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O~ U de LR

OPFRATING AGRLEEMENT

THIS AGREEMENT., entered into by and between X0 Production Corp.

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

WITNESSETIIL:

WHEREAS. the parties to this agreement are owners of oil and gas leases and ‘or oil and gas in-
terests in the land identified in Exhibit “A™, and the parties hereto have reached an agreement to explore
and develop these leases and or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW. THEREFORE. it is agreed as follows:

ARTICLE L .
DEFINITIONS

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

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

B. The terms ™oil and gas lease™. “lease” and “leasehold™ shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

T==-D, The term -~Contract Area” shall mean all of the lands, oil and gas lecasehold interests and oil

and gas interests intended to be developed and opcrated for oil and pgas 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 f{ixed by any such rule or order.
a drilling unit shall be the driiling 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 ray its share of the cost of any operation conducted under the provisions of this agrecement.

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

Unless the context otherwise cleurly 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 1L
EXIIGITS

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

part hereof: -
O 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) Percentaues or fractional intcrests of parties to this agreement.

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

(5) Addresses of parties for notice purposcs.

Xj B. Exhibit *B™, Form of Lecasc. ~
f_X_‘. C. Exhibit ~C”, Accountinag Procedure. -
XJ D. Exhibit D", Insurance.

(X E. Exhibit "E”. Gas Bulancing Axzrcement. N
gx; F. Exhibit “F7, Non-Discrimination and Certification of Non-Scgresated Fuactlitics. -

If any provision af any exhibit, except Exhubit “E™, is inconsistent with any provision

contained
in the body ol this ggreement, the provisons in the body of this aseeement shall previal,
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ARTICLID HIL
INTERESTS OF PARTILES

A. 0Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Arvca. that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gzas lease attached as Exhibit "B, As to such interest. the owner shall re-
ceive rovally on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
B, Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessce interest. .

B. Interest of Parties in Costs and Production:

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

- this agreement shall be borne and paid. and all equipment and material acgquired in operations on the

Contract Area shall be owned by the parties as their interests are shown in Exhibit “A™. All procduc-
tion of oil and gas from the Contract Arca. subject to the payment of lessor’s royalties ahichaoill "o

Lrmrrmostan tlan Taliee  \nnmearad

shall also be owned by the parties in the same manner during the ierm

hereof: provided. however. this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby. L .

ARTICLE 1IV.
TITLES

A. 'Title Examination:
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Title examination shall be made on the drillsitc of any proposed well prior to commencement of
drilling operations or. if the Drilling Partics so request, title examination shall be made on the leases
and or oil and gas interests included. or planned to bec included. in the drilling unit arcund such well.
The opinion will include the ownership of the working interest. minerals, royalty. overriding royalty
and production payments under the applicable leases. At the time a well is proposed. each party con-
tributing leases and or oil and gas interests to the drillsite. or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports). title opinions, title papers
and curative material in its possession free of charge. Al such information not in the possession of or
madec available to Opcrator by the parties, but necessary for the examination of title. shall be obtained
by Opcrator. Opcrator shall cause title to be examined by attorneys on its staff or by outside attorneys.

Copiuvs of all title opinions shall be furnished to cach party heretn. The cost incurred by Operatov in
this title program shall be borne as follows:

i3 Option No_1: Costs incurred by Operator in procuring abstracts and title examination (including
preliminary, supplemental, shut-in gas royvalty opinions and division order utle opininns) shall bte a
part of the administrative overhead as provided in Exhibit ~C.”" and shall not be a divect chavge. whether
performed by Opcerator’s staff attorneys or by outside attorneys. -

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

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and 2as intevests contributed by such party. The Operator shall be
responsible for the preparation and recording of Puvoling Desiunations or Dueclarations as well as the
condurt of hearings betore Governmental Agencies for the sccuring of spucing or pooling ovrders. This
shall not prevent any party (rom appearinz on its own behall at anv such heartag.

No well shall be drilled on the Cuglrucl Area untl giter (1) the title to the driblsite or deilline unit
hus been examined as above provided. = (2) the title hus been approved by the examining attorney at

title has been accepted by all of the parties who are to participate in the deiling of the well,

B. Luss of Title:

1. Failure of Tithe Should any ol and <as mterest oy

teaze, or interest therein, be lost thioush
fatlure of title, which loss resulls in g reduction ot interest trom thut shown on Exhibit A", this ayree-
ment, nevertheless, shall contintue in foren as o Gl Pemimibg ol and wus legses and teceste, and
(u) The party whose otl and gas lease or imtevest gy atfected by the title failure shall bear slone
the entue Joss and it shall not be entitled 10 vecover 1ram Operator or the other parties any developrnent
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part to the other parties hereta far.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 incurred nr revenuces received from the
operation of the interest which has been lost, but the intevests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred. so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Conrtract
Arca by the amount of the interest lost: and

{c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the procecds attributable to the increase in such interests (less costs and burdens attributable

thereto) until it has been reimbursed for 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, developrent.
or equipment, such amount shall be paid to the party or partics who bore the costs which are so refund-
ed; and * ..

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

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

2. Loss bv Non-Payvment or Erroneous Pavment of Amount Due: If. through mistake or oversight,
any rental, shut-in weil payment, minimum rovalty or rvoyalty payment, is not paid or is erroneously
paid, and as a result a lcase or interest therein terminates. there shall be no monctary liability agatnst
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 intercst within ninety (90) days from the discovéry of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIII.B.. the interesis of
the parties shall be revised on an acrcage 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 payment shall not have been fully reimbursed. at the time of
the loss, from the procecds of the sale of oil und gus attributable to thue lost interest, calculated on an
acreage basis, for the development and operating costs therctafore paid on account of such interesi. it
shall be reimbursed for unrecovered actuual costs theretofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previousiy abandoned) {from so much of the following
as is necessary to effect reimbursement:

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

(b) Proceeds. less operating expenses. thevcafter accrued attributable to the lost interest on an
acreage basts, of that portion of oil and gas thereatter produced and marketed {excluding procuciion
from uany wells thereatter drilled) which, in the abzence ot such lease ternunauon, would be attnibuiabple
to the last interest on an acreage bLusis, up to the amount of unrecovered costs, the procceds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
teres's: und

{c) Any monies. up to the amount of unrecovered costs, that may be paid by any party who is, or

becornes. the owner of the intcrest lost. for the privilege of participating in the Contract Areca or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.f. 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 propottion to their interests. Therve shall be no readjustment of interests in the remaining

portion of
the Contract Area.

ARTICLE V.,
orrRATOR

A, DESIGNATION AND RESPONSIDILITIES OF OPLERATOL:

IX0 Production Corp. . . shall Le the

Operatar of the Contract Avea, and shall conduer and direct and have tudl contrel ot all operations on
the Contract Area as permiptted and required by and withan the lints of, this agreement.,

It shall con-
duct ol such operations in a good and workmanhie manner. but 1t shail have no habitity as Operator
to the other parties tor losses sustamed or Hubilities incutied, oxeept. such as may 1esult from aross
nechicence or willful misconduct.
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B. Resignation or Removal of Operator and Sclection of Successor:

L. Romuznation or_Removal of Operator: Opcrator may resign al any time by giving writlen notice

thercot to Non-Operators. I Operator terminates its leaal existenee. no longer owns an interest in the
Contract Arca. or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Opcrator, except the selection of a suceessor. QOperator mav be removed if it fails or
refuses to carry out its dutics hwiuln}]der. or

by the affirmative vote of X.

becomes insalvent., bankrupt or is placed in receivership.
KX Or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit "A”, and not on the number of parties remaining after excluding the voune
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M.
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 Opcerator, unless a successor
Operator has Leen sclected and assumes the duties of Operator at an earlier date. Operator, after eifect-
ive date of resignation or removal. shall be bound by the terms hereof as a Nt.m-Operato:. A change of
a corporate name or structure of Operator or transfer of Opcrator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the rvesignation ov removal of Operator, a successor Op-
erator shall te selectad by the Parties. The successor Opcrator shall be selected from the parties own:ing
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority 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. Employees:

The number of employces used by Operator in conducting operations hercunder, _their_selection,

“‘and the hours of labor and the compensation for services performed. shall be determincd by Operztor.

and all such emplovees shall be the emplovees 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 employ its own tools and equipment in the
drilling of wells. but its charges therefor shall not exceced the prevailing rates in the area and the rate
of such charges shall be agreed upon by the parties in writing before drilling operations are com-
menced. and such work shall be performed by Operator under the same terms and conditions as are

customary and usual in the area in contracts of independent contractors who are deoing work of a sim-
tlar nature.

ARTICLE VI.
DRILLING AND DEVLELOPMINT

A, Initial Well:

On or before the 1St day of February
ing of a well for oil and gas at the following laocation:

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

. 1985, Operator shall commence the drill-

and shall therecaflter continue the drilling of the well with due diligence to ]],500' or a depth

sufficient to thoroughly test the Strawn Formation

uniess granite or other practically impenetrable substanee or condition in the hole. which venders
further drilling tmpractical. is encountered at a lesser depth, or unless all parties azvee to complete or
sbandon the wetl at o lesser depth.

Opurator shull make vcasunuble tests ot all formations cncountered during drilling whieh Sive 1n-

dicatiun of containing oif and 2as i guanbities sutncent o test, unless this agreement shatl be linmed
in ats application o a spralic formation or formalions, 1 which event Operator shall be cequired o

test anly the formation ar formutions to whichy this gureement mav apply.

I, Operator's judument. the well wall oot produce o or o
to pluz and abundon the well as o dey hole, o ~hadl e Secuse the consent ol all parties and
piuz and abundon sume as provided o Avticle VI

s 1 paving quantities, and it wshies

<hall
hereat,

-3
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B. Subscquent Operations:

1. Proposed Operations: Should anv party hercto desire to drill any well on the Contract Arca
other than the well provided for in Article VLA or to rework. deepen or plur buck a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the partics and not then protucing
in paying quanutics. the party desiving to drill. rework. deepen ar plug back such a well shall cive the
other parties writien notice of the propesed operation. specifyvinz the work to be performed. the loca-
tion. propased depth. objective formation and the estimaled cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to noti{y the
partics wishing to do the work whether they elect to participate in the cost of the proposcd operation.
If a drilling rig is on location. notice of proposal to rework. plug back or drill decper may be given
by telephonc and the response period shall be limited to forty-eight (48) hours. exclusive of Saturday.
Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above {ixed
shall constitute an election by that party not to participate in the cost of the proposed operation. Any
notice or response given by telephone shall be promptly cenfirmed in writing.

2. QOperations by Less than All Pavties: If any party receiving such notice as provided in Article
VIB2.1. or VLE.l. elects not to participate in the proposed operation. then. in order to be entitled to
the benefits of this article. the party ov parties giving the natice and such other parties as shall elect
to participate in the operation shall. within sixty (60) dayvs after the expiration of the notice pericd 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 progosed
operation and complete it with due diligence. Operator shall perform all waork for the account of the
Consenting Parties: provided. however. if no drilling rig or other equipment is on location. and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall cither: (a) request Operator to perform
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 Partics. when
conducting operations on the Contract Area pursuant to th:s Amclc Vi B 2., shall complv \nlh all terrms

and conditions of this agreement. s = - TS . T

Il less than all partics approve any proposed operation. the proposing party. immediately after 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 proposed. Each Consenting Party. within fortyv-cight (33)
hours (exclusive of Saturday. Sundav or legal holidays) after receint of such notice. shall advize the
proposing party of its desire to (a) limit pacticipation to such party’s interest as shown on Exhibiz =A™,
or (b) carry its proportionate part of Non-Consenting Partivs™ interest. *The proposing party, at its
clection. may withdraw such proposal if there is insufficient participation. and shall promotly notfyv

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

an election under (b).
The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
the proportions they have elected to bear same under the terms of the preceding paracraph. Consenting

Parties shall kecp the leasenold estates involved in such operations free und clear of all liens and

encumbrances of every kind created by or arising from the operations of the Consentinyg Parties. [f such
an operation vesults in a dry hole. the Consenting Parties shall plug and abundon the well at thew sole
cost. risk and expense. If any well drilled. reworked. decpened or plucsed back under the provisions
of this Article vesults in a producer of oil and or gas in paying quantities. the Consenting Parties 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 Pariies.
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
shall be deemed to have relinquished to Consenting Partics. and the Consenting Parties shall own snd

be cntitled to recetve. in praportion to their vespective interests. ail of such .\'on-Consenting Party’s

interest in the well and share of production therefrom until the proceeds of the sale of such share.
calculated 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 erfective date hercot. payable out of
or mcasured by the production from such well aceruing with respect to such interest until it reverts)
shall cqual the total of the following:

{(a) 1007, of cach zuch Non-Con=enting Party’s shure ol the cost ol

" any newhy acquived surfuce
cquipment beyond the welllicad connections  (includinz, but

not hiouted to. slock tanks, separators.
treaters, pumping equipment and pintne), plus 10072 of each such Non-Consenting Party’s share of the
cost ol operution of the well commencing with fivst production and contiuing unt:d cach such
Consenting Party’s velingquished interest shall vevest 1ot under other provisions of this Article,

surced that cach Non-Consenting Party’

Non-
1 Leing
S share ot such costs and cipupment will be that tnterest winieh
would have been charseabie to cach Non-Cansenting (®

arty had it partiapated i the well 1rom the pe-

stz ol the operation: and
» Y

ih) 3.00_ saf that portion of the costs and espenses o) dedline rewarknyg, deepenme, or plue i
back, festing and completmaz sater deducting any sl cantvibutions receved under Miticte VHITC . L nd

*"A well to be drilled to a depth of 10,000 feet subsurface or less, and 400
of that portion of such costs in a we]l to be drilled to a total depth greater
than 10.000 feet, ;
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._3_0_.0 ot that rovtion of the cost of newly acquired cquipment in the well (o and ncluchng the well-

head conneettons). which would have been chargzeable to such Non-Consenting Pavty if it had gartici-
pated therein,

('*
{
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Gas jproduction attributable to any Non - Consenting Party's relinquished interest upon such Party’s
clection. shall be seid to its purchaser, if availuble. under the torms of ils oxisting was sales con-

tract,

Such Non - Consenting Party shall direct its purchaser to remit the proceeds recewvable from

such sale direct to the Consenting Parties until the amounts provided ror in this Articie are recov-
ered from the Non - Consenting Party’s rvelinquished interest. If such Non - Consenting Parte hzos nat
cortracted for sale of its gas at the time such gas is available for delivery. or has not made the elec-
tion as provided above. the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as herecinabove provided during the recoupment period.

