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!

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___OXY USA Inc

i ¥ ereinafe
her designated and
rcferredtoa"Opmtor“ and the signatory party oc parties other than Operator, mneumcshuam(urdmedmmdmduﬂyh«dn
as *'Non-Operator’’, and collectively as **Non-Operstors’”.

WITNESSETH: )
WHEREAS, the parties to this agreement are owners of oil and gas leases and/of oil and gas interests in the land identified in
Exhibit “A".mddlep-m'eshaewhaveruchedmnyeanmtwapbnmddwebpfthmlussmd/aoﬂmdguiamembrme
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term “‘oil and gas’* shall mean oil, gas, casinghesd gas, gas condensate;“and all other liquid or gaseons hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inchisiveness of this: term is specifically stated.

B. The terms ‘‘oil and gas lease™, “Iease"md“lusdmld"slunmanu;eodmdp:lemmmcudhnd
lying within the Contract Ares which are owned by the parties to this agreement. )

C. Thewm"odmdgasmwm"sbnllmunlusedkemdmum:limauummdhtdlymgmhmdu
OmtnclAruwhachmownedbyplmstoﬂmqrmmt

D. Thenerm"CcnmctAra"slnllmun-ﬂddnhnds.oﬂlndysmholdmtmmdoﬂmdwmtmmtmdedmhe
developed and operated for oil and gas purposes under this agreement. Such lands, m’lmdpslusdxoldmwmmdoﬂmdwmm
are described in Exhibit **A’".

B.mmm“drﬂhngnmt"shallnmthzmuﬂxadfcthednmngoimweﬂbyo:dcamhc(mymot
federal body having authority. If a drilling unit is not fixed by any such ruleor order, & &illmgmmsbsﬂbemednllmgumasuubhsh
edbymgpamddnﬂmgmdnCmmAmmuﬁxcdbyexprm-geanenxohheDnllmgPtma

F. Thetarm"dn1lsne"shallmnzh¢odmdyslmummonwhnchnptopoudwelluwbelouwd

" G. Theterms * Dnllmngy"md"Comenungl’my"shlllmanupquhoagreamhninmdpuyusshnuolthecutof

any operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Party” sad ‘*Non-Consenting Party’* shall mban a party who elects not to participste
in"a proposed operation.

Unlasdmcumzxtoumueclwlymdhtes.wordsusedmmeunguhrmchdetheplunl the plural includes the
smguhr udd&mm'gendamduduthemuhnemdthefannnm

ARTICLE 1.
EXHIBITS .
The following exhibits, as indicated below and “‘h«m,mwtponwdxjnmdmdeapnnheud
B A, Exhibit ““A"", shall include ‘the following inforration:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement, .
(4)0dmdpslaﬂmdl«almdpsmmaambpaw!hulgrmt, )
(5) Addresses of parties for notice purposes. r
. Exhibit ““B*’, Form of Lease.
. Exhibit **C’’, Accounting Procedure.
. Exhibit “D", fnsursnce.
Exhibit *’E’*, Gas Balancing Agreement.
. Exhibit **F*’, Non-Discrimination and Certification of Non-Segregated Facihta
. Exhibit **G”", Tax Partnership.
i any provision of any exhibit, except Exhibits *‘E'' and ‘G, is inconsistent with sny provisi

this agreement, the provisions in the body of this agreement shall prevail. :
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C. Excess Royalties, Overriding Royalties and Other Payments: |
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ARTICLE IIL ?

INTERESTS OF PARTIES/
A. Oil and Gas Interests: :
!
If any party owns an oil and gas interest in the Contract Area, that interest shil be treated for all purposes of this agreement
md during the term hereof ss if it were covered by the form of oil and gas lease attached hereto as Exhibit **B™", and the owner theroof
shall be deemed 10 own both the royalty interest reserved in such lease and the intetest of the lessee thereunder.
I
B. Interests of Parties in Costs and Production: !
Unless changed by other provisions, all costs and liabilities incurred in opeuimm ander this agreement shall be bome and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “'A"". Indwumennmm.dumﬂuﬂaboownnﬂpmduwonolmlmdgufrom the Contract Ares subject to the
payment of roynlue: to the extent dM&hﬂ_ﬂ/ 8) which shall be borne as hereinafter set forth.
Regudlen of which party has contributed the lease(s) andjor oil and ges n‘terest(s) hgrem on which mynhy is due and
payable, each party entitled to receive a share of production of oil and gas from the Coniract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the roysity gmount stipulated hereinabove and shall hold.the
other pasties free from any liability therefor. No party shall ever be responsible, however, on 2 price basis higher than the price received
by such pasty, to any other party’s kessor or royalty owner, and if any such other parfy’s lessor or royalty owner should demand and
receive settement on & higher price bm the party contriburing the atfected lease shail pear the additional royaity burden attributable to
such higher price. )

Nothing contained in this Article Il1.B. shall be deemed an zsslgnmcm or crosp.mgnmmt of interests covered hereby.

“7= Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to amy royalty,

overriding royalty, production psyment or other burden on production in excess of the amount stipulated in Article II1.B., such party so
burdened shall assume and alone besr all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
and aﬂclumsmddmtmdsfocpcynuummedbyawmdwchcxcmburdm

[

lfmyp-rtyshouldheu{mrcmnmovandm;roydty producuonpa ’,lororherburdmpnyablewtofproducﬁon
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A’’, or
was not disclosed in writing to all other parties prior 10 the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (sny such interest being hereinafter relerred to as *‘subsequently created interest”’ irrespective of the
timing of its creation and the plrty out of whose working i the q Iy created i is derived being hereinafter referred
to as *'burdened party'’), and: :

D. Snb:equently Creued Interests:

1. I the burdened party is requi ‘undtttliis-;reememw_mignoudinquislz'tomyotherpany.orpmis.lllorapoﬂion
of its working intefest ind/os the production attributable thereto, said other party, o parties, shall receive said assignment and/or
production free and clear of ssid subsequently crested interest and the burdened party shall irideinnify and save said other party,
or parties, harmless from any and alj clsims and demands for payment asserted by owners ‘of the subsequenty crested interest;
nd, :'

2. chcburdawdpnnyh‘kmply.wtmdu its share of upensschargeableherenndd all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner s thcy are enforceable against the working interest of
the burdened perty.

A. Tide Examination:

Ttleexummumshnllbenudeontbe&insuo(anypmposedwellpmrmmnmencmmto(dnmngopumo‘;uor.
the Drilling Parties so request, mleenmmmmduﬂbemdeond\eleaamdlorahﬂdgsmtemu included, or planned tcbgmdud
ed, in the drilling unit around such well. mopinmwmimmdethewnmh:pddrworkmmwm.nunenk royalty,mmdmg
mlqmmpmummwmmuum-nnsw esch party contributing leases andjax oil and
gumwmwthednlhtc,a'mhmdn&dmsuchdnlﬁn‘um!.sl’uﬂﬁxmnh(oOpeﬂmlllnbm(mdudmgfedenll!aesums
reports). ndeopmom. udepwsndamdnmwﬂnmposmhedchsge Allsuchmfonnmonnotmthe

shut-in gas royalty opinions and divisioa order title opinions) shall be u part of the administrative overhead as covided 9t T3
mdshannotbuduaachaqe,vhethupuhuwdbyw:mﬂmomq:wbywmdemomm Lo

.2- ‘
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ARTICLE IV
continued

B Option No. 2: Costs incurred by Operstor in procuring sbstracts and fees paid outside’ attorneys for title examination
{including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shdl be borne by the Drilling Pasties
in the proportion that the interest of exch Dnllmg?artyburswthewulmwru(ohllbnﬂmg?mswchmmem:ppur in Bx-
hibit *'A"". Operstor shall make no charge for services rendesed by ity staif avtorneys or other personnel in the performance of the sbove
functions . Co

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

No well shall be drilled on the Contract Ares until after (1) the title to the drillsite 'or dnll;.ng unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been gea:pwa by all of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title: )

p— _* -F.ﬂﬂft ﬂ‘ F.I!‘ s* old. 1 d H lagas. H 3 - I..l 2 b o
y-o g ,_ T-Of

tion will notbesubiectloArtideVlII.B..nndlu’.lingtodo:o,thiuguaumt.neverﬂnles, shall centidue in force as to all rerp
and gas leases and interests: and,

(a) The party whose oil and gss lease or interest is affected by the title failure shall bear alone the entire loss and’it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofpr® paid or mcumd
but dweshxllbenoaddmomllubnhtyomupm!oﬂteodmwwhumbyremndmch title failure;

{) There shall be no retrosctive adjustment of expenses incurred or revenues received from the operatiop
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it'is determiried ji
curred, so that the interest of the party whase lease or interest is affected by the title failure will !hef dter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionste interest of the other parties hereto in any producing well plore dnlled on the Contract Ares is
increased by reason of the tite failure, the party whose title has failed shall receive the procepds umbuuble to the increase in such in-
terest (less costs and burdens attributable thereto) undl it has been reimbursed for unrecoyefed costs paid by it in connection with such
well; : [

(d) Should any person not & party to this agreement, who is determined to be'the owner of any interest in the iide which has
failed, pay in any manner any part of the cost of operation, development, or equipgfent, sucb amount shall be paid to the party or parties
who bore the costs which are so refunded;

(¢) Any Hability to account to & third party for prior pmducuon o//0il and gas whnch arises Ivy reason of title failure shall be
borne by the party or parties whose title failed in the same proportiopd in which theysh.lrcd in such prior production; and,

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

2. Loss by Non-Payment or Erroneous Paymenp/of Amount Due: If, through mistake of ‘oversight, any rental, shutin well
payment, minimum royalty or royalty payment, is gt paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the nterest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject 1o Apsi€le VIIB., the interests of the parties shall be revised on an screage basis, effective as of the
date of termination of the lease in and the party who lailed to make proper psyment will o Jonger be credited with an interest in
the Contract Area on sccount of ip of the lease or interest which has terminated. 18t the event the party who failed to make the
required psyment shall not have fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
acreage basis, for the develop and operating costs theretofore paid on account of such interest, it
ered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously a from so much of the following as is necessary to effect reimbursement:

(a) Proceeds ol il and gas, less operating expenses, theretofore accrued to the credit of thie lost interest, on an screage basis,

in, would be attributable w the lost interest on an acreage basis, upwd:emmmdumvmdcom.thepmoe«lsdwd
olrheoilmdgutobeconmbutedbytheodmmmpropaumm:harrzspecnvemtmsu and, 3
(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of thé

and shall be borae by all parties in proportion to their interests, There shall be no readjustment of interests in the remaining i
the Contracz Area, .

i S
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ARTICLE V.
OPERATOR

A. Designation and Respoasibilities of Operator:

OXY USA Inc. : : s shall be the
Operator of the Contract Ares, and shall conduct and direct and have full control of all operstions on the Contract Ares s permitied and
required by, snd within the timits of this agreement. nmmmmmmmmmdmnem but it shall
h.nmhbﬂuynOmmnmeodwpumsfuhuaamedahbﬂﬁammd.mpimnmyremh&om;mu
negligence or wiltful misconduct.

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof 10 Non-Operators.
HOpa:x«mmmmml:gdex&m.mbu«awnsmmmhmnd«mmcconmAru otunolongaupablcdmmgu
Operstor, Opmtotshnllbedeanedtohvem-gndmdmutmymbmeOpenm.aceptzheselecmuohm Operstor
may be removed if it fails or refuses to carry out its duties hereunder, orbemumsolvmt\bmhup(wuphcedmrecavmhup by the
aIﬁnmnvevomolm(l)o:mmNonOpmmawnmgnmpmymmbmdouownastnpnsﬁownool!xhlht "'A'" remaining
after excluding the voting interest of Operator. &xhrdmwrewﬂhﬂmbmueﬁecuvemanOOocbckAM on the
ﬁmdayolthenlendatnmmbﬂowmgtheexmuondnwy@)hpdwhﬁvhgdno&edmmdwbywmum
bytheNon-QauamtoremveOpmtor.unksnsuco&qummrhub«nulectedmdmmuthcdumepalmumwhe
date: Operator, after effective date of resignation or removal, shall be bound by the terms hereof a$ a Non-Operator. A change of & cor-
pontenmreotuructmepenlotoﬂnmfetolOpeumfslnmmwlnysin;ksuw p-rhuocmcorpmm:tnﬂm
be the basis for removal of Operator. '

2. Selection of Successor Operator: Upon the resignation or removal of Op , & successor Operstor shall be selected by
the parties. ThesuocessotOpenmuhallbcsekaedﬁomthepcmammgmmmmdw%mhuudnmmhwm
Operator is selected. mmw()peﬂwtshanbeselectedbydleafﬁtmmvemdtwo(l)ormeplm:mmgampmymterut
based on ownership as shown on Exhibit *‘A’’; provided, Mwm.dm%uxwhkhhubeenremwedhhmmummlyw
succeed itself, memcc&orOpenwrshnnbeselectedbyt.heafﬂ.rmmvevotzofno(Z)ormepunsownmglmpntymwmbud
on ownership 2s shown on Exhibit ‘*A* remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

