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Sun Exploration and
Production Company
Attn: Frank E. Syfan
P.0. Box 5940 T.A.
Denver, CO. 80217

Dugan Production Corp.

Attn: Richard Corcoran

P.0. Box 208

Farmington, New Mexico 87499

Hooper, Kimball & Williams, Inc.
Attn: Greg (Owens

P.0. Box 520970

Tulsa, Oklahoma 74152

PC, Ltd.

Attn: Ron Holloway

P.0. Box 911

Breckenridge, Texas 76024-0911

Warren Clark Trust
P.0. Box 1846
Austin, Texas 78767

International Executive Service Corp.

Attn: Frank Pace, Jr.
622 - 3rd Avenue, 32nd Floor
New York, New York 10017

Seifert Gas Com Well No. 1
Proposed 640 Acre Spacing

March 16, 1988

Dugan Production Corp.
Exhibit No. >

Meridian, Inc.
Attn: Van Goebel

P.0. Box 4289

Farmington, New Mexico 87499

Reading & Bates Petroleum Co.
Attn: Eric Koelling

3200 Mid-Continent Tower
Tulsa, Oklahoma 74103

Ibex Partnership

Attn: Ron Holloway

P.0. Box 911

Breckenridge, Texas 76024-0911

Caroiyn Clark Qatman
P.0. Box 1846

Austin, Texas 78767

Warren Clark Testamentary Trust
P.0. Box 1846
Austin, Texas 78767

Jeanette P. Kurtz
P.0. Box 6227
Denver, Colorado 80206

Section 22, Township 26 North, Range 2 West N.M.P.M.

Rio Arriba County, New Mexico

Ladies and Gentlemen:

In continuation of our discussions regarding the referenced subject, Amoco

Production Company ("Amoco")
proposal which has been
Corporation.

interests as to all

herein

agreed upon
Amoco proposes the parties hereto voluntarily pool
of Section 22-T26N-T2W with said section to be

voluntary pooling
Production
their

puts forth a
by Amoco and Dugan

dedicated to the previously drilled Seifert Gas Com Well No. 1 located
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in the SE/4 SE/4 thereof, subject to the following terms and conditions:

1. The working interest owners in the W/2 of Section 22 ("Non-Drilling
Parties") shall join the 640 acre spacing unit by:

a) Remitting a cash payment in the amount of 125% of their
proportionate share (see below detail) of the actual costs
incurred in the drilling, completion and operation of the
subject well which will allow such parties to participate
as to their working interest share in all production from
the well, or

b) Assuming a non-consent position in said well pursuant to the
terms of the attached operating agreement with a 300% non-
consent penalty to be recovered out of production prior to
such party participating for their working interest share
of production from the well.

c) Such 125% cash payment or 300% non-consent penalty shall
be shared among those parties in the E/2 of Section 22
in the proportion for which they participated in the well
("Drilling Parties") as compensation for the risk previously
assumed by said parties.

2. A1l operations in the Seifert well or as to any other wells drilled
within the section shall be subject to the terms of the attached
Operating Agreement. The parties hereto agree to join into and be
bound ty the terms of said Operating Agreement as to their election
as provided for above. Upon concurrence of the Drilling Parties to
this proposal and receipt of the election from the Non-Drilling
Parties, Amoco will modify the Operating Agreement to cover all of
Sectior 22 and will provide copies to all parties for their
execution.

3. The parties hereto shall cooperate in the immediate drafting and
execution of a Communitization Agreement covering all of Section 22.
This dccument must be rapidly provided to the B.L.M. due to a pending
lease expiration in the NW/4 of said section.

q. The parties hereto agree to support the formal re-spacing of the
Seifert well from 320 acres to 640 acres as necessary before the 0il
Conservation Division of the State of New Mexico.
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5. The working interest ownership in all of section 22-T26N-R2W N.M.P_M.
shall be as follows;

Company Working Interest
Amoco * 28.6328%
Sun * 16.7902
Meridian * 3.1250
Frank Pace, Jr. * .9677
Jeanette P. Kurtz * .4843
Dugan 25.0000
Reading & Bates 8.3333
Hooper, Kimball, Williams 8.3333
Ibex Partnership 3.9022
P.C., Ltd. 3.9022
Carolyn Clark Oatman .2187
Warren Clark Trust .2035
Warren Clark Test.Trust .1068
6. The approximate costs incurred to date on the Seifert well are

$600,000 gross comprised of $500,000 to drill and complete and
$100,000 in facilities. An exact determination of these amounts is in
process, but should not exceed the $600,000 total.

Should you be in agreement with the above proposal, please so indicate by
dating and signing where indicated below and, for the Non-Drilling
Parties, please indicate your election to remit the cash payment or go
non-consent. Then return one executed original of this letter to M. E.
Cuba at the above address (Suite 2426). Your rapid response will be
greatly appreciated by all concerns.

Please note that Sun, Pace and Kurtz are successors to the interest of
Kindermac Partners.

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

Very truly yours,

AMOCO PRODUCT PANY

torney-in-Fact - f$l
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* Drilling Party:

Agreed to and accepted this day of

Company:

By:

Title:

Non-Orilling Party:

2

Agreed to and accepted this __ day of s
Election to_____ pay 125% or 300% non-consent
Company:

By:

Title:

MEC :mw

1988.

1988
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DATED

August 14 ;9 _ 86

Amoco Production Company

OPERATOR

E/2, Section 22, Township 26 North,

CONTRACT AREA

Range 2 West, N.M. P.M., from the surface to the base of the

Dakota
. !

COUNTY OR PARISH OF __Rio Arriba County sTATE OF _New Mexico

COPYRICHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLELM
LANDMEN., 2408 CONTINENTAL LIFE BUILDING,
FORT "WORTH, TEXAS, 76101, APPROVED FORM.
A.A.P. L. NO. 610 - 1982 XEVISED
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AAP.L FORM 610 - MODEL FORM OPSRATING AGREEMENT - 1982

MODIFIED

OPERATING AGREEMENT

THIS AGREEMENT, entered inio by and terween__ AMOCO PRODUCTION COMPANY

; i hereinafier designated and
referred 10 as **Operator””, and the signatory pasty or parties ocier than Operator, somedmes hereinalter referred 1o individually herein
as "Non-Operatoe™, and collectiveiy 15 **Non-Operazors'”.

WITNESSETH:

WHEREAS. the parties to this agreement are owners of ol ind gas leases andfor oil and gas interests in the land idenrified in
Exhibit **A"", and the parges herato have resched 3n agreement to expiore and develop these leases andlor oil and gas interests for the
production of oil and gas to the extent and as hereinafier provided.

NOW, THEREFORE, it is agresd as foilows:

ARTICLE I,
DEFINITIONS

As used in this agresment, the fcllowing words and terms shall have the meanings here ascrided to them:

A. The term *‘oil and gas’' shall mean oil, gas, casinghead gas, gas condensaze, and ail other liquid or gaseous hydroecarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically sated.

B. The terms “‘oil 3nd gas lease'’, “‘lease™ and *‘leasehold’’ shall mean the oil and gas leases covering traces of land
lying within the Contract Area which are owned by the parties ta this agreement.

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

D. The term **Contract Area’" shail mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and cperated for oil and gas purposes uader this agreement. Such lands~oitead-grrieameherdmrerten cendilborigaetteranyy
are descrived in Exhibic A’ )

E. The term ‘‘drilling unit’® shail mean the arex fixed for the drilling of cne weil by order or rule of any suze or
federal body having authericy. If 2 drilling unic is act dxed by any such rule or order, a drilling unit shail be the drilling unit as establisa-
od by the pattern of drilling in the Conract Ares cr as fixed by express agresment of the Drilling Pardes,

F. The term **drillsite’* shall mean the oil and gas lease cr interest on which 2 proposed weil is o be lecated.

G. The terms **Driiling Party™* and-**Censendng Party ' shall mean 2 party who 1grees 1o join in and 7ay its share of the cest of
1ny operazen conducted undes the grovisions of Lais agresment.

H. The terms *Non-Lrilling Pay™ 3nd ‘‘NenConsenting Party” shall mean 2 party who elecs not to pardcipate

in 2 proposed operation.

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

ARTICLE IL
EXHIBITS

The ‘olowing exhibits, a3 indicated telow and acached hereto, are incerporated in and made 2 pact herect:
® A. Exhibic A", shall include the lollowing information:
(1) Kdexcicadon of lands subject to this agresment,
(2) Reserictions, if any, 13 to depchs, formations, or substances,
(3) Percenuages or bracdonal interests of parces to this agreement,

=i Sl A TR R
(3) Addresses of parces for nodce surpeses.
. Exhibit *‘B"°, Form of Lease.
Exhibit **C"*, Accourdng Proceduce.
. Exhibic “*D"*, Insurance.
Exhibic *'E*", Gas Balarncing Agreement.
Exaibit "'F"°, Nen-Discrimination and Cerufication of Non-Segregated Facilities.
Exhibit 'G"’, Tax Parzaeship.
¥ any provision of any exhibit, emces—SinmRe—tTlogald 1SS i3 irconsisient with sny provision conuined in the body
his agresment. the previsions in the dody ¢f this agrezment shall prevaill .
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MODIFIED

ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

I any party owns an oil and gas interess in the Contract Area, 5at interest shall be trested for ail purposes of chis agresment
and during the term hereol as if it were covered by the form of oil and gas lease attached hereto as Exhibic **B**, and the owner thereoi
shall be deemed to own both the rovalty interest reserved in such leise and the interest of the lessee thersunder,

B. Interes:s of Parties in Costs and P:nduction:

Unless changed by other provisions, all casts and Gabilities incurred in opesations under this agreement shall be borne and
paid, 1ad 31l equipment and materials acquired in operations on the Contract Area shall be owned. by the parties as their incerests are set
ferth in Exhidbit **A"". In the same mancer, the parties shall also own all production of oil and gas from the Conwact Area subject o0 the
payment of rovalties to the extent of 12-1/2% which shall be borne as hereinafter set forth.

Regardless of which parcy has contributed the leasels) andlor oil and gas interesi(s) here:o on which royalty is due and
pavable, each party enuded to receive 3 share of produczion of oif and gas from the Contract Area shall bear and shail pay or deliver, ot
Qiuse t0 be paid or delivered, to the extent of its interest in such production, the rovaity amount stipulated hereinabove and shall hold the
othier parties fres {rom any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such parzy. 9 anv ocher party's lessor cr royaity owner, and if any such other party's lessor or royalty owner should demand and
receive settlernent on a higher price busis, the party contributing the affected lease shall bear the additionsl royalty burden artributable 0
such higher price. )

Nothing cenuined in this Artcle I11.B. shall be deemed 1 assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changsd by other provisicns. if the interesc of anv party in any leise covered heredy is subject to any rovaley,
overriding rovalty, production payment or other burden on production in excess of the amount stipulazed in Arucle 10.8., such panty so
burdened shail assume and aicne bear all such excess obligations and shall indemnify and hold the other parties hereto harmlass from any
and all claims and dsmands for payment asserted by owners of such excess burden.

