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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Doyle Hartman
; hereinafter designated and

>

referred to as *‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein

as “‘Non-Operator’’, and collectively as **Non-Operators’’.
WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit “*A’’, and the parties hereto have reached an agreement to explore and develop these leases andfor oil and gas interests for the

production of oil and gas to the extent and as hercinalter provided,
NOW, THEREFORE, it is agreed as {ollows:

ARTICLE L
DEFINITIONS

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

A. The term “oil and gas™ shall mean cil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

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

»

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

D. The term “'Contract Area’” shall mean all of the lunds, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purpeses under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit “*A”’.

E. The term “‘drilling unit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

G. The terms “Drilling Party’’ and **Consenting Party’” shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms “*Non-Drilling Party”™ and ‘“‘Non-Consenting Party’ shall mean a party who elects not to participate

in a propased operation.

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

ARTICLE II.
EXHIBITS

The following exhibits. as indicated below and attached hereto, are incorporated in and made a part hereof:
&l A. Exhibit “*A’". shall include the fellowing information:
(1) Identification of lands subject to this agrecment,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases andfor oil and gas interests subiect to this agreement,
(5) Addresses of parties for notice purposes.

e PN etz o (AL e e

B C. Exhibit "C"’, Accounting Procedure.

&% D. Exhibit D", Insurance.

Kl E. Exhibit “'E”, Gas Balancing Agreement.

K} F. Exhibit “F", Non-Discrimination and Certification of Non-Sepregated Facilities.
£]  G. Exhibit "G, Tax Parwership.

—

f any provision of any exhibit, except Exhibits “'E™ and ©"G’’, is inconsistent with any provision contained in the body

of this agreement, the provisions in the body of this agreement shall prevail.




AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

1 ARTICLE III.

2 INTERESTS OF PARTIES -

3

4 A. Oil and Gas Interests:

5

6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit “‘B”’, and the owner thereof
3 shall be deemed to own both the royalty interest resvrved in such lease and the interest of the lessee thereunder.

o "Should information prior to acceptance by all parties of final Title Opinion that the
9 S
10 IRUERESER S8 dQLER IR ahFBibdution are incorrect, the interest & accounting charges

1 will be revised accordingly."

12 Unless changed by other provisions, all costs and labilities incurred in operations under this agreement shall be borne and
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
14 forth in Exhibit **A’’. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
15  payment of royalties to the extent of 21.03125% which shall be borne as hereinafter set forth.
16

17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
19 cause to be paid or delivered. to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
20 other parties free from any hability thercfor. No party shall ever be responsible, however, on a price basis higher than the price received
21 by such party, to any cther party’s lessor or rovalty owner. and if any such other party’s lessor or rovalty owner should demand and
22 receive settlement on a higher price basis, the party comribuning the affected lease shall bear the additional rovaity burden atiributable to
23 such higher price,

24

25 Nothing contained wn this Arucle B0 shall be dew signment or cross-assignment of interests covered hereby.

26

27 C. Excess Royalties, Overriding Royalties and Other Payments:

28

20 Unless changed by other provisions, I the interost of ooy perty inany lease covered hereby is subject to anv rovalty,
30 overriding reyalty, production payment of other vorlen oo production in excess of the amount stipulated in Article HLB., such party <o
3] burdened shull assume wnd alone bear al! such excess ol s nd shall indemnify and hold the other parties hereto harmless from any
32 and all claims and demands for payment asserted By owners of such excess burden.

33

34 1. Subsequently Created Interests:

35

36 If any party should hereafter create an overriding rovalty, production payment or other burden pavable out of production
37 attributable to 1ts working interest hereunder, or if such a burden existed prior 1o this agreement and is not set forth in Exhibit A" or
38 was not disclosed in writing to all other purties prior o the execution of this agreement by all parties, or is not a jointly acknowledged and
39 accepted obligation of all parties (any such interest being hereinafter referred to as *‘subsequently created interest’” irrespective of the
40 timing of its creation and the party out of whose warking inzerest the subsequently created interest is derived being hereinufter referred
41 to as ‘‘burdened party’), and:

42

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
44 of its working interest and/or the production attributuble thereto, said other party, or parties, shall receive said assignment andor
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
A6 or parties, harmiess from any and all claims and demands for payment asserted by owners of the subsequently created interest;
47 and,

48

49 2, If the burdered party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
50 enforceabie apainst the subsequently created interest in the same manner as they are enforceable against the working interest of
5] the burdened party.

52

53 ARTICLE 1V.

54 TITLES

55

6, A, Title Examination: Title Is presently being examined and a copy will be furnished
57 on request.

58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
Yy prog
59 the Drilling Parties so request, title examination shall be made on the leases andfor oil and gas interests included, or planned o be includ-
00 ed, in the drilling unit arcund such well. The opinicn will include the ownership of the working interest, minerals, royalty, overriding
61 royalty and production payments under the applicable leases, At the time a well is proposed, each party contributing leases and/or ol and
62 gas interests to the drillsite. or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
63 reports), title opinions, title papers and curative materict in its possession free of charge, All such information not in the possession of or
p ; , title pap i » 5
64 made available 1o Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
r Y I B ’ )

65 cause title to be examined by attorneys on s staff or by outsice attorneys. Copies of all dtle opinions shall be furnished to each purty
66 herceto. The cest incurred by Operater in this title program shall be borne as follows:
67
68 Cormtrtmotpredbr O o bt e b i ik amaelieh-fn cladin g prublatineri—supplemental,
69 e e st e e e et L en e i LR A S L RO er h e Arovidadin Exbibit o

: : # -~ : it s prroniddad-ta-Forkiby -
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ARTICLE IV
continued

X1 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit “*A”". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.

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

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-

tictpate m the drilling of the well.
B. Loss of Title:

e 710 14 } H e ; } . U BEIPPY COM Jaforel { el
T A B B o s P A e S B S B A AT = ST O A S S SIS RS S BAN A S FEACAIAC A LN SRS S R A A L Tt

o
T TR e
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- .
reduction of interest {rem that shown on Fxhibit A7 the purty contributing the alfected lease or interest shall have ninety (9
from final determination of title failure to acquire & new leuse or other instrument curing the entirety of the title fatlure, whith acquisi-
tion will not be subject te Article VIILB., and failing to do so. this ugreement, nevertheless, shall continue in force as g3l remaining oil
and gas leases and interests: and,

() The party whose o1l and gas lease or interest is affected by the utle failure shall bear alone thgefitire loss and it shall not be
entitled to recover from Operator or the other partivs any deveiopment or operating costs which it ave theretofore paid or incurred,
but there shall be no additicnal hability on its part to the other parties hereto by reason ofstich title failure;

®) There shall be no retroactive adjustment of expenses incurred or revenues receix€d from the operation of the interest which has

Area by the amount of the interest lost;
(¢) If the proportionate interest of the cther parties hergia”in any producing well theretofore drilled on the Contract Area is

well;
() Should anv person not a partya this agreement, who is determined to be the owner of any interest in the title which has

ALoss by Noa-Rirnent ot rome i et b A m s Due U theoughmistaleos aversightani—reatalshutin—ua)

payment, minimum rovalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein teg
there shall be no monctary liability against the party who {ailed to make such payment. Unless the party who failed to mukeTthe required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure torrfake proper payment,
which acquisition will not be subject to Article VIILB ., the interests of the partices shall be revised on an aerage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will Gnger be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated dfthe event the party who failed to make the
required payment shall not have been fully reimbursed. at the time of the loss. fromthe proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the deveiopment and gpefating costs theretofore paid on account of such interest, it
shall be reimbursed {or unrecovered actual costs theretofore paid byttTbut not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the follosnl as is necessary to effect reimbursement:
(a) Proceeds of oil and gas, less operating expetises, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b} Proceeds. less operating experfSes, therealter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thereafter producgednd marketed {excluding production from any wells thereafter drilled) which, in the absence of such lease

e basis, up to the amount of unrecovered costs, the proceeds of said

tributable to the lost interest on an ac

termination, would be

portion of th and gas t¢ be contributed by the other purties in proportion to their respective interests; and,

Any monics, up to the amount of unrecovercd coss, that may be paid by any party who is, or becomes, the owner of the interest
Cosint P ORI ; s to—thie '

U Y he N N . sives . i :
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3. Other Lossus: All losses incurred, etrmt—thmsr—thereset—forth—iprrtietes—tdel-d—and - B-dmbowe, shall be joint Josses

and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Area.
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ARTICLE V.

