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OPERATING AGREEMENT

THIS AGREEMENT. cntered into by and between __TXO Production Corp.

. heremnafter designated and
reterred to as “Operator”, and the sienatory party or parties other than Operator, sometimes heremnafter
referred to individually herein as “Non-Operator™. and collectively as “Non-Opcrators™,

WITNESSETI!:

WHEREAS. the parties to this agreement are owners of oil and gas leases and or oil and gas in-
terests in the land identified in Exhibit “A™, and the parties hereto have reached an agreement to expiore

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

NOW,. THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

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

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

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

C. The term "oil and gas interests” shall mean unlecased fee and muneral interests in tracis of
land lying within the Contract Area which are owned by parties to this agrcement. B

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

E. The term “drilling unit” shall mean the areca fixed for the driiling of one well by order or rule
of any state or federal body having authotnity. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term “drillsite” shall mean the o1l and gas lease or interest on which a proposed well is to
be located.

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

H. The terms “Non-Drilling Party™ and ~“Non-Consenting Party” shall mean a party
not to participate in a proposcd operation.

who elects

Unless the context otherwise clearly indicates. words usced in the sineulur inciude the plural. the
plural includes the sincuiar. and the neuter wender aincludes the masculine and the feminine.

ARTICLE 1L
EXINDITS

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

part hercof:
¥ A. Exhibit A", shall include the following information:

(1) Identification of lands subject to agrcement,

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

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

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

(5) Addresses of parties for natice purposes.

{&I B. Exhibit “B”, Form of Lcuse. -
_)& C. Exhibit “C". Accounting Procedure. -
._Xg D. Exhibit D", Insurance.
Q(_. E. Exhibit "E”, Gas Balancinz Acreement.
X; F. Extubit “F". Non-Dirermmumation and Cervtification ot Non-Scaregated Facailities,

I wnv proveswon of any exinthit, except Estuibt “E7D s nconsistent with any provision

contained
tn the body ot this aurcement, the provisions i the body on thiy azveement shadl prevanl
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ARTICLE 1L
INTERESTS OF PARTIES

A O and Gas Interests:

If any party owns an unleased oil and 2as interest in the Contract Area. that interest shall be
treated tor the purpose of this agreement and during the term hereof as if it were a leased interest
under the form o oil and cas lease attached as Exhibit "B, As to such interest. the owner shall re-
ceive rovaity on production as prescribed in the form of o1l and gas lcase attached heretn as Exhibit

"B”. Such party shall. however, be subijcet to all of the provisions of this agreement velating to lessees,
to the extent that it owns the lessce interost.

B. Iaterest of Parties in Costs and Production:

Exhibit =A™ lists all of the parties and their respective percentage or fractional interests under this
agrccment. Unless changed by other provisions., all costs and liabilities incurred in operations under
this agreement shall be borne and paid. and ail ecquipment and maternal acquired in operations on the

Contract Avea shall be owned by the parties as thewr interests are shown in Exhibit A", Al produc-

tion of oil dnd Zas from the Contract Areca. subject to the pavment of lessor's rovaitios ~adaaeo

hn:-n......ﬂ;. LTI SR R YT ST ]

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

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

ARTICLE IV.

TITLES \LLEG\BLE

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or. if the Drilling Parties so request. title examination shall be made on the leases
and or oil and gas interests included. or planned to be included. in the drilling unit around such well.
The opinion will include the ownership of the working interest. minerals, rovalty. overriding rovalty
and production payments under the applicable leases. At the time a well is proposed. each party con-
tributing lcases and or oil and uzas mtcerests to the drillsite, or to be included in such drilling unit. srall
furnish to Operator all abstracts (including Federal Lease Status Reports). title opinions. title pagers
and curative material in its possesston free of charse. All such information not in the possession of or
made avatlable to Operator by the parties, but neeessarv tor the examunation of title. shall be obtained
by Operator. Operator shall cause title to be examined by attornevs on its statl or by outside attornevs.
Copies of all title opintons shall be turmshed to cach party hereto,
this title program shall be borne as tollows:

The cost incurred by Operator in

T Option No_1: Costs incurred by Operator in mincuring Ghatracts and Lit'e examimation (inciuding
preiiminary, suppicmental. shut-in 2as vovaily ootons and diviston order title opmwons) shail te a

part of the adminstrative overhead as provides n Eaooit 7C07 Lo snaal not e o divect charge. whetner

periormed by Operator’s statf attorneys or by oulsive allornevs

X Option No. 2: Costs incurred by Operator in procurms abstracts und tees paid outside attorneys

for title examination (including preliminary. »uvdiemental. shut-in <as royalty opiions and division
order title opinmions) shall be borne by the Duilling Parties 1in the proportion that the interest of each
Drilling Party bears to the total interest of all Driihing Paruies as such interests apoear in Exhibit CAT.

Opcerator shall make no charge for services rendercd by its stail attorneys or other oersonnel in the

performance of the above functions.

Each party shall be responsible for securing curative maticr and pooling amendments or agrecments

required in connection with leases or otl and zus nterests cont:thuted by such party. The Operator shall be

responstile tor the preparation and vecoramuz ot Pooibing Destunations or Declarations us well 4s the

conduct ot hearings before Gu\'crnmcnml ,\:L‘!‘.C:c.\ for the sccurina of xpacing or pooline urders. This
shall not nrevent anv puarty from appearmzs on its own pehall ot anv such hearmng,

No well shall he driled on the Contraet Novi antt aater 11 the ttle 1o the didlsite or drtlling unit
. : qr Y gy .. ) . = '
has DECeN esamiied as gbove p”“.““.d'_,___._. 2Y the iU hns een approved by thee UeNdImnnne dilﬁl':\u\- or
Gtle has been accented by all op the prariies s e to particisule o te vctiboie ot the swert,

B. Loss of Title:

U Falure oo Teh. Should any oth and Zas intetest o ease, or terest therem, be lost Wiouuh
fdure o titles svhien foss pesudts g cadnclion atnterest 1rom thal ~hown on Extuint A\ this nuree

silgree-
ment. gevecttelesss chall contirue o toree o To b cemannie, s ol ond _as eases and it eses, and

fad he parte whose ol oand s bease o eteseo oo Gnicered b the ntte tarfure shadl bear waone

ut the ather parties any devetopnioent

Seoentine foss oo b s ball sot be enlitien T neeoN e gy Gy oy

Kol
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for been responsible

DEooperating costs Lanich 1t mav have tlu‘rclol'nl'(‘/[m-—-, but there shail be no monetary liabihty on “5:
part to the other parties herets fordritling, development, operaung o¥ other similar costs by reason ot
such title fatdure: and subsequently incurred

(L) There shall be no retroactive adjustment of expenses incurred or revenucs received from the
nperation of the interest which has been lost. but the interests ot the parties shall be revised on an acre-
age basis. as ot the time it is determined finally that ttle fatlure has occurred. so that the interest of
the party whose lease or interest is atfected by the title failure will thereaiter be reduced n the Contract
Area by the amount of the interest lost: and

(c¢) If the proportionate interest of the other parties hereto in any producing weil theretofore drilled
on the Contract Area is increased by reason of the utle failure. the party whose title has failed shall
receive the procceds attributabie to the increase in such interests (less costs and burdens attributable
thereto) unul it has been reimbursed for unrecovered costs paid by it in connection with sucn well;
and

(d) Should any person not a party to this agreement. who 1s determined 1o be the owner of any n-
terest in the title which has failed. pay in any manner anv part of the cost of operation. develotment,

or equipment. such amount shall be paid to the party or parties who bore the costs which are so refund-
ed: and )

(e) Any liability to account to a third party for pricr product:on of oil and cas which arises byv
reason of title failure shall be borne by the party or partiesg¢n the same proportions 1t which they siared
in such prior production: and whose title failed

(f) No charge shall be made to the joint account for lezal expenses. rees ov salaries. in connection
with the defense of the interest claimed by any party hereto, it being the intention of the partes
hereto that each shall defend title to its interest and bkear all expenses in conncection therewith.

2. Loss by Non-Pavment or Erroncous Pavment of Amount Due: If. throush mistake or overs:ght.
any rental. shut-in well payment, minimum rovalty or royaity pavment, is not paid or is erronegusly
paid. and as a resuit a lease or interest therein terminates. there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed to make the required payment
secures a new lease covering the same interest within nincety (90) dayvs from the discovery of the {ail-
ure to make proper payment. which acquisition will not be subject to Article VIILB.. the interests of
the parties shall be revised on an acrcage basis, effective as ot the date of termination of the lease 1in-

volved, and the party who tailed to make proper payment will no longer be credited with an interest in

the Contract Area on account of ownership of the lease or ainterest which has terminated. In the event

the party who failed to make the required pavment shall not have been tully reimpursed. at the time of
the loss, from the proceeds of the sale of oil and zas attibutable to the ltost interest. calculated on an
acreage basis. for the development and operating costs therctotore paid on account of such interest, it
shall be reimbursea for untecovered actual costs theretotore paid by it (but not
cost of any dry hole previously drilled or weils previousiy abandoned)
as 1S necessary to etiect reimbursement:

tor its sharve orf the
trom <o muci of the following

(a) Proceeds of oil and gas. less vperating expenses. theretotore acerued to the credit of the lost
interest. on an acreacge basis. up to the amount of unrecovered Costs:

(b) Procceds. less operating expenses, thercaticr accerued atinibutable o the lost interest on an
acreage basis. of that portion ol otl and cas thercaiier nreduced and moketea (excludina produciion
from anv wells therearter drilled) whieno i the Lbsence or such lease termiination, wouid be attribuizole
to the lost interest on an acreaze vasis. up o the smount ol unrecovered oosls, the proceeds of said
portion of the oil and <¢as to be vontributed by the other porties i propartion to their respective in-
terests: and

{¢c) Any monies, up to the amount of uarccovered costs, that may be paid by any party who is, or
becomes. the owner of the interest lost. for the privileze of participating :n the Contract Area or be-
coming a party to this agreement.

3. Other Losses: All losses incurred. other than those set forth i Artcles IV.B1. and IV,
above. shall not be considercd failure of title but shall be jomnt lesses ard =hall be borne by all
in proportion to therwr interests. There shall be no readjusunent of interests in the

the Contract Area.

parties
remaining gortion of

ARTICLE V.
OPERATOR
A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

TX0 Production Corp.

e e ~hall Le the
Operator of the Contiaet Areag ana siiadl conauee wna aiteet ana have tail conttor ot all apecationg on

the Contract Aven as permstted and resrnien bye e ceithin the ot ol this awreement. 18 shall con-

Guet ! AuCh operiations in o good .t workmanbie macner, but gt <hoad have no habthity ok Operator

to the alner paities for losaes sustanca or basahities ncurred, ocept ~uch as may resualt from 2ross

ILLEGIBLE

nechice nce or wvrlia! misconauct
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B. Resignation or Removai of Operator and Sclection of Succeessor:

I Restenation or Removal of Operator: Qperator may resien at any time by qiving written potice

thereot to Non-Operators. I Operator terminiates ity legal exestence, no fonger owns an interest in the
Contract Ared, or s ne longer capable of servine as Qperator, it shall cease to be Operator without any
action by Non-Qperator. except the selection ol a successor. Operator may be removed (if at farls or
refuses 1o carry out a1ts duties hereunder, v becomes imsolvent, bunkrupt or ts placed in reccrversnip.
by the atfirmative vote of twe (2) or more Non-Operators owning a majority interest based on owrer-
ship as shown on Exhibit ~A". and not on tile number of parties remaming after excluding the vouna
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AL
on the first dav of the calendar month followinz the expiration of ninety (90) days after the giving of
notice of resignation by Opcmtn:)r or action by the Non-Operatars to remove Operator. unless a successor
Operator has been sclected and assumes the duties of Operator at an earlier date. Operator. after effcct-
ive date of resignation or removal, shall be bound by the terms heveof as u .\I'hn-OpuruLor. A change of
a corporate name or structure of Opecrator or transter of Operator’s interest to any single subsicdiary,
parent or successor corporation shall not be the basis for removal of Operator.

2.

Selection of Successor Operator: Upon the resignation or removal of Operator. a successer Op-
erator shall be selected by the Parties.

The successor Operator shall be selected from the parties owning
an interest in the Contract Arca at the time such successor Operator s selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operctor shall be selected v the
affirmative vote of two (2) or morc parties owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of partics remainine atter excluding the voting interest of the
Operator that was removed.

C. Emplovyees:

The number of emplovees used by Operator in conducting operations hereunder. their selection.
and the nours of labor and the compensation for services pertormed. shall be determined by Ogerztor,
and all such cmpioyees shall be the emplovees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Arvea shall be drilled on a4 competitive contract basts at the usual
rates prevatling in the area. [f it so desires. Operator may employ its own tools and equipment in the
drilling of wells. pbut tts charces therefor shall fot exceed the prevaihing rates in the area and the rate
of such charges shall be acreced upon by the parties itn writing betore driilina operations are c¢cocm-
menced., and such work shall be pertormed by Operator under the same terms and conditions as are
customary and usual i the arca in contracts ol 1ndependent contractors "vho are doing work of a s:m-
tlar nature.

ARTICLT VI
DRILLING AND DEVELOPMENT

A, Initial Well:

MR SN - B =) My I3 a3 I T I DU T ) |
o o-H+oEe—Re t * - - !

ing of a well Jjor 5 al the foilowing location:

. T -
- o pi~ NS DYV S ¥ ERTE ) tp e PR T I S SE PR TR (S} cauE S CEEREY S DR S

The initial well was drilled pursuant to that certain Farmin Agreement
dated January 30, 1985 by and between TXO Production Corp. and Petro Atlas
Corporation. This Operating Agreement shall govern operations on the Farmout
Area as provided for in Article IV of the aforementioned Farmin, Agreement.

LA S Sy

LA
5

her drilling unpractical, s cnvounlerea Gboaoesser centinn or unless ol parties acree t Dlete or

abandon coseH! Gt o desser cdeptn

Oprrator shadl e AsOlaie tosts ol L T Troed cuning dolbing wihinen cive in-

dication ot contaiminz ol dna ~hall be linited

s Cunless s goreement
i s applicalion o oo spedie fonmation o crttas e ownieh event Operator snall be requiied o
test andy the foomation o fotimations cment omav o appiv

IV, i Oprerator] mioment the weil ot sot breoce oo

Al 1ty

Vi quantittes, and it wishes

oo piue g SeCute The consent

- S PR LS B N TP S S I
~Tntan The el s oy hode a RS varttes and <hail
TG abanCon ~ane s proveced o Aot VIR e
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B, Subiscquent Operations:

ILLEGIBLE

1. Provosed Opcerations Should any party hercto desire to drill any well on the Contract Arvea

other than the weil provided tor in Articte VLA or to rework, deepen or plug back a dry hole drilled
at the jomt expense of all parties or o well jomntly owned by all the parties and not then protucing
in pavine quantitics. the party desiring to drill, rework. deepen or plug back such a well shall vive the
other partics swritten notice of the proposed operation. <pectfvinz the wark o be perinrmed. the loca-
tion. pronnsed depth. objective formation and the ostimated cost of the opuration. The purties receiv-
ing such u notice shall have thirty (30) davs after recewpt of the notice within which to notif= the
partics wishina to do the work whether they cleet to participate in the cost of the proposcd opervation.
If a drilline rig is on location. notice of proposal to rework. plug back or drill decpcr may be Ziven
by telephonc and the response period shall be limited to forty-cight (43) hours. exclusive of Saturday.
Sunday or lczal holidavs. Failure of a party receivinz stuch notice to repiy within the period above fixed
shall constitute an election by that party not to participate in the cost of thé proposerd operation. Any
notice or response given by telephone shail be promptly confirmed in writing.

2. Operatons by Less than All Parties: If any party recerving such notice as provided in Article
VIB.l. or VLE.lL. ciects not o participate in the proposed operation. then, in orvder to be entitied to
the bencfits of this article. the party or parties =iving the unotice and such other parties as shall clect
to participate in the nperation shall. within sixty (60) davs after the expiration of the notice period of
thirty (20) davs (or as premptly ag possible arter the expiration of the forty-cight (48) hour ceriod
where the drilline rig is on location. as the case may be) actually commenece work on the proczosed
operation and comvlete it with duec dilicence. Operator shall perform all work for the account of the
Consenting Parttes: provided. however, if no drilling rig or other equipment is on location. and 1 Op-
erator is a Non-Consenting Party, the Consentinz Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties. or (b) desig-
nate one {1) of the Consenting Parties as Operator to pertormy such work. Consenting Parties. “when
conducting operations on the Contract Area pursuant to this Article VILB.2.. shall compiy with all terms
and conditions of this acrcement.