D. Subsequendy Created Interests:

If any party should heceafter create an overriding rovalty, preduction pavment or other burdea payable out of production

attriputable o its working tacerest Rereundr, et Rr-Pardea-eiiiivd £ 4 ottt G FETRAS b SS s e Sl 3 T a
T I e T T g A e fa e L A R NN R M R Sl e s i il st Sttt s aghn anled ad nad

sesairy (any such intesast being hereinaiter ceferred to as *‘subsequerntly created inzerest””
imizc afls soaciine and the party out of whose aorking interest the subsequently created interest is derived being hereinaiter referred
10 a3 “‘burdened party’"), and:

I Y] ymriorn ak b o

oS St T aSteT

1. U the burdened purty is recuired under this 1gresment to assign or relinquish to any ocher party. or parties. all or a poriicn
of its werking interest and/cr the production ateributacle thereto, said ocher party. or parries. shall receive said assignmmeac and’or
prcducton iree and clear cf said subsequendy created interest and the turdened party shail indemnify and save said ocher party,
or parties, harmless from any and ail claims and demands lor pavment asserted by owners of the subsequently created interest:
and,

2. If the burdened party fils 20 pay, when due, its share of expenses chargeadle hereunder, all provisions of Arccle VIL.3. shail be
eaforeeacie 1g3inst the subsequendy crested incersst in the same marner s they are enforczable aydiast the vorking interesc of
the burdened party.

ARTICLE IV,
TITLES

A. Tide Examination:

Tidle examination shail Ye made on the Jriilsite. of 2y proposed weil pricr © commencernent of drilling operatens cr. if
the Drilling Parties so raquest, titie examinaues s32ll be made cn the leases andlor cil and g3s interesss inciuced. or planned o be inciud-
¢d. in the drilling uriz 2ound such weil. The cpinion wiil include the ownersiiz af the working inzerest. mirerals, royaity. oversiding
rovalty and producton payments under the appiicabie ieases. At the dme 3 weil is ropesed. each parey contriduting leases and.or dii and
g8 interesss wo the Crillsite, or o be inciuded in such Jrilling unic, thall furzish o Operator ail sbsiracts (including tederai lexse starus
repcris), sde opinicns. ttle papers and curative mazerial in its possession ires of ckarge. All such infdrmation not in the possession of or
rmade availatle 0 Operazor By wme rarties. but necsssary isr the sxaminzdcn of the dile. shail de cbuined by Operactor. Operator s5ail
cause tite to be 'sxamined by accrneys on i staf qr by surzide ~tiorney-. Copies of 3il ude epinicas saall be fumished 0 exch party
keresa. The cost incurred by Cperator in this ace preyram shall be dorne s ‘oliows: .

T Ooden No. i Cosu incurred 5y Operater in procuring 1bszacss ind dde examinaden iinciuding prefiminary. suspiementl,
shut-n gas reyady cpinicns and divisicn order tive cpmionst shall D 2 3ars of tne aEmunistrauve overtead I3 previded in Exhubic ©°C,

and shall not e 1 direc chzrge, whether pertormed dv Creraice’s s imsrmers or by ouwmide atirmevs.
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ARTICLE IV

conanuud

MODIFIED

$ Opuon No. 2 Costs, incurred by Operator 1n procuring absiracts and fees puid ousside Juorrevs for title examinstion
(inclucing prziimxn:ry/ﬁ;g;qcmmul ARG S SRR s e B sica s der ttle opinions) shail be berne by the Driiling Parties
in the proportion that the interest of each Drilling Party bears to the total inzerest of 3ll Driiling Parties s such interests appear in Ex-
hibit **A"". Operator shail make no charge for services rencered by its staif auorneys or other persannel in the periormance of the above
functioas.

Each party shall be responsible for securing curstive matter and pooling amendments or agreemen:s required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of puoling
designaticns or declarations 23 weil as the conduct of hearings beiore governmental 1gencies for the securing of spacing or pooling orders.
This shall net prevent any party from appearing on its own behalf at any such hearing.

No well shail be drilled on the Conwract Ares undil after (1) the title to the drillsite or drilling unit has been examined 15 sbove
provided. and (2) the title has been approved by the examining attorney or tide has bevn accepted by all of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Tide:

1. Faiiure of Tide: Should any oil and gas interesc or 'zuse, or interest therein. be lost through failure of title, which loss results in 2
reduction of interest from that shown on Exhibit **A"", the party contributing the alfected lease or incerest shall have ninety ($0) davs
from final dezermninadon of ude failure to acquire 3 new lease or other instrument curing the entirety of the tide failure, which acguisi-
ton will not be subject to Ardcle VIILB., and faiiing 0 do so, this agreement. nevertheless, shail condinue in force as 19 3ll remaining oil
and gas leases and interests: 1nd, A

(2) The party whose oii and gas leise or interest is affected by the ude failure shall bear alone the endure loss and it shall nct be
eatitied to recover from Operator or the cther parties any develcpment or operating cests whick it may have theretofore gaid or incurred,
but there shall be no additienal Ladility on its part to the other parties hereto by reascn of such ditle failure;

{b) There shall e no reroactve adjusiment of expenses incurred or revenues received from the operation of the interast wiich has
been lost, but the inzeresis of the partes shall be revised on a0 3creage basis, as of the time it is dezermined finally thac ticle failure has cc-
curred, 5o that the interest of the party whose lease or incerest is afiected by the tide failure will hereaiter be reduced in the Contac:
Area by the amount of the interest lost:

(¢} If the proportionate interes: of the cther partes herewo in any preducing well theretofore drilled on the Cenwract Area is
increased by reasca of the tidle failure, the party whese title has {ailed shall receive the procesds atiributable 20 the increase in such in-
terest (less costs and burdens atiributable thereto) unal it has been reimbursed for unrecovered casts paid by it in connecton with such
well;

(d) Should any perzon nor a pariy to this agreement, who is determined to de the owner of sny interest in the tde which has
fziled. pay in any manner any pare of the cost of eperation. development, or equipment, such amount shail be paid to the party or parties
who bore the costs which are so refunced;

{e) Any liability to account to 3 third party for price production of oil and gas which arises by reason of tide faiiure shail be
borne by the party or parties whese titde {ailed in :he same prepertions in which they shared in such prior production: and,

{N No charge shall be made to the joint acsount for legal expenses. fees or salaries. in connection with the defense of the interest
claimed by any party hers:o, it beiny the intendion of the parties Rereto thae each shail defend title 1o its interest and bear all expenses in
connection therewith.

2 Less by Non-Pavment or Erroreous Pivment of Amount Duel If, through misiake or oversight, anv rencal. shutin well

payment, minimum rovalty or rovaity payment. is not faid or is erroneously paid. and s a result 2 lease or interest therein terminaces,
there shall be ro moneury liabilicy against the party who filed 1o make such payment. Unless the party who failed to make the reguired
payment secures a new lease covering the same interest within ainety ($0) days from the discovery of the failure to make proper payment.
which acquisition will not be subjec: 0 Arucle VIILB.. the interests of the parties shall be revised on 3n icreage basis. efeczive as of the
date of termination of the lease invoived, and the parzy who iailed to make proper pavment will no longer be cradited with an interest in
the Contrac: Area on account of ownership of the lease or interest which has terminated. In the event the party who faiied o make the
required pavment shail not have been fullv reimbursed. at the time of the loss. from the procesds of the sale of oil and gas actributable
<he lost interest, calculated on 1n acteage basis, for she develcpment and operaging costs thererciore 73id on acceunt of such interest. it
shall be reimbursed for unrecovered actual costs therstafore paid by it (but not for it share cf the cost of any dry hole previousiy drilled
or wells previously abandered) from so much of the following 13 is recessary to eifent reimbursemenc:

{a) Psocesds of oil and gis. less operating expenses. thesetofore iccrued to the credit of the lost interest. cn an axcrexge basis.
up to the amounc of unrecovered ¢asus:

{b) Proceeds. iess operating expenses. thereafter accrued astributable to the lost interest on an acreage basis. of that portion of
oil and gas thereafter produced and markezed (excluding production from any wells thereaiter drilled) which. in the absence of such lease
termination, would be atzribuzable to the lost interesz on an acreage basis, up to the amount of unrecovered cosws. the procesds of said
portion of the oil and gas to be contiduted by the other partiss in proportion O their rescective interess: ind.

(€} Any monies. up 1o the amount of unrecovered casts. that Mmay be paid dy any ‘sarty who is. Or becomes. the owner of the interest
lost, for the priviiege of sarticipatng in the Cenrract Area or becoming 3 party 29 tRis 1gresment

3. Cther Losses: All losses incurred. other than those ser forth in Arzicles {V.3.1. and IV.B.2. above. shail be joine losses
and shail be dorne by il sarties iz preportion to thewr interss:s. There saail te no readjustment of intesssts in the remaining portien of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:
AMOCO PRODUCTION COMPANY - hall be the

Operator of the Contract Ares, and shall conduct and direcs and have full control of all cperations cn the Contract Area as permicted and
required by, and within the Emits of this agresmeant. I1 shall conduct all such operations in 3 good and workmanlike manner, but it shall
have no liability as Operator o the other parties for lostes sustained or Labilities incurred. except such as may result from gross
negligence or wiilful misconduct.

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

1. Resienation cr Removal of Qcerator: Operator may resign at any dme by giving writtsn notice thereof to Non-Operators.
U Operator terminates its legal existeacs, no bongsr owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Orerator, Operatar shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor, Operator
may be remcved if it Lils or refuses o carry out its duties hersunder, or becomes insolveat, bankrupe or is placed in receivership, by the
affirmacive vote of two (2) cr more Nen-Operazars owning 3 majority interest based on ownership as shown on Exhibit " A" remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective untl 7:00 o'clock A.M. on the
first day of the élmdu moncs fellowving the expiracion of ainety (90) days aiter the giving of notice of resignation by Operator cr acson
by the NonOperators :0 remove Operator, unless 2 successor Operator has been seiected and assumes the duties of Operator at an earlier
date. Operator, aizer eeczive date i resignazion or removal, shall be bound by the terms hereol 2s 3 Non-Operator. A change of 3 cor-
porate name or swucture of Operator or transier of Operator's interest to any single subsidiary, parent or successor corparation shall not
be the basis for removal of Operator. .

2 Selection of Successor Qperator: Upon the resignation or removal of Ogerator, 3 successor Operator shall be selectad by
the parcies. The successor Operator sihall be seiecied from the parties owning an interes: in the Contrac: Area at the time such successor
Operator is selected. The sucsessor Operator shall be selected by the affirmatdive vote of two (2) or more parties owning 2 majerity interest
based on owneship as shosm on Exhibit **A""; provided, however, if an Operator which has besn removed hils wo vote or votes only to
succeed itself, the successor Operatar shail be selacred by the aifirmative vote of two {2} or more parties owning a majority inzeress Sased
on osmership as shown éa Exhibic **A'" remaining after exciuding the voung muerest of the Opesator that was removed.

C. Employees:

The number of emplovees used by Operator in conducting cperations hereunder, their selection, and the hours of labor and the
compensazion fcr services performed shall e determined by Operator, and il such empioyess shail be the employees cf Operacor.

