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ARTICLL ML
INTERESTS OF PARTIES

Ao Ol and Gas Interests:

[f any party owns an unleased oil and cas interest in the Contract Arvea. that interest shall be
treated for the purpese of this agreement and during the term hercof as if it were a leased interest
under the form of oil and cas lease attached as Exhibit “B”. As to such interest. the owner shall re-
ceive rovally on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
"B, Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessece interest.

B. Interest of Parties in Costs and Production:

Exhibit “A" lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this asrcement snall ke borne and paid. and all equipment and material acquured in operations on the
Cuntract Avea shall be owned by the parties as their interests are shown in Exhibit ~A’.  All produc-

tion of oil and zas from the Contract Arca. subject to the payvment of lessor's rovalties vl e

Lown i sin Toint Aponaree

shall also be owned by the parties in the same manner during the term
hereof: provided. however. this shall not be deemed an assicnment or cross-assiunment of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
The opinion will include the ownership of the working interest. minerals. rovalty. overriding rovalty
and production payvments under the applicable leases. At the time a well is proposed. each party con-
tributing leases and or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports). title optinions, title papers
and curative material in its possession [ree ot charge. All such information not in the possession of or
made available to Operator by the parties. but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attornevs on its statf or by outside attorneys.
Copies of all title opinions shall be furnished to cach party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

77 Option No. 11 Costs incurred by Operator in procuring abstracts and title examination (including
preliminary, supplemental, shut-in «as rovalty opmions and division order title opinions) shall be a
part of the administrative overhead us provided in Exbibit ~CU7 wnd shall not be a direet charge, whnether
performed by Operator's staft attorneys or by outside attornevs.

X Option No. 2: Costs incurred by Operator in procuring abstracts and tees paid outside attorneys
for mtion (including prehiminary. supplemental, shut-in ¢as rovalty 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 Exhibit ~A™.
Opcrator shall make no charge for services vendered by its statf attorneys or other personnel in the
performance of the above functions.

Each party shall be responsible for securing curative maticr and pooling amendments or agreements
required in connection with leases or oil and cas interests contributed by such party. The Operator shall be
responstble for the preparation and recording of Pooling Destenations or Declurations as well as the
conduct of hearings before Governmental Agencies for the secumnz ol spacing or pooling orders. This

shall not prevent any purty from appearinz on its own behall at uny such hearmng,

No well shatl be drdled on the Contract Avea until arter ¢ the title vy the dndlsite or deitline unit
hus been examned as above pl'(\\‘id(‘(i.-‘o-,——-v—l 2 the titde has been approved by the examiming attorney op
Ltle has been accepted by ull ot the parties who are to parbicapate m the dolling of the werl,

13. Loss ol Title:

o Foaalure of, Tider Should anv ol and cas interest or fease. o mterest therem, be lost throuch

Galure o ttles whieh loss vesults moa reduction ot mterest trom that shown on Exinbit "™ this agrece-

ment, nevertheless: =hall contorue i toree ax to ol remannee ol and Cas leases and mterests. and

(a) The party whose ot and cos Tease or nterest s attected by the title tumlure shall bear sione

ceoent

v doss cand it shall ot be entitted to recover trom Onerator or the other parties any development



C | C

CAALPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

61
62
63
64
65
66
67
ti3J
59
0

OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between __1X0 Production Corp.
. hercinafter designated and
referred to as “Opcerator™. and the signatory party or partics other than Opcrator., 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 in-
terests in the land identified in. Exhibit A", and the parties hereto have reached an agreement to expiore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinatter provided:

NOW. THEREFORE. 1t is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term "oil and zas” shall mean oil. gas. casinghcad gas. gas condensate. and all other liguid
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 “leaschold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the partics 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 lands. oil and gas leaschold 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 lcasehold interests and oil and gas interests are deseribed 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 established by the pattern ot 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 proposed operation.

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

ARTICLE IL
EXHIBITS

The following exhibits, as indicated below and attached hereto. arc incorporated in and made a

part hereof:
X A. Exhibit "A”, shall include the following information:

(1) Identification of lands subject to agrcement,

(2) Restrictions. if any. as to depths or formations.

(3) Percentages or fractional interests of parties to this agrcement.

(4) Oil and gas leases and ot oil and cas interests subject to this agreement,

(5) Addresses of parties tor notice purposes.

[& B. Exhibit "B, Form of Lease.

iXi C. Exhibit “C". Accounting Procedure. -
Xl D. Exhibit D", Insurance.

Q(_: E. Exhibit "E”. Gas Bualancing Acreement.

X; F. Exhibit “F”. Non-Discrimunation and Certification ol Non-Scoresated Futihities,

If uny provision ot any exhibit, except Exinbit “ETL s anconsistent with any provision contained
i the body ot this uorcement, the provisions o the body ol this goveement shall prevail,
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for been responsible o .
ur aperating costs /\vmch it mav have thcrctot'm‘o/;mo-i-_ but there shail be no monetary labihity on 1ts

part to the other parties hereto for.dritling, development, operating or other similar costs by reason of
such utle failure: and subsequently incurred

(b) There shall be no retroactive adjustment of expenses incurred or revenues veceived from the
operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
age basis. as of the time it is determined finally that title failure has occurred. so that the interest of
the party whose lease or interest is affected by the title failure will therearter be reduced in the Contract
Arca by the amount of the interest lost: and

(c) If the proportionate interest of the other parties hereto in any producing wetl theretofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
recetve the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and .

(d) Should any person not a party to this agreement. who is determined to be the owner of any in-
terest in the title which has failed. pay in any manner anv part of the cost of operation. development,
or equipment. such amount shall be paid to the party or parties who bore the costs which are so refund-
ed: and

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

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

2. Loss by Non-Pavment or Erroncous Pavment of Amount Due: Tf, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment. is not paid or is erroneously
paid. and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within nincty (90) davs trom the discovery of the fail-
ure to make proper payment. which acquisitiun will not be subject to Article VIILB.. the interests of
the parties shall be revised on an acreave basis, effective as of the date of termination of the lease in-
volved. and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to muake the required payment shall not have been tfully reimbursed. at the time of
the loss, from the proceeds of the sale of oil and cas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs theretolore paid on account of such interest. it
shall be reimbursed for unrvecovercd actual costs theretofore patd by it (but not for its share of the
cost of any dry hole previously drilled or wells previcusly abandoned) from so much of the following
as 1s necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost
interest. on an acreage basis. up to the amount of unrcecovered costs:

(b) Proceeds, less operating expenses, thercatter accrued attributable to the lost interest on an
acreage basts, of that portion of oil and <cas theveatter produced and marvieted (excluding production
from anyv wells therearter dirilled) which, in the absence of such lease termumation, would be attributable
to the lost interest on an acreuage basis, up to the amount of unrecovered costs. the proceeds of said
portion of the o1l and gas to be contributed by the other parties in proportion to their respective in-
terests: and

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above. shall not be considered failure ot title but shall be joint losses 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.

ARTICLE V.
OPERATOR

AL DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

TX0 Production Corp. O shall bLe the

Operator ot the Contiaet Arvea, and =hadl conduct and diect ana wave tall control of all operations on

the Contriet Arca as permilted ana required by and vcitian the fnvnis o this agreement, It shall con-

duct all such operations i o cood and workmanhile manner, but 1t ~had have no hability as Operator
to the other partes oy losses sustamed o babilites aneurreds exeept ~uch as may result from sross
neghoeonee or williu! mosconduct.
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Restenation or Removal of Operator: Operator may resign at any time by giving written notice

thereot to Non-Operators. If Operator terminates its legal ex:stence, no fonger owns an interest in the
Contract Area- or is ne longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator. except the selection of a successor. Operator may be removed if it fails or
refuses 1o carry out its duties herceunder. or becomes insolvent, bankrupt or is placed in receivership.
by the affirmative vote of two {2) or more Non-Opcerators owning a majority interest based on owner-
ship as shown on Exhibit “A”. and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM.
on the first dayv of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereot as a N.Dn-Opcratox'. A change of
a corporate name or structure ot Operator or transfer of Operator's interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator. a successor Op-
erator shail bte selected by the Parties. The successor Operator shall be selected from the parties owning

an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority intcrest based on ownership as shown
on Exhibit "A”, and not on the number of parties remainine after excluding the voting interest of the
Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled o a competitive contract basis at the usual
rates prevailing in the arvea. If it so desires. Operator may employ its own tools and equipment in the
driliing of wells, but its charges theretfor shall fot exceed the prevatling rates in the area and the rate
of such charges shall be acreed upon by the parties in writine betore drilhing operations are com-
menced. and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the arca in contracts ot independent contractors who are doing work of a sim-
tlar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the _9th  dayv of Naovembher . 1985 . Operator shall commence the drill-
ing of a well for oil and gas at the following location:

660" FNL & 1980' FWL Section 26, T-18-S, R-32-E, Lea County, New lMexico

and shall thereafter continue the driiling of the well with due diligsence to a depth sufficient
to test the Bone Springs Formation or 8700' whichever is the lesser depth

unless granite or other practicaily nmpenetiable substance or condition i the hole. which renders
further drilling impractical, 15 encountered at o lesser depth. or unless ull parties adree to complete or
abandon the well at o Jesser depth.

Operator shall make reasonable tests o all tormations encountered during drrllme winch cive in-
dreation ot containmng ol and cas i ogoantities sutierent to test, unless this agreement shall be limited
motts applieation tooa specitie formation or tormations, m which event Operater shall be requived o
test andy the Tormation or lormations to which this gorcement mav apply.

I Operator’s nuicment, the weil wall not prodoce o1l or 2as an baving quantities, and it wishes
tooplue and abandon the well s o odey boles 1t shodl st secure the consent ot oall parties and shall
alg an abaraon saine s proveded o Article VIED hoereot,
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1 B, Subsequent Operations:

3 . Provosed Operations: Should anv party hercto desire to drill any well on the Contract Area

4+ other than the well provided for in Article VLA or to rework. deepen or plug back a dry hole drilled
5 at the joint-expense of all parties or a well jointly owned by all the partics and not then producing
6 in paving quantities, the party desivine to duill, rework. deepen or plug back such a well shall vive the
7 other partics written notice of the proposed operation. specifyving the work to be performed. the loca-
8 tion. proposed depth. objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thirty (30) davs after receipt of the notice within which to notify the
10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
11 If a drilling rig is on location. notice of proposal to rework. plug back or drill deeper may be given
2 by telephone and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
13 Sunday or legal holidavs. Failure of a party receiving such notice to reply within the period above fixed
14 shall constitute an election by that party not to participate in the cost of thé proposed operation. Any
15  notice or response given by telephone shall be promptly contirmed in writing.

17 2. Qperanons by Less than All Parties: If any party recetving such notice as provided in Article
13 VIE.l. or VILLE.1l. elects not to participate in the proposed operation. then. in order to be entitled to
18 the benefits of this article. the party or parties civing the notice and such other parties as shall elect
20 to participate in the operation shall. within sixty (60) davs after the expiration of the notice period of
thirty (30) davs (or as promptly as possible after the expiration of the fortv-cight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the proposed
3 operation and combplete it with due diligence. Operator shall perform all work for the account of the
24 Consenting Parties: provided. however, if no drilling rig or other equipment is on location. and if Op-
25  erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when

28 conducting operations on the Contract Area pursuant to this Article VL.B.2.. shall comply with all terms
29  and conditions of this acrcement.