If less than all parties approve any proposed operation. the propesing party, immediately after the
expiration of the appiicible notice period. shall advise the Consenting Parties of (a) the total interest
of the paruies approvinz such operation, swnd (b) its recommoendation as to whether the Consenting Par-
ties should proceed with the operation as proposced. Each Consentine Parvty. within forty-etant (43)
hours (exclusive of Saturday. Sunday or leeal holudavs) atier recemt of such notice. shall advise the
proposing party ot its desire to {(a) limit participation to such party’s intervest as shown on Exhibit A",
or {b) carry 1ts propovtionate part of Non-Consentine Parties” mterest. *The proposing  party, at its
election. may withdraw such proposal it there s insutiicient  partiapation. and  shall promptly notifis
all partics ol such decision. *and failure so to advise the proposing party shall const

an election under (b
The entive cost and risk of conauctinz such opuerauions ~iall be borne by the Consenting Parties in
the proportions they have clected to bear same unace the terms of the preceding parazraph. Consenting
Parties shall keep the icaschold estates inveived @ such overations tree and clear of all hens and
encumbrances of every kind created by oF avisinz Dtom the operhlions of the Consenting Parties, I35 suen

an operation resultz in a dry hole. the Corsentine Durties shadi piuz Gnd abondon the well ot therr sole

cost. risk and expense. If any well drilicd, rewor iea, deepencd or pluzzed sack under the provisions

of this Article resuils in a producer ot ‘mil and or 2us mopasing quantities, the Consentuinz Parties snall
complcte and equip the well to produce at thew <oie cost and visk. and the well shail then be turned
over to Operator and shall be operated by 1t at the excense and for the account of the Consenting Parties,
Upan commencement of operations tor the driling, reworking, deepenine or pluusing huck of any =uch
well by Consenting Parties in accordance with the vrovisions of this Article. cach Non-Counsenting Party
shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
be entitied to receive. in proportion to then respective interests. ull of such Non-Consentinz Pariv's

Gl

interest 1 the well and share of production theretrom until the proceeds of the sale of such share,
such share s not :old (atter deducting produc::ion
crests existing on the erfective date hereor, pavable out of

or measured by the producten from such weil Leerinine wilh respect to such interest until it reverts)

cajculated at the well, or muarket value thereot
taxes. rovalty. overriding rovalty und other

shall cqual the total or the roilowinus:

(a) 200 o1 cach snch Noo-Consentins Pait’s share or *he cost ol any newly

acauwired surrace
cquipment bevend the wellond cantections Gnotadms. byt not

hoted to. stoern, tanks, AODALHIOra,
ol cach such Non-Consentung Party's share og the
cost ol aneration o the well commenenns Wt st Lioauction

Crealers, DUIMDIe 2 cguapnent oo saptos ). plus o

and contuine unhib each o suen Non-
Consentize Pty reiincunhed aterest -nall covert to st ancer other provisions ot tas As ticle, it Lot
gurecd that caen Non=Consentin Paatv’s share o sucn costs and comprent widl be that interest

wnien
SENRNTE SO YIRS

T L N e T .
wotbd have bheen ctarceable tooeaen Son-Conses patticipated i the well trom the

ST
e of the oceration: cnd

th) 400.

Poasl, st Ledd o camitnetins, atlet TR RN L S N IS N

GF Tt e ron e Thee nestS Ll N e e e e ke deeneneng, o e sy

Crtons peceve uider Nenele VIITC
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400 - ar that portion o e eost of newly acquired equipment tn (he well (o and mctading the well
. . wo Pty R O

head eonneettansy. which would have been chargeable to sich Non-Consenting Party at 1t had parua

pated therein. *See Article XV.G. for additional provisions

Gus producton attributable to any Non - Consenting Party’s refinquished interest upon such Party’s
clection, shall be soid o s purchaser, if avaudable, under the terms of its existing €as sules con-
tract.  sSuch Non - Consenting Party shall direet 1ts purchaser to remut the procoeds recetvable from
such sale dircet ta the Consenting Parties until the amounts provided ior in this Articic are recov-
ered from the Non - Coasenting Party’s (elinquished tnterest. If such Non - Consenting Party hius not
contracted for sale ot its gas at the time such 2as 1s avatluble for delivery. or has not made the elec-
tion as provided above. the Consenting Parties shall own and be entitled to receive and sell suen Xon-
Consenting Party’s share of zas as hereinabove provided during the recourment perind.

During the period of time Consenting Parties are entitled to veceive Non-Consenting Party’s share
of production. or the proceeds therefrom. Consentina Parties shall be responsicle for the payment of
all production. severance, gathering and other taxes. and all royaity, overriding rovalty and other
burdens appiicable to Non-Consenting Party's share ol production.

In the case of any reworkine. plucsinz back or deeper drilling ogeration. the Consenting Partiez shall
be permitted to use. free of cost. all casing. tubing and othicr equipment in the well. but the ownersinip of

all such equipment shall remain ynchanged: and upon abandonment of a weil atter such reworking.

plugging back or decper driiline, the Consentine Farties shull account tor all such equipment to the
owners thereof. with each party recewving its proportionate part in kind or in value, less cost of

salvage.

Within sixty (60) davs after the completion of anyv operatton under this Article, the party con-
ducting the operations for the Consenting Parties shall furnisiv cach Non-Consentine Party with un in-
ventory of the equioment in and conncected to the well, and an itemized statement of the cost ot dritling.
deepenine, plugaing back. testing, completing, and eyqwipptne the well for production: or. at its couon.
the operating party. in licu of an itemized statement of such costs of operation, may submit a derailed

statement of monthly billings. Each month thereatter, durine the time the Consenting Parties ave Teing

retmbursed as provided above. the Party conducting the operations tor the Consentong Parties shall furn-

ish the Non-Consenunz Parties with an ttemiced statement ot all costs and hainbities incurrved :n the

operation of the well, tozether with a statement ol the quanuty ot ol and was produced from it and the

amount of proceeds realized trom the sale of the weil's worianz mterest production during the preceding
month. In determimng the quantty ol ol ana 2as procuced during any omonth, Consenting Parties
shall use industry accented methods such as. but not hmited to, metering or periodie well tests. Any
amount realized from the sule or other disposition of courpmen? sewily aeamred 1 connection withh any
such operation which would have bren ownea by o Non-Consentinz Pacty had it parcticipated theremn
shall be credited azamnst the total unreturned costs of the wworn done and of the caupment purchased.
in deerraminz when the interest of such Non=Con=entirg 2 rtv shall cevers

Tt as abosve provided:
and if there is a credit balance, it shall be sord to suen Non-Consenting puarte,

If and when the Consentinze Parties recove:r fiem o Jlen-Uon epti

VoS orelhinguisned nlerest
the amounts provided ror above. the relimgui-cod forerests o ucen Hon-Corsentuing Party shati cuto-
matically revert to it and. from and slier such reversoe suen Non<Uonsenting Porov shull own the same
poeriaimny thereto. ana the production thiere-
from as such Non-Consenting Party would have been entitled to had 1t participuted in the driliing,

reworking, deepening or pluszine back of sawd weil Thereafter. such Non-Consenting Party shall be
charged with and shall pay its proportienate parl of the iu

interest 31 such sell. the materiul and caupment i ov

riher costs of the operation of said well in
accordance with the terms of this sercement and the Accoununge Pracedure. attached herveto.

Notwithstanding the provisions of this Articte VIZ I it is soreed that without the mutual consent
of all parties. no wells shatl be compicied 1 o Draduced ftom a source ol sunnly from which a well

located clsewnere on the Contract Area oS

uniess such well conforms to the then-existing
well spacing putiern for such source of supniv.

The provisions ol thix Artiele shail have mo uppication whatsvever o the driiling of the initial

Article VILD.1. has been selected, or (b))

well deseribed i Articie VAL exeept ta) when Option 2.

to the reworizme, deepemne and edaeds Pack alosuen pvtial cwedls oo sueh well s oov therearter shall
prove o he a dry hole o non-comunereml wvelic adter naving been andited o e dopth speertied in Artcle
VIA

VAL

C. Right to Take Production i Kind:

Pach party shall have the night to take o ona or sepuaraloely thapose ot (s proportianate share of
Aot and vas prodeeed om the Contract dveas excluave of production which may be used in de-
velonment ana proauctnie opcralions and crorepaning and Beating o] for markelns purposes and
procuctiun aenvoraable st v estrn evoerati e wenned i the g an kand or separate WINpO-
SUON DY Ly party of s proporbenate chaie T podueton ~hall be borne by osueh partyv. Anv
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party takinz 1tz share of production in kind shall be required to pay ol only 1t proportionate -nare
ot such part of Operator’s surtace facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
. - . NI Jhe ) ‘!.vl
mterest in production irom the Contruct Arca. and. vxcept as provided in Articwe VII.E.. shall be entitled
1o recerve payment divect from the purchaser thereof for its sharce of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Contract Avea. Opcrator shail nhave
the right. subject to the revocation at will by the party owning it. but not the oblizution. to purchase such
oil and gas or sell it to others at any time and from time to time. for the account of the non-tasing
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shail be subject always to the risht of the owner of the production to exercise at any time its
right to take in Kind. or separately dispose of. its share of all oil and uas not previously delivered 0 a
purchaser. Any purchase or sale by Opcrator of any other party's share of otl und gas shall ke onixr for
such reasonable periods of time as are consistent with the minimum needs of the industry uncer the
particular circumstances. but in no event for u period in excess of one (1) year. Notwithstandinz the
foregoina. Operator shall not make a sale. including one into interstate commerce. of any other pariyv's
share of gas production without first civing such other party thirty (30) days \x\.OLice of such int

sale. prior written

[}
3}
n
]
Q.

In the ecvent one or more parties’ separate disposition ot its share ot the gas causes split-stream de-
liveries to separate pipeiines and or deliveries which on a dav-to-day basis for anyv reason are oot
exactly equal to a party's respective proportionate share of total gas sales to be allocated to it. the
balancing or accounting between the respective accounts of the parties shall be in accordance “with
any Gas Balancing Agreement between the parties hereto. whether such Agreement is attached as
Exhibit “E". or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Avea at all reasonable times. at its sole risk to i1nstect
or obhserve operations. and shall have access at reasonable times to information pertaining to the de-
velopment or opceration thereof. including Operator’s buoks and records relating thereto. Operator. ugon
request. shall furnish eucn of the other parties with copies of all forms or reports filed with govern-
mental acencies. daily drilling reports, well lozs. tank taoles. daily vauze and run tickets and recor:s
of stock on hand at the first of cach month, and shail maxe available samwples of anv cores or cutling
taken from any well dntled on the Contract Areca. The cost of

w

catherme and furnishing information o
Non-Opecerator. other than that specified above. shall be charced to the Non-Operator that requests th
information.

e

E. Abandonment of Wells:

1. Abandonment of D Holes: Excent for any well 4

o Avucie VB2 unyv well

which has been drilicd under the terms of this cureement anid

s Erope.ca 1o e compieted us a dry hoie
shall not be plugzged und abandoned switiiout the consent ob Lil platies. Shouid Operator, after dilizent
effort. be unabic to contact any party. or should tny puarty tul to repiv wiliim fortv-eieht (48) hours
(exclusive of Saturday. Sunday or lezal holidays) atter veceipt ot notice of the proposal to plur and
abandon such well. such party shall be deemed 0 huve consented to the proposed abandonment. Al
such wells shail be pluized and abandoned in accorcance with applicatie rezuiutions and at the cost,
risk and expense of the garties who participated in the cost of drlling of such well. Any party wio op-
jects to the pluuging and abandoning such weil =hail have the rizht to take over the well and concuct
further operations in search of oil and or 2as sucicct o the provisions of Artclie VI2.

2 Abhandonment ar Waells that have Preduaced: Zxceept for any

weil which has been drilled or re-

worked pursuant to Artcie VILD.2 hereor for whien the Consentine Puarties have rnot been tully reim-

bursed as therem provided. any ~weil witen has been comnieted us a producer shail rot be plugaed and
abandoned without the consent of ail parties. I il parties consent to sucn abandonment, the weil shail
be plucsed and abandoned o aecordurce with appiicable resulations and at the cost, sk and expense
of all the purtics nereto. if. withimn thirey (U0) duvs Giter receipt of notice ot the pronosed abandonm :nt
of ~such well, Sl parties do not Luree to the abanconmment of any well, those wishitng o continue 1ts op-
eration shail tenaer to cuach ol the other parties it~ Brenortionaie shave or the value o1 the weil's salvable
matertal and cquuament, delermined I aecordaiee Wit e provisions of Exhtint ©CTL less the crtimated

cost ol salvacinge and the estmated cost ot oluz2ime anag

atandomine. Each abandomng popegy

~hall
asstgn o the non-abandomng partes, wathoul warianive express o mphied, as to Utie or as to aquantty

aquality, ar Hteress tor wae ot the cquipment and ateriad il o s mnterest in the well and relatea cquip-

ment, toscther swith s interest an the leasenoid ostite as tos hut ondy as to, the itervat or intervals oy the
L 1 p

dOthe piterest o the abandoming party is o ancigdes
ot and cas tntcrest, saen party shall exeente and deliver o the non-abandonmz party or narties an

tormation o tormgtios . then onen to proauciion

s oo s besse trmited to S antercal o or titervads o the tormnation ur tormations then open o proagug-

FEL LT Lo ol e sear and so Jong ihereatter Do e oy

e s pradueca trom the interval or inter-

»
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vals ot e tmatien or tormations covered thereby, such lease to be on the torm attached as Exnibit
P The assienments o teases o hmuted shall encompass the “dethng untit” upon whieh the weil s
foeated, The pavmenis by, wnd the assisnments or leases to, the assienees shall be i ratio basea upon
the relationsmin of thewr respective percentagzes ol partictpation in the Contract Area 1o the assresaie of
the percentifees of participation e the Contract Avea ol all asstences. There shall ve no readjustment
ol terest an the remanung portion of the Contrict Area.

Thereatter. abanconing partics shall have no lurther responsibihity, lability, or interest in the op-
ervation of or production from the welt in the interval or intervals then open other than the vovaities
retianea In any lease made under the terms ot this Articie. Upon request. Operator shall continue to
operate the assigned well for the account of the non-abandonmine parties at the rates and charzes con-
tempiated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ownership ot the assigncd well.

ARTICLE VIL
EXPENDITURES AND LIADILITY OF PARTIES

A, Liability of Parties:

The liability of the parties shall be several. not joint or coilective. Euch party shall be rescornsible
only for its obligations. and shail be liable only for 1ts nrovortionate share of the costs of deveicping
and operating the Coniract Area. Accordinaly. the liens granted among the parties in Article VILLZ. are
1

given to secure only the debts of each severally. [t is not the intention of the parties to create, nor sha
the

this agreement be construed as creating, a mining or other partnessiup or association. or to render
parties liable as partners.

B. Licens and Pavment Detaults:

Eacn Non-Operator urants to Operator a lien upon tts o1l and cas riehts in the Contract Area, and a
security interest in its share of oil and or 2as when extracted and 1ts interest in all cquipment, o secure
payment of its share of expense, toccther with mterest thercon at the rate provided in the Accounting
Procedure attached hereto as Exhibit »C”. To the extent that Operatar has a security interest under the
Uniform Commercial Code of the State. Operator shail be entitled to exercise the richts and remedies
of a secured party under the Code. The bringma of o suit and the obtamimg of judement by Ocerator
for the secured indebtedness shall not be deenwed an clection of remedies or otherwise aifect the len
rights or sccurity interest as seeurity for the pavment thereot. In addition, upan default by anv Non-
Operator in the pavment of its share of expense, Operator shail have the rieht, without prejucice to
other rights or remedics, to collect from the purchaser the proceeds from the sate of such Non-QOgperutor's
share of ol and or 2as unul the amount owed by such Non-Operator, plus mterest has been paid. Zach
putrchaser shall be entitled to rely upon Operator’s written statenent concerning the armount of any ce-
fault. Operator grants u like len and sccurity interest to the Non-Overators 1 secure payvment of Op-
crator’s proportuonate share of expuense.

If any party farls or s unable 1o pay 113 share ol expense wiinm Nty (60) davs aiter rend:tion of
a statement thercior by Opuerator, the non-detiuiting parties, nciuems Unevator, =hail, ugon recuest by
Operator. pay the unpand amount in the proportiun 1hal e mierest ol cueh suen party bears 10 the in-

terest of all such parties. Euch party so pay:ing its shurce ot the unpuid amount shail. to obtain reimourse-

ment thereot. be subrozated to the security rights descerited i the Joreuoinu parazraph.
C. Pavments and Accounting:

Except as herein otherwise specifically provided. Ocerator snail prompiy pay and discharge extenses
incurred in the development and operation of the Cuntract Ared pursuant o this aureement and shall

charae cach of the parties hereto with their respecuve provortionate shuares unon the expense bast

5 pro-
vided tn the Accountine Procedure attached hereto os Exiibit "C7. Operator shall keep an cecurate
record of the jomt account hereunder. showing expunses incurred and churees and credits made and

received.

Opcrator, at s clection, shail have the naikt rom ume o ume o demand and recerve from the
other parties pavment in advance o then respective shares ot the estimated Lmount of the expense to
be tneurred m o oberations hereunder during e next succtedma month, wnien sieht may be exercrsed onlv
by submission ta cach ~uch DLty ol oan o rtemieed staloement ol such extimatoea uNbense, tovether \\‘ll-h
anoanvotee tar GOs stuae thevents Bacth such statemient ana mvoice for the payvment in advance of esti-
mated expense snail Le subimiitted on oor belore the 20 dav ol the next preceding month, Each oagprty
~hatl pav o Ooberator s pronornionate ~hare ol such estiznaie within trteen (1)3) davs alter Su(.l;‘ US'-
timate aad nvoee sorecerved I any panty taads Lo pav s share o sard estimate withan siad time, the
At T antl pard. Proper adjustment shatl be
maae oonthly Letween advances and actual expense ta the

amount due shall bear saterest s provided an

vt that cach barty shatll bear ana pav ats
Proportonatle snare of Lot expenses ancarted  Lna oo mope

- -
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D, Limitation of Expenditures:
‘

1. Dl o Deecven: Without the consent of ail parties. no well shall be drlled or deepened. ex-

i H 39 3 It gy 3 it iy «
cept any wetl dislicd or deepened pursuant to the provisions ot Article VI.B.2. of this Adreement, it bemg
understood that the consent to the dridling or deepenine shall wetude:

T Option No. - All necessary expenditures tor the dritling o1 deepening. lesting, completing and
ecquipping ot the welll ineluding necessary tankaze and or surtace tacilities.

