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Sun Exploration and Meridian, Inc.

Production Company Attn: Van Goebel

Attn: Frank E. Syfan P.0. Box 4289

P.0. Box 5940 T.A. Farmington, New Mexico 87499
Denver, CO. 80217

Dugan Production Corp. - Reading & Bates Petroleum Co.
Attn: Richard Corcoran Attn: Eric Koelling

P.0. Box 208 3200 Mid-Continent Tower
Farmington, New Mexico 87499 Tulsa, Oklahoma 74103

Hooper, Kimball & Williams, Inc. Ibex Partnership

Attn: Greg Owens Attn: Ron Holloway

P.0. Box 520970 P.0. Box 911

Tulsa, Oklahoma 74152 Breckenridge, Texas 76024-091)
PC, Ltd. Carolyn Clark Oatman

Attn: Ron Holloway P.0. Box 1846

P.0. Box 911 Austin, Texas 78767
Breckenridge, Texas 76024-0911

Warren Clark Trust Warren Clark Testamentary Trust
P.0. Box 1846 P.0. Box 1846

Austin, Texas 78767 Austin, Texas 78767
International Executive Service Corp. Jeanette P. Kurtz

Attn: Frank Pace, Jr. P.0. Box 6227

622 - 3rd Avenue, 32nd Floor Denver, Colorado 80206

New York, New York 10017

Seifert Gas Com Well No. 1

Proposed 640 Acre Spacing

Section 22, Township 26 North, Range 2 West N.M.P.M.
Rio Arriba County, New Mexico

Ladies and Gentlemen:

In continuation of our discussions regarding the referenced subject, Amoco
Production Company ("Amoco") herein puts forth a voluntary pooling
proposal which bhas been agreed upon by Amoco and Dugan Production
Corporation. Amoco proposes the parties hereto voluntarily pool their
interests as to all of Section 22-T26N-T2W with said section to be
dedicated to the previously drilled Seifert Gas Com Well No. 1 located
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in the SE/4 SE/4 thereof, subject to the following terms and conditions:

1. The working interest owners in the W/2 of Section 22 ("Non-Drilling
Parties") shall join the 640 acre spacing unit by:

a) Remitting a cash payment in the amount of 125% of their
proportionate share (see below detail) of the actual costs
incurred in the drilling, completion and operation of the
subject well which will allow such parties to participate
as to their working interest share in all production from
the well, or

b) Assuming a non-consent position in said well pursuant to the
terms of the attached operating agreement with a 300% non-
consent penalty to be recovered out of production prior to
such party participating for their working interest share
of production from the well.

c) Such 125% cash payment or 300% non-consent penalty shall
be shared among those parties in the E/2 of Section 22
in the proportion for which they participated in the well
("Drilling Parties") as compensation for the risk previously
assumed by said parties.

2. A1l operations in the Seifert well or as to any other wells drilled
within the section shall be subject to the terms of the attached
Operating Agreement. The parties hereto agree to join into and be
bound by the terms of said Operating Agreement as to their election
as provided for above. Upon concurrence of the Drilling Parties to
this proposal and receipt of the election from the Non-Drilling
Parties, Amoco will modify the Operating Agreement to cover all of
Section 22 and will provide copies to all parties for their
execution.

3. The parties hereto shall cooperate in the immediate drafting and
execution of a Communitization Agreement covering all of Section 22.
This document must be rapidly provided to the B.L.M. due to a pending
lease expiration in the NW/4 of said section.

4. The parties hereto agree to support the formal re-spacing of the
Seifert well from 320 acres to 640 acres as necessary before the 0il
Conservation Division of the State of New Mexico.
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5. The working interest ownership in all of section 22-T26N-R2W N.M.P.M,
shall be as follows;

Company Working Interest
Amoco * 28.6328%
Sun * 16.7902
Meridian * 3.1250
Frank Pace, Jr. * .9677
Jeanette P. Kurtz * .4843
Dugan 25.0000
Reading & Bates 8.3333
Hooper, Kimball, Williams 8.3333
Ibex Partnership 3.9022
P.C., Ltd. 3.9022
Carolyn Clark QOatman .2187
Warren Clark Trust .203%
Warren Clark Test.Trust .1068
6. The approximate costs incurred to date on the Seifert well are

$600,000 gross comprised of $500,000 to drill and complete and
$100,000 in facilities. An exact determination of these amounts is in
process, but should not exceed the $600,000 total.

Should you be in agreement with the above proposal, please so indicate by
dating and signing where indicated below and, for the Non-Drilling
Parties, please indicate your election to remit the cash payment or go
non-consent. Then return one executed original of this letter to M. E.
Cuba at the above address (Suite 2426). VYour rapid response will be
greatly appreciated by all concerns.

Please note that Sun, Pace and Kurtz are successors to the interest of
Kindermac Partners.

This letter may be executed in any number of counterparts, each of which
shall be considered as original for all purposes.

Very truly your

PANY

It Attorney-in-Fact = .g4c
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* Drilling Party:

Agreed to and accepted this day of , 1988.

Company:

By:

Title:

Non-Drilling Party:

Agreed to and accepted this __  day of , 1388
Election to__ pay 125% or 300% non-consent
Company:

By:

Title:

MEC :mw
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OPERATING AGREEMENT
DATED

August 14 9 _ 86,

Amoco Production Company

OPERATOR
E/2, Section 22, Township 26 North,

CONTRACT AREA

Range 2 West, N.M. P.M.. from the surface to the base of the

Dakota

STATE OF New Mexico

COUNTY OR PARISH OF __Rio Arriba County

COPYRIGHT 1982 ~— ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2108 CONTINENTAL LIFE BUILDING,
FORT ‘WORTH, TEXAS, 76102, APPROVED FORM.
AAPL. NO. 610 - 1982 XEVISED
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A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
MODIFIED

OPERATING AGREEMENT

THIS AGREEMENT, entered inio by and terween_ AMOCO PRODUCTION COMPANY

hereinafier designated and

referred to 3s Oper:tcr ,and the ngruorv party or parties other than Operator, somesimes hereinafter referred o individually herein
as “NonOperator™, and collectively as **Non-Operators'”.

WITNESSETH:

WHEREAS, the partes to this agreement are owners of oil and gas leases andlor oil and gas interests in the iand identified in
Exhibit **A**, and the pardes hereto have reached an agreement te explore and develop these leases and/or il and gas interests for the
production of oil and gas to the extent and as hereinalier provided.,

NOW, THEREFORE, it is agresd as foilows:

ARTICLE L
DEFINITIONS

As used in this agresment, the fcllowing words and terms shall have the meanings here acribed to them:

A. The term “*oil and gas'’ shall mean oil, gas. casinghead gas, gas condensate, and 1l other liquid or gaseous hycdrccarbons
and other markeuble substances praduced therewith, unless an intent to Umit the incluciveness of this term is specifically sited,

B. The terms ‘ot 3nd gas lease™, ‘‘lease” and ‘‘leasehold’” shall mean the oil and gas leases covering wacws of land
lying within the Contract Area which wre owned by the parties to this agreement.

C. The term *‘oll and gas interesss’™” shail mean unleased fee and mineral interests in wacts of land lying within the
Contract Area which are owned by parties to this 2greement.

D. The term *‘Contract Area”” skall mean all of the lands, oil and gas Imehold interests and oil and gas interests 1ate1ded to be
develeped and cperated for oil and gas purposes under this agresment. Such landsmsirsmd-geriomeheritnrarsen mdsib o b gaa e neany
are descrived in Exhidic A", .