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

In the case of any reworking, plugzing back or deeper drilling operation. the Consenting Parties shall
be permitted to usc. free ot cost. all casing. tubing and other cquipment in the well. but the ownership of
all such cquipment shall remain unchanged: and upon abandonment of a well after such reworking

plugging back or deeper drilling, the Consenting Farties shall account tor all such ecquipment ta the

alie.

owners thereof. with each party receiving its proportionate part in kind or in value. less cost of

salvage.

Within sixty (60) days after the completion of any operation under this Article. the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Cunsenting Party with an in-
ventory of the equipment in and connected to the well. and un itemized statement of the cost of driiling,
deepening, plugging back. testing, completing, nndﬂuquippmg‘tho well for production: or. at its oprticn.
the operating party. in licu of an itemized statermnent of such costs of operation. may submit a detailed

statement of monthly billinas.

Each month thereaiter. durine the time the Consenting Partics are zeing

reimbursed as provided ubove. the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Partics with an itemized statement of all costs and liabilities incurred in the

a W2

operation of the well. together with a statermient of the guarntity of oil and zas produced from it and the

amount of proceeds realized from the sale of the well's wovrking interest production duving the preceding
In determining the quantity of oil and gas
shall use industry accepted micthods such as. but not limited to. metering or periodic well tests, Any
amount realized from the sale or other disposition of cquipmient newly asequired in connection with ans
such operation which would have been o“.:nud by a Non-Counsenting Party had it participated there:n
shall be credited against the total unreturned costs of the work done and of the couipment purchiases.
in determining when the interest of such Non-Consenting Purty shall revert to it as above provicded:
and if there is a credit balance. it shall be paid to such Neon-Consenting pariv,

month.

produced during anv month. Consenting Pavties

If and when the Consenting Parties recover from a Mon-Consentine Pariv's relinguished interes:
the amounts provided fur above. the rehinquished interests of such Non-Consenting Purty shall auio-
matically revert to it. and. from and alter such reversion. such Non-Canzenting Ducty shall own tiw same
interest in such well, the material and equipment in or pertaining therceto. and the production there-
from as such Non-Consenting Party would have been entitled to had it participated in the driliing,
reworking, deepening or pluzzing back of said well. Thercafter. such Non-Consenting Party shall e
charged with and shall pay its proportiorate 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 VL.B.2. it is agreed that without the mutual consent
of all parties. no wells shall be completed in or produced from a source of supply from which a well
lacated clsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well ypacing pattern for such source of supply.

The provisions of this Article shall have no applicatiun whatsoever to the Jdrilling of the initial

well deseribed i Article VLA, except (a) when Option 2.0 Article VILD.L.. has been

sclected, or (b)

to the reworking, deepening and plugzing back of such imittat well, if such well is or thereatler shall
prove to be a dry hole or non-commercial well alter having been deilled to the dopth specificd in Article

VLA.

C. Riughit to Tuke Production in Kiad:

Euch party shall have the right to take

all ol and was produced from the Contract Arvea, exclusive ul

velopment  and

nroducing

operations and dn arepwrnig and  treating il

vroduction unavandablys lost,  Any oxtra expenditure

~itipn by

ANV party of its proporttonate share ot the

m kind agr separatedy dispose of its proportionate share of

production which mayv be used iy de-
tor marketine purooses and
Weurred e the taking in lund or separate dispo-
broduction shatl be borne by such party. Anvy
'
M
1
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party taking its share of production in kind shall be required to pay for only its proportionate <hare
of such part of Operator's surface facilities which it uses.

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 ia Article VILE. shall be entitled
to recerve pavment direct from the purchaser thereot for its share of all production.

In the cvent any party shall fail to muke the arransements necessary to take in kind ov separately
dispouse 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-taRing
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right’ of the owner of the production tp exercise at any time its
right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a
purchaser. Any purchasc or sale by Opcrator of any other party’s share of otl and gas shall be only for

such reasonable periods of time as are consistent with the minimum nceds of the industry under the

particular circumstances, but in no cvent 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 pariv’s
share of gas production without first giving such other party thirty (30) dayvs \noticc of such intenced
sale. prior written

In the event one or more parties’ sepatate disposition of its share of the gas causes split-stream de-
liveries to separate pipeclines and or deliveries which on a dav-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of totul gas sales to be alloeated to it. the
balancing or accounting between the respective 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 timwes, at its sole risk to inspect
or observe operations. and shall have access at reasonable times to information pertaining to the de-
velopment or operation thereof. including Opcrator’s books and records relating thercto. Operator. uzon
request. shall furnish each of the other parties with copies of all forms nr reports filed with zovern-
mental agencies. daily drilling reports, well logs. tank tables, daily gauuse and run tickets and reports
of stack on hand at the first of cach month. and shall muke avatlable samples of any cores or cutiings
taken from any well drilled on the Contract Area. The cost of zathering uand furnishing information to

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

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except for any well drilled pursuant to Articie VD2 anyv wwell
which has becen drilled under the terms of this agreement und is proposud to be completed us a dry hole
shall not be plugged and abandoned without the consent of all purties. Should Operator. after dilizent
effort. be unable to contact any party. or should any party fail to reply within forty-crzht (43) bours
(exclusive of Saturday. Sunday or legal holidays) after rveceipt of notice of the progosal to pluy and
abandon such well, such party shall be deemed to huve consented to the proposed abandonment. Al
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 who ob-
jects to the pluggzing and abandoning such well shall have the right to take over the well and conduct
further operations in search of oil and or gas subject to the provisions of Article VLB,

2. Abandonment of Wells that _have Produced: Cxcept for any well which has been drilled or re-
worked pursuant to Article VILB.2. hereof for which the Counsenting Parties have not been fully reim-
Lursed as therein provided. any well which has been completed as a producer shall net be plugued and
abandoned without the consent of all parties. If all partices consent Lo such abandonment, the well shall
be plugzed and abandoned in accordance with applicuble regulations and at the cost. risk and cxpense
of all the parties hercto. If. within thirty (30) days atter receipt of notice of the proposced abandonment
of ~uch well, all partics do not azree to the abuandonment of any well, those wishing to continue 1ts op-
cration shall tender to cach of the other partics s proportionate shace of tiwe value of the well's salvable
muterial and cquipment, determmed i accordance with the provisions of - Extutal “C™ less the estiunated
cost of salvagma and the estimated cost ol pluzame and  abandoming. Euch abandonins party shall
assten to the non-abandomng parties. without warranty, express or ﬁ:\pliud. as o title ur as 1o quantity,
quality, or Hiness Tor use of the vqupment and pateriad, adl o jis interest in the well and celated k'(]lli;;-
ment, ozether with ats ierest in the leaschold estate as to. bur onldy as to. the mterval or mtervals o1 the
Iormut.on o ormations then open o production, 5 the lerest mllhu abandoning party s or inctades
anoorb and sas anterest, such party shall execute and deliver 1o the non-abandoming party or parties an
oG Las fease, linuted to the intereal or mtervals on the tormation or termations theo open to ptoduc-
IO Lol o term ol ane vear and so long thereatter as al and oy 20y 15 produced from the interval or mter-

~
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1 vals ot the tormanion or formations covered thereby, such fease to be an the form attached as Exhibit
2 BT The assiznments or leases xo limnted shatl cncompass the “drithng wnit™ uppon which the well is
3 locuted. The pavmenis by, and the assicoments or leases to, the assignces shall be in o ratio based upon
4 she refationship of their vespective percentages of participation in the Contract Area to the apgrecate of
5 the percentaves of participation in the Contract Arca of all assignces. There shall be no readjustment
6 of interest m the rematning portion of the Contract Aveu.

[}

8 Thereafter, abandoning parties shall have no further responxibility, liability. or interest in the op-
9 eration of or production from the well in the interval or intervals then open other than the royalties

10 retained in any lease made under the terms of Lhis Article. Upon request. Operator shall continue to

11 operate the assigned well for the account of the non-abandoning patrties at the rates and charges con-
12 templated by this agreement. plus any additional cost and charges which may arise as the result of
13 the separate ownership of the assigned well.

14 ’

15 ARTICLE VIL

16 ) EXPENDITURES AND LIABILITY OF PARTIES

17 - .

18 A. Liability of Parties:

19 - .

20 The liability of the parties shall be several. not joint or collective. Euach party shall be responsiole
21

only for its obligations. and shall be liable only for its proportionate share of the costs of developing
22  and operating the Contract Area. Accordingly, the liens granted among the parties in Article VILB. are
23 given to secure only the debts of each severally. It is not the intention of the parties to create. nar shall

24 this agreement be construed as creating, a mining or other partnecship or association. or to render the
25 parties liable as partners.

26

27 B. Licns-and Payment Defaults:

28 S o .
. LT IT7729 T T Each Non-Operator grants to Operator a lien upon its oil and 2as rights in the Contract Arca. and a

30 security interest in its share of oil and or gas when extracted and its interest in ull equipment, to secure
31 payment of its share of expense. together with interest theveon at the rate provided in the Accounting
32 Procedure attached hereto as Exhibit “C”., To the extent that Opcrntdr has a sccurity interest unde: the
33 Uniform Commuercial Code of the State, Operator shall be entitled to- excrcise the rights and remedics
34 of a secured party under the Code. The bringing of a suit and the obtaining of judament by Opcrator
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
36 rights or security interest as security for the payment thercof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
38 other rights or remedies, to collect from the purchascer the proceeds from the sale of such Non-Operator's
39 sharc of oil and or gas until the amount owed by such Non-Operator, plus interest hax been paid. Each
40 purchaser shall be entitled to rely upon Opecrator's written statement concerning the amount of any de-
41  fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 crator’s proportionate share of expense.

43

14 If anv pax't,\" fails or is unable to pay its shuarce of expense within sixty (60) davs atter rendition of
45 a statement therefor by Operator. the non-defaulting parties. inciuding Operator. shall. upon request by
46  Qperator, pay the unpaid amount in the proportion that the interest of cach such party bears to the in-
47  terest of all such parties. Euch party so paving its share of the unpaid amount shall. lo obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing pavagraph.

49

50 €. Paymentsand Accounting:

51

52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall
54

charze cach of the parties hereto with their respective propovtionate shares upon the expense basis pro-
53 vided in the Accounting Procedure attached hercto as Extubit C”.- Operator shall keep an accurate

56 record of the joint account hercunder., showing expenses incurred and charges and credits made and
57 reccived.

58

99 Operator, at its clection. shall have the vight from time to time to demund and rvceeive from the
60  other partics pavment in advance of thetr respective shares of the estimated amount ot the expense to
61 te incurred in operations hereunder during the next succeeding month, which risht may be exercised only
62

by subnussion o cuch such party of un itemized statement ot such estimated expense, together with

63 an invoice Tor its share thereof. Each such statement and invetce tor the pavment in advance of esti-

64 mated expense shall be submitted on or before the 20th day ot the anext precedine month. Each party
635 shall pav o Opevator ats propovuionate share ol such estumate wiatlun titleen (13) davs after such vs-
66 umate und mnvoice s received, If any party Lals to pay s share of sid estimate withm said une, the
67  amount duc shull bear wterest us provided 1 Extubit “C” unut paid. Proper adjustment shall. be
68 made monthly bhetween advances and actual exponse 1o the cnd that cach party shall bear and pav its
9 praportionate share ol actual expenses aincurred, and no more,
0
-%. .
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D. Limitation of Expenditures:

1. Drill or Deenen: Without the consent of all parties. no well shall be drilled or decpened. ex-
cept any well dritled or deepened pursuant to the provisions of Article VLE.2 of this Aurcement. it being
understood that the consent to the drilling or decpening shall inciude:

— Ontion No. 11 All necessary expenditures for the drilling or deepening, testing, completine and
cqu.pping of the well. including neeessarv tankaze and or surface facilities

X Option No. 2: Al necessary expenditures for the driliing or decpening and testing of the well. When
such well has reached its authorized depth. and all tests have been completed, Operator shall give im-
mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
recciving such notice shall have forty-cight (48) hours (exclusive of Suturday, Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the complction attempt. Such election.
when made. shall include consent to all necessary expenditures for the completing and equipping of such
well. including necessary tankage and or surface facilitics. Fatlure of any party receiving such notice
to reply within the period above fixed shall coustitute 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, clect to set pipe and
to attempt a completion. the provisions of Article VI.B.2. hereof (the phrase “reworking, decpening or
plugging back™ as contained in Article VILBE.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 pluzged
back except a well rewarked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
ment. it being understood that the consent to the reworking or plugging back of a well shall inciude
consent to all necessary expenditures in conducting such operations and compieting and equigping of
said well. including necessary tankage and or surface facilities.

=273.7Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of Fifteen thousand“"“"""""""""'"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 authorvized by or pursuant to this agrcement: provided. tiow-
ever, that. in case of explosion, fire, flood or other sudden emcrzency.. whether of the same or diifervent
nature, Operator may take such steps and incur such expenses as in its opinion ave 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 coples of its “Authority for Expenditures” for anv sinele project
costing in excess of Fifteen thousand-------oc-eceoaeaoao ==-=-"vllars (51 5,000.00 3.

E. Ropyalties. Overriding Royalties and Other Payments:

Each partv shall pay or deliver. or cause to be paid or delivered. all rovallics to the extent of
thre=-sixteenths (3/ 16) duc on its share of production and shall hold the other parties {ree
from any liability therefor. If the interest of any party in uany oil und zas lease covered by this agree-
ment is subject to any royaity. overriding rovalty, production pavment. or olher charre aver and soove
the aforesaid royalty. such party shall assume and alone bear all such ubligations arnd shall account
for or causc to be accounted for, such interest to the owners thereot.

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 rcceive settlements on.a higher price basis, the party contribuling such lease shall bear the
royalty burden insofar as such higher price is concerned.

