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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between _ 1X0 Production Corp.

. hereinafter designated and
referred to as “Operator”. and the signatory party or parties other than Operator, sometimes heremnafter
veferred to individually herein as “Non-Opcerator”, and collectively as “Non-Operators’™.

WITNESSETII:

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 explore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term "oil and gas” shall mean oil, gas, casinghead 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 “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

D. The term -~Contract Area” shall mean all of the lands, oil and gas leaschold intcrests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands. oil and gas leasehold interests and oil and gas interests are described in Exhibit “A™

E. The term “drilling unit” shall mean the arca 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 dr:lling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term -drillsite”™ shall mean the oil and gas lease or interest on which a proposed well is to
be located.

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

H. The terms “Non-Drilling Party”™ and “Non-Consenting Party” shall mean a party who elects
not o participate in a proposed operation.

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

ARTICLE IL
EXHIBITS

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

part hereof:
X A. Exhibit =A™, shall include the following information:

(1) Identification of lands subject to agreement,

(2) Restrictions, iIf any, as to depths or formations,

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

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

(5) Addresses of parties for notice purposes.

ﬁj 3. Exhibit “B", Form of Lease.

(X, C. Exhibit ~C"”, Accounting Procedure.

‘Xf D. Exhibit D™, Insurance.

er: E. Exhibit “E’, Gas Balancina Auzreement.

lX‘ F. Exhibit “F”. Non-Diserimmation and Certification of Non-Segregated Facilities.

It any provision of any exhibity except Exhubit “E™ is anconsistent with any provision contained
y the body of this agreement, the provisions i the body of this avrcement shall prevarl.

- xAn
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ARTICLE IIL
INTERESTS OF PARTIES

A, 0Oil and Gas Interests:

If any party owns an unlcased oil and gas interest in the Contract Area. that interest shall be
treated for the purpose of this agreement and during the term hercol as if it were a leased interest
under the form of oil and gas lease attached as Exhibit "B, As to such interest. the owncer shaill re-
ceive rovalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B". Such party shall. however. be subjecet to all of the provisions of this agreement relating to lessees.,
to the extent that it owns the lessee intevest. .

B. Interest of Parties in Costs and Production:

Exhibit "A™ lists all of the parties and their respective percentage or fractional interests under this
agreerent. Unless changed by other provisions, all costs and liabilities incurred in operations under

- this asreement shall be borne and paid, and all equipment and material acquired in opcrations on the

Contract Area shall be owned by the parties as their interests are shown in Exhibit “A". All produc-
tion of oil and gas from the Contract Arca. subject to the payment of lessor's royalties —whiche—ibo
borpaatntha-loint Aceonnt shall also be owned by the partics in the same manner during the term

hereo!: provided, however. this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsitc of any proposed well prior to commencement of
drilling operations or, if the Drilling Partics so request. title examination shall be made on the leases
and cr oil and gas interests included. or planned to be included. in the drilling unit around such well.
The cpinion will include the ownership of the working interest. minerals, royalty. overriding royalty
and production payments under the applicable leases. At the time a well is proposed. cach 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 opinions. title papers
and curative material in its pessession free of charge. All such information not in the possession of ot
made available to Operator by the parties. but necessary for the examination of title, shall be obtained
by Opcrator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

Option No. 1: Costs incurred by Operator in procuring abstracts and title exammation (including

preliminary, supplemental. shut-in gas royalty opinions and division order title opinions) shall be a
part of the administrative overhead as provided in Exhibit ~C.” and shall not be a direcet charge, whether
pertormed by Opcrator's staff attorneys or by outside attorneys.
7. Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
2(()1' title examination (including preliminary, supplemental. shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drill:ng Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit ~A",
Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
perfcrmance of the above functions.

Each party shall be responsible for securing curative matter and pooling umendments or agreements
requ:red in connection with leases or oil and sas interests contributed by such party. The Operator shall be
responsible for the preparation and recording of Pooling Designations or Declarations as well as the
condact of hearings before Governmental Agencies for the securing of spacing or pooling orders. This
shall not prevent anyv party from appearing on its own behalf at any such hearing.

No well shall be dinilled on the Contract Area until after (1) the title to the drldlsite or drilline unit
has been examined as above px'rlx'idcd_grw»(i) the ttle has been approved by the examining attornevy or

title has been accepted by all of the parties who are to participate in the dodling off the well,
3. Loss of Title:

[, Fatlure of Tithe: Should any ool and cas mterest or lease, or interest therein. be lost through

failure of title. which loss vesults in o reduction orinterest trom that shown on Exhibit “A”

. this avree-
mens. nevertheless, shall continue i torce ox o oll roemunnine ol and was leases and inlerests. and

(u) The party whose oil and 2as lease or mlerest s attected by the title farlure shall bear sivne
the entire {oss and it shall not be entitied to recover trom Operator or the other parties any developrient

)
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or operating costs /\vhich 1t mav have thcrotol‘m'c/;mo—ﬁ but there shall be no monetary liability on its
part t3 the other parties hereto for.drilling, development. operating or other similar costs by reason of
such title failure: and subsequently incurred

() There shall be no retroactive adjustment of expenses incurred or revenuces received from the
operation of the interest which has been lost., but the interests ot the parties shall be revised on an acre-
age buasis, 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 thereatter be reduced in the Contract
Area by the amount of the interest lost: and

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the procecds 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 any patt 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 pricr 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 for 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 Erroneous Pavment of Amount Due: If, 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 lcase or interest therein terminates, there shall be no monctary liability against
the party who failed to make such payment. Unless the party who failed to make the required payvment
secures a new lease covering the same interest within ninety (90) davs from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIIL.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, and the party who failed to make proper pavment 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 make the required pavment shall not have been tully reimbursed, at the time of
the loss, from the proceeds of the sale of oil and gus attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs therctofore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the tollowing
as is necessary to effect reimbursement:

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

(b) Procreds, less operating expenses, thercalter accrued attr:butable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding produciion
from anv wells thereaiter drilled) which, in the absence of such lease termunation, would be attributable
to the lost interest on an acreage basis, up to the amount of unrecovered costs, the procceds ol said
portion of the oil and gas to be contributed by the other parties in proportion to thelr respective in-
terests: uand

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

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.l. and IV.B.2.
above. shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests, There shall be no vreadjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

TX0 Production Corp. _ shall be the

Opcrator of the Contract Avea. and shall conduct and direet and have tull control of all operations on
the Contract Area as permitted and regurred by and wertinn the imauts ol this agreement. It shali con-
duct all such operations i a good and workmanbiie manner. but at shwl have no hability as Qperator
to the other parties tor losses sustained or habilities tnceurred, except such as omay result from gross

neehigence or willful misconduct.
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by diving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Avea. or is no longer capable of serving as Operator, it shall ceuse to be Operator without any
action by Non-Operator. except the sclection of u successor. Operator may be removed if it fails or
refuses 1o carry out its duties hvrulu

by the affirmative vote of XQQ:?K)(() Z
ship as shown on Exhibit -
interest of Operator.

wder. or becomes insolvent, bankrupt or s placed in receivership.
r more Non-Operators owning a majortty intercst based on owner-
A", and not on the number of partics remaining after cxcluding the votmng
Such resignation or removal shall not become cffective until 7:00 o'clock A.M.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator. unless a successor
Operator has been sclected and assumes the duties of Operator at an earlier date. Operator, after effect-
tve date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer of Opcrator'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 ot Operator. a successor Op-
erator shall te selected by the Parties. The successor Operator shall be sclected from the parties owning
an interest in the Cantract Area at the time such successor Opcrator is selected. If the Operator that

is removed f{aills 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 interest based on ownership as shown
on Exhibit "A’. and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Emplovees:

The number of employces used by Operator in conducting operativons hercunder, their selection,
and the hours of labor and the compensation f{or services performed. shall be determined by Operator,
and all such emplovees shall be the employvees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usuual
rates prevatling in the area. If it so desires. Operator may employ its own tools and equipment in the
drilling of wells, but its charges therefor shall not exceed the prevailing rates in the arca and the vate
of such charges shall be agreed upon by the parties in writing before drilling operations are comi-
menced, and such work shall be performed by Operator under the same terms and conditions as are

customary and usual in the area in contracts of independent contractors who are doing work of a sum-
ilar nature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

AL Initial Well:

On or before the __1St  day o February .19 86, Operator shall commence the drill-
ing of a well for oil and gas at the following location:

1980' FNL & 1980"' FWL of Section 13, T-20-S, R-38-E, Lea County,
New Mexico

and shall thereafter continue the drilling of the well with due diligence to 7700' or a depth
sufficient to thoroughly test the Abo formation

unless granite or other pracucally impenctrable substance or condition in the hole. which rtenders
further drilling impractical, is encountered at a lesser depth, or unless all parties asree to complete or

abundon the well at o lesser depth.

Operator shall make reasonable tests ot all tormutions encountered durmnz detlhnme which uive -
dicution of containing ol and 2as i quantitios suinicient to test. unless ths aureement skall be hired
in ots apphication 10 4 specific formation or formations, i o which event Operator shail he required 1o

test only the formation or formations o whicn tus agreement may applv.

I, 1 Operator’s judument, the well wall ot prodice o1l or was in paying quantitivss and ttowgshes

i v hole ot e
to plue and abuandon the well s on dry hotes st ~haldl first securpe

the consent of all partes and <hgll
paud ana abandon same os POV d o Arnicle VT D N rrcot,
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1 B. Subsequent Operations:

o

3 1. Proposed Operations: Should anv party hereto desire to drill any well on the Contract Arca
4 other than the well provided for in Article VLA or to rework, deepen or plug buck a dry bole drilled
5 at the joint expense of all parties or a well jointly owned by all the partics and not then producing
6 in paying quantitics. the party desiring to drill. rework. deepen or plur back such a well shall ¢ive the
7 other parties written notice of the propesed operation. specifvinz 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) days 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 opcration.
11 If a drilling rig is on location. notice of proposal to rework. plug back or drill deeper may be given
12 by telephone and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
13 Sunday or legal holidayvs. 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 the proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing.

17 - 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article

18 VIB.L. or VILE.1l. elects not to participate in the proposed operation. then. in order to be entitled to
19 the benefits of this article, the party or parties giving the notice and such other parties as shali elect
20 to pacticipate in the operation shall. within sixty (60) days atfter the expiration of the notice period of
21 thirty (30) days (or as prcmptly as possible after the expiration of the forty-eight (48) hour period
22  where the drilling rig is on location. as the case may be) actually commence work on the provosed
23  operation and complete 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 periorm
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 VI.B.2., shall comply with all terms
29  and conditions of this agreement.