D. Drsillizg Coatsacts:

All weils drilled on the Conuact Area shall be érillec on a campetitive conerace basis ¢ the usual races prevailing in the area. lfic s
desires, Operator may employ its own tcols and equipment in the driiling of wells, but its charges thereioc shail not excesd the prevailing
rates in the wrez and the rate of such charges shail be agre=d upon by the parties in writing before driiling operations are commencsd. and
such work shall be pericrmed by Operator under the same tezms and ceaditicns as are customary and usuai in the area in coneracss of in-
dependent contrsctors who are doing work of a similar nacure.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Ioitial Well:

J
On or before the, st day of November . 19, 86 . Operator shall commence the driiling of a well for
ol and gas ac the following lecacion: )

SE/4, Section 22-T26N-R2W, N.M. P M,

and shall thereaiter concinue the driiling of the weil with due diligence to a depth of 8600 feet

or a depth sufficient to test the Dakota formation, whichever is
the lesser depth,

unless granite 3r other pracucally impenerrzbie subsiance or condition in the hoie. which readess furiter driiling impracrical. 13 en-
countered at 3 lesser Cepth. of unless all carues agrer 0 compiete or dancdon the well 3t 3 lesser lendhn, )

Ogperazor shall make seasomadie tesss of all ‘ormations smeountered Juning dniling wirica give incicacon of conuining =il and
§3s it quantities suslicien: tO test. uniess wnis 3grezmment shail be Umirad in 15 1ppication 0 3 speciiic formaticn or formations, in which
evert Opertrar (R3] e ramuired o test =aly *Ne iarm=srian =r isrmicens ‘o v2icR *Fis 1greeTear =iv 1raiv. .
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ARTICLE V1 MODIFIED
condinucd

If. in Operator’s judement. the well will not produce il or gas in paving quaatities. and it wishes 1o plug 3nd adandon the
well as 2 dry hole, the provisions of Ardcle VLE.L. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operadons: Shouid any party hereto desire to drill aay well en the Convact Area other than the well provided
for in Arucie VI.A. or t reverk, despen or plug back 1 dry hele drilled a: the joint expense of all parties or a3 weil joindly owned by all
the parties and not then producing in paving quandues, the party desiring to drill. ravork, deepen or plug back such a well shall give the
other parties writien notce of the proposed operaticn, specifying the work to be periormed. the location, proposed depch, objective forma-
don and the essmated cost of the operation. The parties receiving such 2 notice shall have thirty (30) days after receipe of the notice
within which (0 notify the party wishing to do the work whether they eiect to participate in the ¢ost of the proposed operation. If a drill-
ing rig is on location, notice of 3 proposal to rework, plug back or drill dexper may be given by telephone and the response period shail be
imited to fortyight (<S) hours, exclusive of Saturday, Sunday and lezal helidays. Failure of 3 party recsiving such notice to reply widhia
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notce or
response given by telephone shall be prompdy confirmed in writing.

sn:t 603

If all parties elect 1o participate in such 2 prepesed operazion, Operator shall, within meweyr-Svy avs aiter expiration of the notice
peried of thirty (30) days {or a3 premptly as possiole aiter the exgiration of the forty-eight (45) hour pericd when a driiling rig is on leca-
tion, as the cise may be), actually commence the proposed operadion and compiete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencemen: daze may be extended upon written notice of same by Operator to the other parries, |
for 3 period of up to thirty (20 3dditional days il, in the soie opinion of Operater, such additional dme is reasonably necessary to obtain
permits from govemnmental authorities, surisce righs (including righus-oi-way) or appropriate drilling equipment, cr to compleze tide ex-
amination or curauve macter.required for tite approval or acceprance. Netwithstanding the force majeure provisions of Article XI. if the
actual operation has not been commenced within the tme provided (including any extension thereof s specifically permicted herein) and
if any party hereto saill desires 0 conduct said operation, written notice proposing same must be resubmitied to the other parties in accor-
dance with the provisicns herecf 15 if no prior propesal had been made.

‘2. Operaticns by Less than All Pardes: If any panty receiving such notice as provided in Article VI.B.L or VILD.1. (Opcon
No. 2) elezzs roc o participate in tie preposed operaticn, then, in order w0 be enuded o the bﬂe..ts ef !tg -}ru:‘e the party or pariies
giving the notice and such other parties as shaill elect to panicipate in the operation shail, wichid -~.—-—- <ave aiter :be exziraten of
the rotice period of thirty (30) days (or s prempudv as pessibie 2fter the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be! actually commence the propcsed cperazion and compleze it with due ciligence. Operator shail cesform all
work for the account of the Censeating Parties; provided, however, if no Jriiling rig or other equipmen: is on ccation, and i Cperator is

1 NonConsencng Party, the Censenting Parties shall eicher: (3) request Cperator to pesiorm the vork required by such propased opera-
tion for the account oi the Consenting Pardes, cr (b) designate one (1) of the Consenting Parties as Operator o pericem such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2. shall compiy with all terms and cen-
ditions of this agresment.

U less han ail partes approve any proposed cperadion, the propasing party, irmmedistely aiter the expiracon of the azplicadie
nouce period, shail advise the Consenting Pardes of the toral interest of the pirdes approving such operation and its rezommendation as
to vhether the Consending Parties siould procesd with the operazion as proposed. Each Consendng Party, within lorty-<ight (48) hours
(exclusive of Saturdsy. Sunday and legal holidavs) after receint of such notice. shall advise the proposing party of its desire o (2} imic ar-
Scipation o such party's interest as showm on Exhibit ** A" or (b) carry its proportonate part of Non-Consentag Parues’ interssts. and
failure to advise the proposing party shall be desmed an electicn under (3). [n the event 3 drilling rig is on locadicn, the time sermitted for
such 2 response shall not excesd 2 toal of iocty-eighe (48) hours (inclusive of Sacurday, Sunday and legal holidays). The proposing party,
at its elecdion, may withdraw such propesal if there is insufficient participation and shall prompdy nodiy all parties of such dezision.

The eacre cost and risk of canducung such operadons shall be berme by the Conseacng Pirties in the proportcns they have
elected o0 bear same under the terms of the prececing paragrazh. Consencng Partes shal kesp the leaserold ssiates tavolved in such
operacions free and clear of all ems and encumbrancss of every kind created by or arising from the operstons of the Consencng Partes.
U such an operaucn resuizs in 2 &ov Roie, the Consenung Pardes shail plug 1nd 13anden the weil and resiore the surface loestian 11 their
sole cost. risk aad expense. If anv weil ériiled. reworked. dserened or plusgs? hack under the srovisions of this Arucie resels in 2 2ro-
ducer of oll and’or 215 in paving quanuzes, e Consenung Parues stail compiete ind equip the weil to preduce ar their sole cost and rusk.

’ ~
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ARTICLEVI
condnued
and the well shall then be turmned over 20 Operator 1rnd shall be cperated by it at the expense and for the account of the Consenday Pae-
ties. Upon commerncement of operations for the driiling, reworking, deepening or plurging dack of any such well by Consenting Parties
in accordznce with the provisions of this Aricle, each Non-Consentiag Party shall be deemed to have relinquished to Consenting Parties,
and the Censenting Pardes shall own and be eatitled to receive. in preportion to their respeciive interests. all of such Non-Consentiny
Party’s interest in the well and share of preducticn therefrom untl the procesds of the sale of such share, calculuted at the well, or
market value trereot if such share is net sold. (2iter deducting preduction taxss, excise taxss, royalty, overriding revalty and other in-

-terests not excepied by Article [ILD. pavabdle out of or mezsured by the production from such weil accruing with respect to such interest

until it reverts) shall equal the toual of the loiiowing:

(3) 100% of each such Non-Ccasenting Party's share of the cost of any newly acquired surface equipment beyond the welthead
connections {including, but not limited to, stock tanks, separators. treaters, pumping equipment and piping), plus 100% of exch such
Non-Consenting Party's share of the cost of operation of the well commencing with first producticn and continuing unul each such Nea-
Consenting Party’s relinquished interest shall revert to it under othes provisions of this Article, it being agreed that each Non-
Consenting Party's share of such coses and equipment ~ill be that interest which would have been chargeadle o such Non-Consenting
Party had it participated in the well from the beginning of the operations: and

(b)ﬂo_:'u of that porticn of the costs and expenses of driiling, reworking, dezpening, pluxging back. testing and completing,
after deducting any cash contributions received under Ardcle VILLC., and 300 < of that portion of the cost oi newly acquired equip-
ment in the well (to and inciudiag the xelhead connections), which would have been chargeable to such Non-Consenting Party if it had
paricipated therein.

An election not to parzicipate in the driiling or the deepening of 2 well shall be deemed an election not to participate in any re-
working or plugging back operation propesed in such 3 well, or portien therect, 1o which the initisl Non-Consent elezzion applied that is
cenducted at any time prior to full recovery by the Consenting Partes of the Non<Consenting Party's recoupment account. Any such
reworking or plugging back operation conduczed during the recoupment period shail be deemed part of the cost cf operation of said well
and there shall be added to the sums to be reccuped by the Consenting Parties one hundred percent (100%) of thae portion of the costs of
the reworking or pluzging back ogesation which would have beea chargeabie to such Noa-Consentng Party had it participated therein. If
such 1 reworing or plugging back operaticn is proposed during such recoupment period, the provisicns of this Ardcle VI.B. shall be 1p-
plicable 25 between said Conseating Parties in said well.

During the pericd of tme Conserting Parties are entitled to receive Non-Conseating Party's share of preduciion, or tre
proceeds thereirom, Cansenting Parties shall be respensidle [or the payment of all production. severance. excise. gathering and other
taxes. and ail rovalty, overriding rovalty and other burdens applicabie 19 Non-Consenting Party's share of produciicn nct excepted by Ar-
tcle NILD, A

In the case of any reworking. plugzing back or desser dniling operation, the Consenting Parties siuil e permiczed o use, free
of cost, all casing, rebing and other equizment in the well. but the ownership of all such equipment shall remsin unchanged: 1ad upon
atandonment of 1 well after such rewvorking, plugging back or deerer driiling, the Consenting Parzies shall account for ail suck equip-
ment to the owners thereol. with exch party receiving its proporiionate part in kind or in value, less cost of salvage.

successful

Within sixty (60) davs after the/compietion of iny operacion urder this Artcie. the parcy conducting the operations for the
Consenting Parties shall furnish each Nen-Consenting Party with an invencory of the equipmen: in and conneczed 0 the weil, and an
itemized staternent of dhe cose ¢f driiling, dessening, plugging back. testing. completing. and equipping the well for productior:; or. at it
opdon, the operacing party, in lieu of an itemized statement cf such costs of operation, mav submit a dezailed statement of menzhly tiil-
ings. Each month thereaiter. dusing the time the Consenting Parties are being reimbursed a5 provided above, the party conducting the
operations for the Consenting Psrues shall furnish the NonConsenting Parties with an iterzized statarment of all costs and liabitities in-
curred in the operation of the well. tcgetter th 1 wazement of the quanuty of aud and gas preduced irom it and the amount of preceeds
realized irom the saie of the weil’s werking interest production during the preceding moadn. In dezermining the quanticy of cii ind 218
produced during any mont. Conseniing Pirses shail use industry sctepred methods such s, but not limited 2. Mmetering or periodic
well tests. Any amount reslized from the sale or other Jstenudon of equipment nexly acquired in connection with Jay suck Seeraticn
which would have brea owred By 3 NonLonsenting Partv had it participated therein shail be credited against the :0ui vareturned costs
of the woric done and of the ecuipmen: jurciased in determiaing hea the interesc 3 such Nen<Consentng Party shall revers 20 it a8
above provided: and U there is a eredit Maiance. it shail be pad 0 such Nen-Consenting Parry.

G- .
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ARTICLE VI
continued

1 and when the Consenting Partics recover {rom 3 Nen-Consenting Party's reiinquished interest the 3mounts provided for above,
the relnquished interesis of such Non-Consenting Party shall autematically revert to it, and. from and after such reversicn, such Non-
Consenting Party shall own the same interest in such well, the maerial and equipment in or pertaininy thereto, and the production
therefrom 1s such Non-Consenting Party wouid have been enuizled to had it participated in the driiling. reworking, deepning or plugging
Back of said weil. Thereaiter. such NonConsenting Party shall be charged with and shall pay its proportionate purt of the further costs cf
the operation of said well in sccordance with the terms of this agrezinent and the Accounting Procedure attached hereto.