AllwdbdnlledontheConmctAreaMbednlledonacanpeuuvemumbusntheumalmupmnﬂmgmlhemlhtso
desires, Operstor may employ its own tools and equipment in the drilling of wells, bmmdwgudierdorshlnnotaceed:lwprmlmg
mamd:enrumdthem:dmhdmgsahﬂlbusmdupmhyﬂ:mwwnmgbd«edrﬂlmgmsmmmed and
such wakshaﬂbep«fanndbyOpmmmdumemmndcmdmmnmwmmdwdmtbelrenmconmmolm
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. hnitial Well: .o . - . :

On or before the_ 1St day of July ,19.2_:’_.0puimrﬂlnhoﬁnmmmedrimn;d|vdllot
oil and gas st the following location: b

at Operator's choice in either Section 8 or. 9, Township 19 South,

Range 29 East, Eddy County, New Mexico ‘

and shall thereafter continue the drilling of the well with due diligence 0 the Morrow.;

mﬂmgnmtguothapmuunymmuabkwmormdlmhthehok 'hnchmdq'sf#rdmdnllmg
countered at a lesser depth, u‘unl&n-ﬂpamangmtocanpkteorabmdonthzwelﬂnlmer@h

Operator shall make reasonable tests of all lormations encountered during drilling which g:ve‘indmtiou"' cdhisiintng 4
8as in quantities sufficient 10 test, unlesths:pmnmtshanbzhnmedinunppbauontoupmﬁcfmmor foeati '. which
event Op shall be requi romodymefamadmmmmmvhxhthumtmyapﬂy ;
oo 'b\l n'vuh-p‘ n\ " p'uman

s<ont when autboried & Wik 0y (0
'lmu— Asner vt o Potviswn Lan¥ion
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ARTICLE V1
continued

If, in Operator’s judgment, thewdlmllnotproduuodorgsmp.ym;qunnnns.nhdnwnhuwplugmdabmdmdu
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Shouldljigr_tx hereto desire to dnlll:i]wellon the Ccmm:t Ares other than the well provided

for in Article VLA, or 10 rework, deq;enotplugbckldryhohdrﬂkdumebmmdpﬂm«awnmdywndbyﬂ
the parties and not then producing in paying quantities, m%uw'ﬂmﬂu
other parties written notice of the proposed operation, specifying the work to be the proposed depth, objective forms-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thidty (30) days after receipt of the notice
withinwhichtonodiythepmywishin;wdothewctkwhethetbeydenmpnrddplwinthedm!dthepmpondopmdm.uldriﬂ-
ing rig is 0a location, notice of a proposal to rework, plug beck or drill decper may be given by teléphane and the respoase period shall be
limited to fortyeight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of & party receiving such notice to reply within
zhepemduboveﬁudshallmumtemekmcnbydmpmynutopumnpmmdnconolmepmpmedopmnon Any notice or
response given by telephone shall be promptly confirmed in writing.

I all parties elect to perticipate in such s proposed operstion, Ope sha&mﬂmnmety' 'idaynfwex&' tion of the notice
period of thirty (30) days (oc as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is oa loca-
tian.as the case may be), actually commence the proposed operation and complete i with due dligence af the risk and expense of all par-

uesherewmvnded,homu,smdmmtdmmybemmdedupmwmmumdnmebyOpemummeodmm
lu:pmodolupmthmy(SO)addmmddaysnf mdnsokopmmolOpmm.mhad&xmulmumblymymobum
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title spproval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
ncmalopmmnhsnotbemcommamdmdunmeumpm:ded(mdudmgmyextmmmeeduspenfnﬂypqmmdhem)md
ﬁmypmyhcmosundunresmconductsudopenuon.wnnmnmpropomgmmustberwbmimdwmeom«mmm
dance with the provisions hereof as if no prior proposal had been made. :

2. Operations by Less than All Parties: If any party receiving such notice as provided id Article VLB.1. or VILD.1. (Option
No;‘Z)ekmno(topnnicipminthepfopoudoperlﬁm.thm.inotdutobemﬁdeduomebene'ﬁuoldislmide.dupmywpuﬁu
giving the notice and such other parties as shall elect to participate in the cperation shall, within pinety (90) days after the expiration of
thenowepemdo(mmy(BO)dap(ornpfmnpdyupombkdtuhexpnumdthehﬂy-ﬁ;ht(ﬁ)hmupeﬂodwbmndnmngngk
ouloanon.uzhecuemnybe)ncmnﬂymmnoetheproposedopmuonmdmpkmumdmdﬂ:gm Operator shail perform all
work for the account of the Consenting Parties; provided, lwwev«.dnodnllmgngorothereqmmemuonhcm and if Operator is
2 Non-Consenting Party, the Consenting Parties shall either: (a) request Operator 10 perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties 2s Operator to perform such work. Con-
senting Parties, when conducting operations on the Coatract Area pursuant to this Article V1.B.2,, shalloomplymthcnmmmdcon
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing perty, i di Llfmthe piration of the applicabl
notice period, shalladmeﬂn&mmg?mddnmﬂmmddlemmhgmmﬂmmmn
to whether the Consenting Parties should p d with the operation 23 prop ‘&ch&nmug?mymdmhqaght(@hm
(exclusive of Seturday, S\mdlymdleplhohdays)afwmaptdsuchnouceshdladvnuhepmpomgpmyofmdmren(-)limtp-r-
ticipation to such party's interest as shown on Exhibit **A"’ or (b) carry its proportionate part of Non-C: ing Parties’ i , and
h-luretoadvuethepropomgpunyshnhedemwdmehcmnundu(u)lnrheevmndrﬂlm;ngismhum the time permitted for
sudlarespomeshallno(excudamulolfoftyﬂdn(@hm(mdmed&nud:y.Sundayundhplhohday:}Mmgmy
at its election, mymd\dnwmd:pmpoulﬁdu:umaulﬁamtpcmpcﬁonmdshl[pmmpdymufympmisdmm

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the lessehold estates such
operations free and clear of all liens and encumbrances of every kind crested by or arising from the operations of the Consenting Parties.
llmd\mopendonrealluinIMME.MWWWMPNMMMMMWMNMMltthdr
sole cost, risk and expense. H any well drilled, reworked, deepencd or plugged beck under the provisions of this Article resuligi
ducer of oil andlor gas in peying quantities, the Consenting Parties shall complete and equip the well to prodace st their sole codi

. . ¢
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ARTICLEVI
continued ‘ :

mdchewellshanthmhetumedoveruoOpcmtmmumuhk-tm:nymimdfwmemmdmemmh
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in sccordance with the provisions of this Article, acthCammnnngyMbedeamdmhnv!mhnqnnhedtoCmndn;Ma.
andtheCmsezmg?msluﬂmmdbemuﬁedtorewve.mpmwummdwmvemmddmcthC«mmg
Pmysmmmdnw:ﬂmdﬂnndpmdmrhmﬁmmuluxprm&dmenhduxh;hm cakulsted at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, soyalty, overriding royalty and other in-
terests not excepted by Article IN.D. pnylbltouldwmuredbyxheproducum&omaxhweﬂmmlmdtmpmwmm
until it reverts) shall equal the total of the following:

(s) 100% of each such Non-Consenting Party's share of the cost of any newly scquired surface equipment beyond the wellhesd
connections (including, but not limited to, stock tanks, separators, tresters, pumping equipinent and piping), plus 100% of each such
Noa-Consenting Party’s share of the cost of operation of the well commencing with ﬁmpm&ﬁcﬁonmdgondnm;unﬁluchthm
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargesble to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and . ;

() 300 % of that portion of the costs and expenses of drilling, reworking, deepening, pluggirig back, testing and completing,
after deducting any cash contributions received under Asticie VIILC., and .300 % of that portion of the cost of newly acquired equip-
ment jn.the well (10 and including the wellhead coanections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

Andecuonnonopamcnpatemt.hedrdlmgotthedcepenmgohweﬂshanbcdamedmelemonnotmpomopmmmyre-
working or plugging back operation propased in such s well, or portion thereof, to which the initial Non-Consent election applied that is
canducted at any time prior to full recovery by the Consenting Parties of the NouConsempg Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemied part of the cost of operation of said well
and there shall be added to the sums to be recouped by the C ing Parties ane hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Cobsenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the’ provmons of this Article VLB. shall be sp-
plicable as between said Consenting Parties in said well. }

During the period of time Consenting Parties are entitled to receive Non-Consenting Panyf: share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royaity and other busdens applicable to Non-Consenting Party's share of production not excepted by Ar-
ticle ILD. ) .

In the case of any reworking, plugging back or deeper drilling operstion, theConselmng Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of « well after such rewocking, plugging back or deeper drilling, the Consemmg Parties shall account for all such equip-
ment to the awners thereof, with esch 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, thbpumconducﬁngdmopua&msforme
Consenting Parties shall furnish each Non-Coasenting Party with an Y of the equip in and ¢ d to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, st its
option, the operating party, in liev of an itemized stazement of such casts of operation, may submit a deudedsm:umnfmonmly bill-
ings. Each month thereafter, during the time the Consenting Pasties are being reimbursed #s provided sbove, the pasty conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount gmemh
realized from the sale of the well’s working interest production during the preceding month. In determ’ining the quantity of ¢ff and gas
produced during any month, Consenting Parties shall use industry accepted methods such s, but not limited to, metering olr;
well tests. Any amount realized from the sale or ather disposition of equipment newly acquired in connection with sny suctf ;
which would have been owned by [ NonComemmg Party hod it pmmpcud therein shall be credited aganut the total unr

tbove provided; and if there is & credit balance, it shall be paid to such Non-Consenting Pmy
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ARTICLE VI
continued
If and when the Consenting Parties recover from & Noa-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert t6 it, and, from and after such reversion, such Noa-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production

" therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging

back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its propostionate 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 VLB.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from & source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except () as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, dcepaﬁngnndplugginghcko(suchiniddweﬂ
after it has been drilled to the depth specified in Article VLA. lfﬂshlﬂdleruftu’ptovetobelé'yholcof.lfmlmﬂymmphwdforpm-
duction, cesses to produce in paying quantities.

3. Sund-Ez'ﬁme:Whenawellwhichhubemdrﬂledotdeepmedhurn{:hediuaud\orizeddepthmddltmhavebem
completed, and the results thereof furnished to the parties, m-bycmwrd'pmdmgwwlmsmﬁapropmgn
reworking, deepening, plugging back or completing operation mmduweﬂshnllbeqlnrgedmdbomeupmo(d!dnﬂmgordupen-
ing operation just completed. Sund-bymwbsequmlmmpuwmpmdmg.aummdxhermummmed whichever
ﬁmaocurs,andpnorma;reememutothepuuapaungmmdanCoummg?mmmwdutmoldmmdgxm-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently’
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
esch Consenting Party’s interest as shown on Exhibit ‘A" bears to the total interest as shown oa Exhibit “A™" of all Consenting Par-
ties. [ :

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

. also be npphable to any proposal to directionally control and intentionally deviate « well from vmsc-l 0 as to change the bottom hole

louuon(herelnalkd“stdmxking").unleudommmaghm(heholeotlodrilllround)\mkmdlcholeabeumdothu
mechanical difficulties. Anypmyhavmgthenghtmpumc:potemnpropoududmnchngopmnomhndoam(ownmmtmmdn
affected well bare at the time of the notice shall, uponekcnngmmte.mdemthewﬂb«ewmmpropommshm(equﬂ
tonsmmmthcsldetrachngoperltm)ofﬂlevﬂueofthltmmolthemstmgwcllborelobeuuhudasbllows

{a) I the proposal is for sidetracking an existing dry hok,rdmh:mtsh}"bcmﬂlebasisdﬂmxtualcosﬁinmnedin
the initial drilling of the well down to0 the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a weil which has previously produced.freimbummntshzllbeonthebuisofmeweﬂ's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit **C'’, less the estimated cost of salvaging and !heesdnuudgostolpluggin;mdabandoning.

!nrhecvcntthatmﬂoeforludemckmgopenﬁmug:vmvhnkthe&nlhngngmbeunhudsonlonm the response period
shall be limited to forty-eight (48) hours, exctusive of Saturdsy, Sundaymdleg:lhohdays pmvtded, however, any party may request and
remveuptought(s)addlmnddlynfterapunhonohhcfoﬂyeghl(@hounmﬂunwhxhtompmdbypuymgbrdlmd-byume
incurred during such extended respounse period. Hmethanmepuqelecuzouhaﬂ:addxnmﬂnmmmpmdmdunm,mﬂ-
bycosushanbedlomedbetweenuupcmankmpdciuondummmpmdmnvdny-wdnybushdnpropommuch par-
ty's interest as shown on Bxhibit ‘*A’" bears to the total interest as shown on Exhibit “A"ﬂmdwchcm;pm:u ln otherm-
stances the response pesiod to a peoposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Eachp.ﬂysbnﬂtnhmhndorupmtdydmdnﬂpmpormumdmoﬂmdwpmduad
aduaveofpfodumouwh:chmaybeusedmdtvelopmmtmdpr«hcmgopaaummdmprepmngmd
mnkdmgwrposumdwo&xchmmavotd:blyb&Anyexmexpmdmmmmnedindwukmgmhndorupim y
party of its proportionate share of the production shall be borne by such party. Anypnrtyukmgmshmofpr
whon :u'r::m . «ju,.‘::.t
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ARTICLE VI
continued :
required(opay(oronlyiswwdmnmduno(wchmepuam'smdmﬁﬁﬁﬁuwhimkum.