31 If less than all parties approve any proposed operation. the proposing party, immediately after the
32  expiration of the applicable notice period. shail advise the Consenting Parties of (a) the total interest
33  of the parties approving such operation. and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposed. Each Consentina Party, within fortv-eight (13)
35 hours (exclusive of Saturday. Sundav or legal holidavs) after recempt of such notice, shall advize the
36 proposing party of its desire,to (a) limit participation to such party’s interest as shown on Exhitit ~A”,
37 or (b) carry its proportionate part of Non-Consenting Partics’ interest *The proposing party. at 1ts
38  eclect.on. may withdraw such proposal if there is insufficient participation. and shall promptly noufv
39 all parties of such decision. *and failure so to advise the proposing party shall constitute
10 an election under (b).

41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
42 the proportions theyv have elected to bear same under the terms of the preceding paragraph. Consenting
43 Parties shall keep the leasehold estates involved in such operations free and ciear of all liens and
44 encumbrances of every kind created by or arising from the operations of the Cunsenting Puarties. 7 such
143 an operation results in a dry hole. the Consenting Parties shall plug and abundon the well at ther sole
46 cost. risk and expense. If anv well drilled. reworked. deepened or plugued buck under the provisions
47 of this Article results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
43 complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
49 over to Opcerator and shall be operated by it at the expense and for the account of the Consenting Parties.

50 Upon commencement of operations for the drilling. reworking, deepening or plugging back of any such
51 well by Consenting Parties in accordance with the provisions of this Article. each Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Partics, and the Consenting Parties shall own and
33 be entitled to receive. in proportion to their respective interests, all of such XNon-Consenting Party's
54 interest m the well and share of production therefrom until the proceceds of the sale of such share,
535 calculated at the well. or market value thercof if such share is not sold (after deducting production
36 taxes. royvalty, overriding rovalty and other interests existing on the effective date hereof. pavable out of
37 or mcasured by the production from such well aceruing with respect to such interest until gt reverts)
58 shall cqual the total or the toliowing:

59

60 (a) 10075 of cach ruch Non-Consenting Party’s share of the cost of any newly acquived surface
1 cquipment bevond the weithead connections (including, but ot limited to. stock tanks, sepurators.

62 treaters, pumping cquipment and pipima), plus 10072 of cach such Non-Consenting Party’s share of the

6.3 cost of operation of the well commoencing with first production and continung until cach such

Non-
§4  Consenting Party’s rehnquished nterest shall revert to it under other provisions ol this Article. it beinge
65 auwreed that cach Non-Conscenting Pacty’s shave of such costs and egquipment widl be that interest winich
56  would have been charzeabie to cach Non-Consenting Party had i pacticipated in the well trom the pe-
67 cinnme of the operation: end
64 . g
t4 h) 300_ . of that portton of the costs and expenses of drilling rewark:ing, deepenming. or piucoing

0 back, testine and completingsater deduactine any cash o eontributions receved under Aticle VITLC | gnd
*"8 well to be drilled to a depth of 10,000 feet subsurface or less, and 4007
of that portion of such costs 1n a well to be drilled to a total depth greater

+han 10 NNA font 1 R
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*'or 4007% as applicable"

300 * ot that portion of the cost of newly acywired equipment in the well (to and including the well-

head connections). which would have been charseable to such Non-Consenting Party if it had partici-
pated therem.

Gas production attributable to any Non - Consentine Party’s relinquished interest upon such Party’s
election. shall be soid to its purchaser. if available. under the terms of its coxisting das sules con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceceds recervable rrom
such sale direct to the Consenting Parties until the amounts provided for in this Articie are recov-
ered from the Non - Consenting Party's telinquished 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-
Conscnting Party's share of gas as hercinabove provided during the recoupment period.

During the period of time Consenting Partics are entitled to reccive No’n—Consenting Party’s share
of production. or the procceds therefrom. Consenting Parties shall be responsible for the payment of
all pcroduction. severance. gathering and other taxes, and all royalty. overriding rovalty and other
burdens applicable to Non-Consenting Party'ss share of production.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shal
be permitted to use, free of cost, all casing. tubing and other equipment in the well. bur the ownership of
all such cquipment shall remain unchanged: and upon abandonment of a well after such reworking.
plugging back or deeper drilling, the Consenting Farties shall account tor all such ecquipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage.

—

Within sixty (60) dawvs after the completion of any operation under this Article. the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and un itemized statement of the cost of driiling,
deepening, plugging back. testing, completing, and cquipping the well for production: or, at its option,
the operating party. in lieu of an itemiced statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thercafter, durine the time the Consenting Parties are being
reimbursed as provided ubove. the Partv conducting the operations for the Consenting Parties shall furn-
ish the MNon-Conscenting Parties with an itemized statement of all costs and liabiities incurred in the
operation of the well. tozether with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well's workina intevest production during the preceding
month. In determining the -quantity of oil and gas produccd during anyv month. Consenting Parvties
shal! use industry accepted methods such as. but not limited to, metering or periodic well tests. Any
amount realized Irom the sale or other disposition of equipmient newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done und of the equipment purchased.
in determining when the interest of such Non-Consenting Party shall vevert to it as above provided:
and if there is a credit balance, it shall be paid to such Non-Consenting puarty.

If und when the Consenting Parties recover from a MNon-Consentinz Party’s relinquished interest
the amounts provided for above, the relinquished interests of such Non-Consentinz Purty shail auto-
matically revert to it. and. from and after such reversion, such Non-Consenting Puarty shall own the same
interest in such well, the material and equipment 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, decpening or plugging back of said well. Thereafter. 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’ agreement and the Accounting Procedure. attached hereto.

Notwithstanding the provisions of this Article VI.B.2.. it is agreed that without the mutual consent
of all parties. no wells shall be completed in or produced from a source of supply from which a well
located eclsewhere 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 whatsoever to the drilling of the inital
well deseribed in Article VILA. except (a) when Owntion 2. Article VILD.1.. has been selected. or (b)
to the reworking, deepening and plugging back ot such inittiad well if such well i3 or theveatler shall
prove to be a dry hole ov non-commercial well, atfter having been drilled to the depth speciticed in Article
VIA.

C. Right to Take Production in Kind:

Euach party shuall have the right to take v kind or separately dispose of its proportionate shave of
all o1l and was produced from the Contract Areu. exclusive of production which may be used in de-
velopment and  producing operations and in opreparmg and treating oil tor marketing purposes and
vroduction unavoidably lost. Any extra expenditure neusred in the taking in kind or separate dispo-

~ition by anv party ot its proportionate share ot the production shall be borne by such party.  Any
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party tuking its share of production m kind shall be requived to pay for only its proportionate zhare
of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracts as may be ncecessary for the sale of its
interest in production from the Contract Area. and, except as provided in Artwcie VILB. shall be entitled
lo receive pavment direct from the purchaser thereof forv its share nf all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Arca. Operator shall have
the right, subject to the revocation at will by the party owning it. but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production tp 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. Any 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 consistent with the minimum needs of the industry under the
particular circumstances. but in no event for a period in excess of one (1) vear. Notwithstandinz the
foregoing., Operator shall not make a sale. including one into interstate commerce, of any other pariy's
share of gas production without first giving such other party thirty (30) davs notice of such intended
sale. prior written
In the event one or more parties’ separatc disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and or deliveries which on a day-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 Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhioit "E”. or is a separate 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 msgect
or observe operations. and shall have access at reasonable times to information pertaiming to the de-
velopment or operation thereot. including Operator’s books and recorvds relating thereto. Operator. upon
request. shall furnish each of the other parties with copies of all forms or veports filed with govern-
mental agencies. daily drilling reports. well logs. tank tables. daily gauge and run tckets and regorts
of stock on hand at the first of cach month. and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Arca. The cost of gatherng and furnishing information to
Non-Operator. other than that specified above, shall be charced to the Non-Opcerator that requests the
information.

E. Abandonment of Wells:

1. Abardonment of Drv Holes: Execept for any well drilled pursuant to Articie VIB2. unyv well

which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
shai. not be plugged and abandoned without the consent of all partics. Shuuld Operutor. atter dilizent
effort. be unable to contact any party. or should any party fail to reply within fortv-erzht {43) 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 plugged and abandeoned 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 abandonihg such well shall have the right to take over the well and conduct
furtner operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for anyv well which has been drilled or ve-
worked pursuant to Article VI.B.2. hercof for which the Consenting Parties have not been fully reim-
bursed as theremn provided. any well which has been completed as a producer shall not be plucsed and

abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be pluzeed and abandoned in accordance with applicable regulations and at the cost. risk and expense
or all the parties hereto. If. within thirty (30) davs atter receipt of notice ot the proposed abandonment
ol ~uch well. all parties do not acree to the abundonment of anyv well, those wizhimg Lo ¢ontinue 1ts op-
cratuon shall tender to cach of the other parties s proportionate share o tiwe value of the well's sulvabice
material and cquipment. determined in accordance wath the provisions of  Exhibit “C7oless the extimated
cost of salvazine and the estimated cost of pluzamg and abandoning.  Each abandonimg partye shall
assizn to the non-abandomne parties. without warranty, express or implied. as 1o Litle ar as to gquantity,
quulity, or fitness for se of the caqupment and material, oll ot s interest in the well and related cquip-
mert, tocether with its merest in the leaschold estite as to. but only as to. the mnterval ormtervals o the
tormation or formations then open o production. I the interest or the abandoning party s or includes
ool and oas interest, such party shall excoewte and deliver to the non-abandoning party or partjes an
o and zas lease, linated to the interval oromtervals or the tormation or formations then open to produc-

Shen. tor o lerm ol one vear and solong thereatter as ol and o was s produced [rom the mterval or e

v
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vals ot the tormation or tormations covered thereby, such lease to be on the form attached as Exhibit
B, Tho asstenments or leases so limited shall encompass the “drilling unit” upon which the well 18
located. The pavments by, and the assignments or leases to, the assignees shall be in u ratio based upon
the rolationship of their respective percentages of participation in the Contract Avea to the aggredate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest i the remaming portion ot the Contract Avea.

Thereafter. abandoning parties shall have no further responsibility, liability. or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request. Operator shall continue to
operate the assigned well for the account of the non-abandoning parties 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. .

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

.

