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OPFRATING AGREEMENT

THIS AGREEMENT. entered into by and between _ 1XQ 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-Operator”. and collectively as “Non-Operators™,

WITNESSETI:

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 intevests 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 liquid
or gaseous hydrocarbons and other marketable substances produced therewith. unless an intent to
limit, the inclusiveness of this term is specifically stated. . N

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 termm ™“oil and gas interests” shall mean unleased fee and mineral interests in tracts of
land lying _withi_n‘ the Contract Area which are owned by parties to this agreement.

—~D. The term “Contract Area” shall mean ail of the lands. oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leaschold 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 orcer.
a drilling 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 agrcement.

H. The terms “Non-Drilling Party™ and “Non-Consenting Party” shall mecan a party who elects
not 1o participate in a proposed operation.

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

ARTICLE 11
EXIIIDBITS

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

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

(1) Identification of lands subject to agreement,

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

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

(4) Oil and gas leases and or oil and gas intevests subject to this agrcement.

(5) Addresses of parties for notice purposes.

(X} B. Exhibit “B", Form of Lease. ~
{Xi C. Exhibit “C”, Accounting Procedure. N
XJ D. Exhibit D", Insurance.

X E. Exhibit “E”, Gas Balancing Aurcement, b
Ly -
rlx; F. Exhibit "F”, Noo-Dicrimination and Certification of Non-Scoresated Facilities.

I any provision of any exhibit, except Exhibit £, is inconsmistent with any provision contained
in the bedy of this agreement, the provisions in the body of tus asreement shall prevail,

e -
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1 ARTICLE I1IL

2 INTERESTS OF PARTIES

3

4+ A, Qil and Gas Interests: .

3

6 If any party owns an unleased otl and gas interest in the Contract Avca. that interest shall be
7 treated for the purpose of this agreement and during the term hercof as if it were o leased interest
8 under the form of oil and gas lease attached as Exhibit B, As to such interest. the owner shall re-
9 ceive rovalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
10 B”. Such party shall. however. be subject to all of the provisions of this agreement relating to lessees,
11  to the extent that it owns the lessee interest.

12

13  B. Interest of Parties in Costs and Production: .

14

15 Exhibit A" lists all of the parties and their respective percentage or fractional interests under this
16 agrcement. Unless changed by other provisions. all costs and liabilities incurred in operations under
17 - this agreement shall be borne and paid. and all equipment and material acquired in operations cn the )
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit A", All produe-  -.
19 tion of oil and gas from the Contract Arca. subject to the payment of lessor’'s royalties awhich—oill o T
20  bewre—bnnha ol dezenn: shall also be owned by the parties in the same manner during the term
21 hereof: provided. however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hexeb_\, L o -
23

24 ARTICLE 1V. .

25 TITLES

26 -

27 A. Title Examination:

28 L e
29 Title examination shall be made on the drilisitc of any proposca well prxm——to commencemant of
30 drilling operations or. if the Drilling Partics so request. title examination shall be made on the leases
31 and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
32 The opinion will include the ownership of the working interest. minecrals, royalty. overriding royalty
33 and production payments under the applicable leases. At the time a well is proposed. ecach party con-
34 tributing lcases and or oil and gas interests to the drillsite. or to be included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Rceports). title opinions, title papers
36 and curative material in its possession free of charze. All such information not in the possession of ov
37 made available to Operator by the parties. but nccessary for the examination of title. shall be ob:ained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each party hereta. The cost incurred by Operator in
40 this title program shall be borne as follows:

41

42 {3 Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including
13 preliminary. supplemental, shut-in gas royalty opinions and division order title opinions) shall be a
44 part of the administrative overhead as provided in Exhibit ~C.” and shall not be a direct charge. whethoer
45  performed by Operator's staff attorneys or by outside atloviieys, -

46 .

47 i Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
4 &)r title examination (including preliminary, supplemental. shut-in gas royvalty opinions and division
49 order title opinjons) shall be borne by the Drilling Parties in the proportion that the interest of each
S0 Drilling Party bears to the total interest of all Drilling Partics as such interests appear in Exhibit =A™,
51 Opcrator shall make no charge for services vendered by its staff attorneys or other personnel :n the
52 performance of the above functions.

53

94 Each party shall be responsible for securing curative matter and vooling umendments or agreements
55 required in conncction with leases or oil and 2as interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Poohng Designations or Declarations as well as the
57 conduct of hearines before Governmental Agencies for the securing of spacing or pooling orders. This
58 shall not prevent any party from appearina on its own behalf at anv such heanag,

59

60 No well shall be drilled onn the Conteact Avea until Giter (1) the ttle o the drillsite or drilline unit
61 huas been exanmuned as above pmvidcd.(—?——i-('_') the title has been approved by the exmumming attornes o1
62 title has been accepted by all of the parties who are o participate in the doitling of the well.

63 )

G4 . Loss ol Title:

65

G6 Lo Failure of Title: Should any o and zas imterest ar o, o interest therem, be lost thioush
67 Tailure of ttle, which loss results ina reduction o intecest (rom thut shown un Exhibit “A”, this agree-
G5 ment. nevertheless, shall cu.nlir:uc i fovee s tg gl temianmey ol and cas leases and anterests, and
69 {a) The purty whose ol and zas bane or interest s arfeeted by the nhtle failure shall beoe slone
70

the entive oss and it shall not be catitled 1o vecover trom )

-

serator o the other parties any devetopnient
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for been responsible o ,
or operating costs /\\'hich it mav have lhcretofm'c/lm but there shall be no monetary lability on ats
part to the other parties hereto for dritling, development. operating or other similar costs by rcason of
such title failure: and subsequently incurred

(b) There shall be no retroactive adjustment of expenses incutrred or revenues received from the
operation of the interest which huas been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred. so that the intcrest 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 intcrest of the other parties heveto in any producing well theretofore drilled
on the Contract Area is increased by rcason 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 attrisutable

thereto) until it has been reimbursed for unrccovered 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 part of the cost of operation, develcpment.
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
ed; and i .-

(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 partics\i\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-Payment or Erroneous Pavment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royvalty 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 payment
secures a new lease covering the same interest within nincty (90) days from the discovéry of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIILB.. the interesis 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 payment will no longer be credited with an interest in
the Contract Arca 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 cas attributable to the lost interest, calculated on an
acreage basis, for the development and operating costs therctotore paid on account of such intevesi, it
shall be reimbursed for unrecovered actuual costs theretofore paid by it (but not for its shave of the
cost of any dry hole previously drilled or wells previously abandoned) (rom so much of the tollowing
as is necessary to effect reimbursement:

{a) Proceeds of oil und gas, less operating expenses. theretefore accrucd to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs:

(b) Proceeds. less operating expenses. thercafter acerucd attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production
frorn any wells thereatter drilled) which, in the absence ot such lease ternunation. would be attnibeiaple
to the lost interest on an acreage basis. up to the amount of unrccovered costs. the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests: and

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining

portion of
the Contract Arvea.

ARTICLE V.
orrnaATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPLILATOL:

1X0_Production Corp.. . .

Operator of the Contract Areu. and shall conducsy at

X shall Le the
wl direct and have tull control ot all operations on
the Contract Area as pernutted and regured by, and swaithon the lianits o, tas agreement. It shal

I con-
duct all such operations in a good and workmanhiie manner. but 1t <hal have no Lability ax Operator

to the other parties tor losses sustamed or labihines ine W v dich e v . . R
I Lies osses st Besancuiied, exeept, such o as omay oresult from gross
neshaence or willfu! misconduct.

-1 -
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation _ar Removal of Operatoy: Operator may resign at any time by viving written notice
thereot to Non-Operators,
Contract Area. or is no

Il Operator terminates its leaal existence, no longer 0Wns an interest in the
longer capable of serving as Operator, it shall cease to be Opcrator without any
action by Non-Opcrator. except the selection of a successor. Operator may be removed if it fails or
refuses to carry out its dutics huu.t wder. or becomes insnlvent. bankrupt or is placed in receivership.
by the affirmative vote of XRQQK}Q }n move Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A™, and not on the number

of partics remaining after excluding the voune
interest of Operator.

Such resignation or removal shall not become effective until 7:00 o'clock A.ML
on the first day of the calendar month following the expiration of nincty (90) days after the givinz of
notice of resignation by Operator or action by the Non- Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Opcrator at an earlier date. Operator, after sifcct-
ive 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 Operator’s interest to any single subsidiary
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Ocgerator, a successor Op-
erator shall te selected by the Parties. The successor Operator shall be selected from the parties cwning
an interest in the Contract Area at the time such successor Operator is selected. If the Operatcr that
is removed fails to vote or votes only to succeed itself. the successor Opcrator shall be selected Dy 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 Opexatox in conducting operativns _hercunder._their_selection.

“and the hours of labor and Lhe compensation for scrvices pcxfmmed shall be determinced by Ogarz

parator,
and all such emplovees shall be the employces of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usuul
rates prevailing in the area. If it so desires. Operator may cmpiloy its own tools and equipment in the
driiling of wells. but its charges therefor shall not exceed the prevailing rates in the arca and the
of such chavges shall be agreed upon by the parties in writing before drilling operations are co:m-
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 doiny work of a sim-
ilar nature.

rate

ARTICLE VL
DRILLING AND DEVUELOPMENT

A, Initial Well:

On or before the__1st  day of February
ing of a well for oil and gas at the following location:

$510' FSL and 1980' FWL of Section 12, T-16-S, R-35-E, Lea County,
New Mexico

. 1985, Oprurator shall commence the drill-

and shall thereafter continue the drilling of the well with due diligence to 1 ,000' or a depth

sufficient to thoroughly test the Strawn Formation

unless granite or other practically impenctrable substance or condition in the hole. which venders
further drilling impractical. is encountered at a lesser depth, or unless all parties ugzree to complete o

abandon the wetl at a lesser depth.

Operator shull muke reasonable tests ot all
dicution ol contatminyg ol and gas in quantittes sutticient to test, unless this aureement shall be limited
in ats apphication 1o a speatiic Tormation ov fvrmations,

teat anly the fornmution ar formations o whiciv thas

tormations cncountered durma deitling which give 1n-

i which cvent Operator shall be required to

agreement may apply.

If, m Operator's judzment, the well will not produce ol ur cas i paving quantitics, and it wishes
to pluz and abiandon the well as o div hole, it <halt

Hest secure the consent of all partics and <huall
prug and abundon same s provided o Article VI

L hereor,

'
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B. Subscquent Operations:

1. Proposed Operations: Shoukl any party hercto desire to drill any

.
(
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well an the Contract Arca

other than the well provided for in Article VLA or to rework, deepen or plur buck a dry hole Arilled
at the joint expense of all parties or a well jointly owned by all the partics and not then prosucing
in paving quanttics. the party desiring to drill. rework. deepen or plue back such a well shall tive the
other parties written nottee of the proposed operation, specifving the work to be performed. the loca-
tion. proposed depth. objective formation and Lhe estimated cost of the operation. The partics receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to noti{v the
partics wishing to do the work whether they elect to participate in the cost of the proposed operation.
It a drilling rig is on location. notice of proposal to rework. plug back or drill deeper may be given
by telephonc and the response period shall be limited to fortv-eight (48) hours. exclusive of Saturday.
Sunday or legal holidays. Failure of a party receiving such notice to repls within the period above fixed

shall constitute an election by that party not to participate in the cost of the proposed operation.

notice or response given by telephone shall be promptiy confirmed in writing,

Any

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

VI.B.l. or VIE.l. elects not to participate in the proposed

erator is a Non-Consenting Party, the Consenting Parties shall cither: {a) request Operator to perform

operation. then, in order to be entitled to
the benefits of this article. the party or parties giving the notice and such other parties as shall elect
to participate in the operation shall. within sixty (60) days after the expiration of the notice period of
thirty (30) days (or as premptly as possible after the expiration of the forty-eight (48) hour period
where the drilling rig is on location. as the case may be) actually commence work on the procosed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided. however, if no drilling rig or other ecquipment is on location, and if Op-

the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
conducting operations on the Com\act Axea pursuant to thls Artlclc VL B 2. >hall complv \nth all terms

and conditions of thxs agreement. — ——

If less than all parties approve any proposed operation. the proposing party, immecediately aiter the
expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation., and (b) its recommendation as to whether the Consenting Par-

ties should procced with the operation as proposced. Each Consentina Party. within

after receint of such notice,

hours (exclusive of Saturday. Sunday or legal holidays)

forty-cight (43)
shall advize the

proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit =A™,

or (b) carry its proportionale part of Non-Consenting Par

all parties of such decision. *and failure so to advise the proposing party shall constitul

an election under (b).

ties” interest. *The proposing party, at its
election. may withdraw such proposal if there is insufficient participation. and shall promotly

notif\

The entire cost and risk of conducting such opecrations shall be borne by the Consenting Partics in

the proportions they have elected to bear same under the terms of the preceding paracraph.