Bach perty shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Ares, and, except as provided in Article VIILB., shllbtmmldzoremvtplymndmcﬂyﬁmthemhwwfa
its share of all production.

In the event any party shall {sil to make the arrangements necessary to take in kind or separately dispose of its proportionate shace of
theoilprodﬁcedfmmd:eCmtractAm,OpmtorshallhAvetheright.mbiea(odieﬁmoutim':twillb'ytheputyuwningh,butnot
the obligation, to purchase such oil or sell it to others at any time and from time o tirhe, for the account of the noa-taking party :t the
best price obtainable in the ares for such production. Any such pyrchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise st any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
umelslrecommtmlhdumm:mumneedsofthemdusuyunderdlep-mcuhrarcumsuncu.bmmmwentfonpenodmacw
of one (1) year. . . ,

[n the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines andjor
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit "*E”’, or is a separate agreement.

D. Access 10 Contract Area and Information:

Each perty shall have access to the Contract Ares at all reasonable times, at xusolewxmdmktomspectoroburveopenm
and shall have access at ressonable times to information pertaining to the development or operauon thereof, including Operator’s books
and records relating thereto. Operator, upon requet, shail furnish each of the other parties with copies of all farms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tsbles, daily gauge and run lickets and feports of stock on hand at the first of
esch month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified -bove. shall be charged to the Noa-Operator that re-
quests the information. .

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Exmptforanywelldnlhdordepawdwmmto&ndeVlBZ mywellwhnchhubeen
dnﬂedordeepeudundenhemuldmagrwnmmdlspfoposedmbempkteduadryhokshllnotbepluggedmdabmdmea
without the consent of all parties. Should Operator, after diligent effort, be unable to cantact any party, or should any party fail to reply ~
within forty-eight (48) hours (exclusive of Seturday, Sunday and legal hohdays)nfwracé:pto{uoudeoﬂhcpmposdmplugmdabmdm
such well, such party shall be deemed to have consented to the proposed abandonment. Allsuchwellsshlﬂbeplugg:dmdabcndonedm
ucmrdmcemdzlpplu:ableregulamanduthecost,mkmdexpauohhepnrwwhop-rmpmdmdxeoostddnmngordeepenmg
such well, Anypmywhoobpcutopluggmgmdnbandmnngmchweﬂshnﬂhwethgnghltoqkeovertheweﬂmdcondunfunher
operations in' search of oil and/or gas subject to the provisions of Article V1B,

2. Abandonment of Wells that have Produced: Except for any well in which’ a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed s herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operstion from the interval(s) of the formation(s) then open to produq':ﬁon shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit *“C’’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-sbandoning parties, without warranty, express or implied, g to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and relsted equip gether with its i in the leasehold estate as to, but only ss to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning perty is or includes an oil and
gas interest, such party shall execute and deliver to the non-sbandoning party or parties'an cil and gas lease, limited to the interval or in-
tervnboltheformadonorlormations:hmopentoproducﬁcn.fotnmmdm(l)ywmdnl&n;thua&uuoilmd/orguiswo—
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

8
With Gas Balancing Agreement
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ARTICLE VI
continued

"B'".’memignnnnuork-asolimitedshauumpuudn"dﬁllinguni:"upouwﬁichd:eweﬂisloawd.mp-ymmuby.mddn
unmenua-pgm,thcuﬁmeuﬁaﬂbeinandobuedupmthud-dmdﬁpdihdrrcspe;ﬁvepacenupclpmidpaﬁonh&e
Contract A:uto!humpteddnmmdpmidmdmhm%mm&mmmmummﬁmtd
interests in the remaining portion of the Contract Ares. ‘ f

Thereafter, absndoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retsined in any lease made under the terms of this Asticle. Upoa re-
quest, Op shall inue to op the assigned well for the sccount of the noa-sbandoning parties at the rates and charges con-
templated by this agreement, plus any additonal cost and charges which may arise as the result of the separate ownership of the assigr.ad
well. Upon proposed abandonment of the producing intervaks) assigned or leased, the assignor or lessor shall then have the option to
repurchmiuprinrimereuinthewell(min;dunmevthmionﬁnnuh)mdpurddpnnﬁnﬁmhaopmﬁmmudnmbimmmem
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VI.E.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandoament of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abendoned unless and until all parties having the right to condiict further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE. i '

ARTICLE VI , v
EXPENDITURES AND LIABILITY OF PARTIES -’

A. Liability of Parties:

The lisbility of the parties shall be several, not jeint or coBective. Esch party shall be responsible only for ifs obligations, and
shall be liable only for its proportionate share of the casts of developing and operating the Coatract Ares. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be coustrued as creating, a mining or other partership or associstion, or to render the parties liable 25 parters.

B. Liens and Payment Defaults:

Each Non-Operator grants w Operator a lien upon its oll and gss rights in the Contract Area, and # security interest in its share
of oil and/or gas when extracted and its interest in sl equipment, to secure psyment of its share of expense, together with interest theseon
at the rate provided in Exhibit **C’’. To the extent that Operatcr has a security imerg( under the Uniform Commercial Code of e
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
tining of judgment by Operator for the secured indebtedness shall not be deemed an élection of remedies or otherwise affect the lien
rights or security interest as security for the peyment thereof. In addition, upon defsubt by any Non-Operstor in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchasér the proceeds from
the sale of such Non*Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any defsult. Operator grants a like lien
and security interest 1o the Non-Operators to secure peyment of Operator’s proportionste share of expense.

If any pmyhikor'uumbletnpcyiuﬂmdapmxvhhhdxt&(&)d@ys;fwr#ﬂhbndam&mdﬁubrby
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so payinig its share of the unpaid amount shall, w obtsin
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph; :

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operstor shall promiptly pey and discharge expenses incurred in the development
and operstipn of the Contract Ares pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit *‘C"". Opmtotshnﬂkeepmmmtere:r:ordofthe)oimwmumhumnder.
showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties psyment in advance
of their respective shares of the esti d of the exp to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to esch such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Esch such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pey to Operator its proportionate share of such estimle within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within sxid time,
due shall beer interest as provided in Exhibit **C"’ until paid. Proper adjustment shall be made monthly between advances andis
pense 10 the end that each party shall bear and pay its propoctionate share of actual expenses incurred, and no more. &

D. Limitation of Expenditures:

1. Drill or Deepen: Widlwtthemnmlolmpuﬁa,mwd]shlﬂbedrﬂhdotdeepmed.'uaptmy well dril}
pursuant to the provisions of Article V1.B.2. of this agreement. Consent to the drilling or deepening shall includg?

! g e
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ARTICLE VII
continued

03 Option No. 1: All necessary expenditures for the drilling or deepening, testing, : plenng ind equipping of the well, including
necessary tankage sary tankage and/or surface facilities. ;
Option No. 2: All necessary expenditures for the drilling or deepening and (esndg of the well. When such well has reached its
au!honzed dtpth md all tests have been completed, and the results thereof fumnished to Lhc pasties, Operator shall give immediate notice
1o the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
{48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall inchide consent to all necessary expenditures fos the completing and equipping of such well, in-
cluding necessary tankage andfor surface facilities. Failure of any party receiving such ndtice 1o reply within the period above fixed sinll
constitute an election by thst party not to participate in the cost of the completion attempt. If one or'more, but less than all of the parties,
elect to set pipe and 10 attempt 2 completion, the provisions of Article VI.B.2. hereof (the phrase **reworking, deepening or plugging
back’’ as contsined in Article V1.B.2. shall be deemed to include *‘completing’ ") shall apply to the operations thereafter conducted by less
than all parges.
. i !

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or

plugged back pursuant to the provisions of Amcle ViB.2. of this agreement. Consent tg the reworking or plugging back of a well shall

include ali necessary expenditures in cond 8 such op and completing and eqmwmg of smd well, including necessary tankage
and/or surface facilities.

er Operations: Without the consent of all parties, Operator shall not undenake anylsmgle project reasonably estimated
to reqwemcxpmduummmo(_...ﬂmmlsﬂ“d ‘Dollass (3_50:000.00

except in connection with a well, the drilling, reworking, deepening, completing, recmnplemg. or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in'case of expkmon fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such eipenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operatoc prepares an authority for expenditure (AFE) for its own use, Operator shall furriish any Non-Operator so requesting
an information thereof for any single project costing in excess of _. TwWentyifive Thousan

Doltary (325, 000.00 ) but less than the amount first set forth above in t}mpuraguph

i

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

. H i

Rentals, shut-in well psyments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parti¢s to make said payments for and =a
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such paymeats. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royaly through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-pnymzm shall be borne in accordance with the pro-
visions of Article IV.B.3, .

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or retum to production
of a producing gas well, at least five (5) days (excluding Saturdsy, Sunday and legal holidays), or at fpe carliest opportunity permitted by
circumstances, prior to taking such sction, but assumes no liability for failure to do so. In the evem of failure by Operstor to 30 notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure o mnke timely pnymmu of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

'
F. Taxes : i

Beginning with the first calendar year after the effective date hereof, Operator sh:ll render for ad valorem taxation ail property
sub)eatothngreamtwhxchbthshouldbercnda-edlorsuhmu.mdntshallpuynllsudummmedthereonbdotethey
become delinguent. Prior to the rendition date, esch Non-Operator shall furnish Operator mfotmauonuto burdens (to include, but not
be limited to, royalties, overriding royslties and production payments) on leases and gil and gas interests contributed by such Non-
Operator. If the d valuation of sny leasehokd estate is redh ‘byreuondmbemgsub)ecnoouuundmgmmyaluu.ov«-
riding royaities or production payments, the reduction in sd valorem taxes resulting therefrom shall.inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or qwners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, chaqesxotheioimwcoumshanbemad!mdp-idbythepnnie'shmmmdmewimzbetax
value generated by esch party’s working interest. Operator shall bill Lheothaparuesfoﬂhar propwnmlteshnesol al! tax payments in
the manner provided in Exhibit *C’’. . j

If Operttor considers any tax assessment improper, Operator may, at its discretion, protest within the time md-‘manner .
prescribed by faw, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fxml deter-
During the pendency of administrative or judicial proceedings, Operator may dect to pay, under protest, all such uxémd any
interest and penalty. When any such protested assessment shall have been finally dtm'mmed Operator shall pay the tax for thgﬂht ac-
count, together with any interest and penalty accrued, and the tots] cost shail then be med agamst the parties, and be paid bytdxm 2

provided m Exhibit *'C"". : . .u .
.14
Each party shall pay or cause to be paid all production, severance, excise, pthmng and other taxes imposed upon oﬂvlm, to

Goomply e
- e

the productioa or handling of such party’s share of oil and/or gas produced under the terms of this agreement. .
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ARTICLE VII '

1 G. Insurance:

2 . ' :

3 At sl times while operations are conducted hereunder, Operator shall co'mply with the workmen’s compensation law of
4  the state where the operations are being conducted; provided, however, that Opemor may be a sell-msu:et for liability under said com-
S pensation laws in which event the only charge thnsluﬂbemadetolhepmtmumshllbeuprowdcdm Exhibit **C"*. Operator shall
6 _ also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exiubu D", atached to and made a part
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Aru o comply with the workmen's compensation
8  law of the stste where the operations are being conducted and to maintain such othcr insurance as Operator may require.

9 ' ‘
10 In the event automobile public liability insurance is specified in szid Exhibit "D" or suhp:qumdy receives the approvd of the
31 parties, no direct charge shall be made by Operator foc premiums paid for such insurance for Op s e equip
12 ,

13 ARTICLE VIl ‘

14 ACQUISITION, MAINTENANCE OR TRANSFE:R OF INTEREST

15 : '

16  A. Surrendes of Leases: ' ;

17 t

18 The leases covered by this agreement, insofar a5 they embrace acreage in the Comnct Aﬂp shall not be surrendered in whole
19 or in part unless all parties consent thereto. ‘

20 .