1

2 OPERATOR

3

4 A. Designation and Responsibilities of Operator: .

5 , .

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

11

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

13 ‘

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.

15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator

7 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insclvent, bankrupt or is placed in receivership, by the
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier

Nt
I§e)

date. Operator, after effective date of resignation or removal. shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
24 be the basis for removal of Operator.
25
26 2. Selection of Successor Operator: Upon the resigration or removal of Operator, a successor Operator shall be selected by
27 the parties, The successor Operator shall be selected from the parties owning an interest in the Contract Area at the tirne such successor
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest
29 based on ownership as shown on Exhibit **A""; provided, however, if an Operator which has been removed fails to vote or votes only to
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
3] on ownership as shown on Exhibit ""A”" remaining after excluding the voting interest of the Operator that was removed.
32
33 C. Employees:
34
35 The number of employees used by Operator in conducting sperations hereunder, their selection, and the hours of labor and the
3G compensation for services performed shall be determined by Operator. and all such employees shall be the employees of Operator.
37
38 D. Drilling Contracts:
39
40 All wells drilled on the Contract Area shat be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
41 desires, Operator may employ its own tools and equipment i the drilling of wells, but its charges therefor shall not exceed the prevailing
42 rates in the area and the rzte of such charges shall be agreed upen by the parties in writing before drilling operations are commenced, and
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
44 dependent contractors who are doing work of a similar nutare.
45
46
47
48
49 ARTICLE VI
50 DRILLING AND DEVELOPMENT
51
52 A. Initial Well:
53
54 On or before the 27 thday of December , 19 90 , Operator shall commence the drilling of a well for

55 oil and gas at the following location: at a legal location in the SE/4, Section 5, T-21-S, R-36-E.
56

57

58 )

59 -

60 and shall thereafter continue the drilling of the well with due diligence to an approximate depth of 3859'

61 or a depth sufficient to adequately test the Fumont Gas Pool interval, whichever
62 is shallower.

63

64

65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling 1mpr.1cncal is en-
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. ;

67

oro O
68 Operator A?M b &%AMQW OWHM&%&W&W@M
69 gas in quantities sufficient to/ﬁugszérgly a&us-&gw@mc-m-snal k&(xaa&édﬁﬁﬁ&&%pﬁheﬁ&%%%—&p&@é&f@fﬂ%ﬁ%%%aﬁe;s’ﬁ whieh
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ARTICLE VI

continued

If, in Operator’s judgment, the well will no: produce ol or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party herete desire to drill any well on the Contract Area other than the well provided
for in Article VI.A_, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, resork, deepen or plug back such a well shall give the

other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the opcramﬁ‘nv The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-cight (483) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (20) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposcd operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional duys if, in the scle opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the tme provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as it no prior proposal had been made.

2. Operations by Less than All Paruies: H any party receiving such notice as provided in Article VILB.1. or VILD.1. (Opton

No. 2) elects not to partivipate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect W parucipate in the operation shall, within ninety (90} days after the expiration of
the notice period of thirty {30) days (or as promptly as pessibie after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Partics shall cither: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Purtics, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contiact Area pursuant to this Article VI.B.2., shall comply with all terms and con-

ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentmg Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locanon at their
sole cost, risk and expense. 1f any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole co and risk,
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and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the weil and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after decucting producticn taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article [ILD. payabie out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

i
(a) 100% of cach such Non-Consenting Party’s share of the cost of anyv newly acquired surface equipment beyond the welthead
connections (including, but rot limited to, stock tanks. separators. treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party s share of the cost of operation of the weil commencing with first production and continuing until each such Non-
Consenting Party’'s relinguished interest shall revert w1t under other provisions of this Article, it being agreed that each Non-

Consenting Party’s share of such costs and equipment wii ar interest which weuld have been chargeable to such Non-Consenting

Party had it parucipated in the well from the beginning of the operations; and

by 3007 of that pertion of the costs and expenses of drilling. reworking, deepentng. plugging back. testing and completing,
after deducting any cash contributions received under Arucle VHLC and _30Q % of that portion of the cost of newly acquired equip-

ment in the well 7o and including the welthead connections | which weould huve been chargeable to such Non-Consenting Party if it had

participated therein,

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

plicable as between said Consenting Parties in said well.

During the period of ume Consenting Parties wre entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom. Consenting Parties shall be responsible for the pavment of all production, severance, excise, gathering and other
taxes, and all rovalty, overriding rovalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
ticle H1.D.

In the case of any reworking, plugging hack or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing. tubing and other cquipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of @ well after such reworking. plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60} days after the completion of any aperation under this Article, the party conducting the operations {or the
Consenting Parties shall furnisiv each Non-Consenting Puarty with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back. testing, completing, and equipping the well for production; or, at its
option, the operating party, in leu of an itemizad statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafer, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the eperation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shail use industry accepted methods such as, but not limited to. metering or periodic
well tests. Any amount rezhized from the sale or othier disposition of equipment newly acquired in connection with any such bperution
which would have beer owaed by a Non-Consenting Party had it participated therein shall be credited against the total unreturnéd costs
of the work dane and of the equipment purchased in determining when the interest of such Non-Consenting Party shall re\j_(;rt to it as
above provided: and if there is a credit batance, it shall be paid 1o such Non-Consenting Party.
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ARTICLE VI
continued

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

Notwithstanding the provisions of this Artcle VI B.2. it is ugreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well Tocated elsewhere on the Contract Area is producing. unless such

well conforms o the then-existing well sphcing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever o the drilling of the iniual well described in Article VILA.

23, 1t selected, or

except (a) as to Arucle VIED.1. (Opuon No »as to the reworking, deepening and plugging back of such initial well

after 1t has been drilled to the depth specified in Article VILA i e shall thereafter prove to be a dry hole or, if initally completed for pro-
duction, ceases to produce in paying quantties.

3. Sund-Bv Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been

completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a

reworking, deepening, plugging back or completing operation in such a weil shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **A’" beurs to the total interest as shown on Exhibit **A”" of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a ‘‘deepcning’” operation shall

also be applicable to any proposal to directivnally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called “'sidetracking’”), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficuitics. Any party having the right to participuate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the tme of the notice shall, upen clecting to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

'

the initial driliing of the well down to the depth at which the sidetracking operation is initiated.

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

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Suturday, Sunday and legal holidays; provided, however, any party may request and

receive up to cight (8) additional dayvs after expiraton of the forty-cight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional tme to respond on a day-to-day basis in the proportion each electing par-
Ly’s interest as snown on Exhibit ©" A’ bears o the wual interest as shown on Exhibit A’ of all the electing parties. In all other in-

stances the response period to a proposal for sidetracking shail be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposcs and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be

VIS o o
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required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

Each purty shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area. and. except as provided in Articie VILB.. shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it,
but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-
taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to
the right of the owner of the production to exercise at any ume its right to take in kind, or separately dispose of, its share of all oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operater of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate 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 o the Contract Area at all reasonable umes. at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to informution pertaining to the development or operation thereof, including Operator’s books
and records relaung thereto. Operator, upen request. shall furnish cach of the other parties with copies of all forms or reports filed with
governmental agerncies, daily drilling reports. well lows, tank wbles, duily gauee and run tickets and reports of stock on hand at the first of
cach month, end shall make available samplies of wny cores or cuttings wken from any well drilled on the Contract Area. The cost ot
gathering and furnishing nformation o Non-Operat v other thun that specified above, shall be charged to the Non-Operator that re-

quests the informaton.
E. Abandonment of Wells:

r\x)nd' nment of Dry Holes: Except for any well drilied or deepened pursuant to Article VIB.2., any well which has been

drillu. or decpencd under the terms of this agreement and s proposed to be completed as a dry hole shall not be plugged and abandoned

el b

without the consent oi all partes. Sheuld Operator. t cifort, be unable to contact any party, or should any party fail to reply

within forty-cight 135 hours (exclusive of Saturday, Sundas fenal holideys) after receipt of notice of the proposal to plug and abandon

such well, such puarty shall be deemed to have consenied o i

propesed abandonment. All such wells shall be plugged and abandoned in
accordance with applcable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any perty who objects to plugging and sbandoning sueh well shall have the right to take over the well and conduct further

operations in search of oil andfor gas sublect o the proviciuns of Article VIB.

Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted

hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and whandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be phugged and shandoned in accordunce with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,

easonabl TAT

those wishing to continue its operat on from the intervalfsi ¢ \T{ he formation(s) then open to producuon shall tender to each of thc other
parties its proportionate share of thc/vdlue ol tne well's saiva ?C

material and equipment,
hiti=E=, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of 1ts interest in the well and related equipment. tegether with its interest in the leaschold estate as to, but only as to, the in-
terval or intervais of the formation or formations then apen to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of ane (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

-5 alternate-
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“B". The assigninents or leases so limited shall encompass the “*drilling unit”’ upon which the well is located. The payments by, and the
assignments or leascs to. the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

Contract Areu to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

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

3. Abandenment of Nen-Consent Operations: The provisicns of Article VIE.1. or VLE.2. above shall be applicable as between

Consenting Parties in the event of the proposed abandenment of any well excepted from said Articles; provided. however, no well shall be
permanently plugged and abandoned unless and unul all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the apportunity to eiect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURLES AND LIABILITY OF PARTIES
AL Liability of Parties:

s shadl be soverad not soint o cotlectve, Fach party shall be responsible only for its obligations, and

The habiin o the pa

shall be liable only tor its proporticnste share of the costs of dovewoping and eperating the Contract Area. Accordingly, the liens granted

among the paraes i Arvce VILB are given 1o se dubts of each severally. Tt is not the intention of the parties to create, nor

snalt this agrce T be construed @s Creauny. ¢ mimng or olir nartiership or association, or to render the parties hable us partners.

B. Liens and Payment Defaults:

Each Now-Opcerator grants to Operator o lien vpon ts o and gas sights in the Contract Area, and a security interest in its share

of oif and/or gus when extracted and its mterest i all cquepment. to secure pavment of its share of expense. together with interest thereon

at the rate provided n Exhibit ©C70 To the extent that Operater has @ security inzerest under the Uniform Commercial Code of the

rights or securty interest as security for the payment thereoll In addidon, upon default by any Non-Operator in the payment of its share

of expense, Operater shall have the rights without prejudice w other rights or remedies, to collect from the purchaser the proceeds from

the sale of such Nun'Operater's share of oil und 'or ges until the umount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall he entitled o rely upon Operator’s written stutement concerning the amount of any default. Operator grants a like lien
and security interes: w0 the Non-Operators 10 sccure payment of Operator’s proportionate share of expense. 11 the event of
such default by Non-Operator, the reasonable attorney fees inccured by Operator

%ha}llmbﬁx“‘ld\d.?sgoft@ ok fie]bt: 1ts share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the noan defanlung partdes, including Operator. shilll upon request by Operator, pay the unpaid amount in the proportion that
the interest of cach such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain

reimbursement thereef, be subrogated to the sceuriny rights deseribed in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pav and discharge expenses incurred in the development
and operation ¢f the Contract Area pursuant to this azreement and shall charge each of the parties hereto with their respective propor-
tivnate shares uron the expense basis provided in Exbibic 7*C7 Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred und charges and credits made and received,

Operator, u: its election, shall have the right from wme to time to demand and receive from the other parties payment in advance

of their respective shares of the estimated amount of the expense (o be incurred in operations hereunder during the next succeeding

month, which right may be exercised onty by submission to cach such party of an itemized statement of such estimated expense, together

with an invoice for 1ts share thereof, Each such statement a

finvolce for the payment in advance of estimated expense shall be submitted

on or before the 20dh day of the next preceding month. Eoch party shall pav 1o Operator 1ts proportionate share of such estimate within

fifteen (15) davs after such estimate and invoice is received. If any party fails to pay 1ts share of said estimate within said time, the amount

due shall bear interest as provided in Exhibic ©C™ unul paid. Proper wdjustment shall be made monthly between advances and actual ex-

pense to the end that cach party shall bear and pay it proporuonate share of actual expenses incurred, and no more.

1. Limitation of Expenditures:

1. Drll or Decpen: Wi

iout the consent of ali partes, no well shall be drilled or deepened, except any well drilled or deepened

surstiant 1o the cronvisions of Article VILBR.2 of this aereement. Consent to the drilling or deepening shall include:
I i 8 P 2
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X Option No. 2: All recessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidavs) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankaye andfor surface facilities. Futlure of any party receiving such notice to reply within the period above fixed shall
constitute «n election by that party not to parucipate it the cost of the completion attempt. If one or more, but less than all of the parties,

I

elect to set pipe and to attempt » completion, the provisions of Articke VIB.2. hereof (the phrase *‘reworking, deepening or plugging

le “completing”') shall apply to the operations thereafter conducted by less

back’” as conwined in Article VIB.2. shall be deemed o inc:
than all partes

2. Rework or Plug Back: Witheout the consent of wll parties, no well shall be reworked or plugged back except a well reworked or

plugged back pursuant to the provisions of Article VIB.2. of this agreement. Consent to the reworking or plugging back of a well shall

include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface fucihities.
3. Other Operations: Without the consent of all parues, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of ___ Twenty Five Thousand & no/l0Q  Dollars (S__25 00000 )

except i connection with a well, the drilling. reworking, deepening. completing, recompleting, or plugging back of which has been

nreviously authorized by or pursuant te this agreement: provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or differen: nature, Operctor may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life end property but Operazor, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an informution copy thereof for anv single project costing in excess of_ $25,000.00

Dollars (3___.25,000.00 ) but less than the umount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum rovalties which may be required under the terms of any lease shall be paid by the
party or paries who subjected such lease to this agreement et it ar their expense. In the event two or more partics own and have con-

tributed interests 1 the same lease to this agreement, such pastes may designate one of such parties to make said payments for and on

behalf of all such parties. Any party may reguest, @ be entitled to receive, proper evidence of all such payments. In the event of
fatdure to muke proper pavment of any rentds shetin well puvyment or minimum rovalty through mistake or oversight where such pay-

b

ment is required 0 centnue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

visions of Arice IV B2

Operator sh

it notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production

1 ( Lss ],

of a producing vis well, mitomrttrers b

terrrahor at the carliest opportunity permitted by

circumstances, prior to eking such action. but assumes no b io so. In the event of fuilure by Operutor to so notify

Non-Operator, e ioss of any lease contributed herete by Nen-Operator for failure to make timely payments of any shut-in well payment

shall be borne j

by the purties hereto under the provaions of Arucle [V.BA
F. Taxes:

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

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

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or W
the production cr handling of such party’s share of oil and/or gus produced under the terms of this agreement.
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G. Insurance:

At all umes while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted: provided. however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C”’. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D”’, attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen’s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

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

;
ARTICLE VIII.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, msofar as they embrace acreage in the Contract Area, shall not be surrendered in whole

or in part uniess 4l partes consent thereto.