Parties shall keep the leaschold estates involved in such

shall be decemed to have relinquished to Consenting Partics. and the Consenting Parties shall ov
be entitled to receive. in proportion to their respective interests.

opcerations free and clear of all lien
encumbrances of every kind created by or arising from the operations of the Consenting Partics. |
an eperation results in a drey hole. the Consenting Parvties shall plug and abundon the well at thewr sole
cost. risk and expense. If any well drilled. reworked. deepened or pluzsed back under the provisions
of this Article vesults in a producer of oil and or gas in paying quantities. the Consenting Partics shall
complete and cquip the well-to produce at their sole cost and risk. and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
Upon commencement of operations for the drilling. reworking, deepening or plugaing back of any such
well by Consenting Parties in accordance with the provisions of this Article. cach Non-Consenting Party

all of such Non- Consenting

~ and

{ such

'n and
Party’s

interest in the well and share of production therefrom until the proceeds of the sale of such share,

caleulated at the welll or market value

thereot if such share is not .sold (after deducting production

taxes. royalty. overriding royalty and other interests existing on the effective date hereot, payvable outl of

or mcasured by the production from such well accrumng with respect to such interest until

shall equal the total of the lollowing:

{a) 10075 of cach =zuch Non-Cunzenting Partv's shure

cost of operatton of the well commencing with Hest broduction

Consentinze Party's relinquished  interest shall pev
nurced that cach Non-Conscenting Partyv’s share
weotld have been charvzeabice to cach Nan-Consenting |
sinnmge of the operation: and

ih) .300_

;of that poction of e costs and expenses ol
baek, 1e=tine

and completmz eater deducting any cash cont

than 10.008 feet,

of the cost of any newliy
cquipnient bheyond the wellhwad connections  (includ:inzs, but

not hiated  to. stoek

drilline reworking, decpening., or

ihutions receved under

**A well to be drilled to a depth of 10,000 feet subsurface or less, and 4C0%
of that portion of such costs in a we11 to be dr11]ed to a total depth grezter

.

i e

verts)

acguired surface

tanks. separators.
treaters. pumping equipment and piomz). plus 10072 of cach such Non-Consenting Party's shave of the

and contituiny until cach such

Vert ot under other provisions of this Article, 1o

Non-

wviny

ol such costs and cqruoment will be that interest wihiich

Wty had it partiapated in the well from the pe-

plusaimnmy
Mrtiele VIO

Cand
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_3_09 For that pocrtion of the cost of newly acquired equipment in che well (to and including the well-

head conneetions). which would have been chavgeable to such Non-Consenting Party if it had partc-
pated thereimn.

Gas production attributable to any Non - Counsentine Party’s velinquished interest upon suck Party’s
clection, shatl be soid to its purchaser, if availuble. under the terms of its oxisting gas sales con-
trazt. Such Non - Consenting Party shall divect its purchaser to remut the procueds recetvable from
such sale direct ta the Consenting Parties until the amounts provided {or in this Articie are recov-
ered from the Non - Consenting Party’s velinguished 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 recetve and sell sueh Norn-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Partics are entitled to reccive No:n-Conscm'mg Party's shave
of production. or the vrocceds theretrom, Consenting Parties shall be responsible for the payment of
all production, scverance. gathoring and other taxes. and all rovalty. overriding rovally and other
burdens applicable to Nun-Consenting Party's: share of production.

In the case of any reworking, plugzing back or deeper rrilling operation. the Consenting Part.es shall
be permitted to use. free of cost. all casing. tubing and other cquipment in the well. but the ownershio of
all such equipment shall remain unchanged: and upon abandonment of a well after such rewovking.
plugging back or deeper drilling, the Consenting Farties shall account tor all such equipment to the

owners thereof. with each party veceiving its propottionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article. the party con-
ducting the operations for the Consenting Parties shall furnish ecach Non-Consenting Party with an in-
deepening. plugging back. testing, completing, and vquippinz the well for production: or, at iis option.
the operating party. in licu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings.

ventory of the ecquipment in and connected to the well. and un itemized statement of the cost of_driiling,__

Each month thereaiter. during the time the Consenting Parties are being
reimbursed as provided ubove. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Conscnting Parties with an itemized statement ot all costs and liab:litics incurred in ¢

opcration of the well. tozether with a statenmient of the quantity of oil and zas produced from it and th

amount of proceceds reatized trom the sale of the well's workinz interest production during the precedin:
month. In determining the, quantity of oil and zas produced durmme anv month. Consenting Partics
shall use industry accepted mwthods such as. but not limuted 0. metering ar periodic well testzs, Auy
amount realized from the sale or other disposttion of equipnmient newty sequired in connection with any
such operation which would have been owned by o Non-Consenting Party had it participated thervein
shall be credited against the total unrcturned costs of the work done and of the equisment purciiasec.
in determining when the interest of such Non-Consenuns Purty shall revert to it as above provided:
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consentineg Pariy’s relisguished nieres:
the amounts provided fur above. the relinquished interests of such Non-Consentinz Purty shali auto-
matically revert to it, and. from and after such reversion. such Non-Consenting Purty 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, deepenirng or pluzging back of said well. Thereafter. such Non-Consenting Party shall te
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 ix agreed that without the mutual consent
of all parties. no wells shall be completed in or produced fram i source of supply from which a well
located clsewhere on the Contract Area is producing. unless such well contorms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsosever to the Jdetlling of the inital
well desenbed in Article VEAL except {(a) when Option 20 Article VILD.1L has been sclected. or (b)
to the reworking, decepentne and plucging back of such imita! welll f such well s or thereatler shall
prove to be a dry hole or non-commercial well, alter having been dreilled (o the duepth specificd in Article
VIA.

C. Riulit to Tuke Production in Kind:

Zach party shall have the rvight to take 1 kind or separalety dispose of its proportionate share of
all o and was produded trom the Cootract Area, exclusive of production wiich may be used i de-
and Creatine ol tor marketine purcoses and
Any extra expenditure ticurred i the taking in land oy separate dispo-
IV party of its propactionate share ot the

velopment and  nroducing aperations and an prepas e
vraduction unavenduble fost.
~tlion b :
) oroauction shatl be borne by such party.  Any
-t) - .
1
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party taking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facilities which it uscs.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Area. and. except as provided in Article VILE. shall be entitled
to rocerve payment direct from the purchaser thereot for its share of all production.

In the event any party shall fail to make the arransements necessary to take in kind or sepa rately
dispose of its proportionate share of the oil and gas produced from the Contract Area. Operator shall have
the right, subject to the revocation at will by the party owning it. but not the obligation, to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-taxing
party at the best price obtainable in the areca 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 excrcise at any time its
right to take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be orls 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 par:iy’s
share of gas production without first giving such other party thirty (30) davs \noticc of such intended

sale. prior writtsn

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separuate pipelines and or deliveries which on a day-to-dayv basis for any reason are not
exactly equal 1o a party’'s respective proportionate share of total sas sales to be allocated to t. the
balancing or accounting between the rvespective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the partics hereto, whether such Agreement is attached as
Exhibit “E™, or is a separate Agrcement.

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 inszect
or obscerve operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof. includiny Operator’s books and recovds relating thereto. Operator, ucgon
request. shall furnish each of the other parties with copies of all forms nr reports filed with govern-
mental agencies. daily drilling reports. well logs. tank tables. daily gauze and run tickets and roperts
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 Area. The cost of cathering and furnishing information to

Non-Operator. other than that specified above, shall be charzed to the Non-Opcerator that requests the
information. :

E. Abandonment of Wells:

1. Abardonment of Dryv Holes: Except for any well drilled pursuant to Article VI.D.2. any well

which has been drilled under the terms of this agreement and is proposed to be comgleted as a dev hole
shall not be plugged and abandoned without the consent of all partics. Should Operator, after dilizent
effort. be unable to contact any party. or should any party fail to reply within forty-cieht (43) tours
{exciusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to pluy and
abundon such well, such party shall be deemed to huve consented to the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost.
risk and expense of the parties who participated in the cost of drilling of such well. Any party wkro ob-
jects to the plugging and abandoning such well shall have the right to take over the well and conduect
further operations in search of oil and or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Cxcept for apny well which has been drilled or ve-
worked pursuant te Article VLE.2. heveof for which the Consenting Partics have not been [fully reim-
bursed as therem provided. any well which has been compicted as a producer shall not be plugzed and
abandonud without the consent of all parties. If all parties consent to such abandonment. the well shall
Le pluszed and abandoned in accordance with applicable regulations and at the cost. risk and cxpense

of all the parties hercto. If, within thirty (30) days after receipt of notice of the proposed abandonment
of such welll all partics do not azree to the abundonment of any well, thise wishing to continue s op-
cration shall tender to cach of the other parties ils proportionaice shave of the value of the well's salvable

material and cquipment. determned inaccordance with the provisions of  Extubit “C™ less the exlimated

cost of salvazing and the estimated cost of pluzams and abandoning,  Each  abandonimne party shall

assten 10 the non-abandonmy parties. without warranty, express ar wnplicd. as to ttle o as to quantiy,
quulity, or Hitiess for use of the vqupment and wterial, 4] o) its interest in the well and celated -:qui;-)-
ment tesether with s anterest in the teaschold estate us o, but ondv as to. the interval or imtervals or the
fnrmuation o formations then open o producton,  I7 the thleresy (nl.\h\; abandoning party is ov inclades
Aot and cas interest, such party shall exeeute and deliver 0 the non-abandomng party or parties an
i aad sas lease, linuted to the interval or mtervals or the lormation or tormations then upen to puoduc-
Hon el oterm ol one vear and so lons thereatter as il and ar wis 15 produced from the interval or eter-
‘
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vals ot the tormaton or tormations eovered thereby, sach lease to be on the fovm attached as Exhibit
=B, The assiznments or leases o limited shall encompass the “drthing unit™ upon which the well s
located. The pavmenis by, and the assicnments or leases to. the asstenees shall be inoa ratio based upon
the refationship of their vespective percentaves of purticipation in the Contract Avea to the apgregate of
the pereentages of particmation in the Contract Areva of !l assignces. There shall be no readjustment
of interest m the remaming portion of the Contract Arvea.

Theveafter, abandoning parties shall have no further respansibility, liability. or intevest in the op-
eration of or production trom the well in the interval or intervals then apen 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 mav arise as the result of
the separate ownership of the assigned weil.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Euch party shall be respansible
only for its obligations. and shall be liable only for its provortionate share of the costs of develeping
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. ner shall

this agreement be construed as creating, a mining or other partnership or association, or to rencer the
parties liable as partners.

B. Liens-and Payment Defaults:

———— —_———— f e ——————— e —————e

T="Each '.'\‘Abn;b;ﬁéffli&-”g_l—‘ams IS_OL_).e‘i‘zAxtbx‘ a lien -J-po—h.its oil and ,-a; ;'i:i'u_s in fhc C_o}lti':z..ct Arca. and a
security intcrest in its share of oil and or gas when extracted and its interest in all equipment. to secure
payment of its share of expense, together with interest thercon at the rate provided in the Accounting
Procedure attached hereto as Exhibit C™. To the extent that Operator has a sccurity interest under the
Uniform Commercial Code of the State. Operator shall be entitled to- excercise the rights and vemcedics
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Ogpcrator
for the secured indcbtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or sccurity interest as security for the payment thereof., In addition. upon default by any Non-
Operator in the payvment of its share ot expense, Operator shall have the right. without prejudice to
other rights or remedies. to collect from the purchaser the procceds from the sale of such Non-Opcerator'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 Gperator's written statement concerning the amount of anyv de-
fault. Opcrator grants a like lien and security interest to the Non-Opcerators to secure payment of Op-
crator’s proportionate share of expense.

If any pal‘tS' fails or is unable to pay its shure of expense within sinty (60) davs atter vendition of
a statement therefor by Opcrator. the non-detaulting parties. including Operator. shall. upon 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 unpmid amount shall. to vbtain reimburse-
ment thereof, be subrogated to the security rights described in the foreyoing 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 agrecement and shall
churge cach of the partics hereto with their respective proporvtionate shures upon the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit ~C™. Ogcerator shall keep an accurate
record of the joint account hercunder, showing expenses incurred and charzes and ceredits mace and
received.

——

Opurator. at its clection, shall have the vight from time to time te demuand and receive from the
other parties pavment in advance of their respective shares of the estmated amount of the cxpense to
be incurred in operations hercunder during the next succeedmsa month., which right may be exerecised only
by subrussion to cuch such party of un itemized statement ot such estimated expense, together with
an invoice for ats share thereof, Euch such statement and mvaice tor the pavment in advance of esty-
mated expense shall be subnmitted on or betore the 20th day o1 the next preceding month.  Each party
shall payv lo Opcrutor s proportionate share ol such estunate withim fitteen (13) davs after such cs;
timate and invoee s received., [ any party tatls to pay its share of sind estumate withmn sad tunme, the
amounnt due shall bear terest as provided in Exhabait ~C™ -

untl pawd. Proper adjustmient shall. be
made moathiv boetween

advances and sctual expense 1o the cnd thit cach party shall bear and pav its
proportionute share ol actual expenses incurred. and no more,
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n.  Limitation of Expenditures:

1. Drill_ or Deepen: Without the consent of all parties. no well shall he drilled or deepened. ex-
cepl any well drilled or deepened pursuant to the provisions of Avticle VILE.2Z. of this Aureement. it beiny
understood that the consent to the drilling or decpening shall include:

— Option No. 1: All ncecessary expenditures for the drilling or deepening. testing, completing and
cquipping of the well, including necessary tankaze and or surface facilities,

X Option No. 2: All necessary expenditures for the driliing or decpening and testing of the well. When
such well has rveached its authorized depth, and all tests have been completed. Operator shall give im-
mediate notice to the Non-Operatars who have the right to participate in the completion costs. The parties
recciving such notice shall have forty-cight {48) hours (exclusive of Sulurday. 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 surfacc 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 pize and
to attempt a completion. the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening or
plugging back™ as contained in Article VI.B.2. shall be deemed to include “completing™) shall appiv to
the operations thercafter 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 plugzed 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 inciude

consent to all necessary expenditures in conducting such operations and compieting and equizping of
said well. including necessary tankage and or surface facilities.

=73, "Qther Operations: Operator shall not undertake any single project reasonably estimated ta require
an expenditure in excess of __Fitteen thousand-----------o------- Dollars ($ 15,000.00 )
except in connection with a well, the drilling. reworking, deepening. completing. recompleting, or plug-
ging back of which has been previously authorized by or pursuant {o this azreement; provided. how-
ever. that, in case of explosion, fire, flood or other sudden emcrgency.. whether of the same or diifarent
nature, Operator may take such steps and incur such expenses as in its opinicn 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 copies of its “Authority for Expenditures” for anv sinale project
costing in excess of Fifteen thousand---~----e-vewcemom—uua- Tollars (515:000-00 ).

E. Royaltics. Overriding Royalties and Other Payments:

Each party shall pay or deliver. or cause to be paid or delivered. all rovalties to the extent of
three-sixteenths (3/16) duc on its share of production and shull hold the other parties {ree
from any lability thevetfor. If the intcrest of any party in any oil and zas lease covered by this agroe-
ment is subject to any royalty. overriding rovalty, production pavment, or other charge over and zoove
the aforesaid royalty. such puarty shall assume and alone bear all such obhigations arnd shall account
for or causc to be accounted for, such interest to the owners thercol.