21 However, should any party desire to surrender its interest in any lesse or in any portion thereof, and the other parties do not

22 agree or consent thereto, the party desiring to surrender shall assign, without expreu’ot implied| warranty of title, all of its interest in
23 such lesse, or poction thereof, and any well, material snd equipment which maybghwcd ereon and any rights in production
24  thereafter secured, to the parties not consenting to such surrender. Kduuuereuofthemgn ' party is oc includes an oil and gas in-
25 tmd\emgmngpmyshalluemmmddehv«tcthep‘nyorpnmmmmgtomd\ ender an oil and gas lease covering
26 suchulmdg:smwmkxnmo(m(l)ymmdsokmgthemftusmlmdlumupmdmdi&omwehndmvuedmueby.mh
27  lease 10 be on the form attached hereto as Exhibit ‘B, Upon such mgnmentorleue the assigning party shall be relieved from afl
28  obligations thereafter accruing, but not theretofore accrued, with rapenmmemmestmgnedorlundmdtheopmdonofmy well
29  awributable thereto, and the assigning party shall hlvemfunhermttrstmmemgnedodmd premises and its equip and pro-
30 ducuonocherdmthemyﬂuaremmedmmylelumndeundenheunmofthnAmcle The pdrty dssignee or lessee shall pay to the
31  party assignor or lessor the reasonable salvage value of the latter's interest in sny wells and equipment attributable to the assigned or leas-
. 32 ed acreage. The value of all material shal) be determined in accordance with the ions of Exhibit **C"’, less the estimated cost of
i 33 salvaging and the estimated cost of plugging and abandoning, If the assigr of leasé is in faw of more than one party, the interast
34 shallbesharedbysuchpmiuintheproponionslhntheinmolachbmntqtfletoulinumohﬂmchparﬁa.
35 ) !
36 Any assignment, lease or surrender made mderthsprovﬂmshallnotrzduceo{'chmgemgmpor ’s, lessor’s or surrendering
37  parey’s interest as it was immediately before the assignment, lmeorsumndermth:bdmceoﬁthe Contract Ares; and the acreage
3§  assigned, leased or surrendered, and subsequent operations thereon, shall not dleru!wbesubm to the terms and provisions of this

39  agreement.

40

41 B. Renewsl or Extension of Leases: '

42 ;

43 If any party secures & renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to electito participate in the ownership of the

45  renewal lease, insofar as such lease affects lands within the Contract Area, by paying o the party wiﬂo acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Conm A:ep which shall be in proportion to the
47  interests held at that time by the parties in the Contract Ares. ;

49 1f some, but less than all, oftlnplrnesekdtopamap-lem!hepurchasedtrmew-lmltslullbeownedbythep.mes
50  who elect 1o participate therein, in 2 ratio based upon the relationship of their respecuve percenugcol participation in the Contract Area
51  to the aggregate of the percentages of participation in the Contract Ares of all parties participating in the purchase of such renewal lease.
52 Any renewal lease in which less than all parties elect 0 participate shall not be subject (o this agreement.

53 ; !

54 Each party who participates in the purchase of 2 renewal lease shall be given an -suyxmemlof its proportionate interest therein
55 by the acquiring party.

56 :

57 The provisions of this Article shall apply to renewal leases whether they are for ()w entire ifterest covered by the cxpiring lease
58 orcovetonlyaporﬁonolitsuuormimermtherein. Anymewﬂleueukmbdmtheapin&cnoliupredm lease, or taken or
59  contracted for within six (6) hs after the expiration of the existing lease shall be subject to this provision; but any lease con-
60  tracted for more than six (6) months after the expiration of an existing leuzshaﬂ m(bedeemedarenzwal lease and shall not be:*b,ec( o
61  the provisions of this agreement. 3

2 o )%

63 The provisions in this Article shall also be applicable to extensions of oil and gas lesses. . $

65 €. Acreage or Cash Contributions: i | ch g

66 : ‘t

67 While this agreement is in force, if any party contracts for & contribution of cash towardsithe drilling of t#ell ofy

68  operation on the Contract Ares, such contribution shall be paid to the party who condutted the drilmg or other dpen&oﬁ ai:d‘ shan be
9 apphed by it against the cost of such drilling or other operation. 1 the conmbumo be in the form oi,acreuge, the pmy wwmap con-
‘he py

-11- ’ '
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ARTICLE VIl ' ;

i . :
aﬂDnngPmM&emddnﬂmgﬁudeSuchme«mmlnpmucmimAmmd to the extent possible, be
governed by provisions identical to this agreement. Eld!Mshﬂpfompdymufylﬂodmplnledmyuqugeormhmm'b\:um
it may obtain in support of any-well or any other operation on the Contract Ares. The sbove provisions shall also be applicable to op-
uomlnghuwammgewmdetthmmArawhxbmmmwohwdldnﬂedlnsidemeOonmctAxu.

If any party contracts for any considération relating to disposition of such party sshmo& b produced h nder, such
consideration shall not be deemed a contribution as contemplated in this Article VIILC.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold nucresu covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in lheleuuembrzced‘wuhin!heConm Arca and in wells,
equipment and production unless such disposition covers either:

. I

1. the entire interest of the party in el leases and equipment and production; or f

. 1
2. an cqual undivided interest in all leases and equipment and production in the Contract] Ares.

Every such sale, encumbrance, mndcrototherduposmmnndebymypnnyshal!bem expressly subject to this agreement
and shall be made without prejudice to the right of the other parties. |

lf,nmyﬁmnheinm-mdmypmyisdividgdmgmdmedbyburw'mm%mm.Openm.nisdiscrm.my

. require such co-owners to appoint s single trustee or agent with full authority to receivé notices, sppeove expenditures, receive billings for

and spprove and pay such party’s share of the joint expenses, and to deal generally with, nndmt‘pvwermbnd the coowners of such
party’s interest within the scope of the operations embraced in this agreement; however, allsudlpovwnmslullhavuhenghnoenw
mwmdexmmaﬂmmmammufuthedtspusncno(dmmpemvuhnudtheohmdgnwodmd(mndnCmum
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:
Hpcnninedbythehwsolmeuateorsummwhnchdxepropertycovered?mby:simxeﬂ.nchpmyhemommm

undivided interest in the Contract Area waives any and all rights it may have to pmmon and have set aside to it in severalty its undivided
interest therein.

F. Preferential Right to Purchase: i

¢ [l

‘Ares, it shlll prompdy give written notice to the otherpamu.mth full information co:')cermngn ‘ yhi [inchade the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), he-putchas pna.mdlllotherm
of the offer. The other parties shall then have an optional prior right, for & perigd ob-tey d-y:‘afwrrecelptdthemuce.topurchm
on the same terms and conditions the interest which the other pasty-proposes to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in she-proportions that the interest of each bears to the total interest of all purchasing par-
ties, However, there shall be po-preféfential right 0 purchase in those cases where ;:nypmywislmwumpge its interests, or to
dispose of ity ip $5 merger.mrganiwion,consoﬁdaﬁon,a"saleolallorsubmnt[inlly:lloﬁ assets to a subsidiary or parent com-

: ]

l-interests-ufider-tinssgreement;

ARTICLE IX. »
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create" a relstionship of partnership or an association
for profit between or among the parties hereto. Nothdumcﬁng any provision herein tlm the rights and liabilities hereunder are several
and not joint or collective, or that this agr and h d shlllnotconsmtenplrmship.i(.lorkda‘llimm
purposes, lhls:greemmtmdtheop«ammhemmdeuueprdedu-wmp each party affected elects to be excluded
from the application of all of the provisions of Subchapter **K'", Chapter 1, Subtitle "A"' of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. tor is authorized and directed to ex-
ecute on behalf of each party hereby affected sud:evxdcmeolthselecumnmybel‘equuedby(the&umry of the Treasury of the
United States or the Federal Internal Revenue Service, including spexifically, but not by way of li , all of the returns, statements,
and the data required by Feders! Regulations 1.761. Should there be any requirement that party hereby affected give further
evidence of this election, each such party shaﬂexecutesuchdocumumdhmuhmchodmevxdmcenmqbuequ ..
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party :!*llngemynoucaoruke i
action inconsistent with the election made heseby. If any present ot future income tax laws of the state or states in which the
Area is Jocated or any future income tax laws of the United States contain provisions s‘imilar 1o those in Subchaprer K™, "g
Subtitie **A"’, of the Internal Revenue Code of 1934, under which an election similas 1o, that provided by Section 761 of the Cy
mitted, esch party hereby affected shall make such election as may be permitted or required by such laws. In making the for
tion, exch siich party states that the income derived by such party from operations herﬂndu can Qe adequately determined v
computation of partnership taxable income.

l
!
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o

ARTICLE X. ;

CLAIMS AND LAWSUITS !

i |
Operator may settle any single uninsured third party damage claim or suit srising from operations hereunder if the expenditure
dacs not exceed_._-Thirty “hougand . . , Dollars
(8. 36,000.00 ) and if the payment is in complete settlement of such claim ‘or suit, If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the klaim or suit, unless such suthority is
delegated to Operstor. All costs and expenses of handling, settling, or otherwise dischirging suchlclaim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim o suit arises. !f 4 claim is made sgainst any party or if any pasty is
suedonxcounxohnynutxernri.\ingﬁ'mnopa:don:hcrmndetoverwhichmchMvid\wtmpownuolbumoldnriﬂmgivm
Operator by this agrecment, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder. ‘

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out'its obligations under this agreement, other than
the obligation to make money payments, that party shall give 1o all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, Lo far as they are affected by the force
majeure, shail be suspended during, but no longer than, the continuance of the force mhjenre. Thel affected party shall use all ressonable
ditigence to remove the force majeure situation as quickly as practicable. :

The cequirement that any force majeure shall be remedied with all ¢ ble dispatch shallinot require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such diﬁqhiu shall be handled shall be entirely
within the discretion of the party concerned.

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

ARTICLE XII. . |
NOTICES

v

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
speciﬁaﬂyprovided.shllbe;ivenhwﬁtin;bymilonekgnm.pmngeorchugapupdd,ubyuhottéecopi&mdadd:medw
the parties to whom the notice is given at the addresses listed on Exhibit *“A™". The originating natice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any ive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges px:tpﬁd.ot sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written |notice thereof to all other parties.

ARTICLE XII.
TERM OF AGREEMENT
This agreement shall remain in full force and effect as to the oil and gas leases and/or oil ges interests subject hereto for the
period of time selected below: provided, however, no party hereto shall ever be construed as having fny right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement. |

v

0O Option No. 1: So long as any of the oil and gas leases subject 1o this agreement remain ot.lLecontinuedhforcustomy pact
of the Contract Ares, whether by production, extension, renewal or otherwise. . |

@ Option No. 2: In the event the well described in Article VI.A., or any subsequent welll drilled under any provision of this
agreement, results in production of cil andfor gas in paying quantities, this agreement shall continue in force 30 long as any such well or
wells produce, or are capable of production, and for an additionsl period of _ 90 days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or artempting to complete & well or wells hereunder, this agreement shall continue in force until such opers-
tions have been completed and if production results therefrom, this agreement shail continue in force as provided herein. In the gyent the
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and po other well is producing, @ capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drillhg.;daepeniu;. plugging back off;
ing operations are commenced within 90 __ days from the date of sbandonment of said well. ;

It is agreed, however, that the termination of this agreement shall not relieve any pasty hereto from any liability
accrued or attached prior to the date of such termination. ‘ i

2
2 R
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations aod Orders: i
|
This agreement shall be subject to the conservation laws of the state in which tHe Contract; Ares is located, to the valid rules,
regulations, and orders of any duly constituted regulstory body of said state; and to all okher -pphcﬁbb federal, state, and local laws, or
dinances, rules, regulations, and orders. ’

B. Governing Law: E i

|
This agreement and all matters pertzining heseto, including, but not limited to, maters of pefomance. noa-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and demmM by the hw of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of
shall govern. I

C. Regulatory Agencies:

Nothing herein contained shall gramt, or be construed to grant, Operator the right or authority to waive or relesse any rights,
privileges, or obligstions which Noa-Operators may have under federal or state laws or tinder rules] regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, opermon, production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator fro'm any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Ofperator’s initerpretation or application of rules,
rulings, regulstions or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operstor fusther agrees to reimburse Operator for any amounts applicable to such Non-
Operstor’s share of production that Operator may be required to refund, rebate or pay a$ a result of such an incorrect interpretation of
application, together with interest and penalties thereon owing by Operator as a result of such i ect interpretation or application.

Non-Operstocs authorize Operator to prepare and submit such documents as may be ired to be submitted to the purchaser
of any crude oil sold hereunder of to any other person oc entity pursuant wd‘wrequ:mnénuohhe 'Crude Oil Windfall Profit Tax Act
of 1980"", as same may be amended from time to time (**Act’’), and myvlhdreguhuonsm rules which may be issued by the Tressury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish'any and al certifications or other informativa
which is required 1o be furnished by said Act in a timely manner and in sufficient detiil to t compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

PRIORITY OF ELECTIONS:

Notwithstanding anything herein to the contrary, it is agreed that where a well ishall have .been drilled to the
objective depth or the objective formation and the Consenting Partics in the wefl cannot mutually agree upon
the sequence and timing of further operations regarding said well, the following clections shall control in
order of priority enumerated hereafier: ; .

)
i
b. An election to attempt to complete the well at either the objecL%ve depth or objective formation;

a An clection to do additional logging, coring or testing;

c. An clection to plug back and attempt to complete said well at a%n alternative depth or formation;,

d. An election to deepen said well;

t

P

c. An clection to sidetrack said well. :

t
It is provided, however, that if, at the time the Consenting Parties are cons:denné any of
the above elections, the hole is in such a condition that a reasonably prudent Operator would
not conduct the operations contemplated by the pnrucular clection mvolved for fear of
placing the hole in jeopardy or losing the same prior to completing the wcll in the objective
depth or objective formation, such election shall be ehmmated from the' pnonue
hereinabove set forth.