However. should any party desire to surrender its interest in any lease or in any portion thereol, and the other parties do not
agree or consent therete, the party desiring o suirender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof. and any well material and equipment which may be located thereon and anv rights in preduction

thereafrer secured. to the partics not consenung 1o such surrender. It the interest of the assigning party is or includes an oil and gas in-

terest, the assigning party shall execute and deliver 1o the party or parties not consenting to such surrender an cil and gas lease covering

such oil and gas interest for a term of one (1 vear and so leny therealter as oil and/or gas is produced from the land covered thereby, such

lease to be on the Torm attached hereto as Exhibit "B Upon such assignment or lease, the assigning party shall be relieved from all

obligations thereafter accruing, but not theretolore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, und the assigning party shall have no further interest in the assigned or leased premises and 1ts equipment and pro-
duction other than the royaltes retaired in any lease mude under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable sulvage valoe of the latter s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value or all material shall be determined i sccerdance with the provisions of Exhibit ©*C™', less the estimated cost of

salvaging and the estmated cost of plugging end abendening. I the assignment or lease is in favor of more than one party, the interest

shuli be shared by such parues in the proporzons thit the merest of vach bears to the total interest of all such parties.

Any assigniment, fease or surrender made under tis provision shall not reduce or change the assignor’s, lessor’s or surrendering

party’s interest as it ot lease or surrender in the balance of the Contract Area: and the acreage

assigned, leased or surrendered, and subsequent operations thereon, shail not thereafter be subject to the terms and provisions of this

agreement.
B. Renewal or Extension of Leases:

If anv purty secures @ renewal of any oit and g

lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) davs following receipt of such notice in which to elect to participate in the ownership of the
renewal lease. insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Arca.

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

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
ar cover only a poruon of its area or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6} months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6} months after the expiration of un existing lease shall not be deemed a renewal lease and shall not be subject to

the provisions of this agreement.
The provisions in this Article shall also be applicable o extensions of oil and gas leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or-any other
operation an the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applicd by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to'whom the con-
tribution is made shall promptly tender an assignment of the acreape, without warranty of title, to the Drilling Parties in the proportions
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satd Drilling Parues shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this ayreemient. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtuirt in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-

tional rights to carn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any purty contructs for any consideration relating o disposition of such party's share of substances produced hereunder. such

consideration shal! not be deemed a contribution as contemplated in this Article VIILLC.

D. Maintenance of Uniform Interest:

For the purpose of muntuning uniormity ship i the ol and gas leaschold interests covered by this agreement

no

party shall scil, cnwamber, transfer or make Sther Gsposition of s nterest in the leases embraced within the Contract Area and in wells,

equipment and sroductuon ualess such dispesition covers wither:

the entire interest ot the party inall feases and equipment and production: or

20 an cqual uadivided interest in all luises and cquipment and production in the Contract Area.
Every such sule, encumbrance. wrunsfer or other disposition made by any party shull be made expressly subject to this agreement

and shail be made withour prejudice to the right of the other parties.

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

E. Waiver of Rights to Partition:

I permitted by the Taws of the state or stazes in which the preperty covered hereby is located. each party hereto owning an
undivided interest i tie Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
nterest thereir,

1. I3
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Sizould

party desire to sell ol or any part of its interests under this agreement, or its rights

Ared, it shall promprly give written novce te the other parves, with full information concerni

rname and address of the

on the same terms and

whitions the interest which tkeTher party proposes to sell: and, if this optional right is exercised. the purchas-

g parties skl share the purchased 1prseesTTn the proportions that the interest of each bears tw the total interest of all purchasing par-

7O preferential right to purchuse i those cases where any party wishes to mortgage its interests, or to

TLoreorganization. censoindation, or saie of all or substantially all of its assets to a subsidiary or parent com-

b i o PP U PGS SO S S PR e sl el
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INTERNAL REVENUE CODIE ELECTION

This agrecrent s nct miended o oreate, and sbal con be construed o create, a relationship of partnership or an association

for profin be S anony e parties horeto. N aw any provision heremn that the rights and labilities hereunder are several

and not joint o colivcun el or that this ons nereunder shall not constitute a partnership. if. for federal income tax

purposes, this cpreement and the operaiions hereun ! as u partnership, each party hereby affected elects to be excluded

ton of wiof the provisions of Subchupier K r 1. Subtide YA, of the Internal Revenue Code of 1954, as per-

from the applis

miitted and autherized by Scction 761 of the Code and

¢ regulations promulgated thereunder. Operator is authorized and directed to ex-

ceute on behunt ot wach porty hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the

Federal Internal Revenue Service, inciuding specificaily, but not by way of limitation, all of the returns. staternents,

Linited States o
and the data reguired by Federal Regulations 1761 Sheuld there be any requirement that each party hereby affected give further
evidence of this ciection, each such party shall execute such documents und furnish such other evidence as may be required by the
Federal Tnternal Revenve Service or as muy be necessary o evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. I anv present or future income tax laws of the state or states in which the Contract
Area is focated or way furure income tax laws of the United States contain provisions similar to those in Subchapter 'K'*, Chapter 1,
Subtitle A" of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-

mitted, cach party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

iy states that the income derived by such party froms operations hereunder can be adequately determined without the

tion, cach such j

computation of parteershi taxable income.

(g
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed___Ten _Thousand Dollars
(510, 000.00 __)and if the payment is in compicte settlement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume und take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handiing, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a4 claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operauons hereunder.

ARTICLE X1
FORCE MAJEURE

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

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

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

ARTICLE XII.
NOTICES

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

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as 1o the oil and gas leases and/or ofl and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party bevond the term of this agreement.
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% Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this

agreement, results in production of oil andior gas in paving quantties, this agreement shall continue in force so long as any such well or
wells produce. or are capabie of productien, and for an additional period of __90_____ days from cessation of all production; provided,
however, if, prior to the expiration of such additional perind. one or more of the parties hereto are engaged in drilling, reworking, deepen
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VLA or any subsequent well drillied hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Arez, this apreement shall terminate unless drilling, deepening, plugging back or rework-
ing operations are commenced within ___ 90 _ days from the date of abandonment of said well. v

accrued or attached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:
N

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

.
B. Governing Law:

)

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

shall govern.
C. Regulatory Agencies:

Nothing herein contined shall grant, or be consirued to grant, Operater the right or authority 1o waive or release any rights,
privileges, or obligations which Non-Operators may have urder federal or state lzws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operativns, including the location, operation, or production of wells, on tracts offset-

ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree 1o release Operator from any and all Josses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirecdy from Operator’s interpretation or application of rule
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Nen-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

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

ARTICLE XV.
OTHER PROVISIONS

A. Creation of Subsecuent Interest
Notwithstanding the provisions of Article VIII. D. hereof, the parties
hereto agree that if any party shall hereafter create any Overriding
Royalty, Production Payment, or other burden against its working
interest production and if any party or parties shall conduct non-
consent operations pursuant to any provision of this agreement, and, as
a result, become entitled to receive the working interest production
otherwise belonging to the non-participating party, the party or parties
entitled to receive the working interest production of the non-partici-
pating party shall receive such production free and clear of burdens
against such production which may have been created subsequent to this
agreement. In this regard, any such interest which may have been been
created subsequent to this agreement shall ipso facto terminate and vest
in the consenting parties.

B. Hearinogs Before Requlatory Agencies &
B11 costs and expenses incurred in connection with the employment of
counsel and/or technical experts for the purpose of preparing for and
conducting any hearing before any State Regulatory Agency are hereby
authorized and shall be charged to the joint account as an item of’””
operating expense. In the case of Forced Pooling action, such costS“and
expenses shall be borne and paid by the party or partles who have
previously agreed to share samwe or whose interest is increased as:
result of such action. Such costs and expenses shall be borpe/@f\th
basis of the relative participation of such partles as set fbrth 09)\
Esthibit "A". The costs and expenses of services performed by@opefa ;

or its regularly emplovea pnrqonnel shall not be charged to

S14-
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Natural Gas Price Rules

1. Operator shall file all Applications for Determlnatlon of
Price Category required by Natural Gas Policy Act (NGPA).

Operator shall give notice of the filing of such Applications
to all Non-Operators. If for any reason the Application for
Determination of Price Category filed by the Operator is
unsatisfactory to a Non-Operator, then such Non-Operator shall
notify ¥ Operator of his dissatisfaction and the reasons
therefore. If Operator and the dissatisfied Non-Operator are
unable to reach an agreement as to the disputed Application
for Determination of Price Category, then if allowed by the
appropriate jurisdictional agency, such Non-Operator may file
a separate application for Determination of Price Category.