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible
only for its obligations. and shall be liable 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 Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a
security interest in its share of oil and or gas when extracted and its interest in all equipment. to sccure
payrnent 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 Opemtdr has a security interest under the
Uniform Commercial Code of the State. Operator shall be entitled to- excercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the securcd indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as.security for the payment thereof. In addition, upon default by any Non-
Opecrator in the pavment of its share of expense. Operator shall have the right, without prejudice to
other rights or remedies. to collect from the purchaser the proceceds trom the sale of such Non-Operator's
share of oil and or gas until the amount owed by such Non-Operator. plus interest has been paid. Each
purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
crator’'s proportionate share of expense.

If any party fails or is unable to pay its shure of cxpense within sixty (60} davs arter rendition of
a statement therefor by Operator. the non-defaulting parties, including Operator. shall. uvon request by
Operator. pay the unpaid amount in the proportion that the interest of cach such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall. to obtain reimburse-
ment thereof. be subrogated to the security rights described in the foregoing 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 Avea pursuant to this agreement and shall
charge cach of the parties hereto with their respective proportionate shares 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 hereunder. showine expenses incurred and charges and credits made
received. . =

and

Opcrator. at its election, shall have the right from time to time to demand and receive from the
other parties pavment in advance of their respective shares of the estimated amount of the expense to
ke incurred in operations hereunder durme the next succeeding month, which right may be exercised only
by subnussion to cach such party of an itemized statement ot such estimated expense, together with
an nvoice for its share thercof. Each such statement and invoice tor the payment in advance of esti-
mated expense shall be submitted on or before the Z0th duy ol the next preceding month. Each party
shiil pay to Operator its proportionate share ot such estimate within fifteen (13) davs after such es-
timate and invorce is received. If any party fatls o pay its share of said estimate within smid timie, the
amount duc shall bear nterest as provided i Exhibit C™ until paid. Proper adjustment shatl. be
made monthly between advances and actual expense to the ond that cach party shall bear and pay its
proportionate share of actual expenscs incurred. 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-
cept any well drilled or deepened pursuant to the provisions of Article VILB.2. of this Agrcement. it being
understood that the consent to the drilling or deepening shall include:

Option No. 1: All necessary expenditures tor the drilling or deepening, testing, completing and
equipping of the well, including necessary tankage and or surface facilities

X QOption No. 2: All 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 forty-eight (48) hours (exclusive of Saturday. Sunday and legal holi-
days) 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 equipping of such
well. including necessary tankage and or 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 atiempt a completion. the provisions of Article VI.B.2. hereot (the phrase -“reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “‘completing™) shall apply to
the operations thereafter 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
said well, including necessary tankage and or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require

an expenditure in excess of __Fifteen thousand-------~------~---- Dollars (8 15,000.00 )

exceot in connection with a well, the drilling, reworking, deepening, completing, recompleting. or plug-

ging back of which has been previously authorized by or pursuant 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 required to deal with
the emergency to safeguard life and property but Operator. as promptly as possible. shall report the emer-
gency to the other parties. If Operator prepares “Authority for. Expenditures” for its own use.
Operator, upon request. shall furnish copiles or its “Authority for Expenditures™ for any sinele project
costing in excess of ___Fifteen_thousand-----------c---c--"--- ollars (519,000.00 ).

E. Royaltics, Overriding Rovalties and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered. all rovalties to the extent of
one-eighth due on its share of production and shull hold the other parties iree
from any liability thervefor. If the interest of any party in any oil and gas lease covered by this acree-

> JAQ10

ment is subject to any royalty. overriding royally, production payment. or other charge over and zbove
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall sccount
for or cause to be accounted for, such interest to the owners therecof.

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

F. Rentals. Shut-in Well Payments and Minimum Royalties:

Rentals. shut-in well payments 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 ut its or their
expense. In the event two or more parties own and have contributed interests in the same lease to this
agreement. such parties may destgnate one of such parties to make said payments for and on behalf of all
such parties. Any party mayv request, and shall be entitled to receive. proper evidence of all such pav-
ments. [n the event of fhilure to make proper payment ol any rental. shut-in well pavment or minimum
royalty throush mistake or oversisht where such 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 Artiele

[V.E.2

Opcrator =hall notiny Non-Operator of the anticipated completion of a shut-m gas well, or the shut-
ting in or return o prodaction of a producine gas well, at Teast tive (57 davs (excluding Saturdav. Sun-
duv and holiduyvs), or al the carliest opportunity permitted by circumstances, prior to tuking such action.
but asstmes no labthty ror falure to do so. In the event of failure by Operator to so notity Non-

Oveator, the ioss of any ieuse conttbuted hereto by Non-Operator for tailure o make timely payments

Z9 -
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of anv shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date herveof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
ditior. date. each Non-Operator shall furnish Operator information as to burdens (to include. but not be
limited to, rovalties. overriding royalties and production payments) on leases and oil and gas interests con-
tribuzed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royaltics. overriding royalties or production payments, the reduction in
ad valorem taxes resulting therefrom shall'inurc to the benefit of the owner r 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". gaa Apticle 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 final 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 shall 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 party'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-
erator 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
beer paid had such insutrance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in satd Exhibit D", or subsecquently
recetves the approval of the parties. no direct charge shall be made by Opcerator for premiums paid for
such insurance for Operator’s fully owned automotive equipment.

ARTICLE VilIL :
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 thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign. without express
or implied warranty of title. all of its interest in such lease. or portion thercof. and any well. material and
cqu:pment which may be located thercon and any rights in production thereafter secured. to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the as-
signing party shall execute and deliver to the party orv parties not desiring to surrender an oil and aas
lease covering such oil and gas interest for a term of one year and so lona thereafter as oil and or gas
is produced from the land covered thereby. such leasc to be on the form attached hercto us Exhibit B,
Upen such assignment, the assiening party shall be velieved from all oblications thereatter acerung,
but not theretofore accrued. with respect to the acreage assigned and the operation ot anyv well thereon,
and the assigning party shall have no further interest in the lease assigned and its ecquipment and pro-
duction other than the rovalties retained in any lease made under the terms of this Article. The patties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and equipment on the assigned acrceage. The value of all material shall be determined in accordance
with the provisions of Exhibit =C", less the estimated cost of zalvaeing and the estimated cost of plue-

sine and ahandoning. If the assienment is in favor of more than one party. the assigned interest shatl

- 10 -
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be sihared by the parties assience in the proportions thut the interest of cach bears to the interest ot all
parties assighiec. )

Any assienment or surrender made under this provision shall not reduce or change the assienor’s or
surrenderinge parties’ interest. us it was immediately before the assignment, in the balance of the Contract
Area: and the acreage assigned or survendered. and subseguent operations thereon, shall not thercatter
be subject to the terms and provisions of this agreement.

B. Renewal er Extension of Leases:

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

If some. but less than all. of the parties elect to participate in the purchase of a renewal lease. it
shall be owned by the parties who elect to participate therein. in a ratio based upon the velationship of
their respective percentage of participation in the Contract Area to the aggrceate 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 partics elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire intcrest
coverad 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 after
the expiration of 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 venewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and zas

leases.  gae Article XV.E for additional provisions.

C. Acreage or Cash Contributions:

of a well or any other operation on the Contract Areca. such contribution shail be paid to the party who
conducted the drilling or other operation and sbhail be applied by 1t against the cost of such drilling or
other operation. If the contribution be in the form of acreauve. the party to whom the contribution is
made shall promptly tender an assignment of the acreage. without warranty: ot title. to the D:tliing
Parties in the proportions said Drilling Parties shared the cost of duilling the well If ull parties hereto
are Drilling Purties and accept such tender. such acrease shall beeonme o part of the Contract Avea and
ke governed by the provisions of this agreement. If less than all 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 partics of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Area.

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

D. Subsequently Created Interest:

Notwithstanding the provisians of Article VIILE. and VIIL.G. if any party hereto shall. subscquent
to cxecution of this agrcement, create an overriding rovalty. production pavment, or net proceeds inter-
est. which such interests are hereinatter referred to as “subsequently created interest”™. such subscquently
created interest siall be specifically made subject to all of the terms and provisions of this acrecement. as
follows:

1. If non-consent vperations are conducted pursuant to any provisicn of this agreement. and the
party conducting such operations becomes enntled to receive the production attributable to the interest
out of which the subscquently created mterest s derived, such party shall veceive sume free and clear

of such subsequently circated imterest. The party creating same shall bear and pay all such subsequently

nd

created interests und shall imdemnity and hoid the other purtices hereto free and harmless from any o
all liabtlity resulting theretrom. - :

B
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2 If the owner of the interest from which the subsequently created interest s derived (1) fails to

pav. when due. its share of expenses chargeable hereunder. or (2) elects to abandon a well under pro-
visions of Article VLE. hereot, or (3) elects to surrender a lease under provisions of Article VIILA.
hereot, the subsequently created interest shall be chareceable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or parties who receive assignments as o result of (2) or (3) above
shall have the right to enforce all provisions of Article VILB. hereof agamst such subsequentiv created
interest.

E. Maintenance of Uniform Interest:

For the purposc 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. transter 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 equipment and production: or

2

an equal undivided interest in all leases and equipment and production in the Contract Arvea.

Every such sale. encumbrance, transfer 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 single trustec 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-cwners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately. payment of the sale proceeds hercof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located. cach
party hereto owning an undivided interest in the Contract Arca waives any and all rights it muy have
to partition and have set aside to it in severalty its undivided interest therein.