14-
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ARTICLE XVI.
MISCELLANEOUS

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

¢
1
i

and o their respective heirs, devisees,

I
'Ihisinmume:tmaybeeucuwdinmywmdmnmmdwmhjmuwmoﬁwhmm

IN WITNESS WHEREOF, this agreement shall be effectivessof _ 18T deyof __Maxrch —  19_97 .

OPERATOR

OXY USA InCE.

|

|
!

NON-OPERATORS

Attorﬂey-in%Fact

|
i
I

Thresheold quelopment Company

By:

Leland Hodges

1

! .
Broad Streeﬁ Financial Company

By:

'

Herbert F. Boles ;

Norma J. Boles

-15-
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EXHIBIT“A» |

Attached to and made a part of that certain Operating Agmemicnt datel March 1, 1997 by and
between OXY USA Inc., as Operator, and Threshold Development Company, as Non-Operator.

I Identi i ds subject to this ent:

Sections 8 and 9, T19S-R29E, N.M.P.M., Eddy County, New Mexico.
|

1I. icti i astod ormatio Ul
All rights below 3,000’ subsurface
m. Percentages or fractional interests of pariie; 10 this Aggei ent:

Wells completed below the b one Spri
mo | awo
OXY USA Inc. 100 53.50000
Broad Street Financial Company 0! 17.43750
Leland A. Hodges, et vir 0 5.521875
Herbert F. Boles 0 290625
Threshold Development Company 0 23.250000
100 100
, Wells completed above the base of the Bone Springs
{ ;
OXY USA Inc. ' 50.000%
Broad Street Financial Company F18.750%
Leland A. Hodges, et vir . 5938%
Herbert F. Boles 0.312%
Threshold Development Company 25.000%
100 !
IV.  Addresses of parties for notice purposes: '

OXY USA Inc.

Attention: Primary Oil & Gas Team Landman-NM
P. O. Box 50250

Midland, Texas 79710

Broad Street Financial Company
37 West Broad Street, Suite 1100 ;
Columbus, Ohio 43215-4132 ;

Leland A. Hodges
115 West 7th Street, Suite 1310
Fort Worth, Texas 76102-7013

Herbert F. Boles
P. 0. Box 2021
Midland, Texas 79702-2021

Threshold Development Company
Attention: Bud Vinson

Fort Worth Club Tower
Penthouse II, Suite D

777 Taylor Street

Fort Worth, Texas 76102




Exhibit “A”

Page 2

V. Lease Schedule:
LEASE DATE: April 10, 1939
LESSOR: State of New Mexico
LESSEE: Continental Oil Company
SERIAL NO. B-8096
RECORDING DATA: Not Available

DESCRIPTION: All of Section 8, the SW/4NE/4, the NW/4, the SE/4 and the SW/4 of
Section 9, T19S-R29E, NM.P.M. limited to depths below 3000’
Eddy County, New Mexico.

LEASE DATE: December 1, 1991

LESSOR: State of New Mexico
LESSEE: Mitchell Energy Corporation
SERIAL NO. VA-0465

RECORDING DATA: Not Available

DESCRIPTION: The NE/ANE/4 of Section 9, T19S-R29E, N.M.P.M. limited to depths
below 3000', Eddy County, New Mexico.

LEASE DATE: December 1, 1995
LESSOR: State of New Mexico
LESSEE: Ameristate Oil and Gas, Inc.
SERIAL NO. VB-0455

RECORDING DATA: Not Available

DESCRIPTION: The NW/4NE/4 and the SE/4NE/4 of Section 9, T19S-R29E,
N.M.P-M. limited to depths below 3000’, Eddy County, New Mexico.
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EXHIBIT e "
Attached to and made a part of _that certain Operating Agreement dated March 1, 1997
with OXY USA Inc. ag Operator and Threshold Development Company as

XNon-QOperator.,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions

f‘Joi;gc I;‘re(:iperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is at R

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“QOperator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. .

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

Statement and Billings

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

Advances and Payments by Non-Operators

A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s opent)on within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B.  Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If p; gym?(xt is Eot made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at 2ANX _OI Amer Ameri
on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts,

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in & manner which will result in 2 minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators,

II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable Jaws and regulations.
2.  Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joint Operations.

3. Laber

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduet of Joint
Operations.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I1. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience.

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

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

4. Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like naturs, applicable to Operator’s labor cost chargeable to the Joint

Acocount under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

5. Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material

shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

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

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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11.

12.

13.

14.
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B. I surplus Ma'terial is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material iz normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
rfr,ladtg to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the

arties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section IIl. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Egquipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator ewned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation net to exceed

percent (_8_____%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator. ‘

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge {or services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered-by the
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation and/
or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.
Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.
Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III and which
i8 of direet benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.




. | —{I;

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

(x) Fixed Rate Basis, Paragraph 14, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or
(X) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consuitant services
and contract services of technical personnel ¢ither temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or
(X) shall not be covered by the overhead rates.

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

Drilling Well Rate $
(Prorated for less than a full month)

Producing Well Rate $ ___550.00
{ (2) Application of Qverhead - Fixed Rate Basis shall be as follows:
) (2) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

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

{b) Producing Well Rates

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

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

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

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.

~Br—Overhead—RereentageBasie-
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provjded
under Paragraph 10 of Section II and all salvage credits.

(b) Operating

Percent (____ %) of the cost of operating the Joint Property exclusive of costs pfovided under

Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchgaed for secondary

recovery and all taxes and assessments which are levied, assessed and paid upon the minefal 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 111, development
shall include all costs in connection with drilling, redrilling, deepening, or any refnedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the prodQcing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and gkpenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construgfion or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a {ied asset, except Major Construction as
defined in Paragraph 2 of this Section 111, All other costs shall be copfidered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construetién and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed agsét required for the development and operation of the
Joint Propeny, Operator shall either negotiate a rate prior to tfe beginning of construction, or shall charge the Jomt
Account for overhead based on the following rates for any Majdr Construction project inexcessof §

A.__5 % of first $100,000 or total cost if less, plus

B. 3 %of costs in excess of $100,000 but lesythan $1,000,000, plus

C.—2 % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any onefroject. For the purpose of this paragraph, the component parts of & single

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded

Catastrophe Overhead

To compensate Operator for ovephead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fite, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property Ao the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a ragé prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A.__3 % otbtal costs through $100,000; plus
B. __?___ 9 of total costs in excess of $100,000 but less than $1,000,000; plus

C. % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
siong6f this Section III shall apply.

Amendment of Rates
The overhead rates provided fpr in this Section IIl may be amended from time to time only by mutual agreement between

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1

Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

5
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A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

@)

3

)

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published

(b)

(c

~—

(@)

carload base prices effective as of date of movement plus transportation coet using the 80,000 pound carload

weight basis to the railway receiving point nearest the Joint Property for which published rail rates for

tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate

a?y be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
io.

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

(c)

@

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

Line pipe 24 inch OD and over and ¥% inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved o the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.

(2) Material used on and moved from the Joint Property

(a)

(b)

At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originaily
charged to the Joint Account as used Material. )

(3) Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, if any, shall be absorbed by the transferring property.

C. Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Mg.terial. excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commenasurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis,

(8) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (26¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year, Such rate shall be published each year by the Council of Petroleum Accountants Societies.

2) Mate]t"dial invt;lving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

3. Premium Prices

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

4. 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 manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

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

4. Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

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

-




Exhibit “D” - Attached to and made a part of that certain Operating Agreement dated March 1, 1997, by
and between OXY USA Inc., as "Operators” and Threshold Development Company as “Non-
Operator”.

Insurance Exhibit

The Operator shall provide for Workmen’s Compensation coverage in accordance with the
law of the State in which operations are being conducted. The cost thereof shall be borne by the Joint Account
accordance with the terms of the Accounting Procedure attached to the Operating Agreement referenced
above, No other insurance shall be provided by the Operator for the benefit of the parties hereto.




EXHIBIT "E” - Attached to and made a part of that certain Operating Agreement dated March 1, 1997, by

and between OXY USA Inc., as “Operator” and Threshold Development Company as *Non-
Operators”,

EXHIBIT "B"

GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OPERATING AGREEMENT DATED

BY AND BETWEEN » AND

("OPERATING AGREEMENT") RELATING TO THE

AREA,

1.

COUNTY, STATE OF

DEFINITIONS

The following definitions shall apply to this Agreement:

1.01

1.02

1.03

1L.04

1.05

1.06

1.07

1.08

1.09

1.10

111

"Arm's Length Agreement” shall mean any gas sales agreement with an unaffiliated
purchaser or any gas sales agreement with an affiliated purchaser where the sales price and
delivery conditions under such agreement are representative of prices and delivery conditions
existing under other similar agreements in the area between unaffiliated parties at the same
time for natural gas of comparable quality and quantity.

"Balancing Area" shall mean each well subject to the Operating Agreement that produces Gas
or is allocated a share of Gas production. If a single well is completed in two or more
producing intervals, each producing interval from which the Gas production is not
commingled in the wellbore shall be considered a separate well or Balancing Area.

"Full Share of Current Production” shall mean the Percentage Interest of each Party in the
Gas actually produced from the Balancing Area during each month,

"Gas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether
from a well classified as an oil well or gas well by the regulatory agency having jurisdiction
in such matters, which are or may be made available for sale or separate disposition by the
Parties, excluding oil, condensate and other liquids recovered by field equipment operated for
the joint account. For the purposes of this Agreement, "Gas" does not include gas used in
joint operations, such as for fuel, recycling or reinjection, or which is vented or lost prior to
its sale or delivery from the Balancing Area.

"Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing
Area in excess of its Full Share of Current Production, whether pursuant to Section 3.3 or
Section 4.1 hereof.

"Mcf" shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volume of gas
contained in one cubic foot of space at a standard pressure base and at a standard temperature
base.

"MMBm" shall mean one million British Thermal Units. A British Thermal Unit shall mean
the quantity of heat required to raise one pound avoirdupois of pure water from 58.5 degrees
Fahrenbeit to 59.5 degrees Fahrenheit at a constant pressure of 14.73 pounds per square inch
absolute.

“Operator” shall mean the individual or entity designated under the terms of the Operating
Agreement or, in the event this Agreement is not employed in connection with an operating
agreement, the individual or entity designated as the operator of the well(s) located in the
Balancing Area,

"Overproduced Party" shall meany any Party having taken a greater quantity of Gas from the
Balancing Area than the Percentage Interest of such Party in the cumulative quantity of all
Gas produced from the Balancing Area. '

"Overproduction” shail mean the cumulative quantity of Gas taken by a Party in excess of its
Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area.

"Party” shall mean those individuals or entities subject to this Agreement, and their respective
heirs, successors, transferees and assigus,
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1.12 "Percentage Interest” shall mean the percentage or decimal interest of each Party in the Gas
produced from the Balancing Area pursuant to the Operating Agreement covering the
Balancing Area. For the purposes of applying the Oklahoma Production Revenue Standards
Act hereto the terms "Percentage Interest”, “Proportionats Production Interest, and "Working
Interest Share of Production” shall be considered equivalent terms.

1.13  "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners
of royalties, overriding royalties, production payments or similar interests.

1.14  "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the
Balancing Area than the Percentage Interest of such Party in the cumulative quantity of all
Gas produced from the Balancing Area.

1.15  "Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken
by a Party and its Percentage Interest in the cumulative quantity of all Gas produced from the
Balancing Area.

1.16  "Winter Period" shall mean the months of November, December, January and February.

2. BALANCING AREA

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each
Balancing Area were covered by separate but identical agreements, All balancing hereunder shal) be on the
basis of Gas taken from the Balancing Area measured in MMBtus.

22 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject
to one or more maximum lawful prices, any Gas not subject o price controls shall be considered as produced
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered
produced from a separate Balancing Area.

3. RIGHT OF PARTIES TO TAKE GAS

31 Bach Party desiring to take Gas will notify the Operator, or cause the Operator to be notified
of the volumes nominated, the name of the transporting pipeline and the pipeline contract number (if available)
and meter station relating to such delivery, sufficiently in advance for the Operator, acting with reasonable
diligence, to meet all nomination and other requirements. Operator is authorized to deliver the volumes so
nominated and confirmed (if confirmation is required) to the transporting pipeline in accordance with the terms
of this Agreement.

3.2  Bach Party shall make a reasonable, good faith effort to take its Full Share of Current
Production each month, to the extent that such production is required 1o maintain leases in effect, to protect
the producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production.

33 When a Party fails for any reason to take its Full Share of Current Production (as such Share
may be reduced by the right of the other Parties to make up for Underproduction as provided herein), the other
Partes shall be entitled to take any Gas which such Party fails to take. To the extent practicable, such Gas
shall be made available initially to each Underproduced Party in the proportion that its Percentage Interest in
the Balancing Area bears to the total Percentage Interests of all Underproduced Parties desiring to take such
Gas. If all such Gas is not taken by the Underproduced Parties, the portion not taken shall then be made
available o the other Parties in the proportion that their respective Percentage Interests in the Balancing Area
bear to the total Percentage Interests of such Parties.