X Option No._ 2: All necessary expenditures lor the driliing or deepening and testing of the well. "When
such well has reached its authorized depth. and all tests have been completed, Operator shall give im-
mediate notice to the Non-Operators wha have the richt to participate in the completion costs. The parties
receiving such notice shall have fortv-cicht (43) hours (exciusive of Saturday. Sunday and legal noli-
days) in which to elect to participate in the setting of casine and the completion attempt. Such election.
when made. shall inciude consent to all necessary expenditures for the completing and cquipping of such
well. including necessary tankace and or surface facilities. railure of any party receiving such rotice
to reply within the period above fixed shall constitute an clection by that party not to participate in
the cost of the completion attempt. If one or more. but less than ail of the parties. elect to set pice and
to attempt a completion. the provisions of Arvticle VI.E.2. hereot (the phrase “reworking., decpeninz or
plugging back™ as contained in Articte VI.B.2. shall be deemed to inciude completing™) shall apply to
the operations therearter conducted by less than all parties.

2. Rework or Plug Back: Without the consent of ail parties. no well shail be reworked or pluzged
back except a well rewnrked or pluzged back pursuant to the provisions of Article VI.B.2. of this agree-
ment, it betng understood that the consent to the reworking or pluscineg back of a well shall include

conscnt to all necessary expenditures in conductiny such operations and completing and equipping of

said well. including necessary tankave and or surface facilities.

3. Other Operations: Operator shall not undertake any sinucle project reasonably estimated to reature
an expenditure 1n excess of __Fifteen thousang---------w--------- Dollars ¢515,000.00 )

except in connection with a well, the drillinge, reworkina, deencning, compictine, recompleting, or piua-

ging back of which has been previously authorized by avr pursuant to this agrcement: provided., how-
ever, that. in case of explosion, fire, tflood or other sudden emercencey, whether of the same or different
nature, Opcrator may take such steps and incur such cexpenses as i its opinion are required to deai with
the emersencey to safeguard life and property but Operator. as promptly as possible. shatl report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures”™ for its own

use.

Opcrator. upon request. shall furnish copies ot tts “Authority for Expenditures™ for anv sinele project
. . s £ : ) ~aYaYa RNl

costing in cxcess of Fifteen _thousand----- et puiududui -===siars 1512,009.20 ).

E. Royalties. Overriding Rovalties and Other Payvments:

Each party shall pay or deliver. or cause to be pand or delivered. all rovaltics 1o the extent of
one-eiahth due on 1ts share of production and shull hold the other parties ree
from any habiiity thereror. [f the interest of any party i any ol ana

2

2as ease eovered by this agree-
ment 15 subject 1o any rovaity, overriding rovaliv, proauct:on pavment, or otner charze uver and zoove
the aroresaid rovalty. such party shall assume and alone bear all sucnh oohizations and shall sccount
for or causc to be accounted tfor. such interest to the owners thereof. '

No party shall ever be responsible. on any price basis higher than the price received by such party.
to any other party’s lessor or voyalty owner: and if any such other party’s lessor or rovalty owner should
demand and rececive setilements on o higher price basis. the party contributing such lease shall bear the
royalty burden insofur as such hicher price is concerned.

F. Rentals, Shut-in Well Payiments and Minimum Royalties:

Rentals, shut-in well puyments and munimum rovalties which mayv be required under the terms of
any lease shall be pmd by the party or parties who subjected such lease 1o this asrcement at lt-s or themr
expense. [n the event two or more parttes own and have contributed interests in the same lease to this
agreement. such purtics may desianate vne of such parties 1o make said psyments for and on behalf ot all
such parttes. Anyv party mav regueste and shall be entitled to receve. praper evidence of all such pay-
ments. [n the cvent of fadare to make prover pavment ot any vental, shut-in well pavment or mmn‘.m-m

royvally throuanh misturke or oversizhl vhere such npavment os regtared o contunue the lease in foree
any loss which results trom such non-pavment shall be borne oo gecordance with the provisions ol Artiele

V.2

Onevator shall notiiv Non-Operator of the anticmnated completion of o shat-in cas weldl, o the “haut-
Tzt o relarn o procaction ob a procueing cas wells at least tive 13 duvs fexcludime Saturday, S
davoand hodidgesy or ool the carliost onortunt vy permri g by crreumstanees, prior to tukin

un-

Zosucen cetion,
LAt assuimies g j;,li”i\‘_‘.' Tor tasiune o o o [y e cvent ool alure by Operator 0 <o notlt Non-

Oparitar tne Joss of aby lease coptibated Bereto be NancOiperator tar tatine o aake lunety pavments

- -
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of anv shut-in well pavment shall be borne jointly by the parties hereto under the provisions of Avucie
IV D3,

(. Taxes:

Bewinning with the first calendar vear atter the etfective date hereof. Operator shall render for ad
valorem taxation all property subject to this agcreement which by law should be srendered for such
taxes. and it shall pay all such taxes assessed thereon before they become detinquent. Prior to the ren-
ditton date. cach Non-Operator shall furmish Gperator information as to burdens (to inciude. but not be
limited to. royalties. overriding rovaitics and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
bemg subject to outstanding excess rovalties, overriding ¢ valties or productinn payments, the reduction in
ad valorem taxes resulting thereirom shall inure to the berefit of the owner or owners of such leasehold
estate, and Operator shall adjust the charge 0 such owner or owners so as to reflect the beneiit of such
reduction. Operator shall bill other parties ror their progortionate share of all tax payrments in the man-

nec provided in Exhibit "C" o0 article XV.D. for additional provisions

[f Operator considers anyv tax assessment improper. Cperator mav. at its discretion, protest -withi

3

the time and manner preseribed by luw. and prosecute the protest 1o a finai determination. uniess
partics agree to abandon the protest prior to final determination. Durmz the pendeney of administrative
or judicial proceedinas, Operator may clect to payv, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been iinaliv determined. Operator shail pay
the tax for the joint account, together with any interest and penaity acervea. and the total cost shaii then
be assessed against the partics, and be paid by them. as provided in Exhibit ~C™

Each party shall pay or cause to be paid all production. severance. zatherine and other taxes im-
posed upon or with respect to the production or hanaling of such party's share of oil and or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hercunder. Operator shall compiv with the Workmen's
Compensation Law of the State where the operations are beinz conducted: proviacd. however, that Op-

that shall be made to the joint aeeount shail Le un amount cquivaient to the premium which would have
been paid had such insurance been obtained. Operator shall Glso carry or provide nsurance for the
benerit of the joint decount of the parties as outhned in Extubit "DV uttached to and made a part hereof.
Operator shall reauire all contractors enuaced in work on or Jor the Countract Area o compiy with the

Workmen's Compensstion Law of the State whnere the operations are tLeino concucted and
such other insurunce gs Operator may requite.

10 mantain

In the event Automobife Public Liabthity Ionsurance s speciiwed m ~aid

DY or subsecuently

recerves the approvai ol the parties. no dreet charae shudl be maae ny G Clor prermums paid for

such nsurance tor Operator’s fully owned automotive cguipment

ARTICLID Vill.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTERLST

A. Surrender of Leases:

The leases covered by this agrcem

[e]
19
-

‘nfofar 55 they emorace ucrcaze m the Contract Area. shall
not be surrendered in whole or in part unless all parties cunzent therero.

However. should uny party desire to surrender tis interest :n anv lease or in any portion thereof. and

other parties do not azree or convent thereto. che onarv

2o surrender shall assien. without exnress
or impited warranty of title. ail of its nterest in such ledses or portion thereot, und any well, materig) and
e Cias Toaeated there nd oanv rrunis i oproaucn here rosecure I i

cquipmient which may Be located thereon and Gnv 1manis an proauction thereatter securced, o the parties

not desiring to surrender 1t [ the wieres eiudes an ol und Jas tmterest, the

as-

stening party ~hail execute and dehver o ot desiring to surrender an oql and uas
. 4 -

lease covermge sach ol and <as mterest for o st 0 lone thereatior as il and o oas
o

s proatced from the fand covered theretre, suen ledse 1o te en the torm attached bhereto as Exhibyr o
N * - .

oeiievea rom ail obhizatons thereattey

Upon such asstenment, the assteong pardy snald seerung
but not theretolore secrued, with cespeet o e aoren2e assiened and the operation ot ns well th
!

acroon,

and the assieming party <hadl have o turthor mierestan e lease aexsizned and s cquipnient and pro
o=

duction other than the rovaltioy setieed eany lease made ander the terms of thes D\ tele,

The parties
assiunee shall pav to the party assignor the reasonatie

stvize value ot the Latter's interest in any wells
aidd crpnment on thie assrened acreaze. The vatoe ol accoruance
Toss the ostunated cost ot satvacine ana the estimated cost pg
2y and o aoandoninz, 0 the asstooment s o tavin

nutenial snall be determimed o
i Lhe provisions ot FExhabag oC7 Dlue-

clhoamore than one party, the assigned interesg ~hull

- 10 -
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Coach bears to the interest ot atl
Be saared by the partes asstience i the peoportinns that the anterest ot cach b

PaArties assgnee

Auv asstznment or surrendsr made under this provision shall not reduee or change the assignor's or
WErenaUEIn g parties’ mterest. as 1t was immediately before the asstenment. m the balance of the Contract
Area: and the acreaze assigned or surrendered, and subseguent operatnns thereon. shail not thereatter
e subject to the terms and provisions of this aureement.

B. Rencwal er Extension of Leases:

[f any party secures a venewal of any oil and 2as lease subject to this Aurcement. all other parties
shall be nouthed prompily, and shall have the rizht for a period of thirty (30) days following receipt
of such notice in which to elect to participate in the ownersnip of the rerewal leuse. insofar as such
lease atfects lands witnin the Contract Avea, by pavine to the party who acgurred it their several prover
proportionate shares of the acaquisition cost allocuted to that part of such lease within the Contract Avea,
whnich shall be in progortion to the interests held at that tune by the parties in the Contract Area.

If some. but less than all. of the parties efect to participate in the purchase of a renewal leaze. it

shall be owned by the parties who elect to participate therewn, in a vatio tased upon the relatiorsino of

their respective percentaze of participation in the Contract Avea to the aggrcsate ot the percentzzes

of participation in the Contract Areg ot all parties part:cipating in the purchase of such renewal cuse.
Any renewal lease in swhich less than all parties cicet to purucipate shall not be subject to this agreement.

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

it

w

The provisions of this Article shall apply to renewal leases whether they ave for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest theretn. Any renewal lease
taken before the expiration ot its predecessor leuse. or 1aken or contracted for within six £6) months iter
the expiration ot the existing lease shall be subject to this provision: but any lease taken or contracied
for more than six (6) months atter the expiration of an extsting lease shall not be deemed a rvenewal
lease and shall not be subjecet to the provistons of this acreement.

The provisions in this Arvticle shall upply also und 1n hike muanner to extensions of ol and 2as

leases.  gaa Article XV.E for additional provisions.

C. Acreave or Cash Contrthutions:

While this aureement is in force. if any party contracts ior a contnbution ot cash toward the driling

134

of a well or any other operation on the Contract Arew. such vontribution =nzil Le puta to the party whno
conducted the driiline or other operation and shail be aopiicd by ot qoeminst U

S

cost ot such drithne or
other overatinn. If the contribution be in the torm ol

“he party o wnom chie contnbution s
made shall promptly tender an assignment of Lhe acreaze. wvitnont ol

carranty ool ttle, to the Digiling
Parties in the proportions said Dalling Parties sharea e cost or doilmg the weil. [0 Gl parties bereto

are Drilling Parties and cecept such tender. such wereaze »hall Leeomne o put of the Contraet Area ond

varties nevelo are Oriliine Purtics and
accept such tender. such acreage shall not tecome a part ot the Contract Arca! Each party shatl gromot-

be governed by the provisions of this asrcement. [ioless than gl

Iy notify all other partics of all acreage or money contiitulions it may obtain in sunport of any weil or
any other operation on the Contract Area.

If any party contracts for any consideration refating to disposition of such party's share of substances

produced hereunder. such consideration shail not Be ceemoed a contribut:on as contemplated in this
Articie VIIL.C.

D. Subseyuently Created Interest:

Notwithstanding the prowvisions ot Artcie VIILEZ und VIIIG. if any party hereto shall, subscquent
to execution ot this agreement. create un overriding rovaity, production gavment, or net proceeds myter-
est. wineh such iterests are heremutter referred 1o as “subseouentiv created mterest”, such subscquently

created interest snall be speciticaily mude subject o Gl of the termis and provisions ot s avreement, us

follows:

1. If non-cnnsent oterdations are conductod DUIsant to anv provision ot this agreement. gnd the
conductinz such oneratinns becomes entitiod o receve the proauction attributable 1o the inrerest
out o wineh the subseauentiy ereated mterest s denived. sueh paste shatl reeerve same free ana clear

patty

of ~ueh subreguent!y cregted ntetiest, he patty creating same ~ivadl bear and pay all sieeh subsegquentiy

created nterests and snadl odemnne and bodd the otiier partes hereto tree and harmless om any and
W Dabniety resulluns theretram,

11 -
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2 I the owner of the interest from schich the subsequentiy created interestas denved (1) Jails to
pav. when due, 1t share ot expenses charzeable hereunder. o (23 elects to abandon a1 well under pro-
visions of Artcte VEED hereol, or 04} eieets o surrender o lease under provisions ol Artiele VIILAL
Berent, the subsequently ercated mterest shall be charzeable with the prooratao portion of all expenses
bereunder - the sanie manner as 1§ suek cterest were @ working nterest. For opurposes of collecting
=acn charceable expenses. the pacty or parties who ceccive assignments as @ vesult of (2) or (3) sbove
snall have the richt (o eatoree all provisions ot Avtiete VILB. hereof acatnst such subsequentdy created
mnterest.

E. Maintenance of Unitorm Interest:

For the purpose of maintaining uniformity of ownership in the oil and g2as leasehold interests
covered by this agreement. and notwithstanding any other provisions to the contrary, no party shall
sell. encumber. transter or make other disposition of its interest n the icares embriaced within the Con-

tract Arca and in welis. cquipment and production uniess such disposition covers cither:

I. the entire interest of the party an all leases and cquipment and production: or

2. an ecqual undivided interest in all leases uand cguipment uand procuction in the Contract Arca.

Every such sale. encumbrance. transfer ov vther disposition made by uny party shall be made ex-

uny
pressly subject to this agreement. and shali Le made without prejudice 1o the riant of the other parsies.

If. at any time the interest of any party is divided among and owned Uy four Or mMore co-owWwners.
Operator. at its discretion. may’ require such co-owners !0 appoint a sinzic trusice or agent with full
authorty to receive notices, approve expenditures, recetve biilings for ang coprove and pay such poriv’s
share of the joint expenses. and to deal generatly with, and with cower 10 bind. the co-owners of such
party’s interests within the scope of the operations embraced 1n this asreement: however, all such
co-owners shall have the right to enter into and exceute all contracts or azreements for the disposition
of their respective sharves of the ol and gas produced from the Contract Area and they shall have the
right to receive. separately. payment ot the sale procecds hereot.

F. Waiver of Rizht to Partition:

If permitted by the laws of the stule or stutes inowhicn the property covered herepy is located. each
partv hercto owmne an undivided mterest i the Contract Arca waives wny and ail richts it mav iave
to partition and have set aside to 1t m severalty its undiviced nterest theremnn.

) Y Poens 3

4+ | R B anaan sz ten ans s sus s an 4+t + N

muation cuncernin’ crovosed sdics wihiteh sBall oeciude the numie and aadress l)i/""_’.'/.'.'v?‘i.i!)L'C';!\‘L\ sur-

chaser (who must be reaas™ Lo and auic to purenasc). the prncnase o

wndoail ootner terms of

the orfer. Thie ather cavties shai Teoan optionad prio: W LETIOC O ten

{10) davs ziter
receipt ot the notice. o pureiiise on the samc Clionns the terest ownien the other
proposes to =ell: and. 7 this optional raht surcnhasing purties shail share the ~ur-

chased mterest in the proportions tholsT nterest of cach beuls weotetal interest of all purcnasing
parties. However, there shalloe whore any party wishes

- . / N . - . '’ -
to mortuace its inierests, or to dispose o6 1ts mteiests by moeracer, reorsanizalun. oom Zdation. or sale
of all or_subsTantally all of its assets to a subsidiary or patent ¢ompany or 0 a subsidiary ot

sarent

ARTICLE IX. '
INTEENAL REVENUE CODE ELICTION

This agrcement s not intended to create. and ~hail nol be construca to create, o relationship of cart-
nership or an ossoclation tor ot Between o amung the parties hereto., .".'nt'.vuh.\‘lun(in‘.ii any. vro-
visions neretn that the mehts and fwdoiitios bereunder are zeveral and not romt or cotlective, or tiat this
aprecment and operations hervunocer shail ol constitale o partnes~nin, for Feceral meome tas our-
poses. this aurcement and the onerations nercundor e )

S Daatitershin, cach party herepy

Coovislons ot Suncnapter K, Chanter
1. Subitle A7 ot the [nternni Revenne Coace of 19340 o nermattea

attected cleets to ke exciaded trom the appheation ot il ot th

atidd authorized by Secetion 161 of
the Coue and the recwiattons promuleated thercunder Opeeator as guthorviaed directed to execute on
Lehalt o cach party bereby Gltected such evidence ot this ciecltion s may e reguned by the Sceretary
ot the Treasury of the Urnted States o the Feaviat Internat Revenue Serviee, mcluding speciicaiiy, bu't
nol by ceav o himuation, ol ot the cetures statements and the

Beoaata ceauired by Federal Resulg-
1

Gons | 76l Shouid there be any sequirement that cach pacty Beteby gijected qve turther evidence of

thes electon, cach sten paaty nadl exeeate soen docunmients L SRS suen other eviidence as mav be

requirea oy the Sederal Intereal Bevenue Sceevice o as nav be pecessag v o evidencee thes election. Nao
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such partv chiall zive any notices or take anv other action snconsistent with the clection made hereby,
I anv proesent or tute meome tax laws of the state o states in wlhich the Contract Area s located or
anv future mcome tax laws of the United States contain provisions simtlar to those in Subchapter K.
Chapter [ Subtitle ~A" ol the Internal Revenue Code of 1954, under which an clection simtlar to that
pm\"nicd by Sectton 761 of the Code is permitted, cach party hereby atfeeted shall make such clection as
mav be permitted or required by such luws. In makine the lorecoing election. vach such party states that
the tneome dertved by such party from Operations hereunder can be adeguately determined without the
computation of partnership taxable mcome.