The Non- Operator shall mail a copy of this application to
Operator and to ‘all Non-Operators in the Contract Area.

2. Operator is hereby authorized to make any and all filings
under the NGPA which can be made on behalf of the Non-
Operators under the NGPA and the regulations promulgated
thereunder. Said filings shall include, but not be limited
to, "interim <collection” filings under Part 273 of the
regulations implementing NGPA.

3. Operator 1is authcorized to employ counsel and technical
experts which, 1in the Operator’s discretion, are reasonably
necessary for the preparation of any and all NGPA filings.
All costs incurred 1in the employment of such counsel and
technical experts shall be deemed a cost and expense incurred
in the operation of the Contract Area and shall be charged to
the joint account as an item of operating expense. Costs of
services performed in connection with such filings by
Operator’s regularly employed personnel shall not be charged
to the Jjoint account, ut shall be covered by Operator’s.
overhead charge.

Operator shall have no liability to the other parties hereto
for failure to conduct any operation by reason of the said
parties’ failure to pay advance estimates of expenditures as
provided herein, it keing understood that Operator is not
obligated to commit itself Zor any sums of money unless, after
proper notice, funds therefor have been advanced by the other
parties hereto.

Notwithstanding the provisions of this Adgreement and of the
Accounting Procedure attached as Exhibit Y“C", the Parties to
this Agreement specifically agree that in no event during the
term of this contract shall Operator be reguired to make more
than one billing for the entire interest credited to each
Party on Exhibit "A". It 1is further agreed that if any Party
to this Agreement (hereafter referred to as "Selling Party")
disposes of part of the interest credited to it on Exhibit
"A'", the Selling Party will be solely responsible for billing
its Assignee or Assignees, and shall remain primarily liable
to the other Parties for the interest or interests assigned
and shall make prompt payment to Operator for the entire
anount of statements and billings vrendered to it. It 1is
further understood and agreed that if Selling Party disposes
of all its interest as set out on Exhibit A", whether to one
or several Assignees, Operator shall continue to issue
statements and billings to the Selling Party for the interest
conveyed until such time as Selling Party has designated and
qualified one Assignee to receive the billing for the entire
interest credited to Selling Party on Exhibit "A", Selling
Party shall furnish to Operator the following:

1. Written notice of +the conveyance and photostatic or
certified coples of the Assignment by which the transfer was
made.

2. The name of the Assignee to be billed and a written

statement signed by the Assignee to be billed in which it

Page 14-B
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consents to receive statements and billings for the entire
interest credited tc Selling Party on Exhibit "A" hereof; and,
further consents to handle any necessary sub-billings in the
event it does not own the entire interest credited to selling
party on Exhibit "A".

If the lien conferred in Article VII.B. has been enforced, for
so long as the affected party remains in default, it shall
have no further access to the Contract Area or information
obtained in connection with operations hereunder and shall not
be entitled to vote on any matter hereunder. As to any
proposed operatign in which it otherwise would have the right
to participate,’ such party shall have the right to be a
Consenting Party therein only if it pays the amount it is in
default before the operation 1is commenced; otherwise, it
automatically shall be deemed a Non-Consenting Party to that
operation.

This Operating Agreement is specifically made subject to the terms and
conditions of that certain Compulsory Pooling and Simultaneous Dedication
Order dated , as 1lssued by the New Mexico 0il Conserwvation
Division, being Division Order
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ARTICLE XVI.
MISCELLANEOUS

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

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

IN WITNESS WIHEREOF, this agreement shall be effective as of ___27Eh  day of ___June 1990

OPERATOR

DOYLE HARTMAN

NON-OPERATORS

James A. Davidson

Attest: Chevron USA, Inc.

bv:

First National Bank-Wichita, Agent
for Barbara D. Hepworth Agency

Attest:
- by:
First National Bank-Wichita, Trustee
Attest: of the William Bloss Revocable Trust
by:
Attest:

215 -




EXHIBIT 'A’

Attached to and made a part of the
Operating Agreement dated June 27, 1990
between
DOYLE HARTMAN, as Operator
and JAMES A. DAVIDSON, et al, as Non-Operators

I. a) Lands Subject to Agreement

N/2 SE/4 and SE/4 SE/4 Section 5 and NE/4 Section 8, T-21-5,
R-36-E, Lea County, New Mexico.

b) Depth Limitations

From the surface down to the base of the Eumont Gas Pool
Interval

II. a) 0il and Gas Lease

(Koch-State "A")

Date of Lease: January 24, 1934

Lessor: State of New Mexico (B-2456)
Lessee: Stephen Chandler

Recorded:  -------

Description: N/2 SE/4 Section 5, T-21-S, R-36-E

NMPM, Lea County, New Mexico

(State "C")

Date of Lease: January 30, 1933

Lessor: State of New Mexico (B-1673)
Lessee: Atlantic Refining Company

Recorded:  --------

Description: SE/4 SE/4 Section 5, T-21-S, R-36-E

Lea County, New Mexico

(State "A")

Date of Lease: November 26, 1928

Lessor: State of New Mexico (A-1350)
Lessee: Devonian 0il Company

Recorded:  --------

Description: NE/4 Section 8, T-21-S, R-36-E

Lea County, New Mexico

III. Percentages of Interests and Addresses of Parties

TOTAL P.U, Owner W.1.% W.I. ACRES
N/2 SE/4 & Doyle Hartman 67.2322 188.2500
SE/4 SE/4 Chevron USA, Inc. 28.5714 80.0000
Sec. 5 and James A. Davidson 3.4822 9.7500
NE/4 Sec. 8 Barbara Hepworth Agcy L3571 1.0000
T-21-S, R-36-E FNB-Wichita, Trstee of .3571 1.0000
(280 Acres) Wm. Bloss Rev. Trust

TOTAL P.U. 100.0000 280.0000
Doyle Hartman (Operator) P. 0. Box 10426, Midland, TX 79702
James A. Davidson P. 0, Box 494, Midland, TX 79702
Chevron USA, Inc. P. 0. Box 670, Hobbs, NM 88240

Barbara D. Hepworth Agency c/o FNB-Wichita, P.0. Box 1,
Wichita, KS 67201

FNB-Wichita, Trustee of P. 0. Box 1, Wichita, KS 67201

Wm. E. Bloss Rev. Trust
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EXHIBIT ©oc

Operating Agreement dated June 27, 1990 by and between

Attached to and made a part of
s Operator, and James A. Davidson, et al, Non-0Operators

Doyle Hartman, a

ACCOUNTING PROCEDURE-
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions
“Jeint Property” shall mean the real and persanai property subject to the agreement to which this Accounting Procedure
is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.
“Joint Account” shzall mean the account showing the c’narges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to con
“Non-Operators” shall mean the Parties to thlv agr
“Parties” shall mean Operator and Non-Operators.
“First Level Supervisors” shall mean those emnplovees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly emy wwm on the Joint Property in a f{ield operating capacity.
“Technical Employvees” shall mean those empioyess ¥ qwrg special and specific engmeermg, geological or other profes-
sioral skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. _
“Personal E;\penses" shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Mazterial” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controliable 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.

.duct the Joint Operations.

eement other than the Operator.

2. Statement and Billings

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

2

Advances and Pavments by Non-Operators

A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succecding month's operation within fifteen (15) 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 frem the Non-Operators.