3.4 All Gas taken by a Party in accordance with the provisions of this Agreement, regardless of
whether such' Party is underproduced or overproduced, shall be regarded as Gas taken for its own account with
title thereto being in such taking Party.

3.5  Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled
in any month to take any Gas in excess of three hundred percent (300%) of its Percentage Interest of the
Balancing Area's then-current Maximum Monthly Availability; provided, however, that this limitation shall
not apply to the extent that it would preclude production that is required to maintain leases in effect, to protect
the producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production.
"Maximum Monthly Availability" shall mean the maximum average monthly rate of production at which Gas
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can be delivered from the Balancing Area, as determined by the Operator, considering the maximum efficient
well ratc for each well within the Balancing Area, the maximum allowable(s) set by the appropriate regulatory
agency, mode of operation, production facility capabilities and pipeline pressures.

3.6  In the event that a Party fails to make arrangements to take its Full Share of Current
Production required to be produced to maintain leases in effect, to protect the producing capacity of a well or
reservoir, 1o preserve correlative rights, or to maintain oil production, the Operator may sell any part of such
Party's Full Share of Current Production that such Party fails to take for the account of such Party and render
to such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression,
treating, gathering or transportation costs incurred directly in connection with the sale of such Full Share of
Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain
such price and conditions of the sale ag are reasonable under the circumstances and shall not be obligated to
share any of its markets. Any such sale by Operator under the terms hereof shall be only for such reasonable
periods of time as are consistent with the minimum needs of the industry under the particular circumstances,
but in no event for a period in excess of one year, Notwithstanding the provisions of article 3.4 hereof, Gas
sold by Operator for a Party under the provisions hereof shall be deemed to be Gas taken for the account of
such Party.

4. IN-KIND BALANCING

4.1 Effective the first day of any calendar month following at least thirty (30) days’ prior written
notice to the Operator, any Underproduced Party may begin taking, in addition 1o its Full Share of Current
Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current
production determined by multiplying fifty percent (50%) of the Full Shares of Current Production of all
Overproduced Parties by a fraction, the rumerator of which is the Percentage Interest of such Underproduced
Party and the denominator of which is the total of the Percentage Interests of all Underproduced Parties
desiring to take Makeup Gas. In no event will ar Overproduced Party be required to provide more than fifty
percent (50%) of its Full Share of Current Production for Makeup Gas. The Operator will promptly notify
all Overproduced Parties of the election of an Underproduced Party to begin taking Makeup Gas.

42 Notwithstanding the provisions of Section 4.1, no Overproduced Party will be required to
provide more than twelve and one half percent (12.5%) of its Full Share of Current Production for Makeup
Gas during the Winter Period.

4.3 Notwithstanding anything herein 1o the contrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entitled to participate in any operation
regarding a Balancing Area shall be entitled to take gas from said Balancing Area for which it is a Non-
Consenting Party.

5. STATEMENT OF GAS BALANCES

5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the
volumes of Gas that each Party is entitled to receive and the volumes of Gas actually taken or sold for each
Party's account. Within forty-five (45) days after the month of production, the Operator will furnish a
statement for such month showing (1) each Party's Full Share of Current Production, (2) the total volume of
Gas actually taken or sold for each Party's account, (3) the difference between the volume taken by each Party
and that Party's Full Share of Current Production, (4) the Overproduction or Underproduction of cach Party,
and (5) other data as recommended by the provisions of the Council of Petroleum Accountants Societies
Bulletin No. 24, as amended or suppiemented hereafter. Each Party taking Gas will promptly provide 10 the
Operator any data required by the Operator for preparation of the statements required hereunder.

5.2 If any Party fails to provide the data required herein for four (4) consecutive production
months, the Operator, or where the Operator has failed to provide data, another Party, may audit the
production and Gas sales and transportation volumes of the non-reporting Party to provide the required data.
Such audit shall be conducted only after reasonable notice and during normal business hours in the office of
the Party whose records are being audited. All costs associated with such audit will be charged to the account
of the Party failing to provide the required data.

6. PAYMENTS ON PRODUCTION

6.1 Each Party taking Gas shall pay or cause to be paid all production and severance taxes due
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on all volumes of Gas actually taken by such Party.

6.2  Each Party shall pay or cause to be paid all Royalty due with respect ¢ Royalty owners to
whom it is accountable as if such Party were taking its Full Share of Current Production, and oaly its Full
Share of Current Production.

6.3  In the event that any governmental authority requircs that Royalty payments be made on any
other basis than that provided for in this Section 6, each Party agrees W make such Royalty payments
accordingly, commencing on the effective date required by such governmental authority, and the method
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the carlier of the plugging and abandonment of the last producing interval in the
Balancing Area, the termination of the Operating Agreement or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a period of twelve (12)
consecutive months, any Party may give written notice calling for cash settlement of the Gas production
imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Area,

7.2 Within sixty (60) days afier the notice calling for cash settlement under Section 7.1, the
Operator will distribute to each Party a Final Gas Settlement Statement detailing the quantity of Overproduction
owed by each Overproduced Party to each Underproduced Party and identifying the month to which such
Overproduction is attributed, pursuant to the methodology set out in Section 7.4.

7.3  Within sixty (60) days after receipt of the Final Gas Settlerent Statement, each Overproduced
Party will pay to cach Underproduced Party entitled o setiement the appropriate cash settdement, accompanied
by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the Operator
of the Gas imbalance settled by the Overproduced Party's payment.

7.4 The amount of the cash settlement will be based on the proceeds received by the
Overproduced Party under an Arm's Length Agreement for the Gas taken from time to time by the
Overproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any Makeup
Gas taken by the Underproduced Party prior to monetary settlement hereunder will be applied to offset
Overproduction chronologically in the order of accrual.

7.5  The values used for calculating the cash setflement under Section 7.4 will include all proceeds
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Area, after deducting
any production or severance taxes paid and any Royalty actally paid by the Overproduced Party to an
Underproduced Party's Royalty owner(s), to the extent said payments amounted t a discharge of said
Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression, treating,
gathering or transportation costs incurred directly in connection with the sale of the Overproduction.

7.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a
percentage of the proceeds obtained by the purchaser upon resale of residuc gas and liquid or liquifiable
hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will include
proceeds received by the Overproduced Party for both the liquid hydrocarbons (including liquifiable
hydrocarbons) and the residue gas attributable to the Overproduction.

7.5.2 Por Qverproduction processed for the account of the Overproduced Party at a gas processing
plant for the extraction of liquid hydrocarbons, where settlement for the gas so processed was on a basis other
than percentage of the proceeds, the values used for calculating cash settlement will include the proceeds
received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from the Overproduction,
less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to
transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.

7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length
Agreement, the cash settlement will be based on the weighted average price received by the Overproduced
Party for any gas sold from the Balancing Area under Arm's Length Agreements during the months © which
such Overproduction is attributed. In the event that no sales under Arm's Length Agreements were made
during any such month, the cash settlement for such month will be based on the spot sales prices published for
the applicable geographic area during such month in a mutually acceptable pricing bulletin.
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77 Interest compounded at the maximum lawful rate of interest applicable to the Balancing Area
will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due
pursuant to Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in the
proportion that their respective delays beyond the deadlines set out in Section 7.2 and 7.3 contributed to the
accrual of the interest,

1.8 In lieu of the cash settiement required by Section 7.3, an Overproduced Party may deliver
to the Underproduced Party an offer to settle its Overproduction in-kind and at such rates, quantities, times
and sources as may be agreed upon by the Underproduced Party. If the Parties are unable 10 agree upon the
manner in which such in-kind settlement gas will be furnished within sixty (60) days after the Overproduced
Party's offer to settle in kind, which period may be extended by agreement of said Parties, the Overproduced
Party shall make a cash setfement as provided in Section 7.3 The making of an in-kind settlement offer under
this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parties fail to reach
agreement on an in-kind settlement.

7.9  That portion of any monies collected by an Overproduced Party for Overproduction which
is subject to refund by orders of the Federal Energy Regulatory Commission or other governmental authority
may be withheld by the Overproduced Party until such prices are finally approved by such governmental
authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced
Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such
governmental authority.

8 TESTING

Notwithstanding any provision of this Agreement to the contrary, any Party shall have the right, from
time to time, to produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the
reasonable deliverability test(s) required by such Party's Gas purchaser, and the right to take any Makeup Gas
shall be subordinate to the right of any Party to conduct such tests; provided, however, that such tests shall
be conducted in accordance with prudent operating practices only after fifteen (15) day's prior written notice
to the Operator and shall last no longer than seventy-two (72) hours.

9. OPERATING COSTS

Nothing in this Agreement shall change or affect any Party's obligation to pay its proportionate share
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share
thereof is set forth in the Operating Agreement, irrespective of whether any Party is at any time selling and
using Gas or whether such sales or use are in proportion to its Percentage Interest in the Balancing Area.

10. LIQUIDS

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field
equipment operated for the joint account in accordance with their Percentage Interests in the Balancing Area.

11. AUDIT RIGHTS

Notwithstanding any provision in this Agreement or any other agreement between the Parties hereto,
and further notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years
from the end of the calendar year in which any information to be furnished under Section 5 or 7 hereof is
supplied, any Party shall have the right to audit the records of any other Party regarding quantity, including
but not limited to information regarding Btu-content. Any Underproduced Party shall have the right for a
period of two (2) years from the end of the calendar year in which any cash settlement is received pursuant
to Section 7 to audit the records of any Overproduced Party as to all matters concerning values, including but
not limited to information regarding prices and disposition of Gas from the Balancing Area. Any such audit
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after
reasonable notice, during normal business hours in the office of the Party whose records are being andited.
Each Party hereto agrees to maintain records as to the volumes and prices of Gas sold each month and the
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Party in
its own operations. The audit rights provided for in this Section 11 shall be in addition to those provided for
in Section 5.2 of this Agreement.
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12. MISCELLANEOUS

12.1  Asbetween the Parties, in the event of any conflict between the provisions of this Agreement
and the provisions of any gas sales contract, or in the event of any conflict between the provisions of this
Agreement and the provisions of the Operating Agreement, the provisions of this Agreemeant shall govern.

122 Each Party agrees 1o defend, indemnify and hold harmless all other Parties from and against
any and all liability for any claims, which may be asserted by any third party which now or hereafter stands
in a contractual relationship with such indemnifyiog Party and which arise out of the operation of this
Agreement or any activities of such indemnifying Party under the provisions of this Agreement, and does
further agree to save the other Parties harmless from all judgements or damages sustained and costs incurred
in connection therewith,

12.3  Except as otherwise provided in this Agreement, Operator is authorized to administer the
provisions of this Agreement, but shall have no Lability to the other Parties for losses sustained or liability
incurred which arise out of or in connection with the performance of Operator's duties hereunder, except such
as may result from Operator's gross negligence or willful misconduct. Operator shall ot be liable 1o any
Underproduced Party for the failure of any Overproduced Party (other than Operator) to pay any amounts
owed pursuant to the terms hereof.

12.4  This Agreement shall remain in full force and effect for as long as the Operating Agreement
shall remain in force and effect as to the Balancing Area, and thereafter until the Gas accounts between the
Parties are settled in full, and shall inure to the benefit of and be binding upon the Parties hereto, and their
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree to give notice
of the existence of this Agreement to any successor in interest of any such Party and to provide that any such
successor shall be bound by this Agreement, and shall further make any transfer of any interest subject o the
Operating Agreement, or any part thereof, also subject to the terms of this Agreement.

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

12.6  This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto,
or as being a stipulation in favor of any such person or entity.

12.7  If contemporaneously with this Agreement becoming effective, or thereafter, any Party
requests that any other Party execute an appropriate memorandum or notice of this Agreement in order to give
third parties notice of record of same and submits same for execution in recordable form, such memorandum
or notice shall be duly executed by the Party to which such request is made and delivered promptly thereafter
to the Party making the request. Upon receipt, the Party making the request shall cause the memorandum or
notice to be duly recorded in the appropriate real property or other records affecting the Balancing Area,

12.8  With respect to accounting treatment of any gas imbalances as may exist, the parties agree
to use the "cumulative method" [as defiped in Income Tax Regulation §1.761-2 (d) (4)] of accounting for
federal income tax purposes. The "entittements method” shall not be used for reporting gas sales from the
properties subject hereto.

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1  Subject to the provisions of Section 13.2 bereof, and notwithstanding anything in this
Agreement or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange
or other transfer) any of its working interest in the Balancing Area when such Party is an Underproduced or
Overproduced Party, the assignment or other act of transfer shall, insofar as the Parties hereto are concerned,
include all interest of the assigning or transferring Party in the Gas, all rights to receive or obligations to
provide or take Makeup Gas and all rights to receive or obligations to make any monetary payment which may
ultimately be due hereunder, as applicable. Operator and each of the other Parties hereto shall thereafter treat
the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other
transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be
entitled, and shall cause its assignee or other transferee to assume its obligations hereunder.