F. Rentals, Shut-in Well Payments aud Minimum Royalties:

Rentals, shut-in well payments and minimum rovalties which may be required under the terms of
any lease shall be paid by the party or parties who subjected such lease to this asrcement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease 1o this
agreement. such parties may designate one of such partics to make said pavments for and on behalf of all
such puartics. Any party may request. and shall be entitled to recerve. proper evidence of all such pay-
ments. In the event of failure to muke proper payment ol any rental, shut-m well pavment or minimum
royalty throuch mstake or oversisht where such payment is rvequued to continue the lease in force.

any loss which resulls trom such non-pavment shall be borne i aecordance wath the

provisions ot Article
fv.p.2

Oprrator =hatl noury Non-Opuerator of the

line i or return (o prodaction ot a producing cas well, at leist tive (5) davs (excludins Saturday Sun-
duy aned holidavsy, or at the earliest opputtunity pe V -

anticipated completion of a shut-m cas well, oe the shiut-

, rroatted by circumstancees, prior to takung such action,
bul ussumes no Liabtlity for failure to do s In the event of finlure by Operator o so notily Non-

I T AN §4 - Pres 1 ey . . ALy 4o . - - N i
Uperatar, the ioss of anv lease contribnted hereto by Non-Operator tar taure to make timely pavments
H < ol \ o) v B
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1 of any shut-in well pavment shall be borne jointiy by the parties hereto under the provisions af Avtcle
2 IV.B.i.

3

1+ G. Taxoes:

3

6 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
7 wvalorem taxation uall property subject to this agreement which by law should be rendered for such
8 taxes. and it shall pay all such taxes assessed therenn befere they become delinquent. Prior to the ren-
g9 dit:on date. each Non-Operator shall furnish Operator information as to burdens (to include, but not be

10 limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
11 tributed by such Non-Operator. If the assessed valuation of any leaschold estate i1s reduced by reason of its
12 being subject to outstanding excess royaltics, overriding royalties or production payments, the reduction in
13 ad valorem taxes resulting therefrom shall'inure to the benefit of the owner qr owners of such leasehold
14 estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such
15  reduction. Operator shall bill other parties for their proportionate share of all tax payrnents in the man-

16 ner provided in Exhibit "C". goq ppticie XV.D. for additional provisions

18 If Operator considers any tax assessment improper. Operator may. at its diserction. protest withia
19 the time and manner prescribed by law. and prosecute the protest to a final determination. unless all
20  parties agree to abandon the protest prior to final determination. During the pendency of adminisirative
21  or judicial proceedings. Operator may elect to pay. under protest, all such taxes and any interest and
22  penalty. When any such protested assessment shall have been finally determined. Operator shall pay
23  the tax for the joint account. together with any interest and penalty accrued. and the total cost shall then
24 be assessed against the parties, and be paid by them, as provided in Exhibit ~C™. -
25

26 Each party shall pay or cause to be paid all production. severance. gathering and other taxes im-

27 posed upon or with respect to the production or handling of such party's share of oil and or gas pro-
28 duced under the terms of this agreement.

ity - S s— T T L T T I T T S T T T TR T T T S TR T T
30 H. Imsurance: — Tl
31 .
32 At all times while opcrations are conducted hereunder, Operator shall comply with the Warkmen's

33 Compensation Law of the State where the operations are being conducted: provided. however, that Op-
34 erator may be a self-insurer for liability under said compensation laws in which event the only charge
35 that shall be made to the joint account shall be an amount equivalent to the premium which would have
36 beer paid had such insuran_cc been obtained. Operator shall also carry or provide insurance for th
37  benelit of the joint account of the parties as outlined in Exhibit D", attached to and mmade a part hereo
38 Operator shall require all contractors engaged in work on or for the Contract Arca to comply with the
39 Woramen's Compensation Law of the State where the operations are being conducted and te mainiain
40 such other insurance as Operator may require.

41

42 In the event Automobile Public Liability Insurance is specified in said Exhibit D™, or subsequentiy
43 -reccives the approval of the parties. no direct charue shall be made by Operator for premiums paid for
44  such insurance for Operator’s fully owned automotive equipment.

e
i.

45 _ ' -

46 ARTICLT. Vill. !

47 ACQUISITION, MAINTENANCE OR TRANSTFER OF INTEREST

48

49 A. Surrender of Leases: )

S0 . :

S1 The leases covered by this agreement, insofar as thcy embrace acreaze in the Contract Arca. shall
52 not be surrendered in whole or in part unless all parties consent thercto.

53

54 However, should any party desire to surrender its interest in any lease or in any portion thercof, and

53 other parties da not agree or consent thereto. the party desiring to surrender shall assign, without express
56 or implied warranty of title, all of its interest in such lease, or poruon thervof. and any well, material and

57 cquipment which may be located thercon and any rights in production therealter secured, to the partics
58 not desiring to surrender it If the interest of the assigning party includes an oil and zas interest, the as-
59 signing pacty shall execute and deliver to the party or parties not desirinz to surrender an oil and

2as

60 lease covering such ol und 2as interest for & term of one yeur and so lons thervafter as oil and or gas
o

61 is produced from the lund covered thereby. such lease to be on the form attached hereta as Exhibit ~B"

62 Upon such assignment, the assiening party shall be relicved from all ablizations thereatter aceruing
63 but not theretotore gcerued, with respeet to the acreage assiened

and the operation of any well theveon,
64 and the assigning party shatl have no further interest in the lease assigned and its

1 cquipment and pro-
65 duction uther than the royaltics retained in any f2axe made under the terms of this Article. The parties
G.ﬁ assignue shall puy to the party assignor the reasonable salvase value of the latter's intevest in any wells
b'T and cquipment on the assigned acrease. The value of all matcrial shatl be determined in accordance
(TB 'x\jlh the provisions of Exhibit ~C”, less the estimated cost of salvaving and the estinuited cost af pluw-
.‘jz amg und abundoming, If the assisnment is i favor of move than one party, the assiened mterest shall
]
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LA TORM ain - NMOL

- e 1S —

>

-1

©w o«

10

25
26
27
28

be siared by

parties assiat

we,

N

N

the: parries assience in the

M

L FORM OPERATING AGREEMENT - 1977

/

propoctions that the interest of cach bears to the interest of all

Any assiznment or surrender made under this provision shall not veduce or chanae the assignors or

surrcndering parties” i

Le subject to the terms and provisions of this agreement.

B. Renewaler Ex

(tension of Leases

aterest, s it was immediately betore the assiznment, in the balunce of the Contract

Area: and the acreage assiened ov surrendered. uand subsegquent operations thercon, shall not thereatter

" If any party secures a renewal of any oil and zas lease subject to this Agreement, all other parties
shall be notified promntly, and shall have the right for a period of thirty (30) days following receipt

of such notice in which to elect to par

ticipate in the ownership of the rencwal lease. insofar

as such
lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area.
which shall be in proportion to the interests held at that time by the parties in the Contract Area.

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

nent.

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

The provisions of this Article shall apply to renewal leases whether they ave for the entire interest
covered by the e*cpxrmf' lease or cover only a poxtzon of its area or an interest therein. Any rencwal lease

29
30
3l
32

34
35
36
37
38
39
40
41
42
43

47
48
49
50
51
52
S3

66

L7
(111
69

taken before the expiration of its pxedecesso' lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a venewval
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manncer

See Article XV.E for additional provisions.

leases.

C. Acrcage or Cash Contributions:

to cxtensitons of oil and

zas

While this agreement is in force. if any party contracts for a contribution of cash toward the drilling
of a well or any other aperation on the Contract Area. such cantribution shail Le paid to the party who
conducted the drillina or other operation and shail be uapplied by 1t agamst the cost of such drilling or
ion. If the contribution be in the form nf

other operat

acreaace,
made shall promptly tender an assiznment of the acreaze.
Parties in the proportions said Drilling Parties shaved the cost of drilling the well
are Drilling Purties and uccept such tender.
be voverned by the provisions of this agreement.

the party 1o whom the conlribution is
warrants ot ttle, to the Diiiling

without

If all parties heveto
such acreagce shall beeome a part of the Cuntract Area and
If less than all parties hereto ave Drilling Partices

and

accept such tender, such acreage shall not become a part of the Countract Area. Each party shall prompt-

Iy notify all other parties

any other operation on the Contract Area.

of al! acreage or money contributions it may obtain in sugport of any well or

If uny party contracts for anyv consideration relating to disposition of such party’s share of substances

produced he

reunder.

Article VIII.C.

such consideration shall not be deemed a contribution as contumplated

D. Subscquently Created Interest:

Notwithstunding the provisions of Article VILE. and VIILG..
to excecution of this asrcement, create an oaverviding royalty,
est, which such interests are heremnatter referred to as

if any party hercto shall,

in

this

subsequent
production pavment, or net proceeds inter-
“subscguentdy ereated interest”, such subseguently

created interest snall be speetticatly made subject to all of the terms and provisions of this adreement. as

follows:

. [f non-consent uperations are conducted pursuant ta any pr

ol such subsequendy

Al liabity

resulting

created interest.

theretrom.

party

wisicn of thus agreement,

and the
party conducting such operations becomes entitled to recerve the production attributable 1o the interest

ottt of which the subsequently created mterest as denived, such

shall recetve same free and clear

The party ereatine same shall bear and pay all such subsce quently
erceated interests and shall indemnify and hold the other pasties hereto free and harmiess {rom any .md

-~ 11 -
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3 If the vwner of the interest from which the subsequentiy ereated interest s derived (1) fails o
pav. when due. its share of expenses chareeable hercunder, or (2) clects to abandon a well under pro-
visions of Article VLE. hereat, ov (3) cleets to surrender o lease under provisions of Article VLA
hereof. the subsequently cxu.ued interest shall be chareeable with the pro rata poruon of all expenses
heveunder in the same mauner as it such interest were a working interest. For purposes of collecting
such chargeable expenses. the party or parties who veccive assignments as a result of {2) or (3) above
shaltl have the right to enforee all provisions of Article VIIL.B. herrof agamst such subscquently created
interest.

E. Maintenance of Uniform Interest:

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

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

[

an equal undivided interest in all leases and equipment and production in the Contract Areza.
Every such sale. encumbrance, transfer ov other disposition made by any party shall be made ex-
pres;lv subject to this agreement. and shall be made without prejudice to the right of the other garties.

If, at any time the interest of any party is divided among and owned by four or more ¢o-0wWnrers.
Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receivc notices, approve expenditures, receive billings for and approve and pay such garty's
share of the joint expenses., and to deal generally with, and with power to bind. the co-owners of such
_party’s interests within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the nwht to enter into and execute all contracts or asreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have th
right to receive, separately. payment of the sale procceds hervcof.

F. Waiver of Right to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located.

eacnh
party hereto owning an undivided intercst in the Contract Arca waives any and all rights it muay have
to partition and have set aside to it in severalty its undivided interest therein.
Pt s sy IR .
St vl et S s iiat S TR AT Y VN TE S S S SR e . SPPFVOVEREE LR RS ) Ctes

interestsrswche Contract Area, it shall promptiy give wreitten notice to the other partios, with o
mation concermino~y _nroposed sale. which shall include the name and aildress ot
chaserr (who must be reaal™

b mtTipective pu

dline and able te purchase). the purchase
the offer. The other parties shall Gresliave an optional prior righs
receipt of the notice. to purchuase on the samc
proposes to sell: and. if this optional right is vurchasing partes shall share the pur-
chased interest in the proportions that <  the total intevest of all purchasing
parties. However, the;eﬂux Go preferential vight to purchase in those T~ wheve any party wishes
to mortzage its interests. or to dispose of its interests by merzer. reorganization, Aidation, or sale
of al/ox/mm: all of its assets to a subsidiary or parent comp.m\ or (o a subudxan oy,

R N .. N N e iy N . . et
C“< - SO JUCR u‘r f-x_;;A_u u:x . FUCCCIPECTOC IR TR S eE e e PRea T

N L all other terms ol

o woperod of ten {(10) davs afte
woaitons the anterest which the other pariy

Co

DJarent

ARTICLE IX.
INTERNAL REVENUL CODLE ELECTION

This agreement is not intended to create, and shall not be construed to create. a velationship of part-
acrship or an association for profit between or among the parties hereto.  Notwithstanding anv pro-
visions herein that the rights and liabilities hercunder are several and not joint or collective. or that this
azsreement and operations hereunder shall not constitute a parinersiup. i

. tor Federal income tax pur-
poscs, thix ugreement and the opcrations hercunder

are revarded as g partnership. cach party hereby
alfected elects o be excluded tram the application atf all ot the provisions of Subchapter K, Chupter
1, Subtitie A7, of the Internal Revenue Code ol 1934,

as pernutted and authorized by Scection 761 of
the Code and the resulutions promuleated thercunder.

Operator is authorized and diveeted to execute on
hehult of cach party hereby atfected such evidence of this election as may be required by the Seerctary
of the Treusury of the United States or the Federal Tnternal Beyve nue
not by way ol Lmutation. uall of the returns,
tions 1.761.

Service, inclhuding specificallyv, but
statenmients, and the data requured by Federal Res aula-
Siwuld there be any regquarement thar cach DAty hiereby atfeeted zive further evidence ‘of

this clection, euch such party shall exccnte such documents aridd turnish such other eviadencee as mav be

reaurred by the Federal [oternal Revenue Scrvice o oy may bLe necessary to evidence this election. No

- 12 .
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such party shall cive any notices or take any other action inconsistent with the election made rerebyv.
[f any present or tuture income tax laws of the state or states in which the Contract Arca is located or
anyv future income tax laws of the United States contain provisions similar to thexe in Subehapter K™
Chapter L. Subtitle “A™. of the Internal Revenue Code of 19534, under which an clection similur to that
provided by Section 761 ot the Cade is permitted. cach party hereby affected shall make such clection as
may be permitted or required by such laws. In making the foregoing clection, cach such purty states that
the income derived by such party from Operations hercunder can be adeguately determined without the
computation of partuership taxable income.

ARTICLE X.
CLAIDMS AND LAWSUITS

Operator may settle any single damaze claim or suit arising from 0pL‘x'1t10n> hereunder if the ex-
penditure does not exceed __Four thousand-—e---- ~mmeemmc—memmccm el e — ————— Doilars
($__4.000.00 } and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds the above amount., the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority is delegated to Opuerator. All costs and ex-
pense of handling. settling. or otherwise discharging such claim ov suit shall be at the joint exgense
of the parties. If a claim is made against any party or if any party is sued on account of any rmatter
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
be :reated as any other claim or suit involving operations hereunder.