Notwithstanding the pravisicns of this Ardcle VLB.2,, iz is agreed that without the mutual consert of all parties. no wells shail
be completed in or produced from 2 source of supply from which a weil lecated elsewhere on the Coneract Area is producing, unless such
well conferms to the then-existing well spacing pauern for such source of supply,

The provisions of this Article shail have no application whatscever to the drilling of the initial weil descrived in Ariicle V9LA.
excepe (3) as to Artcle VILD.1. (Option No. 2}, if selected, or (b) as to the reworking, despening and plugging back of such initial well
after it has besn drilled to the depth specified in Arricle VLA, if iz shall thereaiier prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities, '

3. Stand-Bv Time: When 3 well which has been drilled or despened has reached its authorized depth and all tests have been
completed, and the results thereoi furnished o the partes, stand-by costs incurred pending resgonse to 3 party’s notice pregosing 3
reworking, deezening, plugging back or completing cperation in such 3 well shall be charged and borne as part of e drilling or despen-
ing operagon just completed. Sund-by costs subsecuent 10 all parties responding, or expiration of the response time permitred, whichever
first occurs, and prior to 1greement as to the parucipating interests of all Consenting Parties pursuant o che terms of the sesend gram.
matcal paragraph of Article V1I.B.2, shall te charged to and berne as part i the preposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the Froportion
each Consenting Party's incerest as shown on Exhibit A’ bears 1o the towal interesc as shown on Exhibic **A"" of ail Censenting Par-
tes.

4, Sidetracking: Excepe as herszinafter provided, thase provisions cf this agresment agpiicable o a “*Jdeepening”” operatiea shall
also be appiicatie o 1ny prepesal to directicnaily conroi and intentionaily deviate 3 well from vertical 53 as to change the botiern haie
location (herein called **sidemacking' ™), unless done o swaighten the hoie or to drill sround junk in the hoie or because of other
mechanical difficuities. Any party Raving the rizht te sarucipate in 3 proposed sidetracking operacion that dees not 03 an interast in the
1fecied wel Dore at the time of the nodcs shall, vpen electing to participate. tender 0 the weil bore owners its proporsionate szare {egual
to its intezest in the sidezracking operatica) of e value of that poruca of the exisiing weil bore to be udiizad a3 follony:

() If the proposal is for sidewacking in existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the wel down o0 the depth 1t which the siderracking operation is initiazed.

{d) U the propesal s for sideracking 2 well which has previously produced, reimbursernens shall be on the basis of the weil's
salvabie materiais and equipment down o the depth at which tie sidewracking operadon is inidated. determined in accordarce with the
provisions cf Exhibic **'C"", less he esamated cost of salvaging and the estimated cost of plugging and apandening.

In the event thar notics for 1 sideracking operadon is given while the drilling rig to be uui:zad is ¢n location, the response peried
shall be limited to fortyight (4S) hours, exclusive of Saturday, Sunday ind legal holidays: provided. however, any party may request and
receive up to &ght (8) additional davs aiter expiration of the forry-eignt (45} hours within whick to respond by paying for sll stand-oy tme
incurred during such extenced response periad. Uf mere than cne party elects to take such addidonal time to respend to the redce, stand-
by costs shall be allocared Desween the pardes iaking adciticnal me 0 respond en a day-to~day basis in the preportion 2ach 2leciag par-
ty's interest a3 shown cn Exhitit A’ bears 0 the torai interest as shown on Exhibit A" of all the elecsing parties. Inn ail oCier in-
s1ances the fesponse jericd 19 1 propossi or sidewacking shall S limited o thimy 30V davs.

C. TAXKING PRODUCTION IN KIND:

Each parey shall take in kind ar separacely Cispose cf its propertonate share of 4il oil and 3as produced irom e Conwaa Arm,
exclusive of preducicn *hich may de used in deveioemen: and producnz speracdors ind in srezaring and veaung oil and gas for
markesng pusposes anG roduTuen uravoidadiy icst. Any exa expenditure incurred i Ule wking in kind o separate dispesiticn by any
party of its proportionate share ai he production snad te dorme Dy such party. Aay party 3king i share of procuctica in kind shal te
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ARTICLE V1 MODIFIED

continued

required to pay for oniy its proporuionste share of such part of Operater’s surface facilities which it uses.

Each party shall execute such division orders and vontracts us may be acvessary for the sle of its interest in production from
the Contract Are. and. except 38 provided in Arucle VILB. shull be enticled 10 reveive pavment directly from the purchaser therent for
ies share of all production.

In the eventany party shall {ail to make the arranygements necessary to taxe in kind or separately dispose of its proportionaie share of
the oil and gas produced from the Contract Area. Operator shail have wre right. subject 0 the revecation at will by the party owning it.
but not the obligation. to purchase such oil and gas or sl it to ochers at any time and from time to time, for the accoun: of the non-
uaking pasty at the best price obtinable in the area for such production. Any such purchase or sale by Operator shall be subjecs always 0
the right of the owner of the production to exercise 3¢ 31y time its right to take in kind. or separateiy Jispose of. its share of il oil 3nd gas
not previously delivered to a purchaser. Any purchase or sale by Operatar of any other party's share of oil and gas shall be only for such
reasonable pericds of time 15 are consistent with the minimum needs of the industry under the particular circumstances. but in no event
for 3 period in excess of one (1) yeur. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstaze com-
merce. of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonabie times, at its sole cost and risk to inspect or observe opesations.
and shail have access it reasonabie times to iniormation pertaining to the development or vperauen thereol. including Operator's buoks
and records relating thereto. Operazor. upun request. shdil furnish each of the other purties with copies of «il torms or repors filed with
governmen:al agencies. daily drilling reports. ~eil logs. tank tabies. daily yuuge ind run uckets and reports of stock on hand at the first of
each month, and shail make availsbie sampics of 1ny cores or cuttings taken irom any well drilled on the Contract Ares. The cost of
gathering and furnishing information to Non-Operater. other than that speviiied above, shall be churged 0 the Non-Operator that re-
Guests the information.

E. Abandoament of Wells:

1. Abandonment of Dry Haoles: Excert for any well drilled or devpened pursuant to Ardcie VI.B.2., any well which has been
drilled or despened under the terms of this agrazment 17d is proposed to be compieted as a drv hole shall not be plugged aad abandoned
without the consert of all pardies. Should Orerator, Ater diiigent effore, be unabdie t3 contact any party. or should any party fail o regly
within forty-eight (4S) hours (exclusive of Sazurday, Sunday and legal holidays) afzer receipt of notice of the proposal to plug 1nd abandon
such weil, such party shail be deemed to have consented w0 the proposed abandonment. All such wells shail te plugged and abanicned in
accardance wich applicatle reguiztions and 1t the cass, risk and expense of the parties who parzicipated in the cost ci drilling oc desgening
such well. Any party who objecs (o plugging and abaadoning such weil shall have the righe to take over the weil and concuct furzher
operayons in seasch of cd andier 3as sudiject 0 the srovisions of Article V1B,

2. Abandenment of Wells thar have Produced: Excent for anv well in which 1 Non-Consent cperacion has beea conducied
hersunder for which the Consenting Parties have not been fuily reimbursed 23 hersin provided. any weil which has besn compieced 15 2
producer shail rot be plugged and abandoned without the consent of ail pardies. If 3ll parties consent 1o such sbandonnen:. the vell shall
be piugged and adandened in accerdince wid applicadle regulations and at the cost. risk and expense of ail the partes herewo. If. within
thirty (30) days arter recsipe of actice of the propesed atandenment of any weil. all parsies do not agres®o the abandenment of such well.
those wishing to continue its operarion from the intervalis) of the formarion(s) then opea to preduction shail tender to each of e other
parties its proporuonate share of the vaiue of the weil's s3ivadle macerisi and equipment, determined in accordance ¥ith the Frovisions of
Exhibic **C™", less che estimaced cost of saivaging and the estmated cost of piugging and abindoning. Each abardoaing party shall assign
the non-abandening partes. without warran:ty, express or implied. as to ttle or as to quanzity, or ficness for use of the eguipment and
material. all of its interest ir: the ~ell and reisted equipment. together with its interest in the leasehold estate as to. buc enly 13 t0. e in-
terval or incervals of the ‘crmagion or formadens then open to producson. If the intesest of the abandening party is cr includes an oil and
g8 interest, such party shall exezucs and Celiver to the non-sbandening party or parties an oil and gas lease, limiced to che inter-al or -
tervals of the formadon or formations then opea to preduction. for 3 term of cne (1) vear and so leng thereaiter as il and'or gas is pro-
duced from the intervai or inzervals of the formation cf lormations coversd theredy, such lease o be en the form attached as Ixhitic

*Feilure of any Perty tc respond within the said thirtv (30) day pericd shall be
deemed consent to the grogosed zbandonment,

-8 Jiternyte.
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ARTICLE V1
continued

3"". The assigaments or leases so imized shull encompass the *drilling unic™” upen which the well is located. The payments by, and the
assiznments or leases 10, the assigness shall be 1n 3 razio based upon the relationship ci their respective percentaye of pasticipation in the

Centric Area to the aggregate oi the percenc ges of farticipaticn in the Contract Area of all assignees. There shall be no readiustment of
interests in the remaining portion of the Conuic Area.

Thereafrer, abandoning parties shall have no further responsibility, liability, or interest in the operation of or produciion from
the well in the interval or inzervais then cpen cther than the royalties reained in any lease made under the terms of this Article. LUpon re-
quest. Operater shall continue 10 operaze the assivned well for the acceunt ef the non-abandoning parties a: the rates and charges con-
templated by this agreemenc. plus any addiucnal cost and charges which may arise as the result of the sepurate ownership of the assizned
well. Upon proposed abandonmen: of the producing intervai(s) assigned or leased. the assignor or lessor shall then have the option o0
repurcnase its prior inzerest in the well (using the sams valuadion formula) and participate in furcher operations therein subject to the pro-
visions hereot.

3. Abandonment of Non-Consent Orerations: The provisions of Acticle VLE.L or VLE.2. above shail be applicable s betwesn

Consenting Parties in the event cf the proposed abandonment of any well excepied from said Articles: provided. however, no weil shall be

permanentiy plugg=d and abandensd unless and undil all parties having the right to conduct further operations therein have besn notified

of the »ro: sban donr‘em :nd afforded the oppertunity o elect to ke over the well ia accordance with the provisions of this Article
r -

V1L

ARTICLE V1I.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The labiiity of the pardes shall be sevessl. not joint or collective. Each party shail de responsidle oniy for it coligaticas. wd
shall be liable cnly for its progortionzte share cf Qe costs of devaicping and cperating the Conwract Area. Accordingly, the lens granted
among the partes in Arucle VILB. are given 1o sevure only the debus of each severally. It is rot the intenson of the parties to cz2ate, nor
shail this agreement be consirusd as creating, 3 Mining or other parinesship or association, or to render cthe partes liabie as partners.

B. Liens and Payment Defaults:

Esch Non-Operator grines to Operazor a Len upen its oil and gas rights in the Conzract Area. and a secusity interest in its share
of cil andlor gas when extracted and its intezest in all equipment, to secure pavrnent of its share of expease, togesher with interes: thereon
at e rate provided in Exhibit “*C"". To the extent that Operater has 3 security interest urnder the Uaiform Commercial Coce of the
state, Operator-shall be encitled to exercise the rights and remedies of a secured party under the Code. The bringing of 1 suiz and the ob-
mining of judgment by Operator {or the secured indebtedness shai not be desmed an eleciion of remedies or otherwise aifzct the lien
rights cr security interest as security for the pavment thereol. In addition. upen defauit by any Non-Operazor in the payment of its share
of expense, Operacor shall have the right. without preiudice to other rights or remedies. @ callect from the purchaser the precesds irom
the sale of such Nen'Operator's share of =il andior 333 unul the amount owed by such Non-Operater. pius interes:. has been paid. Exch
purchaser shall be entided to relv upen Operator’s writien statement concerning the amount of any default. Operator grans a like lien
and security intersst to the Non-Orerators to secure pavment of Operater’s proporuonats share of expense.