~ N IR o
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interests™whe Contract Area. it shall promptly give written notice to the other parties, with e,

mation concernini~ks proposed sale. which shall include the name and address ol pe-aTCipective pur-

chaser (who must be readv™~illine and able to purchuase). the purchase i all other terms of

the offer. The other parties shall Treselave an optional prior rigee=Tor Goperiod of ten (10) davs after
receipt of the notice. to purchase on the samc s and 7 hitons the interest which the other party
proposes to sell: and. if this optional right is_escTCi-00h o vurchasing parues shall share the pur-
chased interest in the proportions thpls+T ' he total interest of all purchasing
where any party wishes
to rnortgage its interests. or to dispose of its interests by merzer, reorganization. O

i

idation. or sale

of all or_s antially all of its assets to a subsidiary or parent company or to a subsidiary narent
R b PR A e e e e i g b b el e —-

= ” = * g

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to ereate. and shall not be construed to create. a relat:onship of part-
nership or an association for profit between or among the parties hereto.  Notwithstanding any pro-
visions herein that the rights and liabilities hereunder ave several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership. i, for Federal income tax pur-
poses. this agreement and the operations hereunder are revarded as a partnership. cach pavty hereby
alfected elects to be excluded from the application of all ot the provisions of Subchuapter “K™ Chapter
1, Subtitie A, of the Internal Revenue Code of 19340 as permitted and authorized by Sccuion 761 of
the Code and the regulations promulgated thercunder. Operator is authorized and directed 1o execute on
behaltf of cach party hereby affected such evidence ot this clection as may be required by the Secretary
of the Treasury of the United States or the Federal Internal Revenue Service, including specificully, but
not by way of limitation. all of the veturns. statements. and the data reguired by Federal Resula-
tions 1.761. Should there be any veguirement that cach party hcrebs gffected eive further evidence ‘of
this clection, cuch such party shall exceute such documents und furnish such other evidence as mayv be
required by the Federal Internal Revenue Scervice or as may be necessary to evidence this election. No

- 12 -
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63
64
65

66

67
656
69

such party shall cive any notices or take any other action inconsistent with the election made hereby.
If anv present or future income tax laws of the state or states in which the Contract Area 1s located orv
any future income tax laws of the United States contain provisions similar to those in Subchapter K™,
Chapter 1. Subtitle “A™. of the Internal Revenue Code of 1954, under which an election similar to that
provided by Scction 761 of the Code is permitted. cach party heveby affected shail make such clectzon as
may he permitted ov required by such laws. In making the foregoing election, cach such party states that
the income derived by such party {rom 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 thousande==-sccoocaaca oo mc o m 2o Doilars

(s 4.000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority iz delegated to Operator. All costs andc ex-
pense of handling. settling, or otherwise discharging such claim or suit shall be at the joint excense
of the parties. If a claim is made against any party or if anv party is sued on account of anv matter
arising from operations hereunder over which such individual has no control because of the rights zZiven
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to carry out its oblivziions
under this agreement. other than the obligation to make money payments, that party shall give o all
other parties prompt written notice of the force majeure with reasonablv tull particulars concerming it:
thercupon. the obligations of the party giving the notice. so far as they are affected by the force majeure.
shall be suspended during. but no longer than. the continuance of the force majeure. The affected zarty
shal. use all reasonable diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
require the settlement of strikes. lockouts. or other labor difficulty by the party involved. contrary o its
wistes: how all such difficulties shall be handled shall be entirely within the discretion of the rgarty
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, lightnina. fire, storm, flood.
explosion. governmental action. governmental delay. restraint or inaction, unavaitlubility of equipment.
and any other cause. whether of the kind specifically enumerated above or otherwise. which s not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties. and required by any of the provisions of
this agrcement. unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telegram. postage or charges prepaid. or by teletype. and addressed to the par:iv 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 1s received. The second or any responsive notice shall be decemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges preraid,
ol when sent by teletype. Each party shall have the right to change its address at uny time. and rom
time to time. by giving written notice hereof to all other parties.

ARTICLL XIII.
TERM OF AGREEMINT

This agreement shall remam e rell foree and crrieet as to the oil and gas leases and ov ol and s in-
terests subjected herceto tor the period of time sclected below: provided. however, no puarty hereto shall
cver be construed as havimg any rvight, tUtle or interest in or to any-lease, or ol and uas intevest con-
tributed by any other party beyvond the term orf this aureement,

{77 Option No. 1 So long as any of the ol and gus leases subjecet to this agreement remain or are con-
tinued i force as to any part ot the Contract Avca, whether by production. extenswon. renewal or other-

wise, and or o long as otl and/or zas production continues rrom any lease or oil and sus interest,

- 13 -
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1 X Ootion No. 20 In the event the well deseribed in Article VILAL or any subsequent well drilled
2 under any provision of this agreement. results in production of oil and or gas in paving quantities, this
3 agreement shatl continue n force so lonw as any such well or wells produce. or arve capable of produc-
4 tion, and for an additional period of 120 days from cessation of all production: provided. however.
b} if. prior to the expiration of such additional period. one or move of the parties hercto are enuazZed in
6 drilling or reworking a well or wells hercunder, this agreement shall continue in force until such op-
7 erations have been completed and if production results therefrom. this agreement shall continue in
8 force as provided herein. In the event the well described in Article VAL or any subsequent well
9 drilted hercunder, results in a dry hole. and no other well is producing. or capable 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__'2Y _ days from the date of abandonment of said well.

12

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

15

16 ARTICLE XI1V.

17 COMPLIANCE WITH LAWS AND REGULATIONS

18

19 A. Laws, Regulations and Orders: =
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.

25

26 B. Governing Law:

27

28 The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
29  ited to, matters of performance, non-performance, breach, remedies, procedures, rights. duties and in-
30 terprctation or construction, shall be governed and determined by the law of the state in which the
31 Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
32 of the land in the Contract Area is located shall govern.

33

34 ARTICLE XV.

35 OTHER PROVISIONS

36 -

2; A. Sale of Gas Production:

39 It is recognized by the parties hereto that in addition to each party's share
10 of working interest production as shown in Exhibit "A", such party shall have the
1 pight, subject to existing contracts, to market the royalty gas attributable to
42 each lease which it contributes to the Contract Area and to receive payments due
43 for such royalty gas produced from or allocated to such Tease or leases. It is
i+ agreed that, regardless of whether each party markets or contracts for its share
5 of cas, including the royalty gas under the leases which it contributed to the
46 Contract Area, such party agrees to pay or cause to be.paid to the royalty owners
17 under its lease or leases the proceeds attributable to their respective royalty
48 interest and to hold all other parties hereto harmless for its failure to do so.
49

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

s5 than one billing for the entire interest credited to each Party on Exhibit "A". 1t
56 1s 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
s¢  Seliing 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
¢o assigned and shall make prompt payment to Operator for the entire amount of state-
s1 ments and billing rendered to it. It is further understood and agreed that if Selling
¢» Party disposes of all its interest as set out on Exhibit "A", whether to one or

g3 several assignees, Operator shall continue to issue statements and billings to the
¢y Selling Party tor the interest conveyed until such time as Selling Party has
designated and qualified one assignee to receive the billing for the entire

23. interest. In order to qualify one assignee to receive the billing for the entire
G interest credited to Sgl]lng Party on Exhibit "A", Selling Party shall furnish

« to Operator the following: N
69

70

- id -



' L. 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 stata-
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 handle
any necessary sub-billings in the event it does not own the entire
interest credited to Selling Party on Exhibit "A".

C. Disbursement of Royalties:

I1f a purchaser of any oil, gas or other hydrocarbons produced Efrom
the Contract Area declines to make disbursements of all royalties,
overriding rovalties, working interests, and other payments out of, or
with respvect to, production revenues which are payable on the Contract
Area, Operator may, at its option, from time to time, make dishurse-
ments on behalf of any Non-Operator who requests in writing that
Operataor do so. Each 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 o0il, gas or other
hydrocarbons 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 ovinion of Operator, is necessary for efficient admi-
nistration, for all rovalty, overriding royalty and other interest
owners who are 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 Cperator in writing.

Operator will use its best efforts to make dusbursements
correctly, but will be liable for incorrect disbursement only in the
event Oof gross negligence or willful misconduct. Any Non-Operator for
whom such disbursements are made hereby agrees to indemnify and holAd
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-Operator.

D. Article VII.G., Adaition:

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

E. Article VIII.B., 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.

I1f 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. TIf any working interest owner other than
the original lease owner renews or extends the lease, the renewing or
extending party shall furnish the original lease owner an itemized
statement of the complete renewal or extension costs and expenses of
such .ease., The original lsase owner shall have sixty (50) days after
the receipt of such itemized statement to reimhurse the renewing or
extending party in full. Failure of the original lease owner to do so
shall result in the forfeiture of its option hereunder. The provi-

sions heresof shall only apply to leases or portions of leases locateq
Tin o kha OCAantract Area.



F. As between the interest of TXO and FINA, this Agreement shall ne
subject and subordinate to that Certain 90il & Gas Lease Acquisition
and Development Agreement dated October 22, 1982, bhetween 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 Lease
Acquisition and Development Agreement shall prevail. Upon termination
of the 0il & Gas Lease Acquisition and Development Agreement, this
Agreement shall be amended as between TXO and FINA in the maénéf Sro-
vided in Article XXI of the 0il & Gas Lease Acquisition .and S
Develoosment Agreement. o
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ARTICLE XVI
MISCELLANEOUS '

P

This agreement shall be binding upon and shall inure to the bencfit of the parties hereto and to their
respective ht‘i_l-'S, devisees, legal rvepresentatives. successors and assigns.

-1 .

This instrument may be exectted in any number of counterparts. cach of which shall be considered
an original for all purposes.

w w
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IN WITNESS WHEREQF. this apgreement shall be effective as of ___ day of

19
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"OPERATOR .
TXO PRODUCTION CORP.
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By: '
John D. Huppler, Senior Vice President™
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CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS §

§
COUNTY OF MIDLAND §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared JOHN D. HUPPLER, known to me to be
the person and officer whose name is subscribed to the foregoing instrument
and acknowledged to me that the same was the act of the said TXO PRODUCTION
CORP., a corporation, and that he executed the same as the act of such
corporation for the purposes and consideration therein expressed, and in
the capacity therein stated.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this day of
1985. T

My Commission Expires: Notary Public in and for
The State of Texas




EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated April
19, 1985 by and between TXO Production Corp., as Operator, and Texas Crude
0il Company, as Non-Operators.

I1T.

IV.

