ights and l iab i l i t ies hereunder are several and not j o in t or col lect ive, or that th is 

agreement and operations hereunder shall nol t o i i s l i l u t c a p.n t:-.ci -mp. p. Federal income tax n u " -

posos. this agreement and tho oueiat ions hot c tmi ic i m e • ega: <:en .is a oar tnershin . each par tv herebv 

at tec-led elects fo oe esciudeci p o m ihe appl icat ion oi ai l ot f i l e i imvis ions ot Sunchapter K." Chante r 

1. Subt i t l e " A " , ot the Internal Revenue lA.de ol '.'.) "> t. pe rmi t t ed ami a u t h o r i . x d by Section 761 of 

the Code ami the i eguiai ioi is promulgated tl c i cumie i O p o i . i l o i is . .ulhori .-cd .md ( luecled to o x e c t e on 

behalt . . I each p .u lv in-u-bv al lected such evidence " l this .-lection ..s mav ho repuned bv the Secretary 

" I the T i c i i s u r y . i l Ihe i . 'mled Stales oi the i 'edei.d In te rna l nevemie Seivice. inc lud ing speci f ica l ly bu t 

nol bv way ot l i m i t a t i o n . . . I I ol ' l ie t.-lint-.s - ta tenunts .md Mm oata .equi red bv Federal Regu la 

tions I 761. Snouid l l .e ie he .mv ieMmiement that each put - , iiet ebv a l lec ted u l v e lu r the r evidence o f 

tins ele. f.uu. each sucn p a i t v hall . - M c i t e - n o i docm-penl- . .pq : ;nm.-n M i U | other evidence as mav be 

i c i | i t i r ed pv the Fedetal Inte l mil Revenue Seivice or as tn.iv he ncressai v to evidence thus elect ion. No 

I 2 
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•h n r i v shall give anv notices or take anv other act ion inconsistent w i t h the .•lection made hereby. 
! ' I ' ' ,„!•' "ue-e.it nr~ i n l i n e income tax laws of the slate or states m wh ich the Contract Area is located or 

~ ' , " m t m e income tax laws of the Uni ted States contain provisions s imi l a r to those in Subchapter " K " . 

4 C'-.ptei- "'• Subt i t l e -A ", ol the In te rna l Revenue Cude of 10:54. under wh ich an election s imi la r to tha t 

-, provided hw Section TBI of the Code is permi t ted , each pa r ty hereby a l lec ted shall make such election as 

ii mav be permi t ted or required by such laws. In m a k i n g the lorogoing election, each such pa r ty stales t h a t 

7 the income der ived hy such par tv f r o m Operations hereunder can be adequately de te rmined w i t h o u t the 

H computat ion of par tnership taxable income. 

9 

A R T I C L E X . 

C L A I M S A N D L A W S U I T S 
10 

11 

12 

13 

14 

Operator may settle any single damage c la im or suit a r i s ing f r o m operations hereunder i f the e x 

penditure does not exceed F p n r r h n n t a n H Doi . a r s 

15 (S 4 , n n n . n n ) and i f the payment is in complete set t lement of such c i a im or suit. I f the amoun t 

IG required lo r settlement exceeds the above amount, the parties hereto shail assume and take over the 

IT f u r t h e r hand l ing of the c la im or suit, unless such a u t h o r i t y is delegated to Operator . A U costs and e x -

18 pense of hand l ing , set t l ing, or otherwise discharging such c h u m or suit shal l be at the j o i n t expense 

19 of the parties. I f a c la im is made against any pa r tv or i f any pa r ty is sued on account of any m a t t e r 

20 ar is ing f r o m operations hereunder over wh ich such i n d i v i d u a l has no con t ro l because of the r ights g iven 

21 Operator by this agreement, the par ty shall immedia te ly n o t i f y Operator , and the c l a im or suit sna i l 

22 be treated as any other c la im or suit i n v o l v i n g operations hereunder. 

23 

24 A R T I C L E X I . 

25 FORCE M A J E U R E 

26 

27 I f any pa r ty is rendered unable, w h o l l y or in part , by lorce ma jeure lo ca r ry out i ts obl iga t ions 

23. under this agreement, other than the obl igat ion to make money payments, that par ty shal l give to a l l 

29 other parties p rompt w r i t t e n nolicc of the force ma jeure w i t h reasonably f u l l par t iculars concerning i t : 

30 thereupon, the obligations of the par ty g iv ing the notice, so fa r us they arc a f fec ted by the force ma jeu re . 

31 shall be suspended d u r i n g , but no longer than, the cont inuance .h the force majeure . The a l fec ted p a r t y 

32 shall use a l l reasonable dil igence to remove the force m a j e u r e s i tua t ion as q u i c k l y as practicable. 

33 

34 The requi rement that any force majeure shall be remedied w i t h a l l reasonable dispatch shail not 

35 require the sett lement of strikes, lockout.-., or other labor d i f f i c u l t y by the par ty invo lved , con t ra ry to its 

36 wishes: how a l l such d i f f i cu l t i e s shall be handled shall be e n t i r e l y w i t h i n the discret ion of the p a r t y 

37 concerned. 

38 

39 The t e r m ••force majeure ", as here employed, shal l mean an act of God. s t r ike , lockout , or o the r 

40 indus t r i a l dis turbance, act of the public enemy, war . blockade, publ ic no t . l i g h t n i n g , f i r e , s torm, i l o o d . 

41 explosion, governmenta l action, governmental delav. res t ra int or inact ion, unava i l ab i l i t y of equ ipment . 

42 and any other cause, whether of the k ind specif ical ly enumera ted above or otherwise, w h i c h is not 

43 reasonably w i t h i n the control ot the par tv c l a iming suspension. 
44 

45 

46 

47 

48 

49 

50 

51 

A R T I C L E X I I . 

NOTICES 

A l l notices authorized or required between the parties, and requi red by any of the provis ions of 

this agreement, unless otherwise specif ical ly provided , shall be g iven in w r i t i n g by U n i t e d States m a i l 

or Western U n i o n telegram, postage or charges prepaid, or by teletype, and addressed to the pa r ty to 

w h o m the notice is given at the addresses listed on E x h i b i t " A " . The o r ig ina t i ng notice given under any 

provis ion hereof shall be deemed given only when received by the pa r ty to w n o m such notice is d i rec ted . 

53 and the t ime fo r such par ty to give any notice m response thereto shall run f r o m the date the o n g i n a t -

54 i n " notice is received. The second or any responsive nonce s i ia i l be deemed given when deposited i n 

55 the Uni ted States ma i l or w i t h the Western Union Teiegrapn Company, w i t h postage or charges p repa id . 

56 or when sent bv teletype. Each par ty shall have the r i g h t to change its address at any t ime , and f r o m 

t ime to t ime , by g i v i ng w r i t t e n notice hereof to a l l o ther parties. 
o i 

53 

59 

60 

61 

62 

6:t 

A R T I C L E X I I I . 

T E R M o f \ C , R I : I : M I : N T 

Tins agreement shall reman: m l u l l Mice .mi l e i n cl as to the oi l and gas leases and or m l and gas i n 

terests subjected hereto lor the pel md ol t ime selected i .e luw: provided , however, no pai tv here in shal l 

64 ever be construed as having anv r ight , t i t le m in le ics t in oi to anv lease, or o i l and gas interest c o n -

65 

66 

t r i bu t cd by anv other par ty beyond the lei m m this agreement. 

i j - Opt ion No I So long as any ol Ihe oi l and gas leases submi t to l lns agreement remain or are c u n -

i ; ; ; t inned m mice . . j lo anv pai t o l the C . m l i a c i A n a . .vnethei l ,v product ion , extension, i enewat ur o t h c r -

6'J .vise, and or -o long as oi l and or gas n ioduc l ion continues l m m anv lease or o i l and gas interest . 

71) 

t . t 
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1 X Pot ion X<> '-: In the o v r n l t in- we l l desert bod in A r t i c l e V I . A . . or anv subsequent we l l d r i l l e d 

2 under ai.v provision nt t ins agreement, results m produc t ion ot o i l and or gas in paying quanti t ies, th i s 

agreement ha l l continue m iorce so long as anv such '.veil or wel ls produce, or are capable ol p roduc -

•1 non. and lor an addi t ional period ol 1 20 davs f r o m cessation ol a l l p roduct ion: provided, however . 

ri i i . pr ior io the expi ra t ion o i such addi t iona l period, one or more o i the parties hereto are engaged tn 

tl d r i l l i n g or r e w o r k i n g a we l l or wells hereunder, this agreement shall continue in iorce u n t i l sucn o p -

7 orations have been completed' and i l ' product ion results t h e r e f r o m , this agreement shall continue in 

li force as provided herein. In the event the wel l described in A r t i c l e V I . A . . or any subsequent w e l l 

9 d r i l l ed hereunder, results it . a d ry hole, and no other w e l l is producing, or capable of producing o i l 

10 and or gas f r o m the Contract Area, this agreement shal l t e rmina te unless d r i l l i n g or r e w o r k i n g opera-

11 tions are commenced w i t h i n ' c u davs f r o m the date of abandonment of said w e l l . 
12 
1 3 It- i s agreed, however, that the t e rmina t ion of this agreement shall n o t relieve any pa r ly hereto f r o m 

14 any l i a b i l i t y w h i c h has accrued or attached pr ior to the date of sucii t e rmina t ion . 
15 
1 6 A R T I C L E X I V . 
1 7 C O M P L I A N C E W I T H L A W S A N D R E C . l ' L A T I O N S 
18 

19 A . Laws. Regulations and Orders: 

20 

21 Th i s agreement shall be subject to the conservation laws of the stale in wh ich the c o m m u t e d 

22 acreage is located, to the va l id rules, regulations, and orders of anv d u l y consti tuted regula tory body of 

23 said state: and to a l l other applicable federal , state, and local laws, ordinances, rules, regulations, and 

24 orders. 

25 

26 B. Gove rn ing L a w : 

27 

23 The essential v a l i d i t y of this agreement and a l l matters per ta in ing thereto, inc lud ing , but not l i m -

29 i tcd to. matters of per iormanco. non-performance, breach, remedies, procedures, r ights , duties and m -

30 terprc ta t ion or construct ion, shall be governed arid de termined bv the law of the state in wh ich the 

31 Contract Area is located. I f the Contract Area is m t w o or more states, the law of the state where most 

32 of the land in the Contract Area is located shall govern. 