30

31 If less than all parties approve any proposed operation. ithe proposing party, immediately after the

32 expuration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
33 of the parties approvinz such operation. and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposced. Each Consenting Party. within forty-eight (48)
35 hours (exclusive of Saturdayv., Sunday or legal holidu_\'S) alter receipt of such notice, shall advise the
36 proposing party of its desire 1o (a) limit participation to such party’s interest as shown on Exhibit <A,
37 or (b) carry s proportionate part of Non-Consenting Parties’ interest. #The proposing party, at its
33 election. may withdraw such proposal if there is insutficient participation. and shall promptly notify
39  all parties of such decision.

0 *and failure so to advise the proposing party shall constitute
‘ _ ~an election under (b) , o
41 The entive cost and risk of conducting sucty operauons =ihill be borne by the Consenting Parties in

=

42 the proportions they have elected to beur same under the terms ot the preceding paracraph. Consenting
43 Parties shall keep the leaschold estates involved o such operations tree and clear of all liens and
44 encumbrances of every Kind created by or arisine from the operations of the Consentine Parties. It sucen
43 an opcration results in a dry hole. the Consenting Pavties shail plue and abandon the well at themr sole
46 cost. risk and expense. If any well drilled. reworked. deepened or pluzged back under the provisions
47 of this Article results in a producer of oil and ar gas in paving guantities, the Consenting Parties shall
3 complete and equip the well o produce at theiwr sole cost and risk. and the well shall then be turned
49 over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.

30  Upon commencement of operations for the drilling. reworkina, deepenine or plugging buck of any such
3l well by Consenting Partics in accordance with the provisions of this Article. cach Non-Consenting Party
52  shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
33 be entitled to receive. in proportion to their respective interests, all of such Non-Consenting Party’s
54 interest in the well and share of production therefrom until the proceeds of the sale of such share.
35 caleulated at the well or mavket value thereot if such share is not sold (after deducting production
56 taxes. royvalty, overriding rovalty and other interests existing on the etffective date hereotf, payable out of
37 or measured by the product:on from such well aceruine with respect to such interest until it reverts)

38 shall equal the total of the rollowing:

59

£0 (a) 300 o1 cuch rueh Non-Consentme Party’s share ot the cost or oy rewly acquired surface
il equipment bevond the wellbead connections (incitding, but not hmited oo stock  tunks, separators,
62 treaters, pumpinze cquipnent aied pipie). plus 10070 ot cach such Non-Uonsenting Purty’s share of the
63 cost of operation ar the well commencmz with first production and contining until cach such Non-
f5-4 Consentine Partyv’s rebinguished  interest shail vevert tot under other provisions ol this Article, it beinge
53 acreed that caen Non-Corsentime Party’s share op suchy vosts and coampment will Le that interest which
66 wordd hove been charceable (o cach Non-Conseating Party hed ot particimpated e the well trom the be-
N cinnine af the oseration. anad

hi

e (1) 409 o That cortan o the costs and experses of drothine ceworkme, decoenime, or pluceing

ol et testine aod ovomoo i, attor decgetinns any cas i canter i lions yecenvea under Article VHIITCL and
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400 - o that portion o1 the cost of newly acquired equipment i che well (to and mcluding the well-
head connecttons). which would have been chargeable to such Non-Consenting Party 1f it had partici-
pated therem. *See Article XV.G. for additional provisions

Gas praduction attvibutable to any Non - Consentine Party's velinquished iterest upon such Party’'s
clection. shall be soid to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall divect its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided iov in this Articie are recov-
ered from the Non - Consenting Party’s 1elinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery. or has not made the elec-
tion as provided above. the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share
of production. or the procceds therefrom, Consenting Partics shall Le responsible for the payment of
all production. severance, gathering and other taxes. and all rovaltv, overriding vovalty and other
burdens applicable to Non-Consenting Party’s sharve of production.

In the case of any reworking, plugeing back or deeper drilling operation. the Consenting Partics shall
be permitted to use. free of cost. all casing, tubine and othor equipment in the well, but the ownership of
all such cquipment shall remain unchansged: and upon abandonment of a well arter such reworking.
plugging back or deeper drilling, the Consentine Farties shall account tor all such equipment to the
owners thereof. with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) davs after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish cach Non-Consenting Party with un in-
ventory ot the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepenine, plugging back. testing, completine., and caquipping the well for production: or, at its option.
the operating party. in licu of an itemized statement of such costs of operation. may submit a detiled
statement of monthly billings. Euch month thereatter, during the time the Consenting Parties are teing
reimbursed as provided above. the Party conducting the operations for the Consentine Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incwrred in the
operation of the well. tocether with a statement ot the quantity of o1l and cas produced from it and the
amount of proceeds realized trom the sale of the well's workinzg mterest production during the preceding
month. In determining the quantity ot oil and cas produced durmg any month, Cousenting Parties
shall use industry accepted medhods such as. but not limited o, meterimge or periodie well tests. Any
amount vealized from the rale or other disposition of cquipment newly acquired in connection with anv
such operation which would have been owned by a Non-Consenting Puarty had it purticipated theremn
shall be credited against the total unreturned costs of the work done and of the cquipment purchased.
In deterrmining when the interest of such Non-Conzenting Durty shall revert to 1t as above provided:
and if there is a credit balunce. it shali be pard to such Non-Consenting purty

If and when the Consentinz Parties recover trom a Nen-Concentine Partv's relinguished interest
the amounts provided ror above, the relingquizied interests ot such Non-Consenting Party shall uuto-
matically revert to it and. from and alter such veverston, such Non-Consenting Party shull own the same
interest in such well. the material and ecquipment in or pertaining thereto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the driliing.
reworking, deepening or plugging back of said well. Thereatter. such Non-Consenting Party shall 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 aareement and the Accounting Procedure, attached hereto.

Notwithstanding the provisions of this Article VILB.2. it is agreed that without the mutual consent
of all parties. no wells shall be compieted 1in or pioduced from a source of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsocever o the drilling of the initial
well desertbed in Article VAL oxcept (a) when Option 20 Avuele VIID.L. has been selected. or (b)
to the reworking, deepenine and plugams back ol such mital wetl, o suehr well is or thereatter shall
prove to be aodry hote or non-commercial well, aiter havine been aritled to the depth specitied in Article
V1AL

C. Right to Take Production in Kind:

Lach party shall have the rioht to take 1 sind or separately dispose ol its proportionate share of
adl ol and cas produced from the Contract Avca, oxclustve of production winch may be used in de-

s

vielopment gna proaucing operations and o breparmg and treatne ol tor marketing purnoses and

procuction unaveraabi> lost. Anyvooxtra expenditure incewrred in the takinge n kind or sepacate dispo-
SILION DY any partv ol s proporGonate share ot the production shyll he Lorne by such party.  Any
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Opcrator's surface factlities which 1t uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest 1n production from the Contract Area. and. except as provided in Articic VILB.. shall be entitled
to receive pavment direct from the purchaser thercof for its share of all production.

In the event any party shall fail to make the arrangements necessary 1o take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Area, Opcrator 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 Op-
erator shall be subject always to the right of the owner of the production to exercise at any time 1ts
right to take in kind. or separately dispose of. its share of all oil and gas not previously delivered to a
purchaser. Anyv purchase or sale by Operator of any other party's share of oil and gas shall be only for
such reasonable periods of time as are censistent 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 nne into interstate commerce. of any other party’s
share of gas production without first giving such other party thirty (30) daysnotice of such intended

sale. prior written

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

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times. at its sole risk to Inspect
or obscrve operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof. includineg Operator's books and records relating thereto. Operator. upon
request, shall furnish each of the other parties with copies of all forms or reports filed with govern-
mental acencies, daily dritling reports, well logs, tank tables. daily gauge and run tickets and reports
of stock on hand at the first of cach month, and shall make availlable samples of anv cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above. shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dryv Holes: Except for any well dotlled pursuant to Article VILB.2.. any well
which has been dnilled under the terms of this acreement and is proposed to be completed as a dryv hole
shall not be plugged and abandoned without the consent of ull parties. Should Operator, after dilizent
effort. be unable to contact anyv party. or should uny partv fail to reply within (ortyv-eteht (48) hours
(exclusive of Saturday. Sunday or legal holidays) after receipt of notice of the proposal to plug and
abandon such well. such party shall be deemed to have consented to the proposed abandonment. All
such wells shall be pluaged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except tor any well which has been drilled or re-
worked pursuant to Articie VI.B.2. hereof for which the Consenting Parties have not been fully reim-

bursed as therem provided., any well which has been completed as a producer shail not be plugged and
abandoned without the consent of ail parties. If all parties consent to such abandonment. the well shall
be plucced and abandoned in decordance with applicable reculations and at the cost. risk and expense
of all the parties hereto. T within thirty (30) duys after receipt of notice ot the proposed abandonment
of such welll all purties do not aaree to the abandonment of any welll those wishing 1o continue its op-
cration shall tender to cach ot the other parties its proportionate share or the value of the well's salvable
material and ecquipment, determined in gecordance with the provisions of - Exhibit ~C™, iess the estimated
cost ol salvacime and the estimated cost ot plucaine and abandomma. Each abandoning party shall
assien to the non-abandoning parties, without warranty. express or mmplicd. as to Utle or as to quantity,
auahly, or fitness for wse ol the equipment and material, sl obats interest i the well and related equip-
ment, tocether with ts mterest i the leasenold estate as too but ondy as to, the iterval or intervals of the
formation or tormations then apen to production. D the interest ot the abandonime party is or includes
ot saad cas mterest, soch party shall excente and dehiver to the non-abandonmea party or parties ;'m
ot aaid cas dease, tomipted 1o the mterval o mtervals of the fTormation or tormations then open to produce-

L tor oo lenmn o1 one vear and so fone thereatter asoorl and oor cus 2 produced from the iterval or mter-

(-
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vals ot the rormaton or tormations covered thereby, such lease to be on the form attached as Exnibit
13 The assiznments or leases so limited shall encompass the dritling unit™ upon which the weil is
located. The payments by, and the assignments or leases to, the assignees shall be in o ratio based upon
the relationsiup of their respective percentaces of participation in the Contract Area to the aggregate of
the percentages of particpation m the Contract Aveua of all assignees. There shall be no readjustment
of mterest in the remaming portion ot the Contract Area.

Thereatter, ubancdomng parties shall have no further responsibility, liability, or interest in the op-
cration 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 Artiele. Upon request. 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.

ARTICLLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Euch party shall be responsible
only for its obligations. and shall be lable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly. the liens granted among the parties in Article VILB. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association. or to render the
parties liable as partners.

B. Liens and Pavment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and ¢as rights in the Contract Area. and a
security interest in its share of oil and or gas when extracted and its interest in all cquipment, to secure
pavment of its share of expense. together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit »C”. To the extent that Operator has a security interest under the
Uniform Comimercial Code of the State. Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judement by Operator
for the secured indebtedness shall not be deemed an clection of remedies or otherwise affect the lien
rights or security interest as security for the payment thereot. In addition, upon default by any Non-
Operator in the payvment of its share of expense, Operator shall have the rvight, without prejudice to
other rights or remedics. to collect from the purchaser the proceeds from the sale of such Non-Operator's
share of o1l and or gas until the amount owed by such Non-Operator. plus mterest has been paid. Each
purchaser shall be entitled to vrely upon Operator’s written statement concerning the amount of any de-
fault. Opecrator grants o like lien and security interest to the Non-Operators to secure payment of Op-
erator’s proportionate share ot expense.