If any party fails or is unable to pay its share of expense witkin sixey (G0) days after rencition of 1 siazement therefor By

Operator. the non-<gefaulting parties. including Cperator, shail. upon request by Operator. pav he ynpaid amount in the praporon e

the nterest of each such party bears 1o the interest of 3l such pardes. Bach pariv so paving its share of the unpnd amcune s
re:mbursement hecesi, Se subrogated o the security rights described in the foregoing paragraph.

C. Pavments and Accouating: .

Excezt as herein ctherwise spezificaily provided. Operator shall promzely pav and discharge expenses incurred in the deveicpment
and operation of the Contracs Arex pursuant o this agrezment and shall charge each of the parties herern with their respective prepor-
sSonate shares upon the expense pasis previded in ExRibic *"C™". Operator sail kewp an acturate recerd of the jeint account hereuncer.,
showing expenses incurrsd and charges ind credics made and received.

Operator, 3t its electien, shall Rave he righs from time to tirme to demand and receive from the other pactics payment in advance
of their respective shares of the estimated armount of the expense 10 be incurred in operations Receunder during the aext succesding
month. which right may be exercised oniv by submission @ 2ach such party of aa izemized statement of such estimated expense. fogesser
with an invoice for its share theresf. Each such swaatement and invoice fer the pavment in advance of estimated expense shall te subrmitied
en or beiore the 20th day of the nex: prezading mondh. Exch parsy shall pay 0 Operatcr its proporuicnate share of such estimate witihun
fifzeen {15) dayy after such estimate and invoice is received. If any parey fails o pay its share of 1aid estimate ~idua said time. the amoun:
due shal bear interest 28 proviced in Ixhidu "C™" undl paid. Proper sdiustment shall be made monthly berwern idvinces 3nd 2cual ox
pense 0 the end that 2ach pamy shail Sear and pav its proporucnate share of actual sxpenses incurred. and no mcre.

D. Limitation of Expencitures:
1. Drill or Cersen: Withous e sonsent 3 il parties. no weil shall Ye drilled or deepened. excent any weil drilled or despened
;u.'sx..xn: 1 e provisicas 3 Arucis V193 2 of this sereement. Consent @0 e inlling or despening shall inciude:
.
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ARTICLE VII v
continued |

MODIFIED

R . . ey . . .. oo . . .
é Crtion No. 1: All nevessary expenditures for the riiling or devpening, tesuny. compieting and equipping of the well, including
necessary tankage and.or surixe facilities. : l

T Option No. 2: All necessary expenditures for the drilling or deepening and testing of the weil. Whea such well has reached its
authorized depdh, and all tests have been completsd. and the resuls thereof furnished to the pardies, Operator shall give immediate notice
to the NenOperators who have the right to parnicipaie in the completion costs. The parties recziving such aotice shall have fortyeight
(485) hours {exclusive of Saturday, Sunday ard legai helidavs) in which ta elect 10 purticipaze in the seszing of casing and the czmpieticn at-
tempt. Such eleczion. whea mace, shall include consent to all necessary expenditures for the completing and eyuipping of such well, in-
cluding necessary tankage and'or scrizce facilisies. Faiiure of aay party recsiving such notice to repiy within the period above fixed shail
constitute an election by that party not o participaze in the cost of the compietion atcernpt. If one or more. but less than all of the parsies.
elect o set pipe and to atternpt a compiction, the provisions of Article VI.B.2. hereof (the phrase *‘reworking, deepening or plugpzing
back™ as contaired in Article VLB.2. shall be deemed to include *sompleting ™) shall apply o the operations thereaiter conducted by less
than all partes.

2. Rework or Plug Back: Withiout the consent of all parties, no weil shall be reworked or pluggad back except 3 well reworked or
plugged back pursuanc to the provisions of Article V1.3.2. of this agreement. Consent to the reworking or plugging back cf a weil shall
include ail necessary expenditures in conducung such operations and complezing and equipping of s3id well, including necessary tankage
andlor surface facilivies.

3. Other Orerations: Without the consent of all parties, Operator shall rot undertake any single project reasonubly estimated
1o require an expenditure in excess of_Twenty Five Thousand Dollars (5_25.000.00 }
except in csanecuon with 3 weil, the drilling, reworking, dezpening. compieting. recompieting, or plugging back of which has been
previously authorized by or pursuant to this agresment; provided, however. that, in case of explosion, jire. flocd or other sudcen
emergency, whedher of the same or diiferent nature, Orerator may take such sieps and incur such expenses as in its cpinion are required
to deal with the emergency to salepuard Lle and progerty but Operater. as promptly as pessible, shall report che emerzency to the other
parties. If Operator jrepares an authority for expenditure (AFZY for its own use, Operator shall furnish any Noa-Operator 5o reguesting
an information copy theresf for any singie project cesting in excess of_Twenty Five Thousand
Doitars ($23,000.00 ) but less than the amount first set iorth above in this paragraph.

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

Rentals, shut-in well paymenss and minimum roysities which may be required under the terms cf any lease shall be zaid by the
party or parties who subjected such lease 10 this agresment at its or their expense. [n the 2vent two or more pirties own and have con-
tributed interests in the samne lease 1o this agreement, such parties may designate one of such parties 10 make said pavmens ‘or 1nd on
bekalf of all such parties. Any parzy may recuest. and shall be enuizled to receive. proper evidence of all such payments. In the event of
faflure to make proper payment of any rental, shut-in well pavment or minimum rovaliy through mistake or cversizhs where such pay-
ment is required 9 conzinue the lexse in force, any loss which results from such non-payment shall be borae in accordance with the pro-
visicns of Arnicle [V.B.2.

Operatcr shail rotify NonOrerator of the antzirated complezion of 3 shui-in gas weil. or the shutiny in or return to production
of 3 producing gas well, at least five (5) davs iexcluding Saturday. Sunday and legal hoiidaysl, or at the earlies: opporzunity permitted by
circurnstances, prior o taking such action, but assumes no lisbility for {zilure to do so. In the event of failure by Operater w0 50 notiiy

" NoaOperazor. the loss ci any lezse conzributad herero by Non-Operatcr for failure to make timely pavments of anv shurin well Fayment
shaill be boerie ioindy by the parties herezo uader the provisicns of Article [V.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereoi. Operator shall render for ad valorem taxadien all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon hefore they
become delinquent. Prior to the rendition date. each Non-Ogperator shall furnish Operator informnation as to burdens (2o include. but rot
be limited to, royaliies. overriding revalties and production payments) on leases and dil and gas interests contridbuted by such Nen-
Operator. If the assessed valuation of any leasenold estate is reduced by reason of its being subject to cutstanding excess ravaites. over-
riding royaices or production paytments. the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owmer or
owners of such leaseheld esite, and Operater shall adjus: the charge to such onmer or owners 50 as 0 retlect he tenefit of such recduc-
tion. If tie ad valorem taxes are based in whole or in part upon separate valuations cf each party’s working interest, thea sotwithsanding
anvthing to the contrary herein. charges o the jeint account shall be made and paid by the parsies hereto in accordance ~ith the tax
value generated by each party’s working inzerest. Operator shail bill the other parties for their proportionate snares of 9} he 51}-m¢n:;;a-

I Operator considers anv tax ssessment impreper. Operator may. at s discresion. protest within the tme 4nd manner
prescribed by law, and prosecuze the preiest 1 4 finai determination, uniess il parties agree 1o sbanden the oratest prior o final decer
miraten. During the pendencr of s€minsirztive or judicial proceadings, Operator may elect 1o pay. under pretest. 2il such taxes and :ny
interest and penalty. When any such protested sssessment shail Rave bern finally determined. Cperasor shsil zav the 2ax for the ioing 2c-
count, together with any interss: 3nd pendity 3cruel. and the total cost shall thex be 2ssessed azainst the parties. 2nd e paid By them, =

e agmes

Each party shall pay or c3use 19 be raid al procuctcn, severance. axcise. 3tlering and other taxes imposed uson or Vis® restes
par ) 7 ¢ L ; :
the sredeczion or handing of such party’s share of ol andier pas zraduces under the @

S 2@rezment.
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ARTICLE V11
continued

G. Insurance:

At all times while cperatiens are conducted hereunder, Operator shail comply with the workmen’s compensation law of
the staze where the operstions e being conducted: provided, howewer. that Operator may be a se!f-insurer for liabilicy under said com-
pensation laws in which event the only charge that shall be made to the joint iccount shall be as provided in Exhibit **C™". Operater shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit “*D™", attached to and made 3 part
heresf. Operator sha!l require all contraciars engayed in work on or {or the Contract Area to comply with the workmen’s compensation
law of the state where the operations are being conducied and to muintsin such other insurance as Operator may require.

In the event autcmobile pubiic liadility insurance is specifiad in said Exhubic *'D™", or subsequently receives the approval of the
parties. no direct charge shail be made by Operator jor premiums puid for such insurance for Operator’s Jutemotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surreader of Leases:
The leases covered by this agreement. insofar 25 they embrace acreage in the Conuact Area. shall not be surrendered in whole
oc in part unless 2l parties censenc thereto.

However, should any party desire to surrender i interest in uny lease or in any pertion thereol. and the other parties do not
3g-ee or consent thereie, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in
such lease, er porticn therecf. and any well, material and equipment which may be located thereon and any righss in preduction
thereaiter secured, 1o the partes not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
teress, the assigning party shail execute and dediver to the party or parties not consenting o such surreader an oil and gas lease covering
such oil and gas interest for 3 term of ane (1) year and 5o long thereafter s oil andlor gas is preduced from the land covered theredy, such
lease 1o be on the form attached herezo as Exhidit "B, Uron such assignment or lease. the assigning party shall be relieved frem ail
obligaticns therezfier sccruing. but not therercfore accrued. with respect to the interest assigned or leased and the cperaticn of any well

wributable thereto. and e assigning party shall have no furthier interest in the assigned or leased premises and its equipment and pro-
ducticn other than he rovaities recaired in any lease made under the terms of this Article. Tre party assignee or iessee shall pay o the
party assignior or lessor the reascnable salvage value of the latier's interest in any wells and equipment ateribyzabie o the 1ssigned cr l=as-
«d acreage. Tie value of ail mazeriai shall be derermined in accordance with the provisions of Exhibic *'C™", less the estimazed cost of
saivaging and the estimated cost of piugging and abandenirg. If the assignment or lease is in favor of more 2han one parsy, the interest
shall be shared by such parties in the proportions that the incerest of exch bears to the toul interest of all such parties.

Any assignment, lese or surrender made under this provision shall noc reduce or change the assignor's. lessor’s or surreadering
party’s interess as it was immediately beicre the 1ssignrment, lease or surrender in the balance of the Conwract Area: and the acreage
assigned, leased or surrendered. and subsezuent operations thereon. shall not chereaizer be subject o the terms and provisions of tais

agresment.
B. Renewal or Exteasion of Leases: . .

If any party secures a reneaal oi anv oil and gas lease subject (0 his agreement. all other parties shail be nedfied prompdy, arnd
shail have the night for 1 peried of thirty (30) days joilowing receipt of such notice in which 10 2lec® to particizate in the ownership of the
renewal lease, insofar as such lease affecy lands within the Conwact Area, Dy paving ro the party who acquired it their several proper pro-
sortionate shares of the cguisiticn cost allecated to that par: of such lease within the Coneract Ares. which shail he in propersion o the
intecests held st dhae time by che pirties in the Convact Area,

If some. but less than 1l of the parties elecs to participate in the purchase of 3 rene~al lease, it skail be owned Yv the pariies
who elect 0 partdcrate thersin, in 2 rago tased upon the relationship of their respecsve percentage of participation in the Contract Ares
0 the aggrezate of the percenapes Of parucization in the Canact Area of ail parties paricipating in the purchase of such renewal jease.
Aay renewsl lease in ¥nich lews thaa Il Fardes eiscr to parucipate shall ot be subjest o this agreement.

