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1 B. Subscquent Operations:

o

3 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
4+ other than the well provided for in Article VI.A.. or to rework. decpen or plug back a dry hole drilled
5 at the joint expense of all parties or a welil jointly owned by ail the parties and not then producing
6 in paying quantities, the party desiring to_drill, rework. deepen or plug back such a well shall give the
7 other parties written notice of the proposed operation, specifying the work to be performed. the loca-
8 _tion. proposed depth. objective formation and the estimated cost of the operation. The partics receiv-
9 _ing such a notice shall have thirty (30) days after reccipt of the notice within which to notify the
10 _parties wishing to do the work whether they clect to participate in the cost of the proposed operation.
11 If a drilling rig is on location, notice of proposal to rework. plug back or drill deeper may be given
12

2 by telephone and the response period shall be limited to forty-eight (48] hours, exclusive of Saturday,
13  Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14  shall constitute an election by that party not to participate in the cost of the proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than All Parties: If any party receiving sucl notice as provided in Article
18 VIB.l. or VLE.l. elects not to participate in the proposed operation, then, in order to be entitled to

19  the benefits of this article, the party or parties giving the notice and such other parties as shall elect
20 to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
21 thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period
22  where the drilling rig is on location, as the case may be) actually commence work on the proposed
23 operation and complete it with due diligence. Operator shall perform all work for the account of the
24 Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Op-
2 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties. or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
28 conducting operations on the Contract Area pursuant to this Article VI.E.2., shall comply with all terms
29 and conditions of this agreement.

31 If less than all parties approve any proposed operation. the proposing party, immediately after the
32 expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposed. Each Consenting Party. within forty-eight (48)
35 hours (exclusive of Saturday, Sunday or legal holidays) after rececipt of such notice. shall advise the
36 proposing party of its desire to (a) limit participation to such party's irterest as shown on Exhibit A",
37 or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
38 election, may withdraw such proposal if therc is insufficient participation. and shall promptly notify
39 all parties of such decision.

41 The entire cost and risk of conducting such operations shall be boine by the Consenting Patties in
42  the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
43  Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
44 encumbrances of every kind created by or arising from the operations cf the Consenting Parties. If such
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
46 cost, risk and expense. If any well drilled. reworked, deepened or plugged back under the provisions
47 of this Article results in a producer of oil and/or gas in paying quanti:ies, the Consenting Parties shall
48 complete and equip the well to produce at their sole cost and risk, ard the well shall then be turned
49 over to Operator and shall be operated by it at the expense and for the zccount of the Consenting Parties.
50 Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
51 well by Consenting Parties in accordance with the provisions of this Aricle, each Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
53 be entitled to receive, in proportios: to their respective interests, all of such Non-Consentine Party's
54 interest in the well and share of production therefrom until the proceeds of the sale of such share,
55 ecalculated at the well, or market value thereof if such share is not sold (after deducting production
56 taxes, crude-0il excise taxes, royalty, overriding royalty and other interests

57 existing on the effective date hereof, payable out of or measured by the produc-
58 tion from such well accruing with respect to such interest until it reverts) shall
59 __equal the total of the following: =L
GO (a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface
61 equipment beyond the wellhead connections (including, but not limited to, stock tanks, scparators,
62 treaters, pumping cquipment and piping), plus 100% of cach such Non-Consenting Party’s share of the
63 cost of operation of the well commencing with first production and continuing until cach such Non-
64 Consenting Party’s relinquished interest shall revert to it under other provisions of this Artiele, it being
65 agreed that cach Non-Consenting Party’s share of such costs and cquipment will be that interest which
66 would have been chargeable to cach Non-Consenting Party had it par:icipated in the well from the be-
67  ginning of the operation: and

68

69 (1) 300 ¢, of that portion of the costs and expenses ol drilling reworking, deepening, or plugging
70 back, testing and completing, aiter deducting any cush contributions received under Article VIIL.C,, and
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1 o of that portion of the cost of newly acquired equipment in the well (to and including the well-
2 head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
3 pated thercin. )

4

5 Gas preduction attributable to any Non - Consenting Party’s relinquished interest upon such Party's
6 clection, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party’s share of gas as hereinabove provided during *he recoupment period.

13

14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of

16 all production, crude 0il excise taxes, severance, gatherinag and other taxes, and all
17 royalty, overriding royalty and other burdens applicable to Non-Consenting Party's
18 share of production. )

19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the

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

25

26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28 ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
29 deepening, plugging back, testing, completing, and equipping the well for production; or, at its option,
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemized statement of all cos:s and liabilities incurred in the
34 operation of the well, together with a statement of the quantity of oil and gas produced from it and the
35 amount of proceeds realized from the sale of the well’'s working interest production during the preceding
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39 such operation which would have been owned by a Non-Consenting Party had it participated therein
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased,
41 in determining when the interest of such Non-Consenting Party shal. revert to it as above provided:
42  and if there is a credit balance, it shall be paid to such Non-Consenting party.

43

44 If and when the Consenting Parties recover from a Non-Consen:ing Party’s relinquished interest
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
47  interest in such well, the material and equipment in or pertaining thereto, and the production there-
-48 _from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

52

53 Notwithstanding the provisions of this Article VI.B.2, it is agreed that without the mutual consent
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
56 well spacing pattern for such source of supply.

57

58 The provisions of this Article shall have no application whatsoever to the drilling of the initial
59  weli described in Article VLA. except (a} when Optien 2, Article VILD.1, has been sclected, or (b}
60 to the reworking, deepcning and plugging back of such initial well, f such well is or thercafter shail
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
62 VLA,

63
64 C. Right to Take Production in Kind:
65 Each party electing to take in kind or separately dispose of its proportionate share of the

e . ) production from the Contract Area
66 snall keep accurate records of the volume, selling price, royalty and taxes relative ¢y its share of production. Non-Qperazors

snall, upon request, furrish Operator with true and complete copies of the records required to be kept hareunder wh
67 the terzs of this egreetent or any agreerent executed in connecticn herewith, it is necessary for Opzrator to oamﬁn?-'f:'#?gifa.
ticn. Any inforzaticn furnishea to Operator hereunder shall be used by Operator only to the extent necessary to carryhou' ‘.“ i
G8  cuttes as Cierator 2ng snai) otherwise be kept confidential. :

69 ) avp :
- Tacn zarty shall hive the rigr.: to lake in kir.q cr separately ¢ispes2 of {ts proporticnate shere of all oil and Gas prosuzed
10 frym wre feasrict Are2, exclusive of production which may be used in development and procucing cperations and in preparing and
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