If any party fails or is unable to pay its shure of expense within sixty (60) davs after rendition of
a statement therefor by Operator. the non-defaulting parties, inctuding Opervator, shail, upon request by
Opcrator. pay the unpaid amount in the proportion that the imterest of cach such party bears to the in-
terest of all such parties. Euach party so paving tts share ot the unpaid amount shall. to obtain reimburse-
ment thereof. be subrogated to the security rights described in the foresoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Area pursuant to this agreement and shall
charee ecach of the parties hercto with their respective proportionate shures upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ~C™. Operator shall keep an accurate
record of the joint account hercunder. showing expenses incurred and charces and credits made and
received. -

Opcrator. at 1ts election. shall have the right from time to time to demand and veceive from the
other parties pavment in advance of thelr respective shares ol the estimiuted amount of the expense to
be incurred in operations hiereunder during the next succeedime month, which rneht mav be exercised only
by submission to cach such party of an itemized statement ot such estimated expense. together with
an invoiwce tor s share thercof. Each such statement and invowee for the pavment in advance of esti-
mated expense shall be submitted on or berore the 20th dav ot the next precedineg month.  Each party
shail pav to Operator its proportionate share of such estimate withim tifteen (13) davs after such es-
tumate and.anvoiee is recerved. IF any party tatls to pay its shave of sind ostimate within said time, the
amonnt due shull bear anterest as provided an Exhibit ~C™ unul pawd. Proper adjustment shall be
mude monthly between advances and actual expense to the end that cach party shall bear and pav its
proportionate =hare ol actual expenses ncurred, and no more.
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D. Limitation of Expenditures:

1. Drill or Deeven: Without the consent of all parties. no well shall be drilled or deepened. ex-

. . . 3 T e » it Hot 4
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agrecement. it being
understood thut the consent to the drilling or deepening shall include:

T Option No. 1 All necessary expenditures for the drilling or deepening, lesting, completing  and
equipping of the well. including necessarv tankaze and or surface facilitios

X Option No. 2: Al necessary expenditures for the driliing or deepening and testing of the well. When
such well has reached its authorized depth, and all tests have been completed. Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have fortv-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
davs) in which to elect to participate in the setting of casing and the completion attempt. Such election.
when made, shall include consent to all necessary expenditures for the completing and cquipping of such
well, including necessary tankage and orv surface facilities. Failure of any party receiving such notice
to reply within the period above fixed shall constitute an election by that party not to participate in
the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and
to attempt a completion. the provisions of Article VI.B.2. hercot (the phrase “reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “‘completing™) shall apply to
the opcratious thereatter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged
back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
sald well. including nccessary tankage and or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to requure
an expenditure in excess of Fifteen thousand-----=----------- ~~Dollars (S _] S,DD(I 00 )

except in connection with a well. the drilling, reworking, decpening, completing. recompleting, or piug-

ging back of which has been previously authorized by or pursuunt to this agreement: provided. how-
ever, that, in case of explosion. fire. flood or other sudden emergency, whether of the same or different
nature. Operator may take such steps and incur such expenses as in its opinion are requited to deal with
the emergency to safeguard life und property but Operator. as promptly as possible, shall report the emer-
gency to the other parties. It Operator prepares “Authority for Expenditures™ for its own use,
Operator, upon request. shall furnish copies or its ~Authority for Expenditures”™ for anv sinele project
ine i Fif th s [ - 15,000.00
costing in excess of 1fteen thousar Collars ($12» . ).

E. Royalties, Overriding Royalties and Other Payments:

Each pnartyv shall pay or deliver. or cause to be paitd or dehvered., all royvaltics to the extent of
one—e1ghth (]/8) due on its share of production and shall hold the other parties tree
from any liability thervctor. If the imterest of any party i any oil und gas lease covered by this agree-

ment is subject to any royvalty. overriding rovaliy. production payment, o other charge over and above
the aforesaid royalty, such party shall assume and wlonce bear all such obligations ard shall account
for or causc to be accounted for. such interest to the owners thereof,

No party shall ever be responsible. on any price basis higher than the price received by such party,
to any other party’s lessor or royalty owner: and if any such other party’s lessor or royvalty owner should
demand and receive settlements on a higher price basis. the party eontributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Pavments and Minimum Reyvalties:

Rentals, shut-in well pavments and minimum royalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease to this
apreement, such puarties may designate one of such parties to make said payments for and on behalf of all
such parties. Any party mav request, and shall be entitled to receive. proper evidence of all such pay-
ments. In the event of fGilure to make proper pavment of any rental, shut-in well pavment or minimum
royalty through mustake or oversicht where =uch pavment is required to continue the lease in force.

any loss which results trom such non-pavment shall be borne in accordance with the provisions ot Article

[vV.B.2

Opceritor shall notity Non-Opcerator of the anticipated completion ol 2 shut-m gas well, or the shut-
ting i or return o procaction ot a producing cas wells at least tive 3) davs (exeludine Saturdav, Sun-
dav nnd hohdavs), or at the carhest opportunity permitted by clreumstances, prior to tuking such action.
Lut assumes no habhits dor tadure 1o dooso Inothe event of fatlure by Operator 1o so notity Non-
Onevtor, e Joss ol iy fease contntbuted heretn by MNon-Operator tor 1ailure to make timely pavments
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of any shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Article
Iv.B.s.

(i. Taxes:

Beuinnine with the frst calendar vear after the effective date hercof. 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 pav all such taxes assessed thereon before they become delinguent. Prior to the ren-
dition date. cach Non-Operator shall furnish Operator information as to burdens (to include. but rot be
limited to. rovalties, overriding rovalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess rovalties. overriding 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
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-

ner provided in Exhibit "C" - gae ppticle XV.D. for additional provisions

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 tinal determination, unless all
parties agree to abandon the protest prior to final determination. 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 account, together with any interest and penalty accrued. and the total cost shail then
be assessed against the parties. and be paid by them, as provided in Exhibit ~C”.

Each party shall pay or cause to be paid all production. severance. gathering and other taxes im-
posed upon or with respect to the production or handling of such partv’s share of oil and or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times 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 Op-
crator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benerit ol the joint account of the parties as outlined in Exhibit D™, attached to and made a part hereot.
Opecrator 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 Automoebile Public Liability Insurance is specified in said Exhibit “D™. or subsequently
receives the approval of the parties. no direct charge shall be muade by Operator for premiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE Vill
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion therecof, and
other parties do not agrec or consent thereto. the party desiving to surrender shall assign, without express
or implied warranty of title. all of its interest in such lease. or portion thereot. and any well, material and
cquipment which may be located thereon and any rights in production thereafter secured, to the parties
not desiving to surrvender it. If the interest of the assianing party inecludes an oil and gas interest. the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and zas interest for o term o! one year and so lon2 thercatter as oil and or uas
s procuced from the land coverved thereby. such lease to Lo on the rorm attached hereto as Exhibit “B™.
Upon such assienment. the assienine party shall be relieved from all oblizations thereatter aceruing,
but not theretotore accrued, with respect to the acreage assianed and the operation of any well thereon,
and the assigming party shall have no further interest i the fease assiened and its cquipment and pro-
duction other than the rovaltics retamed in any lease made under the terms of this Article. The parties
assiance shall pay to the party assienor the reasonable salvage value of the latter's interest in any wells
and cgmpment on the asstened acreaze. The value ot all materal shall be determimed in accordance
with the provisions of Exhibit “C70 less the estimated cost of =alvaume and the estimated cost of plug-

neoand ghandonmz. Hothe asstenment s o tavor ol more than one party, the assiened interest shall
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be snared by the parties assienee in the proportions that the interest of cach bears to the interest ot all

parties assipgnee

Any asstenment or surrender made under this provision shall not reduce or change the assienor’s or

. - B N ol " A ..
surrendering parties’ imterest, as 1t was immediately before the assignment.in the balance of the Contract
Area: and the acreagce assiened or surrendered, and subseguent operations thereon, shall not thereatter

be subject to the terms and provisions of this acreement.
B. Rencwal er Extension of Leases:

If uny party secures a renewal of any oil and gas lease subjcct to this Agreement. all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of such notice in whirh to elect to participate in the ownership of the renewal lease. insofar as such
lease affects lands within the Contract Avea. by paving to the party who acquired it their several prover
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Arvea,
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

It 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 Arvea 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 clect 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 party.

The provisions of this Article shall apply to renewal leases whether they are for the entire intevest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months atter
the expiration ot the existing lease shall be subject to this provision: but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease und shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in ltke manner to extensions of oil and gas

leases.  gae Article XV.E for additional provisions.

C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts {for a contribution of cash toward the drilling
of a well or any other operation on the Contract Arcu. such contribution shall be paid to the party who
conducted the drilling or other operation and sbhall be applicd by 1t acainst the cost of such drilling or
other operation. If the contribution be in‘the lorm of uacrcace. the party to whom the contribution is
made shall promptly tender an assienment of the acrease. without warranty of title, to the Driiling
Partics in the proportions said Drilling Parties shared the cost of dnlling the well. If all parties hereto
are Drilling Puarties and zcceept such tender. such acreave shall Lbeeome o part ot the Contract Area and
be governed by the provisions of this agreement. It less than afl parties hereto are Drilling Parties and
accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
Iy notify all other parties of all acreage or money contributiens it may obtain in support of any well or
any other operation on the Contract Area.

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

. Subscquentiy Created Interest:

Notwithstanding the provisions of Article VIILE. and VIILG. if any party hereto shall. subsequent
to execution of this adreement, create an overriding royvaity, production payvment, or net proceeds inter-
est. which such interests ure hercinatter referred lo as Usubscquently created interest”. such subsequently
created mnterest shall be speeitically mude subject to all of the terms and provisions of this agreement. as
follows:

1. It non-consent operations are conducted pursuant o any provision of this acreement. and the
party conducting such operations beconies entuitled to recerve the production attributable to the interest
out ot which the subsequently created imterest is denived. such party shall veecrve same free and clear
ot such sub-cquently created interest. The party creating same shall bear and pas all such subseqguently
created anterests and shall imdemnify and hold the other parties hereto free and harmless from any and
all liabality resulting theretrom. L

L L I
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2 If the owner of the interest trom which the subsequentiv ereated interestas derived (1) fails to
pav. when due. 1ts share of expenses chargeable hereunder, or (2) eleets to abandon o well under pro-
vistons of Articie VLE. hereof. or (3) elects to swrrender a lease under provisions ot Article VIILA.
hereof, the subsequently ereated interest shall be chareeable with the pro rata portion of all expenses
nereunder in 4he same manner as 0osuch interest were a working interest. For purposes of collecting
such charecable expenses. the pavty or partics who veecive assignments as a result of (2) or (3) above
shall have the right to entorce all provisions of Articte VILB. herrof against such subsequently created
interest.

E. DMaintenance ol Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary., no party shall
sell. encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells. equipment and production unless such disposition covers cither:

1. the entire interest of the party in all leases and cquipment and production: or

[S%]

an equal undivided interest in all leases and cquipment and production in the Contract Area.

Everyv such sale. encumbrance, transter or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners.
Operator. at its discretion, may require such co-owners to appoint a sincle trustee or agent with full
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 interests within the scope of the operations embraced in this agreement: however, all such
co-owners shall have the right to enter into and execute all contracts or agrcements for the disposition
of their respective shares of the oil and gas producced from the Contract Area and they shall have the
right to receive. separately, payment of the sale proceeds hercot.