E The term ‘‘drilling unit’® shaill mean the area fixed for the drilling of one weil by order or rule of any sure or
federal body having authericy. If 2 d:illing unic is not fixed by any such rule or order, a drilling unit shail be the drilling unit as ectablish-
ed by the pattern of drilling in the Conmacz Area or as fixed by express agreement of the Drilling Pardes.

F. The term “‘drillsite’’ shall mean the oil and gas lease cr interest on which 1 proposed well is to be located.

G. The terms **Driiling Parry ™ and'**Consendng Party'® shall mean 3 party who 1grees to join in and 7ay its share of the cest of
any operaien conducted under the srovisions of tris agresment.

H. The terms **Non-Drilling Party’’ and *'Nen<Consentng Party’” shall mean a3 party who elems not w parcicipate

in a proposed operadon.

Unless the context ctherwise clearly indicates, words used in the singular inciude the plural. the piural includes the
singular, and the neuter gender includes the masculine and the feminire.

ARTICLE IL.
EXHIBITS

The olowing exhibits, as indicated below and arrached herero, are incerporated in and made 1 part hesect:
@ A. Exhibic **A"’, shall include the {ollowing iniormation:
(1) ldencficadion of lands subjecs to this agresment,
(2) Restrictions, if any, as to denchs, formadions, or substances,
(3) Petz:ugu or (nacn:l m:e:uu of pan:e to this agreement,

ity
16)] Addresxa of partes for nocdee surpesss.

B. Exhibit **B*’, Form of Lease.

C. Exhibit *°C’*, Accourtng Procedure.

D. Exhibic **D"’, lnsurance.

E. Exhibit *'E"", Gas Balancing Agreement

F. Exhibit **F"°, Nen-Discrimination and Cerificazion of Non-Segrezated Facilities.

G. Exnibit **G"", Tax Parmiersship.

U any provision of -any exiibit, enteme-ctinos—iTloped 1TI0 i inconsistent with any Jrovision contined in the bocy

this agresment. the provisions in tie dody cf this agrezment shall prevail. .
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

I any party owns an oil and gas interest in the Contract Area, that interest shall be trested for ail purposes of this 2greement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **8°", and the owner thereol
shall be deemed to own both the rovalty interest reserved in such lease and the interest of the lessee :hessunder.

B. Interes:s of Parties in Costs and Production:

Unless changed by other provisions, all costs and Gabilities incurred in operations under this agreement shall be borne and
paid, 1nd 1l equipment and macerials acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
ferth in Exhibic **A"’, In the same maarer, the pardes shall also own all production of 0il and gas from the Contract Area subject o the
payment of royaldies to the extent of 12-1/2% which shall be borne s hereinafter set forth,

Regardless of which party has conuibuted the lewse(s) andior oil and gas interes(s) hereso on which royalty is due and
pavable, each party entided to recsive 1 share of production of od and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or deiivered. to the exzent of its intesest in such producten, the rovaity amount stipulated hereinabove and shall hold the
other parties {res {rom any liability thereior. No parzy shall ever be responsible, however, on 2 price basis higher than the price received
by such party, 13 any other party’s lessor cr rovalty owner, and if any such other party's lesscr or royvalty owner should demand and
receive setdement on 3 higher price busis, the party conwibuting the affected lease shall bear the additional royalty burden umbuuble 0
such higher price.

Nothing conuined in this Artcle [[1.B. shall be deemned 2 assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payvments:

Unless changed by other provisions. if the interest of any parcy in any lease covered heredy is subject to anv rovaley,
overriding roxaity, production payment or other burden on preduction in excess of the amoun: stipulazed in Article [[1.8., such party so
burdened shail assume and aicne bear all such excess obligations and shall indemaify and hold the oter parties hereto harmizss from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequendy Created Interests:

I any party should hereafter create an overriding rovalty, proeduction payment or other burden pavable out of production
arridutable 10 its working interess hereunder, er—isuehapascduen—esis .

i cgdarraes cmd o om i can faaii ie Dokl c0 8% o
s
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e sty (mv such interest being hereinajter referred o as sub-eaucrd\ created inzerest’”
zezzise and the party out of whose werking interest the subsequently created inzerest is Jerived being heremaxter refecred
to a3 "‘burdened party™™), and:

[P .-( LY

1. Uf the burdened purty is required under this agresment to ssign or relinquish to any other parzv. or parties. all or a periicn
of its werking interest and/ce the production attributatle therero, said other party. cr parries, thall receive said assignment and’or
prcducson iree and clear cf said subsequendy creazed interest 3nd the burdened parey shail indemnify and save said other parzy,
or parues, harmless from any and ail claims and demands for payment asseszed by owners of the subsequently creaced interest;
and,

2. I the burdened party fails to pay. when due, its shire of sxpenses chargeale hereunder, all provisions of Article V118, sheil be
exforceatie againse the subsequentdy created incersst in the same marner as they are enforc2able apainst the >orkiny interesc of
the burdened parvy.

ARTICLE IV.
TITLES

A. Tide Examination:

Title examinaton shall e made on the Iriilsite. of 2ny proposed weil pricr 0 commencement of drilling operatons er. if
the Drilling Parties so raqusse. titie examinadgion saall be made on rthe leases andfor cil and gas interasts inciuded. or planned 1o b2 inciud-
ed. in the drilling uriz 2round such ~eil. The coumion wiil include the ownership of the working inzerest. mirerals. rovaity. averniding
rovalty and produczon payments under the apoiicabie jeases. At the ume 2 well is propesed, each parzy contributin leases and ot aii and
a3 interesss o the Crillsite, or 9 Se inciuced in such drilling unic, <hall hurzish o Operater ail dbsiracts \including federai lease status
repcru). Sde opinicns, tide papers and curative material in its possession fres of charge. All such infarmation not in the fossession of or
made availatle ©0 Operactor by ne pardes. but necessary for Bhe examinatien of the die. shail Se cowined by Operazor, Operator snail
cause tile to be exarmined by aucrneys on iz staf qr by surside wioraeve. 'Copies cf il ude epizicas saall de furnished 0 each party
Rereto. The cost incurred by Cperator in this ade program shall be borne)us follows: N

j
T Opder No. 1: Cssts incurssd 9y Qperater in procuring absTacss 1nd ude examinadgen iinciuding preliminary, susgiemental,
shut-in gas rovaicy cpmicns and Jivisicn order tile cputions: shail e 3 part 0f the 1€ministrauve overtead s provided in Exhubic C,
amd shail not e s Jirecy cherge, wiether jesisrmed dv Crerawar’y sl amsmers or oy ousice atsarmevs.

i
i
i
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ARTICLE ]V
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MODIFIED

& Opuon No. 2 Costs,incurred by Operator in procuring abswracts and fees paid ouuide sttorreys for title examindtion
(inclucing prehminuy/ﬁ;rp’;qcmmul.&qm-ga—axyahf-géa&mu“&m::b: utle opinions) shail be berne by the Driiling Parties
in the proportion that the interest of each Drilling Party bears to the total inzerest of all Driiling Purties as such interests appear in Ex-
hibit **A"*, Operator shall make no charge for services rencered by its staif attorneys or other personnel in the periormance of the above
functioas.

Each party shall be responsible for securing curstive matter and pooling smendments or igrerments required in cornection
with leases or ol 3nd gas interests contributed by such party. Operator shall be responsible for the preparation and recarding of puoling
designations oe declarations as weil as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall nec prevent any party from appearing on its own behalf 3t any such hearing.