No party shall ever be responsible. on any price basis higher than the price received by such party.
to any other party’s lessor or royalty owner: and if any such other party’s lessor or rovalty owner should
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 Roeyalties:

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 partics who subjected such fease to this agrecement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease ta this
agreement. such parties may desiznate one of such parties to make said payments for and on behalf of all
such purties. Any putty may request. and shall be entitled to veceive. proner evidence of ol such payv-
ments. In the event of failure to muke proper payment of any vental. shut-in well pavment or minimum
royalty throuch mistake or oversicht where such pavment is required o continue the lease in lovce.
any loss which resulls trom such non-payment shall be borne in aecardance with the provisions ot Arucle

v.p.

Cperator shall noury Non-Operator of the anticipated completion of a shut-m gas well, ov the shut-
linz 1o return to pradaction of 4 producing cuas well, ot least tive (3) davs {excludine Saturday. Sun-
duy and holiduavs), or ut the cartiest appottuataty -

but ussumes no liability tor failure to da so.
Qverator,

permitted by circumstances. prior W sk such action,
o I the event of Lailare by Operator o so noit!y Non-
the doss of anv ease contributed hevetn by Non-Operator tor tadure o make limely pavoeents

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

G. Taxes:

Beginning with the first catendar year after the effective date hereof, Operator shall render {or ad
valorem taxation all property subject to this agrecment which by law should be rendered lor such
taxes. and it shall pay all such taxes assessed thercon befare they become delinquent. Prior to the ren-
dition date. each Nen-Operator shall furnish Operator information as to burdens (lo include. but not be
limited to, royalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold 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 qr owners of such lrasehold
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 tne man-

ner provided in Exhibit "C". gaq article ¥v.D. for additional provisions

If Operator considers any tax assessment impropecr. 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
peralty, 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. gatherinz and other taxes im-

posed upon or with respect to the production or handling of such party’s share of oil and or gas oro-
duced under the terms of this agreement.
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H. Insurance: T

At all times while operations are conducted hercunder, Opcrator shall comply with the Workmen's
Cornpensation 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 charze
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurarzcc been obtuined. Qpcrator 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 Arca to comply with th
Workmen's Compensation Law of the State where the operations are beine conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently
-reccives the approval of the parties. no direct charze shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive equipment.

ARTICLE Vil '
ACQUISITION, MAINTENANCE OI! TRANSFER OF INTERLST

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 surrvender its interest in any lease or in any portion thercof. and
other parties do not agree or consent thercto. the party desiring to surrender shall assign. without express
or implicd warranty of title, all of its interest in such lease, or portton thereof. and any well. material and
cquipment which may be located thereon and any rights in production thereafter secured. to the partics

not desiring to surrender it If the interest of the assigning party includes an oil und z2as interest, the as-

to surrender an oil ond 2as
lease covering such oil and zas interest for o term of one year and so lone therealter as oil and or

signing party shall execute and deliver to the party or parties not desiring
qas
"B".

thereatter aceruny,

is producced from the lund covered thereby, such lease 1o be on the form attached hereto as Exhitit
Upon such assignment, the assiening party shail be relicved from all obhizations

but ot therctofore accrued. with respect o the acrease asstened and the operation of any well thercon,

cquipment and pro-
Article. The parties
atter’s interest in any wells

and the assigning party shail bhave no further interest in the lease assigned and its
duction other than the rayaltics retained i any lease made under the terms of ths
assignee shall pay to the party assignor the reasonable sulvaee vatue of the |
and cquipment on the assigned acrease. The value ot all muatctial shall
with the provisions of Exhibit “C™, less the estimated cost ol salvauing
ama and ahandomng, If the assicnment is in

be determumned in accordance
and the estinuited cost of pluu-
tuvar of more than ane partyv, the asstoned intetest shalt

- 10 -
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1 Le suared by the partics assignee in the propoctions that the interest of cach bears to the intervest of all
2 parties assianec.

3

4 Any assienment or surrender made under this provision shall not vedure or change the assiunce’s or
5 surrendering parties’ interest, as it was immediately before the assiznment, in the balunce of the Contract
6 Area: and the acreage assigned or surrendered, and subseguent operations thercon. shalt not thereatter
7 Le subject to the terms and provisions of this agreement.

8

9 B. Rencwal er Extension of Leasces:

10

11 " If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties

12 shall be notified promptly. and shall have the right for a period of thirty (30) days following raceipt
123  of such notice in whirh to elect to participate in the ownership of the rencwal lease. insofar as such
14 lease affects lands within the Contract Avea., by paying to the party who ucqu.'u'cd it their several proper
15  proparticnate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.

17 - :

18 If some. but less than all. of the parties elect to participate in the purchase of a renewal lezse. it
19 shall be owned by the parties who elect to participate therein. in a ratio based upon the relationsihip of
20 their respective percentage of participation in the Contract Area to the aggreeate of the percentages
21  of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
23

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

26

27 The provisions of this Article shall apply to renewal leases whether thev arve for the entire interest

28 coverad by the expirmg lease or cover only a portion of its arca ot an interest thercin. Any rencwal lease

29 taken before the expiration of its ;Srédccessor lcase, or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision: but any lease taken or contracred
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32 lease and shall not be subject to the provisions of this agrcement.

33

34 The provisions in this Article shall apply also and in like manner

to cxtensions of oil and gas
35 leases. go0 Apticle XV.E for additional provisions.

36

37 C. Acreage or Cash Contributions:

38

39 While this agreement is in force. if any party contracts for a contribution ot cash toward the drilling

40 of a well ov any other aperation on the Contract Area. such cantribution shall be paid te the party who
41 conducted the drilling or other operation and shail be applied by 1t azaimnst the cost of such dnilling or
42  otheor operation. If the contribution be in the form of acreage. the party to whom the coatvibution is
43  made shall promptly tender an assicnment of the acreace. witnout warrantye ot title, to the Diilling
14 Parties in the proportions said Drilling Parties shaved thie cost of drilling the welll If ull parties hevelo
45 are Drilling Parties and zcecept such tender. such acreace shall beeome a part of the Cuntract Area and
<06 be governed by the provisions of this agreement. If less than all parties hereto are DOrilling Partics and
47  acrept such tender. such acreage shall not become a part of the Countract Arca. Each party shall prompt-
48 Iy not:fy all other partics of al! acreage or money contributions it may obtain in support of any well or
49 any other operation on the Contract Arca.

50

51 If uny party contracts for any consideration relating to disposition of such party’s share of substances
§2  produccd hercunder. such consideration shall not be deemed a contribution as caontetnplated in this
53  Article VIIL.C,

54

53 D.  Subsequently Created Interest:

56

57 Notwithstandine the provisions of Article VIILE. and VIILG.. if any party hercto shalll subsequent
58 to excculion of this ayrcement, create an overriding rovalty, production payvment, or net proceeds inleor-
§9  est. which such interests are hereinatter referred to as “subscauently created mnterest”™, such subscquently
60

createe interest sivall be speerticatly made subject to all of the terms and provisions of tHus agreemernt. as
61 follows:

G2

G L. If non-consent uperations are conducted pursuant to any provisicn of this agreement. and the
64 party conducting such operations becumes coutled to cecerve the production attributable to the inserest
653, outl of which the subscquently ereated mterest s denived, such party shall veceive same free and clear
66 of such subsequently created interest. The party creatine same shall bear and pay all sueh subsequuntly
U7 created interests and shall idemnity and hold the ather parties hereto tree and harmless from any un;l
64 ol liabality resulting theretvom. v emee L
690

70

- 11 -
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2 If the owner of the interest from which the subsequently created interest s devived (1) Tails to
pav. when due. its share o expenses chargeable hereunder, or (21 cleels to abandon a well under pro-
visions of Article VLE. heveof. or (3) eleets ty surrender a lease under provisions of Article VIILA.
hereaf, the subsequently created interest shall be chareeable with the pro rata poruon of all expuenses
heveunder in the same manner as if such interest were a working interest. For purposes of catlecting
such chargeable expenses, the party or parties who recvive assignments as o vesult ol (2) or (3) above
shall have the right to enforee all provisions of Article VILE. herrof agamst such subsequentiy created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold ‘nterests
coverced by this agreement. and notwithstanding any other provisions to the contrary, no party shall
sell. encumber. transfer or make other disposition of its interest in the leases embraced within the Con-

tract Avea 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: ov

(54

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

Every such sale. encumbrance, transfer orv other disposition made by any pavty shall be mace ex-
pressly subject to this agreement. and shall be made without prejudice to the right of the other garties.

If. at any time the intervest of any party is divided among and owned Ly four or maore co-owners.
Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such garty's
shace of the joint expenses, and to deal generally with, and with power to bind. the co-owners of such

party’s interests within the scope of the operations embraced in this agreement: however. all such

co-owners shall have the right to enter into and execute all contracts or agrecements for the disposition
of their respective shaves of the oil und zas produced from the Contract Arvea and they shall have the
right to receive, separately. payment of the sale proceeds hercof.

F. Vaiver of Right to Partition:

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

- PR O .
~G Pt rerrtrrr et b Pt e b |

interests~rhe Contract Area. it shall promptly give written notice to the other parties, with ¢

ad o atl other terms of
receipt of the notice. to purchase on the same
proposes to sell: and. if this optional right ix ‘o ourchasing parties shaill share the pur-
chased interest in the proportions thatr# lnlerest of cach LeurS~w the tatal interest of all purchasing
parties. However, lhe:&hal‘.in fio preferential right to purchase in those T~ wheve any party wishes
to mortgage its intprests. or to dispose of itls interests by merger, reorgamization. (Sm~lidation. or sale
of al.l/or/';uhsm‘rl: all of its assets to a subsidiary or parent company or o a subsidiary Ot ~Larent
COF et bt = U PO P TUTE 1S S VORI RSN ; . R L -,

- - 4 - > dmpeted CEEAE A EEECCEE S PR SRS 0 TR

hiitons the tevest which the other party

ARTICLE IX.
INTERNAL QEVENUE CODE ELECTION

This agreement is not intended to create. and shuall not be construed to create. a relationship ¢f part-
nership or an association for profit between or among the pavties hereto. Notwithstanding any  pro-
visions heretn that the rights and labtlities hereunder are several and not joint or collective. or that thys
agreement and operations hercunder shall not constitute a partnersing, if. for Federal income tax pur-
poses, this agreement and the operations hereunder are vevarded as o partnerstup, coch party huereby
affected elects 1o be excluded trom the application of all vl the provisions of Subchapter K7, Clh:l_l)[Q';’
I, Subtitle “A™, of the Internal Revenue Code of 19540 as permutted and authorieed by Scction 761 of
the Code and the reculations promuluated thercunder. Opecator is authorized and directed to execute on
behult of cach party hereby atfected such evidence ol this clection as mayv be requived by the Sceretary
of the Treasury of the Unmited Stutes or the Federal Tnternal Revenue Service, including speecifically, but
nat by way af linutation, gl of the veturas, statements. and the data required by Federat Rezuta-
tions 1.761. Should there be any iequiremuent that cach Party hereby atfected give further evidence 40{
this clection, cach such party shall exceate such doctiments g turnish such other evidence as may be
vreautred by the Federal Internal Revenue Scrvice o oy mav be necessary to evidenve thus etection, No

- 12 v
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such party shall 2ive any notices or take any nther action inconsistent wath the election madce nereby.
If any present or future ineome tax laws of the state or states in which the Contract Area is located ov
any future income tax laws of the United States contain provisions similar to those in Subchaptor “K™,
Chapter 1. Subtitle ~A”, of the Internal Revenue Code of 1954, under which an clection similar to that
provided b}' Section 761 of the Code is permitted. cach party hereby affected shall muake such cicction as
may be permitted or required by such laws. In making the foresoing clection, cach such party states that
the income derived by such party {rom Qperations heveunder can he adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any sinzle damage claim or suit avising from opcnnou: hereunder if the ex-

penditure does not exceed __Four fhousand===-sze-uc----- e mmm e ——t e ————— ———— Doilats

(s_4.000.00 ) and if the payment is in complete settlement of such claim or suit. If the armount
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 is dcle"aled to Opcratox' All costs onct ex-
pense of handling. settling, or
of the parties,

If a claim is made against any party or if any party is sucd on account of any matter
arising from operations hereunder over which such individual has no control because of the rights Ziven
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 X1 -
FORCE MAJEURE

If any party is rendered unable. wholly or in part. by force ‘majeure to earry out its oblizations
under this agreement. other than the obligation to make money payments. that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerring 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
shall 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 0 its

wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

—.The term “force majeure”. as here emploved. shall mean an act of God. strike. lockout, or other
industrial disturbance. act of the public cnemy. war, blockade. public riot. lightning, fire, storm. flcod.
explosion. governmental action. governmental delay. restraint or inaction, unavailability of eguizment.
and any other cause. whether of the kind specifically enumerated above or otherwise, which is not
rcasonably within the control of the party claiming suspension.

ARTICLE XIIL ‘
NOTICES !

All notices authorized or required between the parties. and required by any of the provisions of
this agrecement. 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 pariy to
whorn the notice is given at the addresses listed on Exhibit “A™. The originating nolice given under any
provision hercof shall be deemed civen only when received by the party to whom such notice is directed.
and the time for such pariy to give any notice in response thereto shall run trom the date the origirat-
ing notice is received. The second or any responsive notice shall be deemed given whea deposited in
the United States mail or with the Western Union Telegraph Company, with postaze or charges prersaid.
or wnen sent by teletvpe. Each party shall have the right to change its address at uny time. and irom
time to time. by giving written notice hereof to all other partics.