F. Waiver of Rizght to Partition:
If permitted by the laws of the stute or states in which the property covered hereby is located. each

party hercto owning an undivided interest in the Contract Arca waives any and all rights it may have
to partition and have set aside to it in severalty its undivided interest therein.,

Pt R el .
L=y TR VS EENVPUVIINCIOR SULDSTURE T YN VEUIUIN | HIE L UDUVTITIET PURE TON T SUUCIIS S UTE OTOUUE SUUETTTY: FITIRS TS RNt E VISP C ST T T 121 IR SRS )
interest="tag e Contract Area. it shall promptly cive written notice to the other parties, with Mmior-

mation concermmI=g provosed sale. which shall inciude the nume and address of the-ptGspective pur-

chaser {who must be readsy ding and able to purchasce). the purchase noee—und all other terms of

the otfer. The other pusties -hail O0F Lave an optional prior rigis

Tor a period of ten (10) days arter
Tritions the interest which the other varty
purchasing parties shail share the pur-
interest ot each beur®

receipt of the notice, o purchase on the same™ses and

proposes to sell; and. 11 this optional right is
chased interest in the proportions thyl—s the total interest of all purchasing
7o preferential richt to purchase in those where any party wishes
to mortgage its int *-est's_/or to dispose of its mterests by meraer. reorganization. com=qlidation. or sale
o‘f«ym}'\ all of its assets to a subsidiary or parent company or o a subsidiary OF

parties. However, there shallbe

pavent
Lt e A b F bbb i . et . A

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create. a relationship of part-
nership or an assoclation tor profit between or among the parties hereto. Notwithstanding any pro-
visions herern that the rights and liabilities hereunder are several and not joint or collective. or that this
aurcement and operatons hereunder shall not constitute o partnership. . for Federal income tax pur-
poses, this agreement and the operations hereunder are revarvded as o partnership, cach party hereby
affected eleets to be excluded from the upphceation of all ol the provisions ot Subchapter K. Chapter
I, Subtitle “A" ot the Internal Reveoue Code ot 19340 as pernutted and authorized by Section 761 of
the Code and the recuiations promuleated thercunder. Operator as authorized and directed to execute on
behall ot cach purty hereby altected such evidenee ot this clection as muy be required by the Seceretary
ot the Treasury of the United States orv the Federal Internal Revenne Service, including spectfically, but
not by wav ol huntation. oll ot the returns, statements, and the data required by Federal Resula-
Lons L7610 snould there be any requirement that cach party hereby atfected cive Turther evidence of
this clection, cach such party shall cxcenle such docwments and turnish suen other evidenee as may be

teqaarea by the Federal Internal Revenue Scrviee or as mav be necessary to evidenee this clection. No

12 -



é (

AALLL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

(8]

-,

o

(S TT S TR & 5 B -5 ) B <5 ] B ) BV %
e Wt — O O

LIRS NS RS 1]
i ~1 o O,

U
=)

60
Gl
62
63
63
65
66
67
He
H9
70

such party shall give any notices or take any other action inconsistent with the election made hereby.
[f anv present or tuture income tax laws of the state or states in which the Contract Area is located ov
anv future income tax laws of the United States contain provisions similar to those in Subchapter “K™,
Ch.;lpl(.‘l' . Subtitle “A” of the Internal Revenue Code of 1954, under which an election similar to that
provided by Scction 761 of the Code is permitted, cach party hereby affected shall make such eleetion as
mayv be permitted or required by such laws. In making the toregoing election, cach such party states that
the income derived by such party trom Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
. CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed _Four_thousandec——ecccc e cm e mma e e e e oo Dollars
($_4,000.0Q ) and if the payment is in complete settlement of such claim or suit. If the amount
required lor settlement exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delesated to Operator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against any puarty 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. the partv shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

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

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

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

ARTICLE XIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agreement. unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telegram. postage or charges prepaid. or by teletvpe. and addressed to the party 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 originat-
ing notice i1s received. The second or any vesponsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegranh Company, with postage or charges prepaid,
or when scnt by teletvpe. Each party shall have the right to change its address at any time. and from
time to time. by giving written notice hereotf to all other parties.

ARTICLE XIHI.
TERM O AGREEMENT

This agreement shall remain e full foree und errect as to the ol and cas leases and or oil and gas in-
terests subjected hereto for the period o time =elected below: provided, however. no parly hereto shall
cver be vonstrucd as havie any might (e or mterest m or o any fease. ur oil and was interest con-
tributed by any other party beyond the term or this agreement, '

, ' . X

Option No_ 12 So long as any of the ol and cas leases subjeet to this asrcement remain or are con-

urued vi force us to any part ot the Contract Aveas whether by production. extension, renewal or other-

wiseo and or <o longe as ol and/or sas production conlinues trom any lease or ol and was interest.

- 13 -
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l ¥ Option No. 2 In the cvent the well deseribed in Article VLA or any subsequent well drilled
2 under any proviston of this agrcement. vesults in production ot oil and or gas in paving quantities. this
3 acreement shall continue in torce =0 long us any such well or wells produce, or are capable of produc-
4 tikon. and for an additional period nr]Lrlu_vs from cessatton of all production: provided. however,
3 if. prior 1o the expiration of such additional period. one or more of the parties hereto are engazed in
[ drilline or reworkine a well or wells hereunder. this agreement shall continue in force until sucn op-
[ erations have been completed and if production resuits theretfrom, this agreement shall continuc in
¢ force as provided herein. In the cvent the well deseribed in Article VILAL or any subsequent well
9 drilled hereunder. results in a dry hole, and no other well is producing, or capablie of producing oil
10 and or gas from the Contract Area. this agreement shall terminate unless drilling or reworking opera-

11 tions are commenced within ___~ %~  days from the date of abandonment of said well.

12

13 It is agrced. however, that the termination of this agreement shall not vrelieve any party hereto from
14 any liability which has accrued or attached prior to the date of such termination.

15

16 ARTICLE XIV.

17 COMPLIANCE WITII LAWS AND REGULATIONS

18

19 A. Laws. Regulations and Ovrders:

20

21 This agreement shall be subject to the conservation laws of the state in which the committed

22 acreage is located. to the valid rules. regulations. and orders of any duly constituted regulatory body of
23 said state: and to all other applicable federal. state. and local laws. ordinances, rules. regulations. and
24 orders.

26 B. Governing Law:

3 The essential validity of this agreement and all matters pertainine thereto. including, but not lim-
29 ited to. matters of performance. non-performance. breach, remedies. procedures. rights. duties and in-
30 terpretation or construction, shall be governed and determined by the law of the state in which the
31 Contract Area is tocated. It the Contract Area is in two or more states, the law of the stute where most
32 of the lund in the Contract Avea is located shall covern.

34 - ARTICLE XV.
33 OTHER PROVISIONS

?7 A. Sale of Gas Production:

38
s It is recognized by the parties hereto that in addition to each party's share
P of working interest production as shown in Exhibit "A", such party shall have the
11

right, subject to existing contracts, to market the royalty gas attributable to
2 each lease which it contributes to the Contract Area and to receive payments due
for such royalty gas produced from or allocated to such lease or leases. It is
44 agreed that, regardless of whether each party markets or contracts for its share
45 of gas, including the royalty gas under the leases which it contributed to the

16 Contract Area, such party agrees to pay or cause to be paid to the royalty owners
47 under its lease or leases the proceeds attributable to their respective royalty
48 interest and to hold all other parties hereto harmless for its fajlure to do so.

50 B. Billing Additional Interests:

51

52 Notwithstanding the provisions of this agreement and of the accounting procedure
53 attached as Exhibit "C", the Parties to this agreement specifically agree that in

54 no event during the term of this contract shall Operator be required to make more

55 than one billing for the entire interest credited to each Party on Exhibit "A". It
56 1is further agreed that if any Party to this agreement (hereinafter referred to as

57 "Selling Party') disposes of part of the interest credited to it on Exhibit "A", the
58 Selling Party shall be solely responsible for billing its assignee or assignees,

59 and shall remain primarily liable to the other parties for the interest or interests
g0 assigned and shall make prompt payment to Operator for the entire amount of state-
¢1 ments and billing rendered to it. [t is further understoocd and agreed that if Selling
go Party disposes of all its interest as set out on Exnibit "A", whether to one or

43 several assignees, Operator shall continue to issue statements and billings to the
44 Selling Party for the interest conveyed until such time as Selling Party has
45 designated and gqualified one assignee Fo receijve thg b1111ng.f0r the entire
4; interest. In order to gqualify one assignee tonrgcelve the bil1ling for the entire

interest credited to Selling Party on Exhibit "A", Selling Party shall furnish
to Operator the following:

i
nh

i

b
i



1. Written notice of the conveyance and photostatic or cer-
tified copies of the assignments by which the transfer was made.

2. The name of the assignee to be billed and a written state-
ment signed by the assignee to be billed in which it consents to
receive statements and billings for the entire interest credited to
Selling Party on Exhibit "A" hereof; and, further, consents to @andle
any necessary sub-billings in the event it does not own the entire
interest credit=d to Selling Party on Exhibit "A".

C. Disbursement of Royalties:

If a purchaser of any ©il, gas or other hydrocarpons produced from
the Contract Area declines to make disbursements of all royalties,
overriding royalties, working interests, and other payments out of, or
with respect to, production revenues which are payable on the Contract
Area, Operator may, at its option, from time to time, make disburse-
ments on behalf of any Non-Operator who requests in writing that
Operator do so. FEach Non-Operator for whom such disbursement is made
shall furnish Operator with the following:

1. Such documents as may be necessary in the opinion of Operator
to enable Operator to receive all payments for oil, gas or other
hydrocaroons directly from the purchaser thereof.

2. An initial list of names, addresses, and interest (to a seven
place decimal), on a tract, unit, purchase contract, or other such
basis as, in the opinion of Operator, is necessary for efficient admi-
nistration, for all royalty, overriding royalty and other interest
owners who arc entitled to proceeds from the sale of production
attributable to such Non-Operator's interest. Also, any changes to
the initial list shall be furnished promptly to Operator in writing.

Operator will use its best efforts to make dusbursements
correctly, but will he liable for incorrect disbursement only in the
event of gross negligence or willful misconduct. Any Non-Operator for
whom such dishursements are made hereby agrees to indemnify and hold
harmless Operator for any loss, including court costs and attorney's
fees, which may be incurred as a result of Operator's making such dis-
bursements in the manner prescribed by Non-0Operator.

D. Article VII.G., Addition:

If the Operator is required hereunder to pay ad valorem taxes
based in whole or in part upon separate valuations of each partvy's
working interest, then notwithstanding anything to the contrary
herein, chargas to the jolnt account shall bYe made and paid by the
parties hereto in accordance with the percentage of tax value
generaged by each party's working interest.

E. Article VIII.R., Addition:

Notwithstanding anything to the contrary contained herein, each
party committing a lease or leases to this agreement shall have the
option upon the expiration of each lease to renew or extend such lease
and to bear the renewal or extension costs and expenses and thereby
retain its original interest and title in said lease. By exercising
such option, the parties' working interests shall remain unchanged.

If the original lease owner does not exercise its option within sixty
(60) days after the expiration date of the original lease, the

renewal or extension lease will then be subject to the terms of this
article as written above. If any working interest owner other than
the original lease ownar renews or extends the lease, the renewing or
extending party shall furnish the original lease owner an itemizedqd
statement of the complete renewal or extension costs and expenses of
such lease. The original lease owner shall have sixty (60) days after
the receipt of such itemized statement to reimburse the renawing or
extending party in full. Failure of the original lease owner to do so
snall result in the forfeiture of its option hercunder. The provi-

sions hereof shall only apply to0 leases or portions of leases located
in the Contract Area.