B. Each Non- Opcmtow shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest momhly at the prime rate in effect at __NC

Midland. CcxAaSs on the first day of the month in which delinquency occurs plus 1% 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.

4. Adjustments

Payment of any such bills shall not prejudice the vizht 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 following the end of any such calendar year,
unless within the said twenty-four (24) month period & Non-Operator takes written exception thereto and makes claim on
Operator for adjusLmer‘t No adjustrnent favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustrents resulting from a physical inventory of Controllable
NMaterial as provided for in Section V.

COPYRIGHT® 1985 by the Ceuncil of Petroléum Accountants Societies.
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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 in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will resuit in @ 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 z2udits
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.

. . ") . N . .
B.  The 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 agreament 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 ail Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

11 DIRECT CHARGLES

Operator shall charge the Joint Account with the feilswing items:

Ecological and Environmental

s @ result of governmental or regulatory requirements to satisfy environ-
s, Such costs may include surveys of an ecological or archaeological
ed by applicable laws and regulations.

Costs incurred for the benefit of the Joint Property o

mental considerations applicable to the Joint Oper
ature and pollution contirol procedures as requiv

nature and poll trol proc ¢ 1

Rentals and Royalties
Lease rentals and royaliies paid by Cperator {or the Joint Operations.
Labor

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

(2) Salaries of Iirst Level Supervisors in the field,

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emploved
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 benefils and other customary allowances paid to employees
* whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a "when and as paid basis” or by “percentage assessment” on the amount of
saluries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If percentage assessment

is used, the rate shall be based on the Operator's cost experience.

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

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

Employece Benefits
Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Jaint

Account under Paragraphs 3A and 38 of this Section I 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 {or use cn the Joint Property as provided under Section IV, Only such Material

shall be purchased for or transferved to the Joint Properly 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 aveided.

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

to the Joint Account for o distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearvest the Joint Properly unless agreed to by the Parties.
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B. 1If surplus Material is moved to Operater’s warenouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving pomt nearest t‘*e Joint Preperty unless agreed to by the Parties. No charve shall be
made to the Joint Account for moving Material to other properties belonging to Operatar, unlesg agreed to by the
Parties. .

C. 1In the application of subparagrapns A and B zbove, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The 3400 will be adjusted to the amount most
recently recommendced by the Council of Petroieum Accountants Socleties.

Services

The cost of contract services, equipment ancd utilitie
10 of Section II and Paragraph i, i1, and 1it, of Se
vices of technical personnel directly engaged on the Joint Prog
The cost of professional consultant services or cont Tervi
Property shall not be charged to the Joint Account

Equipment and Facilities Furnished By Operator

Al

Damages and Losses to Joint Property

All costs or expenses necess

incurred by fire, flood, storm, theft, accident, or other cause, except those resulting fromn Operator’s gross negligence or
willful misconduct. Operato r shall furnish Non- Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for seitlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Properly. except that no charge for services of Oper tor's legal staff or fees or expense of outside atior-
reys shall be made unless previously agreefi to by the Parties. All other legal e\pense is considered to be covered by the
O\’EI head provisions of Section 11T unless otherwise agread to by the Parties, except as provided in Section I, Paragraph

u

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operation thereof,
or the production therefrom, and which taxes have bezn paxa by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part LDO separate viluations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Jo“w
with the tax value generated by each pa: ty’s wort

Insurance

Net premiums paid for Insurance requir ec to be carried Jor the Joint Operations for the protection of the Parties. In the
event Joint Operations are corducted in a state in w 1’f:“ Gperator may act as self-insurer for Worker’s Compensation and/
or Employers Liability under the respective stale's
insurance program and in that eveng, Operator sh:zil

Abandonment and

Costs incurred for abandonient of the Joint Property, inen
authority.

Communications

Cost of zequiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
;
31

microwave facilities ¢
Property are Operator owuned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,

Other Expenditures

A)\y other expenditure not covered or dealt with in the Im egoing provisions of this Section 11, or in Section 111 and which
s of direct benefit to the Joint Property and is incurre ¢ the Operator in the necessary and proper conduct of the Joint

Operntfons.

U

N

sy cutside sources, except services excluded by Parzgraph
cost of professional consultant services and contract ser-
riv if such charges are excluded from the overhead rates.
es ¢f technical personnel not directly engaged on the Joint
icusly aoreed to by the Parties.

Operator shall charge the Joint Account for use of Cperator owned equipment and facilities at rates commensurate
with costs of ownershlp and operation. Such ra shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depzc iation, and interest on gross investment less accumulated depreciation not to exceed prime r
plus 2 percent {2 %) per annum. Such rates shall not exceed average commercial rates currently pre-

vallm in the immediate area of the Joint Property

es

e
cr

In lieu of charges in paragraph 8A above, Oper or may e’aect.to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For autcmotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

sary for the repair or replocement of Joint Property made necessary because of damages or losses

Aceount srm]l be made and paid by the Parties hereto in ccozdance

Operator may, at its election, include the risk under its self-
do nocharge at Ope ator’s cost not to exceed manual rates.

v~

INeclamation

Y s ¢ costs requived hy governmental or other regulatory

-

sl

irectly serving the Joint Property. In the event communication facilities/systems serving the Joint
A}




LIPS

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

( x) Fixed Rate Basis, Paragraph 14, or
-BesisPeregreph35—

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
34, Section II. The cost and expepse of services from out51de sources in connection with matters of taxation, traffic,
HCCOUHtIDgMQ{%W%HW gevernmental-ageneiesshall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

il. The salaries, wages and Personal Expenses of Technical En“plovec.s and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

H%M%ﬂ#@é—bﬁ-ihe@»e%é—fﬁwf -

{x ) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in

the operation of the Joint Property:

(Y ohall bacsvarad-dietha overhoad-ratos o
T Tta -G oy e er—Foviihy
x ) shall not be covered by the gvernead mtes

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

Drilling Well Rate § __ 5,500. O'/)
(Prorated for less then a full monthy

Producing Well Rate § 550.00 B

(2) Application of Overhead - Fixed Reote

(2) Driiling Well Rate

(1} Cha: rge s for drilling wells s ;inon the date the well is <pucded and termi natc on the date the drill-

| ing rig, co pleuon rig, or otk s uged in COJ’T‘.D]EJOH of the well is released, whichever is later, except
that no char rge shall be made curing suspension of drilling or completion opelatlons for fifteen (15) or
more consecutive calendar days.

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

(b) Preducing Well Rates

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

{2) ILach active completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority.

(3) Aninactive gas well shut in because of overproduction or failure of purchaser to take the production shall
be considered as a one-well churge providing the gas well is directly connected to a permanent sales
outlet.

{4) A one-well char go shall be ma Cﬂ for the morth in which plugging and abandonment operalions are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
dm’llmg well rate applies. -
(5) Al other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The weli rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Acuountmg 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 index
of average weekly earnings of Crude Petrolewn and Cas Production Workers as published by the United States
Department of Labor, Bureau of Labor Suatl JUCS or the eguivalent Canadian’index as published by Statistics
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the cornputed ad-
jusiment.

B. Overhead - I'ercentage Basis

(1) Operator shall charge the Joint Account at the following rales:
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(a) Development

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

(b) Operating. >

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessmgnts which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, development
shall inciude 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 installation of fixed assets, the
expansion of fixed assets and any other promct clearly dlscermble as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section 1II. All other costs shall be considered as operating.