ARTICLL, XTIL
TERM OF AGRIEMENT

This aurcement shatl remam i fell forew and ctieet os o the oil and was leases and o oil and 2os in-
terests subjected heretn tor the pertod ol time selectad belaw provided, however, no party hereto shall
Imterest e oy
tributed by any other party bevond the term or thes

ever be vonstrucd as naving anv orcht Utle or 10 auy lewse. ot oil and was umterest con-

audreenueng,

2us beases subipeet to this aereement remiin or ure ¢on-
tinued o joree as o any part ot the Contract Avey,

{70 Option No_ 12 So long as any ot the ol

whether by production. extenswon, renewal or cther-
wise, and or xo long as oil and/or wax production contnges trean any lease or oil and Sas interest
« N . ESLh ~L.
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L X Ootion No 2 In the cvent the well desceribed in Article VI.A.. or any subscquent well drilled

2 under any provision of this agreement. results in production of oil and or zas in paviny quantities. this

3 agreement shall continue in foree so lonw as any such well or wells produce. or are capable of produc-

4 tion. and tor an additional period of 120 davs from cessation of all production: provided, however,

3 if. prior to the expiration ol such additional period. one or more ol the parties hercto are engazed in

6 drilline or reworking a wetl or wells hercunder, this agreement shall continue in force until such op-

7 crations have been completed and i production results therefrom. this agreement shall continue in

8 force as provided herein. In the event the well desceribed in Article VILAL or any subsequen: well

9 drilled hercunder, results in a dry hole. and no other well is producing. ov capable of producing oil

10 and or gas from the Cantract Area. this agrcement shall terminate unless drilling or reworking opera-

11 tions are commenced within dayvs 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 herets from

14 any liability which has acerued or attached prior to the date of such terminbtion.

15

16 ARTICLE X1V.

17 COMPLIANCE WITIH LAWS AND REGULATIONS .
18
19 A. [Laws. Regulations and Orders: . . T
20

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

22  acresge is located, to the wvalid rules. regulations. and orders of any duly constituted regulatory todyv of -
23 said state: and to all other applicable federal. state, and local laws. ordinances. rules. regulations. and

24  orderss.

25

26 B. Governing Law:

27

28 The essential validity of this agreement and all matters pertaining thereto. inctuding, but nct lim- -
<29 “ited to. matters of performance, non-performance. breach. remedies. pl'OCCdll—ijCS.—-l;{;:}:IL.S. duties and in-

30 terpretation or construction. shall be governed and determined by the law of the state in which the

31 Contract Area is located. If the Contract Arca is in two or more states. the law of the state where miost

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

33

34 ARTICLE XV.

35 OTIIER PROVISIONS

36 .

gé A. Sale of Gas Production:

39 It is recognized by the parties hereto that in addition to each party's shars

40 of working interest production as shown in Exhibit "A", such party shall have tha

41 pight, subject to existing contracts, to market the rovalty gas attributable to

42 pach lease which it contributes to the Contract Area and to receive payments cue

43 for such royalty gas produced from or allccated to such lease or leases. It is

44 agreed that, regardless of whether each party markets or contracts for its cshare

45 of gas, including the royalty gas under the leases which it contributsd to the

46 Contract Area, such party agrees to pay or cause to be paid to the royalty cwners

47 under its lease or leases the proceeds attributable to their respective royality

48 interest and to hold all other parties hereto harmless for its failure to dc¢ so.

49

50 B. Billing Additional Interests:

51 .

52 Notwithstanding the provisions of this agreement and of the accounting rrocedure
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 mora

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

s7 "Selling Party') disposes of part of the interest credited to it on Exhibit A", the
s¢ Selling Party shall be solely responsible for billing its assignee or assignees,

s9 and shall remain primarily liable to the other parties for the interest or interests

(=]
(=]

assigned and shall make prompt payment to Operator for the entire amount of state.
61 ments and billing rendered to it. It is further understocod and agreed that if Sel
g2 Party disposes of all its interest as set out on Exnhibit “A", whether to one or

g3 several assignees, Operator shall continue to issue statements and billings to ths
61 Selling Party for the interest conveyed until such time as Selling Party has

g5 designated and gqualified one assignee ta receive the billing for the entire

¢~ interest. In order to gualify one assianee to receive the billing for the entire

interest credited to Selling Party on Exhipit "A", Selling Party shall furnish
tna Orerarar the fallawinag:®

ling

67
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. 1. Written notice of the conveyance and photostatic or cer-
tified conies of the assignments by which the transfer was made.

2. The name of the assignee to be billed and a written stat=a-
ment siqgned by the assignee to be billed in which it consents to
receive statements and billings for the entire interest creditad 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:

If a purchaser of any 0il, gas or other hydrocarbons produced from
the Contract Area declines to make disbursements of all royalties,
overriding royalties, working interests, and other payments out of, or
with respvect to, production revenues which are payable on the Contract
Area, Operator way, at its option, from time to time, make dishurse-
ments on vehalf of any Non-Operator who requests in writing that

Operator do so. Each Non-Operator Eor whom such disbursement is made
shall Eurnish Operator with the following:

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

2. An initial list of names, addresses, and intersst (to a seven
place decimal), on a tract, unit, purchase contract, or other such
basis as, in the opinion of Operator, is necessary for efficient admi-
nistration, for all royalty, overriding royalty and other interest
owners who 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 Operator in writing.

T TZOperator will use its hest efforts to make dushursements
correctly, but will be liable for incorrect disbursement only in the
event Of gross negligence or willful misconduct. Any Non-Operator for
whom such disbursements are made her2by agrees to indemnify and hold
harmless Operator for any loss, including court costs and attorney's
fees, which may be incurred as a result of Operator's making such dis-
bursements in the manner prescribed by Non-Operator.

D. Article VII.G., aAddition:

If the Operator is requirad 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 2y 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 contravy contained herein, each
party committing a lease or leases to this agreement shall have tha
option upon the expiration of each lease to renew or extend such laase
and to bear the renewal or extension costs and expenses and thereby
retain its original interest and title in said lease. By exerc1san
such option, the parties' working interests shall remain uncnanqed
If the original lease owner does not exercise its option within sixty
(60) days after the expiration date of the original lease, the
renewal or extension lease will then be subject to the terms of this
article as written above. 1If 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 lease. The original leasc owner shall have sixty (50) days after
the receipt of such itemized statement to reimhurse the renewing o-
extending oarby in full. Failure of the original lease owner to do so
shall result in the forfeiture of its option hereunder. The odrovi-
sions nereof shall only apply to leases or portions of leases locateq

P T P S Y s B = - ]
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F. As between the interest of TXO and FIVA, this Agreement shall bhe
subject and subordinate to that Certain 21l & Gas Leasc Acquisition
and Develooment Agreement dated Octoner 22, 1982, bhetween TXO
PRODUCTION CORP. and APCOT-FINADEL JOINT VEUTURE. In the event of a
conflict between this agreement and the 0il & Gas Lease Acquisitioa
and Develooment Agreement, the terms of the 0il and cas Lease
Acquisition and Development Agreement shall prevail. Upon termination
of the Oil & Gas Lease Acquisition and Development Aqreement, this
Agreement shall be amended as between TXO and FINA in the manner oro-
vided in Article XXI of the 0il & Gas Lease Acquisition and
Development Agreement.
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ARTICLE XVL
MISCELLANEOUS

- W e -

This apreement shall be binding upon and shall inure to the benefil of the parties hereto and to their
tespective  hetrs, deviseces, legal vepresentatives, successors and uassigns.

-1 Q. O

This instrument may be executed in any number of counterparts, cach of which shall be considered
an criginal for all purposes.

—
[ = 2o o]

IN WITNESS WHEREOF. this agreement shall be effective as of _26th day of November .
19_84 .

et st
[

*OPERATOR .
TXO PRODUCTION CORP.

N e
(oS I 7 BN 4 LI =

By: - wﬁ
(@m D. Huppled, OSenior Vice President

BN NN N e
oW~ Cw

NON-OPERATORS

ATTEST READ & STEVENS, INC.

[ I - ]
-3 o W

28 .
e m——————— 29 M - - e B i e L s - By: . ———— e e e e o ——— - .__._, e —————— C e ————

30 : .

31 7 Title:
32 )

33 )
34

35 ATTEST ALTQ QT1 AND GAS. INC
36

ot 4 Title: putndecf

40
41
42
43
14
45 Ruben H. Johnson Adoliph A. Kremel
16 5

17
48
49 -
50 Alton C. White, Jr. Ronald J. Byers
51 :

52

53

54

55

648 S
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. ARTICLE XVI
MISCELLANEOLUS

This acrcement shail Le binding upon and shall inuve to the benefit of the parties hereto and to their
respective  heirs, devisces. legal representalives, successors and assigns.

This instrument may be exceuted in any number of counterpartts, cach of which shall be consicered
an coriginal for all purposes.

[N WITNESS WHEREOQF. this aprecment shall be effective as of

19 84 .

26th  day of

November

"OPERATOR .
TXO PRODUCTION CORP.

ATTEST

By:

&

NON-OPERATORS

READ & STEVENS, INC.

\igﬁn D. Huppler(] Genior Vice President

ATTEST

Ruben H. Johnson

Alton C. White, Jr.

(;12—€Lp4ff_ (ﬁ:j

Robert £. Boling

By:

Title:

ALTO 011 AND GAS

INC

By:

Title:

Adolph A. Kremel

Ronald J. Byers
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ARTICLE XVL
MISCELLANEOUS

.
(
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This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to thewr

respective  hetrs, devisces, legal

Thiz instrument may
an coriginal for all purposes.

IN WITNESS WHEREOF. this agreement shall be effective as of

19 84 .

representatives,

“OPERATOR _
TXO PRODUCTION CORP.

By:

successors and assigns.

be executed in any number of counterparts, cach of which shall be considered

_26th _day of November .

{3?3 D. Huppler{ Benior Vice President

NON-OPERATORS

ATTEST

READ & STEVENS,

— . - —By:

ATTEST

INC.

Title:

ALTO OI1 AND GAS

INC

By:

D
N PR

Title:

Rubén H. Johnson

i&z@&/’/ﬂf@

Alton C. White, Jr.

Adolipn A. Kremel

Ronald J. Byers

)
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ARTICLE XVI.
MISCELLANEOUS

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

respective  heirs,  devisees,

legal

representatives,

successors and assigns.

This instrument mav be exceuted in any number of counterparts, cach of which shall be considered
an original for all purposes.

IN WITNESS WHEREQF. this agreement shall be effective as of __ 26th  day o

19_ 84 .

November

*OPERATOR

-
.

.

<

TXO PRODUCTION CORP.

By:

QQSF D. Huppled] OSenior Vice Pres

NON-OPERATORS

P

o

B ‘ . ¢ /"j -7 . _,/ ‘
P a2 P

.JWigley, Secre

ATTEST

tary -~ ///

Ruben H. Johnson

ATton C. White, dJdr.

INC.

READ & STEVENS,

ident

e

— e
By: 4C——\/—\~4‘, F

. Norman L. Stévens, Jr.
Title: vice-President
ALTO Q7! AND GAS, INC
By:
Title:
Adolph A. Kremel
Ronald J. Byers
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CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS g
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 21st day of November,
1984.

My Commission Expires: Notary Public in and for

Midland County, Texas

CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS

[Vogl¥7e1%3)

COUNTY OF

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared , 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 READ & STEVENS,

INC., 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
1984. T

bl

My Commission Expires: Notary Public in and for

County, Texas

CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS §

. §
COUNTY OF Yl dand_ §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared o/ , 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 ALTO OIL AND
GAS, INC., 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 UﬁDER MY HAND AND SEAL OF OFFICE, this a7#day of Tlwemien,

1984.
. . —dFunpan) Mo hmmas
My Commission Expires: Notary Public In ang ror

q9./]-28 ' Midland County, Texas




INDIVIDUAL ACKNOWLEDGMENT

THE STATE OF TEXAS §
COUNTY OF 2

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared Ronald J. Byers, known to me to be
the person whose name is subscribed to the foregoing instrument and
acknowledged to me that he executed the same for the purposes and
consideration therein expressed.

1984 GIVEN UNDER MY HAND AND SEAL OF OFFICE, this day of s

My Commission Expires: Notary Public in and for
County, Texas

INDIVIDUAL ACKNOWLEDGMENT
VEWLME) ito
= = IHE STATE OF FEXAS

—
COUNTY OF APV §

BEFORE ME, the undersigned, a Notary Public in and for said County
and State, on this day personally appeared Robert E. Boling, known to me
to be the person whose name is subscribed to the foregoing instrument
and acknowledged to me that he executed the same for the purposes and

consideration therein expressed.
GIVEN UNDER MY HAND AND SEAL OF OFFICE, this & day of éQCﬁm,}M

1984. ,
;fiiiﬁfzfé/c<1 AL

My Ccmmission Expires: Notary Public in and for
25 County, Texas




INDIVIDUAL ACKNOWLEDGMENT

THI. STATE OF TEXAS g
COUNTY OF TRAVIS §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared Ruben H. Johnson, known to me to be
the person whose name is subscribed to the foregoing instrument and
acknowledged to me that he executed the same for the purposes and
consideration therein expressed.

“GIVEN UNDER MY HAND AND SEAL OF OFFICE, this 5th day ofDecember |

- "5984 A
R fena Mas Hoelochor
Tl RS Rena Mag Hoelscher
="My Commission;Expires: Notary Public in and for
"October 31, 1988 Travis County, Texas
I ~ .'\’ ;
TR R nmmmaswsn
uotmmu&mmorm;
INDIVIDUAL ACKNOWLEDGMENT  COMMSSION EXPIRES 10/31
THE STATE OF TEXAS §
§
COUNTY OF TRAVIS §

BEFORE ME, the undersigned, a Notary Public in and for said County and

~ State, on this day personally appeared Adolph A. Kremel, known to me to be

the person whose name is subscribed to the foregoing instrument and

acknowledged to me that he executed the same for the purposes and
consideration therein expressed.

.0 (‘IVEI\ UNDER MY HAND AND SEAL OF OFFICE, this 5th day of December
|98“ Yy

S Rena M 0

..