©. As between the interest of TXO and FINA, this Agr=ement shall he
Subject and subordinate to that Certain 0il & Sas Lease Acquisition
and Develooment Agreement dated October 22, 1982, hetween TXO
PRODUCTION CORP. and APCOT-FINADEL JOINT VENTURE. In the event of a
conflict between this agreement and the 0il & Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Leasc
Acquisition and Development Agreement shall prevail. 0pon termination
of the 01l % Sas Lease Acquisition and Development Agreement, thig
Agreement shall be amended as between TXO and FINA in the manner Dro-
vidad in Article XXI of the 0il s Gas TLease Acquisition and
Development Agreement.

G. As between APCOT-FINADEL JOINT VENTURE and any other party hereto
the non-consent penalties specified in Article VI.B.2(a) shall he
100%/100%; and the non-consent penalties specified in Article
VI.B.2(b) shall bhe 300%/300% as to all wells drilled to a depth of
10,000 feet subsurface or less, and 400%/400% as to all wells drilled
to a depth greater than 10,000 feet subsurface.
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ARTICLE XVIL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit ot the parties hereto and to their

Ut e Ll e

tespective  heprs, devisees, legal representatives. successors and assigns.

; This instrument mayv be executed in any number of counterparts, cach of which shall be considered
S un onginal for all purposes.

10 IN WITNESS WHEREOF. this agreement shall be effective as of day of
11 19

13 OPERATOR

24 NON-OPERATORS

Uy Ly W n v Oy
T O o Wt — O



. . EXHIBIT "B"

?roducers 88—TXO Form 111 - Revised 4/79

With Pooiang Clause OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made and entered into chis day of 19 - between

hereinafrer called “lessor” (whether one of more), whose post office address

and

heresnafter calied “lessee”, whose post office address ts

1. Lessor, in considerstion of Dollars (8. y
in hand paid, recerpt of which 1s hereby acknowledgea. ot the royaities herein provided and of the agreements vt the iessee herein contained, hereby grants, leases and lets, exclusively unto lessee
for the purpose of investiganng, explonng, prospecting, drilling, mining ana operaung foc and producing oil, gas and all ocher minerals. ajecting gas, watees, acher fluds, air and other gaseous
substances 1nto subsurtace strata, laying pipe hines, stoting o, butiding lanks, power stations, electric transmission ines, telephone hines, and mher_ strucrures and things thereon 1o producc.
save, take cace of, treat, process, store and transport said munerals and other products manufactured therefrom, and houstng and otherwise caring for its empioyees, the followtng desceided land

County, Texas, 0-wit.

Nocwithstanding any pacticular description, it is nevertheless the intention of lessor to include within this lease, and lessor does hereby lease, not only the land so described but also aay and all
other jand owned or ciaimed by lessor in the herein named survey or surveys, or 1n adjoining surveys, and adjoining the herein descnibed fand up to the boundaries of the abucting tandowners,

the leased lands being hereinafter referred to as “said land”. For the purpose of calaulating the rental payments hereinafter provided for, said land is estimated 1o comprise

acres, whecher 1€ actuaily comprises more or less. as “ Ong as th 1 5 JOA .i S .in effect

2. Subject to the ocher provisions herewn contained, this lease shall temain in force for a term efdiverSveees from chis dace (called "primary term™), and as long thereafter as 0il. gas or other
mineral 15 produced from said physical land or land with which said land or any parct thereof 15 pooled, or this iease 15 mainrained by virtue of some other provision hereor.

3. The royalties to be paid by lessee are: (2) on oil, and on ocher liquid hydrocarbons saved at the well, one-eighth of that produced and saved from said land, same (0 be detivered at the welis ar
to the credic of lessor in the pipe line to which the weiis may be connected with lessor's interest 1n esther case bearing its proportion of any expenses for treating wil to make 1t macketabie as
crude and lessee having the option, 2t any time or irom time 1o time, to purchase lessot s oil at the well, paying theretor the lawful market price on the date of purchase for ari of like grade and
graviry prevailing for the field nearest where such oil is produced; (b) on gas, inciuding casinghead gas and ali gaseous substances, produced from sawd land and sold. one-eighth ot the amouat
realized from such sale: (¢) on gas, including casingnead gas and all gascous substances, produced from said land and used off sa:d land by lessee and not benefitting lessor, the marxet value at the
mouth of the weil of one-eighth of che gas so used off said land; (d) on alf other minerais mined and marketed, one-eighch, either 1n kind or value at the well or mine. at lessee s election, except
that on sulphur the royairy shall be One Dollar (31.00) per long ton; and (e) if at any ume while there 1s a gas well or welis on che said land or land pooled therewith (fur the purposes of this
clause (e} the teem “gas well " shall include weils capable of producing aarurai gas, condensace, disallate or any gaseous substance and wells classitied as gas wells by any guvernmentai autnonyi
and such well or wells are shut-in, this lease shali contunue in force for a penod of either: (1) ninety (90) days from the date such weil or wells are shutan; (2) ninety (0) days trom the
effecuve date tor inclusion of said land or a poruon thereof within a unit on which 1s located a shut-in gas well: (3) the date this lease ceases 10 be rmaintainied by the paymeat ot annual delay
renrals, o (4} ninery (90) days from the dace this lease ceases to be otherwise maintained as provided herein, whichever is the later date, and before the expiration of any sucn period lessee or
any assignee hereunder may pay or tender an advance annual royalry equai 1o the amount of delay rentais provided for sn thys lease for the acreage then held under this lease by tne party making
such pavment or tender, and if such payment or tender (s made, this {ease shail continue 1n force and ic shail be considered chat gas 15 peing produced from said {and 1n paying quanticies within
the mearung of Paragraph 2 hereot for one (1) year from the date of such payment, and in like manner subsequent advance annuai royaity payments may be made or tendesed and this lease shall
continue in torce and 1t will be considered chac gas i1s being produced from said land (n paying quantities wiehin the meanming ot sard Paragraph 2 duting any annual period for whuch sucn ruvaiey
is 50 paid of tendered; such advance annual royaity may be paid or tendered in the same manner and to the same depository as provided herein for the pavment ot tender ot delav renrals, royaicy
accrutag to the owaers thereot an any production from said land during any annual period for which advance annual royalty 1s paid may be credited against such advame payment.

4. 1f operations for drilling or mining are not commenced on said land or on land poaled therewith onar before one (1) year from this date, this lease shall terminate as to both parties, unless

an or befote ane (1) year from said date lessce shall pay or tender to lessor a2 renual of

Doilars (§ ) which shall cover the privilege of deferring commencement of such apecations foc a period of twelve (12) monchs. la like manner and upon like payment or
tenders, annually, the commencement of said operauons may be furtner delerred tor successive periods of the same number ot months, each during the primary term. Paymeac or tender ot

rental may be made to lessor oc to the Bank ,whichbank.orany
successor thereof, shall continue to be the agent tor lessor and fessor s heies, representatives, successors and assigns. it such bank (or any successor banks shall fail, hquidate, of be succeeded by
another bank, or for any reason fail or refuse to accept rental, lessee shail not be held indetauicuntl chirry 1301 days atter lessor shall deliver to lessee a recordable instrument makeng provision
for another method of payment or tender. The payment or cender of rentai may be made by check or dratt of lessee, maiied ot delivered €@ said bank or lessor or either lessoe it moce thanone. va
or betore the 1ental paying date, and the payment ot tender will be deemed made when tne cieck or drate s so delivered or mantcd if lessee ‘shall‘ on or before any rental of advance annual
royalty paymeat date, make 2 bona fide attempt ta pay or deposit 2 centai or advance annual royairy payment 10 a lessor or goyaity owner eautied thereto under this lease according tolessee s
records at the ume of such payment, and tf such payment or deposit shaii be erronevus 1n any rr'gnd. fessee shaii be ubligated to pay to such iessor or royalty owaner che rental or agvance annual
toyalty payment properly payable toc the period invoived, but this lease shall be maintained in the same manncr 3511 such €rTONCVUS Payment or deposit had been properly made. provaded thar
fessee shall correct such erroneous payment within thirey (30) days folluwing receipe by lessee of wricten aotice from such dessor of royaicy owner of the error accompanied by any documents
and other evidence necessary to enable lessee 1o make proper payment

5. Lessee is hereby given the power and right. as to all or any part of s31d 1and and as 10 any one or more of the formanions thereunder and the minerals therein or produced therefrom. atuts
option and without iessor s joinder of turther CONSENT, LHaLANY M. And (FOM GMe (O ime. cicher betore or atter production, pootand umtize the teasenold estate and the lessor s royaity escate
created by this lease with the cights of third parvies, if any, sn 2il or any parc ol said land and witn any utner land, lands, leases, minerai and royaity rights.or any of them adjacent. adjoining. ot
located withuin the immediate vicimry of said iand, whether uwnes by lessee or some other person, HIM Gr COTPULNoN, 5O as (o ceeate by such poohng_and unttization one vt mare drthing of
production units, when 1o do so wouid, 1n the soie judgment ot {essee, promote the conservanion ot 0il, gas ot other .mlneljai. Each such drifling or production umit, when himited to any one or
more tormarions and 10 any one or more of the munecals tneren ar provuced theretrom, may from ume to me be enlarged and extenaed by lessee tw additionaily include any otner formatwa or
formanions and any other mineral or minerais therein ot produced theretrom. Aiso. any sucn unit may be aitered or enlarged by lessee at any nme so foay as the torai acreage therein does not
exceed the maximum hereinattec specified. Each such drilling or production unit sh:lll not exceed forty (40) acres, plus an acreage tolerance not to exceed ten per cent ¢ 10 ) of forry ’(40) acres,
when created tor the purpose of drilling tor or producmg ol theretrom and six hundced torey (630 acres, plus an acreage ;oierzmc not to exceed ten percent (109 ) of six hundred forty (040)
acres. whnen created for the purpose of drilhing tor or prqducmg gas, condensate or any combination of such minerals therefrom; provided, however,1 the manmumdnlhqg ot Pmdumon unit
fixed ot ailowed by the regulatory authority, Federal oc Srate, having jurisdiction in che premuses, as a basis tor the development and operacion of or the production from the tieid ia which said
fand 15 locared, be more than said maximum, then cach such unut created hereunder may contorm sudstanuaily 1n size with those 5o prescribed or permutted and in force in the tieid at the ime
such unit 15 created. As to each such unic so created by lessee, tnere shali be ailocated to the acreage coveren by this lease, and included 10 the pooled unit, such portion of the production from said
unit as the number of acres out of this iease placed in any such unit as such uMICfrom LiME (O lime May be consucuted, bears to the total numper of acres incjuded 0 such umit, and iessor agrees ©
accepe and shall recerve the royalties (advance or other kind) eisewnere speaified (n this lease, based upon the production so ailocated to this lease or the proceeds therefrom. The
commencement, doilling, completion of, teworking of or production trom a well on any poruon ot the unit created hercunder snall have the same etfect upoa the teems ot thus leaseas if a weil
were commenced, drilled, completed, reworked or producing on the and embraced by this lease. Lessee may piace and use on each unit created hereunder common measuring and reworking
tanks tor production from such umit. If lessee does create aay such unicor units unaer the nghts nerein granted, then lessee shall execute in writing and record 1n the county or counties in which
each such umit o umts created hereunder may be located an instrument identirying and descnioing each such umit or umts so created. The development of and production from each such unit
shall be 1n accordance with the vaiid orders, rules and cegulations of the lawrul authonty, eithers Fede‘rzl or State, having jurisdiiion 1n the premises. Any such urist created by lessee m
accoraance with the terms hereof may be reieased and dissoived by iessee by a release tiled 1O record 1 (he county or counties in wiich such uncis located acany timic atees the complenion of a
dry huie or che cessation ot production on such uqut. The provisions of this pasagraph snail be construed as a covenant running with the land and shailinure to the benefst ot and be binding upon
the parues hereto, their heirs, representatives, successors and assigns.