Each party who participates in the purchase of a reaewai lease shail be given an assignment of its proportonats interest therein
by. the acquiring parzy.

The provisions of this Article stail ap7ly 0 remewal leases whether shev are for the entire intessst covered by the expiring lease
of cover oniy 3 pOrton of its area or an incerest therein. Any renewal lease taken befere the expirazion of its predecessor lease. or taken or
coneracied for wizhin six 10 Moty dlter e expiraticn of the exisung lease skall de¢ subdtecs: 1o this provision: bus iny lease 3ken or ¢zn-
wacted for more thaa six (G monehs after e expirasion of an existng iease shall not e deermed 1 renewai lease 3ad shall noc be sutiect 3
e provisions of this sgresment. ’

Tre previsicns in this Artcle shal 3iso be scpiicadie 10 2xeensions of ci and g2 leases.

C. Acreage or Cash Contributions:

Whije this agreement 5 in icrce. ¥ any parey conwacs o 3 canwibunon of casa towards e Jrilling of 3 weil or 11y otter
operstion on the Conwacs Area. such conmduuce sinall Ye p3id 10 the sarty who canaucied e d.‘il‘lir.g or other cperagon and sthal be
suzon De in me orm of acveige, (Re panty 15 ¥hem e Jon-
raacy of utle. to ihe Drniling Parzues in 4 proporticns

Jpried Dy it 3z3inst the o3t S wsh =y or other sreraion, If e dan

wiousen is Mmade skl ~ramady
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ARTICLE V111 MODIFIED
continued

said Drilling Parties thared the cost &f drilling the weil. Such acreaye shall becorme 2 separate Contract Area and. 1o the extent possible, be
governed by provisions identical to this agrezment. Each party shall promiptly notify all other parties of any acreage or cash contributions
it may obuain in support of any weil or any other operation on the Coniract Ares. The above provisions shall also be appiicable 0 op-
tiona] rights to earn acreage ouwside the Contract Ares which are in support of a well drilied inside the Contract Area.

It any party conwracts for any considerstion reiating 1o dispusition of such partx’s shure cf substances produced hereunder, such
consideration shall aoxt be desmed 3 conisibution as con(:";bw‘ i this Asucle VIILC,

D. Maiatenance of Uniform Interest:

| YIS LX) A amelmeaimiaa ......-,...:... D Ty S R P TS S I RO O A P I U & PO T ey

party shall seil. encumber, transier or —uke ot.."er disposition of its interest in the le.:.ses embraced within the C +~+7C5 and in wells,

equipment and production unless such disposition covers either:

arresc

1. the entire interest of the party in 2liezees™T3G equipment and production; or

A peral omdiided rrpcuce im 30 Yasgme smd seiimemcne amd acndiceiaa fa thy (Famissas 3pps
L e v <

Every sve% sale. encumbrance, wransier or other dispositicn made by any party shall be made expressiy subject to this agreement

" and shall be made without prejudics to the right of the other parties.

U. at any time the interest of any party is divided among and owned by four or moce co-owners, Operator, at its discretion, may
require such coowners to appoint a singie wrustee or agent with full authority to receive notices, approve expeaditures, receive billia 33 for
and approve and pay such party’s share oi the joint expenses. and to deal generally with, and with power to bind, the co-owners oi such
Farmy’s intezest within the scope of the operaticns embraced in this agreement: however, all such co-owners shall have the right to enter
into and execute all contraces or agresments "or the disposition of Wheir respective shares of the oil and 215 produced from the Coatract
Area and they shall have the right to receive. separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permicted by the laws of the state or siates in which the property covered hereby is located. each party hereto owning 3n
undivided interest in the Contract Area waives any and all rights it may have to partition and have set asiCe t0 it in severaity its uncivided
interest therein.

i L - PP PPORIPY I - RS UE P e NPT YR
hd -

Should any party desire 1o seil ail or aay part of its interests under this agreement, or its rights m@rests in the Conwace
Area. it shail prompdy give writies notce 1 the other parties, ~vich fuil inicr'mdon concernizaersrroposed saie. vhich shail include che
rame and address of the prospestive jurchaser (whe must be ready, willing and o> Turcnasay. ..‘u purchase price. and all other terms
“773 pericd of ten 110) days after receipt of the zodice, pur:.‘::se
on tie samse terms and conditions the interest which s%e<TRer party proposes o sell: and. if this opaonal right is execcised, the purchas
ing puﬁe shall share :he purchased ic:aeestTin the projorions that the incerest of exch bears to the total interest of afl purchasing sar-
T3 preiecential right 10 purchase in those cases ahers any party wishes to morigige its interesis. or 9
arerss by merger, resrganization, ¢enssiidaticn, or sale ¢f :l‘ or substantiaily all of its assess 10 2 sutsidiary or p2ren: com-

P
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This 3gresement is not intenaded 1o create, and shall rot de consurued to create, a relztionship of partiesship or an asseciadon
for ;rofit berwesn cr among e pardes hereto. Norwithstanding any provision herein thas the righos and Uabdilives hereznder are several
and =o¢ joint or callective, or that this 33reement and operatons kereunder shall not consttute 2 partrership. i, for federal income tax
purposes. this agreeent and the cperations hereunder are reg*rc‘e-:l 1s 3 parmership. exch party heredy affected elects o be excluded
from the spplicazion of all of the provisions of Subchapter *"X™", Chaprer 1. Subude "*A™", of the Internal Ravenue Coce of 1934, as per-
micted and authorized by Sectien 761 of the Code and tre 'eguhuor.s promulgated thereunder. Operator is sutherized and Jirected o ex-
ecute on behalf of each party heredy affacied such evidence of this electicn as may be required by the Secretary of the Treasury of the
Unized Scates or the Feleral Internal Revenue Service. inclucing specifically. but not by aay &f limitation. sll of the recuras. statements.
and the dara required by Federal Reguliicns 1.761. Should there be anv requirement that each pariv hesedy affected give further
evidence of this eiection. each such party shall exezure such Jocuments and furnish such cther evidence us =3y De required by ke
Federal Internal Reveaue Service or 13 may be necessary o evidence this elecuon. No such parey shall give any netices or take any othe
acuon inconusient with the electicn made heredv. U snyv present or future income ax faws of 'He state or s3ares i wnich the C..n rage
Area is lecazed or any future inceme fax Lws of the Unued States caniain provisiens similar to it Suechagzer N7, Chapeer 1.
Sudticie " A" of the Internii Revenue Cade of 1994, uncer vhich an eiessicn similar to thae pra\-n‘.‘ed by Section ~Oi of the Cade s ser-
mited. exch pariy heredy ailecizd shall make such elecion is may Se permitted or reguired by such laws. In making the ioregving siec-
tion. e3ch such party states Liat e income Jesived By such party {rsm cperaticns hereunder can be adecuately deiermined nithout the
cerputanon o paritersiip axacie income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operater may seule anv single uninsured third party damaye claim or suit arising from operations hereunder if the expenditure
does not exceed Five Thousand . Dollars
(£_3.000.00 Vand if the payment is 1n compizte settlement of such claim or suit. If the 2mount required for settlement ex-
cesds the Jbove amount, the parues here:d shall assume and take over the further handling of the claim or suit. uniess such authority is
deiegated to Operator. All costs and expenses of handling, sestiing, or otherwise discharging such cizim or suit shall be at the joint ex-
pense of the paruies participating in the cperation irem ~hich the claim or suit arises. If 3 claim is made against any parey o if anv purty is

sued on sctount of any macter ansing from cperations hereunder over which such individuai hus no concrol because of the rights given
Operator by this 3greement, such party shall immediately nouiy all other parties. and the claim or suit shall Se treated as any othzr claim
or suit involving operations hereunder. ’

ARTICLE XI.
FORCE MAJEURE

It any party is rendered unable. wholly or in part, by force majeure to carry out its obligazions under this agreement, other than

the obligation to mike money pavments. that party shall give 0 all octher pardes prompe written notice ¢f the force majeure with
reasonably full particulars concerning it thereupon, the obliations of the party giving the nctice. so [ar as they are affecied by the force
majeure. shall be suspenced during. but no lonyer than, the continuance of the force majeure. The aflected party shall use ill reasonable
diligence to remove the force majeuse sitvation as quickly as practcable.

The requirement that any force majeure shail be remediad with all reasonable dispaich shall not require the settlement of strikes,
leckouts. or other laber difficuizy by the sarty involved, conzrary to its Mishes: how all such diificulties shall e handled shall be entirely
within the discrezion of the pariv concerned.

The term “‘ferce majeurs™”, 25 here emploved. shail mean an act of God. strike. lockout, or cther industrial disturbance. 3¢t of
the public enemy, war. bleckade. pubiic riot. lightning, fire, storm, flood. explesion, yovernmenta! action. governmental Jdelay, resiraint
or inaction. unavailabiiity of equipment. and 1ny cther cause, whether of the kind speaiically enumerated above or otkerwise, which is
not resonadly within the control of the party clriming suspension.

ARTICLE XIIL
NOTICES

Al nctices authcrized or required betwesn the parties and required by uny of the provisions cf this agresment, unless atherwise
specificaily provided. shali be given in ariung by mail or {el‘ir:m. "os:zg— or charges prepaid. or by telex or telecopier and addressed 0
the parties 0 whom the nctice is given 2z the addresses lisced on Exhidbic “"A™". The origirating notice given under any grovision herect
shiil be deemed given oniv when received by the farty 10 whem such nctice is directed. and che time for such party o give 1av notice in
response thereto shail run from the 2ate the originating notice is received. Tae second or any responsive nodce shail be deemed yiven
when deposited in the mail er vith the teiegraph company, with pestage or charges prepiid. or sent by telex or telecopier. Sach parsy
shail have the right 10 change i3 a2dress 3t any time, and from time 1o time. by giving wricten notice thereof to all other parries.