33 

34 A R T I C L E X V . 

35 OTHER P R O V I S I O N S 

36 

37 

38 

39 

40 

41 

oo 
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58 
59 
60 
61 
62 
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64 
65 
66 
67 
6K 
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A. Sale of Gas Production: 

I t is recognized by the parties hereto that in addition to each party's share 
of working interest production as shown in Exhibit "A", sucn party shall have the 
right, subject to existing contracts, to market the royalty gas attributable to 

4 2 each lease which i t contributes to the Contract Area and to receive payments due 
4:i for such royalty gas produced from or allocated to sucn lease or leases. I t is 
4 4 agreed that, regardless of wnether eae. "arty mar-tets or contract: for i t s snare 
4 5 of gas, including the royalty gas under the leases wnich i t contributed to the 
•*c Contract Area, sucn party agrees to oay or cause to oe paid to the royalty owners 
•*7 under i t s lease or leases the proceeds attributable to their respective royalty 
48 interest and to hold a l l other parties hereto harmless for i t s failure to do so. 
49 

50 B. Bill i n g Additional Interests: 
51 
52 Notwithstanding the provisions of this agreement and of the accounting procedure 
53 attached as Exhibit "C", the Parties to this agreement specifically agree that in 
54 no event during the term of this contract shall Operator be reauired to make more 

than one b i l l i n g for the entire interest credited to eacn Party on Exhibit "A", i t 
is further agreed that i f any Party to this agreement (hereinafter referred to as 

57 "Selling Party') disposes of cart of the interest credited to i t on Exhibit "A", the 
Selling Party shall be solely responsible for b i l l i n g its assignee or assignees' 
and shall remain primarily liable to the otner parties for the interest or interests 
assigned and shall make prompt payment to Ooerator for the entire amount of state
ments and b i l l i n g rendered to i t . I t is furtner understood and acreed that i f Sell in 
Party disposes of a l l its interest as set cut on Exhibit "A", whetner to one or" 
several assignees, Operator shall continue to issue statements ana billings to the 
Selling Party for the interest conveyed until sucn time as Selling Party has 
designated and qualified one assignee to receive the b i l l i n g for the entire 
interest. In orcer to qualify one assignee to receive the b i l l i n g for the entire 
interest credited to Selling Party on Exhibit "A", Selling Party shall furnish 
to Ooerator the following: 

- I 4 -

v 
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1. W r i t t e n notice oe the conveyance and p h o t o s t a t i c or cer

t i f i e d copies of the assignments by which the t r a n s f e r was made. 

2. The name o£ the assignee to be b i l l e d and a w r i t t e n s t a t e 
ment signed 'oy the assignee to be b i l l e d i n which i t consents to 
receive statements and b i l l i n g s f o r the e n t i r e i n t e r e s t c r e d i t e d to 
S e l l i n g party on E x h i b i t "A" hereof; and, f u r t h e r , consents to handle 
any necessary s u b - b i l l i n g s i n the event i t does not own the e n t i r e 
i n t e r e s t c r e d i t e d to S e l l i n g Party on E x h i b i t "A". 

C. Disbursement of Royalties: 

I f a purchaser of any o i l , gas or other hydrocarbons produced from 
the Contract Area declines to make disbursements of a l l r o y a l t i e s , 
o v e r r i d i n g r o y a l t i e s , working i n t e r e s t s , and other payments out o f , or 
wi t h respect t o , production revenues which are payable on the Contract 
Area, Operator may, at i t s o p t i o n , from time to t i n e , make disburse
ments on behalf of any Non-Operator who requests i n w r i t i n g t h a t 
Operator do so. Each Non-Operator f o r whom such disbursement is made 
s h a l l f u r n i s h Operator w i t h the f o l l o w i n g : 

1. Such documents as may be necessary i n the opinion of Operator 
to enable Operator to receive a l l payments f o r o i l , gas or other 
hydrocarbons d i r e c t l y from the purchaser thereof. 

2. An i n i t i a l l i s t of. names, addresses, and i n t e r e s t ( t o a seven 
place decimal), on a t r a c t , u n i t , purchase c o n t r a c t , or other such 
basis as, i n the opinion of Operator, i s necessary f o r e f f i c i e n t admi
n i s t r a t i o n , f o r a l l r o y a l t y , o v e r r i d i n g r o y a l t y and other i n t e r e s t 
owners who are e n t i t l e d to proceeds from the sale of production 
a t t r i b u t a b l e to such Non-Operator's i n t e r e s t . Also, any changes to 
the i n i t i a l l i s t s h a l l be furnished promptly to Operator i n w r i t i n g . 

Operator w i l l use i t s best e f f o r t s to make dusbursements 
c o r r e c t l y , but w i l l be l i a b l e f o r i n c o r r e c t disbursement only i n the 
event of gross negligence or w i l l f u l misconduct. Any Non-Operator f o r 
whom such disbursements are made hereby agrees to indemnify and hold 
harmless Operator f o r any loss, i n c l u d i n g c o u r t costs and attorney's 
fees, which may be incurred as a r e s u l t of Operator's making such d i s 
bursements i n the manner prescribed by Non-Operator. 

D. A r t i c l e VII.G., A d d i t i o n : 

I f the Operator is required hereunder to pay ad valorem taxes 
based i n whole or i n part upon separate va l u a t i o n s of each party's 
working i n t e r e s t , then notwithstanding anything to the cont r a r y 
h e r e i n , charges to the j o i n t account s h a l l be made and paid by the 
p a r t i e s hereto i n accordance w i t h the percentage of tax value 
generaged by each party's working i n t e r e s t . 

E. A r t i c l e V I I I . B . , A d d i t i o n : 

Notwithstanding anything to the contrary contained he r e i n , each 
pa r t y committing a lease or leases to t h i s agreement s h a l l have the 
opt i o n upon the e x p i r a t i o n of each lease to renew or extend such lease 
and to bear the renewal or extension costs and expenses and thereby 
r e t a i n i t s o r i g i n a l i n t e r e s t and t i t l e i n said lease. By e x e r c i s i n a 
such o p t i o n , the p a r t i e s ' working i n t e r e s t s s h a l l remain unchanged.' 
I f the o r i g i n a l lease owner does not exercise i t s option w i t h i n s i x t y 
(60) days a f t e r the e x p i r a t i o n date of the o r i g i n a l lease, the 
renewal"or extension lease w i l l then be subject to the terms of t h i s 
a r t i c l e as w r i t t e n above. I f any working i n t e r e s t owner other than 
the o r i g i n a l lease owner renews or extends the lease, the renewing or 
extending party s h a l l f u r n i s h the o r i g i n a l iease owner an itemized 
statement of the complete renewal or extension costs and expenses of 
such lease. The o r i g i n a l lease owner s h a l l have s i x t y (SO) davs a f t e r 
the r e c e i p t of such itemized statement to reimburse the renewing or 
extending party i n f u l l . F a i l u r e of the o r i g i n a l iease owner to do so 
s h a l l r e s u l t in the f o r f e i t u r e of i t s op t i o n hereunder. The p r o v i 
sions hereof s h a l l only apply to leases or por t i o n s of leases located 
i n the Contract Area. 



r c 
r . As between the i n t e r e s t o f TXO and FINA, t h i s Agreement s h a l l he 
s u b j e c t and s u b o r d i n a t e to t h a t C e r t a i n O i l fi Gas Lease A c q u i s i t i o n 
and Development Agreement da ted Oc tobe r 2 2 , 19B2, between TXO 
PRODUCTION" CORP. and APCOT-rINADEL JOINT VENTURE. I n the even t o f a 
c o n f l i c t between t h i s agreement and the O i l s Gas Lease A c q u i s i t i o n 
and Development Agreement, the terms o f the O i l and Gas Lease 
A c q u i s i t i o n and Development Agreement s h a l l p r e v a i l . Noon t e r m i n a t i o n 
o f the O i l s Gas Lease A c q u i s i t i o n and Development Agreement , t h i s 
Agreement s h a l l be amended as between TXO and FINA i n the manner p r o 
v i d e d i n A r t i c l e XXI o f the o i l * Gas Lease A c q u i s i t i o n and 
Development Agreement . 

G. As between APCOT-FINADEL JOINT VENTURE and anv o t h e r p a r t y h e r e t o 
the non-consen t p e n a l t i e s s p e c i f i e d i n A r t i c l e ' 7 1 . 3 . 2 ( a ) s h a l l be 
1003/1003; and the non-consen t p e n a l t i e s s o e c i f i p d i n A r t i c l e 
V I . 3 . 2 ( b ) s h a l l be 300%/300% as to a l l w e l l s d r i l l e d to a dep th of 
10,000 f e e t s u b s u r f a c e o r l e s s , and 400V400°-> as to a l l w e l l s d r i l l e d 
t o a dep th g r e a t e r than 10,000 f e e t s u b s u r f a c e . 

H. I t i s understood by a l l par t ies that the Sprinkle Federal #2 w e l l , i s to 
be a reentry and deepening of the Walker Federal #1 we l l which was a dry hole 
d r i l l e d to a t o t a l depth of 4,270 fee t by John H. H i l l , Operator. I t i s fu r the r 
understood and agreed to by a l l par t ies hereto tha t , should TXO encounter 
impenetrable condit ions or mechanical problems during the reenty and deepening 
of the said w e l l and be required to move the r i g and commence the d r i l l i n g of 
a new we l l a t a loca t ion w i t h i n a 100' radius of the i n i t i a l l oca t ion , TXO 
sha l l n o t i f y a l l non-operators of i t s in ten t ion to move the r i g and commence 
the d r i l l i n g of a new wel l along wi th the estimated cost to d r i l l and complete 
said w e l l . This notice may be given by telephone and a l l non-operators sha l l 
be l i m i t e d to a response period of 48 hours exclusive of Saturday, Sunday, or 
lega l holidays. Fai lure of a party receiving such notice to reply w i t h i n 
period above f i x e d sha l l cons t i tu te an e lec t ion by that party not to pa r t i c ipa te 
in the cost of the d r i l l i n g and completing of the new w e l l , and any non-
p a r t i c i p a t i n g in teres t sha l l be subject to the non-consent penalties specif ied 
in A r t i c l e VLB.2(a) and (b) . Any notice or response given by telephone sha l l 
be promptly confirmed i n w r i t i n g . 
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A R T I C L E X V J . 
. M l S ( i : i . I . A M . O L S 

Tins agreement shall ho h inr img upon and - hail m u t e hi the benef i t ot the patties, hereto and to t he i r 

i i-Miei-live hens, devisees legal representative:;. MICCOSSOIS and assigns 

This ins t rument tr.av be exeeuted in anv number nl counterpar ts , eaeu oi which shal l be cons iocrcr 

an or ig ina l tor a l ! purposes. 
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O P E R A T O R 

TXOv PRODUCTION CORP. 

Bv: 
Joh 
Senix?r (Vice President 

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

ATTEST 

Secretary 

PETRO ATLAS CORPORATION 

By: 
James L. Harden I I I 

T i t l e : President 

T-i 
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THE STATE OF TEXAS § 

COUNTY OF MIDLAND § 

- - • /Hi 
The foregoing instrument was acknowledged before me th i s ^ ' 7 

day of 5 l Aur,.^,i^ , 19 D y JOHN D. HUPPLER, Senior Vice President, 
of TXO PRODUCTION CORP., a Delaware corporation, on behalf of said 
corporation. 