ARTICLE X.
. CLAIMS AND LAWSUITS
Operator may settle any sinale damage claim or suit arising {rom operations hereunder if the eox-
penditure doces not exceed __Four thousand-======--==-- ——mmm—m————— = ——===- == Doilars
($_4,000.00 ) and if the payment is in complete settlement ol such ciaim or suit. [If the amount

required for setticment exceeds the above amount. the parties hereto shall assume and take over the
further handling of the claim or suit. unless such authority 1s delegated to Operator. All costs and ex-
pense of handling, settline. or otherwise dischurging such claim or suit shall be ut the joint cxgense
of the parties. If a claim is made against any purtv or if any party is sucd on gceount of any muiter
arising from operations hereunder over which such ndividua!l has no contra! because of the rights ¢iven
Opcrator by this agreement. the party shall immediatety notity Operator. and the claim or suit shall
be trecated as any other claim or suit involving operations hereunder.

ARTICLE XIL
FORCE MAJEURL

If any party is rendered unable. wholly or in part. by torce majeure to carry oul 1ts oblizations
under this agreement. other than the oblization to make money payments. that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerninz it:
thercupon. the oblisations of the party giving the notice. so tar as they ave affected by the force majeure,
shall be suspended during. but no longer than, the continuance of the foree majeure. The affected garty
shall use all reasonatie dilizence to remove the force majeure situation as quickiy us practicable.

The requirement that any force majeure shall be remedied with all reasonable dispateh shail not
require the settlement of strikes. fockouts. or other labor difficulty by the party involved, contrary to its
wishes: how all such difficultivs shall be handled shall be entirely within the discretion of the parwy
concerned.

The term “force majeure”. as here emploved. siall mean an act of God. strike. lockout, or other
industrial disturbance. act of the public enemy, war, blockade. pubiic ot ligchtning, five. storm. it
explosion. zovernmental action, zovernmental delav. vestrant or inaction. unavailability of equipment,
and any other cause. whether of the kimnd specteaily cnumerated above or otherwise. which s not
reasonably within the control ot the party cimnune <uspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parties. and rvequired by any of the provisions of

this agreement. uniess otherwise speaificaily  provided. shall be given in writing by United States mail
or Western Union telegram. postage or charies preswic. or by teletvpe. and addressed to the par:v to
whom the notice is given at the addresses Disted on Exincit “A”. The orieinating notice given under any
provision hereof shall be deemed ziven orly when recerved by the party to whom such notice is directed.
and the time for such party to zive any notice i response thereto shall run from the date the originat-
ing notice 1s received. The second or any responsive nottce shall be deemed given when deposited in
the United States matil or with the Western Unton Toelvgrann Cu:np:m}ﬂ with costoge or charyes prepaid,

or when sent by teletvee. Each party snatl have the

mraht o chunge its address at any ume. and from
Lime to tme. by givinz written notice hiereot to ail other parties. '

AQTICLID XTI
TERM OF MGRIDMENT

This agrceement shall remam m tall tover and entect as to the ol and zas leases and or ol ang wus in-
weoscivettd Below: proveded, however: o party hevets shall

cver be construcd s having any rroht, title oo onterest i o

lerests subjected bereto jor the poettod ul

tooany lease, or ot and cas iterest

Con-
tributed by any other party bevond the teent of this adreement.

. v
Cption No. o So long as any ot the ol and 2as feases subrect oo this aoreement reman orv ooy -
1 Q are cun

Unued i {orce ws lo any part ob the Cantiact Neas wnether by production, extension, tenewal ur other-

wise, and or o jone as ot and orosas production continues trom any fease or ol and 2us aintevest,
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X Oovton No 20 In the event the well deseribed in Arvtiele VAL ov any subsequent well dniled
under any provision of s aereement, results i vroduction of otl and or cus In pavine quantutes, this
asrceement <hall continue w toree =0 lone as anv such well or wells produce. or are capable ol produc-
von, and tor an addiiional period of 120 davs from cessation of all production: provided, however,
1. pror o the expuation of such additional period, one or more of the parties hereto are enuazed tn
driibine or reworking o well or wells hercunder, this agreement shall conunue 1n torce until sucn op-
crattons have been completad and 1t production vesults theretrom, this agreement shall continuce in
torce as provided heremn. In the cvent the well deseribed  in Article VIAL or any subsequent  well
drilled hereunder. vesulis it a dry hole, and no other well 1s producing, or capable of producinz ol
and or zas from the Contract Avea. this agreement shall terminate uniess dreitling or veworkine npera-
tions are commenced within _SY  days from the date of abandonment of said well.

It is acreed. however, that the termination of this agreement shall not relieve any party hercto from
any liability which has accrued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws. Revulations and Orders:

This agreement shall be subjuct 1o the conservation Jaws of the siale in which the commitied
acreage is located. to the valid rules. regulations. and orders of anv duly constituted reaulatory hodw of

said state: and to all other applicable federsl, state, and local laws. ordinances, rules. regulations, und
orders.

B. Governine Law:

The essential validity of this acreement and all matters pertamine thereto, including, but not lim-
ited to. matters of perrormance. non-pertormance. breach, remedies, procedures, richts, duties and in-
terpretation or construction. shall be governed and determined by the luw of the state in whica the
Contract Area 1s located. If the Contract Area is in two or muore states
ot the lund 1n the Contract Area s located shall covern.

. the luw of the state where most

ARTICLE XV
OTIHIER IPROVISIONS

A. Sale of Gas Production:

It is recocnized by the parties hereto that in addition to each party's share
of working interest production as sncwn in Zxhioit ”4", sucn party shall have the
right, subject to existing contrac:s, to market the rovalty fas attributable to
each lease wnich 1t centributes to tha Coniract Area and to rec2ive payments due
for such royalty cas orcduced from or aliccaie? =5 sucn lease or Jeases. It is
agreed that, regarziess of wnether eacn Z3rly Marx2is or cgntracts for its snare
of gas, including -he royalty cas unger zh2 | wnich it contributed to the
Contract Area, SUCN farty agrees td 2ay or Cau se £aid to the royalty cuners
under its lease or leases the procesgs atiirit to their rescective royaity
interest and to hoid all other parties nereto ss for its failure to do so.
B. Billing Additicnal Interests:

Notwithstanding the provisions of this acreerent and of the accounting procedure
attached as Exhibit "C", the Parties to this agreement specifically agree that in
no event during the term of this contract shail Operator be reauired to make more
than one billing for the entire interest creditsg to eacn Farty on Exhibit "A". It
is further aareed that if any Party ta this agreament (heresinatiar referred tgo as
"Selling Party') discoses of cart of the interast cradited to it on Exhibit "A" the
Selling Party shall be solely resconsible for pilling its assignee or assignees,
and shall remain primarily liable to the other parties for the interest or interests
assianed and shall make prompt payment to Uperator for the entire amount of stite-
ments and billing rendered to it. It is furtner uncerstocd and acreed that if Se}lin
Party disposes o7 all its interest as set cut on Ixhibit "A™", wnetnaer to cre or
several assignees, Operator snall continue to issue statements and billings to the

Selling Party for the interest conveved until sucn time as Selling Party has
designated and qualified one assignee to receive the billing for the entire

wli
interest. In orcer to qualify one assicree to receive the billing for the entire
interest credited to Selling Party on txnicit "A", Selling Ffarty snall furnisn
to Operator the rollowing:
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1. Written notice of the conveyance and photostatic ot cer-
tified copies of the assignments by which the transfer was made.

2. The name of the assignee to be billed and a written state-—
ment signed by the assignee to be billed in which 1t consents to
receive statements and oillings for the entire lnterest credited tq
Selling pParty on Exhibit "A" nereof; and, further, consents to bandle
any necessary sub-billings in the event it does not own the entirz
interest creditad to Selling Party on Exhibit "A".

C. Disburser2nt of Royalties:

If a purchaser of any oil, gas or other hvdrocarbons produced Irom
the Contract Area declines to make disbursements of all rovyalties,
overriding royalties, working interessts, and other pavments out of, or
with respect to, production revenues which are payable on the Contract
Area, Operator may, at its obtion, from time to time, make dishurse-
ments on behalf of any Non-Operator who raquests in writing that
Operator do so. Each Non-Operator for whom such disbursement is made
shall furnish Operator with the following:

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

2. An initial list of names, addresses, and interest (to a seven
place decimal), on a tract, unit, purchase contract, or other such
basis as, in the opinion of Operator, is necessarvy for efficient admi-
nistration, for all royalty, overriding rovalty and other interest
owners who are entitled to proceeds from the sale of production
attributable to such Non-Operator's interast. Also, anv changes o
the initial list shall be furnished promptly to Operator in writing.

Operator will use its best efforts to make dusbhursements
correctly, but will be liable for incorrect disbursement only in the
event of gross negligence or willful misconduct. Any Non-Operator for
whom such dishursenments are made hereby agrrees to indemnify and hold
harmless Operator £or any loss, including court costs and attorney's
fees, which may be incurred as a result of Operator's making such dis-
bursements in the manner prescribed by Non-Oparator.

D. Article VII.G., Addition:

I£ the Cperator is required hereunder %o pnay ad valorem taxes
based in whole or in part upon separate valuations of each pvarty's
working interest, then notwithstanding anything to the contrary
herein, chargess to the joint account shall e made and naid by the
parties hereto in accordance with the percentaage of tax valus
generaged by each party's working intarest.

E. Article VIIL.B., Addition:

Notwithstanding anything to the contrars contained herein,
party committing a lease or leases to this agreement shall have the
option upon the expiration of each lease to renew or extend such lease
and to bear the renewal or extension costs and exdenses and thereby
retain its original interest and title in said lease. 3y exercising
such option, the parties' working interests shall rezmain unchanged.
If the original lease owner does not exercise its option within sixty
(60) days aftsr the expiration dat2 of the orizinal lease, the
renewal or extansion lease will then be subject o5 the terms of this
article as written above., If any woriing interest owner other than
the original lesase owner renews Or 2Xt2nds the lease, the renewing or
extending partvy snall furnish the origin2l l=ase owner an itemizes
statanent Of the complete renewal Or 2xt2nsion costs and exnenses of
such lease. The original lesase own2r 3hall have sixty (A0) davs aftar
the receipt of such itamized statement o reimbursa the renawing or
extanding party in full., Failure of the original lease owner %o do so
shall result in the forfeiture of 1its ootion herecunder. The provi-

sions her20f shall only apply to leases or portions of leases located
in the Contract Area.

each
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subjact and suboriinate to that Certain 0il & Gas Lease Acguisition
and Develooment Agreement dated October 22, 1982, between TXO
PRODUCTI'N~CORP. and APCOT-FINADEL JOINT VENTURE. In the event of a3
conflict between this agreement and the 0il & Gas Lease Acguisition
and Dewvalooment Agreement, the terms of the 0il and Gas Lease
Acquisition and Development Agreement shall prevail.

F. As betyenn the interest of TXO and FINA, this Agrrement shall 52

Joon termination
of the 01l % 5as Lzase Acquisition and Development Agreement, this
Agreement shall b2 amended as between TXO and FIMA in the manner pro-
vidad in Article XXI of the 01l 5 Gas T,ease Acquisition and
Develogment Agreement. ’

G. As between APCOT-FINADEL JOINT VENTURE and any other party hereto

the non-consent penalties specified in Article vI.3.2(a) shall he
100%/100%; and the non-consent penalties specified in Article
VI.3.2(b) shall be 3003/300% as to all wells drillad to a depth of
10,000 feet subsurface or less, and 400%/400% as to all wells drillad
to a depth greater than 10,000 feet subsurface.

H. It is understood by all parties that the Sprinkle Federal #2 well, is to

be a reentry and deepening of the Walker Federal #1 well which was a dry hole
drilled to a total depth of 4,270 feet by John H. Hill, Operator. It is further
understood and agreed to by all parties hereto that, should TXO encounter
impenetrable conditions or mechanical problems during the reenty and deepening
of the said well and be required to move the rig and commence the drilling of

a new well at a location within a 100' radius of the initial location, TXO

shall notify all non-operators of its intention to move the rig and commence

the drilling of a new well along with the estimated cost to drill and complete
said well. This notice may be given by telephone and all non-operators shall

be limited to a response period of 48 hours exclusive of Saturday, Sunday, or
legal holidays. Failure of a party receiving such notice to reply within

period above fixed shall constitute an election by that party not to participate
in the cost of the drilling and completing of the new well, and any non-
participating interest shall be subject to the non-consent penalties specified

in Article VI.B.2(a) and (b). Any notice or response given by telephone shall
be promptly confirmed in writing.
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ARTICLE XV
MISCELLANLOUS

This azreement ~hall be binding upon and -hail tnute 1o the benefit ot the parties hereto and to thew

resveettve Betess deviseess leaal representanives. successors and assiens

.3 9 iy $. . AT .
This mstrument mav be exectted 1 any numier of counterpaits, cavn of winek shall be consizeree
an arreinal for al!l purnnses.

IN WITMNESS WHEREOF. this asreement shall be efteetive as ot day ot
19 .
OPERATOR .
TXO, PRODUCTION CORP.
\
ov: DA el A 2
Johyl D\ Huppler v 0 0
Senror |Vice President
NON-OPERATORS
ATTEST:/? / PETRO ATLAS CORPORATION
e .. / 7 ~ ..
7(. ////‘/)2,//_/,{///5/ ,4(___, By: E’C"—"" ; H(\/\cLL,V_ put et

Setretary James L. Harden III
Title: President




THE STATE QF TEXAS §

COUNTY OF MIDLAND 5

,f,li
; ; N AL
The foregoing instrument was acknowledged before me this 454/

day of & i ideer , 1967, by JOHN D. HUPPLER, Senior Vice President,
of TXO PRODUCTION CORP., a Delaware corporation, on penalf of said
corporation.

My Commission Expires:

v

Y

S JP S - V) ./ :
7 ,_"-/~,Y;7 A{&o*{ﬂ’i///"- et

Notary Public :in and for /
The State of Texas

STATE OF COLORADO §
COUNTY OF DENVER §
The foregoing instrument was acknowledged before me on this 25th day of
September , 1985 , by James L. Harden III, President of
Petro Atlas Corporation a Colorado corporation, on benalf of said
corporation.

My Commission Expires:
December 16, 1985

Notary Public in and for
Denver County, Colorado
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ARTICLE XVL
MISCELLANEOUS

This aercement shall be binding upon and rhall inure to the benefit ol the parties hereto and o their

respecuve  hews, devisees, leval representatives

SUCCEs-ors and assiuns,

This instrument may be executed in any number of counterparts, cach of which shall be consiceref

an original for all purposes.

IN WITNESS WHEREOF. this asreement shall be efteetive as of

19 .

OPERATOR

day of .

TXQ PRODUCTION CORP.

t
By:! -

/| Y

Jonh B I
Senior\Vice President

NON-OPERATORS

PETRO

By:

2 V)

Hprler' {

ATLAS CORPORATION

Title:




THE STATE OF TEXAS §
COUNTY OF MIDLAND §

4
4 ‘f -
The foregoing inStfument was acknowledged before me this .7\4/ 'li
day of : gttt o, 195 , by JOHN D. HUPPLER, Senior Vice President,
of TXO PEODUCTION CORP., a Delaware corporation, on behalf of said
corporation.

My Commission Expires: //”

) L = —_— s

’“)_/ e, {77 : v ,7 .

a4 { / l{c":/{/'_/l / //,l’ - Sfes ”fz‘["-,’,.
Notary Public in and for /
The State of Texas

STATE OF §
COUNTY OF §
The foregoing instrument was acknowledged before me on this day of
, 198 , by . of
Petro Atlas Corporation a corporation, on behalf of said
corporation.

My Commission Expires:

Notary Public in and for
County,



EXHIBIT "aA"

Attached to and made a part of that certain Joint Operating Agreement dated
September 23, 1985 by and between TXO Production Corp., Operator and Petro
Atlas, Non-Operator.