No well shall be drilled on the Contract Area undil after (1) the title to the drillsite or drilling unit has been examined 1s sbove
provided. and () the titde has been approved by the examining attorney of title has been accepted by all of the parties who are to pur-
tcipate in the drilling of the well.

B. Loss of Tide:

1. Failure of Title: Should any oil 2nd 3as interest or ‘euse, or incerest therein, be lost through failure of title. which loss results in 3
reduction of interest from that shown on Exhibit **A'’, the party contributing the affecied lease or incerest shall have ninesy (S0) days
from final dezermninadon of tide failure 1o acquire 3 new lease or other instrument curing the endirety of the tide failure, which acguisi-
ton will not be subjest to Article VILLB.. and faiiing 0 do so. this agreement. nevertheless, shail continue in force as o all remaining oil
and gas leases and interests: and,

(a) The party whose oii and gas lease or interest is affecied by the tide failure shall bear alone the entire loss and it shail not be
eatitled to recover from Operator or the cther parties any develcpment or operaung casts which it may have theretofore paid or incurred,
but there shall be no addidional Ladility on its part to the other parties hereto by reascn of such title failure;

(b) There shall be no rewoactive adjusument of expenses incurred cr revenues received from the operaucn of the intersst wiich has
been lost, but the interests of the parties shall be revised on an 3creage basis. as of the time it is decermined finally chac citle {ailure has oc-
cursed, 50 that the interest of the party whose lease or interest is affected by the title failure will Crereafter be reduced in the Contrice
Area by the amount of the interest lost:

{c) 1 the proportionate interest of the other partes herewo in any preducing well theretofore drilled on the Cenvact Area is
increased by reasen of the tidle faiiure, the party whose title has failed shall receive the procesds atiributable 0 the increase in such in-
terest (less costs and burdens ariribuzable thereo) unal it has besn reimbursed for unrecovered cases paid by it in connection with such
well:

(d) Should any person not a pary to this agresmnent, who is dezermined to be the owner of any interest in the dde which has
f2iled. pay in any manner any part of the cost of eperation, development. or equipment, such amount shall be paid to the party or parties
who bore the costs which are 30 refunded;

{e) Any liability to account to 3 third party for price produciion of oil and gas which arises by rexson of tide failure shail be
borae by the party or parties whese :itle fiiled in the same preportions in which they shared in such prior production: 1ad.

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

2 loss by Non-Pavment or Errcneous Pivment of Amount Duel If. through mistake or oversight. any rental, shucin well
payment. minimum rovalty or rovaity payment. is not ;1id or is erroneously paid. ind as a result 2 lease or interest therein terminaces,
there shall be no moneuary liability azainst the party who fiied 1o make such payment. Unless the party who failed to make the reguired
payment secures 3 new lease covering the same interest within ainety (50) days from the discovery of the Lilure to make proper payment,
which cquisition will not de subject (o Argcle VIILB., e interests of the parties shall be revised on an acreage basis, effective as of che
date of termination of the lease invoived. and the party who failed to make proper pavment will no longer be cradited with an interest in
the Contrac: Area on accournt of ownership of the lease or interest which has terminated. In the event the party who faiied to make the
regquired pavment shall aot have been fully reimbursed. at the time of the loss. from the procesds of the sale of oil and gas actributable 0
the lost interest. calculated on an acreage dasis. for the develcpment 3nd operatng costs theresciore Faid on acccune of such iaterest, it
shall be rembursed for uarecovered acual costs theretaiore paid by it (bue ot for its share of the cost of any dry hole previousiy drilled
or wells previcusly sbandened) from so much of the iollowing as is aecessary to effect reimbursemenc:

(2) Procesds of oil and gas. less cperating expenses. theretoiore accrued to the credit of the lost interest. on an acrexge basis,
up to the arnount of unrecovered cases:

() Proceeds, iess operating expenses, theresfter accrued sutributable o the lost interest on an acreage basis, of that portion of
oil and gas thereakrer produced and markesed {excluding production from any wells thereaiter dnilled) which. in the absence of such lease
termination, would be atwributable to the lost interes: on an acreage basis. up to the amount of unrecovered costs, the procesds of said
portion of the oil and gas 10 be ccnwiduted by the other paruss in proportion o their respective interests: and.

{c) Any monies. up to the arount of unrecovered cases. that may de paid Oy any ~arty %Mo is. Or becormes. the owner of the inrerast
lost, for the privilege of parzicipacng in the Contract Area or becoming 3 party 0 his agresment

3. Other Losses: All losses incurred. other than those ser forth m Arzicies iV.3.1. and [V.B.2. above, shail be joinr losses
and shall be dorne by all farties iz propordon to thewr interssis. There shall be no readiustnent of intersss i the remaining postien of
the Contract Area. _
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ARTICLE V.
OPERATOR

A. Designation tnd Responsibilities of Operator:
AMOCO PRODUCTION COMPANY : shall be the

Operacor of the Contract Area. and skall conduct and direct and have full control of all eperations cn the Conwact Area 35 permisted and
required by, and within the Umices of this agreement. I2 shall conduct all such operadons in 3 good and workmanlike manner, but it shall
have no liabilicy as Operatar o the other parties for losses sustained or lsbiliies incurred. except such as may result from gross
negligence or wiilful misconduct.

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

1. Resignation er Removal of Qcerator: Operator may resign at any dme by giving written nodice thereof 1o Non-Operators.
U Operator terminacss its legal existeacs, no longar owns an interest hereunder in the Contract Ares, or is no longer capable of serving as
Orperator, Operator shall be deemed to have resigned sithout any actior by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties herrunder, or becomes insolvent, bankrupt oc is placed in receivership, by the
affirrnadve vote of two (2) cr more Nen-Operazors owning 3 majority interest based on ownership as shown on Exhibit **A"" remaining
alter excluding the votng interest of Operator. Such resignation or removal shall not become effective untl 7:00 o'clock A.M. on the
first day of the c':le_ndzr mont’ fellowing the expiration cf ainety (90) davs after the giving of notice of resignation by Operator er acson
by the Non-Operazors 1o remove Operator, unless 3 suczessor Operator has been seiected and assumes the duties of Operator 3t an earlier
date. Operaior, after effeczive dace of resignazion or removal, shall be bound by the terms hereof as 3 Non-Operator. A change of 3 cor-
porate name or structure of Operator or wransier of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator, .

2 Selection of Successor Qoerator: Upon the resiynation or removal of Operator, 1 successer Operator shall te selectad by
the parties. The successor Operator shall be selecied {rom the parties owning an interes: in the Conurac: Area at the time such successor
Operator is selected. The suczessor Operator shall be selecied by the affirmadve vote of two (1) or more parties owning 3 majericy interest
based on owneship 1s shown on Exhibit **A""; provided, however, if an Operator which has been removed Lils to vore or votes only to
succeed iwself, the successor Operator shail be selacted by the affirmative voce of two {2) or more parties owning a majority inzeres: dased
on osmership as shown én ExAibit ""A’" remaining aiter excluding the veting mterest of the Operator that was removed.

C. Employess:

The number of employees usad by Operator in conducting cperations hereunder, their selection, and the hours of labor and the
compensazon fcr services periormed shall be Jecermined by Operator, and il such employess shail be the emplovess cf Operacor.