. and the claim or suit shail

ARTICLE XI. )
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force ‘majeure to carry 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 concerning 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 mujeure. 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 shail not
require the settlement of strikes. lockouts, or other labor difficulty by the party involved. contrary to ils

wishes: how all such difficulties shall be handled shall be entively within the diseretion of the pavey
concerned.

~..The term “force majeure”. as here employed. shall mean an act of God. strike, tockout, or other
industrial disturbance. act of the public cnemy. war, blockade. public riot. lightnina, five, storm. flood.
explosion. governmental action. governmental delay. restraint or inaction, unavailability of equigment.
and any other cause. whether of the kind specifically enumerated ubove ar otherwise. which is not
reasonably within the control of the party cluiming suspension.
ARTICLE XIL
NOTICES !

All notices autherized or required between the parties. and rvequired by any of the provisions of
this agreement. unless otherwise specifically provided. shall be given in writing by United States mail
or Western Union telezram. postage ar charges prepaid. or by teletype. and addressed to the pariyv to
whorn the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
provision hercof shall be deemed given only when received by the party to whom such notice is directed.
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telearaph Company. with postaze or charges prezaid.,
or when sent by teletype. Each party shall have the right to change its address at any time, and {rom
time to time. by giving written notice hereof to all other partics.

ARTICLID X111
TERM OF MGRIEEMENT

This agrcement shall remuan i el foree and croeet as ta the oil and zas leases and o ol and 2os in-
terests subjected hereto tor the period ot time selected bhelow: provided, however. no party hereto shall
ever be construced as having any cighl e or mterest i o 1o any lease, or oil and Sa8 uIerest
tributed by any other ety bevond the term o thes agreemient, '

con-

{7 Qpuion Na_1: Sa long as any ot the ol and <Gs hises subneet to this acreement remain or are con-
tinued  goree as Lo any part ot the Contract Arcu, swheghe by production, extension, renewal ur other-
wise, und or =0 long as ol and/or was praduction canr, nes reom oy

-

clease or oil and sas intevest,

-1 -
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X Ounuon No 2 In the event the well deserthed in Article VAL or any subsequent well dritled

under any provision of this agreement. results in production of oil and or zas in pavinyg guantities. this
agreement shall continue i force so lonw as anv such well or wells praduce. or are capable of produc-
tion. and ltor an additional period of 120 davs from cessation of all production: provided. however.
if. prior to the expiration of such additional period. one or more of the parties hercto are enuazed in
drilbag or reworking a well or wells hercunder, this agreement shall continue in force until suchh op-
erations have been completed and it production vesults theretrom. this agreement shall continue in
forcce as provided hercin. In the event the well deseribed in Article VLA or any subsequent well
drilled hercunder. results in a dry hole. and no other well is producing. ov capuble of producing oil
10 and or gas from the Contract Area. this agreement shall terminate unless drilling or reworkine opera-
11 tions are commenced within days from the date of abandonment of said well.

-1 N Wt S e

w e

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

16 ARTICLF XIV.

17 - COMPLIANCE WITII ‘LAWS AND REGULATIONS R

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

25

26 B. Governing Law:

27

28 The essential validity of this agreement and all matters pertaining thereto. including, but not lim-__~

29 Tited to. matters of pertormance, non-performance. breach. remedics. procedures, rights. dutics 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 Area is in two or more states. the law of the state where niose
32 of the land in the Contract Area is located shall govern. ’

34 ARTICLE XV,

35 OTIIER PROVISIONS

A. Sale of Gas Production:

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

50 B. Billing Additional Interests:

52 Notwithstanding the provisions of this agreement and of the accounting procsdure

53 attached as Exhibit "C", the Parties to this agreement specifically agree that ip

5¢ no event during the term of this contract shall Operator be required to make mors

55 than one billing for the entire interest credited to each Party on Exhibit “A". It

s¢ is further agreed that if any Party to this agreement (hereinafter referred to as

57 "Selling Party') disposes of part of the interest credited to it on Exhibit “A', tha

s Selling Party shall be solely responsible for billing its assignee or assigness.

s and shall remain primarily liable to the other parties for the interest or intarests

go assigned and shall make prompt payment to Operator for the entire amount of state-

g1 ments and billing rendered to it. It is further understood and agreed that if Selling

g» Party disposes of all its interest as set out on Exhibit "A", whether to one or )

g3 several assignees, Operator shall continue to issue statements and billings to tha

¢+ Selling Party for the interest conveyed until such time as Selling Party has

45 designated and qualified one assignee to receive the billing for the entire

g~ interest. In order to qualify one assignee to recejve the billing for the entire
interest credited to Selling Party on Exhibit "A™, Selling Party shall furnish

., to Qrerator the following:



- r

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

2. The name of the assignee to be billed and a written stat=-
ment signed by the assignee to be billed in which it consents to
receive statements and billings for the entire interest creditzd 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 hydrocarhbons produced from
the Contract Area declines to make disbursements of all rovalties,
overriding royalties, working interests, and other payments out of, or
with respect to, production revenues which are payable on the Contract
Area, Operator wmay, at its option, from time to time, make dishurse-
ments on behalf of any Non-Operator who requests in writing that

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

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

2. An initial list of names, addresses, and interest (to a seven
place cecimal), 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 —--Operator will use its bhest efforts to make dushursements

correctly, but will he liable for incorrect disbursement only in the
event ¢f gross negligence or willful misconduct. Any Non-QOperator for
whom such disbursements are made herz2by 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., Addition:

If the Operator is requirad hereunder to pay ad valorem taxes
based in whole or in part uvon separate valuations of each party's
. working interest, then notwithstanding anything to the contrary
" herein, charges to the joint account shall be made and paid by the
parties hereto in accordance with the percentage of tax value
generaged by each party's working interest.
i
E. Article VIII.B., Addition:

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

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

renewal or extension leasc will then be subject to the terms of this
article as written above. TIf any wor%ing interest owner other than
the original lease owner renevws or extands the lease, the renewing or
extending party shall furnish the original lease owner an itemized
statement of the complete renewal or extension costs and expanses of
such lease. The original lesasc owner shall have sixiy (50) days aftar
the receipt of such ite2mized statement tn reimburse the renewing or
extending party in full. Failure of the original lease owner to do so
shall result in the forfeiture of its option hereunder. The provi-

sions hereof shall only apply to leases or portions of leases located
Tt A A AT ErETEAScAt O ArYroae S
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F. As between the interest of TXO and FTINA, this Agreaenment 3hall =2
subject and subordinate to that Certain 2il & Gas Leasc Acquisition
and Develooment Agreement dated Octoner 22, 1982, between TXO
PRODUCTION CORP. and APCOT-FINADEL JOINT VEUTURE. In the event of a
conflict between this agreement and the 0il & Gas Lease Acquisition
and Development Agreement, the terms of the 0il and Gas Lease
Acquisition and Development Agreement shall prevail. Upon termination
of the 0il & Gas Lease Acquisition and Development aAgreement, 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
Developgment Agreement.
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1 ARTICLE XVL
2 MISCELLANEOUS
3
4 This anrcement shall be binding upon and shall inure to the benefit of the parties hereto and to their
3 respective  heirs, devisces. legal vepresentatives, successors and assigns.
6
n This instrument may be excceuted in any number of counterparts. cach of which shall be considered
8 an original fov all purposes.
9
10 IN WITNESS WHEREOF. this aprecment shall be effective as of _26th  day of November .
11 19_84 .
12
13 "OPERATOR .
14 '
15 TXO PRODUCTION CORP.
16
17 - o
ig By: w/'
. i i i ident
o0 (.Lc}pn D. Hupple#, OSenior Vice Pres d¢
21
22
23
24 NON-OPERATORS
25 ' .
26 ATTEST READ & STEVENS, INC.
27
28 e ————
By | T e -1 S R -
30 . .
31 ) _ Title:
32
33 .
34 -
a5 ATTEST ALTO OTL AND GAS, INC.
36

37 _
38 57-/)1_('4 7 M By: ﬂ#ﬁ—w\_/
o Title: punclecf

41
42
43
14
45 Ruben H. Johnson Adolph A. Kremel
16
37
48
49 .
50 Alton C. White, Jr. Ronald J. Byers
51 :

52

53

54

33

56
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- ARTICLE XVI
MISCELLANEOUS

This apreement shall be binding upon and shall jnure to the benefit of the parties hereto and to their

respuctive heirs,  devisces,

legal representatives, sticcessors and assigns,

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

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

1984 .

"OPERATOR .
TXO PRODUCTION CORP.

ATTEST

By: M\_\,\/Q/QA/\ (@ﬂ

\Q;En D. HuppTerg'Gen1or Vice President

NON-OPERATORS

READ & STEVENS, INC.

ATTEST

e i e s By: [V

Title:

ALTQ QI AND GAS, TNC.

. By:

Title:

Ruben H. Johnscn

Adoiph A. Kremel

ATton C. White, dJr.

L é« (L4:f— (S:?

Ronald J. Byers

Robert E. Boling
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XVL

MISCELLANEOUS

This aereement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respoective  heirs,  devisces.

legal

representatives. successors and assigns.

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

IN WITNESS WHEREOF. this agrecment shall be effective as 0f__2§th day of November .

1984 .

*OPERATOR

ATTEST

TXO PRODUCTION CORP.

By: ’aéﬁ’
{Qﬁs 0. Huppler( Benior Vice President

NON-OPERATORS

ATTEST

’//.) ) ,_,(l: /,

o "~
A P

Ruber H.”Johnson

—

&szg’/w

Alton C. White,

te

Jr.

READ & STEVENS, INC.

C—_— By: ———— - ——— e e e __.._;_v -

Title:

ALTQ 0Tl AND GAS, INC

By:
Title:

Adoipn A. Kremel

ﬁz@é Q @zm

Ronald J. Byers
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! ARTICLE XVI.

2 MISCELLANEOUS

3

4 This agrcement shall be binding upon and shall inure to the benefit of the parties hereto and to their
5 respective heirs, devisces, legal representatives, successors and assigns.

6

n Thix instrument may be exceuted in any number of couaterparts, cach of which shall be considered
8§ an original ror all purposes.

9

10 IN WITNESS WHEREOF. this agreement shall be effective as of _26th _ day of ___November .
11 19 84 .

12

13 “OPERATOR

14 . .

15 TX0 PRODUCTION CORP.

16 -

19- | By:)kVL»J§:>&4qu,Y3,QJ/\/” a%@

QQSF D. Hupple] (Senior Vice President

24 . NON-OPERATORS

o ATTIST -~ READ & STEVENS, IL.

o4 oL e 7 e

- e R . »/ ™ 5
28 \- o, Ll / C/ [~
o \ LTI L7 by ¢ ‘%
30 Joel M. Wigley, Secretary” / Noxrman L. Stévens, Jr.

31 Title: vice-pPresident

;; ATTZST ALTO 01l AND GAS. INC

a8 By:

Title:

35 Ruben H. Johnson Adoiph A. Kremel

50 ATton C. White, dJr. Ronald J. Byers
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CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared JOHN D. HUPPLER, Known to me to be
the person and officer whose name is subscribed to the foregoing instrument
and acknowledged to me that the same was the act of the said TX0 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

NN

COUNTY OF

EEFORE 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 cepacity therein stated.

CGIVEN UNDER MY HAND AND SEAL OF OFFICE, this day of
1984. “*

b

My Comrmission Expires: Notary Public in and for

County, Texas

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS §
: §
COUNTY OF YMudland_ §

BEFORE ME, the undersigned, a Notary Public in and for said County and
State, on this day personally appeared ], s 7 , 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 UNDER MY HAND AND SEAL OF OFFICE, this 27#rday of Tvemicn.
1984, :

 dAonas) Qo homan

My Commission Expires: Notary Public 1n ana for

q.//-28 ‘ mMllanel County, Texas




INDIVIDUAL 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 Ronald J. Byers, known to me to be
the person whose name is subscribed to the foregoing instrument and
acknqwledged 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

b}

1984.

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

INDIVIDUAL ACKNOWLEDGMENT

e —1HE STATE OF FEXAS S
COUNTY OF  &pDY &

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 42 Q,.W/A,z,/&,

1984, ) .
D i Do
%’ﬁéc’/cgu Cont v —"

My Commission Expires: Notary Public in and 70r
AR County, Texas




INDIVIDUAL ACKNOWLEDGMENT

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 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.

é'»»_'iG‘IVEN, UNDER MY HAND AND SEAL OF OFFICE, this 5th day ofDecember |
R P = —
i o ({ginczc}{klz.:1£521L9cjzzﬂ,)

: R

X a Mag Hoelscher

T -: L

A.J_-Z;T;‘My Commiésidn';Expires: Notary Public in and for
- October 31, 1'9§8 Travis County, Texas
In ~ j“ .
S nan RENA MAE HOELSCHER
uarmmuc.smmcﬂa:,g
INDIVIDUAL ACKNOWLEDGMENT ~ COMMISSION EXPIRES 10/31
THE STATE OF TEXAS §
§
COUNTY OF TRAVIS §

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

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

the person whose name 1is 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
d9ga. . -

AR B e Hitch

.-
-

S S Rema Mae Hoelscher
. =% My Commissior-Expires: Notary Public in and for
" “.:*,_October 31; 1988 Travis County, Texas
RN RENA MAE HOELSCHER
. 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 personal}y appeargd Alton C. White, Jr., 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, ., _ T
'__.’J, Lﬁga%%&&ﬂ(ﬁ)
K | R Mag. Hoelscher
2 . My Commission Expires: Notary Public in and for
3, October 31, 1988 Travis County, Texas
, RENA MAE HOELSCHER
i NOTARY PUBLIC, STATE OF TEXAS

COMMISSION EXPIRES 10/31/88
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INDIVIDUAL ACKNQWLEDGMENT

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 Decembey
1984.

o (_iana.()‘ e Floelschhan)

na Mae oelscher

;'~My Commissiob Expires: Notary Public in and for
October 31, 1988 Travis County, Texas
; RENA MAE HOELSCHER

NOTARY PUBLIC, STATE OF TEXAS
COMMISSION EXPIRES 10/31/88
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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 TX0 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 New Mexico
COUNTY OF ", cn

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

State, on this day personally appearecNomman L. Stevens,Jx.known to me to be
the person and officer whose name is subscribed to the foregoing instrument

oo

“~" 77 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 5 day of fyim fir,

j«iyu&i/b{ ﬁg j;ZG7L—

My Commission Expires: Notary Public in and for
P 7 f

") ',” - /S’c f _,/’4..,‘.':< COUHt_y, Texas - N

.j\llf'\u /’Yl N ( -

1984.