My Commission Expires: 

7 ^ . y - . f 7 / v. 

Notary Public in and for / 
The State of Texas 

STATE OF COLORADO § 

COUNTY OF DENVER § 

The foregoing instrument was acknowledged before me on thi s 25th day of 
September , 198_5 , by James L. Harden I I I , President of 

Petro Atlas Corporation a Colorado corporation, on behalf of said 
corporation. 

My Commission Expires: 
December 16, 1985 

Notary Public in and for 
Denver County, Colorado 

s 
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ARTICLE X V I . 
.MISCELLANEOUS 

This agreement shall ho binding upon and .-hall inure lo Ihc benefit of the parties hereto and to their 
lespective heirs, devisees, legal representatives, successors and assigns. 

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

IN WITNESS WHEREOF, this agreement shall be eltectivc as ot dav of. 
19 

O P E R A T O R 

TXO. PRODUCTION CORP. 

B y j 
Jrjfih rS. Huppler 
Selyior \Vice Pres ident 

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

PETRO ATLAS CORPORATION 

Byj 

T i t l e : 
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THE STATE OF TEXAS § 

COUNTY OF MIDLAND 

-s // {J 
The foregoing instrument was acknowledged before me th i s -

day of 5i f < * , 19 <S , by JOHN D. HUPPLER, Senior Vice President, 
of TXO PRODUCTION CORP., a Delaware corporation, on behalf of said 
corporation. 

My Commission Expires: 

Notary Public in and for / 
The State of Texas 

STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me on t h i s 
, 198 , by , 

Petro Atlas Corporation a 
corporation. 

day of 
of 

corporation, on behalf of said 

My Commission Expires: 

Notary Public in and for 
County, 
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EXHIBIT "A" 

Attached t o and made a p a r t of t h a t c e r t a i n J o i n t Operating Agreement dated 
September 23, 1985 by and between TXO Production Corp., Operator and Petro 
A t l a s , Non-Operator. 

TRACT I : 
CONTRACT AREA: 

NW/4 NW/4 Section 26, T-18-S, R-32-E 
Lea County, New Mexico 

DEPTH LIMITATIONS: 

From 4825' below the surface t o 13,450' 

TRACT I I : 
CONTRACT AREA: 

NE/4 NW/4 and S/2 NW/4 Section 26, T-18-S, R-32-E, Lea County, New Mexico 

DEPTH LIMITATIONS: 

From 4825' below the surface t o 8800' or a depth s u f f i c i e n t t o t e s t the Bone S p r i 
formation 

NAMES, ADDRESSES AND PERCENTAGES OF THE PARTIES: 

TRACT I : 

TXO Production Corp. e t a l 
900 Wilco Bldg. 
Midland, TX 79701 

Petro A t l a s Corporation 
999 18th S t r e e t , Suite 2908 
Denver, Colorado 80207 

T o t a l 

Before Payout * A f t e r Payout* 

1.0000000 .953125 

-0- .046875 

1.0000000 1.0000000 

TRACT 2: 

TXO Production Corp. 
900 Wilco Bldg. 
Midland, Texas 79701 

Petro A t l a s Corporation 
999 18th S t r e e t , Suite 2908 
Denver, Colorado 8C533 

Before Payout A f t e r Payout 

.953125 .953125 

.046875 .046875 

T o t a l 1.0000000 1.0000000 
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OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT: 

NM 40452 
Lessor: United States - Department of the I n t e r i o r - BLM 
Lessor: Thomas Curran 
Effective dated: January 1, 1973 
Description: NM 40452 segregated out of NM 17235 

T-18-S, R-32-E, N.M.P.M. 
Section 1: SE/4 NE/4 
Section 11: N/2 SW/4; SW/4 SW/4; SW/4 SE/4 
Section 12: SE/4 NW/4; SE/4 
Section 14: N/2; NE/4 SW/4; SE/4 
Section 15: N/2 N/2; S/2 NE/4 
Section 26: NW/4 
Section 31: Lot 1 

1,361.18 acres 

Recorded: Book 284, Page 620, O i l & Gas Lease Records 
Lea County, New Mexico 

•Assuming Petro Atlas Corporation elects to convert i t s overriding royalty i n t e r e s t 
to a working in t e r e s t at payout of the Sprinkle Federal #1 well. 



r EXHIBIT "B' 

r 
THIS AGREEMENT nude i n d entered into this Jay ot . _ — . 19 between, 

Producers 88—TXO Form U I - Revised 4/79 r > . 1 T K C i v m 4 T T r \ C C 

«Mhftwi.n,cuu« OIL, GAS AND MINERAL LEASE 

m t hereinafter called "lessor" (whether one or more), whose post office Address 

a n d . 

hereinafter cailed 'lessee", whose pose office address is^ 

I . Lessor, in consideration — — — — Dollars ( f -
in hind paid, receipt ot wnicn is hereDy acknowledged, ot the royalties nerein provided and ot me agreements oi ene iessee nerein contained, hereoy grants, .eases and lets.exciusivciv unto lessee 
for tne purpose ot investigating, exploring, prospecting, drill ing, mining and operating tor and producing oi l , gas and ail other minerals, mtecting gas, waters, otner fluids, air and otner gaseous 
subsrances into suosurtace strata, laying pipe iines. storing oi l . building tanks, power stations, electric transmission lines, telephone tines, and otner structures and things tnereon ro produce, 
save, (axe care ot, treat, process, store and transport said minerals and other products manuuetured therefrom, and housing and otherwise caring tor its employees, the following ue sensed iand 

'f t - - . f*V>..my Texas, to-wie: 

Notwithstanding any particular desenpnon, it is nevertheless the inrennonof lessor to include wichin this lease, and lessor does herebv lease, nor only the land so described but aisoanvandaU 
other land owned or claimed by iessor m tne nerein named surveyor surveys, or in adjoining surveys, and adjoining tne herein descriDed iand up to tne boundaries ot theaoutjing landowners. 

the leased lands being hereinafter referred to as "said land". For the purpose of calculating the rental payments hereinafter provided for. said land is estimated to comprise 
acres.-nether it acruaiiy comprises more or less. a s } Q n g a s a - t ^ j . J Q / \ j s -j n e f f e c t 

2. Subiett to rhe other provisions herein contained, this lease shail remain in force fora i t r m a i i n n u m i r o m this date t called "primary term 'Land as lonit thereafter as oi l . gas or otner 
mineral is produced from said physical iand or iand wi th wnich said land or any pare tnereor ts pooied, ur mis iease is maintained by virrue ot some otner provision nereut 

V The royaines to be pa id by lessee are: (a) on oi l . and on other liquid hydrocarbons saved at che well, one-eighth of that produced and saved f rom said land, same to be delivered at ine weiis or 
to the credit ot lessor in the pipe iine to wnicn rhe weils may be connected with lessor s interest ineicher case bearing irs proportion ot any expenses tor treating oil to make it matxetaoie as 
crude and lessee having the option, at anv time or f r o m time ro time, to purchase iessor soi l at the well , paying tneretor the iawtul maricet price on tne oate ot purchase for on nl like gtade and 
gravirv prevailing tor tne field nearest wnere sucn oi l is produced, <b) on gas. including casinghead gas and i l l gaseous substances, produced f rom said iand and sold.une-etgntn ot tne amount 
realized f rom sucn sale: t o o n gas. including casingnead gasandall gaseous substances, produced f rom said land and used orr said iand bv lessee and notbenemring lessor, rhe marker vaiue ar me 
moutn ot the weii ut one-eigntn ot the gas so used otf said land; (d) on all otner minerals mined and ma rxeted. one-eigntn. either in kind or vaiue at the well nr mine, ar lessee select ion. except 

^ that on suipnur the royairy snail be One Dollar i l l UO) per long ton: and (e) it at any time wmle there is a gas weii ur we lis on tne said land or land pooied therewith i lor the purposes ut this 
clause <e> the term "gas well" shall include weils capable of producing natural gas. condensate.distillate or anv gaseous substance and wens classified as gas weils by any guvernmentai authurirv i 
and such well or wells are shut-in. this lease snail continue in force for a period of either: 11 > ninery ('Ah days trom tne date sucn well or weiis are shut-in. l2) ninery t-All days f r o m tne 
effecrive dare ror inclusion of said land or a portion thereof within a unic on wnich is located a shut-in gas well. ( } ) fhe date tnis lease ceases to be maintained by rhe payment or annual deijv 
rentals: or i •»> ninery i ljO) days f rom the date tnis iease ceases to be otherwise maintained as provided herein, whichever is rhe later date, and before fhe expiration of any sucn period iessee or 
any assignee hereunder may pay or tender an advance annual royairy equal to tne amount of delay rentals provided tor in this lease ror ine acreage then held under this lease by ine parry mix ing 
such payment or render, and if such payment or tender is made, this lease shall continue in furce and it shail be cunsidered tbat gas is being produced trom said land in paving quantities wiirun 
the meaning ot Paragraph 2 hereot tor one 11) year t rom rhe dare of such paymenr. and in like manner subsequent advance annual royalty payments mav be made or tendered and tnis iease snan 
continue in force and it wil l be considered tnat gas is being produced ltorn said iand in paying quantities wunin tne meaning ot said Paragraph I during anv annual period tor wnicn sucn rovairv 
i t so paid or tendered, sucn advance annual royairy may be paid or rendered in the same manner and to tne same oervisitorv as provided herein for rhe payment or fender of deiav rentals, rovairv 
accruing to the ownef i thereof on any production f r o m said iand during any annual period tor whicn advance annual royalty is paid may be credited against such advance paymem 

4. If operations for dril l ing or mining are not commenced on said land or on land pooled therewith on or belorc unet I i year f rom tnis date, tnis lease snaii terminate as to both parties.uniess 

on or before one (1) year f rom said date lessee shall pay or tender to lessor a rental of ——. , _ — . 