S B e]scher

= My Commission Expires: Notary Public in and for

"+ _October 313 1988 Travis County, Texas
N RENA MAE HOELSCHER

i -

NOTARY PUBLIC, STATE OF TEXAS
INDIVIDUAL ACKNOWLEDGMENT  COMMISSION EXPIRES 10/31/88

THE STATE OF TEXAS g
COUNTY OF TRAVIS §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personaHy appeared Alton C. White, Jr., known to me to
be the person whose name is subscribed to the foregomg instrument and
acknowledged to me that he executed the same for the purposes and
consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, th1s 5th day of December,
1984.,

K Mae,Hoe]scher
2 . My Commission Expires: Notary Public 1n and for
'3:‘ October 31.- 1988 Travis County, Texas
S RENA MAE HOELSCHER
i NOTARY PUBLIC, STATE OF TEXAS

COMMISSION EXPIRES 10/31/88
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INDIVIDUAL ACKNOWLEDGMENT

THE STATE OF TEXAS §
§
COUNTY OF TRAVIS §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared Ronald J. Byers, known to me to be
the person whose name is subscribed to the foregoing instrument and
acknowledged to me that he executed the same for the purposes and
consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE, this 5th day of December
1984.

Sy L‘iana_d\ e olschhon)

na Mae oelscher

;'iMy Commission Expires: Notary Public in and for
October 31, 1988 Travis County, Texas
; RENA MAE HOELSCHER

NOTARY PUBLIC, STATE OF TEXAS
RN COMMISSION EXPIRES 10/31/88




. C

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS g
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 ONDER MY HAND AND SEAL OF OFFICE, this 21st day of November,
1984.

My Commission Expires: _ Notary Pubiic in and for
Midland County, Texas

CORPORATION ACKNOWLEDGMENT
THE STATE OF WNew Mexico

LG

COUNTY OF “J,

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appearecNoman L. Stevens,Jx.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 READ & STEVENS,

INC., 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 ﬁéé day of &;.M Lﬂ R

1984.
) i / O /
) J—fﬂ"/\’\[hﬂ/(/ , ,;{,(/;/
My Commission Expires: Notary Public in and for
4 fy KL ﬁ/é@v County, Texas .
)y T4 ) . < Yy '41\,’\;.,4 I’V'Q'\"(’D
CORPORATION ACKNOWLEDGMENT
THE STATE OF TEXAS §
§
COUNTY OF §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared , 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 ALTO QIL AND
GAS, INC., 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
1984. —

My Commission Expires: Notary Public in and for
County, Texas
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EXHIBIT "A"

Revised November 30, 1984
Attached to and made a part of that certain Joint Operating Agreement dated
November 26, 1984 by and between TX0 Production Corp., Operator and Read
and Stevens, Inc. et al, Non-Operator

CONTRACT AREA

SW/4 Section 12, T-16-S, R-35-E, Lea County, New Mexico

DEPTH LIMITATIONS

-Alto 0il1 and Gas, Inc.

11,500" or a depth sufficient to thoroughly test the Strawn Formation

PARTIES TO THIS AGREEMENT, THEIR

ADDRESSES AND INTERESTS

TX0 Production Corp.

900 Wilco Building
Midland, Texas 79701
Attention: Frank Kieffer

Read & Stevens, Inc.
P. 0. Box 1518
Roswell, New Mexico 88201

Robert E. Boling
305 South Fifth Street
Artesia, New Mexico 88210

401 ‘W. Wadley
Midland, Texas 79703
Attention: Ted Hannon

Ruben H. Johnson
Adolnh A. Kremel

Alton C. White, Jr.
Ronald J. Byers

1600 United Bank Tower
400 West 15th Street
Austin, Texas 78701

Before Payout After Payout

.5000000 .5000060
.3925721 .3669433

-0- .0256348

——.0761719 ——-- ---.0761719 ——————

.0078125 .0078125
.0078125 .0078125
.0078125 .0078125
.0078125 .0078125

1.0000000 [.00C0000



B . EXHIBIT "B C A

producers 83—TXO Form 111 - Revised 4:79

w.en Porung Cause . OIL, GAS AND MINERAL LEASE N

.

THIS AGREZMENT made and enteted into thus day of .19 , between

herernaiter called “lessor * (whether one or more), whose post otfice address

and

hereinafter called “lessee”, whose post office add is.

1. Lessor, in etstion of Dollars 13 )
in hand paud, recespt of which 1 heredy acknowiedeed. of the royaities nerein provided and of the agreeMents Ot the lessee NEceIn contained, hereby granes. leases and lets, exclusiveiy unto iessee
for the purpose of .nvestizating, exploning, prospecting, driiling. mining and operaung tor and producing oil. gas and ail other rminerais. injecung gas, waters, other tiuids, aie 104 ocnee grseows
substances in10 :_utmmace straea, laying pipe lines, stonng ol bwiding tanks, power sttions. eiectric transmission lines, telepnone lines, and other structures and things tnereon (0 procue.
save, take care of, treat, process, SLOre 3nd transport sawd minerais and othef products manutaceured theretrom, and housing and otherwise caring iof its employees, the follows agdescrided iang

County, Texas, to-wir:

Naocwithseanding aay pacticulac descriptian, it is nevertheless the intention of lessor ta include wathin chis lease, 3nd lessot does hereby lease. not only the land sodexcribed but alsoanvand al
other land owned or ciaimed by lessor in the herein named survey or surveys, or 10 adjoining surveys, and adi01ning tne nerein descrided land up 0 the boundaries of thc 20uILINg landowaer,

the lcased lands being hereinafter referred to as “said land™. For the purpose of calculating the rental payments heresnafter provided for, said land is estimaced o comprise

, whether 1t a ily comprises more or les: . . .
s, BCERer [Ty fomprne more orie® as long as this JOA is in effect

2. Subject ro the other provisions herein conrained. this lease shall remain in force for a term eitrweeSimrsss 1rom thus date (called " primary teem™), and as long thereaiter asotl. gasororter
minerai 13 produced trom said physical land or land with which said land or any part thereof 15 pooled, or this lease 13 maintained by virrue of some other provision nereot.

3. The rovalties ta be pard by lessec are: (a) onoil. and an ather liquid hydrocarbons saved a¢ the well, one eighth of that produced and saved from said Jand. same 1o be delivered at the weils or
to the credit of dessor in the prpe line 0 which the wells may be connected with lessor's interest in eicher case beating tes Proporton ot any expenses for (rearing ol to maxe 1€ Markeadie as
¢rude and lessee having the oprion, at any time O itom (me o LiMe, 10 purchase iessot's oil at the well, paying tneretor the lawtul marxer price on the date of purchase for ou ot hike grace ana
graviry prevailing far the fieid nearest where such ol is produced: (b) on gas, including casinghead gas and ail gaseous substances. producea from said land and soid, one-eigntn of tre ameunt
tealized from sucn sale; () on eas, including casinzhead casand ail gaseous substances, produced from satd land and used off said land by lessee and not benercing tessor. the muarket vitue at t e
mouth of the well of one-e1ghtn of the 225 50 usea off said land; (d) on all other minerais mined and Marketed. one-er1ghtn, erther in kind or value at the weil or Mine, 2t lessee 4 erection, excest
that on sulpnur the rovairy snail be One Dollar 131.00) per long ton: and (¢) if 2t any ume while there 13 2 gas wetl or welis on the saia land ot land pooled therewich tfor the purooses of this
clause (e} the term ‘gas well” shail include wetis capadie of progucing narural gas. condensate, distiltate or anv Raseous substance ana wetls classiiied 21 gas weils by any governmeancas autnioricy)
and such wehl or weils are shuc-in, this lease shall continue 1n torce for a peniod of exther: (1) ninery (90) davs from the date such well or weils are saue-n; (2} minecy (X)) davs trom tne
effective date for inclusion of said iand or 3 poruon thereof within a unit on which is located 2 shut-in gas weil: {3} the date thes iease ce1ses 10 be Maincained by the favmen: Of 3nnual ceiav
rendals; or (3) aunety (90) days {rom the date thus iease ceases 1o be otherwise maintained as provided herein. whichever 13 the later dare, and beiore the expiratuion ot 2nv sucr period lesses or
any assignee hereunder may pay or tender an advance annual royaity equai to the amount ot delay renrais provided for in this lease for the acreace then neld unaer thus lease by the carey maxing
such payment or tender. 3nd if such payment or tender 1s made, chis lease shall continue 1n force and 1t snail be considered that gas 1s being produced from sad land in paving ciannnes wiin:a
the mearung ot Paragraph 2 hereot torone (1) year from the date of such payment, and in like manner subsequent advance annuai rovairy payments may be made of rendered 1na this lease $7a:i
consinue 1n torce and 1« Wil be considered that 22313 being produced from said tand in paving quantities within the mezminz ot said Paragrapn 2 dunng any annual period for wnich such rovaiey
i3 30 paid or tendered; such advance annual covaity may be paid of tendered 1n the same manner and to the same depasuorvas provided herein ior the pavment of tender ot Jelar renrais: rovaicy
accruing 10 the owners thereof on any production from sad land duning any anaual period for which advance annual royatry 1s paid may De credited agaInsr sch advarce pavment.

4. If operations foe drilling or mining are not commenced on said land or on land pooled therewith onor before one (1) year from this dare, ths lease shall tesminate a3 co both parces, un.ess

on ot before one (1) year [rom said date lessee shall pay or tender to lessor a renual of

3

Dotlars 1$ —) which shall cover the privilege of deferring commencement of such operations for a period of rwelve (121 months In hke manner and upon .ike gavment or
tenders, anouaily, the commencement of said operauons may be turther deterred tor successive periods of the same numoer of moaths. each duning the pamary term. Payment o tences of

tental may be made o lessor or to the Bank, ,whichbank craav
successor thereof, shail contunue (o be the agent tor iessar and lessor s Newrs. repeesencatives, successors and 3stens If such bank ror any successor banx ) shall bul, hquidaie. or be succeeces ov
another bank, or {or any reason tasl of retfuse ¢o accept rental. lessee shall notbe neld sndetsuttuntil enirey 130) days attef tessor shait dediver 1o lessee 3 rexordanie inyirument maning provion
for anotner method ot pavment or tender. The pavment or tender of renrai Mav oc Maae by checx urdrait uf lessee, Maicd or deliverey 10 331d bank of lessar OF e1tNer ie330C i MIrE tRAR GRE. VA
or before the renral paying date. and the payment or tender wiill be deemed made when the check or drate 13 50 delivered or manced. [f Iessee shail. onor betore any rencal o¢ auvaace aznaal
royalty payment date, make a bona fide arcempt ro pay or deposit a rental of advance annual royalty PIyMent 10 a lessor OF fOya Ity Owner cnticied Thereto under 1his lease acCoccing (0 icssee &
records ac the time of such payment. and if such pavment or depasit shail be erroneous Inany regard, lessee shall be obuiRateu (0 Pay 10 SUCH 1E3301 OC 1OV ALY O™ NET the rental ur 33vance annsat
royalty pavment properiy payable for the peniou invoived, but tnis lease shail be maintained 10 the same mannee 331t such crronevus Pavment or deputic had been procerly made. froviced (Rat
fessee snail correct sucn erronevus pavment satman tarrey (30) davs tollowing receipt by lessee o1 writren notice rom such lessor of Tuyaity owner ot the esror 3ccompanied by ANy coCuMments
and other evidence necessary tO enadie lesses 10 make proper payment.

$. Lessce is hereby qiven the power and right. 33 to all or any part of said land 3nd 25 ©0 30y one of more of the formations thereunder and the minerals theresn or peoduced thereitom. at ey
optica and without {£3sar' s ;umder of turthec consent, to arany 2:me, aad Lrom (umne 10 ume, cicher bctore or alter producrion, _Dool anduniiize the leasenoldestate 3nd the st § (ovIlY estaze
created by thus lease wien ene cighes of third parnies. if any.in ali or any parr of sard Lnd and with any other 3nd. I3nds. leases. Mineraiand rovaley f1ents o 3nv of them adiacent. 1dwininz oc
located within the irnmedrate vicinity of said land. whether ow ned by lessce or some otner Person. 1em Or COr POr3tIoN, wJ a3 (G Credfe by such poohAg Jnd UNINIZahON ONe OF MOre Crinng JF
production unigs, when (0 do 0 wouid. 1n the sole judement of lessce, promaoce the conservaton of o, g3s or other meneral Each such drilling o praductinn unee, shen hmired to anv one oc
more formanons and o any one or more of the minerais thetein ur produced therefrom, may trom tme t nme be enlarged and extenced by lessee to addinvnaily include any utner tarmationor
focmanons and any uther minerat or Minerals tnerein or produced theretrom. Also, any such unit may be altered vr enLrRed by lessee ar any 1ime 30 funy 35 the total airesge theretn dies rot
exceed the manimum neseintter specified. Each sucn druhing ur producnion unir shall noc exceed forty 140) acres. phs an actesge tolerance nottoeacecd ien percent 1 107 Y ui forry 1200 acres,
when created lof the purpose ot desthing ror of procucing oil theretrom and six hundred forey ((-10) acres. plus an aczeage tolerance Not t cxceed tenpercent (107 of six hundrey totey (31
acres. when created for the purpose of dnlling 101 o praxducing gas. condensate or any comdination of such minerals thesetram: proveded. however. it the maxsmum deilhing ur prodction it
fixed or aliowed by the regulatory authoriry, Federal o State, having jutisdction in the premuses, as a basis fue the devetopment and uperation ot or the praduction rrom the ticld in w hich sad
Land 3 located, be mare than said maximum, then each such urut creaced hereunder may contorm sudstantaily 10 312c with those 30 Prescrided Of permitied and 10 force in the eld ac cre tme
such umir s created As 0 each such unicsu created by lessee, there shallbe ailacated (0 the acreage covered by thit lease, and included in the towled unit, such portian ot the production 1rom sa:d
unit 23 the number of acres our vf ths lease placed taany such unie, as such unit from time (o me may he constituted. bears to the Gl numoer of acres INcluded 1N SuCh UL, and le330r 32 rves to
accept and shail recoive the toyaities tadvance of other kind) :(gwhere speatied in this lease, based wpon the prnductinn s aliocated 0 1S fease O¢ the proceeds thererraom. The
commencement. dnlling, compleninn of, reworking of or praduction irom a weil on any purton of the unic created hereunder snall have the same etlectunun the terms of thes iease 3316 3 w el
were commenced. deuifed. completed. reworked of producing on the and embraced by tnis lease Lessce mav prace and use an each unit creared herevnder coMmMuN Measuning zad resorung
tanks tor produwction from sucn unig If lessee does create 2ny such umit Of units under the .r“h“ herein granced. thea lessee shall execute in wriangand cexord sa the county ov councies 1n » hicn
each such unic or unus creited hereunder may be latated an nstrument enntying and descrding each such unit of unis so created The developmeni ot 3nd producuon ffom each such unie
shail be 1n accordance with the vald orders. ruies and regulations ot the lawtul authocity, esthes Federal of Scate, having jurisdicition a che premises Any such uaue crea'ed by lesser 1n
accordance wien the terms hereuf may de reicased and dissolsed by lessee by 2 relfease filed for record 1n the counry ae counties in which such unitis Lixared 3t a0y nime atice the compietion or 2
dry hole or the cessaton of production on such urst. The provisions of 1his paragraph shalibe consirued 33 2 covenane ruaning with the land and shatl1oure 10 the benctit oi and be binding upun
the partics hereto, theit heirs, representarives, successorns and asugns.