CORPORATION ACKNOWLEDGMENT

THE STATE OF TEXAS §
§
COUNTY OF §

EEFORE 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 T

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 TXO 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

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

PARTIES TO THIS AGREEMENT, THEIR ADDRESSES AND INTERESTS

Before Payout After Payout
TXO Production Corp. .5000000 .50000060
900 Wilco Building
Midland, Texas 79701
Attention: Frank Kieffer
Read & Stevens, Inc. .3925781 .3669433
P. 0. Box 1518
Roswe®l, New Mexico 88201
Robert E. Boling ' -0- .0256348
305 South Fifth Street
Artesia, New Mexico 88210
Alto 0il and Gas, Inc. — ——.0761719 —— - ---,0761719 ————--
401 W. Wadley
Midlarnd, Texas 79703
Attention: Ted Hannon
Ruben H. Johnson .0078125 .0078125
Adolph A. Kremel .0078125 .0078125
Alton C. White, Jr. i .0078125 .0078125
Ronald J. Byers .0078125 .0078125

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

.000030 I.00CC000
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) EXHIBIT "B"
producers 88==TXO Form 111 - Revised 479

.+ Pooung Clause . OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made and enrered into this ay of .19 . berween

heternafrer cailed “lessor”™ (whether one of more), whose pose otfice address

and

hereinafter called “lessee”, whose post office add is

1. Lessor, in consideration of Dollaes (3 )
in hand paud, recerpt ot which is heredy acknow ieded, ot the rovaities nerewn provided and of the agree ments Ot the feisee Refein coNtained, hereby RTants, ieases and iets. exciusivery unto essee
for the purpose of iInvestigaung, exploring, prospecung, dniling, mining and operating tor and producing oul, gas and ali other minerals. injecting gas, waters, ocher tiuds, 21f 3nd o(ner g1seous
substances 1o subsurtace serata, laying pipe lines, storang orl, bulding «anks, POWET stations. electric transmission tines, teiephone lines, and ouner structures and thungs thereon 1o procuce.
save, take cace Of, treat, process, store and transport said Minerats and othet products manutactured the retrom, and housing and otherwise caring for 1ts empioyees, the following descrioed and

in

County, Texas, to-wit:

Norwithstaadiag any p:rf_lculard:xriprion. itis nevercheless the inteation of lessor ta include within chis lease. and iessor does hereby lease. notonly the land sodescribed but alsosnvandald
other land owned or ciaimed by lessor ia the herein named survey or surveys, or tn adjoINiAg surveys, and 1dio10Ing 1Ne Nerein descrived land up to the boundaries oi tae aoutiing .ancowee s,

the leased lands being hereinafter referred to as “said land™. For the purpose of calculaning the rental payments hereinatter provided for. said land is estimated o comprise

cres, whecther it actually comprises more or less. . . .
e as long as this JOA is in effect

2. Subject 10 the uther provisions herein contained. this lease shall remain in force for a term edfrweadimerss trom this dace (called "primacy teem ™). and as long theseafter asoil. gas ot othes
mincrai 18 produced trom said physical land or tand with which said land or any part thercof 1s pooled, or this lease 1s maintained by virrue of some other provision heteot.

3. The rovaities to be paid by lessee ace: (3) onoil. and on other liquid hydcocachons saved at the well, one-eighth of that prodiced and saved from said fand. same 1o be delivered at the wellsce
to the credit of lessor in the prpe hine (0 which the wells may be connected with lessor’s incerest in £1ther case bearing 1ty proporuon of 3ny expenses for teeaning oul to Make ¢ markeradie a3
¢rude and lessee having the oprion, at any time OFf £roM time (O tMe. tO purthase lessor s oi at the welil, paying theretor the lawrul marker price on the date of purchase for o ot Lixe zrace 3z
graviry prevaihing for the field nearest where such orlis produced; (b) on gas. snciuding casinghead gas and ail gaseous subseances. produced from said land 3nd soid, one-eignrn of the ameunt
tealized from such saie: (6 on gas,inctuding casinznead gasand ail gaseous substances. produced irom said 1and and used o1f 531d 1and by lessee and NOL beneticting tessor. the market vitue attae
mouth of the well 0 one-eightn af the gas s0 usea otf said land. td) on all other muinerais mined and matketed. ane-cightn, eitner in kind oc value at the weil 0f mine, 3t iesses s e1eCi1On, €XCE Dt
that on sulphur the royaley snail be One Doliar (31.00) per long ton: and (e} 1f 3t any tume whiie thete 13 2 Qas well or wetls on the said land or land pocled therewsth (for the pursoses of tacs
clause (e) the term pas weli” shail include welis capable of producing natural gas. condensate, disuilate or anv gaseous subsrance ana wetls classiiied a3 gas weils by any governmentas autoricy)

: and such weil or wells are shut-in, this lease shall continue 1n toece for a peniod of eicher: (1) nunery (90) davs from the date such weil or weils are saut-in; (2} ninecy (90) davs from toe

effective date for mnclusion of said land or 2 poruon thereof withen a3 unt on which 15 located 2 shut-:a g3 well: {1) the date this icase ceases 10 be mawntained by the pavment Of 3nnual Caiav
rencals; ot (3) ninery (90) days irom the dare this ease ceases 10 be otherwise maintained as pravided herein, whichever 1s tne later date, and before the expiranion of anv sucn pertad lesses ce
any assignee hereunder may pay o tencer an advance annusl royaity equai to the amount ot delay tentais provided for un this iease for the acreage then neld under this lease by the parey maxinz
such payment or tender. 3nd 1f such payment or tender is made, chis lease shall continue in force and it snail be considered that gasisbeing produced rom sawd fana in paving Quaniities w1z
the mearung ot Paragrapn 2 heseof tor one (1) year irom the date of such payment, 20d 1n like Manner subsequent 2¢vance annual 1OVaITy PayMents May be made OF 12NAETed 3na this lease 321
continue in torce and it wiil be considered that 2as 15 being produced from said land 10 paving quantities wichinine meamng of said Pacagrapn 2 duning any annwal period for » nica scen tovainy
is 30 paid or tendered: such advance annual rovaity may be p21q of tendered in the same Manaes and O the s3ME e POSHOTY 3s provided heretn foc the prymene or tender ot detay fentars; rovaicy
accruing 1o the owners tnereof on any production from sad land during any anaual penod for which advance anaual rovairy 1s paid may oe credited againse such advance payment.

4. If operacions for driiling or mining are not commenced on sard land or on land pooled therewth on or before one (1) year from this dace. this lease shall cerminate as coborh parcies, uniess

on or before one (1) year from said dace lessee shall pay or tender to lessor 2 renual of

Dollars (3 .} which shail cover the privilege of deferring commencement of such aperations foe a period of twelve (12) months In hike manner and uonn Lke Favmene oc
tenders, annuaily, the commencement of sai1d operations may be furthes deterred f0f 3UCCEI3IvE PETIOAS OF thE 5AME NUMDET O MONALHS, £ach duting the PriMary (e1m. Fayment or tencez Ci

rencal may be made o lessor or to the Bank ,whichbank craav
successor thereof, shili continue to be the agent tor iessor and lessor s netrs, representanves, successors and Jsnans U such bani (or any successor ana s shall tasl, iqusdare, of be succeeces ov
anocher bank, or for any reason fail or refuse 1o accept rencal, lessee snall not be neld N defaule untsl churey 130) days after testor shatl dedtver to fessee 2 recordadie IRstrument Maxing Frovisizn
for anorner metnod of pavment ot tender. The pavment or tender of renrat mav be mace by cneck or araft of lessee, Maned or delivered to 331d bINK 0¢ le 3101 OF £1thEr 1€3500 31 MOFE (RN O0E. U
of betore the rental paying date, and the payment oc tender will be deermed made when he check or drate o so deliverad of matied. [ lessee shall, on of detore 1ny teneal of auvance annual
royalty payment date, make a bona fide arternpr to pay Or deposit a renral Or 2AvaNce annual royalty pIyment (0 a lessar OF foyaIry owner cntitied therefo under 1Nis lease 2CCOSINR to iessee 3
rexords ac the ume o such payment. and if such payment or deposit shall be erroneous 1nany rezard, iessee snail be abligateu 1o pay (0 suCn e33O OF FOYRICY OWRer tNe rental of 3dv 3 nce 3L
royaity payment properiy payable for the period invoived, but this lease shail be maintainad in che sarme Mannet 33t such er1o0NCVUS PIVMEN DL cepusit Nad been prooeriy made. proviced t=at
lesset shail correct suthn e11OMKVUS PayMENT Wit tnarey { 301} days tollowing receipt by lessee of w1itten NULKE HTOM SUCA le3SOT OF TUYIITY OWNET LI INE C1TOf ACCOMPINIES DY any gocurments
and other evidence recessary [0 enadie lessee (0 Mmake proper payment.

3. Lessee 13 hereby ziven the power and righe. as (0 2ll or any part of said land and as to any one or more of the formacions thereunder aod the minerals thereinar produced cherefrom atis
option and wichout 250 § juinder Or lurthee CoONSENT, (N 3Lany :Me. and iturm rime 1o f(ime. cither 0etore or alrer provuction, pooland uriaile the lessenold €state 3nd tNe 1e33UC 3 rOVaIry esiize
¢reared by thrs fease with tne nighits of thard parnies if aav.inallor any partof saud Lod and wirh any other Land, lands, (edses, Mineratamd tovainy 2Rt of anv of them adiscent, adwnting, ot
located within the immediate viciniry of said land. whether owned by lessee or same otner person, [ifM OF COrpuranon, s 35 o creare by sucn poohng JNd UMILIEATINR ONE VE MOfe CTIthing SF
producuion unirs, when to do s0 would. in the soie judement ot lessee, promote the conservatun ot oil, gas or other mineral Each such driiling or product100 unie, when himeed 1o any one of
more formations and 10 3oy one or more of the minerais theresn or produced chereirom. may from tme to me be eniacged and extenced by lessee 1o additionaily include anv amner tarmanonor
formations and anv otner minezal or Minesals tnereinor produced thetetrom. Also. any such unit mav be alicred of cnLRed by {es3et 21 any ime 30 luny 33 the Ol Acteage theresn does nat
exceed the maximum nereinatcer specified. Each such dritling or productian unic shall not exceed farcy (40) acres. plus an acteage tolerance nottoexceed ten percenrt 0™ 1 of forev 1400 acees,
when creared tor the purpose or driting tor or producing ol theretram and six hundred forry (G-10) acres, plus an acrage (olerance noC o exceed ten percent 1U) of s:x hundeed torey (040 )
acres, when created for the purpose of dntling tor or producing gas, condensate or any combrnanion of such mencrals theretrom: provided, however it the mazimumdnithag or production unit
fized or allowed by the reguiatory authonty, Federal or State, having jutisdxnon i the premises, 33 a bans for the development and vperaton vl 0t the prductivnttom the ticld in s hich s1d
fand 1s located . be more than said maxinum, then esch such urue crested hereunder may coatarm substantaily 10 size wih those 30 prescobed or permitied and 1n fofce n the teld 3t the sime
such unit is creaced. As 0 each such unir s created by lessee. there shall beailecaced (o the acreage covereu by this lease, 2nd included tn the pouled unit such portion of the production rrom sa:d
wnit as the number of acres out vf this lesse placed in any such unie, a5 such unit from e ta time may be constituted, dbeaes (o the wtdl numder ot acres iIncluded 1A suCh BN a0d [cssor azrees 1o
sccept and shall receive the royalues (advance or othee kind) elsewhere specitied 1n this lease. based upon the praduction 30 aliocated ta this tease or the proceeds theretrom. The
commencement, dritling. completion of, rewarxing ot or production iram a weil aa zay purtian of the unit crcated heteunder stall have the ume ellectuovathe termyat shas lease as i a nesl
were commenced. drilled, completed, reworked of producing on the Lind embraced by this lease Lessee muv place and use on each unit created hefrunder (OMMON Measunng and ceworsing
tanks tor production from such unit If lessce does ceeate any sucn unic o€ unucs under the rights hetein cranted. then lessee shallexecute in writing and sexord i the cuunty O counties tn whuch
each such unic or uaus crested hereunder may be tucsted 3n nstrument identtying and descriding each such unet of units so created The development ot 304 praducion From eacn such unic
shall be 1n accordance with the vaind orders, nutes aond regulinions ot the Lamtul authonty, either Federal of State, having junisdhicition sn the premises Any such uni (frated by lessee in
accotdance wn the terms hereut May oc reieased and dissolved by lessee by 2 refease iiled for record 1n the councy ne counties 1 wnich such unit is kcated 21 30y ame ateet the campictnat a
dry hole of the cessanion of producnion on such urut. The provisions ot this paragraphshailbe construed as 3 covenant ruaming with the land and shali inure (o the benctit ot and be b.hamg upon
the pacties hereeo, their heirs, representinives, successors and asugns.

6. 1f. prioe ta discovery of ail. gas or other muneeal on s1id Lad or land pooled therewith, lessee should drill and abandon 2 drv hale nr holes thereoa. o +f. after discovery of oul. gas or acher
mineral, che production theteot snnuld cease trom any cause, thus lease snall nor terminute 12 icssee (OMMences addianai dnihag, Mining Of teworking LRCEIGLAS withiN Pinery 150) dars
thereatter, or Gif itbe within the prIMary terMY COMMENCES OF EEIUMEs the Paymenr af tender ot rentals on or berore the cennl pIvINRdite NeRlensming attertNecapirann gl three ¢ 4) moneas
from d1ce of carnpletion and abandonmeat at saud drv hole ot noles o the cessanon of production 1, atchie exprratian ot the DOINICY Corm. ol R210C VIREE MIAETIL 13 AL being Produces Hom
said land or land puoied theeewith buc iessee 3 fhen enwaged 10 uperatons tor daliing, MinNg of reworking ut anv wetl ar Miae ineteun, thes lkease snall remain in toece s long 4y vwn
operanons or addicunal operationt are commenced and prosecuced twhether 0N 1he 313Me of successive wetls) with nacessanunof More than ninery CA (oML BTIve dava_ and. of they resuit in

toduction, $o long thereatter 33 oil, gas Or other maner3t 1t provuied Hom said Lind of tand puuied therewuth In the event a weil or weils producing Vil UF L3110 PITINE QUantIties 1R0u De
Elounhl 10 v adjacent 1and 3na withid cwa huadrea 1 J0U) feee nt and draiming 1aid (2nd. lessee a2 rees 10 drudl such attses setis 35 4 £€23010IF prudent operatar woukd dnil under the wume ue
simuiar circumstances. The judgmentc of the iessee. when not traudulenity esercised, 1n Carrying out the purpuses of this lease shall be conclusive.