Dollars i t ) which shall cover the pnviiege of deferring commencement of such operations for a pernio of twelve - i2) months In iike manner and upon iike pavmeni or 

renders, annually, tne commencement or said operarions may be further deferred for successive pertuosot tne u m t number or months. eacn during tne primary rerm. Payment or tender of 

renral mav be made to lessor or rorhe Bank — , t which bank, or any 
successor inereor. snail continue to be tne agent tor iessor and iessor s heirs, representatives. i ^ . t i n n i i n o i i n K n i it i m n oanx .«.r jnv successor oa rut i snaii tail, liquidate.ot be succeeded bv 
anotner oanx.or tor anv reason fail or refuse 10 accept rental, lessee shall not be heid in default unlit ihutv > . divs attet irsvir snaii deliver 10 .essee a recordable instrument maxing provision 
lor another method ot payment or tender The payment or tender ur rental mav be made ovtnecx or orati <>t lessee, i r . i . i r o r j i ueitveteu msaid banx ur iessor or either lessor ii mure than une.un 
or before the renral paying date, and the pavment or tender wui be deemed made wnen ine checx or draft is so delivered or mjued i l lessee snaii. on or before any rental or advance annual 
rovairv pavment date, mane a bona tide attempt to payor deposit a rental or tavince annual i v v j i i v pai-meni lu i .cssor ur ru.a.tv owner etiimed thereto under rhis lease according lo lessee * 
records ar rne rime of sucn paymenr. and ir sucn pavment or deposit snaii be erroneous many recaid. iessee sn*ti beooi.gited tu pay io sucn iessor or royalty owner the rental ur advance annual 
royalty pavment proper Iv payable tor tne period involved, but this iease snail be maintained in tne same inannet as n sucn ettoneuus pavment or deposit nad been properly made, provided that 
lessee snaii correct such erroneous pavment within thi t fv l *0l days following receipt oy lessee ol written notice (torn sucn lessor ur royairy owner ot the error accompanied oy any documents 
and otner evidence necessary ro enable iessee to maxe proper paymenr 

«, 1̂ es*ee is herebv given the power and right, as to ail or any parr of said land and as to anv one or more of - le formations mereunier jnd fhe minetais tneretnor produced therefrom.af its 
option and without lessor s loinder or further consenr. i o n anv time, and trom rime ro lime, either he lore or after ptuduttion. p.»ji and unitize the .rasenoidesrafeana tne iessor s rorairy esrate 
created ov m u lease wirn tne rignts of tnird parties, if anv. in ail ur anv part ol said Land and » n n anv oiner .and. :inds. leases, ininctaiand tovatrv riif.lts.or anvot them adjacent, adtoimng.ur 
located wnntn tne immediate vicinity of said .and. whether owned bv lessee or some other pet v in . turn ur corporation, so as j o create ov sucn p i l i n g and unitization one or mote dril l ing or 
production units, wnen to do so wouid. in tne soie ludgment ul lessee, piumote tne cunsersanon ul on. »as ut i.tnet mineral Eacn sucn drilling ur production unit, wnen limited to any oneur 
more formations and to anv one or more ot tneminetais therein ur produced there! torn, mav frnm rime tu time oe enlarged and extended ov .essee tuaddttiunauv include anvutner formation ot 
formations and anv otner mineral or minerals tnereinor produced tneretrom A iso. anv lucn unit mav oe a.ieteo or enlarged oy iessee at anv time so ,ong as tnerotai acrease therein does nut 
exceed tne maximum hereinafter specitied Eacn sucn dri l l ing or producrion unit shall nor exceed lorry i adi acres, puis an acreage to.erance not to exceed ten per cenr t i l » ) ot lorrviJO) acres, 
wnen created for me purpose o l dri l l ing tor or producing oil tneretrom and six hundred lorry io-*0) acres, piusan acreige tolerance not to exceed ten per cenr 110'* > of six hundred forry lO-ili) 
acres wnen created lor tne purpose o l drilling lor or producing gas. condensate or anv combination ol sucn m.nerais tneretrom. provided.however n t.-.e manmumdrni ing or production unit 
fixed or aiiowedbvtne regulatory authority. Federal or State, having lurisdicnon in tne premises, as a oasis tor tne development anooperatiunoi nr tne production Irom tne tie id in wnich said 
land is ideated oe more than said maximum, then eacn sucn unit created hereunder mav conrorm substantially in size w.rn those so prescribed or permitted and in Iorce in tne tie:d at the time 
sucn unit is created. As foeacn sucn unit so created by lessee, mere snaii Deallocated lotneacreagecu.rreo ov in.s .ease, and included in ihe ouu.ed unit, sucn pornonol tne production f rom said 
unit as ine numoer or acres out ot tnis iease piaced inanv sucn unit.as sucn unit f rom tune to time may be constituted, bears 10 tne total number ul acres included msucn unit, and iessor agrees to 
accept and shall receive the rovames laavance or otner kmdi elsewhere specmed .n tms .ease, based upon the production so allocated to tms .ease or me proceeds tneretrom The 
commencement, drill ing, completion o l . reworxing ot or production f rom a we,i on anv portion of tne unutteatea hereunder sna.l have tne s»mecftect upon tne terms of tnis ieaseas it a weii 
were commenced drilled, completed, teworxed or producing on tne und embraced bv tn.s .ease Lessee may piace and use on eacn unit created hereunder common measuring and reworking 
tames tor production trom sucn unit i f lessee does create any sucn unit or units under tr.e ngnri herein granieo. then lessee sna.l execute ,n wr.nngand record in the countv or counties in wnicn 
each sucn unit or units created neteunoer mav be .ocareo an mstnimenr identifying and descrio.ng eacn sucn unit or units so created Tne develoornent of and production Irom eacn such unit 
sha.l be in accordance w.tn tne vaud orders, rules and regulations ot tne iawtui autnonrv. eur.er rederai or state, having iunsd.otion in tr.e ptemixs. Any sucn unit created bv lessee m 
accordance w,.n rne terms nereol mav be reused andd.ssoived bv iessee ov a re.ease n.ed tor record ,n the county or counties ,n wnun sucn urn, ,s .ocatea at any time attet the completion o l a 
dry noieor tne cessation ot producrion on sucn unit The provisions ot this paragrapn snau be construed as a covenant running . u n the land and sna„ mure tu ,ne benel.t ul and be binding upon 
the parties nereto. their neirs. representatives, successor and assigns. 

6 If prior ro discovery of o i l . gas or other mineral on said land or land pooied theiewun. lessee should dri l l and abandon a dry hole or holes thereon, or ,f. after discovery of o.l.gasororher 
minera, ine producrion mereof snouid cease t tom any cause, tms iease snail not terminate ,t iessee commences additional drill ing, mining ur re»or« .ng operations «. ,tn,n ninety i-Os da.s 
thereafter o n ,1 it oe w.tnin tne primary term, commences or resumes the pavmeni ur tender of reniaison ur oelore the tenia, pav.ngdaie next ensuing aiier tnee.pirat.on ot three i sl months 
f rom date ut completion and abandonment ut said dry noieor noiesur the cessation ot production if .at tneexpi .at ionot the ptimarv tetm.oii . gasor u.ner minera, „ n.„ tsemg produced t rom 
said iand or land pooled therewith but .essee is men engaged in operations tor dr.u.ng. mining or r e»or« ,ng of any well or mine thereon, mis .ease snail remain in Iorce so long as sucn 
opera.ionsor additional operauon. are commenced and prosecuted i whefner on tne same or successive we,.s, w.rn nocessa.ionol more inann.nery ivuiron.ecuti.edavs. and. ,t thev res. 
production so long tnerearter as on. gas or otner mineral is produced trum said und or ,and ooo.eo tnetewitn In the event a wed or wens producing o „ or gas ... paving quantities shou. 
brought in on adiacent land and wunin two nundred I OAh teet of and draining said .and. .essee agrees to Of in sucn onset weus as a teasunao.y prudent operator would d t m under ine same or 
similar circumslances The ,udgmcnt Ol tne lessee, wnen nut irauduienily exercised, in carrying out the purposes ul tnis lease snail be conclusive 

' Lessee shall have free use of oi l gasand water Irom said land, except water Irom lessor > weils and tanks, lor all operations hefeunder. mciuding repressuring. pressure m i , n , „ l r , ( n j 

and secondary recovery operations, and me rovairy snaii be computed attet deducting any so used Anv structures and tacl.nes placed on said land ov , essee loroperanu.ii hereunder J ( M j n „ „ r „ 
or wens on said land drilled or used for tne imection ol salt waier or other fluids mav a.so be used lor lessee s operations un olher lands in the same afea Ussee snail h^.e .he „ , . „ , j , j n < , 1 ! n c . 
during ur atier fne expiration ol this lease tu tcmove all prupetry and lututes placed by lessee on said und. .deluding the nghl todtaw and remove ancasing * hen trouueu bv irsso,. 
bury an p.pe lines oe.ow ordinary p.ow deptn, and no weii snail be drilled wunin two nundred (.001 teet ol any tesidence or barn now un said iand w.tnoui .essor s consent 

3 The rights ol either parry hereunder may be assigned in wnuie or in part ind the provisions hereof shall extend to tne heirs, represenianses. successors and assigns, but noihange.-r 
division m ..wnersnio of the land rentals or tuvaities. nowe.er accomplished, snail operate io enlarge tne obligations or dinsimsn the r.^nts ot iessee No such ih jnge ur d in» ,on ,n i r * 
..wnersn.p ot the iand fentais or ruvames snail be binding upon lessee lor any purpose until sucn pefsun acquiring any interesi has lurnisned .essee » n n ihe instrument or instrument, or 
.ert.r.eo cn.es inerent c.insnruling tne chain ol title Hum the otigmal .essor in the event ut an assignment o l this leise as to a segregated portion of said land, ine reni.,s rsay.oi, hereunder 
snau be irpiir t ioned as between ine several ieasenoid owners rataoiv according to tne surface area of each, and default in rental pavment by one sn j i , hut alien ihe r.gntsol uit.er .ejx-r,..»l 
owners hereunder . tn assignment of tnis .ease, in wnoieor in part, snail, to tne exicnt ot sucn assignment, relieve and dixhargr .essee nt any uougations hereunder and. ,r lesseeor ars.gnee of 
part or parrs hereof snail Ian ur maw default mine payment ul tne proportionate part of ine tenia.s due ffurn sucn lessee utassuuieeut lan tucumpiv » un anvoiner provision.,i mis .ease s_n 
4elauit s t i jun, , , 1 I l m , n ,s lease insofar as it covets a pa i iu l said land upon wnicn lessee ot anv assignee tnrteut snail maxe pjvment ol saidrema.s .inouid mole man sn ratt.es brionse entn^o 
to ro.aines hereunder Uisee mav requiie ine appointment ul a single agent to receive payment lot all and mav wnnnoid pavment unlii sucn appointment n.s been made 

result in 
id Oe 
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EXHIBIT " c" 

Attached to and made a part of ...that, cer t a i n 
<3.s.t.ed.September and between TXÔ  P 
as...Qp.er.afc.Q.c...and„ 

Lea County, New Mexico. 

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

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

n r * n 

UUi liU 

I . GENERAL PROVISIONS 

1. Definitions 

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

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

"Joint Account" shail 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" shail mean the parties to this agreement other than the Operator. 

"Parties" shail mean Operator and Non-Operators. 

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

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

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

"Material" shail mean personal property, equipment or supplies acquired or heid for use on the Joint Prcrjerty. 

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

2. Statement and Billings 

Operator shail b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account lor the preceding month. Such bills w i i l be accompanied by statements whicn identify the author
ity for expenditure, iease or facility, and all charges-and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable .Material ar.d unusual charges and credits shail be sep
arately identuied and ful ly described m detail. 