6.1, prior to discovery of oil. gas ot other Mineral on saud Land or land pooled therewith, lessee should drill and shandon a drv hole or haies thereon_ or of. after discovery of oul, gas or other
mineral, the proxtuctinn thereot should (case trom any Cause, this lease snail not termenute ot leswe commences addicnnai Jdeiibing, MiniNg of reworkiNg upetnns within minery 190) davy
thereateer, or tif it be within the PHMILY (CIM) COMMENCES OF (E3UMES (he payment Of tender ot tentalsonor betore the rental piving dite neatensuingalter theeapiratin ot three t 4) monens
from dare of camplet on and abandoament ot said drv hole or holkes ue the Lesnon of prodwction If, st thecapiranunot the DFUNIFY 1ECM. i, RI1OT VINEF MINCTIL 15 D01 Besn produced irom
said land or fand puuted tneteweh bue lessee 11 1Nen engaged 10 Vperatons tae Jalling, Mg Of Teworking vt sny well OF MINE thereon, this ke sve shall reman in 1O1(e w0 1oNg 3y v n
operanons or addinional opetanons are commenced 2nd prosecuted t whether on the same of tuccessive setls ) with nacessaton of more than mnedy A consevutive vy, and, ot they resuitin

toduction, so long thereatter 33 01l, gas of 0thec minetal 1 produced 11om 121 Lind oc tand pouient therewn in the event 3 weil ot weils producing ol or K33 10 PAYIMIR QUAN ties sRGud De
cought 1n oa adjacent tand and wichin two hundred 1200 feet ot and drasning saud Hand. Llessee awrees 0 daill such Otser welit 2% 2 reasunaniy prudent operatad would dnil undger the same ur
simular circumseances. The judgmentc of the iessee. when not frauduienity exercised. 10 Cacrying out the purposes of thes lease shall be conclusive.

7. Lessee shalihave free use of il gas and wates from saud land. excepe water from kessor's wells and ranks. foraltaperanons hereunder. inchuding repressuting, pressure maiarenance. crehing
and secandary recovery nperations. and the royatey snall tr.j<ﬂmputf\1 e deducting ANy suUSCd ANY Struatures and faGiuties piscad onsad land by lessee o operanions Receunder 10d a0y weu
of wells un saud Laind uriiled of used I0e the 1N|EXHON Ot 33iL WALET OF Oher Tiurds MAY 2110 0 used 10T lesvee 3 BRE LIS ON LERer lands in the same acea Lessee shall have the cixnt st sy e
during of atter tne expiration ot thas lease to remave sl Properey and hisrures placed by kesser un said land. ncluding the nahi o draw amd remove ablca1ng When cequitad by lenwsor. fessee » i
bury ail pipe Hnes below orainary plow depth, and no weil shail be dtaried winin two humited 1200) teer ot 40y cesidence of bara now on sad land withuut lessor 3 consent

8. The rights of enther parcy hereunder may be assianed 1 whole of in part and the pravisions hereot shall extend (@ the heies, copeesentatives, ucce1tars and 211ans. but no change ot
divi5i0n 1n Ownersnip of the tand. rentals of royaities, however accomplisned, shail opetate to enlarge che 0dhizatiuns or diminish the Grgnts of lessee No such change ur Jivision in (he
OWnersnip ut the land. rentals oc rovatnies shall be binding upuan lessee tor any purpuse unin yucn Persun acquirning aay interese has lurnisned lessee wuth Ihesnstrumens or 1asteuments o
€eTtitied cuDIEY tnereLt, CONSHIULING (NE (NaIN OF title HIOM tNE VEHIRINGY e ys0f {ntneeventotan A32NMENT Ot thes ieave a5 10 2 seufeiated PUItON o Wid land. the rentais tay e Refeunuer
$hail be apportioned as bermeen the several leasenold QwNers FA1ADIY JLCOMIINY €O tRE YUlLaCe 306 UL €ach. 3nd delaut sn rencal payinent by 0ne 3Rk nut stfect the (RN UL Ciner 1eave fig
Owners heceuner An sssirament of this lease. 1n SN0 OE LA P ININ IO INECLICATO! JUL N A LLATE DL Te1eve sy IR 1es3ee Ul 4Ny LOHAMLLAL RETEUNICE. At it vty uf ARy idnee ut
z" OF Parts Nereot shail a1l Of Maxe UELAUIL IN [he PAYMEALUL the PIOPLITIQNATE PATT O INE fENLLIS JuE 1rOm suh leasee ur avsinee Ul Lol O COMPIY WitN J0Y UIRET PIUYINGA UL (1S € dre. 3 A D
10'::7‘:::::'::: a“cu'mu icate 113012t a3 st covers 3 parcol sud lm\l“-:‘pu: :rm::‘:s lln;:ut':nv BVInee tnereat thad myae Pavment ut dasd 1en1ais SHoskd MULE TRIA 13 Partes Brcume ennied

cunder. Leysee may equire (A€ JFPUIALMENL OF 3 3INKIC IACAL 10 TECEIYE PAYMENt 10 11l 204 Muy wuinhoid payment untsl 1Ch JPPUIIMENt Nas deen madc
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EXHIBIT " C”

Attached to and made a part of :._.fhar:,_cen.ta‘iri:ﬂﬂintkﬁpena.tirl S -
Agreement_dated November 26, 1984 by _and between TX0 Production

Corp.. Operator and Read & Stevens, Inc. et al, Non-Operator

ACCOUNTING PROCEDURE
JOINT OFERATIONS

I. GENERAL PROVISIONS

Definitions '

»Joint Propertv” shall mean the real and personal property subject to the agreement to which this Accountin
Procedure is attached.

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joini

Ogperations and which zare to be shared by the Parties, R .
“Qperator” 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 lield operat-
ing capacity. ‘ ,

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

- —~~Parsonal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.‘
- »Nlaterial” shall mean personal property, equipment or supplies acquired or held for use on the Joint Progerty.

“Controliable Material” shall mean Material which at the time is so classified in the Material Classification Manusl
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-COperators 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 accompanted by statements which identify the suthor-
ity for expenditure. lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense excent that items of Coatrollable Material and unusual charges and credits shall te sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators See last page
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share of ostimeisd_cash outlay for the succeeding month's operation. Operator shall adjusi _each—moniflly hiiiing
to reflect advances recerves—i the Non-QOperators. .

Each Non-Cperater shal: pay its proportion ogi—=H 3 within fiftedn (13) dayvs after receipt. If pavment is not
mace within such time, the unpaid balance shall’ bear intcTtztssaathly at the rate of twelve percent (1270 per
annwm or the maximum_contract -tate permiticd by the applicable usuiryiTw——2o the state in which the Join:

Propcny-_—_i—;;!,oc:red;—’i-hic'ncver is the lesser. plus attorney’s fees. court costs, and other Cost anrection with

t hee s vttt b B & G5 O LIS

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness theceof; provided, however, all bills and statements rencered to Non-Operators by Operator during any
calendar vear shall conclusively be presumed to be true and correct after twentv-four (24) monthks following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takeg
written exception thereto and makes claim on Ogeratoer for adjusiment. 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
adjustnicnts resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operalor, upon notice in writing to Ocerator and all other Non-Operators, shall have the right to audit Ope-
rator's accournts and records relating to the Joint Account for any calendsr year within the twenty-tfour (24) month
period following the end of such calendar year: provided, however, the making of an audit shall not extend the
time for the taking of 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-Ogerators shall make every reasonable erffort o
concuct joint or simultancous audits in a manner which will resuit in a mimmum of inconvenience to the Opera-
tor. Operator shall bear ro portion ot the Non-Opcrators’ audit cost incurred under this paragraph unless agreed
to by the Opurator.

Approval by Non-QOpcrators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounung Procedure and if the agrcement to winch this .-\ccoum:}x; Proceduie 1s attachied contains
ne contrury provisions :in regard thereto, Operator shall notify all .\'on-Opu:"a'.ors of the Operator’s pronosal, and
the agreement or approval of a majority in intesest of the Nan-Operators shall be controll v ,an

g on all Non-Opera-
tars.
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II. DIRNCT CIIARGTES

Ogerator shall charze the Joiat Account with the tollowiny items:

1. Rentals and Royalties

Lease rentals and royaliies paid by Operator {or the Joint Operations.
2. Lahor

A

D.

(1) Salari_cs and wages of Operator's ficld employees dircetly employed vn the Joint Property in the conduct
of Joint Operations.

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

{3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charge:s are
excluded -from the Overhead rates.

Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paic (o
empioyees whose salaries and wages are charzeable to the Joint Account under Paragraph 2A of this Setuion
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentas2 as-

sessmeni” on the amount of salaries and wages chargeable to the Joint Account under Parasrapn 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.
Expeonditures or coniributions made pursuant to assessments imposed by governmental authority which are
applicable 1o Operator's costs chargeable to the Joint Account under Parazraphs 2A and 2B of this Sec-
tion II. . .

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account uncer
Paragrach 2A of this Section II : - ;

3. Employce DBenefits

Orerator’s current costs of established plans for emplovees’ group life insurance, hospitalization, pensicn

sigh. re--

tirement, stock purchase, thriit, bonus, and other benefit plans of a like nature, applicable to Operazor’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operztor's aciual

cost not to exceed twenty per cent (20%¢).

Qv

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Secticn IV. Only
such Jlaterial shall be purchased for or transierred to the Joint Property as may be required f{or immeciale use

plus stocks shall be avoided. "1

and is reasonably practical and consistent with eifficient and economical operations. The accumulation of sur-

5. Transpocrtation i

tio
A.

C.

Transgortation of employees and Material necessary for the Joint Operations but subject 2o the following limita-

ns:

If Material is moved to the Joint Property from the Operator’s warchouse or other properties. no charge sh
be made to the Joint Account for a distance greater than the distance from the nearvest reliable supply
recoznized baruge terminal, or railway receiving point where like material ts normally available, uniess
to by the Parties.

If surplus Material is moved to Operator’'s warehouse or other storage point, no charge shall be mace :0 the
Joint Account for a cdisiance greater than the distance to the ncurest reliable supply store. recognized -
terminal. or ratlway receiving point unless agreed to by the Parties. No chavge shall te made ta the Joint .
count for moving Material to other properties belonging to Operator, unless agrced to by the Parties.

s
Cc-

et

In the application of Subparagraphs A and B above. there shall be no equalization of actual gross truckiny cost
of $200 or less excluding accessorial charges.

6. Scrvices

Th

Puragzraph 9 of Sccrron II and Parazropn L. ii uf Secuion L The cost of proiessional consuliant service

tra
Ov

rectly enzasad un the Joint Property shall not Le charged to the Joint Account unless previously agreed to
the Parties.

9. Eq
A.

B.

o cost of contract services, equipment and utilities provided by outside sources, except services ey

ccluded by
5 P con-
ct services of techaical personnel directly engaged on the Joint Property if sucn charges are exciuded frem ¢
crread rates. The cosi of professional consuliant services or contract fervieces of lechniczl perzonnel nrot
*+

e

e

wipment and Facilities Furnished by Operator

Ouperztor shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall incluce costs of maintenance, repairss, ollher
opcrating expense. insurance, taxes, depreciztion, and interest on wvestment not 1o exceed eight per cent (8%%)
per acnum. Such rates shall not excced average commercial rates currently prevailing in the immediate area
of the Joint Property.
In .icu of charzes in Parazraph 7A above. Operator may elect ‘o use averagze comunercial rates prevailing in
- - - - .- . P . - LR 4
the immediate area of the Joint Property less 20°.. For auiomouve equipment, Operator may clect 1o use ra'es
published by the Petroleum Motor Transcort Associalion.

8. Damages and Losses to Joint Property

All costs or expenses necessary for the vepmie or replacement of Joint Property made necessary because of dam-

ancs or losses incurred by five, tlood. storm. thetl, accicent, or othior cause. except th

inc

aross negliserve or wiiliul musconduct. Operator shaid furnisn Non-Ouerator woitien nouce ot damuges or losses

0se vesulting from Dperator's

crred os soon as pract:icable after a repoit thereo! has been received by Operator.

9. Legal Expense

Expense of hundlina. investigating and settling litization or claims, discharging of liens. pavmment of ud=me
and amoun:s patd jor zettlement of clauns wncurred 1n or .
nccessary to protect or recover the Jomnt Property, excent that ne charze for services of Qpe

Qr

expense 1§ ennaiacered to te covered by the overhead provisions of €
Parties, except as provided in Section [, Paragvupn 3.

~rs
PR
resuling (rom operations under the aagrcemient or
. . . o ; ator's legal staflf
fees or expense of autside attorreys shall be muade uniess previoualy asreed to by the Parties. Al other lezal

Scetion I unless otherwise agreed o by the

—_




-

g }

s e o dm o e e e -

10,

11.