TRACT I:
CONTRACT AREA:

NW/4 NW/4 Section 26, T-18-S, R-32-E
Lea County, New Mexico

DEPTH LIMITATIONS:

From 4825' below the surface to 13,450°

TRACT II:
CONTRACT AREA:

NE/4 NW/4 and S/2 NW/4 Section 26, T-18-S, R-32-E, Lea County, New Mexico

DEPTH LIMITATIONS:

From 4825' below the surface to 8800' or a depth sufficient to test the Bone Spring
formation

NAMES} ADDRESSES AND PERCENTAGES OF THE PARTIES:

TRACT I: Before Payout *After Pavout*

TXO Production Corp. et al 1.0000000 .953125
900 Wilco Bldg.
Midiand, TX 79701

Petro Atlas Corporation -0- .046875
999 18th Street, Suite 2908
Denver, Colorado 80207

Total 1.0000000 1.0000000
TRACT 2: Before Pavout After Payout
TXO Production Corp. .953125 .953125

900 Wilco Bldg.
Midland, Texas 79701

Petro Atlas Corporation .046875 .046875
999 18th Street, Suite 2908
Denver, Colcrado &5{332

Total 1.00600000 1.00000600



Exhibit “A"
Page 2

OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT:

NM 40452
Lessor: United States -~ Department of the Interior - BLM
Lessor: Thomas Curran
Effective dated: January 1, 1973
Description: NM 40452 segregated out of NM 17235
T-18-S5, R-32-E, N.M.P.M.
Section 1l: SE/4 NE/4
Section 11l: N/2 SW/4; SW/4 SW/4; SW/4 SE/4
Section 12: SE/4 NW/4; SE/4
Section 14: N/2; NE/4 SW/4; SE/4
Section 15: N/2 N/2; S/2 NE/4
Section 26: NW/4
Section 31: Lot 1
1,361.18 acres

Recorded: Book 284, Page 620, Oil & Gas Lease Records
Lea County, New Mexico )

*Assuming Petro Atlas Corporation elects to convert its overriding royalty interest
to a working interest at payout of the Sprinkle Federal #1 well.
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« s (‘ EXHIBIT "B"
‘Producers R8—TXO Form {11 - Revised 4/79

Wah Fonling Cliuse OIL, GAS AND MINERAL LEASE (

THIS AGREEMENT made and entered into this day of 9 . berween

heremnafter called “lessor” (whether one or fore), whose post otfice audress

and

hereiruafter cailed “lessee”, whose poset office address is

1. Lessor, in consideranon of Dollars (8. 3

inhana pad. cecerpt of which 15 heredy 3cxnNow euked, Ot the royaities nerein provided a0Q o tne agreements of (Ne 1E55C NETCIRCONLAINEY, hereoy grants.icases and lets. exciusivety unto 1essee
for the purpose of investiganng, expioring, prospecting, arilhng, mining and operating tor and producing oil, gas a0d a1l O(her MInerais. iNjectng gas, waters. other tluids, 210 and other gaseuus
subsrances into subsurtace strata, Laying pipe iines. stortng oil, buiiding tanks, power stations. electric transmission 11nes, (ciephone Lines. and otner structures and things thereon (0 produce,
save. (axe cace Of, treat, Process, store and transport said mainerais and other products Manulactured therefrom, and housing and OlErWise Caring for its empioyees, the following uescr10ed fand

in

County, Texas, to-wit:

Norwithstanding any particular decription, it is nevertheless che intencion of lessor to include wichun this lease, and lessor does hereby lease. notonly the land so described but aiso anv and all
other jand owned of claimed by icssor i1 the NereIN NAMED SUIVEY OF SULVEYS, OF 10 adjOIMNG SUTveEYs, and adjoiNing 1ne Nerein descrioed Iang up Lo the DOUNAATIES Of The 20UIHNR 1ANCOFNETS,

the leased lands being hereinaiter referred to as “said land”. For the purpose of calculaung the rental payments hereinaiter provided for. said land is estimated to comprise

acres, wnether 1t acrualiy COmMPprises mMose of iess. as ] Ong as th -1 [ JOA -i S in effect

2. Subject to the other provisions herein contained, this lease shall remain in force for 2 cerm eftdrvmesiamenens trom thus date tcalled “primary teem ), and as long thereadter as oui. gas ot other
minerat is produced from said physical land or land with wnich said land or any part thereof 15 pooiea, Ut (s 1€25€ 1S MANGUNCD DY VITtue Of 50Me OtNEr Provision herevt

3. The rovaities to be paid by lessee are: (3) onoil. and on other liquid hydrocarbons saved at the weil, one1ghth of that produced and saved trom said land. same tobe deliveted at the weiis ot
10 the creuit ot lessor in tne pipe hine 10 wnich the weiis may be connected with lessor s interest in eicher ¢ase DeariNg 115 PrOPOLLION O ANY EXPENSES LOF (reaINg LIk [0 MAKe 1t MICKELADIC IS
crude and lessee having the option, at any ime Of {fOmM (IME [0 [1Me, (0 PUCChase iessor s oil at the weil, paying theretuc the lawtui market price on the date of purchase for oriut hike grave sand
Reaveey prevaihing tor (ne fieid nearest wnere sucn Ol is peoduced,; (b) on gas, including casingnead gas and atl gaseous sudstances, proquced from said land and sold. une-ergnen vt the amount
realized irom sucn saie; 1€} On gas, iNciuding casingnead Ras and all gasevus substances, produced 110M said land and usev vl 32:d 1and by Iessee and not benentnng lessor. the market vawe at tne
moutn Ot the weii ut one-eightn ot the Ras so usea oOtf saud land; (d) on all other minerais mined and marketed. une-c1gntn. citner in kind or vaiue at the weil or mine, at lessee seieLtion, except
~ that on suipnur the royaity snail be One Duilar 31 00) per long ton: and (¢) it at any time wnile there 1s a gas wed ur welis 0a tne s31d tand or land pooied thereweth 1or the purpuses ut trus
clause 1¢} the term "gas well " shall include weils capabie of producing natural gas, condensate, distallate or anv gasenus substance and weils ciassitied as gas weils by any guvernmencai authornioys
and such wetl or weils are shut-in, this lease shail continue 10 force for a penod of exther: 113 ninery (90) days reom the date such weli or weils are shut-in: (2) ninety ¢*A0) days trom the
effective dace ror inclusiun of said land or a portion thereof within a unicon whuch 1s located a shut-in gas weil, (3) che date tus lease ceases o be maineained by che payment of annuai deiav
rentals; of 14) minery (0 days 1rom tne date this iease ceases 10 be otherwise maintained as provided herein, whichever is the later date, and before the expirationof any such pefiod icssee vr
any assignee hetcunder may pay or teader an advance annual royaity equal to the amount of delay rentais provided tor an ches lease tor tne acreage then held under thiy icase by tne parry maxing
such paymenc or tender, and 1f such payment or tender 1s made, this lease shali continue sn furce and it snaii be cunsidered that gas 1s being produced rom said land 1n paving quanuitics withia
the meaning ot Paragraph 2 hereot forone 11 vear trom the date of such payment, and 1n hke mannet subsequent advance annual rovalry pavments may be made of tendered and ths icase shan
continue in tosce and it will be considered that as 15 being produced trom sad iand in paying quantities wichin che mesmng of saus Paragrapn 2 duningany annual period fur wncn such ravatey
i$ 3a pasd or tendered: such advance annuai coyaity May be pawd O tendered 10 the same MINNET 20d L0 the same de pasOry 3s provided herein 1ae the payment of tendet ut Jeiay rencais, covaicy
accruing 1o the owners tnereot on any prouuciion from said jand dunng any annual penod 10r Which Jdvance anNnuULl FOYAITY 15 Paid May De Creusted JRaNst S h advane payment

4.1f operations for dniling or mining are not commenced on said land or on land pooled therewith onor before une (1) vear from tnis dace. tnus lease snail terminate as o both parties, uniess

on or before one (1) year from said date lessee shall pay or tender to lessor a rental of

Dollars 1§ )y which shall cover the prvilege of deferring commencement of such operations fur a perind of tweive 1 {2y mondhs In fike manner and upun like payment or
tenders, annuatiy, (he COMMENCEMENT Of said OPECALIONS MAy be turther deterred Lor SUCCEISIve Periuus ol the 54MeE NuMDEr LT MAALAS, 4N AUCING (ae pramacy term. Payment ot tender ot

rental mav be made to lessor or to the Sank. , which bani.or sny
successor tnereot, snail continue (o be the azent 1ot iessor and iessor s hers, FEPTESENIILINES. SuarC3%003 41U J851ZAS 3t SULA DINK 1eef 20 SUCCEIYOr DANK) Shdi tail, hquuddte, Of De succrecsu by
anutner Danx, vr 1Or any reason tatl Or refuse 1o accept renal, lessee snall nor be heid INAetault LA TRICEY T3 davs ATIE IESSOr SNAIILLIIVES 10,£350¢ 2 1eCOrdadle Nstrument Maxing pruvisiun
for another method ot payment of tenaee The payment Or tender ot fentdi mMay De Made DY (NECK LE SFATot leswee Mined ardenvered 10 3414 DI NK HE 4SSO OF E1ther fessor f Mure thanune. un
of betore the tental paying yate. and the payment or render wut be ceemed Mace when (e (ALK OF UEC 1y sudeiveras of Maned 1 {essee snail. 0N OF DEtOre ANy 1ENTAI OF JWVANCE 3NNUA
rOvaity PaymMmen( date, make 3 buna tide Jitempe to Pay Of ACPOsIt 3 fental O IAYINCE INNUAL TOYAIY PIVIIENL LU 2 0L LT UYLV W Ner CALitied tREret0 unider this 162sC J(COIdINR (G le1seT 3
recuras at the ume of SWN PAyment. and it sucn pIyment of aeposit snail be erroNeVUS INJINY MERIIA,CIWE NI DC OOIRITED 1) PAY 1O SUCN ICSSOF OF TUVZITY OWNES tNE 16N12) UF JUVANCE 20NUII
£OY2IrY paviment propetiv p.lvlbic 1ot the peniod invoived, but this icase sNaitbe MaNa: e 10 (NS S4ME MANNECTE 23 1L JuCN ErTONCUUS pavment or cepusit ad been properiy made, proviacy thuat
lessee snali COrrect such errunegus pavment within thirev € 40) days 1OHOWINR e eIPt DY 1C335C€ UF ®IIEN AUNOCE LIUM 3UCH 1IESSUT LT TUYAITY OWNET UL (hE eTTor accompanied by any dacuments
and Otner CYiUeNCe NELESSCY 1O CNADIC 1L55CE 0 Make pruper piyment .

§. Lessee 1s hereby qiven the power and righe, as to ail or any past of said land and 15 (0 3nty GOE UT MOMT OF “Ne tarMatoNs theteunter Ind the Minerais theremn or produced thereirom. at s
OPUON and & IHVUL ICSSUT S utnder or turiner (unstnf‘ o atany Gme. and 1rom (me (0 NME. eithe f Delore uf drtee ?rwmuun. PrRiana unitize (Ne.e2scnOId E3LaLe an_a e 1essOr 3 IOYIY Esale
Created Dy this iease with (Ne NZNES LY TTitd Partics it any.an adurany part ol 5314 LWNA INA » N INY VIRCE 1afR], 1INUY. 1IC23CS ITUNCIA1 AN FOVATY (NS, Of anv of them ag)acent, ads0inINg, ue
focated within the mmediate viCinty Of saa W0d, Whethef owned by lessee uf surme uthef Pesn, HIM oY CorpurInen, s n’_(u Cfeate pv s\:.(n PN ANG uNtIZAGON uNe Ot More drn'nng of
Production units, s nen o U0 SO WOUIL. 10 (NE $OiC (UL MENL L IEssee, PrurmoLe tNe consery ALHN UL Ot LAY UL DINEE MINEF3L DN SUCN AMINZ Uf PIASUCLION LML, WNEN LTItew O any one ut
Mure fufMatiuns and [O aNY ONe UL MOre OF the MINCrals thereinuc pruuuced mer_etrom. MAY (TOM OME (U THME e CNIArZed and eXrended Dy e ssee tu 4l iundiy Incivde any utner formaton ot
forMmations aNa 30y OIREE MiNeral Of MINe (1S NETEIN OF Produced (NEFEIIOM. Aisq, 20V SUCH UMIT MY DE 1CIEI OF ENLIZEA DY 1E53CC 3¢ ANV (IME 50 1ONL 13 INE (UL dcreaTe (nerein does nut
ex¢eed (NE (MUXUTIUM OCtetndiier spectned. Each sucn dridiing of production unit shall not exceea 1oy AU 3Cres, Pius an acreage t0.e1anCe NOL L0 e3Ceed (2N percent 1 iUk 1 ot tortv (a0} acres,
when created 10f the puspuse vt driling 106 Of PrOYUCINg O1i thetetrom and six nunared fOrry 1OR)) aCres. Pius an acreage toierane not 1o exceed ten pee cent ¢ 10% ) of s hundrea forry 16aU)
Cres, W NEn LIeated 10 (he PUrpUse Of CrIiINR 1Of Of PTOAUCING R3S, consensate or any COMDiINAtiuA Ot sucn mmcral? tneretrom. pruvided. hawever. it the Maximumdniing o proguction umit
fixed Or aniuweu by the [eLUIATOrY authuricy, Federai or 3tate, RaVINR [UOIRCHON 1N INE PIEMINS, 3% 2 Dd s le( the cevewpment ang upcu(.lun ot nrine production trom tne f1e:d 1n wnich sa:d
fand 13 ixxaten. e mote than s3id MaTimum, then cacn Such unut created neFFunder May CONTAFM SLOSLANHIY 1A Si2e wn thuse s0 prescribed OF permitted and IN1OTCE A0 the 1ie:d a¢ the time
SUCh UL IS Credted. As 10 €aCh SUCH untt $O created by iessce, there SNt DE 211U R1EU 10 INE ILITIRE LOVEIEV DV LTS 10a5e. ANA INCILCED 10 the Drauied umid, 3uCh parnon ut the producuion from sad
UNIE 35 (RE NUMOET OF 3CIES OUL UT NS icase P12(Ed 1N ANY SUCN LML 23 SULD UNILITOM fime tQ (1NE May DE Consiitutey. Dears [0 the totai AUMDEr UE 3CIE3 INCILGED INSUCD UNH. 204 i€530r agrees (O
accept and shail recesve (NE fOVAILES (advance Or uther xind) eisewnere specilied i this «¢ase. Dased vpun u*f Procuction $0 diiicated (o tnis «ase Of (he Proceeds thererrom. The
commencement, ariliing, COMPIELON OF, FEWOEKINR O OF PIOQUCHON (FOM & We1i VA AAY PULLIOA UL (NS uNIt CFEILET NEfeunaer SNa1 have the same etlect upun the terms uf this iease as it 3 werl
wefe commenced. druiew, completed, reworked oc producmg un the LN eMDLaced DY LNIS 1IC3%8 Lessee "‘J‘V Pl-\;t AN use VN CaLN uNIL Created Rereuncer (.)mmon measuring and reworking
120Ks tOF PrOILCLION [FOM suLh unit. it lessee qoes Create any SuUCh NIt O un IS BALCE me‘ngnu nerein gRNLeY. then iessee shail execute in WO AN reCOrd In the COuNty Or counties 1n whrch
€3¢h SUCH UNIE OF LRICS CTE1EA NETEUNCET MAV OC WXAIEU AN MSTIUMENC Weanving anu CenoINg tl_cniiu(n unll Or unIIS SO (redtey The develwpment ut and producton from eacn such umt
shaii be 1 sccoruance with the vaud orcers, rutes and reRULLIONS OF INE LAWY AULNOLITY, CIAET FE2R21 OF 2LICE. NAVING JUIIRLICILION 1N (NE PreMrses. ANY such unit created by lessee 1a
2¢CAraInce with [N (E1Ms NErevl My De released and AI1Ssolved DY 1€5sce Dy 2 1€.€2%¢ el tor r«on..\ 10 I1C COUNCY Or counties f“ WAICA SUCA UNILIS . dted at anvnime aiter (ne complenon of
dry noje ur tne cessativn ot proauciion on swn unt. The prum:_ons Of thus pacagrapa snau DE (ONSIILET 33 3 L0VENINTL NUNNIAR WM [NEC 130d AN $NJiLINLLIE (U 1NE Denelit ot ana be binding upun
the paties DECETO, (NEIl NEs, IEPIESENIILIVES, SUCLESIOLS and assigas.