7. Lessee shatt have free use of onl. gas and w acee from saud land except warer from iessoe’ s wells and canks, for sl operations hereundet including 1Epressuning, pressure maincenance, cycling
30d secondary recovery Aperations, and the oy sV shail e compuie stter deducting 20y su used ANy stru tures and aCiinties praced on 3 aud 1and by le356€ 10£ OPETIGONS Rereunder 10 2y w et
of wells 0n sasd Lind dritled or used 1or the 1NjECHon Of 321t WALCF OF Other tiusds Mav 2140 B usavd tor lesver soperatioas on other Lands inihe same area Lesseeshallhase the cixnt ar sy ume
during Of atter the expiration o this lease to 7emave 3 properry 3nd hisrures placed by kessee un sud and. including the aht to draw ams temove silcanng When requitad by lessor. lessee il
bury ail pipe lines beiow orainary piow depth, and no weil stall be disied wienia two hucdeed {200 teet ot any residence of Barn now on sard land wIThuut lessof 3 Cunsene

. B The tignes of eicher parey hereundee may be asmmgned in whole of in part 3nd the provisions hereod shait extend to the heirs. representatives, succe3sors and assigns, but nochange ur
division 0 ownersnip ot the land. rentais oF 1oyaities, however ““o"““'“"“- shatl apeeate 10 enlarge the 0bhiwstions or dimenih the rants of lesiee No such CPANKE Ul Jivinin 10 (he
ownersnip ut ihe land, "eacals oc rayalties snalt be bimting upun lessce 10 An¥ PUIPOSE UNLE SUCA PEOON 2CquItING any interest hat lurmsned le33ee SN (RE 1NAfUMmENT LE nstFuMEnts or
€ertitied cuDies thereut, LaNSHNLLNR (NE CNJaN OF Litie from the vORINII lessoe In the event ol an asinMent at (hiy
$hall be 3ppurtioned as berseen the several leasenold owners (Atadly 2LOEHNL (0 (NE SUrlice 3rea ol eaun. ang detauitan rencal pavinene Dy BNE 3N At JHTELEINE IRV LL GERETr 162w hitid
ownery hescunder An assinment of this iease. sn VN0l OF 40 Pats. SNIU. IS TAC CIIENT OF 3N 12RNMENE FE1LE ve 20 Jischarue 10530¢ wl 40y VOHRALIVNS AECEUNUET. 30, ot lesiee f 25312 nee ot
5:" Of Darts frereut shash ta1l uf Make detauic in the payment ul;?e P‘UPU"N""'IW" GHIRE TENTA Jue IIOM suih e vsee oF 25%eanee ul 1411 LU COMPIY BN ANTY UERET PIUvILUA LI TS e, 1A N

taul . and upon N [y 4 J .
w on:l‘(,:“:o' J1eCEIRI wase aNSOTAF 43 3 COVErS 3 PAILOE u‘l s ’mPl:e ; “(‘:! l; ;tr.fu'uw vdnec theceot shad maae Pavinentul sl (eniss Shoukl MUIC LRI 1L Patises BECUME Entaed
3 Nefeunyer, 1essee May (CQUire 1NC dFpraALMCH LN Q1ve payment tur ail and Miy withhuid payment untl SR 3ppUINIMEnt hay been made

1330 a3 (1) 2 SERQIELAIEOS PUINGA UF Wid (and. (e rencais pavabie neceun,ee
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EXHIBIT *C*

a, . ~ ACCOUNTING PROCEDURE
JOINT OFERATIONS

I. GENERAL PROVISIONS

.

Pxoccdure is auac‘xec

“Joint Qperations” 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 .Jox”.
Ogperations and which are to be shared by the Parties. N

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

“First Level Supecrvisors™ shall mean those employees whose primary function in Joint Operations is the direct
supervxsnon of other employees and/or contract labor directly employed on the Joint Property in a field operai-

ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geolosical or othe

professionat skills, and whose primary function in Joint Operations is the handling of specific operating conc:
tions and problems for the benefit of the Joint Property.

""“Pcrsorml Expenses” shall mean travel and other reasonable relmbursable expenses of QOperator's employ ees.
- “Material™ shall mean personal property, equipment or supplies acquired or held for use on the Joint Progerty.

“Controtlable 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 Socteties of North America.

2. Statement and Billin"s

Operator shall bill Non-Operators on or before the last day of each month for their proportionate shace of the
Joint Account for the preceding month. Such bills will be accomgunied by statements which identify the aut..o.-
ity for expenditure. lease or facility, and all charges and credits. summarized by approgriate classifications of in
vestment and expense except that items of Coatrollable Material and unusual charges and credits shall be sep-
arately identified und fully described in detail.

| 3. Advances and Payments by Non-Operators See last page
| -
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share of esti od_cash ouv.lav for the succeeding month’s operation. Orur:nox shall ;‘leL.\S\ cach—ronisiy

to reflec: advanees veceives the Non-Qperators.
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i Each Non-Cperator shali pay its proportion Gim=H-lills within -fiftedn (13) days arter receipt. If pavment is not

! mace within such time. the unpaid balance shall bear mtcrossanthly at the rate of twelve percent (1290 neor

annwm or the maximum_contract “rate permitied by the apuplicable usuy iTw——un the state m which the Joint

; Property -.s_.l,o :eu—‘\\'m(.n;vex is the lesser, plus attornev's fees, court cosis, and other connection with
th‘:“?-}.—.c‘-l-faa-»—%—«momd—-'nou: 13

' 4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Ogerator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Ocgerators by Opcrator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months folla: wing
the end of any such calendar year, unless within the said twenty-four (24) month period a Non- -Operator mke:,
writien excepiton thereto and makes claim on Ogerator for adjustment. No adjustment favorable to Qperator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustnients resulting from a physical inventory of Controllable Material as provided {or in Section V.

i 5. Audits

A. Non-Operator, upon notice in writing to Ogcerator and all other Non-Operators. shall have the right to audit Ope-
rator's asccounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar vear: provided, however, the making of an audit shall not extend 1he
time tor the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 ot th
Secction I. Where there are two or more Non-Opcerators, the Non-Ogerators shall make every reasonable effort 'o
conduct joint or stmuliancous audits in a manner winch will resuit in a minumum of inconvenience to the Opera-

tor. Qpervator shall Lear no portion ot the Non-Opcrators' audit cost incurred under this paragraph unless aur
to by the Operator.

eed

6. Approval by Non-Operators

. S YTOV v . ! . LN :
Where an spproval or other agreement of the Paries or Non-Operators is expressly required under other sce.

tions of this Accounung Procedure and if the agveement to whieh this Accounting Proce du:e s attached contais

no contrary provisions in regard thereto. Ogerator shall nouiy all Non- -Operators of the Operator's prorosal, ard
the agreement or approval of 4 majority in interest of the Non- Ope

tors ratars shall be controllizig on all Non-Ogera-
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II. DIRLCT CHARGES

gerator shall charge the Joiat Account with the followine items:

Rentals and Royvalties

Lease reatals and royaliies paid by Operator for the Joint Qperations.

Labor

A. (1) Salaries and wages of Operator's ficld emplovees directly emploved on the Joint Property in the conduct

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

(3) Salaries and wages of Technical Employees directly cmploved on the Joint Property if such charges
excluded ‘from the Overhead rates.

3}
'Y
o

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
empioyees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Sec:zon
11. .:ucn‘ costs undcr this Paragraph 2B may be charged on a ~“when and as paid basis” or bv “percentazs as-
sessmeni” on the amount of salaries and wages chargeable to the Joint Account under Pa":;"raon 2A of this
Section [I. If percentagze assessment is used, the rate shall be based on the Operator's cost experience

C. Expeonditures or contributions made pursuant to assessments imposed by fovernmental authority which are

appliIcIable to Ogerator's costs chargeable to the Joint Account under Paracraphs 2A and ZB of this 3ec-
- tion IL : i ‘

D. Personal Expenrses of those employees whose salaries and wages are chargeable to the Joint Accoun: un
Paragrach 2A of this Section IL

3. Employvee Benefits

Orperator's current costs of established plans for employees’ group life insurance, hospitalization, pension. re-.
tirement, stock purchase, thriit, bonus, and other benefit plans ¢f a like nature. applicable to Operaior’s lzbor

cost chargeabie to the Joint Account under Paragraphs 2A and 2B of this Section II shail be Qperator's aciua
cost not to exceed twenty per cent (20¢s).

4. Material

Material pgz'chased or furn?shed by Operator for use on the Joint Property as provided under Secticn IV. Only
such Material shall be purchased for or transierred to the Joint Property as may be required for immeciale usze
and is reasonably practical and consxstent _with efficient and economxcal oper’mtxons. The accumulation of sur-

"~~~ plus stocks shall te avoided. ' T7.___

5. Transportation :

- rra—

Transgortation of emplovees and Material necessary for the Joint Operations but subject o the following li

y imita-

tions:

A. If Material is moved to the Joint Property from the Operator's warchouse or other properties. no charze shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supp!y sis-e,
recoznized barue terminal, or railway receiving point where like material ts normally available, unless agread
to by the Parties. »

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charce shall be macde 0 the
Joint Account for a distance greater than the distance to the necarest reliable supply store. recognized =urza

terminal. or railway receiving point unless agreed to by the Parties. No charge shall ke made to the Joint A
count for moving Material to other properties belonzing to Operator, unless agreed to by thie Parties.

C. In the application of Subparagraphs A and B above. there shall Ue no equalization of actuzl gross truckiny cost

of S2C0 or less excluding accessorial charges.

6. Services

. mem v o e e =t Ee Sl e - ———— a4

T

Thio cost of contract services. equipment and utilities provided by oulside sources. except services exch
Purazraph 9 of Scctron II and Parazraph 1. i1 of Section I The cost of professional consuliaat services
trace services of tecirnical sersonnel divectly engauved on the Joint Property 1f sucii chiurges are excluded
Overrnead r2tes. The cost of professional consullant services or contract fervices of techniczl nersonnel

rectlv engauad on the Joint Property shall not Le charged to the Joint Account unless previously agreed
the Parties.

7. Equipment and Fucilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates cs

mensurate with costs of ownership and operation. Such rates shall include costs of maintenarnce, repa:rs, other
operating expense. insurance, taxes, depreciation, and interest on mvestment not to exceed cight per cent (;_;L)
per anaum. Such rates shall not exceed average commercial rates currently prevailing in the immediate areg

of the Joint Property.

B.. In .icu of charzes in Parazraph TA above. Operator may elect to use average commercial rates prov ailing i
the (mimediate area of the Joint Property less 207, For automoiive equipment, Operator mav elect

~@ T 10 use rates
published by the Petroleurn Mator Transport Association. s

8. Damases nud Losses to Joint Property

All costs or exgenses necessary for the repme or rveplacement of Joint Property made recessary because of d
ages or lovses incurred by five, tlood. storm. thetl. accident. or other cause. except those restultung from Qperator's
aross negliserce or wiiliul misconduct. Operator shaid furnisi \on Querator writien notice of damae or ; o

incurred 23 seon as practeable after a report thereol hias Leen received by Operator. 4568 or loxscs

SMm-

9., Legal Dxpense

Expense of lundling, investigating and settling litization or claims,
ana amouris patd ior rettlement of claums wmeurred 1n or resuliing (rom 0pCralions UNKSr the poreeresome 2
ndceasary w0 proteet or recover the Joint Dronerty. exeent that no charse for services of O u‘_;ma_,‘_‘clt;“l"j ‘cr
or :eces or cxpense of outside attorneys shall Le made unless prevs 'ousiv aureed to by the Parties Srers lezal utan

o . All other lc
expense 1§ consiaered to be covered by the overhend provisions of Section [ unless otherwise azro }dof Lf,_ fesal
Puaruies. except as provicded in Sect:on [, Paragraph 3. - steed =0 oy ne

discharging of liens, pavment of judaments
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11.
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._-—services and contract services of technical personnel directly emploved on the Joint P'ocert shall ( ) s h 1

Taxes

All taxes of every kind and nature assessed or levied upon or in vonnection with the Jomnt Property, the opera-
tion thervor or the prosuction theretrom, and which taxes have been paid by the Operator for the bcnc:xt ot ne
Parties.

Insurance

Net premuums paid for insurance requited to be carried for the Joint Operations {or the protection of the Par-
ties. In the event Joiat Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and or Employers Liability under the respective state’s laws. Operator may, at its election,

include the visk under its self-insurance program and in that event, Operator shall include a charge at Operaior’s
cost not to exceed manual rates.

Other Expenditures

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

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As comrgensation for administrative, supervision, office services and warehousing costs, Operator ;na‘l charze
drilling and producing operations on either:

( X ) Fixed Rate Basis, Paragraph 14, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and exgenses of all offic
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly charzeab
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection W
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall te conside
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless su
cost and expunse are agreed to by the Parties as a direct charge to the Joint Account.

il. The salaries, wages and Personal Expenses of Technical Employees and,or the cost of p"oxessxonal consult

es
1

®

<

-

1

6.

.