3. Advances and Payments by Non-Operators 

share "oTTslTrrrrfwi . '^houti 
to rcilecl advances rccei 

Each Non-Operator shall pay its proportion 
marie within sucn time, the unpaid balance shall tc 
annum or the maximum xontract rate' permitted by 

See l a s t paqe 

for the succeeding monm's operation. Operator snail 
e Non-Operators. 

oi i lmg 

trail nttceri i i i ; 

Proper'. ,- :s.-..uou:ei.i. v.- ucr.ever is le iesser. ulus 
tr.e applicable urn 

attorney's fees, court costs. 

; alter receipt. I f payment is not 
rate of f.veive percent ( 12'.i ) cer 

itc m v.-nicn the Joint 
-•ction w i t h j . ' iu otner iTr: 

Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct
ness thereof;, provided, however, all bills and statements rendered to Non-Operators by Operator dur in» any 
calendar year shail conclusively be presumed to 
the end of any sue:', calendar year, unless within 
written exception 
be marie unless it is made within the same prescribed period 
aajuatn 

5. Audits 

e true and correct after twenty-four (24) months following 
e said twenty-iour (24) month period a Non-Ooerator takes 

hereto ana makes claim on Operator :or adjustment. No 
The 

cjustment :avorable to Operator shail 
provisions of tr.is paragraph shall not Drevent 

er.ts resulting trom a physical inventory oi Lcr.troiiaoie Material as pr ' ' " rovicea tor in Section V. 

A. Non-Operator, upon notice in writ ing to Operator and al l other Non-Operators, shall have the right to audit Ope
rator's accounts r.nd records relating to the Joint Account, for any calendar year within the twenty-four ( °4) mon'h 
period following the end of sucn calendar year: provided, however, the making of an audit shall not extend the 

-te every reasonable e f for t to 
inconvenience to the Opcra-

this paragraph unless agreea 

time tor the taking of written exception to and the acquitments of accounts as provided tor in Paragraph 4 of this 
Section I . V.'herc mere arc two or more Non-Operators, the Non-Operators snail mal-
cor.uuct joint or simultaneous audits in a manner which w i l l resuit in a minimum o; 
tor. Operator shall bear no portion oi the Non-Operators' audi: cost incurred undei 
to by the Operator. 

Approval •>>' Noii-Opcraiors 

Where an approval or other agreement of the Parties or Nun-Operators is expressly required under other -ec 
tions ot this Accounting Procedure ana :f the agreement to wnich this Accounting Procedure is attachedcontains 
no contrary provisions in regard thereto. Operator snail notify all Non-Operators of the Operator's proposal and 
tiie agreement or approval oi a majority m interest ot tiie Non-Operators ^nall Lo controlling on al l Non-Occra 
tors. 
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i i . DIRECT ciiAitc.ns 
Operator shall charce the .Joint Account '.vith tho following items: 

1. Rentals unci Royalties 

Lease rentals unci royalties paid by Opeiator for the Joint Operations. 
2. Labor 

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

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

(3) Salaries and wages of Technical Employees dircctlv emoioved on the Joint Prooerty if such charges are 
excluded from the Overhead rates. 

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

C. Expenditures or contributions made pursuant to assessments imrosed bv governmental authority which are 
applicable to Operators costs chargeable to the Joint Account uncer Paragraphs 2A and 2B of this Sec-
tion I I . 

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

3. Employee Benefits 

Operators current costs of established plans for emolovees' group life insurance, hospitalization, oer.sicn. re
tirement. stocK purcnase. thr i f t , bonus, and other benefit plans c: a iike nature. aoolicable to Ocerator's labor 
cost chargeaoie to the Joint Account under Paragraphs 2A ana 23 o: this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20fc) . 

4. Material 

Material purchased or furnished by Operator for use on the Joint Pronertv as provided under Section I V Only 
sucn Material shall be purchased for or transferred to the Joint Propertv as mav ce reouired for immediate u<=e 
ana is reasonably practical and consistent wi th efficient ana economical operations. The accumulation of sur
plus stocks shail be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the follow i - " ' imi ta 
tions: "* 

A. I f Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shail 
be made to the Joint Account for a distance greater than tr.e custar.ee from the nearest reliable supciy" store, 
recognized barge terminal, or railway receiving point wnere iike material is r.ormaiiv available unless a^eed 
to by the Parties. " ' = 

B. If surplus Material is moved to Operator's warehouse or otner storage point, no charge shall be made to the 
Joint Account ior a distance greater than the distance to the nearest leiiuole suor.lv store, recognizes *bar"-» 
terminal, or railway receiving point unless agreed to by tne Parties. :.'o charge snail be made to the Joint Ac 
count for moving Matenai to other properties belonging to Operator, unless agreed to bv the Parties 

C. In the application of Subparagraphs A and 3 above, there snaii be no equalization of actual gross t ruck in - con 
of S200 or less excluding accessorial charges. = * 

G. Services 

The ccst of contract services, equipment and utilities provided by om-.de sources, excenf services exc 1 "-^ ' 1 fai-
Paragraph 0 oi Section I I ;.nd Paragraph. 1. . i ot Section The ccst ot professional consultant servce- "a"d"co"~ 
tract services ot technical personnel directly engaged cn tne Joint Property i : sue;-, charges arc excludes -- '-m M-Z 
Overneaa rates, ihe cost oi proiessior.ai cousu;:..r.t services or contract services ot technical pe r son-» .*" 0 ' t £ 
rce Ely engaged on the Joint Property snail not be cnargca to the Joint Account unless previouslvVc'-'e^'" *o hv 
the Parties. ' " -

7. Equipment anil Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates 
mensurate with costs of ownership and operation. Such rates siiail include costs cf maintenance. repV-- d ™ ' 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per c»"~' (3<~C|" 
per annum. Such rates shail not exceea average commercial rates currcntlv prevailing in the immec^-p 
of the Joint Property. ' " ' e a r e a 

B. . In .icu of charges in Paragraph 7A above. Operator mav elect to use average commercial rates D-e<--M"T ; 
the immediate area of the Joint Property less 22'; . For automotive equipment. Operator mav elect •o'"-" " - . ! " 
puohshed 'oy the Petroleum Motor Transport Association. ' L " i > e r a t e s 

3. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property mace necessary becau--
ages or losses incurred by lire. Iloou. storm, theft, accident, or other cause, exceot those re^ultm- fro - * ." 
gross negligence or w i l l f u l miscor.auci. Operator sha.i ::u-ni*n Non-Operator written notice of d a m ™ ^ ^ i 1 * - * 
incurred as soon as practicable alter a repon thcrec: lias been received by Operator. ' J L " 0 i 0 ' " 0 - i O i i 

9. Legal Expense 

Expense of handling, investigating ana settling litigation or claims, discharging o; hens, payment of '•<->~T-
ana amounts ii.ua lor settlement i.t claims incurred m or resulting trom oncrzf.cns under the aTcc^f 
necessary to protect or recover the Joint P.miertv. excont that no charge ior services ot Operator s' le-'al™ °v 
or fees or expense of outside attorneys snail be nir.cie unless previously agreed to by the Parties. AllVtVor '"•^i 
expense is considered to lie coveied hy the ovoincad provisions oi Section ill unless otherwise agreed to i^'ft?! 
Parties, except as provided in Section I. Paragraph .!. ' w > '"c 
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10. Taxes 

A l l -.axes ut everv Uirui ami nature assessed or levied upon or tn connection '.vitii the Joint Property, the opera
tion tiiereoi. or the production thereirom. and which taxes nave been paid by the Operator tor the bcnetit ot tr.e 
Parties. 

11. Insurance 

Net premiums paid tor insurance required to be carried tor the Joint Operations lor the protection of the Par
ties, lu the event Joint Operations arc conducted in a state in which Operator may act as self-insurer tor Work
men s Compensation and or Employers Liability under the respective state's laws. Operator may. at its election, 
inciuue the risk under its seif-insurance program and in that event. Ooerator snail mciuue a charge at Operators 
cost not to exceed manual rates. 

12. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Dr i l l ing and Producing Operations 

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

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

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

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

A. Overhead - Fixed Rate Basis 

(1) Operator shail charge the Joint Account at the tollowing rates per weii per month: 

Dri l l ing Well Rate S 5 , 3 7 4 . 0 0 
Producing Well Rale S 538 .00 

(2) Application ot Overhead - Fixed Rate Basis stiaii be as f o l l j w s i 

(a) Dri l l ing Well Rale 

[1] Charges for onshore dril l ing weils snail begin on the date the •.veil is spudded and terminate on 
the date the dril l ing or completion rig ;s releasee., v.-men ever :s later, except that no Charge sha.i 
be made during suspension ot drilling operations :or :::tc-.-n i ! 5 i or more consecutive aavs. 

[2] Charges for offshore dril l ing '.veils snail begin on the i.ate wnen dril l ing or completion equipment 
arrives on location and terminate on tr.e date tr.e dril l ing or completion enuinmcnt moves o i i loca
tion or rig ts released, whichever occurs fust , except t.-.at no cnai ge sna.l be made during suspen
sion oi drilling operations for fifteen i'.Z) or mote consecutive ua\s 

[3] Charges ior wells undergoing any type oi wortfev.-r or reccmmeii-.-rt fer a period of five (5) con
secutive days or mere siiail be rr.aae at tr.e u i i i i .ng w.?:i tale. Sucn charges snail be app.ied •p-
the period from oate won-tover operations, witn rig. ct.mmer.ee tr.rougn date of rig release, except 
that.no charge shail be mace during suspension c: operations ior tiiteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

[1] An active weii either produced or injected into for any portion of the month shall be considered 
as a one-weil charge tor the entire month. '" * ~ 

[2] Each active completion in a multi-completed weii ;n which production is not commingled down 
hoie shail be considered as a one-weil cnsige providing each completion is considered a'separa'e 
weii by the governing regulatory authority. 

[3] An inactive gas weii shut in because cf overpi enaction or failure of purchaser to take the produc
tion snail be considered as a one-weil charge provict.-.g the gas •.veil :s directly connected to a per
manent sales outlet. 

[4] A or.c-wcil charge may be marie fgr tr.e month ni wnicn piuggmg and abandonment operations 
are completed on any weii. 

[5] A l l other inactive weils (including but not limited to inactive -.veils covered by unit allowable 
iease allowable, transferred allowable, etc. 1 snail not quainy tor ;.n uverr.eau cnargc. 