G If. prioe to discovery af ail. gas ot ather muneral on said land or land pooied therewun, lessee should drill and :.bxndon adey hole or holes theceon. ot if. after discovery ot o, gasorother
Munetar. the Proguction theteot SNOUIA (£a>€ [FOM 3NY Cause. (RIS iedse snait nut :ermlm‘lt i 1€336T COMMENEs Jodituaai dnithing, MINNG uf rewunong uperatiuas witnin minecy 240 davs
therearcer. of +af st DE WItNIN tIE PrIMArY (1M 1 COMIMENCES Of ESLMES (e PAYMEAL uF tencer O [ENL21500 LT OEIOIE INE ICNLAI PIVING UILE NEXT ENSUINR 4LLEC INE CXPITILON OF thtee ( ) Montns
from date 0f COMPIction 3nd 3DANSONMENT UL Said ALY NOIE Lf huies ur the cessativn ot POJUCHIN. (L ATEAE CXPUILUNOL the PLUNAIY LETM, VNN, R4S OF UIACT MINEC4I 13 NHLDEINg Produced trom
Said 0d U 10 Pooicd tREFEWIIN DUL 1€3$CC 15 Lhen engaged 1 operations (Of dCHLAag, Minag of l!‘t»rlxngul any weit Of Mine theceun, (s iedse SN reMin a torce S0 lung as swn
OPEfatiuns UF JUAILIONAI OPCFALIVNS 37€ COMMENCET 300 PIUSECUTEY ( WREINET O INC SIME OF SLLLEISIVE W ELS) WUA NV LEI3ILON OF MOFE ININ AINETY ')} CONSECULIvE Livs. 4d. i they resuit in
productiun, so wng mert;ncr 2% Otl, Ras Of vINET MuNEral)s provuced (lrum sa1d Wad Or 1304 puuicy (nclﬂm‘.n inthe event 1 well or weils progucing ol ot gas in Faving uantities shaywg de
brouent 10 un 1d1acent 1and and VMM LWO RuNAred Lol teet Of 3Ny d2aINNE $aid 12NA, .L55CT AZITeY LU JIL Such ullset ‘e\f! 45 2 reasunabiy prudentoperatur woud 4 unaer the sume ur
simuar rcumstances. [he judgment Of tNe iessee, »NEA NUL TrauduIently cxefcised. 1A €arrying vut the purpuses ol this icase snaii be conciusive

? Lessee shatl have tree use of oul. gas 30 water from said land. except water irom iessor weilsand tanks, forall operanons heteunder, snciuding re pressunng. pressure Miinteasme, (vai.ng
20d UL Y cecuvErY GPELAtIUAS. 2Nd INE FUYSIY $N31i De computed atter GEUULLING 4AY S0 USEd ARy SIRUTUTEs a0d Tacihtics placedon s land by te356¢ LOT VPETALILIY RErCunUer Jng aav »ea
Of WS 10 $213 1and dritied OF used 1O (NE INICLIIUN Of 341l Water of other tiuds (Mayv 1% DE used lul' iessee S uperitiung un viher lands i the same atea Lc‘ss:ce snav have ene Nh 2T any s
Juning ue atter tne eX0Iralion Of thas igase tw (emove aiproperty and NXTures prdceyd by £ sseeun sad ulf\s.L ncluding the (g0t (O UEdW ana feMuve ll\(}slnng ' hen teQuiieu by [ SSVST
bury au pipe lines below orasnary piow depan, snd 00 weil shalf be driied winin (WO numdred (oUU) feet Ot any residence Of DArn NUW LN $a5d (AN WIALUL 1€35UF S Lunsens

ne
€IWE w1

3 The nenes ot ercher parry hereunder May be asmigned 1n whuie or 10 pate and the provisions hereut shall extend 1o the hears, reprcscnumq. swcessars and assigns, bue ney thange or
Givision in ownersnio of (he 1204, fentaiy U TUYAILES. NUWEvES acompushed, shalt UPELAte 10 €NIIILE (e LDIZILILUNS LI JINUMSA THhEe LIRS LT iEs¥ee Nuoswbh change ur JIvnon 10 the
URRETSNID UL the 1a0d. TeNtas of Tuvaities sNall be LranNg upon lessee 10t any purpuse untit sulh person nqullln.z_u\_v INLeLest has MUrnnnNey 163ee with the snstrunent ¢ nNstruments, or
LEILBCY LoPes iNerenl. cansuruting the Lhain uf tie trum (he UCIRINALIEssOr 1N the eve Nt U &M dSSINENC U TS 1€35€ 23 10 & segreQaled PUrHLA UL Sdid land. (he rentais Paysdie hereunaer
40 Be AT POHONEY 45 DEtween the severdl icasenuld OWNErS (ACDIV dCaraing tu the SUTIAEC JICR UL CALl, NG deTault 10 feNdt PayMEal By wne sNA NULINELLINE [1g0ts Ul Giner 16450 Prd
UWNEIS NEICUAUEr AN Sas1d(MENT UE (1S 1€ 43C, (I WAOIE OF 1N PATL 3NN 1O INE ertEnt Ll SULRLISUROMENT, LEUEVE ANSUISCNIFLE 1€ 350€ DE ANY UDHZITINNS NETTUNUET, 30U, 11 1€ 30€ T a SV iy fiee oot
Fatvoe parts negent sna tai o Mane celaud 10 the paymentat tne Proporunare pare Gl LRE TEA1213 UUC FENM SUCD 18550 G 353 1416¢ OF 120 TUCUMPIY RN ANYVINET PruvIsIA Ol 1Ry WiAse S
<€TauL Sh Aot atiens ths ICAYE INSULAL 4> it Laversa paftutsad iand upun wnicn 1045CC LI ANY A33NCC CNETEUl SNALl Maxe payment ol $awd (eul‘us JPVU IMUIC TN 312 PAT0LES DELUNE ¢ 1Lt ed
10 tovaitiesy nereunaer, Loysee may reguirc 1he appurntment ul 3 siInie axent tw (eeeive payment 1or ail and may withpowl payment utitii SN JPPLINUMCNE N4s Deen Mage

[



e st

1 4
P

g @E EOI, TR 7Y s

1.

1 C .. C ras— e

cmp

e
Saven @ n

EXHIBIT e

as.Operator._and Petro Atlas Corporation as Non-Operator covering

NW/4 NW/4. and NE/4_NW/4 and S/2 NW/4 Section 26, T-18-S, R-32-E,
Lea County, New Mexico.

ACCOUNTING PROCEDURE
JOINT OFERATIONS

I. GENERAL PROVISIONS
Definitions

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

"qunt Operations™ shall mean all operations necessary or proper for the deveicpment, operation, protection and
maintenance of the Joint Property. :

*“Joint Account” shail mezn the account showine the char
Operaticns and which are 1o be shared by the Parties.

I

ges paid and credits received in the conduct of the Joint

“Operator” shall mean the party designated to conduct the Joint Ogperations.

“Non-Operators” shall mean the parties to this agreement other than the Ocerator

a.070.

“Parties” shall mean Cperator and Non-Operators.

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

“Technical Employees™ shall mean those emplovees having special and specific engineering, zeological or other
professional sxills. and whose primary function in Joint Operauons is the nandiing of specific operating condi-
tions and probiems tor the penefit of the Joint Property.

“Personal Exnenses” shall mean travel and other reasonable reimbursable expenses of Ogerator's empiovees.
“Material” shail mean personal property, equipment or supplies acquired or heic ior use on the Joint Frozerty.

“Controllabie Mater:ial™ shall mean Material which at the time is so ciassified in the Material Classification Manual
as most recently recommencded by the Councti of Petroleum Accountants Societies of Morin America.

Statement and DBillings

Ogerater shall bill Non-Ocerators on or before the lust day of each month for their provortionate share of the
Joint Account for the preced:ng month. Such bills wiil te accomzunied by statements whicn identify the author-
ity for expenditure. lease or facility. and all charces and credits, summarized by apprecriaie classu’i- ztions of in-
vesiment and exgense except that items of Controtliabie Matenal and unusual charzes and creaits shail se sep-
arately identuitied and fully descrited 1n detail.

Advances and IPavments by Non-Operators See last* nage

= e Y S Ly T SR TUOUTL C SUPTIF Y s SIS A S SO U
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share ot estimt wxh outiay lor the succceding monta’s operation. Ogperaior :nall aciust cagn—moniaTy otliling

to retlect advances recelvTo—Ham the Non-Qpcerators.

Each Non-Operator shali pay ils proporuon Gt Ll wlun-niwen (L) If pavment is nos
made -wvithin sucehr ume. the unpaid balance shall rear at rate of twetve percent (12 ) ger
annum of the muximum gonwract rate permitica by the applicatic Ui 2tate 1 wnien the Join:
et 1S locatod— e hichever is the iosse alus Orrev's ICes. cour T2 rryee g v . : o
P:o,;:';.;_‘._:..-_uv.u carTe .‘L ever is e esser, gllb atiorney s ccs, coult COsSis, ane cines Jinnection with
t e T b bt ek b—ed 3500 1L ; —.
Adjustments
Payment of any such bills shall not prejudice the right of any Non-Cperator to protest or question the correct
ness thercot: provided. however, all tiils and siztemenis rencered (0o Non-Ogerators by Operator durinz anv
calendar year shall conciusively be presumed o0 Te irue and correct after twenty-four (24) months :’ou;win's
the cnd of any such calendar vear. unless within the said tweniy-four (24) month gericd a Non-Ocgerator take;
writien excepuion therelo snd makes ciaum on Oferaler ior adjusiment. No adjusiment favorable to (j.ne«yor shail
niess 1t is made within the same pr ericd. The provisions of ini ) y

be made u
n

=13 parasraph shall not prevent
agjusime : .

i 5': « i
ts resuiung trom a physical nventory of Controdlabie Mater:al as prowviced for in Section V
Audits

A. Non-Ogerator. ugon netice in writing to Crerator cné al

v calendar year within ¢t

] .
A . ; R R @ the right to audit Oge-
ralor’'s accounts and records relating o the Jjoint Account o , . n 1

X i I e o JOIBL ACCoUR: 297 ny > : <€ twenty-four (23) month
period foilowing the end of suen caiendar yvear: proviced, however, the maminz of an audit chall pot

time cor the faking of writlen exception (0 and the ac;usiments of accounts as nprovided tor i
Section [ Wihere lrere are two or more Non-Operziors. the Non-Ogeraters shail make every rcasonable effost ‘o
conduct ;Mmnt Or simuilancous gudits 1n a manner witeh will resuit in a minimum vt incenvenience to the 6’:0!”:‘
tor. QOgerator shall Lear rno portion oi the Non-Ogeraiors' audit co ved under this paragraph unioss a:"c;1
to by the Ogperaior. groees

extend the
n Paragrani 4 of this

Approval by Non-Operators

Whete an approval or other agreement of the Partes or Non-Operators 1s exoressly required under other
tions ot this Accountiny DProceaure and :f the agrcement 9 wnich this Accounting Droceuure s attac
RO conirary Provisions In regard tiereto, Operator shatl notity all Non-Qupera

the agreement or apgroval ol a majority i anterest ot e Non-Qperators -nal
tors.

- eC-
: nhed contains
ors ol the Onperator's prorosal. and
l Le controtlinz on ajl Non-Opera-
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II. DIRECT CIIARGIS

Opcrater shall charge the Jomnt Account with the following items:

1.

S.

Rentals and Rovalties
Lease rentals and royvalties paid by Operator for tiie Joint Operations.
Labor .

A, (1) Salaries and wazes of Operator's ficld cmpiovees directly emploved on the Joint Property in the conduct
of Jcint Operations.

(2) Salar:cs of First Level Supervisors in the ficld.
(3)

Salaries and wages of Technieal Employees directly empioved on the Joint Property if such charges are
exciuded from the Overhead rates.

B. Ogecrator’'s cost of holiday, vacation, sickness and disability bererits and other customary allowances paid to
empioyees whose salaries and wage thi

5 are chargeaole o the Joint Accoun under Para"rapn 2A of 3 Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargzeable to the Joint Account uncder Paragrach 2A of this
Section II. If percentage assessment is used, the rate snhail ke based on the Orerator's cost experience.

C. Expenditures or contributions made pursuant to asSCS':I“Q‘.n im

tmrosed by zZovernmental authority which are
appiicable to Operator's costs chargeable to th e Joint Account uncer Parazrapas 2A and 2B of this Sec-
tion IIL.

D. Personal Expenses of those employees whose salaries znd wagzes are chargeadle to the Joint Acecun: under
Paragragh 2A of this Section II.

Emnployce Benefits

Operator’s current costs of established rlans for emplovees zroup
tirement, stock purchase, thrift. bonus. and other tenerit plans cf a a
cost chargeadie to the Joint Account under Paragrapns 2A and 2B o:f this 3¢
cost not to exceed twenty per cent (205 ).

Material )

Material purchased or furnished bv Operator for use on the Joint Preperty as provided uncder Section IV. Only
such Mater:al shall be purchased for or transierred to the Joint Property as may te required for immediate use

and is rcasonably practical and consistent with eificient and cconomical operations. The accumuiation of sur-
plus stocks snzll be avoided.

Transportation

Transportation of emplovees and Material necessary for the Joint Operations but subject to the followinz limita-
tions:

A. If llaterial is moved to the Joint Property from the Operaior's warenouse or olher crocerties, no choroe shail
be made to the Joint Account for a distance greater than tne disiance !rom the nearest reliable suoriv store.
recognized tarze terminal, or railway recewving ot wnere ke materiad s rormaily available, unless agreed
to by the Partics.

B. If surpius 3Material is moved to Operator’s warchouse or olner roins. o charze shall be m:zcic 10 the
Jomint Account tor a distance greater than the disiance to ne nearonl rebwuasle s ¥ itore. recognizec turge
terminal. or raiiway receving point unless avreea to e

-+0 cnarge sngil e made to the Joint LAc-
count for moving Material to other properties telonzoin Cr, uniess azreea 19 the Partic
e

e
C. In the opplication of Subparucrapns A ur.d B agove. there shaii o

ro eguaazation of actual gross trucking cost
of 3200 or lcss exclucisz accessoriai churaes.

Services .-

Tlie ceost vices, cquipment and utilities 5

Parauracn 9 ot Su'.".'.on IT wod Parazcann 1o o1 Seeio

tract Services ol teennicat sersonnel dircetty enuaced en e J

Overneng rater. THe COSU CI DrolessIonGl Consiuiiant Zervicas

: ased on ithe Joint Property shail 1ot Le cnarzeu o
S.

zervices exciuded pv
:rn:cs;':orul L3"<"""‘t service: and con-

C 5t 'I0S are exciude m the
~c:‘.:‘.:wl cr,o:z el not di-
evxoush agresz to by

Equipment and Facilities Furnished by Operator

A. Ocerator shall charze the Joint Acccunt for use of Cgerator ow
mensurate with costs of ownersiip and ozeraton. Such rates si
operating exgense, insurance, taxes, depreciall erase
p.e annum. Stch rates shail not exceea averaze cominercial »

'J

‘ed equipment and fzcilities at rates com-

ncluce cosis of mainienance. repairs. other

1
avestment nol 10 excCeeg eight per cent (3(‘-' )

'.'
[}
o}
3}
4

Srevaliing in the immecicie area

) ‘0. Oger is : nmercial rates preva;! inz in
» DA ez T AR

the immediate area of the Joint Prone : . 2101 may elect o tee poted

puciished by the Petroleum JMotor Transport _
Damaues and Losses to Joint Property
All costz or exgenses necessary for the reraw or :'cc':.;umcx" of Joint Property made recessarw tecause of dam-
aacs or iosses ncurred Ly nre. Hood. slotnml tnetl. aoCident, or 0thOr CIUSC. eNCOD those resulting from Qgarator
aross neglizence or wiillul muscorcuct. Cperator s ;

Gl SArnisn .-()K‘-()"L‘F:‘.’."l wonilien n

Licurree 4s s00n as practicauic atler a repoirt therect Las been received by Operator,

UCe of damyue

Lesal Expense

Expense of handling, investzaung anad setthine liti~ation or ciatms. discnaroing o
ana amounis pala tovr settivment ol clauns eurrea i or reswiling rrom ogzerziiens under the azreement or
necessary o protect or recover the Joint Mionerty, exceot thal 50 CHarze 1or services of Orerator's loogg
or tces or expense ot oulside attornevs shall be mace unless previousty asreea to by the Partes. All othey lesal
expenze 15 consiaered 10 te covered by the overnesd provisions of Section [ uiniess olRerawise agreed o by the
Parties, oxcept us provided n Section [ Paraziann 3,

liens. pavment of judzments

stalf

-

b

1

cC.”D
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10.

11.

L."Jl ll\

Taxes

All taxes of everv kind and nature assessed or !.-,pd upon or in cennection weith the Joint Property. the opera-
lon thercot. or the production theretrom, and wiuch taxes nave been paid by the Operator or the serent of ine
Parties.

Insurance

Net premiums pawd for insurance required to be carrted tor the Joint Operations for the protection of the Par-
ties. In the event Joint Qperations are conducted i a state m whicn Operutor may act us selt-insurer (or Work-
men s Compensatiot. and or Emplovers Liability under the respective state’s laws, Qperator may, at its election,

inciuue the risk under s setf-insurance program and in that event. Quoerator snall inciuue a charge at Ggerator s
cost not to exceed manual rates,

Other Expenditures

Any other expenditure rnot covered or dealt with in the foresoing provisions of this Section II, or in Section III,
and whicn is incurred by the Operator in the necessary and proger conduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations

I. As comgensation for administrative. sugpers:
dniling and producing oberations on etther:

services and -wwarenousing costs, Operator shail charge

( X ) Fixed Rate Basis. Parzaraph lA. or

( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties. such crarge shal]l !

n lieu of costs and expenses of ail o 2s

and salaries or wages plus applicabie burdens and expenses of L“l ;er:onnei. except those auec"" char geao 2
under Paragraph 2A, Section II. The cost and expense Of services irom outside sources  In connection with

atters of taxation. traific, accounting or matiters telore or involv a gnovernmental azencies snall te ors icdered

as inciuded in the Overnead rates provided for :n .A.c acove seiec: ec Paragroen o:' nis Section Il unless such

cost and expense are agreed to by the Parties as a direct cnarge 10 the Joint Accou
ii. The salaries, wages and Personal Expenses of Technical Emgiovees and or the cost of professional consultan:
services and contract services of technical personnel directly emrpiovea on tiie Joint Progerty snall () shall
not ( X) e covered by the Overhead rates.
A. Overhead - Fixed Rate Basis
(1) Ogperator shall charge the Joint Account at the :otlowin:
Drlline Well Ratwe 5_5,374.00
Producing - Well Rate 5_538.00

-

ates per welil per menth:

(2) Application of Overread - Fixed Rate Basis shail be as foilows:
(a) Dritlinz Well Rate

[1] Ciiarzes fo

the date the

be made durn

[2] Cluurges for

arrives on i

tion or g s reledsed, Wnitneveyr occ

sion ot driling orerctions for iiltcen

R T i v <i
L3o.LielL exceptl Thal no cnarZe sn

OV nitewn (i3 ur

that. no
days.

(b) Producing Well Rates

[1] An active weil either precuced or injeciea :nio Ior any gorticn of the month shall ke considered
as a cue-wejl charge tor ne entire mcnin.