D. Drlliag Contracrs:

All wells drilled on the Cantrser Area shall be drillec on 2 camperitive contrace basis ac the usual races prevailing in the o1, [f ic s
desires, Operator may employ its own tcols and equipment in che driiling of wells, but its charges thereior shail not exce=d the previiling
rates in the ares and te race of such charges shail be agrexd upon by the parties in writing before driiling operations are cemmencad. and
such work shall be pericerned by Operator under the same terms and cenditicns as are customary and usuai in the 3rea in: caneacs of in-
dependent conursczors who are doing work of 2 similar aature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Inizial Well:

'
On or before tite, 1st Cay of November . 19 86 . Operator shail commence the driiling of 2 well for
ol and gas at che following lecacion: :

SE/4, Section 22-T26N-R2W, N.M. P.M.

and shail thereaiter concnue the driiling of the weil with due diligence to a depth of 8600 feet

or a depth sufficient to test the Dakota formation, whichever is
the lesser depth,

unless granite 3 other pracucally impenewzbie subsiance or condition in the hoie. which rencess furiher drilling impractical, 1s en-
countered 3t 1 lesser Cepuh. or unless all parties sgred 0 compiete or sdandon e weil atia lesser depdn. '

Operazar shall make reasonadie tess of 1ll formations encsuntered during dniling which five incicaden of conuining il and
£33 10 Guantities suilicien: 1O tesl. uniess whis agreerment shail be Imited in s 2pplicanon 0 3 speciic formsticn or formations, i waich
event Operaicr shail Te o2zuired 0 test caly e formacon or isrmavens o which this agresmnent mav apgiy, :
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ARTICLE V1 MODIFIED
condnued

If. in Operstar’s judgment. the well will not produce oil or gas in paying Juantities. and it wiskes to plug 3nd abandon the
well as 2 dry hole, the provisions ¢f Ardcle V9.E.L shall therexfzer apply.

B. Subsequent Operations:

1. Proposed Operadons: Shouid any parzy hereto desire o Zrill any ~vell cn the Convact Area other than the well provided
for in Article VI.A. or @ rewerk. desren or plug back 3 dry hele drilled at the joint expense of all paryes or a well joirdy owned by all
the parties and a0t then producing in paving quandties, the party desiring to drill, reaork, deepen or Flug back such a well shall give the
other parties wrizien notice of the propused operaticn, specifying the work to be periormed, the location, proposed depth, objective forma-
tion and the essmated cost of the operaton. The parties receiving such 3 nouce shall have thirty (30) days after receipe of the nodice
witkin which to notify the party wishing to do the work whether they eiect to participate in the cost of the proposed operation. If a drill-
ing rig is on locacion, notice of 3 proposal ta rework, plug back or drill deeper may be given by telephone and the response period shail be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legzl helidays. Failure of 3 party receiving such notice to reply wittin
the period above fixed shall constitute an election by that party nox to participate in the cost of the proposed operadon. Aay notce of
tesponse given by telephone shall be promptly confirmed in writing.

. e , . ... sixtv (60 . ‘
If all parties elect to participate ia such a proposed operation, Operator shail, within sty 33}'3 after expiradon of the nouce

pericd of thirty (30) days (or as prompuly as possidle aiter the expiration of the forty-eight (48) hour pericd when a driiling rig is on leca-
tion, as the case may be), actually commence the proposed operation and compiete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencemen: daze may be extended vpon written notice of same by Operator to the other parries, .
for a period of up to thirty (30) additional days il, in the soie opinion of Operater, such additional dme is reasonadly necessary to sbain
permits from govemnmental authorites, surface rights (including rizhtsoi-way) or acprogriate drilling equipment, er to compleze ttle ex-
amination or curative macter.required for tide approval or acceprance. Netwithsianding the force majeure provisions of Article XI. if the
actual operation has not besn commenced within the time provided (including any extension thereoi as speciiically permitted herein) and
if any party hereto s:ill desires to conduct said operation, written notice proposing same must be resubmitied to the other parties in accor:
dance with the provisions herecf 1s if no prior proposal had been made.

2. Oreracons by Less than Al Pardes: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Opcon
No. 2) elects not 1o participate in e proposed operation. tien, in order to be endtled o0 the Senedits of t.‘[:g jru‘c!e. the pany Or parties
§iving the notice and such other parties as shail elect to participate in the operadon shall, wickid .-.).-‘:.L.l.’,-.-r:-.-f‘!‘.ay: afzer the exgiraden of
the rotice period of thirty (30) days (or is prempdy a3 pessible after the expiration of the forryeight (48) hour pericd when a drilling rig is
on location, as the case may be! actually commence the propesed cperaion and complete it with due diligence. Operator shall perform ail
work for the account of the Consenting Parties; provided, however, il no driiling rig or other equipment is on lccation, and if Cperater is
1 Non-Consenting Party, the Consenting Parties shall either: (3) request Cperator to pesform the work required by such proposed opera-
tion for the account oi the Censenting Partes, cr (b) designate one (1) of the Consenting Parties as Operator (o pericem such work. Cen-
senuing Parties, whea zonducting operations on the Contract Ares pursuant to this Arsicle VILB.2., shall compiy with all terms and ¢cn-
ditions of this agresment.

If less than ail partes approve any proposed cperation, the proposing party, irmmediately after the expiracon of the anplicadie
notice pericd. shail advise the Consentinig Pirdes of the tocal interest of the pardies approving such operation and its recommendation as
to ~vhether the Censendng Parties should precesd with the operazion as proposed. Each Consendng Party, within fortv-zight (48) hours
(exclusive of Saturday. Sunday and legal holidays) after rezeipt of such notice. shail advise the proposing party of ity desire to (3) imit car-
ticipation to such party’s interest as showm on Exhibit ** A" or ) carry its proportionate part of NonConsencng Pirdes’ interasts, and
failure o advise the proposing rarty shall be deemed an electicn under (3). In the event 3 drilling rig is en locatien, the Wme permitted for
such 2 response shall noc excesd 3 toal of forty-eight (48) hours (inclusive of Sacurday, Sunday and legal holidays). The propesing parcy,
at its election, may withdraw such proposal if there is insuifficient partcipation and shall prompdy nodiy ail partes of such decision.

The endre cost and risk of conducung such operadors shall be berne by the Conseacng Parties in the proporticns they have
elezmed w0 bear same under the terms of the preceding paragraghn. Consenting Pardes shall keep the leaseriold 2siaces involved in such
operadons {ree and clear of all Sens and encumbrances of every kind created By or arising fram de operstons of the Consencng Partes.
U such 2m operstion resuizs in 3 &y hoie, the Consenung Pardes shail plug 206 22anden the well and restore he surface lecatice 2t heir
sole cost, risk and expense. U anv well drilled. reworked. Sserened or plugged ack under he provisions of this Arucie resels in 2 oroe
ducer of odl andior 233 in paving quantries, he Consenung Parnes shald compiets and equip the well to preduce 1t their soie cost ang sk,
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ARTICLEVI]
condnued
and the well shall then be turned over 10 Operator and shal be cperated by it at the expense and for the sccount of the Consenuny Par-
ties. Upon commencement of operations for the Criiling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Aricle, each Non-Consentng Party shall be decmed to have relinquished to Consenting Parties,
and the Censenting Parzes shall own and be entitled (o receive. in preportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of producticn therefrom until the proceeds of the sale of such share. calculated ac the well, or
market value theseol if such share is not old. (after deducting preduction taxss. excise taxss, royalty, overriding reyalty irnd other in-

-terests not excepied by Arzicle 111D, pavadle out of or measured by the production from such weil accruing with respect to such interest

untl it reverws) shall equal the total of the loliowing:

(2) 100% of each such Non-Csnsenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators. treaters, pumping equipment and piping), plus 100% of exch such
Non-Consenzing Party s share of the cost of operation of the well commencing with first producticn and continuing unul each such Nea-
Consenting Party’s relinquisiied interest shall revert to it under othes provisions of this Article, it being agreed that each Non-
Consentng Party's share of such costs and equipment will be that interest which aould have been chargeabdle to such Non-Consenting
Party had it participated in the well from the beginning cof the operazions; and

M&% of that porticn of the costs and expenses oi drilling. reworking, dezpening, plugging back. testing and completing,
after deducting any cash contributions received under Article VIILC,, and 300 = of that portion of the cost of nexly scquired equip-
ment in the well (to ind including the wellhead connections), whick would have been chargeable to such Non Consenting Party if it had
participated therein.