.
a
ca

,-4"

not ( X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis )
(1) Ogecrator stall charge the Joint Account at the following rates per well per month:
Drilling We!l Rate $.5,233.00 '
Producing Well Rate $_524.00

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

(1] Charges for onshore drilling wells shall begm on the date the well is spudded and termin
the date the drilling or completion rig is released. whichever is later, except that no charg
be made curing suspension of drilling operations for fifteen (13) or more consecutive days

[2] Churges for offshore drilling wells shall begin on the date when drilling or completion equizment
arrives on location and terminate on the date the drilling or completion equinment moves off lccz-
tion or rig is released, whichever occurs first, except that no charge shall be made during susgan-
sion of driliing operations ior Iifteen (13) or more conseculive G3vs

{3] Charges for wells undergoing any type of workover or recompletion for a period of {ive (3) cen
secutive days or more shall be made at the drilling well vate. Such charges shall ke agplied f::
the period Iroin date workover operations, with rig, commence through date of rig release, except

that no charge shall be mace during suspension of oper
days.

[b) Producing Well Rates

ations for fifteen (13) or more consecutive

(1] An active weil either produced or mjec'cd into for any portion of the manth shall te considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down

hole shail ke considered as a anc-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 produc-
tion shail te considered as a one-well charge providing the gas well is directly connccted to a per-
manent sales outlet.

[+] A onc-well charge may be made for the month in whicn plugzing and abandonment operations
are completed on any well.

{51 All other iractive wells (including but not limited to inactive wells covered by unit allowatble,
lease allowable, transterred allowawnle. ete.) shall not qualify for an overiicad charge.

(3) The well rates shall be adjusted as of the first day of April each year following the eciffective date of *
agrecment 10 which this Accounuing Procedure 1s attacned. The agjustiment shail be computed by mu...-

plyving the rate currently in use by the percentase increase or decrease w the averave weekly carnings of
Cruce Petroleum ara Gus Production Workers for the lust calenaar vear compared to the calendar vear
. preccuwny as shown by the index of averaze weexly earmings ot Crucde Petroleum and Gas Fields Procuc-
tion Workers as pubdiished by the United States Departmment of Liabor, Bureau of Lator Stausucs. ar the
equivalent Canadicn index as pubhished by Statisties Canada, as appiwable. The acdjusted rates shatl ke

the rates currently in use, plus or minus the comouted adjustment,

—_—3
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B. Cverseaa - oreentzZe Basis
(i) Qperator stail charze the Joint Account at the tollowing rates:
({a) Devewpment

Porcent ( f:) of the cost of Development of the Juint Properts exclusive of cosis
provuiied under Paragraph 9 of Scetion II and all salvage credits.
(L) Operating

Percent ( ;) of the cost of Qocrating the Joint Property exclusive of costs provided
under Parugraphs 1 and 9 of Section 1. all salvace credits, the value of injected substances purchized
for sccondary recovery and all taxes and assessments which are levied, assessed and paid upon the nun-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III de-
. velopment shall include all costs in connection with drilling, redrilling, decpeninz or any remedial opera-

tions on any or all wells involving the use of drilling crew and equipment: also, preliminary excenditures

necessary in preparation for drilling and expenditures inctrred in abandoning when the well is not com-

plcied as a producer, and original cost of consiruction or installation of fixed assets. the expansicn of iixed
) assets and any other project clearly discernible as a fixed asset. except Major Coastruction as cei.ned in
. Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overheod - Major Construction '

To compensate Operator for overhead costs incurred in the construction and installation of fixed asse's. the ex-
pansion of tixed assets, and any other project cleariy discernible as a fixed asset required for the develpzment and
operation of the Joint Property, Operator shall either nerotiate a rate prior to the bezinning of construen:sn. or snzil
charge the Joint Account for Overhead based on the Iollowing rates tor any Major Construction project in exces

of 5.25,000.00 . . -
: A. ___ 5 < of total costs if such costs are more than S 25,000.90 but less than § 100,000.C0
: B. — 3 < of total costs in excess of $_100,000.00 but less than $1,000.000; plus-
: C. _2____% of total costs in excess of $1,000,000.

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

; plus

: 3. Amendment of Rates i )
_A“_ﬂ:‘_'l‘he Overnead rates provided for in this Section III may be amended [rom time to time only by mutusal aurcement
. betw-een the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Ogzcrator is responsible for Joint Account Material und shall muake prover and timely charges and crecits for all ma-
terial movements affecting the Joint Property. Operater shall provide all Material for use on the Joint Propgerty: howr-
ever, at Operator’s opiion, such Material may be supplied by the Non-Ogerator. Operator shall muke timely disgosition
of idle and or surplus Matericl. such disposal being made etther through sale to Operator or Non-Operator. division in
kind. or sale to outsiders. Operator riay purchase. but shall te under no oblization 10 purchase, interest ot Non-Ogera-
tors in surpius cordition A or B Material. The disposal of surplus Controllable Materiul not purchased by the Qgera-
tor shall Le agreed to by the Parties.

1. Purchases

Maierial purchased shall be charged at the price paid by Operator atter deduction of all discounts received. [n case
of Marerizl found to be defective or returned to vendor for any other reason. credit shall te pussed o the Join:
Account when adjustrment has been received by the Ogerator.

2. Transters and Dispositions

Mater:al Turnished to the Joint Property and Materisl transferred from the Joint Progerty or disgosed or by the
Querator, unless othierwise agreed to by the Parties, shall be priced on the tollowing Eases exclusive of cash
counts:

dis-
A. New Material (Condition A) '

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movermen® on a

maximum carload or barge load weight basis. regardless of quantity transierred, equalized to the lowest

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

(2) Line Pipe

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

movenment. as listed by a veliuble supply stove neavest the Jowt Progerty winere such Material is nor-
matly available.

b) Movement of 30.000 pounds or miore shall ke priced under provisions of tubular goods pricing in Para-
t 3 ra
grapn 2 (1) of this Section [V,
{3) Oiher Materat shall be priced at the curvent new price. in erfect at date ot movement, as listed by 3 reliable

supply store or f.o.b. railway receiving point nearest the Joint Properiy where sucn Maicral s normally
avariuable.

B. Guod Ured Material (Coundition B)
Matcrial in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Matenal mioved to the Joint Property
(ay At seventy-five percent (753¢0) ot current new price. as determined by Paragraph 2.\ of this Scction IV
{2} Material moved rom the Joint Property

(a) Apseveaty-0ve perceat (7377 ) of current new price. as determined by Paragraph 2.0 of this Seetion IV
i Materal was ovtmnally chareed ta the Jomt Account as vew Material, or

-




The

() ai sINtv-Trve zereent 1637 ) ot current new price. as determined oy Parazrvaph 20\ or U
[V, 1l Matenat was ornnnally churzed 0 the Jomnt Acveunt as good used Maieriul at seventy-itve pud-
cuentt (737, ) of current new price,

The cost of reconditionina. if any, shall be absarted by the transferring progerty.
Oihier Used Materiat (Condition C and D)
(1) Condition C

r‘

Material \vhic'h i_s not in sound and serviceable condition aud not suitable for its eriginal funciion until
atter reconditioning chall be priced at fifty percent (30°:) of current new price as determined by Puarza-
graph ZA ot A‘JHS Section 1V, The cost of reconditioning shall be charged to the receivang progerty, pro-
vided Condition C value plus cost ot reconditioning does not excced Conaition B value.

(2) Coundition D

All other Material, including junk. shall ke priced at a value commensurate with its use or at prevailing

nz
prices. Malcria; nc longer suitable for its original purpose but usabie for some other purpose, shall te
priced on a basis comparable with that of items normally used for such other purpose. Operator may Gis-
pose of Condition D Material under procedures normally utilized by the Qperator without prior approwal
of Non-Operators.

D. Obsolcte Material

Material which is serviceable and usable for its original function but condition and or value of such Material
is not equivaient to that which would justify a price as provided above mayv be specially priced as agreed 0 3%
the Pcorties. Such price should resuit in the Joint Account being charged with the value of the services ren-
dered by such Material

E. Pricing Conditions

(1) Lcading and unloading costs may be charzed to the Joint Account st the rate of fifteen cents (13¢) rer
~hundred weight on all tubular goods movements. in lieu of loading and unloading costs sustained, when

ac:ual hauling cost of such tubular goods are equalized under provisions of Paragraph 3 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 emergenciess. strikes
. ;

or other uausual causes over which the Operator has no control, the Operator may cnarge the Joint Accounst for the -

required Material at the Ogerator’s actual cost incurred in providing such Material. in making it suitable for usa.
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the progposad
charge prior to billing Non-Operatoers for such Material. Each Non-Operator shall have the right. by so eleciing znd
notifying Qperalor within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Gperator. :

Warranty of Material Furnished by Operator

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

V. INVENTORIES
QOperator s¢hall muintain detailed records of Controllabie Alaterial.
Perivdic Inventories. Notice and Representation

At reasonable intervals, Inventories shall be taken by Orerator of the Joint Account Controllable Material
Written notice of intention io take inventory shall ke given by Opersior st least thirty (20) davs before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Faidure of Non-Qrner
to be represented at an inventory shall bind Non-Ogzerators to accent the inventory taken oy Operator.

-~

SAUL3

weonciliation and Adjustment of Imventories

Reconailiztion of a physical inventory with the Joint Account shall Le made. and a list of everaves and shortages
shail Lbe fuinished to the Non-Operators within six months following the takinz of the inventory. Invertory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall ke
held accountable only for shortages due to lack of reasonabie diligence.

Special Inventorics

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

Expense of Conducting Periodic Inventories

Tiie expense of conducting periodic Inventories shall not be charzed to the Joint Account unless agreed to by the
Partics.

Unless otherwise provided for in the agresment, the Operator mav
require the Non-Operators to advance their share of the estinated cash
outlay for the suceeding month's operation. Operator shall adjust
eacn moanthly billing to reflect advances receivad from the Non-
Operators. FEach Won-Operator shall pay its ovroportion of all bills
within fifteen (13) days after receipt. 1If vayment is not made within
such time, the unpaid balanze shall hear interest monthly at the maxi-
mun legal rate permitted by the anplicable usurv laws in the state in
whlca the joint property is located; or, if the maximum legal per-—

mitted rate is less than eighteen percant (133) per annum and such
rat? may be modilied as agreed hetween Lthe nartiég then, in such
event, the unpaid balance shall bear interast montély at the rate of
elgnteen percent (18%) per annum. However, oursuant to either rate:
2§~Orﬁ§g's fegs, court costs, and all Other costs incurr2d in conrec-
100 With the collection of these unnaid amsunbe anall Sa weecroeans




EXHIBIT "D"

SCHEDULEL 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 suh-
rogation in favor of Non-Operator.

Unit Operator may carry and maintain in force for its benefit
insurance of the type and in the amount which Opérator in its sole
opinion deems necessary to protect it from loss reéulting from any
ctaims, daméges, causes of action or l.egal liability in favor of a
surface or mineral owner of lands covered hereby, éris’mg 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 BALANCING AGREEMENT

I.

From and after the date of initial delivery of gas from the prooerty, a party
owner taking and disposing of, during any monthly accounting period, less than its full
share of the gas as it is produced, shall be an "underproduced party”, if such lesser taking
and disposition is not a consequence of other provisions of this Agreement. A party
owner’s "full share” shall be the amount of a party owner's gas determined in accordance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, more than its full share of the gas as it is produced,
shall be an "overproduced party”, if such excess taking and disposition is no: a
consequence of other provisions of this Agreement. "Underproduction" of any under-
preduced party, during any monthly accounting period, shall be the difference between

such party's full share of gas production, less its full share of gas used in property

operations, vented and lost, and the gas delivered to the 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.

11.

This Agreement shall become effective on the date of initial deliveries of gas
from the prooerty to the pipeline, and shall continue in force and effect until deliveries of

‘gas from the property have ceased and, except as otherwise provided herein, each party

--shall have the right to take in kind its full share of each separate "gas classificaticn."

"Gas classification", as used herein, shall mean each of the price categories provided or
established pursuant to the Natural Gas Policy Act of 1978, as same may be amended, by
any autheority 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 applicazie

to the source (each separate identifiable geologic source or production contained in a well

bore) of gas production shall be used for the determination to be made heresunder.
Whenever the gas price category changes, from and after the date of such change, the gas
shail no longer be accounted for or be considered in the former category, but shall be

accounted for and thereafter be considered to be gas in the new category, until such time
as the category is again changed.

1. ,

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

over a party or parties having a cumulative overproduction status.

Any party having cumulative underproduction of a particular gas classification
category shall be entitled to take a quantity of gas of such particular gas classification
("make-up") in excess of its full share of such zas up to twenty-{ive percent (25%) of the

.full share of gas of parties having cumulative overproduction of such -particular

ras classification. In the event there is more than one curmulative underproduced party
secking to make up undernroduction, each such cumulative underproduced party shall be

entitled to make up gas in the direct prosortion that the cumulative underoroduction of
such party bears to all cumulative underoroduction of all parties then desiring make-up



. C ‘

gas of the particular 23s classification catesorv. In the event there is more than ore
cumulative overoroduced oarty required to furnish «as for make-uo of underproduction. in
absence of agreement between the affected parties. each such cumulative overoroduced
party shall furnish Mmake-up eas (up to the twenty-five percent (25%) limitation heretofore
provided) in the direct proportion that the cumulative overproduction of such party bears

to all cumulative overproduction of all parties supolying gas of the particular zas’
classi{ication category.

Any party having cumulative overproduction in any particular gas classifica-
tion category shall at all times be entitled to seventy-five percent (75%) of its full share
of gas of the particular gas classification category in which it is cumulatively over-
produced as fong as such party remains overproduced. Any portion of such twenty-five

' percent (25%) make-up gas to which a party is entitled and which is not taken by such
party may be taken by other cumulative underproduced party or parties up to the full
twenty-tive percent (25%) heretofore provided. If there is more than one party desiring
make-up gas uncer this circumstance; the parties taking such make-up gas shall be
entitled to such quantities of make-up gas in proportion to the cumulative
underprecuction of the affected parties, determined as heretofore provided.

) All gas taken by a party in ‘accord with the terms of this Agreement, .

s of whether such party is overproduced or underproduced; shall be regarded as -

ges taken for its own account with title thereto being in such party, whether such gas be
atiributablz 1o such party's full share of producticn, or whether it is being taken as
overproduction, or whether it is being taken as make-up gas, and shall pay any and =zl
procducticn taxes and royalty due on such gas. All burdens and obligations, other than such

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

&
rezardles

- . XV.