(3) The weii rates shail be adjusted as ot the first aay Apr i l eacn year following the effective date of the 
agreement fo whicn this Accounting Prcceauie :s attached. The adjustment snail be computed bv mu.*--
plymg tiie rate currently in use oy the percentage met ease or decrease in tr.e average wee.--.l-.- earnings cr 
Crude Pel: oleum ami (JuS Production Woi.-ie:s' ior me .-sf calendar year compared to the calendar "ea-
preceuing as shown bv tiie index ol average v.ce.-.iv earnings oi Crude Petroleum and G.is Fields P-oouc* 
tion Workers as puok.-iheu by the United States Department ot Labor. Cuieau of Labor Statistics, o r ' the 
equivalent C..r.ad;..:i index as published by i f j t i s t i c s Chaua . ..s apphc.iuie. Tiie adjusted rates snail be 
the rates currently : : i use, plus or minus tiie cmputeu adjustment. 
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B. Overhead - IVrcerttage Basis 

I i i Operator s::ail charge the Joint Account at the tollowmg rates: 

(a) Develoornent 
Percent ( • ; ) of the cost of Development of the Joint Property exclusive of costs 

provmed ur.cier Paragraph 0 of Section I I and all salvage credits. 

(b) Operating 

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

(2) Application of Overhead - Percentage Basis shail be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I . de
velopment siiail include all costs in connection with dri l l ing, rerinlimg, deepening or any remedial opera
tions on any or all wells involving the use ot dri l l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for dril l ing and expenditures incurred in abandoning when the weii :s not com
pleted as a producer, and original cost of construction or installation of tixed assets, the expansion of f ixed 
assets and any other project clearly discernible as a fixed asset, except .Major Construction as cl?..r.ed in 
Paragrapn 2 of this Section I I I . A i l other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any other project clearly discernible as a tixed asset required ior the development ar.d 
operation of the Joint Property, Operator shail either negotiate a rate prior to tho beginning of c o n s t r u c t " , or shail 
charge the Joint Account for Overhead based on the following rates ior anv Major Construction project in excess 

of s ?s3nnn nn r 
A. 5 (;'c of total costs If such costs are more than S ? 5 , 0 0 0 . 0 0 but less than S 100 , 0 0 0 . ^ 0 • plus 
B. _ _ 3 _ ? t f of total costs in excess of S 1 0 0 , 0 0 0 . 0 0 but less than Sl.000.000; plus 
C. 2 c.'c of total costs in excess of Sl.000.000. 
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the comconent parts 
of a single project shall not be treated separately ana tr.e cost ot dr i l l ing and workover weils shall be excluded. 

3. Amendment of Rates 

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma
terial movements affecting the Joint Property. Operator snail provide all Material for use on the Joint Property; how
ever, at Operator's option, such Material may be supplied by tiie Nou-Opcrator. Operator snail mane timely exposition, 
of idle and or surplus Material, such disposal being made eitr.er through sale to Operator or Non-Operator, division 
kind, or sale to outsiders. Operator may purchase, but .-.nail be under no obligation, to purcnase. interest ot Nor.-Opera-
tors in surplus condition A or 3 ?.Iateriai. The disposal of surpius Controllable Material not purcnasca by tr.e Opera
tor shall be agreed to by the Parties. 

1. Purchases 

Material purchased siiail be charged at the price paid by Operator after deduction of all discounts received. In case 
of Material found to be defective or returned to vendor tor any other reason, credit snaii be passed to the Joint 
Account wnen adjustment lias been, received by the operator. 

2. Transfers anil Dispositions 

Material furnished to fhe Joint Property and Materia: t i an-ferret trom the Joint Property or disposed of by the 
Operator, unless otherwise agreea to ::y the Piuf.es. snail be priced the toil.v.vuig bases exclusive of cash dis
counts: 

A. New Material (Condition A ) 

(1) Tubular goods, except line pice, shall be priced at fhe current new price in effect on date of movement on a 
maximum carload or barge load weight pasts, regardless of quantity transferred, equalized to tr.e lowest 
published price i.o.b. railway receiving point cr recognised barge terminal nearest the Joint Propertv 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30.000 pounds shall be priced at the current nev.- price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

l b ) Movement of 33.COO pounds or more shall be priced under provisions of tubular goods pricing in Para
grapn 2A ('.) of tins Section iV. 

(3) Other Materia! shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
suuniv store or f.o.b. railway receiving point nearest the Joint Property wnere sucn Material is norma.lv 
available. 

B. Good Used Material (Condition 2) 

Material m sound and serviceable condition ana suitable for reuse without : econciitioning: 

( I ) Material moved to ike Joint Property 

(a) At sever.tv-iive percent (T.V; ) oi current new price, as cietermined ir. Paragraph 2A of this Section IV 

(21 Material moved irom the Joint Property 

in) At .-overly-11Vf percent (T V . ) n: current new nr.ce. as lie'.crrr.ir.ra by Paragraph 2A of this Section [V 
if .Material '.vas originally cnaigeu to tne Joint Account as new Material, or 
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Cb) , , x t v - m v v-rccm i - iS ' l ) ut o u r r - new nnce. as determined by I'a'mgimnh 2A ot t!t:3 be t to r . 

>•• >. ' •• . . . . . r,i.,11 v. rnin; ' is "tjovi u.>eu .'•I<iterm! at A ' V t : ! v o :-<-•-
I . , i ; Male'. iai .vas originally cniugeu to tne J omt Accoui.^ «s 
o-ii l (7.")', ) o: current new once. 

The cost rocoiiriiticmng. :f any, shail be absorbed by tho transferring property. 

C. Other L'scd Material (Cantntion C and D) 

I 1) Conr.itinri C 

Material which is not in sound and serviceable condition and not suitable tor its original function un t i l 
alter reciiniiitioniug snail be priced at t i f tv percent CO'; ) or current new price as determined ny Para
graph _A m this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Cuiiciiiion C vaiue pius cost of reconcit;c;iing does not exceed Condition o vaiue. 

(2) Condition D 

A l l other Material, including junk, shall be priced at a vaiue commensurate '.vith its use or at prevailing 
prices. Material nc longer suitable for its original purpose out usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for sucn otner purpose. Operator may dis
pose of Condition D Material under proceuurcs'normally utilized by the Operator without pner approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but cor.dif.tm and cr value of such Material 
is not equivalent to that which wouid just ify a price as provided above may be specially priced as agreed to by 
the Parties. Such price should resuit in the Joint Account r.eiug charged with the va.ue of the service ren
dered by such Material. 

S. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents i :3c) per 
hundred weight on ail tubular goods movements, in lieu of la-aciing ana ..r.ioaair.g costs sustained, when 
actual hauling cost of sucn tubuiar goods are equalized under provisions ot Paragraph 5 of Section I I . 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator mav charge the Joint Account for the 
required Material ai the Operator's actual cost incurred in providing .-uch Material, in ma.-tmg it suitable for use. 
and in moving it to the Joint Property, provided notice in writ ing is furnisned to Xon-Operators of the proposed 
charge prior to billing Non-Operators tor such Material. Each Non-Ouerator snaii have tho right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish, in kind ail or part of i-.is share 
of such. Malenai suitable ior use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case ut dcfectiw Material, credit ahall not be passed to the 
Joint Account unt i l adjustment has been received by Operator from the manufacturers or tneir agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories. Notice and Representation 

At reasonable intervals. Inventories shall be taker, bv Operator ot tr.e Jnmt Account Controllable Material. 
Written notice of intention to take inventory siiail be given oy Operator ..t least t n i i f y (.'if;) gays before anv inven
tory is :o begin so tnat Non-Operators may be represented wnen „:.y inventory is ;a.-:e:i. Failure of Non-Operators 
to lie represented at an inventory shail bind Non-Opcrr.fcrs to ..cceut the mvontoiy '.a.-icn by Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and ...list of overages and shortages 
siiail be tui'iiisiieci to the Non-Operators within six montns following tr.e taking of the inventory. Inventory ad
justments siiail be made by Operator with the Joint Account for overages ano shortages, but Operator shall be 
heid accountable only for shortages due to lack cf reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or cnarze of interest in the Joint Property. I t shall 
be the duty ot tho party soiling to notify ail other Parties as quickly as possible niter the transfer of interest takes 
place. In such cases, botn tr.e seiler and the purchaser shall be governed by sucn :r.ver.tc.-y. 

4. Expense of Conducting Periodic Inventories 

The expense oi conducting periodic Inventories shall not ce cr.argeu to the Join: Account unless agreed to by the 
Parties. 

Unless o t h e r w i s e p r o v i d e d f o r i n the .agreement, the O p e r a t o r mav 
r e q u i r e the l i o n - O p e r a t o r s t o advance t h e i r share of the e s t i m a t e d cash 
o u t l a y f o r the suceeding month ' s o p e r a t i o n . O p e r a t o r s h a l l a d j u s t 
each mon th ly b i l l i n g to r e f l e c t advances r e c e i v e d f r c m the Mon-
O p e r a t o r s . Each :,Ton-Ope r a t o r s h a l l pay i t s p r o c o r t i o n o f a l l h i l l s 
w i t h i n f i f t e e n (15) days a f t e r r e c e i p t . Tf payment i s not made w i t h i n 
such t i m e , the unpaid ba lance s h a i l bear i n t e r e s t mon th ly a t the m a x i 
mum l e g a l r a t e p e r m i t t e d by the a p p l i c a b l e usury laws i n the s t a t ^ i n 
which the j o i n t p r o p e r t y i s l o c a t e d ; o r , i f the maximum l e g a l p e r 
m i t t e d r a t e i s l e s s than e i g h t e e n p e r c e n t (13%) pe r annum and such 
r a t e may be m o d i f i e d as agreed between t i ie p a r t i e s , t h e n , i n such 
e v e n t , the unpa id ba lance s h a l l bear i n t e r e s t m o n t h l y at the r a t e o f 
e i g h t e e n p e r c e n t (13"%) pe r annum. However, p u r s u a n t to e i t h e r r a t e , 
a t t o r n e y ' s f e e s , c o u r t c o s t s , and a l l o t h e r c o s t s i n c u r r e d i n c o n n e c 
t i o n w i t h tbi?. e . c o l l e c t i o n of these unoa i d amounts <-.h* i 1 W n - ^^^" r . «-v> •> Q 
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EXHIBIT M D" 

SCHEDULE OF INSURANCE 

Unit Operator shall carry the following insurance covering operations under 

this agreement at the expense and for the benefit of the parties hereto to-

wi t : * 

1. Worker's Compensation and Employer's Liability Insurance as required by 

the laws of the state where the property is located. 

2. Comprehensive General Liability Insurance covering both bodily injury 

" liability and property damage liability with a Combined Single Limit of 

$500,000 for each occurrence. 

3. Comprehensive Automobile Public Liability and Property Damage 

Insurance with a combined single l imit of $500,000 for each occurrence. 

•Insofar as concerns the interests of APCOT-FINADEL JOINT VENTURE 
(FINA), Operator shall carry and shail bill FINA for its proportionate share of 
only the following insurance coverage: 

Workers Compensation as required by the laws of .the state where the 
prooerty is located and Employer's Liability Coverage with not less than 
$500,000.00 for each accident. Any such policy of insurance shall contain 
a waiver of subrogation in favor of FINA 
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EXHIBIT "E" 

GAS F\ A LAN'GIVG AGREEMENT 

I . 