CONTRACT AREA:
SE/4 NW/4 Section 13, T-20-S, R-38-E, Lea County, New Mexico

Such lands are subject to the following restrictions as to depths
or formations:

7700' or a depth sufficient to thoroughly test the Abo formation
Names, Addresses and Percentages of the Parties:

TX0 Production Corp. .0513889
900 Wilco Building
Midland, Texas 79701

Ronald J. Byers .0236111
1600 United Bank Tower

400 W. 15th St.

Austin, Texas 78701

Ted Weiner . 0250000
Feirs and Devisees of Stanley Weiner

Marjorie Weiner 3odzy

c/o Texas Crude 0il Company

2100 Texas Crude Building

Houston, Texas 77002

Schedule of 0il and Gas Leases and/or 0il and Gas Interest Subject
to this agreement:

To be furnished at a later date



: EXHIBIT "B"
Producers 88—TXO Form 111 - Revised 4/79

Wich  ooling Ciause OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made and entered into this day of .19 . berween

herernafter cailed “lessor” (whether one or more), whose post otfice address

and

hereinafter called “lessee”, whose post office address is

1. Lessor, in considerstion of Dollars (8 )
inhand paid, receiptof which is hereby acknowiedged, of the royaities heretn provided and of the agreements ot the lessee herein contained, hereby granrs, ieases and lees, exclusiveiy unto lessee
for the purpose of investugating, exploring. prospecting, drilling, mining and operating for and producing oil, gas and atl other munerals, injecting gas, waters, other fluids, air ang other gaseous
substances into subsurface strata, laying pipe lines, storing oil, building tanks, power stations, electric transmission lines, telepnone lines, and other seructures and things thereon to produce,
save, take care of, treat, process, store and transport said minerals and other products manufacrured therefrom, and houstng and ocherwise caring for tts employees, the following aescribed land

" County, Texas, to-wit:

Norwithstanding any particular 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 any and all
other land owned or ciaimed by lessor 1n the herein named survey or surveys, or in adjoining surveys, and adjoining the herein described land up to the boundaries of the aburting tandowners,

the leased lands being hereinafter refecred to as “said land™. For the purpose of calcwating the rental payments hereinafter provided for, said land is estimaced to comprise

acres, whether 1t acruaily comprises more or less. as .l ong as th] s \JOA 1 S ] n effect

2. Subject to the cther provisions herein contained, thﬁs leasg shzlllremain in force fora termoﬁ'rveé-\-yeaﬁ from chis date (called "ptimary term™), and as long thereafter as oul. gasorother
mincral 15 produced from said physical land or land with which said land or any part thereof is pooled, or this lease 15 maintained by virtue of some other provision hereot.

3. The rovyalties to be paid by lessee are: (a) onoil, and on other liquid hydrocarbons saved at the well, one-eighth of that produced and saved from said land, same to be delivered at the wells or
to the credit of lessor in the pipe line to which the wells may be connected with lessor’s interest in either case bearing its proportion of any expenses for rreaung oil to make it matketable as
crude and lessee having tne option. at any time or from time to time, to purchase lessot’s oil at the well, paying theretor the lawful market price on the date ot purchase for o1l ot like graae and
graviry prevaiing for the fieid nearest where such o1l is produced; (b) on gas, including casinghead gas and all gaseous substances, produced from said land and sald, one-etghth of the amount
tealized from such sale; (<) on gas, including casinghead gas and all gaseous substances, produced from said land and used off said land by lessee and not benetitting lessor, the marxet value at the
mouth of the well of one-eighth of the gas so used oif said land, (d) on all othes minerals mined and marketed, one-eighth. either in kind or value at the well or mine, atiessee s eiection. except
thaton sulphur the royaity shall be One Dollar ($1.00) per long ton; and (e) if at any time while there ts a gas well or wells on the said land or land pooled therewith (for the purposes of this
clause (e) the term “gas well” shail include weils capable of producing narurai gas, condensare, distillate or any gaseous substance and wells classified as gas weils by any governmentai authoriry)
and such weil or wells are shut-in, this lease shall continue in force for a period of either: (1) ninety (90) days from the date such well or wells are snut-in, (2) minety (90) days trom the
effective date for inciusion of said land or a portion thereof within a unit on which is located 2 shut-in gas well; (3) the date this lease ceases to be maintained by the payment of annual delay
tentals; or (4) minety (90} days from the date this lease ceases to be otherwise maintained as provided herein, whichever is the later dacte, and before the expiration of any such period lessee or
any assignee hereunder may pay or tender an advance annual royaity equal to the amount of delay rentals provided for in this lease for the acreage then neld under this lease by the parry making
such payment of tender, and if such payment or tender is made, this lease shall continue in force and it shall be considered that gas s being produced trom said land in paving quantities within
the meanung of Paragraph 2 hereof torone (1) year from the date of such payment, and in like manner subsequent advance annuai rovalty payments may be made ot tendered and this lease shall
continue 1n force ara it wiil be considered that gas s being produced from said land in paying quantities within the meaning of said Paragraph 2 duning any annual period for wnich sucn royaicy
i5 30 paid or rendesed: such advance annual royairy may be paid or teadered in the same manner and to the same depository as provided herein for the pavment or tender ot delav rentals; rovaicy
accruing to the owers thereof on any production from said land during any anaual period for which advance annual royaity 1s paid may be credited against such advance payment.

4.1f operauions for drilling or mining are not commenced on said land or on land pooled therewtth on or before one (1) year from this date. this lease shall terminate as to both parties, unless

on or before one (.} year from said date lessee shall pay or tender to lessor a rental of
>

Dollars (§ ) which shall cover the privilege of deferring commencement of such operations for a period of tweive (12) months In like manner and upon like payment or
tenders, annuaily, the commencement of said operations may be further deferred for successive periods of the same number ot montas, each during the primary term. Payment or tender of

rental may be made to lessor or to the Bank ,whichbank.otany
successar thereot, shail continue to be the agent for lessor and lessor's heirs, representatives, successors and assigns. If such bank (or any successor banio shail fail, iquidace. or be succeeded by
another bank, or for any reason fail of refuse to accept rental, lessee shall not be held in default unul chircy (30) days after lessor shall deliver to lessee a recordadle instrument making provision
for another method of payment or tender. The paymentor tender of rental may be made by check or draftof lessee, mailed or delivered 1o sa1d bank or iessor or either iessor if more than one, on
ot before the rental paving date, and the payment ot tender will be deemed made when the check or drafc is so delivered or mailed. If lessee shall, on or betore any rental or advance annual
royalry payment date. make a bona fide attempr to pay or deposit a rental or advance annuai royalcy payment to a lessor ot royalry owner enutled thereto under this lease according to lessee s
records at the ume of such pavment, and if such pavment or deposit shall be erroneous it any regard, lessee shall be obligated to pay to sucn lessor of rovaity awner the rental or advance annual
royalty payment properly payable for the period involved, but this lease shail be maintained in the same manner as:f such erroneous payment or depusit had been properiy made, provided chat
lessee shail correct such erroneaus payment withan thircy (30) days following receipt by lessee of written notice from such lessor or royairy owner of tie error accompanied by any documents
and other evidence necessary to enable lessee 10 make proper payment.

5. Lessec 1s hereby given the power and right, as to all or any part of said land and as to any one or more of the formations thereunder and the munerals theremn or produced therefrom. at ics
option and without tessor s jinder or further conseat, toatany t:me, and from time to time, either before or after production, pooland unitize the icasenoid estate and the iessor s rovalty estate
created by this lease with the nights of thard parnes, if any, in all or any part of said land and with any other land. lands, leases, mineral and rovalry rignes or any of chem adjacent, adjoining, or
located within the immeciate vicinuty of said land, whether owned by iessee or some other person, firm or corporation, so as to create by sucn poohing and unitization one or more dniling or
production units, % hen 0 do so wouid. in the sole judgment of lessee, promote the conservation of ail, gas or other mineral Each such driiling or production umit, when himited to any one or
more formatons and 10 any one or more of the munerais therein or produced therefrom, may from time to ume be enlar, ed and extended by lessee toadditionaily tnclude any other formation or
formauions and any other minerat or minerals therein or produced therefrom. Also, any such unit may be altered or en rged by lessee at any ume so long as the total acreage therein does not
exceed the maximum herenatter specified. Each such drilling or production uni¢ shall not exceed forty (40) acres, plus an acreage tolerance nottoexceed ten pee cent (1097 ) of farey (40) acres,
when created for the purpose of driiling for or producing ol therefrom and six hundred forry (640) acres, plus an acreage tolerance not to exceed ten per cent t 109%) of s1x hundred forty (640)
acres, when createc for the purpose of dnilling tor or producing gas, condensate or any combination of such minerals therefrom; provided. however.if the maxnimum doiibng or production umt
fixed ar aliowed by the regulatory authonty, Federal or Stace, having jurisdiction in the premises, as a basis for the development and operation of or the production from the field in which sard
land is located, be rore than said maximum, then each such unit createdd hereunder may conform substantially in size with those so prescribed or permucted and 1n force in the tield at the tume
such unit 1s created. As to each such umit so created by lessee, there shall be ailocated to the acreage covered by this lease, and inciuded in the poolt'd unue, su&hfomon of the production from said
unit as the number of acres out of this lease placed 1n any such unit, as such unit from nme to ume may be constituted, bears to the total number of acres included 1n such unie, and lessoc agrees to
accept and shall receive the royaines (advance or other kind) elsewhere specified 1n this lease, based upon the production so allocated to !h{s lease or the proceeds theceirom. The
commencement, dtillinz. compierion of, reworking of or production from a well on any portion of the unit created hereunder shall have the same effect upon the terms of this iease as if a well
were commenced. drilled, complered, reworked ot producing on the land embraced by this lease. Lessee may place and use on each unit created hereunder common measuning and rewarking
tanks for producticn from sucn unit If lessee coes create any such unitor units under the rights herein granted, then lessee shall execute in vyrmngand record in the county or counties in which
cach such unit or units created hereunder may be located an instrument identifying and describing each such unic or unsts so created The aev;lopm:nr of and production from each such umt
shall be 1n accordance with the vaid orders, ruies and regulations of the lawful authority, ercher Federal or State, having jurisdiciion 1n the premises Anv such unit created by lessee in
accordance with the terms hereot may be released and dissoived by lessee by a release filed for record in the county or counties in which such unitss locared atany time after the compietion of a
dry hole or the cessation of production on such urut. The provisions of this paragraph shali be consirued as a covenant running with the land and shall inure co the benefit of and be binding upon
the parties hereto, their heirs, representatives, successors and assigns.

6. 1f, prior to discovery of oil. gas or other mineral on said land or land pooled therewith, lessce should drill and abandon a dry hole or holes thereon. or if. after discovery of ail, gasorother
mineral, the production chereot should cease from any cause, this lease shall not terminate if lessee commences additional drilling, mining or reworking operations within ninety (90) days
therearcer, or (f 1t >c within the primary teem) commences or resumes the payment or tender of rentals on or betore the rental paying date nextensuing atter the expiration of three { 3) months
from date of comp etion and abandonment of sa:d dry hole or holes or the cessation of production. If, at the experation of the pramary term, mil. gasor O«hc_r n}lncul 15 N0t being produced from
said land or land pooied therewith but lessee 15 then engaged in operations for drilling, mining or reworking of any well or mine thereon, chis lease shail remain in force so long as sch
operations or additional operationd are commenced and prosecuted (whether an the same of successive weils) with no cessation of more than ainecy () consecutive days.and, if they resuitin
producuion, so long thereattet as o1, gas or other mineral 1s produced from said land or tand pooled therewien. In che evenca well or weils producing 01l U Ras 10 paying quantities should be
brought in on adjacent iand and within two hunared 1200) feet ot and draining said land, lessee agrees to driil such offset wells as a reasonably prudent operator wouid dritl under the same or
similar circumstances. The judgment of the lessce. when not fraudulently exercised, in carrying out the purposes of this lease shali be conclusive.