Taxes

All taxes uf every kind and nature assessed or levied upon or in connection with the Joint Proper:y, the opera-
tion therear, or the production theretrom. and which iaxes have been paid hy the Operator for the zeneit ot e
Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insuier for Work-
men's Compensation and or Emplov crs Liability under the respective state’s Jaws. Operator may, at its cleetion,

include the risk under its self-insurance program and in that event, Opcrator shall include a charge at Opera: or's
cost not to exceed manual rates,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Scction II, or in Section 111,
and which is incurred Ly the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERIEAD

Overhead - Drilling and Producing Operations

i. As comrensation for administrative, supervision, office services and warehousing costs, Operator m all cha
drilling and producing operations on either:

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

Unless otherwise agreed to by the Parties, such charge 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 chargezble
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 te consicered
as included in the Overhiead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. o

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

anad

. ~.--:-—services and contract services of technical personrel directly emploued on the Joint P'ocerty shzll ( } shall

not { X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis .
(1) Ogpecrator shall charge the Joint":&ceou\m at the following rates per well per month:
Drilling Well Rate $.5,233.00 ° { '
Produeing Well Rate $_524.00 DW§

(2) Application of O\'emead 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
=

IInAd

the date the drilling or completion rig is released. whichever is later, except that no charge shall

eadl

be macde curing suspension of drilling operations for fifteen (13) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equigment
arrives on location and terminate on the date the drilling or completion equinment moves off lcca
tion or riz is releazsed, whichever gccurs tirst, except that no charge shall be made during susgen-
sion of drilling operations for tifteen (13) or more consecutive CG3VS

[3] Charges for wells uncdergoing any type of workover or recompletion for a period of five (3) con-
secutive days or more shall be made at the drilling wel!l rate. Such charges shall ke aoplied for

the period fromn date workover operations, with rig, commence through date of rig re'ea<e. except

that no charge shall be macde during suspension of operations {or fifteen (13) or more ¢
days.

(b) Producing Weil Rates

nsecutive

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

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shatl ke considered as a one-well charge providing each completion is considered a separate

well by the governing regulatory authority.

{3] An inactive zas well shut in because of overproduction or failure of purchaser to take the produ
tion shail te considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] A onec-well charge may be made for the month in whicn plugzing and abandonment operations
are complcted on any well.

{3] All other iractive wells (including but not limited to iractive wells covered by unit allowable,
lease allowrable, wransterred allowanle, ete.) shall not qualiiy tor an overiead charzge,

(3) The well rates shall e adjusted as of the fivst day of April each vear t'ollm-.'in'__', the ctffective date of -
agrecment 10 which this Accountiny Procedure is attacnea. The agjusunent shail be computed Ly mul '.'
piying the rate currently in use by the percentaze increase or decrcase in the averade weexly earnings of
Crucde Pewroleum and Gas Production Workers for the last calenudar vear compared o the calendar vear

) preceming as shown by the index of averaze weexkty carmings of Crude Petroleum and Gas Fields Produce-

tion Workers as pubiished by the United Stutes Deparument of Labor, Curcau of Lator Statisucs. or the

equivalent Canadien index as published by Statsties Canada. as appicable. The adjusted rates shall ke
the rates currently :a use, plus or minus the comoutea adjustment,

—_3
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2.

3.

B, Cuernead - wreentzze Basis
(1) Ouerator shail charae the Joint Account at the tollowinyg rates:
{a) Duevelvpment
Porcent ( ;) of the cost of Development of the Joint Property exclu:ive of €741S
provuied under Paragraph 9 of Section II and all salvage credits.
(L) Ogpecrating

Percent ( +) of the cost of Opcrating the Joint Property exclusive of coits proviied
under Paragraphs 1 and 9 of Sculon L. all salvage credits, the value of injected substances purch zc-::'
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the nuin-
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 II1. ce-
velopment shall include all costs in connection with drilling, redrilling, deepeninz or any remecial opera-
ttons on any or all wells involving the use of drilling crew and cquipment: also, preliminary exgenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the weil is not com™m-
pleted as a producer, and original cost of construction or installation of fixed assets. the expansicn of fixec
assets and any other project clearly discernible as a fixed asset. except Major Construction as ceo:.rned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

Overhead - Major Construction '

To compensate Operator for overhead costs incurred in the canstruction and installation of fixed assess. the ex- ~
pansion of fixed assets, and any other project cleariy discernible as a fixed asset required for the develgzcment cnd

St waad

operation of the Joint Progerty, Operator shall either regotiate a rate prior to the beginning of construct:on. or shzil

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

of S 25 LOOOOO . -

A. 5 <t of total costs if such costs are more thaﬁ S 25,000.30 but less than $ 1._0_0_0_00 co ; plus
B. ____3 < of total costs in excess of $_100,000.00 put less than $1,000.000; plus- -
C. ¢e of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purrcse of this paragraph. the compconent paris
of a single project shall not be treated separately and the cost of driiling and workover wells shall ke oxcluded.

Amcndmcnt of Rates

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

Ogcrator is responsible for Joint Account Material and shall make prover and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Progeriy; how
cver, at Operator’s option. such Material may be supplied by the Non-Ogcerator. Operator shall make timely disgosition

e

of idle and or surplus Material. such disposal being made etther through sale to Operator or Non-Operator. division in

kind. or sale to outsiders. QOperator riay purchase, but shall te under no oblization o nurchase, interest ot Non-

cora-

tors in surpius condition A or B Material. The disposal of surplus Controlladle Material not purchased by the Qgera-
tor shzlil Le ngreed to by the Parties.

1.

Purchases

Mazerial purchased shall be charged at the price paid by Operator aiter deduc:iion of all discounts recowved. In case
of Materizl found to be defective or returned to vendor for any other reason. credit shall Se pussed io the Join:
Account when adjustment has been received by the Ogerator.

Transters and Dispositions

Material furnished to the Joint Property and Material tranzferred from the Joint Progerty or distosed of &y the
Querator, ualess othierwise agreed to by the Parties, shall be priced on ithe tollowing fases exclusive or cash dis-
counts:

A. New Material (Condition A) ’

(1) Tubular goods, excent line pipe. shall be priced at the current new price in effect on date of moevernent on a
maximum carload or barge load weight hasis. regavdless of quantity transierred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint ?rocert\-
where such Material is normally available.

(2) L.ne Pipe

(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effeet at date of
movement, as listed by a reliuble supply store nearsst the Jownt Progerty where such Material is nor-
mally available.

(b) Movenient of 30.000 pounds or miore shall be priced under provisions of tubular goods pricing in Para-
gravn 2.\ (1) of this Section [V,

{3) Otticr Muterial shall be priced at the current new price. ineffcet at date ni movernent, as listed by a reliable
supply store or f.o.b. railway receiving point nearest the Jo:n: Property witere such Materal s normally
avanusble.

B. Guad Used Material (Condition B)

Mazertal in osound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Juint Property
(a) AL seventy-live percent (T3¢0) o1 current new price. as determined by Daragraph 2.2\ of this Scction IV,

(2) Material mmoved from the Joint Property

{a) Ai seventy-iive percentl (7370 ) of current new price. as delermened by Paragraph 2N of thus Scetion IV
it Matertal was oniinaily chareed to the Jomnt Aceount as new Muaterial, or

—_ —
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1.

(1) ai sxtr-rive percent 8340} ot current new price. as determined pv Parazvaph 2\ o this Seeuan
1V, 10 Matenai was ortimolly chavzed 10 the Joint Aceount os soou used Material ui seveniv-irve pur-
cent 1737.) of current noew price,

.

The cost of reconditictinz, if any, shall be absorbed by the transferring progerty.
C. Qtiher Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its orizinal function until
alter reennditioning shall be priced at fifty percent (3077 ) of current new price as determined by Pura-
gruaph 2A of this Section 1V. The cost of reconditioning shall be chareed to the recewving progeriy, pro-
vided Condition C value plus cost ot reconditioning does not excced Cunaition B value,

(2) Condition D

All other Materizl. including junk. shall ke priced at a value commensurate with its use or at prevailing
prices. Material nc longer suitable for its original purpose but usable for some other purpose, shall te
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
of Non-Operators.

D. Obsolete Material
Material which is serviceable and usable for its original function but condition and or value of such Materizal

is not equivalent to that which would justify a price as provided above mayv be specially priced as azreed to 3v

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 (13¢) rer

~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 Section II.

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes

or other unusual causes over which the Operator has no control, the Operator may charge the Joint Accouns for the -

required Material at the Ogperator’s actual cost incurred in providing such Mater:al. in makiag it suitable for usa.
and in moving it o the Joint Property; provided notice in wriling is furnished to Non-Operators of the proposad
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right. by so electing znd
notifying Operalor within ten days after receiving notice irom Operator,
of such Material suitable f_or use and acceptable to Cperator.

Warranty of Material Furnished by Operator

Ogerator 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 Operater from the manufaciurers or their agents.

V. INVENTORIES
Qgperator shall muintain detailed records of Controllable Material,
Perivdic Inventories, Notice and Representation
At reasornable intervals, Inventories shall be taken by Orperator of the Joint Accoun: Controllable Material.
Written nolice of intention to take inventory shall te given by Operator st least thivty (20) days before anv inven-
tory is to Legin so that Non-Operators may Le represented when any inventory is taken. Failure of Non-Orerators
to be represented at an inventory shall bind Non-Ogerators to accept the inventory taken 5y QOgperator.
Reconciliation and Adjustment of Inventorics
Reconciliation of a physical inventory with the Joint Account shall te made. and a list of overages and shorzages
shail be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accoumable only for shortages due to lack of reasonabie diligence.
Special Inventories

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

Cxpense of Cunducting Periodic Inventories

Tiie expense of conducting periedic Inventories shall not be charged o the Joint Account unless agreed (o by the
Partices.

Unless otherwise provided for in the agresument, the Operator nav
require the Non-Operators to advance their sharm of the estimated casn
outlay for the suceeding month's operation. Operator shall adjust
eacn amoanthly billing to reflect advances received from the MNon-
Operators. Each Non-Operator shall pay its oroovortion of all bills
within fifteen (13) days after receipt. IS¢ Davaent is not made within
such time, the unpaid balanze shall hear interast monthly at the maxi-
mun legal rate permitted by the anplicable usuryv laws in the state in
whica the joint property is located; or, if the maxinum legal per;
mitted rate is less than eighteen percant (18%) per annum and such
rata may be modified as agreed hetween the parties, then, in such
eyept, the unvaid »alance shall bear interast montély at the rate of
e€lgateen percent (18%) per annum, However, pursuaﬁt to either rate:

i et w1
:F‘Or??{ s fees, court costs, and all other costs incurrad in connec-
1on with the_ collection of these unnaid AMAUALRS alall kA veamaen et o

to furnish in kind all or part of his share




EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit 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.

B. 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 resulting frem any
claims, daméges, 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 "E"

GAS BALANGING AGREEMENT

L.

From and after the date of initial delivery of gas from the prooerty, a Darty
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 "underoroduced party”, if such lesser taking
and disposition is not a consequence of other provisions of this Agreement. A party
owner's "full share"” shall be the amount of a party owner's gas determined in accordance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, .more than its full share of the gas as it is produced,
shall be an “overproduced party", if such excess taking and disposition is not a
consequence of other provisions of this Agreement. "Underproduction" of any under-
produced party, during any monthly accounting peried, shall be the difference between
such party's full share of gas production, less its full share of gas used in proparty
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 monthly
accounting period, shall be the difference between the gas delivered to the pipelinels) 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.

1I.

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

2.~ ~-—-shall have the right to take in kind its full share of each separate "gas classificatien.”

"Gas classificaticn”, as used herein, shall mean each of the price categories provided or
established pursuant to the Natural Gas Policy Act of 1973, as same may be amended. by
any autherity having the right to establish categories thereunder, or pursuant to any other
applicable statute or judicial decision establishing gas price categories, including gas not
subject to price regulation, which shall be considered as a separate category. Where the
gas qualifies for more than one category, the category having the highest price applicz5ie
to the source (each separate identifiable geolozic source or production contained in a well
bore) of gas production shall be used for the determination to be made hereundar.
Whenever the gas price category changes, from and after the date of such change, the gzs
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 agzain changed.

11, ;
! -

Should a party fail to take its full share of the different gas classifications
preduced from the property, except as provided hereinbelow where such party is to furrish
make-up gas, such party's underproduction shall be regarded as remaining in storage in the
reservoirs, sudject 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 gz2s)
of each gas classification, the other joint interest owners shall be entitled to produce and
sell all or a portion of such quantity which the party has failed to take. If two or more
parties are capable of taking and marketing quantities of gas to which such party was thus
entitled but which it failed to take, in the absence of other agreement between them,
each may take a share of such undernroduction in the dirzct proportion of its joint
interest therein to the total joint interest thercin of all parties desiring to take such
underoroduction, provided, however, that anv narty or partics having a cumulative
underproduction status shall have a first priority to take and market the underproduction
over a party or parties having a cumulative overoroduction status.

Any party having cumulative underproduction of a particular gas classification
category shall be entitled to take a quantity ot gas of such particular gas classification
("make-up") in excess of its full share of such zas up to twenty-{ive percent (259%) of the
full share of gas of parties having cumulative overproduction of such -particular

" gas classification. In the event there is more than one cumulative underproduced party

secking to make up undernroduction, each such cumulative underproduced party shall Se
entitled 1o make up 2as in the direct prodartion that the cumulativ

: v¢ underproduction of
such party bears to all cumulative underzroduce

ton of all parties then desiring make-up
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£as of the particular 23s classification catemorv. In the event there is more tha_n ore
cumulazive overoroduced party required to furnish nas for make-up of underproduction. in
abscnce 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
prov'ided) in the direct proportion that the cumulative overproduction of such party bears

to all cumulative overproduction of all parties supolying gas of the particular 3as’

classification category.

Any party having cumulative overproduction in any particular gas classifica-

ticn 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 (2593) make-up gas to which a party is entitled and which is not taken by such
party may be taken by other cumulative underproduced party or parties up to the full
twenty-tive percent (25%) heretofore provided. If there is more than one party desiring
make-up gas uager 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 Agreemant,
regardless of whether such party is overproduced or underproduced; shall be regarded as
ges taken {or its own account with title thereto being in such party, whether such gas be
atiributables to such party's full share of prcduction, or whether it is being taker as
overproduction, or whether it is being taken as make-up gas, and shall pay any and al
progucticn taxes and royalty due on such gas. All burdens and obligations, other than such
royaltly and production tax payments, shall be borne by the party having such burden or
obligation.