From and after the date of initial delivery of gas from the prooerty, a oarty 
owner taking and disposing of, during any monthly accounting period, less than its fu l l 
share of the gas as it is produced, shail be an "underproduced party", if such lesser taking 
and disoosition is not a consequence of other provisions of this Agreement. A party 
owner's " fu l l share" shall be the amount of a party owner's gas determined in accordance 
with the provisions of the Operating Agreement. A party owner taking and disposing ot 
during any monthly accounting period, more than its ful l share of the gas as it is produced, 
shall be an "overproduced party", if such excess taking and disposition is not a 
consequence of other provisions of this Agreement. "Underproduction" of any under
produced party, during any monthly accounting period, shail be the difference between 
such party's ful l share of gas production, less its fu l l share of gas used in property 
operations, vented and lost, and the gas delivered to the pipelined) for the account of 
such party owner. "Overproduction" of any overproduced party, during any monthlv 
accounting period, shall be the difference between the gas delivered to the oipeline(s) ior 
the account of such Darty owner and such party's fu l l share of gas production, less its f u l l 
share of gas used in property operations, vented and lost. 

This Agreement shall become effective cn the date of initial deliveries c:\ gas 
from the prooerty to the pipeline, and shall continue in force and effect until deliveries of 
gas from the property have ceased and, except as otherwise provided herein, each Darty 
shall have the right to take in kind its full share of each separate "gas classification." 
"Gas classification", as used herein, shall mean each of the price categories Drovided cr 
established pursuant to the Natural Gas Policy Act of 1973, as same may be amended, by 
any authority having the right to establish categories thereunder, or pursuant to any other 
applicable statute or judicial decision establishing gas price categories, including gas not 
subject to price regulation, which shall be considered as a separate category. Where the 
gas qualifies for more than one category, the category having the highest price applicable 
to the source (each separate identifiable geologic source or production contained in a weii 
bore) of gas production shall be used for the determination to be mace hereunder. 
Whenever tne gas price category changes, from and after the date of such change, the gas 
shall no longer be accounted for or be considered in the former category, but shall be 
accounted for and thereafter be considered to be gas in the new category, until such time 
as the category is again changed. 

HI. 

Should a party fai l to take its ful l share of the different gas classifications 
produced frcm the property, except as provided hereinbelow where such party is to furnish 
make-up gas, such party's underproduction shall be regarded as remaining in storage in the 
reservoirs, subject to later recovery in accord with the terms hereof. During any monthlv 
accounting period when a party is unable to take and market its fu l l share (as such 
quantity may be reduced in accordance with provisions herein for providing make-up gas) 
of each gas classification, the other joint interest owners shall be entitled to produce and 
sell all cr a portion of such quantity which the party has failed to take. If two or more 
parties are capable of taking and marketing quantities of gas to which such party was thus 
entitled but which it failed to take, in the absence of other agreement between them, 
each may take a share of such underproduction in the direct proportion of its joint 
interest therein to the total joint interest therein of all parties desiring to take such 
underorcduction. provided, however, that anv oarty or parties having a cumulative 
underproduction status shail have a first priority to take and market the underproduction 
over a partv cr parties having a cumulative overproduction status. 

Any party having cumulative underorcduction of a particular gas classification 
category shall he entitled to take a quantity of gas cf such particular gas classification 
("make-uo") in excess of its full share of sucn gas up to twenty-five percent (25CS) of the 
full share of gas of parties having cumulative overproduction of such particular 
gas classification. In the event there is more tnan one cumulative underproduced party 
seeding to make up underproduction, each sucn cumulative underproduced partv shall be 
entitled to make uo gas in the direct proportion that the cumulative underproduction of 
such party bears to all cumulative unccrorccuc::on of all parties then cesiring make-up 

t 
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gas cf the particular gas classification category. In the event there is more than one 
cumulative overoroduccd oarty required to furnish gas for make-no of underproduction. ;n 
absence of agreement between the affected parties, each such cumulative overproduced 
party snail furnish make-uo gas (UD to the twenty-five percent (25n,o) limitation heretofore 
provided) in the direct proDortion that the cumulative overproduction of such party bears 
to all cumulative overproduction of all parties supplying gas of the particular gas' 
classification category. 

Any party having cumulative overproduction in any particular gas classifica
tion category shall at all times be entitled to seventy-five percent (7J%) of its fu l l share 
of gas of the particular gas classification category in which it is cumulatively over
produced as long as such party remains overproduced. Any portion of such twenty-five 
percent (25ao) make-up gas to which a party is entitled and which is not taken by such 
party may be taken by other cumulative underproduced party or parties uo to the fu l l 
twenty-five percent (25%) heretofore provided. If there is more than one party desiring 
make-uo gas under this circumstance, the parties taking such make-uo gas shall be 
entitled to such quantities of make-up gas in proportion to the cumulative 
underproduction of the affected parties, determined as heretofore provided. 

Al l gas taken by a party in accord with the terms of this Agreement, 
regardless of whether such party is overproduced or underproduced' shall be regarded as 
gas taken for its own account with title thereto being in such party, whether such gas be 
attributable to such party's fu l l share of production, or whether it is being taken as 
overproduction, or whether it is being taken as make-up gas, and shall pay any and all 
production taxes and royalty due on such gas. AU burdens and obligations, other than sucn 
royalty and production tax payments, shall be borne by the party having such burden or 
obligation. 

IV. 

The Unit Operator (hereinafter referred to as "Operator'1) will maintain a 
separate running account of the quantities of gas. by gas classification category, each 
party is entitled to, and the quantities of such category taken and marketed by eacn o: 
the parties. The Operator will also furnish each party monthly statements showing the 
total quantity of gas produced by each gas classification category, the amount of sucn 
category used in the Unit operations, vented or lost, the volume of gas by each such 
category delivered to pipeline purchaser(s) for the account of each party, and the 
cumulatie overproduction and underproduction status of each party by each gas classifica
tion category. 

For purposes of balancing, the measurement point of the gas taken (both 
quantity and quality) shall be the party's discharge measurement point at cr near the weii 
from which the gas is produced. All parties hereto shall share in and own the concomitant 
crude and condensate (not including gas plant liquids) produced in accordance with their 
respective interests established pursuant to the provisions of the Operating Agreement, 
regardless of whether they are able to market their ful l share of gas. 

V. 

Recovery frcm storage by a cumulative underproduced party from a cumula
tive overproduced party shall be on a f irst- in, first-out basis and the cumulative 
underproduced party shall oav the cumulative overproduced party a storage fee for storing 
its gas. The storage fee shall be due and payable by such underproduced party to such 
overproduced party during any monthly accounting period such underproduced partv 
removes gas from storage. The fee to be paid for storing gas in accordance with the 
provisions of this Agreement, shall be the deficiency in cash between the price that the 
overproduced party received for gas at the time the underproduction was had, and the 
price for gas the overproduced party is receiving at the time the underproduction is made 
uo by the underproduced oarty multiplied by the volume of make-up gas which qualifies 
for the storage fee charges, less royalty and taxes payable thereon. 

Each partv shal! furnish the Operator upon his request the gas orices necessarv 
to make the gas storage fee computation hereoy provided, and the uncerprccuced 
partv(ies) shall remit to Operator monthlv the amounts so determined to be due far 
storage fees. Operator shall in turn make mcntniv distribution of the storage fees 
received from the underoroduced partydes) to the party(ics) entitled to be paid the 
storage fees. 
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vi. 

At the termination of gas oroduction for a given gas classification category 
from the oroocrty, the overoroduccd partv or parties shall make a monetary settlement of 
the imbalance by payment to the Operator' for the account of the party or parties 
underproduced in that particular gas classification category, based on the price per Mcf 
the overoroduccd party or parties actuallv received for each Mcf of the overproduced gas. 
The price used for the above calculation shall be the overproduced party's or parties' 
bonafidc collected gas sales pricc(s) less royalties, severance, and other production taxes 
which have been paid with respect to such overproduction. Each of the parties agrees to 
maintain complete records as to the volume of gas it sold and the price received, so that 
the above comoutations can be made. The Operator shall distribute the payments it has 
received hereunder (from the overproduced oartv) to the underproduced party or parties 
entitled thereto in the proportion that each party's cumulative underproduction,-for the 
category of gas for which payment is to be made, bears to the total of such cumulative 
underproduction. It is understood, however, that the Operator shall rely on the 
statements made to i t , and shall have no liabilitv with respect to the correctness of the 
funds received by i t . 

VII. 

Royalties shall be paid in accordance with provisions of the Operating 
Agreement. The Operator shall be reimbursed bv each partv taking gas for all royalty due 
and payable by Operator with rescect to production taken by such party. Each parr, 
taking gas under the terms hereof shall pay any and all applicable taxes due on or wit'r 
respect to such production. Each party shall be obligated to pay its working interest shar̂  
of all costs and liabilities incurred in Unit operations, in accordance with the provisions o 
the Operating Agreement. Nothing herein shall be construed so as to deny to any parr, 
the right, from time to time, to produce and take or deliver to its purchaser its ful l shar; 
of the allowable gas production to meet the deliverability tests required by its purchaser. 

VIII. 

If any portion of the storage fee provided for in Article V or the settlemen 
provided for in Article VI shall be based on prices subject to refund upon order of th 
Federal Energy Regulatory Commission cr any authority having jurisdiction, the payin 
party or parties shall withhold such amounts subiect to refund until prices are ful l 
approved by the Federal Energy Regulatorv Commission, unless the party or partie 
receiving payments furnish a corporate undertaking satisfactory to the paying party(ies). 
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SCNC:I -" ' ' - ' : : ; A T "" : : N A N 0 cz?.r.r\c\-\z:: CF NCNSECRECATEO FACL'.TVES 

.1 t y (Aoolicable only to contracts or purchase orders tor more than $12,220.1 

Ouring me performance st ih.s centr ic: . the Coerator agrees i i follows: 
( l i e-r-a-cr w,U -ot d r t c : P . « W against any emclovr- or applicant tor employment because ol race, color, r eg ion , se*. or "»»>="*• 

o n . , " The C-"-al'or lave alf.rmat.ve action to ensure that 1 M l « i » s are emoloyed. and thai emoloyees are ueatec curing em, ovmer, . 
t „ C . - - M V f o «« , r - » « . color. reli t ion. sex. or nat,ona, o r .cn . Sue. action snail include, but r.ot se Um.ted to the lollow.nrj ~ ™ - ° r ™ ? : [ 

~— c - = . - , cr transier. recruitment or recruitment advertising, layoff or terminations, including aoorenltccshio. Ihe (-aerator ag. . .s 
w o l s T .n ctnsolc-ous daces, available to emolovees and applicants tor employment, notices to be proviced by tne contracting oi. icer setting 
iortn tn- provisions ct this nonosc.-imination clause. 