13.2  The provisions of this Section 13 shall not be applicable in the event any Party mortgages its
interest or disposes of its interest by merger, reorganization, consolidation or sale of substantially all of its
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assets to a subsidiary or parent company, or to any company in which any parent or subsidiary of such Party
owns a majority of the stock of such company.
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EQUAL OPPORTUNITY AND AFFIRMATIVE ACTION

During the performance of this contract, the Operator (meaning and referring saparstely to each party hereto) agrees ss
follows:

1.

6.

10.

11.

NONSEGREGATED FACILITIES REQUIREMENTS: The provisions of this Saction apply omly {f the total contrsct amount
excesds 310,000, & Certiflcetion of Nonsegregated Facilities, as required by 41 CFR §1-12,803-10(4)(1) and 60-1.8,
shall be sudbmitted prior to the award of a subcontrsct exceeding $10,000 which 1s not exempt from the provisions
of the Equal Opportunity clause. The certificstion msy be subsitted either for each subcontract or for all

subcontracts during a period.

K% EMPLOYMENT OPPORTUNITY: The provielons of this Section apply only {f the total contract amount exceads
$10,000. During the performance of this contract, the Seller agrees that it will cowply with all provisiona of
Executive Order Mo. 11246 which ie {scorporated into this agreement by this reference.

EQUAL EMPLOYMEWT OPPORTUNITY REPORTING REQUIREMENTS: The following spplies only 1f Seller has 50 or more employsss
snd holds coatracte, subd rects or purch orders amounting to wore than §$50,000: Seller will complete snd file
Government Standard Yors 100, Equal Employment Opportunity Baployer Information Report R20-1 (or such other form as
asy have superseded it), in sccordance with the instructions contained thereim.

AFFIRMATIVE ACTION COMPLIANCE PROCRAMS: The provisions of this Section apply only if Seller has 50 or wore
anoyul and holds contracte, subcontracts or purchase orders amounting to more thsn $30,000.

(a) In complfance with Parsgraph 60-1.40, and ia accordance with Sections 60-2.1 through 60~2.32 of the rules
of the Office of Federal Contract Compliance Programs, Ssller shall develop a written affirmative action compliance
progras for each of irs establishments. Within 120 days from the {ssue date of this contract, Seller shall mainteic
8 copy of separste affirmative action compliance programs for esch of its establishments.

(b) Seller shall require asch of its subcoutrsctors who bave 50 or wore eumployess and a subcontract placed
hereunder of $30,000 ot wore to develop & vritten affirmative action complisace progtam for each of its establish-
wents in conformsnce with the requiremsats of this Section.

EMPLOYMENT OF Q;UA!_I:I!I!D HANDICAPPED INDIVIDUALS: The provisions of this Section apply only if the total contract
anount exceads , » Seller agreas to comply with Saction 503 of the Rshabilitation Act of 1973, Section IIY of
the Rehadilitation Act ssendmence of 1974 and 41 CFR §60-741.4 which sre ilacorporated ianto this agrecmsnt by this
raferencs.

EMPLOTHMENT OF VETERANS: The provisious of this Saction apply ounly if the total contract amount axceeds $19,000.
Seller agress to comply with Section 2012 of the Vietnem Era Vaterans Resd justment Act of 1974, and 41 CPR §60~250.4
which are incorporated into this agrsement by this reference.

UTILIZATION OF MINORITY BUSINESS ENTERPRISES: The provisions of this Section spply only if the total contract
am0unt exces ,000.

(s) It is the policy of the Govermment that minority busiaess enterprises shasll have ths maximum practicable
opportunity to participsts in the performance of Goverument contracts.

(b) Contractor agress to usa its best efforts to carry out this policy i{n the sward of its subcontracts to the
fullest extent cousistent vith the efficient performance of this contract. As used in this contract, ths term
“ainority business antarprise” means a business, at least 350 percent of which is owned by minority group members or,
in cass of publicly owned businesses, at least 51 parcent of the stock of vhich is owned by winoxrity group members.
For the purpose of this definition, minority group members are Negroes, Spanish-speaking American persous, Americsuo~
Orientals, American-Indians, American-Zskimos, and Americas Aleuts. Contractors may rely om writtan representsations
by subcontractors regarding their status as ainority busicess enterprises in lieu of an independent investigatfon.
41 CTR §1-1,1310~2(a).. .

UTILIZATION OF LABOR SURPLUS AREKA CONCERNS: The provisions of this Section apply only if the total coutract amount
exceeds $10,000.

(2) Xt is the policy of the Government to award contracts to labor surplus area coocerns that agres to
perforn substantially in lador surplus areas, where this can be doune consistent with the afficient parformance of
the coutrsct and at prices no higher than are obtainabla elsevhere. Contractor agrees to use its best efforts to
place ite subcontracts in sccordance with this policy.

(b) Io complying with subsection (a) of this Section and with subsectioun (b) of Section 9 of this comtract
entitled “Utilization of Swmsll Business Conceras,” the Contractor in placiang his subcontracts shall observa the
following order of preference: (1) ssall business concerns that are labor surplus area concerus, (2) other ssall
business concerns, and (3) other labor surplus ares conceras.

(c)(1) The term “"labor surplus ares” oesus a geographical ares identified by the Departmeat of Labor as an
ares of concentrated unemsployment or underewployment or an srea of labor surplus.

(2) The term "labor surplus area n” mesas & n that together with its first~tier subcontractors
will parform substantially in labor surplus aress.

(3) The term “perform substantially {n a labor surplus areas” means that the costs {ncurred on account of
zanufacturing, production, or appropriste services in labor surplus areas exceed 50 percent of the contract price.
41 CFR §1-1.805-3(a).

UTILIZATION OF SMALL BUSINESS CONCERNS: The provisions of this Section apply only £{f the total contract amount
exceeds $10,000.

(a) It ie the policy of the Government as declared by Congress that a fair proportion of the purchases aand
contracts for supplies and services for the Government be placed with small business concerns.

(b) Contractor agrees to accomplish the msximum amount of subcontracting to seall business concerns that
Coutractor finds to be consistent with the efficient performsance of this contract. 41 CFR §1-1.710-3(a).

APFIRMATIVE ACTION FOR DISABLED VEYERANS AND VETERANS OF THE VIETNAM ERA: The provisions of this Section apply
only Lf che total contract wmount exceeds $10,000. Seller agrees to comply with Section 402 of the Vietuam Era
Veterans Readjustment Aseistsuce Act of 1974 and 41 CPR §60-250.1 which are incorporated into this agreement by
this reference.

OTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS: The provisions of this Section apply only i1if the total coantract
amount exceeds 3$10,000.

(a) 1t is the policy of the United States Government thst women-—owned businesses shall have the maximum
practicable opportunity to participate in the performance of contracts awarded by any Pedeval agency.

(b) Contractor agrees to use its best sfforts to carry out this policy in the award of subcountracts to che
fullest extent consistent with the efficieat performance of this contract. As used in this contract, a "voman-owned
business” concern means & business that is at lesst 511 owned by & wmen or women who also control and operate it.
“Control” {n this context mesans exerctaiang the power to make policy decisions. “Operate” iu chis coatext asans
being actively involved in the day-to-~day msnagement. “Women” cwsan 81l women business owners. Temporsry Regulation
S4, Appendix to 41 CFR Chapter L. (See Executive Order 12138).
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Bxhibit “A” - Lease Schedule

LEASE DATE: April 10, 1939
LESSOR: State of New Mexico
LESSER: Continental Oil Company
SERIAL NO. B-8096

RECORDING DATA: Not Available

DESCRIPTION: All of Section 8, the SW/4NE/4, the NW/4, the SE/4 and the
SW/4 of Section 9, T19S-R29E, N.M.P.M. limited to depths
below 3000°, Eddy County, New Mexico.

LEASE DATE: December 1, 1991
LESSOR: State of New Mexico
LESSEE: Mitchell Energy Corporation
SERIAL NO. VA-0465

RECORDING DATA: ~Not Available

DESCRIPTION: - The NE/4NE/4 of Section 9, T19S-R29E, N.M.P.M. limited to
depths below 3000’, Eddy County, New Mexico.

LEASE DATE: December 1, 1995
LESSOR: State of New Mexico
LESSEE: Ameristate Oil and Gas, Inc.
SERIAL NO. VB-0455

RECORDING DATA: Not Available

DESCRIPTION: The NW/4NEJ4 and the SE/4NE/4 of Section 9, T19S-R29E,
N.M.P.M. limited to depths below 3000’, Eddy County, New
Mexico. .
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ASSIGNMENT OF OIl AND GAS LEASE®S)

KNOW ALL MEN BY THESE PRESENTS that Threshold Development Company, a Texas
corporation, Broad Street Financial Company, a Texas corporation, Leland A. Hodges and his wife, (Mrs.
Hodges), and Herbert F. Boles, a single man dealing in his sole and separate property, hereinafter individually
and collectively called “Assignor” all of whose address for the purposes of this document shall be C/O
Threshold Development Company, Fort Worth Club Tower, Penthouse II, Suite D, 777 Taylor Street, Fort
Worth, Texas 76102, for and in consideration of Ten Dollars ($10.00) and other valuable consideration paid,
does hereby, subject to the exceptions and reservations hereinafter contained, grant, convey, sell, assign and
transfer unto OXY USA Inc., a Delaware corporation, whose address is P. O. Box 50250 Midland, Texas
79710, herein called "Assignee”,

herein called "Assignee",
[al][fifty percent (50%)] of its right, title and interest in and to the followmg ducnbed lease(s), insofar only

as said lease(s) cover(s) and grant(s) rights from below _(in
down to and including all greater depths, under the lands dxcnbed below to-th

Lessor:

Lessee:

Dated:

Recording Data:

Description: INSOFAR AND ONLY INSOFAR as said lease shall concern

1. Assignor excepts and reserves from the lease(s) and lands assigned herein (1) all rights granted
by said lease(s) above the depth to which this Assignmem is made, together with the right to drill wells for
and produce and market any and all minerals appearing in said lands above and below said depth [and (2) an
overriding royalty equal to three percent (3%) of all oil, gas, casinghead gas, distillate and/or condensate
and other minerals produced and saved from the lands assigned herein under the said lease(s), said
overriding royalty interest to be convertible at payout of the well named hereinbelow to a forty five
percent (45%) working interest. Said interest, whether working interest or overriding royalty interest,
to be shared between the parties, Assignor, fifty percent (50%) Threshold Development Company, thirty
seven and one half percent (37.5%) Broad Street Financial Company, eleven and seven éighths percent
(11.875%) Leland A. Hodges, and five eighths of one percent (0.625%) Herbert F. Boles.] All interests
set forth above are subject to proportionate reduction as provided in Paragraph 3. below,

2. The overriding royalty, as provided in Paragraph 1. above, on oil, gas and other substances
produced and saved hereunder shall be paid by Assignee to Assignor as follows: (a) For oil and other liquid
hydrocarbons separated at Assignee’s separator facilities, said overriding royalty shall be delivered at
Assignee’s option to Assignor at the wellhead or to Assignor’s credit at the oil purchaser’s transportation
facilities, less a proportionate part of ad valorem taxes and production, severance or other excise taxes and
the costs incurred by Assignee in delivering, treating or otherwise marketing such oil or other liguid
hydrocarbons, provided that Assignee shall have the continuing right to sell such production to itself or an
affiliate at the wellhead market price then prevailing in the same field (or if there is no such price then
prevailing in the same field, then in the nearest field in which there is such a prevailing price) for production
of similar grade and gravity; (b) for gas (including casinghead gas) and all other substances covered hereby,
the royalty shall be three percent (3%) (subject to proportionate reduction as provided below) of the proceeds
realized by Assignee from the sale thereof, less a proportionate part of ad valorem taxes and production,
severance, or other excise taxes and the costs incurred by Assignee in delivering, processing or otherwise
roarketing such gas or other substances, provided that Assignee shall have the continuing right to sell such
production to itself or an affiliate at the prevailing wellhead market price paid for production of similar quality
in the same field (or if there is no such price then prevailing in the same field, then in the nearest field in
which there is such a prevailing price) pursuant to comparable purchase contracts entered into on the same
or nearest preceding date as the date on which Assignee commences its purchases hereunder.

2. Assignor grants Assignee, insofar as Assignor has the right to do so and subject always to the
terms and conditions of the lease(s) herein assigned, the right to pool or combine said lease(s) with other leases
or lands, and in the event any lease assigned herein is pooled or unitized with other leases or lands for
production, the overriding royalty reserved herein shatl, as to the lands covered by this Assignment and so
unitized, be paid to Assignor in the proportion that the number of acres assigned herein and so unitized bears
10 the total number of acres in such unit and the Assignor’s after payout working interest in the well shall be
in the proportion that the number of acres assigned herein and so unitized bears to the total number of acres
in such unit.
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4, If a lease described herein covers less than a full oil and gas leasehold estate in any lands
described herein under such lease, or if Assignor’s interest in such lease covering any lands described herein
under such lease is less than the full oil and gas leasehold estate (excluding and disregarding any applicable
royalty, overriding royalty, production payment or other burden to which such leasehold estate is subject),
then the overriding royalty reserved out of the production from the lands in which Assignor’s interest is less
than the full oil and gas leasehold estate in such lands herein described under such lease shall be payable in
the proportion that Assignor’s interest in the oil and gas lease bears to the full oil and gas leasehold estate in
such lands, and the interest in the well in which Assignor may elect to receive a working interest shall be in

- the proportion that the oil and gas leasehold estate in such lease conveying the lands described herein bears

to the full oil and gas leasehold estate in said lands.