7. Lessee shall have free use of oil. gas and water from said land. except water from kessor’'s wells and tanks, for all operations hereunder,including tepressuring, pressure maincenance, cychng
and secondary recovery operanions, and the royairty shail be computed atcer deducting any so used. A_ny strucrures and facihicies placed on said land by lessee toroperanons hereunder and any wetl
o wells on said Lard drilled or used for the injection of salt water or other tluids may also be used for lessee s uperations on other lands 1a the same area Lessce shalthave the rghtatany ume
during or afrer the expiration of this lease ro remove all propeeryand fixeures placed by lessee on said land, includfng the nght todraw and removeallcasing W'h'cn required by iessor, lessee wil)
bury all ‘pipe lines below ordinary plow depth, and no weil shall be drilied within two hundred (200) feer of any residence o barn now on said land without lessor s consent.

8. The rights of either partv hereunder may be assirned in whole or in part and the provisions hereof shall extend to the heirs, represenratives. succes\s;ﬂﬂ and ass1gns. but no change ot
division 1n ownerstup of the land, rentals or royalties, however accomplished, shall operate to enlarge the obligations or dimimsh the rights of lessee No such change or division in the
ownershuip of the land, rentals or royaities shall be binding upon lessce for any purpose until such person acquinng any interest has furnished lessee with lh;mslrum:m urinstrumencs, ur
certitied copies tnereot, consticuting the chain of tile from tne onigiaal lessoc. la the eveat ot an assigament of chis iease as 10 a segregated poruon o!lsud land, lh: rentals pavable hereunder
shall be apportionsd as berween the several leasenold owners ratably according to the surface area of each, and detauit in rencal paymene by one shall notattect the nghts at other |“,(.m,l\_“
owners hereunder An assignment of this lease, 1n whole or in part, shali, tache exteat ot such assignment, relieve and discharge lessee of any obligatiuns hueun:er. and, if lessee ur assignee of
partor parts hereot shall tail or make detauit in the payment ot the proportionate part of the rentais due from ;uch lessee ar assignee of tail (ocumpfy withanyother provision ot thus ease, swh
defauit shall not atrect this kease nsotar as sccovers a partof said land upoa which lessee ur any assignee thereof shall make payment oi said rentals. Should more than six E:mcs become enticied
to royalties hereunder, Lessee may require the appointment of 2 single agent to receive payment for all and may withhoid payment unil such appuintment has been maye
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EXHIBIT e

Attached to and made a part of . that certain Joint Operating

Agreement._dated April. 19, 1985 by and between TXQ_ Productign

Corp., Operator. and Texas Crude Qil_Company,. Non-Operator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

“Joint Cperations™ 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 in the conduct of the Joint
! Operations and which are to be shared by the Parties. ;

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

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

“Technical Employees” shall mean those employees having special and speciiic engineering, geological or other
professicnal skills, and whose primary function in Joint Operations is the handling of specific operaung condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s emplovees.

“Material” shall mean personal property, equipment or supplies acquired or held {or use on the Joint Property.

i “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.

2. Statement and Billings

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

3. Advances and Payments by Non-Operators See last page

T~

Bricrotirere e provided—or—in-the-adrcement—the-O perator—mav—eatire Hhe raR—OBetatore—to—nai i pe—s o
share of esiiimz ash outlay for the succeeding month’s operation. Operator shall adjust epch—rontElw biiling

the Non-Operators.

Each Nen-Operator shali pay its proportion oreci-bills within -fifteén (13) dayvs aiter receipt. If pavraent is not
made within such time, the unpald balance shall” bear inteTest—manthily at the rate of twelve percent (127, ) per
annum or the maximum_contract -rate permitied by the applicable usuryiTe=s-in_‘he state in whicr. the Joint
Propu1't};”i_;:_!_oc.:red,;“"‘.—vhifhever is the lesser, plus attorneyv's fees, court costs, and other Cooss onnection with
t heerS e otion—vi-unpaid—amouwnt T

! 4. Adjustments

Paymen. of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
i ness thercof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
; calendar vear shall conclusively be presumed to be true and correct after twenty-four (24) monthg followirfg
i the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
writlen 2xcepion 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.

. 5. Audits

A. Non-Ogerator. 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 year within the twenty-rour ©24) month
period {ollowing the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of writien exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section . Where there are two or more Non-Operators, the Non-Orperators shall make every reasonable effort to
conduct joint or simuitaneous audits In a manner which will resuit in a minimum of inconvenicence to the Opera-
tor. Opcrator shall Lear no portion of the Non-Operators’ audit cost incurred under this paragraph unless ayreed
to by the Operator.

6. Approval by Non-Opcrators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure 1s attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Opcrator's prorosal and
the agreament or approval of @ majority In interest of the Non-Operators shall be controlhing on all .\rdn-o{;em_
tors.




II. DIRECT CIIARGES

Ocgerator shzll charge the Joint Account with the following items:

1.

Rentals and Rovalties

Lease rentals and rovalties paid by Operator for the Joint Qperations.

Labor
c. - . . - s . . R - .- .} 1 Al
A (1) Salaries and wages of Operator's field emplovees dircctly employved on the Joint Property in the conduct
of Jeint Qgerations.
(2) Salaries of First Level Supervisors in the ficld.
(3) Salaries and wages of Technical Employees directly emploved on the Joint Property if such charges are
excluded {rom the Overhead rates.
B.

Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
empioyees whose salaries and wages are charceable to the Joint Account under Parazraph 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
Section [I. 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 governmen:al authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
- tion II. '

D. Persoral Expenses of those employees whose salaries and wages are ch

_ ) : argeable to the Joint Account under
Paragraph 2A of this Section II

Employee Benefits

Operator’s current costs of established plans for employvees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature. applicable to Opercror's labor
cost chargeaopie 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 Sectior. IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immiediate use
and is reasonably practical and consistent with etficient 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 followinz limita-
tions:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties. no cnarge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized darge terminal, or railway receiving point where like material 1s normally available, unicss agreed
to by the Parties.

-

B. If surplus Material is moved to Operator's warehouse or other storage point. no charce shall be made to the
Joint Account for a distance greater than the distance to the necarest reliable supply store. recoorized barge
termuinal. or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count f{or moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above. there shall be no equalization of actual gross trucking cost
of 3200 or less excluding accessorial charges.

Services

Tie cest of contract services. equipment and utilities provided by outside sources. except services excluded by
Puragraph 9 ot Sccuon IT and Paragraph 1. it of Section III. The cost of professional consuliant services and con-
tract services of technical personnel directly engaged on the Joint Prorerty if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract gervices of techniczl personnel not di-

rectly engaged on the Joint Property shall not be charged to the Joint Account unless previousiy 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-
mensarate with costs of ownership and operation. Such rates shall include costs of maintenarnce, repairs, other
operaling 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 immed

. late area
of the Joint Progerty.

B.. In .icu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the nmmediate area of the Joint Property less 207, For automotive equipment, Operator may elect to
: -4 L 1 Y use rates
published by the Peiroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made recessary because cf dam-
ages or losses incurred by five, 1lood. storm. therl, acct
aross neglicence or wiiiful musconduct. Operator sl

ail furnish Non-Operator writien notice of damuges
incurred as zoon as practicable after a report thereof has teen received by Operator.

s or losses

Lecoal Espense

Expense of handling, mvestizatng and settling litication or claims. discharzing of liens. pavment of judaments
and amounis paid ior settlement of claums ncurred in or resulting trom operations under the agrcement or
ndécessary to protect or recover the Joint Property. except thut no charge for services of Operator's lesal stalr
or fees or expense of outside attorneys shall be made uniess previousiv asgreed to by the Parues. All other legal
expense s considered to te covereae by the overhead provisions of Section [II unless otherwise agreed to by the
Parties. except as provided in Sect:on I, Paradgrapiv 3.

Eﬂﬁﬂ
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10.

11.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereor. or the production therctrom, and which taxes have been puid by the Operator for the benernit ot tne
Parties,

Insurance

Net prem:ums paid for insurance required to be carried for the Joint Operations {or the protection of the Par-
tics. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Comupensation and or Emplovcrs Liability under the respective state’s laws, Operator may, at i3 clection,
include the risk under its self-insurance program and in that event, Qperator 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 IIL
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

Overhecad - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge

drilling and producing operations on either:
{ X ) Fixed Rate Basis, Paragraph 14, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable

Lavda
under Paragraph 2A, 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 dirvect charge to the Jo'mt Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and /or the cost of professional consultant

servizes and contract services of technical personnel directly emploxed on the Joint Property shall { ) shall
not ( X) be covered by the Overhead rates.
A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $. '
Producing Well Rate $ =

53

(2) Application of Overhead : Fixed Rate Basis shall be as follows:

‘a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released. whichever i1s later, except that no charge shall
be made during suspension of drilling operations for fifteen (13) or more conseculive days

ot

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipmen
arrives on location and terminate on the date the drilling or completion equipment moves ¢il loca
tion or rig is released, whichever occurs first, except that no charge shall be made dur:ng suspen
sion of drilling operations for tifteen (13) or more consecutive davs

[3] Charges for weils undergoing any tyvpe of workover or recompletion for a period of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be aoplied for
the period {rom date workover operations, with rig, commence through dale of rig reiease. exceps
that no charge shall be made during suspension of operations for tifteen (13) or more consecutive
days.

(b) Producing Well Rates

{1] An active well either produced or injected into for any portion of the month shall te considered
as a one-well charge for 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 inactive sas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall te considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[+] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[53] All other inactive wells (including but not limited to inacuve wells covered by unit allowable,

lease allowable, transterred allowanle. ete.) shall not qualify for an ov eriicad chargze.

(3) The well rates shail be adjusted as of the first day of April each vear following the effective duate of the
agreement 0 which this Accounting Procedure is attached. The adjustment shail te computec by multi-
plyinz the rate currently in use by the percentage increase or decrease in the average weekly carnings of
Crucde Petroleum ana Gas Production Workers for thie last calendar vear compared to the calendar vear
preceding as shown by the index of average weexly ecarnings of Crude Petroleum and Gas Ficlds Produc-
tion Workers as pubdlished by the United States Department of Labor, Bureau of Labor Statistics. or the
equtvalent Cuanadizn index as published by Stausties Canada, as appiicable. The adjusted rates snall be
tne rates currently :n use, plus or minus the computed adjustment.