6. 1f, priot to discovery of ail, gas or ather mineral on said land or land pooled therewith, lessee should drill and abandon adry hole or holes thereon. ot if, after discovery of ail, gas or other
munerai, the production thereot should cease trom any cause, this lease shall not termunace if lessee commences additional drilhag, minng or rewotking opetauions witnin cinery (90) days
thereatter, or o 1t be within the prumary term) commences ur resumes (he Payment Of (ENAEC OF fentais on or betore the rental paying date nextensuing siter the expication ot three ( 3) months
from date of compietion and abandonment of said dry hole or hoies of the cessation of production. If, at theexprration of the primary term, ok, gas or other mineral 1s not being peoduced from
said Jand of land pouled thesewith buc lessee 15 then engaged 1n operanions for drihing, muning of reworking of any weil or mine thereun, this iease shali remainin force so long as such
operauuns ar additional operationt are commenced and prosecured ( whether an the same or successive weils) with no cessation vf more than ninery (Y0) consecutive days, and. if they resuicin
producuon, su ivng thereatcer as oil. gas or other mineral 1s produced trom said land or fand pooled (here’wunv in xhg event a weil or weils producing ol of gas 0 paying quantities should be
brought 1n on adjacent land and within two hundred (200) feet of and draining sasd land, lessee agrees o dnill such otfset weils as a ceasonably prudent operator would drill under the same or
simular circumstances. The judgment of the iessee, when not fraudulentiy exercised, in carrying out the purposes of this lease shall be conclusive.

7 Lessee shall have free use of oil, gas and water from said land.except water from lessor's wells and tanks, for all operations hereunder, including repressuring, pressure maintenance, cycling
and secondaty recovery operations, and the rovaley shail be computed after deducung any so used. Aay siructures and Lacilities placed on said land by lessee for operations hereunder aad any weil
or wells on said Land driifed or used for the Injeccion of salt water ot other tluids may also be used fof iessee s operanons on uther lands in the same area. Lessee shali have the right at any nme
during ur aiter the expiranon of this lease 10 remove all properry and Lixtures piaced by lessee on said land. including the rght to draw and remove ailcasing. When required by lessor. icysee will
bury ail pipe ilnes betow vrdinary plow depth, and no weil shall be drilied within (w0 hundred (200} feet ot any residence oc bara now on said land without lessur s conseac.

B. The nights of either parcy hereunder may be assigned in whole or in part and the provisions hereof shall exeend 1o the heirs, representatives, successurs and assigns, but no change ur
division in ownersiup ot the iand, centats ur royaities, however accomplisned, shall operate (o eatarge the oblhirauwns or diminuish the rights of lessee. No such change ue division 1a (e
vwnesship of the land, reatals o rovalties shail be binding upon lessee tor any purpose untii such person ACquiring any interest has turnished iessee wich the instrument e instcuments, uc
certitied cupres dheceot, cunstruting the chasn uf title trom e onigiaal lessor la che event ol an assignment ol this lease as (0 2 segregated poruon ot said land, the rentais payabic hereunder
shall be appurtioney as berween (he severai leasehold owners ratably according o the surtace area of eacn, and detauit in rencal payment by une shall no¢ attect the nights ut other leasehold
owners hefeunider. Al a5y iAMENT vl this lease, yn whole or 1n part. shadl. to the extent of such assignment, rehieve and dischacge lessee of any obhigatiuns hereunder. and, it lessee or 2signee of
part ot parts hereot shatl fall ot make detauic 10 tne payment of the PLOPOTTILNALE Part Ot the fentais due frum such lessee ur assignee ue fail to comply with 2ny vther provision of this lease. swh
detauit shad not atlect this iease insviar as st covers a part ot said Jand upon wnicn lessee vt any assignee (nefeot shail maxe payment ot said rentals. Should more than sia patties become entitied
1o royaities hereunder, Lessee may requite the appaintmens of a singie agent o recerve paymenc for ail and May wichnold payment unni such appointment has beea made
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EXHIBIT e’

Attached to and made a part of ..

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Detinitions

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

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account’” shall mean the account showing the charges paid and credits received m the conduct of the Joint~

Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

“Technical Employees” shall mean those employees having special and specific engineering, geological or other

professional skills. and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

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

Statement and Billings

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

Advances and Payments by Non-Operators See last page
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share of es ash outlay for the succeceding month's opcrauon Oporatox shatl aajust e_;m.kann iy bxllmrf
to refiect advances receiveo—iv the Non-Operators.

Each Non-Operator shali pay its proportion G s within-fifteén (13) days after receipt, If payment is not
made within such time, the unpaid balance ;hall bear 1nitc aihly at the rate of twelve percent (127 ) per
annum or the maximum _contract Tate permitted by the applicable usury hrss—_the state in which the Joint
Property_is JdoeatediWhichever is the lesser. plus attorney’s fees, court costs, and other COTes
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Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereot; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively 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 a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators. shall have the right to audit Ope-
rator’'s accounts and records relating to the Joint Account for any calendar ycar 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 I. Where there are two or more Non-Operators, the Non-Operators shall make every recasonable erfort to
conduct joint or sitmultancous audits in a manner which will resuit in a minimum of inconvenience to the Opecra-
tor. Operator shall bear no portion ot the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parues or Non- Opcrators s expressly required under other sec-
tions ot this Accounung Procedure and :f the agrcement to which this Accounting Procedure is attached contains
no contrary provisions in rezard theveto, Operator shuall notify all \on -Operators of the Operator's proposal, and

the agreement or approval of a majority in nterest ot the Non-Operators shall be controiling on all Non- -Opera-
tors.
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II. DIRECT CIIARGES

Operator shall charee the Joint Account with the following items:

1. Rentals and Rowalties

[}

Lease rentals and rovalties paid by Operator for the Joint Operations.
Labor

A. (1) Salarics and wacges of Operator's ficld employees directly emploved on the Joint Property in the conduct
of Joint Ogperations.

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

(3) Salarvies and wages of Technical Employees directly emploved on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis™ or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Scction II. If percentage assessment is used. the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are

applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under -

Paragraph 2A of this Section II.
Employee Benefits

Operator’s current costs of established plans for emplovees’ group life insurance. hospitalization, pension, re-
tirement, stock putrchase, thrift. bonus, and other benefit plans of a like nature. applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%). :

Material

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

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

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 a distance greater than the distance from the nearest reliable supply store.
recognized barge terminal, or railway recewving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store. recognized barge
termunal. or raillway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Partices,

C. In the application ot Subparagrapns A and B above, there shall be no equalization of actual gross trucking cost
of 8200 or less excluding accessorial charges.

Services .-

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by
Paragragh 9 of Scetion IT and Paragraph L. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
ménsurate with costs of ownership and operation. Such rates shall include costs of maintenance. repairs, other
operating expense, insurance, taxes, depreciation. and interest on investment not to exceed eight per cent (8¢%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In .icu of charzes in Parasraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area ot the Joint Property less 207:. For automotive equipment, Qperator may elect to use rates
putiished by the Petroleum Motor Transport Association,

Damages and Losses to Joint Property

All costs or expenses necessary for the repawr or replacement of Joint Property made necessary because of dam-
aces or losses incurred by rfive. tlood. storm. theft. accident, or other cause, except those resulting from Operator’'s
aross neglizvence or willful misconduct. Operator shail furnish Non-Orerator written notice of damuges or losses
incurred as soon as practicabie atter a report thereot has been received by Operator.

Leaal Expense

Exvense of handling, investicating and settling litization or claims. discharging of liens. payment of judements
and amounts paid lor settlement ol cluims ancurred 1n or resullind from opcrations under the agreement or
necessary to proteet or recover the Jomnt Property. except that 1o crarge for services of Operator's legal staif
or fees or expense of outside attorneys shall be made unless previousiy agreed to by the Parties. All other leaal
CNEense 15 consiaered to ke covered by the overhead provisions of Scection [ unless otherwise agreed to by the
Parties. except as provided o Section I, Paradraph 3.

ta
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Taxes

i i : ; i s r v oth -
Al taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the opera
tion thiereot. or the production thercirom, and which taxes have been paid by the Operator for the benefit of tne

P

arues.

Insurance

Net premiums patd for insurance required to be carried for the Joint Operations lor the protection of the Par-
tics. In the event Joint Operations are conducted in a state m which Operator may act as self-insurer for Work-
men's Compensation and or Emplovers Liability under the respective state’s laws. Operator may, at its election,
include the risk under its seif-insurance program and in that event, Operator shall include a charge at Operator's
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which 1s incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i

il.

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

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

( ) Percentage Basis, Paragraph 1B.
Unlegs otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2ZA, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
The salaries, wages and Personal Expenses of Technical Employees and or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall () shall
not { X) be covered by the Overhead rates.

Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $ 5374
Producing -Well Rate $ 538

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

[1] Charges for onshore drilling wells shall tegin on the date the well is spudded and terminate on
the date the drilling ovr completion riz s released. whicnever is later, except that no charge shall
be made during suspension of drilling operations or rifteen (13) or more consecutive days.

[2] Chuarges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and termunate on e date the dritling or completion equipment moves off loca-
tion or rig 1s released, whichever occurs rrst, except that no charge shall be made during suspen-
sion of drilling operations for tiftcen (13) or more consecutive days

(3] Chiarges for wells undergoing any tipe of workover or recompletion for a period of five (3) con-
secutive davs or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release. except
that no charge shall be made during suspension of operations for fiiteen {(13) or more consecutive
days.

(b) Producing Well Rates

{1] An active weil either produced or injected inte for any portion of the month shall be considered
as a one-well charge tor the entire month.

[2] Each 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 governing regulatory authority.

(2] An inacuve zas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall e considered as a one-well c¢horge providing the gas well is divectly connected to a per-
manent sales outlet.

[4] A one-well charge may ke made for the month in which piugging and abandonment operations
are compivied on any weil.

{3] All other inactive wells (including bLut not limited to inactive wells covered by unit allowable,
lease allowable, transrerred aliowable. ete.) shall not qualify for an overhead charge.

{3) The well rates shall e adjusted as of the first day of Apnil cach vear following the etfective date of the
agreement 10 which this Accounting Procedure :s attacnied. The aajustment shall be computed by multi-
piving the rate currently 1n use by the percentave increase or decrease in the average weekly earnings of
Crude Petroicum ana Gas Production Workers for the last calenuar vear compared to the calendar vear
PrLCCMINT as shown by the index of average weekly carnmnus ot Crude Potroleum and Gas Fields Produc-
tron Workers as publhished by the United States Depariment of Labor. Burcau of Labor Statistics, or the
cauivalent Canauiun index as pushshed by Statisties Canada. as applicabie. The adjusted rates shall be
the rates currently :n use, ptus or minus the cymputea adjustment,
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B. Quvernead - Poercentase Basis
(i) Operaior snail charge the Joint Account at the tollowing rates:
(a) Develooment
Porcent ( ;) of the cost of Development of the Joint Property exclusive of ¢osts

provided under Paravraph 9 of Scetion II and all salvage credits.