5. Astoeach well in which the Assignor is not participating with a working interest that Assignee
drills on the said lands, or on lands within a unit for production which includes any lands described herein,
Assignee shall notify Assignor in writing of the following items:

) The exact legal description of the location.

) The date actual drilling is commenced.

) The total depth drilled.

@) The date of completion.

)] Whether completed as a2 producer of oil and/or gas or as a dry hole.
© The date any production commences.

) The date the well is shut-in.

(3) The date and amount of payment of any shut-in royalty.

Such written notice shall be given to Assignor within thirty (30) days after the occurrence of each of said
items.

6. The Assignee shall deliver to Assignor in the pipeline to which Assignee’s wells may be
connected the fraction of the minerals reserved herein, all free and clear of cost and expense of production,
Assignor’s overriding royalty interest shall bear its proportionate part of any third party transportation charge
necessary to deliver the product to market, severance taxes, production taxes, ad valorem taxes, or excise
taxes measured or assessed on production, and shall execute any contract or division order which may be
necessary in connection with payment of proceeds of said reserved minerals to Assignor or appropriate to
effectuate such payments.

7. Within one hundred twenty (120) days following the first sale of oil and/or gas from the lands or
leases described herein or lands pooled therewith, Assignee shall pay, or cause to be paid, to Assignor such
sums as shall have accrued to Assignor as overriding royalties under this lease and thereafter such payments
shall be made monthly without the necessity of the execution by Assignor, or any other party, of a division
or transfer order. Notwithstanding anything herein to the contrary, in the event such amounts accruing to
Assignor as overriding royalty total less than twenty-five dollars ($25.00) such amounts may be remitted the
earlier of annually or when such amounts shall exceed twenty-five dollars ($25.00). Subject to the usury laws
of the State of New Mexico, all sums not paid timely shall bear interest at the prime rate as fixed by the Bank
of America at San Francisco on the date such sums become due and payable, to accrue from the date they are
due until the date payment is received by the Assignor.

8. This Assignment is made subject to, and Assignee shall comply with, all applicable rules,
regulations, laws and orders issued or promulgated by any court or governmental agency having jurisdiction
over operation, production or marketing on and from the lands covered hereby.

9. Assignor agrees to execute such other and further documents as may be required to convey
and deliver to Assignee good and merchantable title in and to the lands and leases described herein and to
properly reflect said title and interest in the county records and any applicable state or federal records.

TO HAVE AND TO HOLD the same unto the said Assignee, its successors and assigns, according
to the terms and conditions of said lease(s), the said Assignee to perform all of such conditions and covenants
thereof as to the portion of lands herein assigned, but subject however to the provisions and conditions of said
Agreement hereinbefore mentioned. This Assignment is made without warranty of title either express or
implied.
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The reservations herein made and the provisions and covenants contained herein shall attach to and
run with the lease or leases assigned and the land herein described or referred to and shall be binding upon
and jnure to the benefit of Assignor and Assignee and their respective successors and assigns.

This instrument may be executed in any number of counterparts, no one of which need bear the
signature of all the parties, but any one of which may serve as an original for all purposes. Should any
Assignor named herein fail for any reason to execute and/or deliver this instrument the instrument shall never
the less be effective to convey to the Assignee the interest of the Assignor(s) actually executing and delivering
the same to the Assignee.

IN WITNESS WHEREOF, the undersigned parties, Assignor, have executed this instrument or caused

this instrument to be executed on their behalf as of this day of 199___, but
effective as of the earlier of such date or the date of first production of the Well.
Threshold Development Company
Broad Street Financial Company
Leland A. Hodges
Marjorie Ann Hodges
Herbert F. Boles
STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of _ , 1997,
by U , on behalf of Threshold
Development Company, a Texas corporation.

Witness my hand and official seal.

My commission expires:
Notary Public
STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of , 1997,
by , 8 , on behalf of Broad Street
Financial Company, a Texas corporation.

Witness my hand and official seal.

My commission expires:
Notary Public
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Exhibit “A™ - Lease Schedule

LEASE DATE:
LESSOR:

LESSEE:

SERIAL NO.
RECORDING DATA:

DESCRIPTION:

LEASE DATE:
LESSOR:

LESSEE:

SERIAL NO.
RECORDING DATA:

DESCRIPTION:

LEASE DATE:
LESSOR:

LESSEE:

SERIAL NO.
RECORDING DATA:

DESCRIPTION:

April 10, 1939

State of New Mexico
Continental Oil Company
B-8096

Not Available

All of Section 8, limited to depths below 300¢’, the SW/4NE/4, the NW/4,
the SE/4 and the SW/4 of Section 9, T19S-R29E, N.M.P.M. limited to
depths below 5000', Eddy County, New Mexico.

December 1, 1991

State of New Mexico
Mitchell Energy Corporation
VA-0465

Not Available

The NE/4NE/4 of Section 9, T19S-R29E, N.M.P.M. limited to depths
below 5000', Eddy County, New Mexico.

December 1, 1995

State of New Mexico
Ameristate Oil and Gas, Inc.
VB-0455

Not Available

The NW/4NE/4 and the SE/4NE/4 of Section 9, T19S-R29E, NM.P.M.
limited to depths below 5000", Eddy County, New Mexico.
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Exhibit “B”

ASSIG OIL

KNOW ALL MEN BY THESE PRESENTS that Threshold Development Company, a Texas
corporation, Broad Street Financial Company, a Texas corporation, Leland A. Hodges and his wife, (Mrs.
Hodges), and Herbert F. Boles, a single man dealing in his sole and separate property, hereinafter individuaily
and collectively called “Assignor” all of whose address for the purposes of this document shall be C/O
Threshold Development Company, Fort Worth Club Tower, Penthouse I, Suite D, 777 Taylor Street, Fort
Worth, Texas 76102, for and in consideration of Ten Dollars ($10.00) and other valuable consideration paid,
does hereby, subject to the exceptions and reservations hereinafter contained, grant, convey, sell, assign and
transfer unto OXY USA Inc., a Delaware corporation, whose address is P. O. Box 50250 Midland, Texas
79710, herein called "Assignee”,

herein called "Assignee”,

[all][fifty percent (50%)] of its right, title and interest in and to the following described lease(s), insofar only

as said lease(s) cover(s) and grant(s) rights from below _ (insert 3,000’ or 5,000° subsurface, as appropriate)
down to and including all greater depths, under the lands described below, to-wit:

Lessor:

Lessee:

Dated:

Recording Data:

Description: INSOFAR AND ONLY INSOFAR as said lease shall concern

1. Assignor excepts and reserves from the lease(s) and lands assigned herein (1) all rights granted
by said lease(s) above the depth to which this Assignment is made, together with the right to drill wells for
and produce and market any and all minerals appearing in said lands above and below said depth. All interests
set forth above are subject to proportionate reduction as provided in Paragraph 3. below.

2, Assignor grants Assignee, insofar as Assignor has the right to do so and subject always to the
terms and conditions of the lease(s) herein assigned, the right to pool or combine said lease(s) with other leases
or lands, and in the event any lease assigned herein is pooled or unitized with other leases or lands for
production, the overriding royalty reserved herein shall, as to the lands covered by this Assignment and so
unitized, be paid to" Assignor in the proportion that the number of acres assigned herein and so unitized bears
1o the total number of acres in such unit and the Assignor’s after payout working interest in the well shail be
in the proportion that the number of acres assigned herein and so unitized bears to the total number of acres
in such unit.

3. If a lease described herein covers less than a full oil and gas leasehold estate in any lands
described herein under such lease, or if Assignor's interest in such lease covering any lands described herein
under such lease is less than the full oil and gas leasehold estate (excluding and disregarding any applicable
royalty, overriding royalty, production payment or other burden to which such leasehold estate is subject),
then the overriding royalty reserved out of the production from the lands in which Assignor’s interest is less
than the full oil and gas leasehold estate in such lands herein described under such lease shall be payable in
the proportion that Assignor’s interest in the oil and gas lease bears to the full oil and gas leasehold estate in
such lands, and the interest in the well in which Assignor may elect to receive a working interest shall be in
the proportion that the oil and gas leasehold estate in such Jease conveying the lands described herein bears
to the full oil and gas leasehold estate in said lands.

4. As to each well in which the Assignor is not participating with a working interest that Assignee
drills on the said lands, or on lands within a unit for production which includes any lands described herein,
Assignee shall notify Assignor in writing of the following items:

(1) The exact legal description of the location.

(2) The date actual drilling is commenced.

3) The total depth drilled.

4) The date of completion.

(5) Whether completed as a producer of oil and/or gas or as a dry hole.
6) The date any production commences.

@) The date the well is shut-in.

(8) The date and amount of payment of any shut-in royalty.
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STATE OF )

) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by Leland A. Hodges, an individual.

Witness my hand and official seal.

My commission expires:

1997,

Notary Public
STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by Marjorie Ann Hodges, an individual,

Witness my hand and official seal.

My commission expires:

, 1997,

Notary Public

STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this ____ day of
by Herbert F, Boles, an individual.

Witness my hand and official seal.

My commission expires:

. 1997,

Notary Public
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Such written notice shall be given to Assignor within thirty (30) days after the occurrence of each of said
items.

S. The Assignee shall deliver to Assignor in the pipeline to which Assignee’s wells may be
connected the fraction of the minerals reserved herein, all free and clear of cost and expense of production,
Assignor’s overriding royalty interest shall bear its proportionate part of any third party transportation charge
necessary to deliver the product to market, severance taxes, production taxes, ad valorem taxes, or excise
taxes measured or assessed on production, and shall execute any contract or division order which may be
necessary in connection with payment of proceeds of said reserved minerals to Assignor or appropriate to
effectuate such payments.

6. Within one hundred twenty (120) days following the first sale of oil and/or gas from the lands or
leases described herein or lands pooled therewith, Assignee shall pay, or cause to be paid, to Assignor such
sums as shall have accrued to Assignor as overriding royalties under this lease and thereafter such payments
shall be made monthly without the necessity of the execution by Assignor, or any other party, of a division
or transfer order. Notwithstanding anything herein to the contrary, in the event such amounts accruing to
Assignor as overriding royalty total less than twenty-five dollars ($25.00) such amounts may be remitted the
earlier of annually or when such amounts shall exceed twenty-five dollars ($25.00). Subject to the usury laws
of the State of New Mexico, all sums not paid timely shall bear interest at the prime rate as fixed by the Bank
of America at San Francisco on the date such sums become due and payable, to accrue from the date they are
due until the date payment is received by the Assignor.

7. This Assignment is made subject to, and Assignee shall comply with, all applicable rules,
regulations, laws and orders issued or promulgated by any court or governmental agency having jurisdiction
over operation, production or marketing on and from the lands covered hereby.

8. Assignor agrees to execute such other and further documents as may be required to convey
and deliver to Assignee good and merchantable title in and to the lands and leases described herein and to
properly reflect said title and interest in the county records and any applicable state or federal records.

TO HAVE AND TO HOLD the same unto the said Assignee, its successors and assigns, according
to the terms and conditions of said lease(s), the said Assignee to perform all of such conditions and covenants
thereof as to the portion of lands herein assigned, but subject however to the provisions and conditions of said
Agreement hereinbefore mentioned. This Assignment is made without warranty of title cither express or
implied.

The reservations herein made and the provisions and covenants contained herein shall attach to and
run with the lease or leases assigned and the land herein described or referred to and shall be binding upon
and inure to the benefit of Assignor and Assignee and their respective successors and assigns.

This instrument may be executed in any number of counterparts, no one of which need bear the
signature of all the parties, but any one of which may serve as an original for all purposes. Should any
Assignor named herein fail for any reason to execute and/or deliver this instrument the instrument shall never
the less be effective to convey to the Assignee the interest of the Assignor(s) actually executing and delivering
the same to the Assignee.

IN WITNESS WHEREOF, the undersigned parties, Assignor, have executed this instrument or caused
this instrument 1o be executed on their behalf as of this _day of , 199__ but
effective as of the earlier of such date or the date of first production of the Well.

Threshold Development Company

Broad Street Financial Company

Leland A. Hodges
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Marjorie Ann Hodges

Herbert F. Boles
STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this ____ day of
by , a8

, 1997,

, on behalf of Threshold

Development Company, a Texas corporation.
Witness my hand and official seal.

My commission expires:

Notary Public

STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by , as

, 1997,

Financial Company, a Texas corporation.
Witness my hand and official seal.

My commission expires:

, on behalf of Broad Street

Notary Public

STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by Leland A. Hodges, an individual.

Witness my hand and official seal.

My commission expires:

, 1997,

Notary Public
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STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by Marjorie Ann Hodges, an individual.

Witness my hand and official seal.

My commission expires:

, 1997,

Notary Public

STATE OF )
) SS.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
by Herbert F. Boles, an individual.

Witness my hand and official seal.

My commission expires:

, 1997,

Notary Public
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