Overhead - Major Construction TO BE MEGOTIATED

fixed assets, and any other project clearly discernidle as a fixed asset required for the development and opers
Joint Property, Operator shall either negotiate a rate prior to the begmmng of constructlon or sh drge the uomt
Account for overhead based on the following rat

A %ol first $100,000 or torzl cost if leos, plus
B, % of costs in excess of $1C0,000 bt ! 51,000,000, plu

—

co—

otal cost S'P'*“ the purpose of this pararrrap‘n the component pax ts of a single

projectsiva drilling and workover wells and artificial lift equipment shm be
—eTHuded-

Catastrophe Overhead 70

_To compansate Oparator forouarhend 5sis-in i ‘?t ant-ef :'“mﬂ‘u;;es rospltiasfrom-g-singie yrpenan

~ ~ \7{:
to oil spill, blO“/CuL ex },Iawon fire, storm, hurric ther cat:mtxo;:hes as agreed to by the Parties, which ar
to restore the Joint Property to the eg: wvamm ¢ n t existed prior to the event causing the ex fTures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Ae it for overhead based on
the {ollowing rates:

Ao % of total costs througn $100,000; plus

5N

ut less than $1,000,000; plus

B

Co__ ¢ _cgatsTin excess of $1,000,000.

F‘xpt,ud«‘u 25 subject to the overheads ahove will not be reduced by insurance recoveries, and no other overhead provi-
aitae J1T odhn s
1The o0l this Sastiondllshallapply

Amendment of Rates

The overhead rotes provided for in this Section HI may be amended from time to time only by mutual agreement between
the Partics herelo if, in practice, the rates are found to be Insufficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shail make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide 2l Mater ial for use on the Joint Property; however, at Operator’s
option, such Material may be supphec by the \on Oocz ator. Operator shall make timely dlsposmon of idle and/or surplus
Material, such disposal being made either through sale to Oper um or Non-Operator, division in kind, or sale to outsxdels.

4

Operator may purchase, but shall be under no ohligation Lo purchase, interest of Non- Operators in surplus condition A or B
Malerial. The disposal of surplus Controtlab! LlL“v ial not purchosed by the Operator shall be agreed to by the Parties.

ro

IPurchases

d by Operator after deduction of all discounts received. In case of
for any other reasons, credit shall be passed to the Joint Account

Material purchased shall be charged at the price pai
Material found to bc efective or returned to ve
when adjustment has b en received by the Operator.

Transfers and Dispositions

Material furnished to the Joint Property and Materin! transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed o by the Parties, shali be priced on the foliowing basis exclusive of cash discounts:

(045

tr-bh truetionend-installation-of fixed-asselstheexnansionof
seapstrue - n’m/ |




A. New Material (Condition A)

/}) ubulap( ngd~ Othar-than ne *J,'r«g
———f{a)yTubular-goeds-sised-2i-inehes-Oh-andlargerexcept-Hnepipes t t H

carload base prices effective as of date of movement plus transportation cost using the 80, OOO pound carlo
weight basis to the railway receiving pomt nearest the Joint Property for which publlshed rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound r%il rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from YdUngstown
Ohio.

(b) For grades which are special to-one mill only, prices shall be computed at the mill base p#that mill plus trans-
portation cost from that mill tpthe railway recciving point nearest the Joint Properfy as provided above in
Paragraph 2.A.(1)(a). For transportation cost fxum points other than Eastern mills/the 30,000 pound Oil Field
Haulers Assocjation interstate truck rate shall be used.

{c) Special end finish tubular goods shall be priced al the lowest publisk€d out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Ilield Haulers Associatipsfinterstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property. :

{d) Macaroni tubing (size less than 235 inch QD) shail be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportaticn costs, using tne Oll Figd Haulers Association interstate truck rale per weight
of tubing transferred, to the railway receiving peipt‘nearest the Joint Property.

(2) Line Pipe

{a) Line pipe movements (except size 25-Anch CD and er with walls % inch and over) 30,000 pounds or more
shall be priced und ing in Paragraph A.(1)(a) as provided above. Freight

! {b) Linc pipe rnovements (extept size 24 incn OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eaglern miil publi f‘\w curicad base prices cf'emve as of date of shipment, plus 20 percent,
plus tI‘QﬂSj"OTtI\t]‘ A costs based on freight rates as set forth under provisions of tubular goods pricing in Para-

graph A.(1)a)%s provided above. Freigh hall be caleulated from Lorain, Ohio.
(c) Line piy2 24 inch OD and over and % I

at cefrent new published prices plus
>rfoperty

aﬁd larger shall be priced f.o.b. the point of manufacture
sriction cest to the railway receiving point nearest the Joint

4) Line pipe, including fabricated line pipe, drive nipe and d conduit not listed on published price lists shall be
priced at CuOLC" pr ices plus freignt to the ral y receiving point nearest the Joint Property or at prices

- N N

o o,
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[evere!

(3) /Lgum .\Iatez: SR }"t pn(_eé)aL[
store nearest the Joint Propertiy, or pm
recelving point nearest the Joint Prope:
at actual cost to OBeLa oY .

(£) UnusLd new Xaterial, W-t tbular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as a reliable supply store nearest the Joint Property, or point of
manuiacture, plus transportation costs -4 et t le-qal»wa:mccewmg point nearest the Joint Property.

haused-nevtubulorsowi-be priced-as-pr ve--Raragraph-2 A and{2)-

“ice, in effect at date of movement, as listed by a reliable supply
fucture, plus transportation costs, if applicable, to the railway
the intention that all such items be charged

B. Good Used Material (Condition B)

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

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

750/

(1) Alseventy-five percent (75%) of current new pr ¢, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(L) Atsixty-five percent (65%) of current new pv we as determined by Paragraph A, il Material was originally
charged to the Joint Account as used Miateria

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

Material which is not in sound and serviceable co ‘fixum and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (30%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the recciving property, provided Condilion C value pius cost of reconditioning
does nol exceed Condition I3 value.

-G-




(2) Condition D

Mgterial, excluc_iing junk, no }onger. sui}able for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without pricr approval of Non-Operators.

(a) Casing, tgbﬁxg, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parzble 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 "

(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 to 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 w the Joint Account at the &4 L Re -,s,i:” COnk EL3LaL .
weight on all tubular goods movements, in lieu of actual lcading or unloading costs sustai ne stocking

point. The above rate shall be adjusted as of tne first day of Ap < owing Januvary 1, 1985 by the same
percentage increase or decrease used {n adisst nead rates in Section III, Paragraph 1.A(3). Each year, the
rate calculated shall serounded to the nearest cent and shall be the rate in effect until the first day of April next

1
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{2) Materizl involving erection costs shall be cnarged at applicable percentage of the current knocked-down price of
new Material. :

Premium Prices

Whenever Materizl is not readily obtainable ot pubiished or listed prices because of nationzl emergencies, strikes or other
unusual causes cver which the Operator has no contrel, 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 Preperty; provided notice in wri is furnished to Non-Operators of the proposed charge prior to bitling
Non-Operators for such Material. Bach Non-Operator shall have the right, by so electing and notifying Operator within
ten duys after receiving notice from Operator, to Zurnish in kind all or part of his share of such Material suitable for use
and acceptable to COperator.

Warranty of Material Furnished By Operator

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

V.INVENTORIES

The Operator shall maintain detailed records of Controllable dMaterial.

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 belore 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 {rom the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
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 Praperty.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

Lxpense of Conducting Inventorics
A. The expense of conducting periodic invenlories shall not be charged to the Joint Account unless agreed to by the
Farties.

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

-
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EXHIBIT 7D~

Attached to and made a part of the
Operating Agreement dated June 27 , 1990
between DOYLE HARTMAN, as Operator and

James A. Davidson, et al

as Non-Operators,

3

Operatoxr, at all times while operations are conducted hereunder, shall
carry, and require its contractors to carry insurance to indemnify, protect
and hold the parties he;gto harmless as follows:

1. Insurance which shall comply with the Workmen's Compensation,
Employers Liability and Occupacional Disease laws of the State in which

operations hereunder are conducted;

2. Comprehensive general liability insurance with limits of not less
than
A. Bodily Injury:
$2,000,000 per person and $1,000,000 for each ccurrence and,
B. Property Damage:
$1,000,000 for each occurrence and $2,000,000 1in the
aggregate.