(b) Opcx'at:ng
—  Pereent ( ‘) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Scetion II, all salvage credits, the value of injected substances purchased

for sccondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on uny or all wells involving the use of drilling crew and equipment: also, preliminary expenditures
necessary in preparation for drilling and expendltures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of rixed assets, the expansion or fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de..red in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed asse!s. the ex-
panston of fixed assets, and any other project clearly discernibie as a fixed asset required for the develooment an
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of constructuicn. or shall

charge the Joint Account for Overhead based cn the following rates 1or any Major Construction project in excess

of $_25,000.00  :

A. 5 ¢¢ of total costs if such costs are more than $_25,000.00  but less than $__100,000.00 ; plus
B. 3 ¢ of total costs in excess of $__100,000.00 but less than $1,000.000; plus

C. __2 _<¢ of total costs in excess of S1,000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts
of a single project shall not be treated separately and the cost of driliing and workover wells shall be excluded.

3. Amendment of Rates

Thre Overhead rates provided for in this Section III may be amended from time to time only by mutual asreement
between the Parties hereto if, in practice, the rates are found to be insutficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements aitecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option. such Material may be supplied by the Non-Operator. Operater shall make timely disposition
ol idle and.or surplus Material, such disposal being macde exthcr through sale to Operator or Non-Operator, division in
kind. or sale to outsiders. Operator may purchase, but shall be under no oblication to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surpius Controllable Material not purchased by the Opera-
tor shall ke agreed to by the Parties.

1. Purchases
Mater:al purchased shall be charged at the price paid by Operator atter deduction of all discounts received. In case
of Materal found to be defective or returnced to vendor for any other reason. credit shall be passed to the Joint
Account whnen adjustment has been. received by the Operator.
2, Transfers and Dispositions
Matertal turnished to the Joint Property and JMaterisl wransterred from the Joint Property or disposed of by the
Qruurator, unless otnherwise agreed to by the Parties, shall Le priced on the tollowing bases exclusive of cash dis-
counts:
A. New Material (Condition A)
(1) Tubular goods. except line pipe. shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis. regardless of quantity transferred, equalized to the lowest

published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normaily available.

(2) Line Pipe
(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a rehwsble supply store nearest the Joint Property where such Material is nor-
maily ava:lable.

(b) I.{ovuvcnt of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
grapit 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price. in effect at date of movemment. as listed by a reliable
suppiy store or f.o.h. railway recetving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Muterial in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Materal moved to the Joint Property
(a) At seventv-tive percent (7390 ) ol current new price. us determined by Puravraph 2A of this Section IV,
(2) Material moved from the Joint Property

{a) At seventy-rive pereent (7347 ) of current new price, as determined by Paragraph 2A of this Section IV,
if Materai was orteinatly chureed to the Jomt Account as new Matenal, or

s
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(9] al cixtverive sorcent (53703 of current new price, as determined by Parauraph ZA op this Section
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V. Materiad eas oricinaliv chareced to the Joint Account as goou wsed daterial gt seventy-iive per-
cent (737, ) of current nuw price.

Thie cost of reconditionina, if any, shall be absorbed by the transferving property.

C. Othier Used Material (Condition C and D)
{1) Concithion C
Material which is not in sourd and serviceable condition and not suitable for its orizinal funcion until
atter reconcitioning snall be priced at fifty percent (307 ) of current new price as determined by Para-
sraph 2.\ of this Scetion IV, The cost of veconditioning shall be charged to the receiving progerty. pro-
vided Cundition C value plus cost of reconditicning does not exceed Condition B value.
(2) Condition D

All other Material, including junk. shall be priced at a value commensurate with its use or at grevailing
prices. Material nc longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the 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 equivaient to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fiftcen cents (135¢) per
hundred weight on all tubular goods movements, in licu of loading and unloading cests sustained, when
(=1 >

actual hauling cost of such tubular zoods are equalized under provisions of Paragraph 5 of Section II

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material ut the Operator’s actual cost incurred in providing such Material. in making it suitable for use.
and in moving it to the Joint Property; provided notice in writing is turnished to Non-Operators ot the proposed
charge prior to billing Non-Operators tor such Material. Each Non-Operator shall have the right, by so electing and
notifyving Operator within ten days atter receiving notice from Ogperator, to turnish in kind ail or part of nis share
of such laterial suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of derective Material, credit shall not be passed to the
Joirt Account until adjustment has been received by Operator trom the munutuacturers or thewr agents.

V. INVENTORILS
Operator shall maintain detailed records of Controllable Matenal
Periodic Inventorics, Notice and Representation

At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllable Material.
Wiritten notice of intention to take inventory shall be given by Ovperator at feast thirty (30) davs betore anyv inven-
tory is to begin so that Non-Operators may be represented wihen any entory s taxen, Failure of Non-Ogerators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

teconciliation and Adjustment of Inventories

Reconeiliation of a physical inventory with the Joint Account shall Le made. and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall ke

rag

heid accountable only for skhortages due to lack of reasonable diligence.

Special Inventorics

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

Expense of Conducting Periodie Inventories

The exgense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

Unless otherwise provided for in the agreement, the Operator mav
reguire the Won-Operators to advance their share of the estimated cash
outlay for the suceeding month's operation. Opverator shall adjust
each monthly billing to reflect advances received from the Mon-
Operators. Fach Non-Operator shall pay its oprooortion of all bills
within fifteen (13) days after receint. If payment is not made within
such time, the unpaid balance shall hear interest monthly at the maxi-
mun legal rate permitted by the applicable usurvy laws in the state
which the joint property is located; or, 1if the maximum legal per-
mitted rate 1is less than eighteen percent (18%) per annum and such
rate may be modified as agr=2ed between the parties, then, in such
event, the unpaid balance shall bear interest monthly at the rate of
eignhteen percent (18%) per annum, However, pursuant to either rate,
attorney's fees, court costs, and all other costs incurr=d in connec-
tion with the collection of these unnaid amounts shall be recoverable,

in




EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering operations under

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

wit: ¥

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

the laws of the state where the property is located.

2. Comprehensive General Liability Insurance covering both bodily injury
~ liability and property damage liability with a Combined Single Limit of
$500,000 for each occurrence.

3. Comprehensive Automobile Public Liability and Property Damage

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

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

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



EXHIBIT "E"

GAS BALANCING AGREEMENT

L.

From and after the date of initial delivery of gas from the orooerty, a party
owner taking and disposing of, during any monthly accounting period, less than its full
share of the gas as it is produced, shall be an "underproduced party", if such lesser taking
and disposition is not a consequence of other provisions of this Agreement. A party
owner's "full share" shall be the amount of a party owner's gas determined in accordance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, more than its full share of the gas as it is produced,
shall be an "overproduced party", if such excess taking and disposition is not a
consequence of other provisions of this Agreement. "Underproduction" of any under-
preduced party, during any monthly accounting period, shall be the difference between
such party's full share of gas production, less its full share of gas used in property
operations, vented and lost, and the gas delivered to the pipelinels) for the account of
such party owner. "Overproduction" of any overproduced party, during any monthly
accounting period, shall be the difference between the gas delivered to the pipeline{s; for
the account of such party owner and such party's full share of gas production, less its full
share of gas used in property operations, vented and lost.

IL.

This Agreement shall become effective on the date of initial deliveries of gas
from the prooerty to the pipeline, and shall continue in force and effect until deliveries of
gas from the property have ceased and, except as otherwise provided herein, each party
. shall have the right to take in kind its full share of each separate "gas classification.”

"Gas classification", as used herein, shall mean each of the price categories provided or
established pursuant to the Natural Gas Policy Act of 1978, as same may be amended, by
any authority having the right to establish categories thereunder, or oursuant to any other
applicable statute or judicial decision establishing gas price categories, including gas not
subject to price regulation, which shall be considered as a separate category. Where the
gas qualifies for more than one category, the category having the highest price applicable
to the source (each separate identifiable geologic source or production contained in a well
bore) of gas production shall be used for the determination to be made hereunder.
Whenever the gas price category changes, from and after the date of such change, the gas
shall no longer be accounted for or be considered in the former category, but shall be
accounted for and thereafter be considered to be gas in the new category, until such time
as the category is again changed.

[11.

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

Any party having cumulative underproduction of a particular gas classification
category shall be entitled to take a quantity of gas of such particular gas classification
("make-up") in excess of its full share of such 2as up to twenty-five percent (25%) of the
full share of gas of parties having cumulative overproduction of such -particular
pas classification. In the event there is inore than one cumulative underproduced party
seeking to make up underproduction, cach such cumulative underproduced party shall Se
entitled to make up gas in the direct proddrtion that the cumulative underproduction of
such party bears to all cumulative underoroduction of all parties then desiring make-up



gas of the particular gas classification catesory. In the event there is more than one
cumulative overproduced party required to furnish gas for make-up of underproduction, 1n
absence of agreement between the affected parties, each such cumulative overoroduced
party shall furnish make-up gas (up to the twenty-five percent (25“6) limitation heretofore
provided) in the direct proportion that the cumulative ove_rproductlon of such party bears
to all cumulative overproduction of all parties supplying gas of the particular gas’
classification category.

Any party having cumulative overproduction in any particular gas classifica-
tion category shall at all times be entitled to seventy-five percent (75%) of its full share
of gas of the particular gas classification category in which it is cumulatively over-
produced as long as such party remains overproduced. Any portion of such twenty-five
percent {25%) make-up gas to which a party is entitled and which is not taken by such
party may be taken by other cumulative underproduced party or parties up to the full
twenty-five percent (25%) heretofore provided. If there is more than one party desiring
make-up gas under this circumstance, the parties taking such make-up gas shall be
entitled to such quantities of make-up gas in proportion to the cumulative
underproduction of the affected parties, determined as heretofore provided.

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

royalty and production tax payments, shall be borne by the party having such burden or
obligation. ‘ ‘

Iv.

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

cumulatie overproduction and underproduction status of each party by each gas classifica-
tion category.

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

V.

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

Each party shall furnish the Operator upon his requast the gas prices necessary
to make the gas storage fee computation hereby provided, and the underproduced
party(ies) shall remit to Operator monthly the amounts so determined to be due for
storage fees. Operator shall in turn make monthly distribution of the storage fees

received from the underoroduced party(ies) to the partylies) entitled to be paid the
ctarare feeg



Vi,

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or parties shall make a monetary settlement of
the imbalance by pavment to the Operator for the account of the party or parties
underproduced in that particular gas classification category, based on the price per Mct
the overproduced party or parties actually received for each Mcf of the overproduced gas.
The price used for the above calculation shall be the overproduced party's or parties’
bonafide collected gas sales price(s) less rovalties, severance, and other production taxes
which have been paid with respect to such dverproduction. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the above computations can be made. The Operator shall distribute the payments it has
received hereunder (from the overproduced party) to the underproduced party or parties
entitled thercto in the proportion that each party's cumulative underproduction, for the
category of gas for which payment is to be made, bears to the total of such cumulative
underproduction. It is understood, however, that the Operator shall rely on the

statements made to it, and shall have no liability with respect to the correctness of the
funds received by it.

VIL .