ARTICLE XIIL
TERM OF AGREEMENT

This agresment shali remain in full force and effect as to the oii 1ad gas leases andior oil and gas interests subject here:d for the
sericd of time selected Delos: providsd. however. £io party herero shail ever be construed as having any righe. ciele or interest in or 0 any
lease or oil and gas intersst contributed by any odher party bevond the ierm of this agreemen:,

= Orton No. |: Solong 15 any of the oil 1nd 325 leases sudiect to his agreement semain of re continued in force as 0 any Fare
of the Conzract Ares. whether by procuction. extension, renewsi or otherwise,

X Orptien No. 2 In the evenr the weil described in Arzicle VIAL or any sutsequent well Jdrilled under anv provision of zhis
Jiresment, resuls i precucticn of oil and’or g5 ia paving quantites. this agresment shall continue in torce so long as any such well or
wells produce. of are capadle of producticn., 1nd for an addizionai period of 90 davs from cessazien of ail preduction: provided,
however. if. prior to the expiration of such additiona! pesiod. one or more of the parties Rereto sre engaged in drilling. reserking. Jeepen-
ng. pluysing dack, testing or sitempung o compieze 3 well or wells hereunder. this 1greement shall continue in force unsil such opesa-
tons have been compieted :nd if :r:duc ion results therefrom, tais 2oreemen: shail conzinue ia foree 1s provided herein, [n the evens the

well Sescribed 11 Arucie VLA or iy subsequent well drilied nersuncer. results in 3 &oy Rote. and ro other weil s praduciny, or czpabiz

of praducing oil 3ad or 233 rom che Contract Area. this agrzemen: szl tzrminate urless deilling, deezening. piugeing cack or revark-

ing operaticns are sommenced iz _ 90 dovs frem ihe Zate of sRandenmens of said well.
lt is agresd. however. that the ermunmation Of this seresment siall roc relleve any party her2d from anmy labiity which has

aceraed or a::ached price o the €3t St such larTnzuen.
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ARTICLE XIv.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agrezment shall be subject o the conservaticn laws of the state in which the Contract Area is lovated. 10 the valid rules.
regulations. and orders of any duly canstituzed regulatory body cf said state; and to 4il other applicable federal, state, and locai laws, or-
dinances. rules, reguladons. and orders,

B. Governing Law:

This agresment and all matters pertaining hereo. including. but not limized to. macters of periormance. ncn-periormance. breach,
remedies, procedures. rights. duties and interpretation or constwruciion, shall be governed and de:erm'Needwby '\ee)é.;iu&%( the state in which
the Contract Area is locazed. If the Contact Area is in two or more states, the law of the state of
shall govern,

C. Regulatory Agencies:

Nothing herein conzaired shall grant. or be construed to grant, Operator the right or authority to waive or relesse any rights.
privileges. or obligations whick Non-Ogerators may have under federal or state laws or under rules, regulstions or crders pramulyated
under such Iws in reference o oil. 223 and mineral cperations. including the location, operztion, or production of veils. en tracs ofiser
ting or acjacen: to the Ccawac: Area.

With respect to operaticns hereunder, Nen-Operators agres to release Operator from any and all losses. damages. injuries. chaims
and causes of action arising cut of, incident to or resuling directly er indicecily from Operator’s interpretacion or appiication of rules,
rulings. regulaticns or orders ¢f the Department of Energy or predacessor or successor agencies t9 the extent such interpresation or 3p-
plicazion wis made in good faith. Ezch Non-Orerator further agress o reimburse Operator for any umountes applicable o such Non-
Operator’s share of production that Operazer may be required to refund. rebate or pay as a result of such an incorrec: interpresation or
appiication, together with interest and penalties thereon owing by Operator as 3 result of such incorrect interpretation or apglication,

Non-Ogperators autherize Operator to prerace and submit such documents as may be required to be submimed to the purchaser
of any crude oil sold hereunder or to any ccher person or entity pursuant to the requirements of the **Crude Oil Winélall Profic Tax Acx
of 1950°", a5 same may be amended frem time t0 time (" Act”"). and any valid regulations ¢or rules which may be issued by zhe"l're:uury
Dezarument from time to time pursuant to said Act. Each rarty hereto agrees 10 furnish any aad all certificaticns or ocher information
which is required to be furnished by said Act in 3 umely manner and in sufiicient deszil to permit comgliance with said Azt

ARTICLE XV,
OTHER PROVISIONS

A. Additional Provision Regarding Renewal or Extension of Leases:

Notwithstanding anyvthing to the contrary contained within Article VIILB., each party
(contributing party) contributing a lease or leases (original lease) to this agreement saall
have the option, but not the obligation, at any time prior to and for sixty (60) davs aiter
the expiration of the original lesse to renew such lesse and to alone bear the cost and
expense thereof and thereby maintain its right, title and interest in the tract or tructs
included in the coriginal lease and the renewal thereof. If more than one party owns an
interest in the original lease, the option granted herein shall inure to the benefit of 3uch
parties jointly enc severally. If any party hereto other than the contributing party
(renewing party) renews the lease at anv time, the renewing party shall furnish the con-
tributing party an itemized statement of the total cost and expense incurrsd in acquiring
such renewal lease. The contributing party shall have sixty (60) days after the receipt
of such itemized statement to reimburse the renewing party in full. If the contributing
party makes such reimbursement, it shall receive from the renewing party an assignment,
subject to this agreement, of all right, title and interest in and to the rene'wal leese. I[f
the contributing perty either renews such lease at its expense, or fully reimburses the
renewing party, the perties' interests hereunder in the Contract Area shall remazin
unchanged. II the contributing party exercises neither of the options proviced above it
shall thereby forfeit its rights uncer this Article XV.A., as to such renewal lease ané the
renewal lesse shall thereafier be subject to all the terms and conditions of Artiele VIIL3.
hereof. This Article XV.A. shall apply in-like menner to extensions of leases.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon 1nd shall inure to the benefit of the parties hereto and to their respective heirs, devisees,

legal representauves, successors and assigns.

This insrument may be executed in any numter of countersarts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREOF, this agreement shail be efiscive asof __14th  dayof __August 1986 .

OPERATOR
AMOCO PRODUCTION COMPANY

e b O,

NON-OPERATORS
KINDERMAC PARTNERS, 5 Colorado

General Partnership
)
_77TLE Attdrney>In-Fact
s B
MERIDIAL 0IL, INCORPQRATED

ATTEST:
. By:
Secretary TITLE:

STATE OF COLORADO )
CITY AND 1 ss.
COUNTY OF DENVER )

o -The foregoing 1nstrument was acknowledged before me th1s/z?¢{day of
s naq.np . , 1986, by A /) /). v s Attorney-in-Fact on
ehalt 01 Amoco Product1on Tompany. 7 .

-~ WITNESS My Hand and Official Seal, /////

My Commission expires Ju

My Commission expires:

STATE OF COLORADO )
. SS.
COUNTY OF ARAPAHOE)

The forego1ng instrument was acknowledged before me th1sc§ day of

%% » 1986, by rome P. _McHugh as ?:t_g:ng% IR Fact
on fR ndmmwc Partners, a Colorado General Partnership.

WITNESS my hand and official seal. -

T -

otary Public

Address: 650 S. Cherry St Suite 12?5

My commission expires: 9-26-90 Denver, CO 80&22

e b o

Attorney in-Fact cﬁb IQB
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1 ARTICLE XVL
2 MISCELLANEOUS
)
4 This agreement shall be binding upon 3nd shall inure 1o the benedit of the partics hersto and o their respective heirs, devisess,
b) legal repretenuitives. successors and assigns,
6
7 Ths inszrurment may be exccuied in any numeer of counterparts, each of which shall be considered an original for 3k purpeses.
k]
9 IN WITNESS WHERSOF, this agreement shail be eiizctive as of __14th  dayof ____August 1986 .
10
11 !
12 OPERATOR .
15 AMOCO PRODUCTION COMPANY :
14
13 i
16 ' g .
17 By: . v
18 Attorney-in-fFact A # 5

: e |
19 : ‘
x
21
. NON-OPERATORS |
2 KINDERMAC PARTNERS, a general partnership
3 ATTEST:
26
27
28 B_y .

TITLE:

e Sec ry :
i? T\/ b MERIDIANJEIL ING).

ATTHST /L \/1 | / |
32 / | |
33 }3 /\’ By: ['L /

(Secretar TITLE: Vice President
33 Randolph P. Mundt . D. L. Black

3% STATE OF COLORADO )

Y . CITY AND :ss.
o - COSNTY OF DENVER )

:‘:  The foregomg 1nstrument was acknow]edged before me th1s/£, '.’éay of

e 2 1986, by (/= o/ /74 ool 38 Attorney=in-Fact on

a3 5 ﬁ '? of Z(moco Productwn Company. .

44

45 WITNESS My Hand and Official Seal.

4

47

4 otar_y

:: My Commission expires: My Commission expires June 20, 1990

3  STATE OF COLORADO )
CITY AND. : Ss.

> COUNTY OF DENVER )

3
% The foregoing instrument was acknowledged before me thwsﬂ jay of

-7 , 1986, by as

58 on beha1f or Kmdermac Partners, a general partnership -
9 . o
60 WITNESS my hand and official seal. -
6l
62 . =
63 Notary Public
& 1 -
: My commission expires: 1 e L
67 ‘ R
63
69 l -._.: - e -

0 —. Cee e

* .
- - s

.1 !



STATE OF  TEXAS )
. Ss.
COUNTY OrF HARRIS )

e for goiq@ instrument was acknowledged before me this,Z=day of
/ﬁ:éﬁu [97. by D.L. Black as

Vice President ’ on behalf of Meridian 011 Inc.

WITNESS my hand and -official seal.

////Ndfﬁry'Pub11c

My commission expires: é";;59/; c%iJ;/




EXHIBIT "A"

Attached to and made a part of Operating Agreement dated August 1, 1986,

between Amoco Production Company, "Operator", and Kindermac Partners,

General Partnership and Meridian 0il Inc., as Non-Operators.

Rio Arriba County, New Mexico

IT.

111,

Lands Subject to This Agreement

Township 26 North, Range 2 West, N.M.P.M.

Section Z22: t/¢

As to rights from the surface to the base of the Dakota.

Percentages of Fractional Interest of Parties to This Agreement

A. Amoco Production Company 0.5726562
B. Kindermac Partners 0.3648438
C. Meridian 0il Inc. 0.0625000

T.0000000

Addresses of Parties

Operator
Amoco Production Company

P. 0. Box 800
Denver, Colorado 80201

Non-Operators

Kindermac Partners, a General Partnership
650 So. Cherry, Suite 1225
Denver, Colorado 80222

Meridian 0i1 Inc.
P. 0. Box 4289
Farmington, New Mexico 87499

a



LEASE SCHEDULE

Iy

EXHIBIT "A" PAGE 1 of 2 STATE OF NEW MEXICO COUNTY OF RIO ARRIBA
RECORDED
LEASE NO. LESSOR LESSEE DATE DESCRIPTION BOOK PAGE
657182BB- Edward L. Howard, Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 16
et ux. Exploration, Inc. Section 22: E/2 NE/4
657182BF~ Robert B. Howard, Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 24
et ux. Exploration, Inc. Section 22: E/2 NE/4
.Vvawwmu Letty Carolyn Howard Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 497
Exploration, Inc. Section 22: E/2 NE/4
657182BN- Anita H. Kramer Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 495
Exploration, Inc. Section 22: E/2 NE/4
657182BP~ Rita Louise Willis & Wiepking-Fullerton 06/26/87 wotsmzwb 26 North, Range 2 West 104 07
Bank of Oklahoma, N.A. Exploration, Inc. Section 22: E/2 NE/4
Co-Trustees of the
Rita Louise Willis Trust
657182BS- Augustus P. Loring III, Hunt Walker 07/01/90 Township 26 North, Range 2 West 103 970
et ux. Section 22: E/2 NE/4
657673-A~ Melvin D. Rueckhaus, Hunt Walker 07,/02/89 Township 26 North, Range 2 West 103 976
et ux. Section 22: W/2 NE/4, SE/4
37673-B- Thomas Richard Seifert, Amoco Production Company 03/20/88 Township 26 North, Range 2 West 107 659
et al. Section 22: W/2 NE/4, SE/4
-—- Kirby Exploration Co. Kindermac Partners 04/20/87  Township 26 North, Range 2 West 111 937
of Texas Section 22: E/2 NE/4 ‘ )
-——-- Susan Elizabeth Schulze Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 138
. Section 22: W/2 NE/4, SE/4
—-——- Harold Adkins, et ux. Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 153

ASGB32

Section 22:

wW/2 NE/4, SE/4



LEASE SCHEDULE

EXHIBIT “A" PAGE 2 of 2 STATE OF NEW MEXICO

COUNTY OF RIO ARRIBA

RECORDED
LEASE NO. LESSOR LESSEE DATE DESCRIPTION _BOOK _ PAGE __
- Edgar Alfred Boring, Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 25
et ux. Section 22: W/2 NE/4, SE/4
-— J. W. Jones, et ux. Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 102 972
Section 22: W/2 NE/4, SE/4
wn John C. Robertson, Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 28
- et ux. Section 22: W/2 NE/4, SE/4
-—— U. S. Royalties Jerome P. McHugh 09/03/88 Township 26 North, Range 2 West 108 938
Corporation Section 22: W/2 NE/4, SE/4
-——- A. G. Hill, et ux. Jerome P. McHugh 12/24/86 Aozsm:wv 26 North, Range 2 West 114 639
Section 22: W/2 NE/4, SE/4
- Frederick Harold Davis Meridian 0il 06/20/88 Township 26 North, zmswo 2 West 113 159
aka Fred Davis and Production, Inc. Section 22: E/2 NE/4
Sarah A. Davis, et ux.
)
DN/tle
+110486

"ASG832




EXHIEIT "B"

The interests contributed to the Unit Area by all of the parties signatory
to the Operatin§ Agree:'nent to which this Exhibit "B" is attached ere oil and
ges leasehold interests, es cppesed to unleased oil and gas interests, and, for such
reason, it is deemed unnecessary to attach a form of Oil, Gas and Mineral lease
to said Operating Agreement as otherwise required by Article IILLA. of said

Operating Agreement.
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Recommended by the Council |

Attached to and made a part of _that certain Operating Agreement by and between

TULSA O 74101 Societies P ][

EXHIBIT R

Amoco Production Company as Operator and Kindermac Partners, a general

partnership and Meridian 0il Inc., as Non-Operators.