An election not to participate in the driiling or the deepening of a well shall be deemed an election not to participaze in any re-
working or plugging back operation propesed in such 3 well, or porticn thereof, to which the initial Non-Consent elecwion applied that is
cznducted 3t any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
reworking or plugging back ogeracion conducted during the recoupment period shail be deemed part of the cost of operation of s3id well
and there shall be added to the sums to be recouped by the Censenting Parces one hundred percent (100%) of that porzion of tne cosis of
the reworking or pluzging back opesation which would have been chargeabie to such Noa-Consendung Party had it participated therein. If
such a reworing oc plugging back operaticn is proposed during such recoupment period, the provisicas of this Arzcle VLB, shall e 2p-
plicable s between said Consen:ing Parties in said well.

During the pericd of ume Consenting Parties are entitled to recsive NonConseating Party’s share of preduction. or e
proceeds thereirom, Consenting Partes shall be respensidle for the payment of all zroduction, severance. excise. gathering and other
taxes, and all rovalty, overriding rovalty and other burdens applicabie :0 Non-Consenting Party’s share of producticn nct excepted by Ar-
te'e HLD. ‘

In the case of any reworking. plugzing back or deeser driiling operation, the Consenting Parties siuil e permitted 20 use, ree
of cost, all casing, rubing and other equipment in the well. but the ownership of all such equipment shall remain urnchanged: 3ad upon
abandonment of 3 well after such reworking, plugging back or deeper driiling, the Consenting Parties shall account for ail suck equip-
ment to the owners theceol. with exch party receiving its proporiionate par: in kind or in value, less cost of salvage.

e suceessful . s : .
Within sixey (60) davs after tie/compietion of any operacon under this Artcie. the parcy conducting the cperacions for the

Consenting Parties shall furnish each Nea-Consenting Party with 1 inventory of the equipmen: in and connecsed 20 the weil. and 1n
itemized statement of the cost ¢i driiling. despening, plugging back. testing. complesng. and equippinyg the well for productior:; or. at its
opton, the operating party, in lieu of an itemized statement ef such costs of operation, may submit 3 dezailed statement of menthly &iil-
ings. Each monch thereaiter. during the time the Consenting Parties are being reimbursed as provided sbove. the party conduciing the
operations for the Consenting Pirties shall uraish the NonConseating Parties with an itemized stacarment of all costs and lisbiiities in-
curred in the operation of e well. cgesner with 3 stazement of the quanaty of odd and gas produced irom it and the amoun: Of precesds
realized irom the saie of the weil’s werking interest producion during the preveding month. In Jezermining the quantiry of cii and 218
produced during 3ny monzl. Consen:ing Parses shail use industry actepred metnods such as. but not mited 3. metening or periodic
well zests. Any amount reslized from the sale or other discontion of equipment newnly acquired in connection with aay sucs Seerstien
which would have bera owred By 3 Non-Lonsenzing Parcy had it participated therein siuil be credited ayainst the totai unresurned cosws
of the work done 12i¢ of the ecuipmen: juschased in detecmnining vhea the interess f such Nen-Consenting Party shall rever: 20 it 23
above provided: and i there is 3 eredit daiance. it shail be pad' 10 such NenConseating Pacty.

i
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ARTICLE V1
continued

If and when the Consenting Parties recover from 3 Nea-Consenting Party's reiinquished interest the amounts peovided for above,
the refinguished interests oi such Non-Consenting Party shall autematicaliy revert to it, and. from and after such reversion. such Non-
Consenting Party shall own the same interest in such well, the matcrisl and equipment in or pertsininyg thereto, and the production
therefrom as such Non-Consenting Party wouid have beea entitled 1o had it participated in the driiling, reworking. deepening or plugzing
back of said weil. Thereaiter, such Non-{Consenting Party shall be charged with and shall pay its proportionate part of the further costs ¢f
the operation of said well in sccordance with the terms of this sgrezment and the Accounting Procedure attached hereto,

Noewithseanding the provisions of this Ardcle VLB.2, it is agreed that without the mutual consent of all parties. no wells shail
be completed in or produced from 1 source of supply {rom which a well lecated elsewhere on the Contract Area is preducing. unless such
well conferms to the thea-existing weil spacing pattern for such source of supply.

The provisions of this Article shail have no application whatscever to the drilling of the initial weil described in Article VLA,
excepe (a) as o Arucle VU.D.1. (Opdon No. 2, if selected. or (b) as to the reworking, despening and plugging back of such inicial well
after it has besn drilled to the depth speciiied in Article VIA. if iz shall thereafter prove to be 3 dey hole o, if initiaily completed for pro-
duction, ceases 1o produce in paving quantities. '

3. Stand-Bv Time: When a well which has been drilled or deepened has reached its authorized depth and, all tests have been
compieted, and the results theresi furnished to the pardes, stand-by costs incurred pending resgonse to 3 party’s notice pregosing a
reworking, deepening, plugging back or complering cperation in such 3 aell shall be charzed and borne as part of e drilling or despen-
ing operadon just completed. Stand-by cests subseguent to all parties responding, or expiration of the response time permitted, ahichever
first occurs, and prior to agreement as to the particizating interests of all Consenting Parties pursuant o the terms oi the second gram-
madcal paragraph of Article V1.8.2, shall te chargsd 10 and berne as part ci the proposed operation, but if the propesal is subsequently
withérawn because of insuificen: parzicipation, such stind-by costs shall be sllocated between the Consenting Parties in the proportion
each Consenting Party’s inzerest as shown on Exhibit “"A™" bears o the total interest as shown on Exhibic **A™" of all Censenting Par-
tes.

4. Siderracking: Excepe a3 hereinafter provided, those provisions cf this agresment azpiicable 10 2 **deepening’” operatea shail
uso be agpiicatie to any prepesal to directicnaily convoi and intentionaily deviate a well from vertical 0 1s to change the botiem hoie
locadica (herein called “‘sidewracking’”), unless done 1o swiighien the hoie or to driil sround junk in the hoie cr because of other
mechanical difficuities. Any party having the right to parucipate in 3 proposed sidewracking operation that does not aam in inter2st in the
aH{ezied weil ore at the time of the notice shall, upen electing to parcipate. tender 0 the weil bore owners its progorzionate share {egual
0 its interest in the sidecracking operaticn) of the vilue of that peruon of the existing weil bore to be udiized as lollows:

(3) If e propasal is for sideracking 1n existng dry hole, reimbursement shail be on the basis of the actual costs incurred in
e initial drilling of the weill down 0 (e depth at which the siderracking operation is initiazed.

() If the propcsal is for sidesracking 2 well which Ras previously produced, reimbursement shall be on the basis of the weil’s
salvabie materiais and equipment down 19 the desth at which the sidezracking operation is inidated. dezermined in xcordance ~ith the
provisions cf Exhibie **C"", less the esdmated st of salvaging and the estimated cost of plugging and iosndoning.