=2~ The Unit Operator (hereinafter referred to as "Operator”) will ‘maintain a "~
separate running account of the quantities of gas, by gas classification category, each
party is entitled to, and the quantities of such category taken and marketed by each cof
the parties. The Operator will also furnish each party monthly statements showing the
total quantity of gas produced by each gas classification category, the amount of such
category used in the Unit operations, vented or lost, the volume of gas by each such
category delivered to pipeline purchaser(s) for the account of each party, and the

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

For purposes of balancing, the measurement point of the gas taken {both
quantity and quality) shall be the party's discharge measurement point at or near the well
from which the gas is produced. All parties hereto shall share in and own the concomitant
crude and condensate (not including gas plant liquids) produced in accordance with their
respective interests established pursuant to the provisions of the Operating Agreement,
regardless of whether they are able 1o 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, first-out basis and the cumulative
underpredeced party shall pay the cumulative overproduced party a storage fee for storing
its gas. The storage fee shall be due and payable by such undarproduced party to such
overprecuced party during any monthly accounting period such underproduced party
remecves 323s from storage. The fee to be paid for storing gas in accordance with the
provisigns of this Agreement, shall be the deficiency in cash between the price that the
overproccuced 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 storage fee charges, less royalty and taxes payable thereon.

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

received from the underoroduced party(ies) to the partylics) entitled to be paid the
. starane ferec



Vi,

At the termination of gas oroduction for a given gas classification category
from the property, the overproduced party or E:avrtics shall make a monetary settiement of
the imbalancc by payment to the Operator for the account of the party or parties
uncderproduced in that particular gas classification category, based on the price per Mci
the oversroduced party or parties actually received for each Mcf of the overproduced gas.
The price used for the above calculation shall be the overproduced party's or partizss'
bonafide collected gas sales pricels) less royalties, severance, and other production taxes
which have been paid with respect to such overproduction. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the above computations can be made. The Operator shall distribute the payments it has
received hereunder (from the overproduced party) to the underproduced party or parties
entitled thereto in the propartion that each party's cumulative underproduction,- for the
category of gas for which payment is to be made, bears to the total of such cumulative
underproduction. It is understood, however, that the Operator shall rely on the

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

Vil .

Rovalties shall be paid in accordance with provisions of the Operating
Agreement. The Operator shall be reimbursed by each party taking gas for all royalty duse
and payable by Operator with respect to production 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 ohligated to pay its working interest share
of all zosts and liabilities incurred in Unit operations, in accordance with the provisions of
the Operating Agresment. Nothing herein shall be construed so as to deny to any party
the right, from time to time, to produce and take or deliver to its purchaser its full share
of the allowable gas production to meet the deliverability tests required by its purchaser,

Viil.

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 party(ies).
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NONTUESRUMUMNATION AND CIATIFICATISN CF NCNSIGRICATIN FACILINE

-
See bl

-

A, <=2

P dmmcrt mitv Clagam {21 T <9 1 L) (Agoheable only to contractis or purchase arders tar more than $1C,233.) -
During 106 serlcrmance ol this cantrast, the Cperatar agre=s as {ollows:

(1} The Coerxior will rot discriminate against ny emoloves or a2olicant {or emoloyment Secause of racs, color, religion, sex, &f nanaas

origin.  The CQoeratsr will fane Al52rRative AClion 10 ensur= that dpshicants are emoloyed, and that emofoyess are treateg zuring emMsisymen
without feTare 13 theawr racs, ¢alar, r2lgian, sex, or natanal arign.

Such 2ctian saall include, but nat de imit=d 1o the {otiowing: Zmpioymen’
uz3r32Ing, czmotian, of transler, recruitment of recrutiment acvernsing, Jayoll or tzrminations, including aberenucssnio, The Ooeratsr azgres

10 323t 1A £ONIDICLOUS 2aces, avadadie o emotovees and applicants for employment, noliczs (o be proviged by the ¢3ntracning oflizer s2tun
tor:n the provisions ol this nonciscrimination clause,

(2) The Cozratoe will, in all solicitationt or advertisements (o zmolayces placed Dy or on bahat! of the Coerator, state that all quatifie
apglicants will reczive cansicerition for employment without regare to race, color, religion, 3ex, Of national origin.

{3) The Czerator will send 0 =ach tabor union er rearesentative of workers with which it has a collective barzzining azrzzment 22 2th=
centract ef yncersianding, 3 notice 1o te provided by the agancy contracting officsar, advising the labor unicn or workers’ recrasendaty
Qperater’s commuitments uncear 1e53iaA 232 af Executive Qredar (12
places avauadle to employe=s and agclicants lor emaloyment,

ve ot
1246 of Sectemoer 24, 19635, and shall post capies of the nougsz i ceasy:icy

-
-
s

(5) Th= Coeraior wil comsly with all provisions of Executive Order 11256 of September 24, 19565, and of the rules, regulaticas, and reteven
orders of the Secretary of Laboer.

-

(5) The Oaerator will {urnish all information and reports required by Sxeccutive Qrder 11246 of Sestzmber 24, 1965, and by he ol
regulations, and orcers et the Secrztary of Ladar, or pursuant thersts, and will permit access to ity dooxs, records, ang acczuals 3y
gontragiing 2zeNCy ana the Seerztary of Lador far purzases of investigation (o asszriain compliance witht such rules, regutations, and oz

{8) {n he event of the Cpar

zzracor's noncomsliance with the nondiscriminatien clauses of this contract or with any of such rules. ¢ :
erdars, this €37T73CT May 2+ cancelsd, tarminated, of sussdendzd in wnole or in part and the Opecazsr may e degiarad (neiig:si
Covernment Contracis in agCsrcangs =1th procadures authortzed i Sxscutive Ordsr 112%6 cf Septamper 24, 1253, ang such ciner

be imposed and remecics invokes a3 pravicad in Executive Occer 11756 of Sept=mber 24, 1563, or by rule, regulation, or order ol t
Labor, of 23 otherwise provicec by law,

. .
3324

=

pe g

h

{7} The Ozerator will includz the provisions of paragrish (1) thraugh (7) in every tubcenract oc purchase ordar unless =xemotzd By
regulations, cr orders cf the Secrsrary cf Lador issued pursuant to sec I

s:en 20% ol Txecunive Order 11246 of Sentemb>dar 23, 1965, so tha
provisions wil B¢ tinding upon each sudcantracisr or vendar. The Qperitsr wul take such action with respect 10 any subCsniras: or

orcsr as the contraciing agency may direct as a means of enfcraing such provisions including sanctiions for noncompliance: Pravezs
that in the event iz Cperailr Secomes invaived (n, of 1S hreatsned wigh, littzation with A subgcoatragtas

2rasss ragiar or vendsr as 2 result 9% udn
the contragiing 2g2ncy, the Operatar may request the Unitzd States to entar into such litigation to protect the interests of

w

wetusa oy
{ inz Unitzz States,
B. 2tisn of Nensez-eaated Facitiviss (31 CF2 33.1.3). {Applicadle only to Cantracts or purcnase orders which are rat exsmgt Irsm thse
ns 01 the QU Ofportumity Clause set out adovel) 7 ) ) . AR U S
“=The Ozseratee cezrrifies that it ds

t dses not, and will not, maintain or provide for ity emolaye=s any segragated facilitizs at anv £
ad that it €323 nat, anc will not, permit 113 employess 0 pertarm their servicss at any location, under 2% Cantrol, where ses?
.2jataee. The Ocerator agress TRat a Sreach of this czrull

-
4

sreulication 1s a viclation of the 23
.s used 0 this car

a
TeS-
=3

la
Zgual Copertunity Clawse in this csatrast or pure H

fizatisn, the term “tagrezaced {acilities” means any waiting rcoms, work areas, rest rooms and wash rooms, J=staurants and other

1ting arezs, ume clocks, locker (23mMs and other sOr2gs Cf Qressng areas, packag lots, drinking lountains, recszaticn of snteslawnment areas

sxassoriation, and housing facilitizs crovided for employess which are segregatad by exalicit directive of are in {aCt segregatec 30 the basis & raze.

s=zg, calor, cr natiznal orizin, Bec2use of hadit, tecal custom, or otherwise, The Ooerator further dgre=3 that {excsst wnere it has obtaines ifamuzy

sruificitons {rom prososed sudcantracisrs {of specific ime periods) it will obtain idznuca!t carufications Lrom presssed sudcoatraciars price 13 N

~ard of sudbesntrages excrzcing 10,020 waich are not ex=mpt lrom thz pravisizns of e Zzual Qoosriumity Clause: that it wall retaia such

ilizations (n its files; and nat iz will farward the {ellowing noucs 19 sucn crososa2 subceniraciors {excest whars the prososed suSCTNIracisrs nave
Ssmimted i€sancal carnfications for s3z2illc uime perizscsds NOTICZ TO FROSPEZT 2TONTR

SPITTIVE SUSCONTRACTORS OF RIQUIRIMENT FOCRA CZAT.FICA-
IONS OF NONSZCRITATID FACILITIZS. A Certificaiz of Nonssgrzgatss Faculities must be suomitted prior 10 the aware of a su
zczezing S18,205 which is not examzt from the provisions ol the Igu

-,

Tl

tIsatracs
he Z3ual Cpportunity Clause. The cerufication may be submiszed eisnzr {37 each
:acsateacs oc for all subzeatcacts curing & seriod (i.e., quartarly, sermannually, se anaually).
C. Allirmative Acviza Cozmolizngs B-ozram (kY CFP 60-1.40). {Applicadls only i (a) the Operatsr has 50 or more employess and () tne
SAIrACT or purchase orcer s 18r 335,550 or more.) :

The Czerator shall daveleo a 'written allirmative actien program for cach of izs establishments, and, ~ithin 123 days from the e
118 Conlracs of Surgnise orcer, thall m

flazvive~sss o
shall maintam a <oy of senarats pregrams for eadh zstaslishment, including evaiuations of uti NI
reup personnel and the jeb ciaznilization taalzg, at c2ch lecal officz respenuale for the pas

D.

gersonne! Mmatiers of such estadlisament.

E~sloves S=dormatizn Reoort 51 ©F3 85-1.7). (Aoolicanis onty if {1) the Cosrater 233 50 or more 2moiavess, {5) the Operator is r
{puraccat w2 sezuon 530-1.5 c1 itz +1 ot the Cscz of F

Stexems
2dzral Asgalavens) {rom he reguicement [or filing Employer [Aformatisa Renss
EZC-{, and (¢} the contract oc purcnase ordar is for 553,000 or more, ,

The Coecatar agrees 1o lile with the agsropriate Fadaral agency annuaily, on or belcre the Jlst day of March, camolate and acsurats ressets o
1ancard Ferm 1C0 {22C-1) promulgated jointly Sy the Olfics of Federa! Coatrazt Compliance, the Equal Employment Opportunity Commissiza an
‘ans for Pregress or such form as may herzaitsr be promulgats< in its placs, : *
. 1]
E. Aftirmartive Actizn fer D -

isablad Verecans and Vetarang of the Yiztnam Sra (4] C72 42-2:2) (Applicable only to cantracts or gurchase crdzr
for 315,038 o moren

.22 of said Reocta

The alfirmative actica clzuse prescribed in section €6-250.% of Titlz 41 of the Cads of Federal Regulations is incarporated herein by rzference (2
-rmitted 3y cection 60-25C.22 s3v

uons) as if set outin full at this 2oint. U thz Oc=rator (3} has 50 or more emrzloyees ang {5) this caatrac
* purcrase orcer is Jor $33,520 or mare, then within 120 days frem tne =!feztivaness ol this CEALFACT e purchase order, the Operatar shall srepar

-4 maiatain 2a a{irmative aCon grogram ac 2aan establishment which shall set forth the Qperator's policisy, praciices and prececures in ¥CC3rCanc
1L seciion 65-200.6 ol z2:d Regulationg,

F. Affirmiative Xetizn for Mandicazoerd orkars (U] CFR 43-7%1.4Y. {Agplicable only 10 contracis or purchase orders lor 2,500 or more.)
The affirmative action clause oreserid

1Cribed in section 66-751.% of Title 41 of the Code ef Fozer2l Regulations is incarporated herein by referen=a (.
srmitted by secuen §3-741.22 of 121 Revutations) 15 5f set outin {ull at s pount. 1 the Cocrator {a) has 32 er more emplavess and {5) tous C2nirac
surenase erear i3 for 323,203 or more, tazn, within 1212 davs of the eflzcliveness €l this €2ntract of purchase order, the Cacrator shall presars ar

yAldin an AlLrmative actizn profram At eacn establishment, which program snall set tertn the Cperater's poliCies, praclizes and srogecuresy |
‘Tsrcance with section 6074 1.6 of 1aid Fegulaniong,

C. Utilizatina ot “inarity @orunees S-tesnricag (Tadoryl Orncuremene Jecutatians -1 1L (Applicadle only to cantracts o purchase erds
wnon My cacees o, el

{1} It s the ooucy of the Coveenment that minority Dusineis enterprites 1nall have e Mauimum praciicadle oaporiunity o partiCizate in o
pertarmance of Coverrment ¢antragis,

{2) The Coerstar azrees 12 use N3 Sest eflarty 13 cacry out this £ahiCy 1n the award of Ais weheentracty
the eff.Ciert Omricemancs ¢! 17 CENITLSI. A% uted 1A (Mis Cantracse,

T e term C“manornity
Qf whAICh 13 Dwned T¥ CUNOFILY €73Ud Memlery er, 1n cave ©f SwdhCly owneg

Mmingrity reud memdery., far ite
Amerizan-Crientdis,

10 the fullcst extent C2nsittent wi

Suninels enterrite” medns 4 duninels, at fesst 13 seeCe
Sanineviey,

) 31 leatt 31 percant of the $tock of whi€h (1 owned !
; 13 celinticn, n:mo'ulv SfCuUd MemMnarsy are Megracs, Soaniihesnecd<ing American serizn
Arme - A -, - A .

- AMAenCan-2t4irmcy, 4nG Mmeri2an Aledts, Cantraceary M2y rety On weillen fepreszntit.cny
sicontrssizes reeyrc.ny Lnear 1131Gs A3 MINOAIlY Juuinesy enterzhitey i hicu ©f an irleldencent Aweyt

surscies at (s
bmegr.c3n.ir2iang,

agauon,