)

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS ‘

Definitions

“Joint Prodperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedu‘\re
is attached. !
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and maini}e-
nance of the Joint Property.
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are w be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Parties” shall mean Operawr and Non-Operators.
“First Level Supervisors™ shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employvees and or contract labor directly employved on the Joint Property in a field operating capacity.
“Technical Emplovees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills. and whose primary {unction in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Juint Proper:y.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Op=rator’s employvees.
“Material” shall mean personal property. equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

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

Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance lh‘e‘ir
share of estimated cash outlay for the succeeding month’s operation within [ifteen (13) days after receipt of the bill-
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (13) days after receipt. If pavment is not made
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect at Chase

on the first day of the month in which delinquency occurs plus 1'%t or the maximum

contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever

is the lesser. plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided. however. all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months {ollowing the end of any such calendar yeur.
unless within the said twenty-four (24) month period 1 Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V. ‘

i

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5.

U
Audits ‘

A. A Non-Operator. upon notice in writing to Operator and all other Non-Operators. shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year: provided. however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for ih Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-

_.tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator. except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. T:he Operator shall reply in writing to an audit report within 180 days after receipt of such report.

Approval By Non-Operators

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

Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions
in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfv environ-

mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

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

Labor

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

(2) Salaries of Fewesesbse=wi Supervisors in the field below District Manager.

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

{4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday, vacation. sickness and disability benefits and other custormary allowances paid to employees
whose salaries and wages are chargeable 1o the Joint Account under Paragraph 3A of this Section I1. Such costs under
this Paragraph 3B may be charged on a "when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. [f percentage assessment
is used. the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section Il.

‘D. Personal Expenses of those employvees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I1.

Employee Benefits ‘

Operator's current costs of established plans for emplovees’ group life insurance, hospitalization. pension, retirement. stock
purchase, thrift, bonus, and other benefit plans of a like nature. applicable to Operator's labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section 11 shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material

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

MODIF 1ED FUP[

P Sortation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator's warehouse or other properties. no charge sh_all be mudd
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like mnlerm!
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. :

2.




10.

11.

12,

13.

14.

15.

i

|

B. If surplus Material is moved to Operator's warehouse or other storage point. no charge shall be made to the Joint Aci-
count for a distance greater than the distance (o the nearest reliable supply store where like material is normally
available. or railway receiving point nearest the Joint Property uniess agreed to by the Parties. No charge shall b%
made to the Joint Account for moving Material to other properties belonging to Operator. unless agreed to by Lh‘
Parties. ;

|

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

Services

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by Paragraplip
10 of Section II and Paragraph i. ii. and iii. of Section 11I. The cost of professional consultant services and contract ser-

_ vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.

The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Acrount unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other uperating expense,
insurance. taxes, depreciation. and intarest on gross investment less accumulated depreciation not to exceed

percent 12 %) per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property.

B. Inlieu of charges in paragraph 2A above. Operator may elect to use average commercial rates prevailing in the immed
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property !

}
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or lossﬁs
incurred Ly fire. flood. storm. the!t. accident. or other cause. except those resulting {rom Operator's gross negligence ar
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicab*e

after a report thereof has been received by Operator.

Legal Expense |

Expense of handling. investigating and settling litigation or claims. discharging of liens. payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property. except that no charge for services of Operator’s lega! staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section II1 unless otherwise agreed to by the Parties. except as provided in Section 1. Paragraph
3. ‘

Taxes

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

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property. including costs required hy governmenta! or other reg!zla!n})'
authority.

Communications
Cqsl of acquiring, leasing. installing, operating. repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint

Property are Operator owned. charges to the Juint Account shall be made as provided in Paragraph & of this Section {1

|
P - ot 1

Other Expenditures

. t i
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 11! ar&i which

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

t




1. Overhead - Drilling and Producing Operations

i.

iii.

B.

[ gy}
"

L

[11. OVERHEAD

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

{ X) Fixed Rate Basis. Paragraph 1A. or
( ) Percentage Basis. Paragraph 1B

Unless otherwise agreed to by the Parties. such charge :hall be in lieu of costs and expenses of all offices and salarie!
or wages plus applicable burdens and expenses of all personnel. except those directly chargeable under Paragrap
3A. Section I1. The cost and expense of services from ouiside sources in connection with matters of taxation. t.raft':jE

accounting or matters before or involving governmental agencies shall be considered as included in the overhead rat
provided for in the above selected Paragraph of this Section 1] unless such cost and expense are agreed to by th
Parties as a direct charge to the Joint Account. }

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

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

\
|
The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personinel either temporarily or permanently assigned to and directly employed i
the operation of the Joint Property:

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

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

Drilling Well Rate § 3083.00 |
(Prorated for less than a full month) |

Producing Well Rate 3 __384.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 1
(a) Drilling Well Rate

ing rig, completion rig. or other units used in complelion of the well is released. whichever is later. exce
that no charge shall be made during suspension of drilling or completion operations for fifteen (15)
more consecutive calendar days. |

(1) Charges for drilliny wells shall begin on the date the well is spudded and terminate on the date the dri?-
t

work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations. with rig or other units used in workover. commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for flftedn
(13) or more consecutive calendar days.

{b) Producing Well Rates

|
(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecu(i%e

{1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month. ‘
i
(2) Each active completion in a multi-completed well in which production is not commingled down hole shalll
be vonsidered as a ane-well charge providing each completion is considered a separate well by the govern
ing regulatory authority.

{3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production sh 1
be considered as a one-well charge providing the gas well is directly connected to a permanent sales

outlet. ‘

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

|

’ |
(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable. lease allody

able, transferred allowable. etc.) shall not qualify for an overhead charge. |

|
{3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the indgx
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United Stat

Department of Labor. Bureau of Labor Statistics. or the equivalent Canadian index as pubhshed by Statisti¢s
Canada. as applicable. The adjusted rates shall t+ -z rates currently m use. plus or minus the computed u$
justment. |

'

Overhead - Percentage Basis

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

4-




(a) Development

Percent ( %) of the cost of development of the Joint Property exclusive of costs prowded
under Paragraph 10 of Section 11 and all salvage credits.

(b) Operating

Percent ( %) of the cost of bperating the Joint Property exclusive of costs provided undd?r
Paragraphs 2 and 10 of Section I1, all salvage credits. the value of injected substances purchased for secondarg

recovery and all taxes and assessments which are levied. assessed and paid upon the mineral interest in an
to the Joint Property. ;

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 11, development
shall include all costs in connection with drilling. redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer. and original cost of construction or instailation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction
defined in Paragraph 2 of this Section [I1. All 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 expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction. or shall charge the Jm t
Account for overhead based on the following rates for any Major Construction project in excess of $

A. 85 %of first $100.000 or total cost if less. plus

B. 3 %of costs in excess of $100.000 but less than $1,000,000. plus
C. 2 %of costs in excess of $1.000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts ofa singtg

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shail
excluded. |

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence d Je
to oil spill. blowout. explosion. fire. storm. hurricane. or other catastrophes as agreed to by the Parties. which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator

shall either negotiate a rate prior to chargiry the Joint Account or shall charge the Joint Account for overhead b.xsed on
the following rates:

A 5 %of wtal costs through 3100.000: plus
B.__3 _ %of total costs in excess of $100,000 but less tﬁan $1.000.000:; plus
C. 2 %of total costs in excess of $1.000.000.

Expendxtures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead prm
sions of this Section III shall apply.

4. Amendment of Rates

The overhead rates provnded for in this Section 1II may be amended from time to time only by mutual agreement betw e¢n
the Parties hereto if, in practice. the rates are found to be insufficient or excessive.

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

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

1. Purchases

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

2.  Transfers and Dispositions )

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Oper.upr
unless otherwise agreed to by the Parties. shall be priced on the following basis exclusive of cash discounts:

; 5.
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A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(2)

3

4)

(a) Tubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published

{b)

(¢c)

(d)

carload base prices effective as of date of movement plus transportation cost using the 30,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 0,000 pound rail rate is not offered. the 70.000 pound or 90.000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown.
Ohio.

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.o.b. Houston,
Texas. plus transportation cost. using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred. to the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

(c)

(d)

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

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

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

Line pipe. includirig fabricated line pipe. drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

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

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

Good Used Material (Condition B)

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

(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Pdragraph A.

{2) Material used on and moved {rom the Joint Property

{a)

(b)

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

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

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, if any. shal! be absorbed by the transferring property.

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable {or its original function until alter recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Parugraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.




(2) Condition D

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

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

{b) Casing. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis,

(3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Each year. the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

Premium Prices

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

Warranty of Material Furnished By Operator

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

V. INVENTORIES ’

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Inventories

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

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




EXHIBIT "D"

ITNSURANCE

As to all operations hereunder, the Operator shall carry for the benefit and
protection of the parties hereto Workmen's Compensation insurance in
accordance with laws of governmental bodies having jurisdiction, including
United States Longshoremen's and Harbor Workers' Compensation Act and as
extended to Outer Continental Shelf Operations, as applicable, and Employers'
Liability insurance. Workmen's Compensation insurance shall be for statutory
Timits; Employers' Liability insurance shall provide coverage of $100,000
each accident with respect to bodily injury and in the aggregate with respect
to occupational diseases, except that coverage applicable to exposures under
maritime Jjurisdiction shall be $100,000 each employee and $500,000 each
accident with respect to bpdi1y injury and in the aggregate with respect to
occupational diseases. Operator may elect to be a self-insurer provided
Operator complies with applicable laws and in such event Operator shall
charge to the joint account in lieu of any premiums for such insurance, a
premium equivalent limited to amounts determined by applying manual insurance

rates to the payroll.

The Operator shall not be required to carry any other insurance for the joint
account. The liability, if any, of the parties hereto in damages for claims
growing out of personal injury to or death of third persons or injury or
destruction of property of third parties resulting from the operation and
development of the premises covered hereby shall be borne by the parties
hereto in the proportions of their respective interests in the production
therefrom; and each party individually may acquire such insurance as it deems
proper to protect itself against- such claims. Operator shall require all
third party contractors performing work in or on the premises covered hereby

to carry such insurance and in such amounts as Operator shall deem necessay.