—3—
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B, Cvernead - Dercentaze Basis
(1) Operator shall eharge the Joint Account at the tollowinyg rates:
(a) Deveiopment

. Percent ( ;) of the cost of Development of the Joint Property exclusive of costs
provuded under Paragraph 9 of Scetion II and all salvace credits.
(b) Ogerating

Percent (‘) of the cost of Ogerating the Joint Droperty exclusive of costs provided

under Paragraphs 1 and 9 of Section II. all salvage creauts, the value of injected substances pu!C""”Cd

for secondary recovery und all taxes and assessments which are levied, assessed and paid upox the nun-
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 any or all wells involving the use of drilling crew and equipment: also, preliminary engenditures

necessary in preparation for drilling and expenditures incurred in abaqdomnﬂ when the weil i35 not com-
pleted as a procucer, and original cost of construction or installation of fixed assets, the expans:on ot iixed
zssets and any other project clearly discernible as a fixed asset. except Major Construction as c2:.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Qperating.

2. Overhead - Major Coustruction

To comgensate Operator for overhead costs incurred in the consiruction and instailation of fixed assets, the ex-

pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the dev elc ment and

operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shail

charge the Joint Account for Overhead based on the following rates tor any Major Construction project in excess

of 5_25,000.00 :

A. 5 ¢t 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 31,000.000: plus-
C. _2 <. of total costs in excess of $1,000,000.

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

3. Amendment of Rates

The Overread rates provided for in this Section III may be amended {rom time to time only by mutual agreement
between the Parties hereto if, in practice, the rates arc found to be insurficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCIIASES, TRANSFLERS AND DISPOSITIDONS

Operator is responsible for Joint Account Material und shall muke proper and tiinely charges and credits for all ma-
terial movements a[lcclmf’ the Joint Property. Operator shall provide all Material for use on the Joint Progorty: how-
cver, at Operator’s option. such Xaterial may be supplied by the Non-Ogerator. Operator shall muke timely d:sposition
of idle and. or suz'plus Material, such disposal being made eititer through sale to Operator or Non-Operator. division in
kind. or saie to outsiders. Operator may purchase, but shall be under no oblization to purchase, interest ot Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controlluble Material not purchased by the Opera-
tor shall be agreed to by the Partles.

1. Purchases

Material purchased shall be charged at the price paid by Operator aiter deduction of all discounts received.
of Materizl found to be defective or returred to vendor for any other rcason, credit shall te puassed
Account when adjustment has been received by the Operator.

in case
2 the Joint

2. Transfers and Dispositions
Material furnished to the Joint Property and Mater ltzl sferred from the Joint Property or disposed of by the
Orerator, unless otherwise agreed to by the Parties, shall be priced on the ollowing 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 eifect on date of movement on a
maximum carload or barge load weight basis. regam.c& of guantuity transierred, equalized to the lowest
published price f.o.b. railway receiving point or recegnized barge terminal nearest the Joint Pr operty
where such Material is normally available.

(2) Lire Pipe

(a} Movement of less than 30.000 pounds shall be priced at the current rnew price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Progerty where such Material is nor
maily avatlable

{b) Movement of 30.000 pounds or more shall te priced uncer provisions of tubular coods priciaz in Para
grann ZA (1) of this Section IV.

(3) Other MMaterial shall be priced at the curvent new goice. in ellect at date of movement, as listed by a reliable

supniv store or f.o.b. railway receiving point nearest the Jomnt Property wiere such Material 15 normallv

avaiiable.
B. Geod Used Material (Condition B)

Materral in sound and serviceable condition and suwitable for reuse without reconditioninag:
(13 Marterial moved to the Joint Property

(a) At seventv-five percent (75() or current new price. us determined by Puragraph 2A of this Scetion IV
(2) “laterial moved from the Joint Property

(a) At seventy-five percent (73¢)) Of current new price. as determined by Paragraph 2.4 of this Scetion [V
if Material was originally chareed to the Jownt Account as new Laterial, or
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(8} gt sixtv-tive percent (837) ot current new price. as determined by Darasraph 2 of iz Suenion
IV, 10 Matenai was originully charzed to the Joint Account as good used Material ot seveniv-ive pur-
cent (7a7,) of current new price.
The vost ¢f reconditicnina, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original funciion until
alter veconditioning shall be priced at fifty percent (507, ) of current new price as deterrned by Para-
gouph 2ZA of this Seetion IV. The cost of reconditioning shall be charged to the receiving procerty. pro-
vided Condition C value plus cost of reconditioning does not excced Condition B value.

{2) Condition D

All other Material, including junk. shall be priced at a value commensurate with its use or at nrevailing
prices. Material no 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 Qperator without prior approval
ol Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and or value of suca Material
‘is not eguivalent to that which would justify a price as provided above may be speclally priced as a g.eec 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 fifteen cents (135¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Sectisn II.

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

3. Premium Prices

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

4. Warranty of Maicrial Furnished by Operator

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

V. INVENTORIES

The Operator shall muintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

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

Ileconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made. and a list of overages and shortages
shail be furnished to the Non-Operators within six months Iollowing the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and snortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

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 seiling to notify all other Partles as quickl: as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall te goverred by such inventory.

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories snall riot ke charged to the Joint Account unless agreed to by the
Parties.

Unless otherwise provided for in the agreement, the Operator may
require the Non-Operators to advance their Dbarc of the estimated cash
outlay for the suceeding month's operation. Operator shall adjust
each @monthly billing to reflect advances received from the ion-
Operators. Each Won-Operator shall pay its vroovortion of all bhills
within fifteen (15) days after receipt. 1If Payment is not made within
such time, the unpaid balance shall bhear interest monthly at the maxi-
mum legal rate permitted by the anolicabhle usury laws in the state
which the joint proverty is located; or, if the maximum legal per-
mitted rate is less than eighteen percent (18%) per annum and such
rate may be modified as agreed between the parties, then, 1in such
event, the unpvaid balance shall hear interast monthly at the rate of
eighteen percent (18%) per annum. However, pursuant to either rate,
attorney's fees, court costs, and all other costs incurred in connec-
tion with the_collection of these unpaid amounts shall be recoverable.

in

-

[



B.

EXHIBIT "D"

SCHEDULE OF INSURANCE

tJnit Operator shall carry the following insurance covering opera-
tions under this agreement at the expense and for the benefit of the

parties hereto and shall require contractors and subcontractors to

carry the same, to-wit:

Workmen's 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 sub-

rogation in favor of Non-Operator.

Unit Operator may carry and maintain in force for its benefit
insurance of the type and in the amount which Opérator in its sole
opinion deems necessary to protect it from loss reéulting from any
claims, damages, causes of action or l‘egal liability in favor of a
surface or mineral owner of lands covered hereby, érising out of, in
connection with, or as an incident to any act or omission of
Operator, its officers, agents or employees in carrying out its

responsibilities under this Agreement.



EXHIBIT "g"

GAS BALANCING AGREEMENT

L.

From and after the date of initial delivery of gas from the prooerty, a oarty
owner taking and disposing of, during any monthly accounting period, less than its 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 no: a
consequence of other provisions of this Agreement. "Underproduction" of any under-
produced 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 pipeline(s) for the account of
such party owner. "Overproduction" of any overproduced party, during any mon<hly
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.

II.

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 thereundcr, or pursuant to any other
applicable statute or judicial decision establishing gas price categories, including gas not
subject to price regulation, which shall be considered as a separate category. Where the
gas qualifies for more than one category, the category having the highest price apphcg.ale
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.

M.

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 accord 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 “hus
entitled but which it failed to take, in the absence of other agreement between them,
each may take a share of such undernroduction in the direct propertion of its joint
interest therein to the total joint interest therein of all parties desiring to take such
underoroduction, provided, however, that anv party 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
catezory shall he entitled to take a quantity of gas of such particular gas classification
("make-up") in excess of its full share of such zas up to twenty-five percent (25%) of the

full share of gas of parties having cumulative overproduction of such -particalar
" gas classification. In the event there is more than one cumulative underproduced party
seeking to make up underoroduction, each such cumulative underproduced party shall bHe
entitled to make up gas in the direct prooortion that the cumulative underproduction of
such partv bears to all cumulative underoroduction of all parties then desiring make-up



gas of the particular gas classification cateqorv. In the event there is more tha_n one
cumula-ive overoroduced party required to furnish gas for make-up of underproduction, In
absence of agreement between the affected parties, each such cumulative overoroduced
party shall furnish make-up gas (up to the twenty-five percent (25%) limitation heretofore
provided) in the direct proportion that the cumulative overproduction of such party bears

to all cumulative overproduction of all parties supplying gas of the particular gas’
classification category.

Any party having cumulative overproduction in any particular gas classifica-
tion category shall at all times be entitled to seventy-five percent (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 bhe 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 ta<en 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
procduction 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. ‘

V.

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

cumu'atie 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 overproduced party a storage fee for storing
its gas. The storage fee shall be due and payable by such underproduced party to such
overproduced party during any monthly accounting period such underproduced party
removes gas from storage. The fece to be paid for storing gas in accordance with the
provisions of this Agreement, shall be the deficiency in cash between the price that the
overproduced party received for gas at the time the underproduction was had, and the
price for gas the overproduced party is receiving at the time the underproduction is made
up bv the underproduced party multiplied by the volume of make-up gas which qualifies
for tne storage fee charges, less royalty and taxes payable thereon.

Each party shall furnish the Operator upon his request the gas prices necessary
to make the gas storage fee computation hereby provided, and the underproduced
partv(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 underproduced party(ies) to the partylies) entitled to be paid the
. storage fees.



Vi,

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or ba_rties shall make a monetary settlement of
the imbalance by payment to the Operator for the account of the party or parties
underproduced in that particular gas classification category, based on the price per Mcf
the overoroduced 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 royalties, severance, and other production taxes
which have been paid with respect to such overproduction. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the abcve 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 thereto in the proportion that each party's cumulative underproduction, for the
catecory 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 thé correctness of the
funds received by it.

VIIL. .

Rovalties shall be paid in accordance with provisions of the Operating
Agreernent. 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 obligated 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 produce and take or deliver to its purchaser its full share
of the allowable gas production to meet the deliverability tests required by its purchaser.

VIII.

[f 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 the
Federal Energy Regulatory Commission or any authority having jurisdiction, the paying
party or parties shall withhold such amounts subject to refund until prices are fuily
approved by the Federal Energy Regulatory Commission, unless the party or parties
receiving payments furnish a corporate undertaking satisfactory to the paying party(ies).