Rovalties shall be paid in accordance with provisions of the Operating
Agreement. The Operator shall be reimbursed by each party taking gas for all royalty due
and payable by Operator with respect to production taken by such party. Each party
taking gas under the terms hereof shall pay any and all applicable taxes due on or with
respect to such production. Each party shall be ohligated to pay its working interest share
of all costs and liabilities incurred in Unit operations, in accordance with the provisions of
the Operating Agreement. Nothing herein shall be construed so as to deny to any party
the right, from time to time, to preduce and take or deliver to its purchaser its full share
of the allowable gas production to meet the deliverability tests required by its purchaser.

VIIIL.

If any portion of the storage fee provided for in Article V or the settlement
provided for in Article VI shall be based on prices subject to refund upon order of th
Federal Energy Regulatory Commission or any authority having jurisdiction, the paying
party or parties shall withhold such amounts subject to refund until prices are fully
approved by the Federal Energy Regulatorv Commission, unless the party or parties
receiving payments furnish a corporate undertaking satisfactory to the paying party(ies).



EXHIT "&™

NONCISCRIMINATION AND CIRTIFICATICN OF NONSEGREGATED FACILITIES

A, S=3l Qezertonity Clagss (L) T2 6.1 .4,

(Applicable only 13 contracis or purchase orders tor more than 5{2,270.)
During the serformance of t\iy centrace, the Operator agre=s as {ollows:
(1) The Caerazer witl

Aot ¢iscniminate against any emploves or asolicant !
ongin, The Coeratar wiil

{or employment Secause ol race, color, religion, sex, of national

take allfirmative aclicn (o ensure that apolicants are emoioyed, and that employess are treateq curing employment,

without reeard 13 therr racs, colar, religien, sex, af national ortgia,  Such 2ction sdall include, dut not be Limited to the {ollawing: Imployment,
2ng, 1 :

upgrazing, czmotion, or transier, recruilment of recruiiment acvertising, layoif or terminatons, including apprenticeship, The Operatdr agrees
10 Sast 1A CTASDICLIuUs 2laces, avaidable to emplovees and applicants tar employment

e ent, notices to ba proviced dy the cantracting otficer settng
forin the provesions ¢ this nonciscrimination clause.

{2) The Cozrator will, in all solicitations or advertisements for emoloyees placed by or on b=half of the Oreratar, state that all qualified
applicants will reczive ccanideration fer employment without regarc to race, color, religion, sex, of national origin.

(3) The Czerator will send to sacn labor union or resresentativae of workers with which it has a collective bargaining azresment or other
contracs or vncerstancing, 3 natuce

to be provided by the agency contracting officzr, advising the labor union or workers' recresentative of the
Operatcer’s commiutments uncer section 207 of Executive Crdar 11246 of Sentember 24

[ 1965, and shall post ccpies of the notcz :n conspiCuous
. 1] A 4
places avaitadie to employe=s and appiicants {or employment,

(4) The Coerator will comaoty with all provisions of Executive Ocder 11246 of September 24, 1965, and of the rules, regutations, and relevant
arcers of the Secretary of Lator.

(5} The Ooerator will furnish all information and reperts reguired by Sxecutive Order 11246 of Septamber 24, 1965, and by the rules,
regutations, and orcers of the Secr=t

ary of Lader, or pursuant therezo, and will permit access to its Sooks, records, and accsunts by the
centraciing agency and the Secretary cf Labdor for ourposes of investigation to ascertamn compiiance with such rules, r

sgulations, and orders.

(6) la the event of the Crerator's noncomaliance with ¢
orders, this Contract may 5= canceled,
Coverament CCNIracts in accorcancge

he nondiscrimination clauses of this centract or with any of such rules, regulations, or

arminated, or susoended in wnole or in part and the Operator may be ceclared ineligidie for further

uxn procedures authorizeg in Zxeculive Crder {1246 of September 28,
be imposed and remedies (nvoxed as provicas in Executive Order {1246

1243, and such oinar sanctions may
‘/.‘
Labor, cr as otherwise proviced by law,

of September 24, 1965, or by rule, regulation, or order of the Secretary ol

{7) The Ogerator will include the provisions of paragraoh {1} through {7) in every subcentract or purchase ordar uniess =xemoted by rules,
regulagens, cr orders cf the Secretary cf Labor issued cursuant to secticn 204 of Executive Order [1246 of September 2%, 1955, so that such
provisions wil Se binding upon each sudcontraciar or vendor. The Operater will take such action with restect 10 any subc3nirac: of purchase
ordsr as the contracing agency may direct as a means of enforcing such orovisions inciuding sanctions {or noncompliance: Provicad. howevar,
that in thz event the Operator decomes invoived in, or is threatzned with, litigation with a subceontragier or vendor 2s a resul: St SuCh ciIfection by
the contracung 2gency, the Operatar may request the United States 10 enter 1a10 such litigation 10 protect the interests of the Unirad States.

B. Ceriification of Nonseor=oated Tazilities (4Y CTR 4

53-1.2%. (Apolicadle only to contracts or purchase orcers which are nat exempt irom the
provisions ol the ZGual VEportuntly w.iause set out adave.;

The Operater certifies hat it does not, and will not, maintain or provide {or its employees any segregated facilities at anv =f its es
4 that it ¢ses not, and will not, permit 113 employess ¢

ablishments,
1ntannee,

10 perform thewr services at any location, under its cantrof, wnere segregatec facilities are

{ne Ode2raztor agress that a breacn of this certilication 15 a violation of the Zgual Coportunity Clause in this centraz: sr purcnase order.
s used N tnis certidicaucn, the term “tegregzat

ed facilities” means any waiting rooms, work areas, r=st rooms and wash rooms, r=staurants and other
1ting areas, Ume clocks, locker fooms anc otner storegs cr <ressing arsas, parxang lots, drinking {ountains, recreation of =ntertainment areas,

ransoortatien, and housing facilities srovicee {or employess wnich are segregatzd by exolicit irecuive or are in {act segregated 20 the basis of race,
-e=¢, color, cr nationat origin, tecause of hanit, lecal custom, or ctherwise, The Operatar further agre=s that {excent where 1t has odra:ned idenucal
srufications {rom crooosed sudcontraciors {or so=cifiC ume perjecs) it will cdtain identical certifications from proposed subconiractors prior to the
~2rd of sudczntracis exceacing 510,030 wnich are nor exemot frem tne srevisiens of tne Egual Qoportunity Clause; that it will retain such
sriificauons in it [iles; and tnacit witl ferward the feilowing noticsz 15 such crocosed subcontraciors {excedt where the prooosed subcontractors have
.smunted identical ceruifications for soacific uime pacicesy: NOTICTIZ T2 PROSPITTIVE SUZCONTRACTORS OF REQUIREMENT FOR CERTIFICA-
"’\S CF NONSIGRICATED FACILITIES., A Ceruflicate of

nulicate Nonsegregates Facilities must be submitted prior to the awarc of a subcontracs
cceeding 519,000 which is not exampt from the provisions of the Ezual Cpportunity Clause. The certilication may be submitted eitner for each
.scentract or for all subcontracts curing a period (i.e., quarteriy, semiannuaily, or annuaily).

C. Allirmative Action Camoliance Pracram (4] CF2 45-1.1C). (Applicable only if {a) the Operator has 50 or more employess and (b) the
conzract or purcnase orcer is tor 333,050 or more.y :

The Ozerator shall develes a written alfirmative acticn prozram for ecacn of its establishments, and, within 120 days from the effacsiveness of
11§ CCAtract cr purcnase orcer, shall maintamn a ccoy of senaratz

srozrams {or each sstashishment, including evaluations of utilization of minority
-oup personnel and the job ciassification tanles, at cach local olfice rescensiole for the personnel matlers of such establishment.
D. E~xczlover Infarmaticon Reoort {41 CFR 58-1.7). (Aooiicadle oniy it (3) the Cozrator has 50 or more emploves

{b) the Operator is not exempt
{purzeant 20 section 50-1.5 ¢t iitle 1 ol tne Code

¢ of Federal Reguiaucns) {rom the requirement {or {iling Employer Infcrmation Report
C~1, and {c) the contract or purchase oraar is for 353,002 or morel)

The Qnerator agrees 1o file with the appropriate Federal ag=ncy annuilly, on or be

fcre the 3lst day of March, comolete and accurate reports on
wincard Ferm 100 {E

Z0-1) promulgated jointly dy the Office of Feceral Contract Compliance, the Equal Employment Opportunity Comnmission and
‘ans for Pregress or such form as may h-rca{tc' be prcmuigat-d in its place.

E. Aflirmative Actjon for Disabled Ve!:rans and Vaterans gf the Vietpnam B-a (5] CF2 ¢0.?

(Applicable only to contracs or purchase orders
for 3.:35,020 or more.)

The affirmative acticn clause prescribed in section 60-250.% of Title 41 of the Cod= of Federal Regulations is incorporated herein by reference (as
rmitted oy taclion 63-25C.22 of said Reguiations) as if set out in full at this doint. 1 the Coeratar (a) has 50 or more employees ana (5) this contracs
T purcrase crcer is lor 550,..‘() or more, then within 12) days from ez 2tlezliveness of this contract or purchase order, the Operator shall prepare
3 maintain 21 2ffirmative action 0rogram at eacn estabiishment which shall set forth the Operator's policiss, practices and procedures in accordance
(LY section 65-220.6 of said Reguiations.

atlir
F. Affirmative Actinn {5 Handicaoped Workers (4] CFR 4C-7L1 .51

{Apolicable enly to contracts or purchase orders for $2,500 or more.)

The allirmative action clause prescribed in section 60-751.% ef Title 41 of the Cede of Federal Regulations is incorporated herein by reference {as

“TmMitted by secuicn 65-741.22 of said Regulancns) as if setoutn full at s 2oint. 1 the Coerator (3) has 50 or more employees and (5) this contrace
Surchase orcer s tor 550,200 or more, then, within 120 davs ol tne ellectiveness ¢! this contract or purchase orcer, the Operator shall prepare and
~A13A an alfirmative action program at eacn sstablishment, which program snall set fcrin the Cperator’'s policics, practices and proceduces in

‘Srcance with tection 60-741.6 of said Regulatons,

G. Utlizatinn of “inoritv Bsineey Emternricag (Tedera] Seoruremene Dazciations [-1.13),
WHRITD My exceed 31,003l

(Applicable only to contracts or purchase orders

periormance of Coverrment contracis.

(2) Tr= Coerator sgrees 1o use his best efforts 1o €arfy Oul 103 golicy in the award of his subcontracts to the fullest extent cansistent with
the C’f.:':f" cerfcemance ¢! s cenirall., As used n this CIntracdy,
ol

wAICD 13 OwneZ Iy Minority groud memodery or, sn s ¢l
MINOrity 2:CLD Memders. Far tne
Amerizanclrentals

(1) 1t s 1the policy of the Government that minority business enlzrorises 1nall have the maximum praclicadle opportunity to parucipate in the
‘ N

Ne term YMinoriTy businesy enterarise’ Medns a business,
PuUdLCly owned Susinesses,
curseses of iy celinitien,

. imer.can-irdians, American-Ze<imcs, ana

at least 30 percent
1! least 3] percent of the stock of which 13 owned by

MINSrity CFOUd MemMSery are Ncgrocs, Sa.mnh-soca»ung American persons
American Aleuts.

Centraceors may rely on wriiten representations by
IUDCONITIZIZAS rogdrcing TTaI0 313U A3 MINOTIty Dusiness enterprites in hicu of anancedencent investigaton.