In the evene that notics for 3 siderracking operadion is given whiie the drilling rig o be uui:zed is cn locaton. the respense pericd
shall be limited o forty<cighs (4S) hours, exclusive of Saturday, Sunday and legal holidays: provided. however. any party may request anc
receive up o eght (S) additional davs aiter expiration of the forzy<igne (45) hours within whick to respond by paying for sll stand-oy tme
incurred during such extended response zeriod. If mere than cne panty elects to take such addidonal dme to respond to the rotics, stand-
by costs shall be allocated besween the pardes taking addidicnal time 0 respond on 3 day-to~day basis in the proportion each slectag par-
ty's interest as shown cn Exnitit A" bears 20 the totai interest as stown on Exhibit A" of all <he eleczing partes. Ia il ecuer in-
sancss the respoise pericd 39 & propesud ior sidegacking shal be limited o dhirty (30) davs.

C. TAXKING PRODUCTION IN KIND:
1
Each party shall ke in ind or separately dispose of i prepertonate share of ail oi and 338 produced irem e Conezcn Arma,
exclusive of preducuen »hich may be used in ceviiopment and producing speracons ind in sreraring and veazng oil and zas for
markesnng purposes 1nd produsiicn unavoicdadiy iest. Aav exwa expenditure incurred 1 e aking 1 kind o7 eparate dizpositen svany
garey of its eroportionace snare oi whe producten stail e dorme dy such party. Aay parey king ies share of procucticn in kind shal te

1
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ARTICLE V1 MODIFIED

continuwd

required to pay for only its proportionate share ¢f such part of Operazer's surface facilities which it uses.

Each party shall exevute such division orders and contracts a8 may he necessary for the wle of its interest in production from
the Contract Area. and. except as provited in Arucle VILB., shal! be entitled 10 reveive pavment directdy from the purchaser therent for
its share of all production.

In the event any party shall fail to tnake the arrany2ments necessary to take in kind or separately dispose of its proportionae share of
the oil and gas produced from the Contract Area. Operator shail have the right. subject o the revocation 3t will by the party owaing it.
but not the obligation. to purchase such oil and gas or sell it to others at any time and from tme to time, for the accou=t oi the non-
uking pasty at the bese price obwinable in the area for such production. Any such purchase or sale by Operator shall be subjec: always 0
the right of the owner oi the production to exercise at any time its right to take in kind. of separately Jispose of, its share of ail oil and gas
not pf&iousl_v delivered to a purchaser. Any purchase or sale by Operator of any other party s share of oil and gas shall be only for such
reasonable pericds of time 13 are consisient with the minimum needs of the industry under the particular circumstances. but in no event
for 3 period in excess of one (1) vewr. Nowwithstanding the foregoing, Operator shall not make 3 sale, including one into interstaze com-
merce. of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

Each party shall have access 10 the Contract Ares at ail reasonubie times, ot its sole cost and risk 10 inspect or observe operations.
and shail have access at reasonabie umes to information pertaining 1o the develepment of vperation thereof. including Operator’s buoks
and records relating thereto. Operazor. upon request. shail furnisi each of the other purties sith copies of Jil toems of reports filed wich
goveramental agencies. daily drilling reports. ~veil loys. tank tabies, daly yaure and run twkess and reports of stock on hand at the first of
exch month, and shall make availatle sampies of any cores or cuttings taken from any well drilled on the Contract Ares. The cost of
gathering and furnishing information to Noa-Operator. other thun that specified sbove. shall be charged 10 the Noa-Operacor thae re-
Guests the information,

E. Abandoament oi Wells:

1. Abandonment of Drv Hoies: Except for any well drilled oc deepened pursuant td Ardcie VLB.2. any well ahich has been
drilled or despened under the terms of this agreement and is proposed o be compieted as a dry hole shall not be plugged and sbandoned
without the consent of all pardes. Should Operator, aiter diligent eflort, be unable 5 contac: any parey, or should any pacey fail o regly
within forty-eight (48) hours {exclusive of Saturday, Sunday and legal holidays) aiter receipt of notice of the proposal to plug 1nd abandon
such weil, such party shai be deemed to have consented 10 the proposed abandonment. All such wells shail te plugged 4nd sbandcned in
accordance with agpiicable rejuistions and 1t the casi. risk and expense of the parties who participated in the cost ci drilling or ceepening
such well. Aay party who obiects to plugging and abandoning such weil shall have the right to take over the weil and conduct further
operazorns in sezrch of el andler gas sudjec: to the provisions of Artcle VI.B.

2. Abandeament of Wells thar have Produced: Except for any well in which 3 Non-Consent cperition has besa conducied
hereunder jor which the Consenting Parties have not been fuily reimbursed a3 herein srovided. any weil which has been compieted a5 2
producer shail rot be plugged and abandoned without the consent of ail parsies. If all parties consent o such sbandonmen:. the ~ell shall
be plugged and abandened in sccerdance with applicable reguiations and ar the cost. risk and expense of ail the parses herezo. If. within
thirty {30) days aiter recsipe of actice oi the propesed 3tandenment of anx weil, all pardies do not agred®o the adandenment of such well,
those wishing 0 continue its operation from the interval(s) of the formations) then open to production shail tender to each of dhe other
parties its proporziorate share of the vaiue of the well s salvable maceriai and equipment, determined in accordance with the provisions of
Exhitic T, less the estimated cost of stlvaging and the essimated cost of plugging and adbindoning. Each abardoning parzy shall assign
the non-abandening garues. without warranty. express or impiied. as to title or a3 to quanicy, or fimness for use of the equipment ind
material. afl of its interest ir: the ~ell and reiated equipment. together with its interest in the leasehold estate 1s to, but enly as to. Cle in-
terval or intervals of the ‘crmmazion or formadiens then open to producsion. If the interest of the abandening party is cr includes an oil and
g1 interest. such party shall exezute and deliver to the non-abindening party or parties an oil and gas lease, limitad o dhe inte=-af a¢ -
tervals of the formadon oz formadions then opea to preduction, for 3 term cf one (1) vear and so leng thereafzer as il and'or gas is pro-
duced from the inzervai or inzervals of the ‘ermaiion cr formations coversd theseny. such lease to be en the lorm atrached as Sxhitic

*Feilure of any Perty tc respond within the said thirty (30) day pericd shall be
deemed consent 1o the progosed zbendonment.
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ARTICLE V1
continued

**3"". The ssigaments or leases so Umized shall encoma 7ass the ""drilling urit™" upen which the well is located. The payments by, and the
assignments or leases to, the assigness shall be in a ratio based upon the relationship oi their respective percentage of participation in the

Centrict Area to the aggregate oi the percentages of Farscipaten in the Contract Area of ail assignees. There shall be no resciusrment of
interests in the remaining portion of the Cenvract Area.

Thereafter, abandoning parties saall have no further responsibilicy, liability, or interest in the operation of or producucn from
the well in the interval or inzervais then cpen cther than the revalties remizted in any lease made under the terms of this Artice. Upon re-
quesz. Operator shall continue to operaze e assivned well for the account of the non-zbandoning parties at the tates and charges con-
termplated by this sgreement. plus any additicnal cost and charges which may arise as the resul: of the sepurate ownership of the assigned
well. Upon proposed abandonmen: of the producing intervaifs) assigned or leased. the assignor or lessar shall thea have the option to
repurchase its peior interest in the well (using the same valuation formula) and participate in further operztions therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Ariicle VLE.L or VLE.2, above shail be applicable is betwesn
Consenung Parties in the event cf the proposed abandonment cf any well excepted from said Articles: provided. however, no weil shall be
permanentiy plugged and abanidenad unless and undil all parties having the right to conduct furiher operations therein have besa notified
of the propased :bandom-em 3nd afforded the oppertunity to elect to take over the well in accordance with the provisions of this Article
V1E.