- . EXHIR(T P>

NCONTISSRWWINATION AND CZRTIFICATIZSN OF NONSESCRECATED FACIL

'Qi
U\

A, Ezual Cozeortomiev Clagam (41 CT2 €90100),

{Arplicable only 15 contracts or purchase ordars tor more than 512,2%0.)

During the cerformance of this centrace, the Cperator agre=s as (ollows:

(1) The Coerazar will rot discriminate against any emcloves or asolicant {or emoloyment because of race, color, religion, sex, of national
origin.  The Coerator will

fake atlirmative actuicn to ensur=s that apolicants are employed, and that employees are trzated <uring smzloyment,
without regarc 13 their racs, calar, raligion, sex, or natuonal origin. Such 2ctian shall include, but not be Iimitzd 10 the foflowing: Impioyment,
upLrazing, cemotion, or transler, recruitment or recruitment acveruising, layotf or terminations, including aporenticeship. Th= (Ooeratdr agress
(0 D23t 10 CINIpICLOUS Dlaces, avadadie o emolovees and applicants far employment, noticezs to be proviced by the cantracung ollizer setung

forih the provisions ¢f this nonciscrimination clause.
(2) The Coerator will, in all solicitations or advertisements for empioyees placed by or on b=half of the Ozerator, state that all qualilied
applicants will reczive cansiceration fer employment without regarc to race, color, rclzglon sex, of natenal origin.

CONracs cr uncers? mc ng, 1 nouce 10 ba provided dy the ag—ncy contracung officer, advising the labor union or workers' r:;r:s:nunve of he
Operater's commitments uncer section 202 of Executive Qccar 11266 of September 24, 1965, and shall post copies of the nouc: in CsnspiCuoUs
places avaiiadle 10 employe=s and agpiicants for employment. *

(6} The Coerater will camsly with all provisions of Executive Order 11266 of September 24, 1965, and of the rules, regulaticns, and relevant
orcers of the Secretary of Labor.

(5) The Ooerazor will furnish all information and reports required by Executive Crder 11244 of Septzmber 2%, 1965, and by the rules,
regulations, -and orzers cf the Secreatary of Labar. or pursuant ther=to, and will permit access to its books, records, and accTunis by the
coatracting agency and the Secretary of L. for purgoses of investigation to ascertain compliance witH such rules, regulations, and srders.

{6) 1n the event of the Cperator's noncomsliancs with the nondiscrimination clauses of this contract or with any of such rules, r=gulaticns, or
orders, this €oNIract May d= cance!=d,

arminated, or susoencded in wnels or in part and the Operator may be declared ineligiziz [oc further
GCoverament contrazis in azcorcancs

g:2
=1L precedures authorized in Sxecutive Orcdar 11256 of Septemper 24, 1965, and such otner sanctions may
be imposed and remedies invoked as proviced in Executivae Order 112

- - 256 of Septa=mber 24, 1965, or by rule, reguiation, or order of the Secretary of
Labor, or as otnerwise providec by law,

{7) The Ogerator will include the provisions of parzgraph (1) through (7) in every subceniract of purchase ordar unless =xemotad by rules,
eﬂulauons, or orders cf the Secretary ¢! Lador issced pursuant 10 secuen 20% of Executive Ordar L1246 of September 24
pravisions will 2e binding upon each sudcontracior or vencor. The Operater will take such action with respect to any subcsniract or purchase

orcer as the contracling agency may direct as a means of enfercing such provisions including sanctions {or noncompliance:
that in the event the Cperaior Secomes invoived in, o

1955, so that such

Provided, Nowevar,
ris threatenzg witd, litigation with a subceontractsr or vendor 2s a result 3t suga cireciion oy
th= contracung agency, the Operater may requeast the United States 1o enter into such litigation to protect the intzrests of the United States.

B. Cerzific2tion ¢f Nenseereaated Fazilities (41 CF2 50-1.3),

=221

provisions ol e _Q\)c-\ O Fporiunily Clause set cut adove.)

(Applicaste only to contracts or purchase orders which are rat exempt from the
p

The Operator certilies that it does not, and will not, maintain or provide for its employees any segregated facilizies at anv 2 ity eszadlishments,
ad that it ¢oss not, and will not, parmit its employess 10 perform their servicas at any location, under s coantrol, where seqregitac .acxl::x:s are
Quataned. The O::ra'a' agress that a breach of this certilication is a violatian of the Zgual Cooortunity Clause in this centrazs ar purchase orcar.

term “regregated {acilizies” means any walting recoms, work areas, r=st roams and wash rooms, r=st2urants and other
rung areas, ume clocks, locker rodMs and other stor2ge or dressing aceas, parxing lots, drinking {ountaing, recrzalish of anteria:nment areas,

-ansdortation, and housing lacilities previded feor employess wnich are segregaisd by exshcit directive or are in $3CT segregatec 2n the dasis of race,
r==d, color, cr nat;cnal orizin, tecause of haoit, local custom, or otherwise,

‘s used in this caruficaucn, the

The Operator further agrees that {excent wnere 1t has obrained identical
=rufications from proposed sudcontraciars for soecific time periods) it wifl ebtain idenucat certificatons from prozcesed subcentraciors grior 10 the

~ard of subcentracts excseding S$10,000 wnich are not exsmpt {rom the provisions of tne Zgual Coporrtumity Clause; that it will retain such

srcifications inits {iles; and that it will forward the following notice 10 such crozose< subcontractors (exceot where the provosed sutccAtraciars have
ssmitted identical carnifications for sceciflc time pearicdsk: NOTICZ TO PROSPICTIVE SUSTTNTRACTORS OF REQUIREMENT FOR CIRTITICA-
(ONS OF NONSZIGRICATED FACILITIZS. A Certificate of Nonsegregates Facilit

ies must be submitted prior to the awarce of a subc\,nuac:
:ce=ding 510,200 which is not exsampt f{rom the provisions of the oo

fgual Cpportunity Clause. The cariification may be submitzed eitnar for each
:>contract or {or all subcontracts during a period (i.e., quartarly, semiannually, or annually).,

C. Affirmative Acticn Comoliznze Progzram (8] CF2 60-1.40),
Contract of purcndse orcer is for 355,300 or more.)

{Applicable only if (a) the Operater has 50 or more employezs and () the
The Cperator shall develos a written affirmative actien program for each of iis estahlishments, and, within 122 davs {rom 1he effacs
11§ centract or purchase corcer, shall maintain a ¢coy of separats programs for each =stazlishment, including evaluations o{ ut.lx-.l:.cn o( mmcrxt)
“cup personnel and the job crassificadon tasles, at each local offics responsinle for the personnel matters of such estadiisnment.
D. Emalever 'sfsrmatisn Recort (81 CF2 6C-1.7). (Aoolicadie only if {a) the Cp=rator has 50 ar more emolovess, {5) the Operator is rot exemd
(purscant w0 secuon »3-1.5 ¢t vile 91 ot the Code of Federal Regulauons) {rom the requirement for filing Employer Infarmatizn Repor
EZC-1, and (c) the contract or purchiase order is for $50,2C0 or more.)

The Operator agreas o file with the appropriate Federal agency annually, on or befers the 3lst cay of .‘-1arc"l comolete and accurate reports o

1xngaed Form 160 (EZC-1) promutgated jointly by the Olfice of Federal Contract Compliance, the "’“ual Employment Opportunity Co"‘lmxsnOﬂ an
‘ans {or Progress or such form as may hereaf: sr be promulgaz:d in its place,

E. Aflirmarive Action for Disabled Ve!-:.—ans and Vararans of the Vietnam Sra (8] CF2 60- . {Applicable only to cantracts or purchase order
for 310,030 or more.)

The alficmative acticn clause prescribed in section 60-250.% of Titlz 41 of the Code of Feceral Regulations is ingorporated hecein by reference (2
-rmitted by tection 60-25C.22 of said Regulations) as if set out in full at this point. U the Od=rater {(a) has 52 or mors empioyees ana {5) this contrac
- purcrase orcer is for $33,500 or more, then within 120 days from tne effezriveness of this contract cr purchase order, the Operatar shall prepar
4 maintain 2n allirmative action program at each establishment which shall set forth the Operator's policizs, practices and procecures in accordanc
iUy section 60-250.6 of s2ud Regulations.

F. Affirmativa Accizn {or Handicanoed Warkacs (2] CFR 40.7

£1.4). (Applicadle only to contrac:s or purchase crders {3 52,50 or more.)

The atffirmative action clause drescribed in section 66-751.% of Title 41 of the Code of Fozeral Regulations is incerporated herein by reference (
-rmitted by seccn 60.741.2

2 of said Rezulations) 2s if set out in fu!l at trus point. ! the Qoerator {a) has 30 cr more emotovess and (5) s contrac
surchase orcer s for 550,200 or more, then, within 120 cavs of the effeciiveness cf thus contract or purchase orcer, tne Cperator shall srenare ac
untan an alfirmative aClisn program ar eacn establishment, which program shall set fortnh the Cperater’s policies, practices and procedures |
zarcance with section 66-741.6 of said Regulations,

G. Utilizatinn ¢f “irarity Boasinees Carernrisag (Tadera)

Drocurement Ragclaticns 1-1.13)
whicn may excees 302,000

{Applicasie only to caatracts o purchase orce

{1} It s the poticy of the Governmant that minority business enterprises snall have the maximum practicable opportumty 1o particizate in ¢
performance of Goverrment cantracts.

(2) The Coerator derees 1o use his best effcrts 1o carry out this policy in the award of his subcentracts to the fullest extent c2nsitlent wy
the elficient pertarmangs cf 10:3 CENIFSCt. As usec in this €aNTFACT, the Term "MINOCITY Susiness enterarise’ means a bustnels, at least 30 perce
Of wnICh 15  Owne< Sy ~unorily g7Oud Mamders cr, in Case ¢l Dudhicly owned Susinesses, a3 least $1 percent of the stock of which 1S owneg !
minofity 27cud Members.

Faor the curteles Al this celinilion, minority £roud Memzers are Neuroey, Soamin-spea<ing Armerican persar
Amerizan-Crientals, £mer.cin-irdians, Amencin-Iiximes, 4NG American  Aleuts. Ceatraciors may rely on wriiten representationy !
SUTCONTIZIZTISAY FERICC:NG ToLIM 312TUS A MINCTITY Dusiness enterprises n hou ol anancepencent INvestigation.