- : Iv.

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

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

For purposes of balancing, the measurement point of the gas taken (both
quantity and quality) shall be the party's discharge measurement point at or near the well
from which the gas is produced. All parties hereto shzall share in and own the concomizant
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.

i
V. !

Recovery from storage by a cumulative underproduced party from a cumula-
tive overproduced party shall be on a first-in, f{irst-out basis and the cumulative
underpreduced party shall pay the cumulative overproduced party a storage fee for storing
its g2s. The storage fee shall be due and payable by such undarproduced party to such
oversreduced party during any monthly accounting period such underproduced party
remcvazs 2as {rom storage. The fce to be paid for storing gas in accordance with the
provisicns of this Agreement, shall be the deficiency in cash between the price that the
overprocuced party received for gas at the time the underproduction was had, and the
price {cr gas the overproduced party is receiving at the time the underproduction is made
up by the underproduced party multiplied by the volume of make-up gas which qualifies
for the sterage fee charges, less royalty and taxes payable thercon.

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

received from the underoroduced party(ies) to the partylies) entitled to be paid the
-storage fces.

- = The Unit Operator (hereinafter referred to as "Operator™) will ‘maintain a~

o bt —.
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At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or partxes shall make a monetary settlement of
the imbalance by pavment to the Operator for the account of the party or parties
underproduced in that particular gas classification category, based on the price per Mcl
the overoroduced party or parties actually reccived for each Mcf of the overoroduced gas.
The price used {or the above calculation shall be the overproduced party's or partiss’
bonafide collected gas sales price(s) less royalties, severance, and other production taxes
which have been paid with respect to such overproduCtxon. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the atove 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
cateqory of gas for which payment is to be made, bears to the total of such cumulative
underrnroduction. It is understood, however, that the Operator shall rely on the

statements made to it, and shall have no liability with respect to thé correciness of the
funds rececived by it.

Vil. .

Rovalties shall be paid in accordance with provisions of the Operating
The Operator shall be reimbursed by each party taking gas for all rovalty due
and payable by Operator with respect to preduction taken by such party. Each party
taking gas under the terms hereof shall pav any and all applicable taxes due on or with
respect to such preduction. Each party shall be obligated to pay its working interest share
of all costs and liabilities incurred in Unit operations, in accordance with Lhe 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 purchasar its {ull share
of the allowable gas production to meet the deliverability tests required by its purchaser.

Agreement.

. ——

VIII.

If any portion of the storage fee provided for in Article V or the settlement
provided for in Article VI shall be based on prices subject to refund upon order of 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 fully
approved by the Federal "Energy Regulatory Commission, unless the party or parties
receiving payments furnish a corporate undertaking satisfactory to the paying partylies:.
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ICATISN OF SONSIQREICATID FACILINES

A € a0yt Qesortieeity Clags= ot 7T €91,

(Acpitcable only 15 contracis or purchase orders tor more than $12,2%3.)
During tae serfermance el this cantracy, he Coerator agress a3 follows:

(1} The Coeraver will rat discrimunate aganst any emoloves or asolicant for emdloyment Secause of race, coler, religian, sex, ©f rawis?

orgin.  The Coeratar wall 1ake allirmanve 3Quien to ensurs that dpphicants are emoloyed, anc that emoloyess are trzated Zuring tM3isyme?
without FETATC I3 their racs, €3lor, religian, sex, or national origin, Such 2ctan sdall include, But Aat de [imitzd 1o the {allowwrg: ITMYIoymer
wzzr3zing, ¢2motion, of sransler, recruiiment or recrutiment acvertis: ng, layoll or tzrminations, including aporenniczsnio. The Cozratss H,.“'

1a 333t 1A €330ICLOUL Dtaces, avaitadie 0 emolovess and applicants {ar employment, noticss 1o be proviaed by the csntracting oflicer
{orih tha provesions cl thuy noncasgrumination clause.

(2) The Cozratae will, in all solicitations oe advertisements {ar emoloyees placed By or on bahalf of the Qserator, state "hat all quatilis
applicants will recsive coancerition {or employment without regare to race, color, religion, sex, Of national origin.

X3
sty

{3) The Qserator will send 26 each 1ador umon or resresentative of workers with which it has a collective bargzining agras

€enatract or uncerstanding, 3 A3niCe 13 Be provided by the agency cantraciing officer, advising the 1abor union or workers’ recresentative of O
serlter’s commutinents uncar $2<ian 232 at Executive Qcd=r L1246 of Sepremoer 24, L9635, and shall post copies of the noucs in censp:iguse
places avaliable to emdloy==s and apelicants for ematoymant. *
{8} Th= Coerator will comsly with all provisions of Executive Ocder 11256 of September 24, 1965, and of the rules, regulaticns, and ralaver
orcers of the Secretary of Lator.

(5) The Oserazor will furnish all iaformation and resorts rccuir
regulations, -and orzers ef the Secratary of Lador, or pursuant tharzts, and will permit access to its books, recsrds, and aggsunll Sy (8
contraciing 2zency ana the Secratary of Lador fac sursoses ot mvcsnganc—\ 10 aszzrrain campliance witht such rules, rzzualations, end o ’

(6) th the event of the Cperatar's nancomaliance with the nonciscriminaticn ctauses af this coatract or with any of such rules. regulas
ordzrs, this €3nIract may b+ cancetsd, tarminated, of susdends=d in wnol= or in part and the Opsratsr may te deciarad ineligizis for

Coverament CoNTIT20Is 1D ACCSTCans =ith procsdures authorizad a3 Ixscunive Ordar L1256 of Septemoer 24, 1265, ang such o:n:r san::.:-s m2
be imposea and remecdies invoxes as drovidad in Sxecutive Occer |

< 1256 of Septamber 24, 1563, or by rule, regulation, oc order of the Secrziary ¢
Lador, of 23 otherwise provicsc by law,

{7) The Ocerator will includs the provisions of paragraph (1) through (7) in every subconiract or purchase ‘order unfess sxzmat
resulations, cr orders ¢ the Secrs P

tary ¢! Labor issued pursuant to szciizn 205 of Zxecurive Order 11246 of Septambder 2%, 1955,
provisians will Se bincing upon each sudcsntracisr or vendor. The Oger

ordsr as the gontracung agency may direct as a means af enfcrc
that in the event s Oporatsr Secomes invoived in, or is ih

vt

ed by Executive Order 11246 of Seotzmber 23, 1963, and by the rulz:

“ase
fed-30-0%

~

2tar wul take such action with respect 10 any subcinlras:
ing such zrovisions including sanciions {or noncompliance: Pr-w:t

rearsnec with, lngation with 2 subconiraciar or vendor 23 2 r&sult 31 1ueh
the contragting 232ncy, the Operater may regquast the Unitzd States i3 eater into such fitigation to prore<s the interests of tha Unitez

B. Cerzilication of Naasezc=o31ad Tazilitias {81 CT2 50.1.3),
PfDV:SlQnS Ql (ha Tqual ,por!u"uty Clause sef out adave. y] .

e e e e e 2 e e e SR =TT

{Applicadle only to cantracts or purchase orcers which ar: Aot exempt :.-:.:n‘:::

“~The Oserater cortifics <hat it dses not, and will not, maintain or prcvldc for its employ==s any segregated facilities at anw ¢
ad that it €323 nat, and will aat, Permit 113 employses 10 perform thair ssevicss at any location, under 135 Cantrol, whers se9’
.2intaneg, The Oseratar agre=s what a breach of this czruilication i3 a viclation of the Zzual Cepertuniry Clause in this esazre
.3 usad in this carulization, the term “regrezated {ac:lities” meaans any waiting rcoms, worx areas, rest rooms and wash rooms, ra:
ating areas, ums clocks, lodker rodmMs and other stor2g= of cressing areas, parxing lots, drinking fountains, rezroaticn of =ateilaamen
szassariation, and housing facilitizs srovice2 for employess wnich are segregaisd by exchicit directive or are in {3Ct segregatec 20 the bASXS
rzee, color, er naticnal orizin, Sec2use of haoit, local custom, or otheswise. The Coerator further dgre=s that {exces? wnere it has ohta:ines :
wrrilicitions frem prooosed sudgsniracisrs fer specific time pcnoys) it will e5tain identical c:::x icauans {rom preccsed sub::mrac“—
<ud of sudcentragis exczzding 319,023 wnich are Zgual Coporiuruty Clauses that it walf reiaia suzs
arsilicavions inis files: and tnacst
srmnied idsatucal carndi

will forward the fell owlng nATICs 9 SUCN Creoos=2 SL\"CI'\"ECAO" {excest where the preoosed susooniragisrs nave
iczans for sse2:lic time parizesh NOTICI TO FROS2IZTIVE SUZCO
ISNS OF NONIZCRITATID FTACILITIES, A Cearmild

nat exzmotl irom ths provisizns of the

SRz STONTRACTORS OF RIQUIREZMENT FQA CERT
212 of Nenszgrazatss Faculities must de suomittad prior m the aware of a suSbIzmtrazs
1Ce2zing 519,223 which is net exzmat from the provisicns of the I5ual Cpzortunity Clause. The carufication may be submitzed aitner ler cacs
:2¢saeass oc fer all subcentracts uring 3 period (i.e., quartarly, semiannually, or annually).

C. Affirmative Actiza Csrmalizngs P-2zcam (61 CTR 60-1.40)

{Applicadle only if (a) the Operatar has 50 or more employess and (%) the
€oAtract er purcnase orcer 13 sor 353,350 or more. . .

The Crerator shall daveles a wwrittan alfirmative acticn program for each o
1S Conatragt er Surchdse crcer, thatl mamwntam a ¢z

¢ Sde. T

{ izs establishments, and, ~ithin 123 days {rom the 2ffs2zive~zes o
oy of separatz programs for each zstazlishment, Inciuding evaluations of utilizadea of mumant
“eup personnel and the job czzniflizaticn radiss, at c2cn local office resesnsiale lor the personnel matters of such estashisamsant.

D. E=slaves '=formarizn Resoret {481 CF3 65-1.7). (Aoolicazlz only if (3) the Cozrazar Ras 50 or more 2moiove=s, (%) the Ooerator is rct
louriiant 2 sezuon 6-1.5 el itz L ot e Czce of Fadaral Reguliucns) from the reguuremsnt for filing EZmployer [alcrmatnizn R
EZ2-1, and (e} the contract or purchizse ordsr is for 333,000 or more. \

The Coeratar agrees o file with the ag srepriate Faderal agency anaually, on of be
t2ncard Ferm 100 (22C~1) promulgated jo :!y by the Offics of Fedzral Conatrace
‘ans fer Progress or such form as may hereaiizr be promulgatsg inits place,

fecre the Jlst day of March, comolate and aczrate reosrss o
Compliance, the Equal Employment Opportunity Commissizn an
- .

E. Aflfirmarive Action for Disabled Varterans and V-'-'Jns of the Vistnam S-2 141 CF2 50-250). (Applicadle only ta cantracts or purchase grdzr
for 314,038 of morel)

The allirmative actica clause prescribed in section €6-250.% of Titdz 4l of the Cs

2 of Federal Regulations is inzarporated herein by rafersnce (2
=renitted oy tection §0-25C.22

of s3id Pegulations) as il set out 1n full at this pont. U the Oozrater (3) nas 30 or more emclovess ang (5) this czairac
- purcnase orcer is lor 533,500 or more, then within 120 days from the z!fectiveness of this CeNTract e¢ purchase crder, the Operatar shall sresar
4 Mantan 2 allirmative 3C1I00 program at eagn establishment which shall set forth the Operator’s policies, praclices and prececures in a€C37Canc
iy 1eciion 63-220.6 ol =2d Regulations,

F. Alfirmiative Sctizn for Hanricazasrd Uorlars (4] £FQ 43.751 .4

{Agplicadle only to contrac:s or purchase orders {ar $2,580 ¢~ more.)

The attirmative acticn cliuse srescribed ia section 66-751.% of Title t1 of the Code ef Fozerzl Regutations is incerporated herein by referenzs (.
~emitted oy secuicn 83-741.22 of 2aid Rerulartons) 23 if set out tn full 2t i2us point. ! the Coerator (3) hag 32 or more empidvest and (3) s Ccantra«
surerase crear i3 {or 320,202 ar more, thzn, withun 129 davs of the clisciivencss cf tha €SNtract or purchase order, the Cprerator shall prezars ac
uniaman aliirmative 3CUZH Drovram af eacn estadblishiment, which program shall set fertn the Cperater's pohicics, practizes and srogcedures
Srcance with section 66-741.6 of 3348 Fegutaniang,
C. Utilizatina ot ' neritv Sasinzis Sovecseieq [Sedecsl Seecuremeonr Decutrtions P31 (Applicasle only to cantracts or purctate crd
wriCn M2y cacees 312,200

(1} fe s the ooitcy of the Coverrmant that minority business entes>rines snall have the maximum Priclicadle opportunity to particizate in !
peciarmance af Covernment CaNtragts. 4

(2) The Coeritar d2rees t3 use Ny Sest e’fares oa cirry out 2his £alicy 1n the 3wacd of Nis wbc*mr.\cu 10 the fullest extent €sasisient wy
the eff.ciert partcrmancs ©f 94 COALFACI. A3 Lrec 1A thas CINErIZE, 10NE term™ “MInon Ty Suyness enterzrise” meany 3 Butiness, at 'east 23 serg
Of wAICh 15 O=neZ SvY Funorily §7oud {ﬂ'.maers er, 40 Clse cf SudhCly own=d Susinestes, y e
mincrity 32C.) Memsery, Faf iT€ Zurtcies at thuy

32 least 31 percant of the 113ek of whiZa 1y owred g
2eltAILIEN, MINOfIty §fCUD Memzaye
ArerZan-Crieazils, Seer.crnairtiang,

e h . are MNegrael, Soanitn-sdca<ing American Cerise
b ICin-To&mes, anNd Mmesi2an Aleuty, Centraciars May rely on weiiten fepreizntiteny
wacontranioes regircing e $331L A3 FVNDZILY Jusiness enter2nisey N hieu G oan ifCelencent iNveyt tgation

4 .
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