ARTICLE V1L
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The labiiicy of e parties shall be severil. not joint or collective. Eack party shail be responsible oniy for iws cbligatiens, aad
shall be liable cnly for its proportionate share of the costs of devaicping and cperading the Contract Area. Accordingly, the lens granted
among the parties in Article VII.B. are given to secure only the debts of exch severally. It is rot the intendon of the parties to ¢reate, nor
shall this agresment be construsd as creating, 3 mining or other parinership or association, or to render the parties lisbie s pariners.

B. Lieas and Payment Defaults:

Each Non-Operator grants o Operator 3 Len upen its oil and gas rights in the Contract Area. and a security intersst in iws share
of cil anc'or gas when extraczed and its interest in 3ll equipment. to secure payment of its share of expense, togeher with interes: thereon
at the rate proviced in Zxhibit **C™". To -He excent that Operater has 3 security interest under the Uniform Commercial Coce of the
state. Operator-shall be encitled to exercise e rigitts and remedies of 1 secured party under the Code. The bringing of 1 suit and the ob-
wining of jucgment by Operator for the secured indebtedness shaii nat be desmed an electicn of remedies or otfierwise aifect the Lien
rights or security inzerest as security for e payment thereof. In addition. upen default by any Non-Operazor in the paymenc of ics share
of expease, Operator shall have the right, without prejudics to other rights or rermedies, 0 coliec: from the purchaser the srecesds from
the sale of such Nea'Operazor’s share of cil andior gas until the amount awed by such Non-Operater, pius interess, has beea paid. Each
purchaser shall be entided to relv upen Operator’s writzen s:atement concerning the 1mount of any default. Operator 2ranes 1 like liea
and security intersst 0 the Non-Orerators to secure pavment of Operater’s preportionats share of expense.

If any party fails or is unable to pay its share of expense w A:.‘-m sixty {GO) davs after rencidon of 2 staiement therefor Sy
Operator, the non<efaulting parties. including Cperator, shail. upon reguest by Operacor. pav the ynpaid amourne 1n the proforzion thut
the interest of eack such party bears o the interest of 3l such pardies. Each party so paving its share of the uroaid ameunt shaii. 2o cbrun
rexmbursement theresi, be subrogaced o the security rights described in the foregoing parigraph.

C. Payments and Accounting:

Excert 23 herein ctherwise spezifically srovided. Operator shall promztdy pav 1nd Jischarze expenses incurred in the Zeveicpment
and operation of the Coneract Arer purseane 0 this agresment and shall charge each of the parties herero with thieir respeczive propor:
Sonate shares upon the expense pasis provided in Exhibic “*C™". Operator skail kesp an acturaze record of the jeint aczount hereuader
showing expenses incurred and charges and credics made and received.

Operator. at its election. shall Rave e righ: irom dme o time 0 demand and raceive fram the other parzics pavment in advance
of their respective shares of the estimated armount of the expense to be incurred in operations hereuncer during e next succesding
month. akich right may be exercised onir by submission 0 each such party of aa izemized statemenc of such estimarted expense, sogeser

with an invoice for its share theresf. Each such statement and invoice fer the pavment i advasice of estimated expense shall te subrmitzed
on or beicre the 20th day of the nex: precading month. Exch party shall pay @ Oce':tcr its proporticnate share of suca estimate witha

fifzeen (19} days afrer such esumate and VOICe is t:c::ved. If any party dails 1o pay ies share of said estimate ~ithia said time. the amcun:
due shal pear intereae 33 proviced in Txhitu °CT7 undl paid. Proper adiusiment shall be made mandrly desvern sdvances and sczual ox-
penise 0 the end that sach party shall Dear ind pav its proporiicnate share of aczual 2xpenses incurred. and no more.

D. Limitation of Expencitures:

1. Dail or Berzen: Withou: e sznsent of ail parties. no weil shall te d.-:lled or jesvened. excpt any weil rilled or derpened
-u.sx.:n: 0 Qe prov "Gie provmicas o Aructs VIB.D oi s agreement. Consens o e drling or de:-t.-.x 1§ shall include:

S
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continued

& Cortion No. 1: All necessary ex;‘tnditutL for the driiling or derpening, testing. ccmpmmg and equipping of the well, including
necessary tankage andior surixce fcilizies. \

T Ortion No. 2: All necessary expenditures for the drilling or deepening and testing of the weil. Whea such weil has reached its
authorized depth, and all tesis have beea complesed, and the resulis thereni furnished to the parties, Operator shull give immediate notice
to the NeaOperators who have the right to participste in the completion costs. The parties recaiving such notice shall have fortyight
{4S) hours exclusive of Saturday, Suncay and legai helidays) in which 1o elect 0 purticipate in the sesting of casing ind the czmpleticn at-
tempt. Such elecon, whea made, shall include consent to all necessary expenditures for the completing and eyuipping of such well, in-
cluding necessary tankage and'or surizce faciiicies. Failure of say party receiving such notice to repiy within the period above fixed shail
constitute an election by that party not o participaze in che cos: of the completion attempe. If one or more, but less than 3!l of the parsies,
eleztw set pipe and to attemnpt 3 compiztion, the provisions of Article V1.B.2. hereof ithe phruse “‘reworking, deepening or piuywing
back ™ as contaired in Article V1.B.2. shall be deemed to include **zompleting ") shall apply to the operations theresiter conducted by less
than ail panies.

2. Rework or Plug Back: Without the conseat of all par:ies, no weil shall be reworked or plugged back except 3 well reworked or
plugged back pursuant 10 the provisions of Articie V1.8.2. of this agreement. Consent to the reworking or glugging back of a weil shall
include ail necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tarkage
andlor surface faciiiues.

3. Other radons: Without the consent of all parties, Operator shall not underiake any single project rexsonably estimated
to require an expenditure in excess of _Twenty Five Thousand Doliars ($_25.000.00 y
except in coanecton with 3 weil, the drilling, reworking, despening, compieting, recompieting, or pluzging back of which has been
previously authorized by or pursuant to this 3gresment; provided, however, that, in case of expiosion, fire. floed or other sudcen
eme:gency, whether of the same or different nature, Operator may take such sieps and incur such expenses as in its cpinion are required
to deal with the emergency to saieguard Lle and procerty but Operatcr. as prompily as pessible, shall report the emergenacy 1o the other
garties, If Operator grepares an authority for expenditure (AFE) for its own use, Operazor shall furnish any Non-Operator so reguesting
an informacion copy theref for azy singie project cosung in excess of_Twenty Fivs Thoueand
Doilars ($..23,000.00 ) but less than the amount first set forzh above in this paragraph.