[2] Zzch active compietion i a mulii-comzicied weil 11 which Zroaullion 1S no! commi naled down
hole =n:ul te consicered a one-: o ] Cn ¢omilclion s considered g

=3 separa:e
weil by the govern:ng regulaiory
(3] An inzcuive 2as well shut in Teca
tion shail b2 considered 2s G one-w
mancnt saies outlet.

Xe the nroduc-
connecled 0 a per-

[4] A onc-weil charge may te made I2r e menin mownicn

are compivied on any weil.

atandonment oserations

[3] Al other macuve weils (inciuding
lease allewaple, transierrea ;11.0'.‘.';;0:& o

Ve weils coverea by

un:it ailowab!le,
¥ IO Lnouverneada cnarze,

B N U S R T ;
(3) The weil rates (hal‘ te adjusied as of "*u frst gay by Cacn rear osowang e ctivcetive datp of *he
agreement 10 wiien chis Accounting Procw 3 oattaenea. The sajust snall e computed by mu.-

W

plying the rate ca:rrcmlv In use oy :he pOTCentaue 1NCICANe O COCrCuse 1 e averave
i

ray eexly carninus o
Ciuue Petioleum ane Guas Droaucnhion Worse:s or tne sxt calena T romnared o !e Calc:‘.cj:xr vear
PrCCLUInT 08 200w DY (he mdeX 00 aVerase woesry earnnios ot Cruce Potroicun and Gas Fi 1 3 Produc-

tion SVorkers as pusiisiied by the United Stutes Deeartmient o Lubor. Durcau or Laztor Staus

cquivaient Candainn andex as pubhsnea By Slatestids Canuda, Gs appucavie. The 2djusted rates
the rates currently nouse, plus or minus Lo emmbulied Gajustment.

Cs. or the




B. Quernead - Peveentaze 2asis

Ogerator snail cnarze the Joint Account at the tollowing ra

ta) Devewrment

Porcent
crovided unacr §

oporaunyg

‘0) of th

(L)

tes:

.¢ cost of Developmunt of the Joint Uraperty exclusive of cnsts
aragraph 9 of Scetion II und all =ulvaze credits,

——— Percent (‘7)) of the cost of O'*u.mn" the Joint Droporty exclusive of ensts provided
under Paragrapns 1oand 9 of Section I1L ail saivace crearts. the value of injected substances purenssed
{or secondary recovery and all taxes anc assessments which are levied, assessed and paid uzon the nune-
eral interest in and to the Joint Property.
{2) Appiication of Qverhead - Percentaze Easis shail be as follows:
For the purpose of determining charges on a percentace tasis under Paragrash 1B of this Section IIL de-
velopment shail incitde ali costs in connection with driiling, redrilling, deepening or any remezizl ogera-
tions on any or all wells involving the use or drilling crew and equipment: also, preliminary excenditures
necessary in preparation for driilinz and expenditures incurred in abanaoning when the weil :s not cem-
pleted as a procucer, and original cost of consiruetion or instalistion of :ZZ\Ld assets. the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Constructien ss £2. ned in

Paragrasn 2 of this Section III.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the corsiruction

All other costs shall be constdered as Ogerating.

and installation of f{ixed asse:s. the ex-
pansion of fixed assets, and any other project clearly discernitie as a iixed asset reguired for the develscomen: anz
operat:on of the Joint Property, Ooe"alo" shail erther re=ecriate a rate prior to the teginning of construciizn. or shail
charge the Joint Account for Overheud based on the foilow:ing rates tor any Xajor Construction project :n excess

of $_25.000 QO : )
A, 5 <%
B. 3
C. 2 < total costs in excess of $1,000.000.

Total cost shall mean the
of a zingle project shail

of
of

.q Z}Q n

ross cost of any one project.
not be treated separatelv and tne cost of

3. Amendment of Rates

The Overncad rates provided for in this Section III mav
between the Parties hereto i, in practice, the rates

IV. PRICING
Operator 15 responsible
terizl movements a: feeting the Joint Prepertyv. Operator
ever, at Operator’s option. such Llaterial may be suppued =v the Non-
of idle and or surpius Mater:al, such d: bDOSul bema mace etner throu
kind. or =aie 10 outsitders. Qperslor mav purchiase, uut ~nuil te uncer

snall provie

tors in surcius conditron A or 3 Material., The disposal of surgius ©
tor shall Le acreed 1o by the Parties.

1. Purchases

Mazeriai purchased shall be charzed ar the price pard by Cperztor
of Material ound to te defective or irmed to vencor or anv
Account wnen adjustment i3S been. received Ty the Loeratos

2. Transfers and Disposilions
Materizi
Queratar.
couns:

A. New Muaterial (Co wditicn A)

(1) Tab
max:mum

I
~

werInt

“ocds, excent lire pipe.
caricad or barge idac

putiished price f.o.b. raibway receiving
witere such Lfater:al is normally avaiiac

movenme:
maily ava:autle.
{b) Llovemoent of 30.000 pounds or migre sholl be priced

araph 2A (1) of s Sectton iV

the ¢
receiving Loint neavest

rent new price

2 Good U:ed Mzienat (Conaition B)
Material
(1) Saternai moved 1o the Juint I

(a)

(2) M

ta) At

ronerty

At seventyvetive percent (7540 ) ol current new price.

aterial moved from the Joint Property

seventu-nve pereent (530
was orienatly

L) o0
[RINTRANS]

current

S S - SN

if Liaterd o tire Joint \cco

e B e— —_—— IR

f total cests if such costs are more than 3_25,000.20  but less than s 100,070, 70
total costs in excess of $__100 ,000.00_ vut tess than 31.000.000; plus

Fou the nurrose ot this
be amended from tm

are found to be insuriicient or excessive

OF JOINT ACCOUNT MATERIAL PURCIHASES., TRANSFERS

for Joint Account Material und shall make proper

: plus
paragraon, the comcenent par:
dnitiing and workover weils shall te exciudec.

1o time only by mutusl sureement

AND DISPOSITIONS

and timelv charzes and credits for cll ma-
¢ all Material for uze on the Joint Property; how-
vrerator. QOoverator snall maxe timely c:coosition
it zale o Operator or Non-Qperator. 3207

0 oLILLATON Lo surcnase

. Interest ot Non-Qgerz-

onroliseie Material not purchasea by tne QOgera-

~v

atter rdeduction of all disc

UINCr rea:on.

sCOUNts
creatt snuil

receiven.,
se passed o the Joins

e
¢cz:in dis-

S O

int Proporty or dispozed af hey

prciusive ot

LT3

e

lowest
t Progeriy

T he current new

£rice, in effect 2t date of
~e Joint Progert,

v whrere such Muater:ai is nor-

poppes

under provisions of tukular goods pricinz in Para-

¢t gt date of movement, gs listed by 3 reliable
the Jjomt Preperty wnere sucn Material 15 normaiiy

sound and serviceable condition ung suituble for reuse without seconditionme:

us determined by Paragraeh 220 of this Seetion .

Js determinea by Paracrs
MMateral, or

ohv 24 of this Seenign [V

unt 33 new




The

.- (AR

: . . P ) i) . Seenion
() WL axivenive aereent 1’35") ol wurrent new price, as deterguned Dy Parazraph 2.4 ot this sectit

ree

VL Mlatena was ortemaily enarzea o the Jomt Accoutt 45 cood et Matertal at sevento-i
cent {757, ) 00 current new price.

The cost of reconditicning, :f aayv, shail Le apsorced by the transterring progerty.
C. Oiber Csed Matenal (Conaition C and D)
(1) Concition C
Llnterial which 55 mot an sound and serviceadle cendition and not switabie for s onZinal {uncuon un nul
aiter reeonaition snall Le pricea ab tiftv percent (307)) of current neww price as dctermmuct sy Pura-
cuion IV, The cost of recconaitioning shail te charsed o the receiving progter

arapi 20 or this Sec Ppro-
videa Condition C value pius cost of recenciticninz does not excced Conaition B value.

(2) Coundition D
All other Matenal. including junk. shall be priced at a value commensurate with "s use or ai :r-:-*:ml’-f\%
prices. Material ne longer suitatle for its orzng I purpese but usabi o ce

priced on a basis combparable with that of items rnormati H

pose of Conditien D Materiai under procecures *normatty uilize

of Non-Operators
D. Obsolete Material

Material which is serviceable and usable
is not equivalent to that which would jusuf
the Parues. Such prize should resuit in
dered by such Mlaterizl.

E. Pricing Conditions

(1) Loading and urnloading cosis mav te charzed %o the J

hundred weight on zil tubular goods movemenis, in U
actual hauling cost of sucn wubular goods are equalize

(2) Mater:al involving erection cosis shall ke charzed at
pricc of rew lMaterizl

Premiumm Prices

Whenever Material is not readily obtainable at published or listed prices becuause of national emergencies. strikes
or other urusual causes over which the Operator has 1o conwrol, the Operator mav enarse the Joint Acceun: for the
reauired Material at the Ozerator’'s actual cost incurred n providinz such Material, :n masing it suitasie for use.
and in moving 1t to the Joint Property: provided notice 11 wriling s turn ¢ 10 Non —OA,cra:ors or the rroposed
charze prior w0 billing Non-Ogerators tor such Materizl. Zach Non-Ouerazor snail have the rignt, by =g elect :*g and
notifying Ogerator within fen days after receving notice frem Uperaior, 10 turnisn in Kind il or part of nis share
of such >Iateriai suitable 1o use and acceptacle to Operato

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In cose ot derective

Silatenal, credit zhall not be passed to the

Ler asents.

Joint Account unt:! adjustment has peen recerved by Oper2iol frony 1NQ Manuiadiurers or

V. INVENTORIILS
Operator shall muaintain detarled records of Contvollavie MMaterial
Perivdie Inventories. Notice and Ilepresentation

At reasonavle intervals., Inventor:es shall be taken oy Ouerat
VWritten noiice of intention o take inventory shail be grven oy
tery i3 10 bedin 0 inadt Non-peralors may Le represente wnen o
10 be represented gt an inveniory snail bing Non-Goers

) oaCLenl e inven's

; t).,ua:or.
Iteconciliation and Adjustnent of Inventories

vsical inventory with the Joint .
tne Non-Qperators witiill six me:

erator with the Joint Acccunt {or over:z
tages due to lack of reasonauie diligence.

Lceount =nall Lo made. ond wliixt of everazes and shoriages
e ' the inventory. Inventorv ad-
28 and sierizges, tut Qperator shall ke

shail Le tur
justments :".
heid accounta

Special Inventories

Specizl Inventories may be taken whenever there 1s oy sale or enonzZe of interest in the Jeint Propertv. It shall
te the cduly of the sarty sez‘: ng o notuv all other Parue jofe] ot ne transier of interest takes
place. In such cases. totn the seiler and the purcihiaser shall It ernes Ly s nventery.

Expense of Conducting Periodic Inventories

The oxsense of conducting periodie Inventores saall n

anless agreed 19 by the
Parties.

Unless otherwise provided for in the agrzament, the Ozarator mav
requira the lion-Oterators to advance thelr share of the estimated cash
outlay for the suceeding month's oOparaticon., Operatsr shall adjuse
each monthly billing to reflect advances racelvad frcm the Mon-
Overators. Fach 'lon-Onerator shall nav 1ts oroeortion of all bhills
within fifteen (1l3) days aftar receint, If mavment is not made wisWin
such time, the unzaid halance shall dear interast nronthlvy at the maxi-
aun lagal rate veraittaed by the apdlicable usury laws in the stare in
which the Joint prooverty is locat2d; or, if the maximum legal nep-
miztad rat2 is less than eighteen cercant 112%) per annum and suceh
rate may ke nmodified as agreed between &

1 a2 parties, then, in such
evant, %he unpaid balance shall bear interast monthly at the rate of

elgat2en nsercent (18%) per annum. However, dursyan: to either rate,
attorney's fees, court costs, and all other costs incurrad in connec-
n Wwith the collection 0f fhese annaid amnnnsg «kall wa

- rAtTA N Y



EXHIBIT "D"

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering operations uncer

this agreement at the expense and for the benefit of the parties hereto to-
wit: ¥

1. Worker's Compensation and Employer's Liability Insurance as required by

the laws of the state where the property is located.

2. Comprehensive General Liability Insurance covering both bodily injury
liability and property damage liability with a Combined Single Limit of

$5G0,000 for each occurrence.

3. Comprehensive Automobile Public Liability and Preoperty Damage

Insurance with a combined single limit of $500,000 for each occurrence.

*Insofar as concerns the interests of APCOT-FINADEL JOINT VENTURE

(FINA), Operator shall carry and shall bill FINA for its proportionate share of
only the following insurance coverage:

Workers Compensation as required by the laws of .the state where the
property is located and Employer's Liability Coverage with not less than
500,000.G0 for each accident. Any such policy of insurance shall contain
1 X - J
a waiver of subrogation in favor of FINA



EXHIBIT "E"

GAS RALANCING AGREEMENT

I

From and after the date of initial delivery of gas from the property, a party
owner taking and disoosing of, during any monthly accounting period. less than its full
share of the gas as it is produced, shall Se an "underoroduced party”, if such lesser taking
and dispositicn is not a conseguence of other provisions of this Agreement. A party
owner's "full share” shall be the amount of a party owner's gas determined in accorcance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, more than its full share of the gas as it is produceaZ,
shall be an "overcroduced party", if such excess taking and disposmon is not a
consequence of other provisions of this Agreement. "Underoroduction" of any under-
prccduced party, during any monthly accounting period, shall be the difference between
such party's full share of gas prcduction, less its full share of gas used in procerty
operaticns. vented and lost, and the gas delivered to the pipelinels) for the account cf
such party owner. "Overproduction" of anvy overaroduced party, during any men:nly
accounting pericd, shall be the difference between the gas delivered to the pipeline(s) Icr
the acccunt of such party owner and such party's full share of gas producticn, less its iuil
share of gas usad in property operations, vented and lost.

I1.

This Agreement shall become effective cn the date o

Saal

itial deliveries il zas
from the procerty to the pipeline, and shall continue in force and ffect until deliveries of
gas from the property

erty have ceased and, except as otherwise provided herein, each parzv

Al . v
shc.ll have the right to take in kind its full share of each separate "gas classiiicazizn.”
"Gas classificazion”,

as used herein, shall mean each of the price categories orovided cr
estzblished pursuant to the Natural Gas Policy Act of 1973, as same mayv be
any authority having the right to establish categeries thereunder,

.\\.n 13

amended, SV
Or oursuant to any oiner

applicable statute or judicial decision establishing Bas price categeries, including gas net
subject to price reguiation, which shall be censidered as a separate categery. Whem the
gas qualiiies for more than one category, the category having Lhe nighest price aopliczbdle
to the source (each separate identifiabie geolozlc source or oroducticn contained in a weil

ore) of gas production shall be used for the detcrmmat::w 0 bn made herecunder,

‘\Vhenever tne gas price category changes, from and after the date of such change, the gas

hall no loenger be accounted for or be considered in the formef cas ygory, but shall be
accounted for and thereafter be considered to be gas in the new categery, until such time
as the category is again changed.

[I1. ‘

Sheuld a party fail to tzke its full share of the different zas classification
P A S
preduced frem the property, excest as proviced heareindelow !

[=3
where such party is to fu msw
a

make-up gas, such party's underproducticn shall Se regarced as remaining in storage i e
reservolrs, s"b;°ct +o later recove ) in accerd with the terms herenf. Durt Ing any mont !v
accounting period when a partv is uradle to take and market its full share (as such

quantity may te reduced in acccrc=nC° with orovisions herein for providing make-up gas)
of each gas classification, the other joint interest owners shall be entitled tg oroduc und
sell all cr a2 portion of such quantity which -th 7 has fauag 20 take,

parties are cagable of taking and marketing ’:,uan:z

O
(')
,-¢ '1
"

If two or mor
vhich such party was ’.hus

entizled but vhich it failed to take. in the atence of other agreement between them,
each may tzke a share of such unceror cducsicn in the direcs proportion of its joint
interest therein to the total joint intarest therein of all parties desiring to take such
underoreduction, provided, however, tha: &nv narly or parties having a cumulative
underproduction status shall have a first oriority 10 1ake and market the hnd‘*rcrod"c::on
over a partv cr partias having a cumu ilative oevercroduction status,

Any party having cumudative uncercreduction of a partizular zas classification
cazevory shall be entitled to take a quantitvw of 2as of such particular zas classification
(""1‘.-(0 un') in excess of its full share of such 23s up 0 twentyv-fis ‘

five percent (25%) of the
full share of gas of parties having cumulative overnroduction of such -particulac

eas classification. In the event there 1s nore tnan one cumulatiy

Live undercroduced party
seeving 1o make 1o unaernrofucticn, ach such cumulative undersroduced party shall e

eq{“A ad e 'n:‘,'-\'c up QJS lﬂ the (hr(:(‘v nro"or!.\,n\ (“‘Js ;k\(‘ cu: nl]ll ive und CrDl’OdUCUOn Of
Such party sears to all cumuiative unceracecuction of all sartias then desiring make-un



C - C

gas of the paruicular 23s classitication catenory. In the event there is more than one
cumulative overoreduced party required to furnish ras for make-uo of underproduction. i1
absence of agreement between the affected parties. each such cumulative overoroduce

party snali furnish make-up 2as (up to the twenty-five percent (257%) limitation heretotor°
prov.ldcﬁ) in the direct proportion that the cumulative overproduction of such party bears

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

Any party having

cumulative overproduction in any particular gas classifica-
ticn catezory shall at

all times be entitled to seventy-five percent (757%) of its full share
of gas of the particular gas classification categery in which it is cumulatively over-
produced as long as such party remains overproduced. Any portion of such twenty-{ive
percent (259%) make- -ub gas to which a party is entitled and which is not taken by such
party may he taken dy other cumulative underproduced party or parties up to the full
twenty-five percent (259%) heretofore provided. If there is more than one party desiring
make-up gas under this circumstance, the parties taking such make-up gas shall te
en'i:lod to such qnantities of make-up gas in proportion to the cumulative
undarproduction of the affected parties, determined as heretofore provided.