U) The Operator wi l l , in all solicitations or advertisement? !or emolovees placed bv or on b-.hali c i the Operator, state tnat all qualifies 
»—iieants wiil receive ccnsieeration ter employment wnnout regare to race, color, religion, sex, or national origin. 

(2) The Operator will send to eacn labor union or representative of 'j.orVers with wnich i t has a collective bargaining agreement or other 
centrist cr uneerstandmg, a nonce :o ce croviaed by tr.e agency contracting c i i icer , advising tne laaor union or workers' representative o. :..e 
C-'-rater's commitments uncer section 202 ol Executive Order 112'.6 of Septemoer ZU, 1?65, and snail post copies of the notice in conspicuous 
places avanaoie to emolovees arO applicants for employment. 

( i ) T>.e Operator wil l comely with all provisions of Executive Order 112t;S of Septemoer 2U, 1955. and of ths rules, regulations, and relevant 
orders of the Secretary o! LiSor. 

(J) The Coerator wi l l furnish all information and reports recuirea by Executive Order U2ti6 ol Seotsmoer 2*. 19S5, and bv the rules 
re-u'.i'.ior.s, and orcers cf the Secretary ot Labor, or pursuant thereto, and wi l l permit access to its Sooxs, records, ano accounts by the 
contracting agency ana tne Secretary cf Labor ior purposes ot investigation to ascertain compliance wit.lsucn rules, regulations, and orders. 

(6) Li the event sf the Operator's noncompliance with the nondiscrimination clauses ot this contract cr with any oi such rules, regulations, or 
orders, this contract may be canceled, terminated, or susoenced in wnoie or m part and the Ooerator may be declared mekg-.oie • = r further 
Coverrment contracts in accorcar.ee v i t a orccscures authorized in Executive Crder 112-o c( Septemoer 2'*, l : s5 , and such ot.-.er sanctions ma* 
be imoosec and remedies :nvo«ec as proviceo in Executive Order 1121.4 oi Seotemosr 2<t, LS65, or ay rule, regulation, of order oi the Secretary o. 
I . I M , cr is otherwise proviceo by law. 

(7) The Ooerator wil l include the provisions oi paragraph (1) thrcuz.n (7) in ev-rv subcontract or ourchise order unless exe—.oted by rules 
regulations, cr crcers oi the Secretary c i Labor issued pursuant to section ZZ'* ot Executive Orcer 112tb ot September 2*. 1345. so that sue." 
provisions -aill be tsind.r.g upon each suoccntractcr or vencor. The Operator wil l lake such action witn resoect "a any susce.ntract ar purc. i is ; 
order is the contracting agency may cirect as a means oi enforcing such provisions including sanctions ior noncompliance; ^ " w " " " 
thJt in tr.e event tne Operator becomes involved in, or is threater-ec with, litigation witn a suocontracfo." or vencor as a result c: icen cirection 
the contracting ajenc/, the Operator may request tne United Stales to enter into sucn litigation to protect the interests of the Unites States. 

3 . Certification ct S > n s » ? - e - n - d ~;c:!ities hp Cr?. -0-1.2^. (Applicable only to contracts or purchase orders wnich are r.ot exempt '.ram th; 
provisions o; ir.e cquai Opportunity C;ause se*. out aoove.) 

The Operator certifies that i t does not, and wil l not, maintain or provide for its emolovees any se^reqated facilities at any zi "its establishments 
i d that it does not, and wii! not, permit its emolovees to Dericrm their services at anv location, uncer its control, wnere se ' re-i lec iacthties ar 
.untunes. The Ooerator agrees '.hat a breach oi this certification is a violation ol the Ecual Opportunity Cause in this contract or purchase crcer 

•s used in tnis certification, the term "tejretated lacilities" means any waiting rooms, worx areas, rest rooms and wash rooms, restaurants and othe 
;tm^ a re i i , time clocxs, locker rooms and otr.er storae- cr dressme areas, parxm? lots, cr-.nxint; fountains, recreation or enterti-.nment i r e a i 
•ansoortation, and housm? lacilities oroviced ior emsiovees wmcn are secrenitec bv exolicit Cirective or are in iact sezre^ateC cn the oasis of race 
•red, color, cr national ori»in, because oi haait, local custom, or otherwise. Tne Operator further agrees that (exceot wnere i t hai ootained identic; 
-rtiiications irom nrooosec suocontractors ior soecific tiir.e oerioosi it will obtain icenr.cil certifications t.-sm orcoosed subcontractors prior to th 
- i r d c l suocontracts exceec-.n.̂  S1CC20 wnicn are r-.ut exemot i r t m tr.e ;r=v1s:ons ci tr.e Ecual Opportunity Clause: that i t w i i l retain sue 
trtii ications in tts iiles: and that i t wil l icrward the ioilowmc notice to sucn orcoosec su;c;ntract=rs (except wr.ere the prooosed suocontractcrs nav 
.omiaec icentical certiiications ior soecific time periocs';: NOTICE TO .-RCSFECTl'.'^ S!JECCNT?.ACTC?.S Cr =.EC.'j:REMcNT FC?. CE?»T'."'CA 
'.CNS Cr NC.'.'SECRECATEO FACILITIES!. A Certi i ic^ie oi .'Jonser-eratec F ic : l i f ; ; s must be suomnted orior to tne aware c i a subcc.-.t.-ac 
'ceeci.-.^ S10.CC3 wnicn is not exemot from the provisions oi the Etua: Cooortumrv Clause. The certification may Ce submitted either ior sac 
.bcc.ntract cr ior all subcontracts during a period (i.e., cuarteriy, semiannually, cr annua../). 

C. AJ i i -mi t iv - i r i i e n Compliance °»e —J.m <'-\ C-" 2 <C-!.--"l. (AcpUcaole only i i (al the Operator hai 50 cr more employees and (b) tn 
csntrac; or purcr.ase crcer is lor i i0 ,v22 or more.) 

The Ooerator shall develoo a written aif lrmative action orc?ram lor eac-. oi its estanhthments. anc. within 122 days irom ths eiiecrive-ess : 
-.I contract cr purcr.ase crcer, shall maintain a ccov - i seoaraie oro?ra.ms f ; r eacn estiSlisnm-nt. .-Cue:.-? equations oi utilization ol minor:! 

-cup personnel and the job Classification tajles, at eacn local efhee reso;r.sio;.e for perso-nei ma l t t r t ct sucn estaohsnment. 

c__._ v . , , ^ i z r „ ? x . - ^ q - - o r r f i l l Cr- . ~%!.7L (Aoohcaole c-.:v i i (a) tr.e CDerjtcr -as 52 cr more emoiovees, (b) the Ooerator is not exemi 
IB^.:;-^-.: to section ow- i . ; c: ."me >i oi :.-.e Coce cl Federal .-.emulationsi Irom i re recu.rement for f h . n j Employer iniorrr.ation Repo 
EEO-i, and (cj the contract or purchase orcer is ior <5C,C22 or mere.; 

The Ooerator agrees to iite w ( t h the accrooriate Federal acer-cv annuaifv, on or t r i e r s t.-e 31st day oi Marcr., comoiete and accurate reoorts 
-.ancard Form ICO (EEO-i) promulgated jointly by the Ci.'ice oi recerai Contract Comp..ance, the Equal Employment Cpportuniry Commission a. 
' . t u (or r^rcrre'-s cr such form as may nereafter be promulgated m us place. 

e_ , v . <- r Disabled V-'r'ar-s nr.d V>'-".r.s ci "•• v . - f ~-\ ' t i <~_~-3 (Appiicible enly to contracts or purchase c rd : 
lor p,«,-2C or more.; 

The Affirmative action clause prescribed in section SC-2JC.i of Title - \ oi th - Cods oi Federal Regulations is incorporated herein by reference 1 

-routed i f section £2-;52.22 oi said Refutations) as i ! set cut in lull at this r>omf. t i the Cceratsr (a) has 50 or more emolovees ano lb) this contr; 
• purc.-ise crcrr is .'or $52,223 cr more.3 then within 122 davs irom i - r e l l rct ivrnrss ct this contract cr purchase crcer, the Operator shall o re ; ; 
• c maintain an aih.-mative action program at eacn establishment wnicn '."all set ior th the Cpsrito.-': policies, practices and procedures in accorcar 
• thi lecticn D2-T52.6 ot said P.ejuiationj. 

F. A f f ; — ••.r.v- ir'.—.n fer "ir-t 'caooed '-'or1.-—- ''^1 C g ° - - - - 7 ' - ' (Apoiicao'-e only to contracts or purchase crCers Ior $2,523 or more.) 

The afh.-T-jtive action clause prescribed in section b0-7'-l.- ci Title t l c! the Coce ci F rc t ra l Rerulanons is incorporated herein bv reierenc-
-mi t tes 3v section v2-;i>1.22 o! said Rerulaticns) as i i s-t cut in iuh at ir.-.s ooi.-.t. l i the Coerator ia) has 50 cr more emolovees and ib) this contr 

ourcrase c.-c-r :s Icr 550,223 or more, "men, within !22 davs oi the etiecf.venets ci this contract cr curch.ase orcer. the Coerator snail prepare 
i.ntam a-n affirmative action program at eacn establishment, wmcn prcgram sna.l set fo rm the Operator s policies, practices and procecures 
tor dance v m section b0.;i« 1.6 oi si.d Regulations. 

C. L ' t : ! : : ; ••—i ef '. 'i»«r.;v «>..,.„.., =;-• f e . ^ . . , ; o.— o . - . ; , . ; - , , i . ' •-;\ (Applicable only to contracts or purchase ore 
wnicr. may ncccC jl2,2»u.y 

(1) It : i the coiicv oi t-.e Covernment that minority business enterprises s-.all have the maximum cracticaiie ooportuniry to participate in 
p-crl crmince oi Co»err.m»nt contracts. 

(2) T-e Coeraior aerees to use h:s best efforts to carrv cut i-is pahev m the aware ci his subcontracts to the (ullest extent consistent v 
the clf .c.ert crrlcr~ar.ee o! tn-.s ccntr ic t . As usee in mis c : n ( r j ; i . i-.e term "ninonrv buiinesi enterprise" '---ins a busmeis. i t '.east 53 s e 
el wn,cn is o-r>ec pv r-,r.ority trouo m-morrs cr, in case c! puoi.civ Owr>-d cusmesses. a: least 51 percent ol Oe stocw of -nic.T n o»ne< 
n w . i , ;.0--o T»mscfS. rsr I-.e purscse* ot this ceHr-Hicn, m,r.0M!v rrcuo m ems«—. a , e Metroes. Spanisn-soej*mr American oers 
A~-»nca.'..C--e~-.ili. ' —er.can-irOians, American-Ea<imes. ana 'm-nca.n Aleuts. CcTtrjc '3-s -"ny reiy cn written representations 
SuXontrsctcrs r r f jrc.r^ f e i r status aa minority business enierprr.es .1 l.eu of an i.~cc ;c-<cem invrs tiration. 