3. Automobile 1liability insurance with limits of not less than:
$1,000,000 combined single limit.

4 . Commercial Umbrella Excess Liability: $15,000,000 per incident and
annual aggregate.

Upon successful completion of first well, all premiums paid on such
insurance shall be charged to the joint account. Except by mutual consent of
the parties, no other insurance shall be maintained for the joint account, and
all losses mnot covered by such insurance shall be charged to the joint
account.

Operator shall not be liable to Non-Operator(s) for loss suffered on
account of the insufficiency of insurance carried, or of the insuror with whom
carried, nor shall Operator be lizble to Non-Operator(s) for any loss accruing
by reason of Operator’s inabllity to provide or maintain the insurance above
mentioned; provided, however, that 1f at any time during the life of this
agreement Operator is unable to obtain or maintain such insurance, Operator

shall promptly notify Non-Cperator(s) of such fact.

R - I



A EXHIBIT "E” o~
GAS BALANCING AGREEMENT

Attached to and made a part of the
Operating Agreement dated June 27 = 1990
between DOYLE HARTMAN, as Operator and -
James A. Dav1dson, et al

as Non- Operatorg

1. During the period or periods when any party hereto has no market
for, or its purchaser 1is unable to take, or 1if any party fails to take its
share of the gas, the other parties shall be entitled to produce each month
one hundred percent (100%) of the allowable gas production assigned to the
Contract Area by the approprlate governmental entity having jurisdiction. All
parties hereto shall share proportionately in and own liquid hydrocarbons
recovered with the gas by lease equipment and shall pay their share of current
operating expenses In accordance with the provisions of the Operating
Agreement to which this Exhibit is attached. Each party taking gas shall own
all of the gas delivered to its purchaser. Each non-taking party shall be
credited with gas in storage equal to its share of the gas produced, less its
share of gas used in lease operations, vented or lost.

2. Each party taking gas shall furnish Operator a monthly statement
of gas volumes taken. Operator shall maintain a current account of the gas
balance between the parties anc shall furnish all parties hereto monthly
statements showing the total quantity of gas produced, used in operations,
vented or lost, and the total quantity of liquid hydrocarbons recovered.

3. After notice to Operator, any party with gas in storage may begin
taking or delivering its share of the gas produced. In addition to its share,
each party, until it has recovered its gas in storage and balanced its gas
account, shall be entitled to take or deliver a volume of gas equal to twenty-
five percent (25%) of each overproduced party’'s share of gas produced. If
more than one party is entitled to the additional gas produced, they shall
divide such additional gas in accordance with their relative percentages of
participation as set forth on Exhibit "A".

4, In the event production of gas shall permanently cease prior to
the time the accounts of the parties have been balanced, a complete balancing
shall be accomplished by a money settlement. Such settlement shall be based

upon the actual price or prices re ca‘ved by each over-produced party for its
share of gas produced or sold and shall be applied to reduce prior deficits in
the order of accrual of such deficits.

5. At all times while gas 1is produced from the Contract Area each
party shall make appropriate settlement of all royalties, overriding
royalties, and other paryment out of or in lieu of production for which it is
responsible, in accordance with the provisions of Article VII., E. of the
Operating Agreement to which this Exhibit is attached, as if each party wexre
taking or delivering to a purchaser its share, and its share only, of such gas
production.

ot

6. The Operator, at the request of any party, may produce the entire
well stream, 1f necessary, for a deliverabllity test not to exceed seventy-two
(72) hours duration under such requesting party’s gas sales contract.

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

8. The provisions of this Agreement shall be separately applicable
and shall constitute a separate Agreement as to each well (or proration unit)
and each reservoir to the end that production from one reservoir may not be
utilized for the purpese of balancing underproduction from any other
reservoirs.




EXHIBIT “F"
ATTACHFD TO AND MADE A PART COF THAT CERTAIN
QPERATING AGREFMENT DATED _;~June 27 , -
189 90 , BETWEEN DOYLE HARTMAN, AS CPERATOR
AND James A. Davidson, etal
SIGNATORY THERETO, AS NON-QOPERATORS

DISCRIMINATION CLAUSE

)

DOYLE HARIMAN, hereinafter referred to as "Operator" agrees, unless exenpt
therefrom, to coamply with all provisions of Executive Order 11246, which are
incorporated herein by reference, and if Cperator has more than 50 employees,
Operator rust file Standard Form 100 (EEO-1) and develop a written “Affirma-
tive Action Ccmpliance Frogram” for each of its establishments according to
the Rales and Regulations published by the United States Department of Izbor
in 41 C.F.R., Chapter £60. Operator further hereby certifies that it does not
now and will not maintain any facilities provided for its emloyees in a
segregated manner or permit its employees to perform their services at any
location under its control where segregated facilities are maintained, as
such segregated facilities are cefined in Title 41, Chapter 60-1.8, Code of
Federal Regulations, revised as of Jamiary 1, 1969, unless exempt therefrcm.

Unless exempt by rules, regulations or orcers of the United States Secretary
of ILabor, issued pursuant to Section 204 of the Executive Order 11246 dated
September 24, 1965, during the rerformance of this contract, the Operator
agrees as follcws:

"(1) The Operator will not discriminate against any employee
or applicant for erployment because of race, color, religion,
sex or national origin. The Operator will take affirmative
action to ensure the applicants are employed and that
employees are treated during employment without regard to
their race color religion, sex or national origin. Such
action shall include, but rot be limited to the following:
enmployment, upgrading demotion or transfer, recruitment or
recruitment advertising; layoff or termination; rates of pay
or other forms of campensation; and selection for training
including apprenticeship. The Operator agrees to post in
conspicuous places, available to employees and applicants
for employment, notices to be provided by the contracting
office setting forth the provisions of this nondiscrimina-—
tion clause.

(2) The Operator will, in all solicitations or advertise-
ments for employees placed by or cn behalf of the Operator,
state that all gqualified applicants will receive considera-
tion for employment without regard to race, color, religion,
sex or national origin.

(3) The Operator will send to each labor union or represen-
tative of workers with which he has collective bargaining
agreement or other contract or understanding, a notice to be
provided by the agency contracting officer, advising the
labor union or workexr's representative of the Operator's
camitments under Secticn 202 of Executive Order 11246 of
Septempber 24, 1965, and shall post copies of the notice in
conspicuous places available to employees and applicants for
erployment.

4) The Operator will camply with all provisions of Execu~
tive Order 11246 of Secptember 24, 1565, and of the . rules,
requlations and relevant orders of the Secretary of Labor.
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(5) The Operator will furnish all information and reports
required by Executive Order 11246 of September 24, 1965, and
by the rules, regulaticns and orders of the Secretary of
Iabor, or pursuant thereto, and will permit access to his
books, records and accounts by the contracting agency and
the Secretary of Labor for purposes of investigation to
ascertain compliance with such rules, regulations and
orders.

(6) In the ev rt of the Cperator's noncompliance with the
nondiscrimination clauses of this contract or with any of
such rmules, regulations or orders, this contract may be
cancelled, terminated or suspended in whole or in part and
the Cperator may be declared ineligible for further Govern—
ment contracts 1n acccordance with procedures authorized in
Ixecutive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in
Executive Order 11246 of September 24, 1965, or by rules,
requlations or orders of the Secretary of ILabor, or as
otherwise provided by law.

(7)  The Cperator will include the provisions of paragraphs
(1) through ({7) in every subcontract or purchase order

unless exempted by rules, requlations or orders of the
Sec retary of Labor issued pursuant to Section 204 of Execu-
tive 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor. The
Operator will take such action with respect to any subcon-
tract or purchase orcder as the contracting agency may direct
ag a means of enforcing such provisions, including sanctions
for noncampliance; provided however, that in the event the
Cpqr“—or beccmes involved in, or 1s threatened with, litiga-
tions with a subcontractor or vendor as a result of such
direct;on by the contracting agency, the Operator may
-equest the United States to enter into such litigation to
)VOtLCL the interests of the United State.’
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