All gas taken by a party in accord with the terms of this Agreemen

regardless of whether such party is overproduced or underproduced’, shall be regarded as

gas taken for its own account with title thereto being in such party, whether such gas te

atiributable to such partv's full share of production, or whether it is being taken as

overoroducticn, or whether it is being taken as make-up gas, and shall pay any and alil
productic

n taxes and royalty due on such gas. All burdens and obligations, other than such

rovalty and preducticn tax payments, shall be borne by the party having such burden cr
obhbauon. ' ' '

1

Iv. -

The Unit Operator (hereinafter referred to as "Cperator") will maintzin a
secarate running acccunt of the quantities of gas. by gas classification category, ea2ch
party is entitled to, and the quantities of such category taken and marketed by each cof
th° parties. The Operator will also furnish each par:y monthly statements showing the
al quantity of gas oroduced by each gas classification category, the
ca‘t’j’or used in ghe Unit operations, vented or lost,
category delivered

amount of sucn

the volume of gas by each such
1o pipaline purchaserts) for the account of each partv, and the

cumulatie overproduc:ion and underproduction status of cach party by each 2

zas classifica-
ticn categery.

3

- =
L

For curocses of balancing, the measurement point of the gas taken {(bazh
quantity and quality) shall be the party's discharze measurement point at or near the weil
frem which the gas is croduced. All parties hereto shall share in and own the corcomit:—.n:
crucde and condensate (not including gas plant liquids) produced in accerdance
cective interests estabdlished pursuant to the crovisions of the Oce '3:;7-

RO

1ct he:r
.
i

©o
reg: cless of whether they are able to market their full share of 223

V.

from a cumula-
the cumulative
fee fcr sicring
party to suc '1
roduced pariy

Recovery from storage by a cumulative undercroduced party
tive overrroduced sarty shall be on a first-in, first-out basis and
underprecuced party shall pay the cumulative overorcduced party a storage
its gas. The storage {ee shall be due and pavable by such undarproduce

i g
overcroduced party during anvy monthly acccunting period such underc

removes gas from stcrage. The fee to te r*:nd for stering gas in accsrdance with the
provisicns of this Agreement, shall be the deficiency in cash between the price that the
overproduced party received fer gas at the tim the underorocuction was had, and ke
price for gas the overcroduced party is receivi

v

volume of make-up gas which qualifi
for the sterage fee charges, less royalty and taxes payable thereon.

ng at the time the underpreduction is made
o

[0 WY ]
T
e e-
or

up by the undcr:rccuccd party multinlie

Each partv shall furnisiy the Oper21cr uden his requast the
to make the gas stcrage fee compuiation heredy provided. and

partvlies) shall remit to Ooerator monthly the amounts so determined

storage fees. Onerator shall in turn make menthly distribution of the storage fe
received from the underproduced party(ies) to the partylies) entitled o be paid

ces
Ne
storage fees.



VI,

At the termination of gas oroduction for 3 given gas classification category
from the orooerty, the overproduced partv or parties shall make a monetary settiement of
the imbalance by pavment to the Operator for the account of the party or parties
undercroduced in that particular gas classification category, based on the price per Mef
the overoroduced party or parties actually received for each Mcf of the overoroduced zas.
The price used [or the above calculation shall be the overproduced party's or partic
borafide collected gas sales price(s) less rovalties, severance, and other production taxes
which have been paid with respect to such oversroduction. Each of the parties agrees to
maintain compiete records as to the volume of aas it sold and the orice received, so that
the above comoutations can be made. The Operater shall distribute the pavments it has
received hereunder (from the overproduced carty) to the underproduced party or parties
entitled thereto in the procortion that each party's cumulative underproduction, for th
catezory of gas for which payment is to be made, bears to the total of such cumulativ
underproduction. It is understood. however, that the Operator shall rely on t:.

tu

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

0 (0 (D (D

Rovalties shall be paid in accerdance with provisicns of the Operating
Agreement. The Operator shall be reimbursed by each party taking zas for all royalty due
and payable by Ocerat recduction taken by such party. Each party

I
cerator with rescect 0 P
taking gas under the terms hereof shall pav any :nd all aoplicablc taxes due on or wi

rescect to such procuction. Each party shall b
of all costs and liabilities incurred in Unit oper

the Operating Agreement. Nothing herein s'\all be ccns\rz_ed so as to deny to any par:v

the right, from time to time, to produce and take or celiver to its curchaser its full share
of the allowable gas production to meet the deliverability tests required by its purchaser.

VI

If any portion of the storage fze oro";c' d fer in Article V or the sett!e'ne"v
provided for in Articiz VI shall be based on prices subject tQ reiund uoon order of 1
Federal Encrry Rerulatory Commission or any autherity having jurisdiction, the paying
party or parties shall withhold such amounts subject to re x‘vnc until prices are ful‘"
approved by the Federal Energy Regulatorv Commission, unless the party or parties

receiving payments furnish a corporate undertaking satisfzcicry to the paying artv(xes)
) [
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. . EXHIT "5
.
- . v——
NONDICTTINMINAT 1AN AND CIATIFICATISN CF NONSEICAESATED FACILITES
BT
A, Syl Qaserecarsy Cliies fe1 ~T2 &7.1 3, (Aoolicable only to contracis of purchase orcers tor more than 312,279)) .
« Szl 3es .

Ouring :ne sertcrmancs 54 s cantracs, :ne Cperator agre=s as {ollows:

{1) The Ozeraicr wiil ~ot dincniminate 373Nt ANy emcicvea of a3slicant lar emoloyment because of race, color, rehigion, sex, of natiand
onigin. The Cxaeratar wndl 13ne AlLrmative aClicn 1o ensuee that apshicants ace emolayed, and that emoioyess are w: a’(cu Lueing Emﬂcwmenr
witm0ut reeare 13 thew rics, Color, r2H2ISN, 16X, OF NAtional origin, Such 2c3n saail include. but not D¢ Lmitzd 10 the {oflowine: Zmaioyment,
uprazing, cemetnien, of 2ransler, recruniment or redrutiment acvertising, tayolt or tzrminacions, including apor=nticeshio. The Cosratar agrees

(o 423t W1 C2RI0ICLOUS SlaCes. 4vadadie to emoiovess and agplicants lar empioyment, notices (o b2 proviced 3y the ¢sniracung othicer setung
arin the zrovisions cf this nonciscrimination cliuse.

{3} The Ca=ratsr will, in all sahicitatiens ae advertisements {or emolovees Blaced by or on wanal! el the Cserator, state that all qualilies
asgiicansts anil regceive €2aniceration {¢r employment without regarc to race, calor,

c=higion, sex, of national origin.
(3} The Czerazsr will send 13 each lador union or represantative of workers with 'which it has a collecuve harzaining ares™

ent cr aiher
sAtrict of LNCersiancing, 3 nalice o te orovided by the agancy coatracuing cificss, acvising the lador union of “workers' rirIizntative SRS
Coseatzrs commitments uncer tectisn 262 of Exacutive Qreer 112

1246 of Seotemzer 2%, 1265, and shail psst cepies of the noucs cInIRICuIUs
places avaijadie 19 employ~<s and apoucants {of ampioyment,

(3) The Coerater will comsly with all provisions of Executive Order 11246 of Septzmoer 2%, 1945, and of the rules, reguiaticns, and relevan:
orcers of the Secrerary of Laseor.

(5) The Czerator will furnish all infsrmation and esports racuired By Sxzcutive Qrder 11246 of Sestemoer 2%, 1965, and 3v
<icns, and orcers cf the 3 _:::;ry et Labor, or pursuant h

’
4 . .
thereta, and wiil ;::rmiz acecsss 0 it Sooxs, recerds, and acIcunls Sy he
:ng 2gency and the Secrztary cf Labor {37 curposes of investigation to ascar:

- ain compliances watit such ruies, :gulations. Do
{8) 1n the event 2f the Cozrater's noncomsliancs with t
ord=re, Thi3 C3Ar3St May 32 Cancalied, Tarminated, of Ly
Cavernmeng CINITACIS A ACCTTZANCS WIlN Sragacures

Q2Ce

'1
n
n
-y
bl
H

seulatiens. <

~e nondiscriminaticn clauses =t this coatwrast or with any of such ralzs. 7
ceznged in whoiz er :n part and the CSosratsr may be deciared ineiigidiz (S
aut'\o'l 22 10 Zxscunive Crger {1246 cf Seztem

be 1maTses AnG ramedies :NVOxed a3 provicad In Zxex

sotemzer 24, 1345, and such olnar s2aClONS 3y
) utive Qrdar {1245 of Sepramszr 24, (965, or by rule, rzguiauion, of order of N3 Sscrstary o.
Lager, or as otherwise proviced Sy law. )

(7) The Ocerator will inciude the provisions of sarazrach (1) threvzn (7) in evary ¢
cegutatens, cr creers of the Secrerary ! Lador issued cursuant to seciicn 13% of ggc: =r ! :5 o scgt:m;.ef 24, “55, o that s--—~
provinisns wul Se Bind.nig uoon €aCh SuDCLOrACISr of vencor. The Operater will 1ake such action wi 10 any SUSCanITICT OC puralase
orcsr as the contracung agency may cirest as a mezns of enfcrcing sugh srovisicns inciuding sanciens {a¢ nancompliance: Perviced, Moweove-
that 1 tas 2avent the Oaerator Secomes invoived in, or is threatss=2 with, LiZ1000 Wit 3 SUGCONITACITY 27 vencor 23 3 resul: o2 suCn cireciicn o
the cantrasiung 232ncy, e Operater may request tne United States 10 enter 1013 sugh Litigation 10 protect the tntarests of 8= Unit=z States,
B. Cersfizatien of Nensserena

LIRS =< =
S
proviuons ol e TQual U‘; or

\ Vl

i =s {8} CF3 43.1.2), {Applicasdte cnly to ccntracts of purchiase orcars which are not exsmpt irsm ne
:muy Liduse st cut adavel)

The Qoe-ater certifies what it does not, and will not, maintain cr srovide for 123 emolovess any segregated facilis

ies at anv z¢ i:s estadlishments
14 that iT €223 not, and wil! not, S=rmut 13 employees 15 Dericrm their sarvicas at any location, vncer 1t ¢3ntrol, wnere seqragaisc faciiities ar-
lintainea. The Oseorator agress that a breach of thus caruilicatien 13 a violation of ne Izual Codortumty Clawse TR

10 RIS CSATrasI o purchase craer
s used W0 tnis carudicauen, e term “regrezatad lac:lit:es” means any waining roeoms, work areas, re3t rooms anc wash rooms, fIstaul ants and o~
itiag areds, time Clocks, locker fooms anc oiner Li002g% CF Cressing areas, Sarxing lots, ¢rinking {suntaing, ra<reaticn Of wAterllinment areas
-1asporiatien, and housing fac:lities sroviced {of emSioyzss wMCR are seeregatsd DY ~x0hicil Cireclive of are in {act segrezatec 3n Ne Sasts of race
-s22, caler, cr naticnat eriin, tecause of hadit, lccal custom, or ctherwise, The Coeratsr {urine

furiner 2z2re=s that lexceot wnere 1t has odtained 1csnus:
=ruficalons {rom srogoses sudcsniragicrss {2 ':-c-:;: wime sericast i Wil eatan izennizal i

izauors {romorcsoosed sudCenragisres sricr 3

~arad ¢! suscsntraces excascing $15,000 wrugn arz nat ex=mat irim e crovinisns cof = Zzual Coportunity Clause: that (T wall retain suc

cations ia tes files: and tmat it will {srward the {cilowne notics 12 wuch Srecoses suacsntraciars {excact whars ne prooosed SUDCSNTITACISTS Nav

srmaties esancal cerulicationg for sozciil 1 NOTIZZ T2 FROSSEITIVE SUZCINTRACTIRS CF REIGUIRIMENT FCR QIRTIFIZA

NS OF N'O:'&'_CR‘G TID FACQILITIE=. cf{ Menssge=zarec Faciitizs must sucmitied Sricr (0 tne awarc ¢f a sudcInatral

rgeezing $12,200 wnicn is pot exsmot from the Srovisions ol the il C::cr‘.;-urv Clause. The csrilicaticn may b= submurtad s1tner {30 222
.scsatracs or for all sudcentracss cuning a penicd (fe., Suarisrly, semiannudily, oo annuany).

Ann

C. Affi-mative lesian Comaliznce Oemmeam {3} CT2 45-1.00) (Azphicasle ealy if (a) ine Cperatsr has 53 ce more amotoye=s and (3) =

cn

1TAT1 Cf pUITNASE Croer 1S jof Sliuyese OF TMOre. .

The Qzerator shall develco a written afliirmative 3Cu .
‘g CINLrazl zr surcnase ercer, thall mantamn a cody :! se ram : enT imeivcing evaivations of unlizauen of mune
<2 personnet and the job cazsification tasles, 3T sach iscal ol 1315t bl T ; +uCh estadiisnmeEnt.

~1tmin 12T days from the effaztivanse

225

D. Ex-lzver tafapmagizn Raecors (81 CF3 222170 (As
(Duizecnil %0 t6o1:SA 3u—1.. Gi itie -t ol ng Qoo

EZZ~i, and (¢} tne contracs of purchase orcer s i
¥

. {5) the Ovperazer is not exe™
Emoioyer {nfcrmauecn Regc

The Oserazar azress 10 file with the accraoerats ral ag=nTv annuailv, on cr telzre wre 31st 2ay ef Marcn, comoiets and aczurate reacets
. o= . . = - Cmmopym—e - — . = = P .
“:hcacd Form 103 (230-1) premutgated jointly by the Cilice of Feazrx Coatract Comsuance, he Sgual Employment Cppartumity Cemmissien a
"xA3 for Prezrois or such form as may nereafier e promulgated in es slacs. ’ )
4 . )
E.  Affi-myreym Amsian far Digahled Varasang and Vararang of vhe Vieenas B3 101 273 222700, (Apoiicasle only to contracts or purchase erd:
for 345,000 or morew

<izn clause srescrized in se=ction £5-738.5 of 7
-252.22 2f zaid Reguiauensy as if setcutin v

, CEA mmA
¢ v

£2.775 er more, then within Lo2 cavs frem

The allirmative
Trmatted 3 c
T opurChase ¢ pesns v

-2 |AIntain 2n allismalive acticn ._...gmrn at eaca estashishment wmch shall tztisrinine O
1LY seciien 65-020.6 of z2ia Regutatiens,

ens 15 inTarcerated herein by rgi:r:nc- <

30 or more emzloyees anad (D) this cane
curenase crcer, e Operater shall o

AY

P
31
3 ANd procecures In accarcars

F. Affiemitiva frein fom Wanaicacaad Warkars (4] £F2 £2.701 21 (A

$2,520 or more.)
The altirmative azlizn ciluse orescribed in sectizn 50-7L1v el T

itie s1 ¢l tme Coce of Fezeral Rezufations s ingsracrated Reren by refsrence

Semuties Dv seciiza 53-731.22 of saig Repuiaticns) 23 al szt cut i full - swnt, e O }ras 3D cr more emalovess and (T) 1Ny C:n;.'

suremase zreer s far $50.223 or more, hen, within 127 davs of ine curchase ercer, the Coerator shall srenare

LAAN AN ALrmative aCtiza proeram at eaen gsx‘.:nsr\mc'\(, —hten pr N g AN perater’s policies, praclices and procecures
‘irrcance with section v0-70 16 of w3.d Regulations.

G. Utilizztien s tiing

v Blgipmes Tmrarmricas (Tedmry? Denrmirmmone Danmityriang Y ‘.1\

WAICD MY €ACEET Jiv,ewdnd

(1} 1t i3 the cancy 6f the Cavernmant that minocity BUSINEsS €n12rarites snall Rave the Maimum Cricuigadie o2portunIfy 1o articipate in
perizrmance of Covernmant contrac:s.

(2) Toe Coerator 32recs 19 ute My Bast effar1s 19 CALTY CUL 170 23Uy 10 the award o hig wubcontracty (3 the tullest extant cansstent |
Ihe eff.siert DeptIrmance 1 193 CONAMIAST. A3 used in this C3nErall Ine term TMinortTy Sulinedy enterTrite’ maand 3 dunnely, 3t 2310 13 ner-
Sl wAICD 5 Ownes Ty Minarily £70Ud Mem3ery or, 0 CAE ¢! SudhiCly Owned TUninesses, 3 leatt 31 percent
/mIingrty 2°CL3 TemaLrY, Far tme ~urscies of thig celhimtien, magrity reud MemZer:e
Aﬁrfl-\-:

ol the $tack of wMicn gy Qwne
are ‘Jc\"’)tﬁ _3m|\n hat-I L LAl 4
Czatracears may rely Cn wriilen
toencent 1Inveyy eation,

American Dery
representationy

sentils, fmer.Zin-irdiang, American-Ii<imes, 40¢ "“"113‘\ Aleut
ILICONTIIItSAY reR rCr g tT R 3130US A3 MNOrily Jusiness enterzritey in licu o8 AN an