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

Rentals, shut-in well paymenss and minimum rovsities which may be required under the terms cf any lease shall be suid by the
party or parties who subjeczed such lease to this agreement atits or their expense. In the 2vent two aor more parties owvn and have con-
tributed interests in the same lease to this 3greement. such parties may desiznate one of such parties 10 make said payments for and on
bekalf of all such parties. Any parzy may request. and shall be enutled to receive. proper evidence of all such pavmeny. In the evenr of
failure to make proper pavmen: of any reatal, shut-in well Farment or minimum rovaliy through mistake or cversizh: where such pay-
ment is required 2o continue the lease in force, any loss which results from such non-pavment shall be borne in accordance wich the pro-
visicns of Arucle [V.B.2,

Operater shail notify NonOperator of the antizirated completion of a3 shut-in g2s weil, or the shuting in or recurn to praduction
of 3 producing gas well. ac lease five (£) days excluding Saturday, Sunday and legal hoiidaysi, or ac the earlies: opporsunity permizsted oy
circums:ances. prior 0 taking such action, but assumes no liabiliey for filure to do so. In the event of faiiure by Operater 0 s0 nouiv
Noa-Operazor, the loss cf any lease contrituted hereio by Non-Operater for failure to make timely pavments of anv shut-ia weil pzrment
shail be borre iointdy by the parties hereto under the provisicns of Article IV.B.3.

F. Taxes:

Beginning with che frst calendar year x!:e: the effective date hereol. Operator shall render for ad valorem taxation all property
subjet to this agreement which by law should be rendered for such taxes. and it shall pay all such taxes ssessed chereon beiore they
becore delinquent. Prior to the renditicn date. each Nen-Operator shall juraish Operator infocmation as to burdeas (o include. but rot
be limited to, royaldies. overriding rovalties and production payments) on leases and dil and gas interests contriduted by such Non-
Operator. If the assessed valuation of any leasenold estare is reduced by reason of its being subject to cutstanding excess rovaines, over-
riding royaices or preducson paymens. the reduciion in ad valorem taxes resulting therefrem shall inure to the deaetic of the ow=er or
owzers of such leasehold estate, and Operater shall adjus: the charge to such owner or owners 50 as 0 reflect the tenedit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party s working interest, thaa fotwithstanding
anvthing o the conwrary herein. charges o the joint account shall be made ard paid by the parsies herezo in ac.oru:nc- ~ith the tax
value generated bv mh party’s working inzezest. Operacor shail biil the other parties fer their proportionate shares of .‘} .ﬁ Divrmenty -a

¥ Operator considers anv tsx assessment impreper. Operator mav. at ies discresion. protest within e time and muanner
arescribed by law, and prosecuze the protest 0 4 finai determinarion. uniess 2l parties agree o sbanden the protest prior 0 final Jeter-
runazicn, During the pendency of séministradve or judicial procsedings. Oﬂe':tor may elect 1 pay. under protest. 2il such taxes and uay
interest and penalty. When any such protesied sssessment shall have besn fnally detzrmined. Coerator shall zay the sax for the ivint ¢
count. together with ny interest 3n6 penairy sccrued. and e ol cost mall then be assessed 3g2i71s: the parties. 2nd e paid By them, =2

e ggpmee

Each parcy shall pav cr cause 0 be 72id ail preduction, severance. axcise. sithering and othier taxes imposed uren of itk ressecs 0
the precuction or Randing of such gariv’s share of ol andier yas produced under the terms of his agrezment.
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ARTICLE V11
continued

G. Ilasurance:

At all dmes while cperations are conducted hereunder. Operator shail comply with the workmen's compensation law of
the stase where the operstions 27e being conducted: provided. however, that Operazor may be a self-insurer for liability under said com-
pensaiion laws in which event the only charge that shall be made 10 the join: account shall be as provided in Exhibic **C". Operater shall
also carry or provide insurance for the beneiit of the joint account of the parties 3s outlined in Exhibic "*D"", autached to and made 1 part
hereof. Operator shall require all conzriciars engaved in work on or for the Contract Area to comply with the norkmen’s compensation
law of the state where the operatons dre beinyg conducied and to maintain such other insurance us Operator may require.

In the event autcmobiie pubiic liability insurance is specified in said Exhibic *D™", or subsequently receives the approval of the
parties, no direct charge shail be made by Operator ior premiums puid for such insurance for Operator’s Jutomative equiprment,

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:
The leases covered by this sgreement, insofar 33 they embrace acreage in the Conuact Area. shall not be surrendesed in whole
or in part unless all parties censent dhereto.

However, should any party desire to surrender its interest in any lease or in any pertion thereol. and the other parties do not
agree or consent therelo, the party desiring to surrender shall assign, without express or implied warranty oi ude, all of its interesc in
such lease, er poren thereel, and any well, material and equipment which may be located thereon and any rights in procduction
thereafter secured, to the paries not consentng to such surrender. If the interess of the assigning party is or includes an oil and gas in-
terest, the assigning party shail execute and deiiver to the party or parties aot consenting to such surrender an ail and gas lease covering
such oil and gas incerest for 3 term of one (1) vear and o long thereafter a3 oil and'or gas is preduced from the land covered theredy, such
lease to be on the form atiached hereto as Exhudit "B, Upon such assignment or lease. the assigning party shall be relieved frem ail
obligaticns thereafter accruing. but not theresclore accrued. with respect to the interest assig=ed or leased and the cperatien of any well
auributable therezo. ind ie assigning party shall have no furdher interest in the assigned or leased premises and its equipment and pro-
ducticn other than the royalties rezsired in any lezse made under the terms of this Article. Trie party ssignee cr iessee shall fay © che
party assigrior or lessor the reascnable saivage value of the latter's interest in any wells and equipment aztriduzabie te the 1ssizned cr leas-
ed acreage. The value of ail mazerial shall be determined in sccordance »ith the provisions of Exhibit “*C’", less the estimazed cost of
slvaging and the esimated cost of piugging and abandeaing. If the assignment: or lcase is in favor of more than ore parzy, the interest
shall be sharsd by such parties in the proportions that the interest of exch bears to the total interest of all such partes.

Any ssignment. lesse or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering
pArTY’s interes: a3 it was immediately beiore the assignment, lease or surrender in the balance of the Conzact Area: and the acreage
assigned. leased or surrendered, and subsesuent operitions thereon, shall not thereaizer be subject 2o the terms and provisicns of iis
agresment.

B. Renewal or Extezsion of Leases:

If any party secures a renewal of any oil and gas leace subject 0 this agreemen:, all ocher parties shall be acdfied promptiy, and
shall have the right for 2 peried of thirty {30) days {oilowing rezeipt of such notice in which o 2lest to participate int the ownership of the
recewal lease. insoisr as such lease afiecws lands >ithin the Conwact Ares, Dy paving o the party who acquired it their several proper pro-
sortionate shares of tre acguisition cost allecared to that pars of suck lease wichin the Contract Area, which shail be in properiion to the
interests held 3¢ chat drme by the parties in the Contract Area.

If some. but less than 3il. of the parties elect to parzicipate in the purchasa of 3 renewal lease, it shall de owned bv the parties
who elect to particirate therein, in 3 r3go based upon the reladonship of their respectve percentage of particication in the Corwract Are:
o the aggrezate of the percentages of parucization in the Contract Area of ail parties participating in dhe purchase of such recewal jezse.
Asy renewal lease in wiich iess than all jardes eizct to partcipate shail noe be subjest o0 his agreement.

Each party who participates in he purchase of 3 renewai lease shail be given an assignmenc of ity proporsionste incerest therein
by. the acquiring parcy.

The provisions of this Article skall appiv 20 remewal leases whesher thev are for the encire interast covered by the expiring lease
or ¢3ver oniv 3 portion Of its area &r an interest therein, Any renewa| lease taken before e expirazion of its predecessor lease. or taken o
contracted fer wizhin six (0 months After (e expirazicn of the exisung lese shall de subiect o this provision: but any lease 1aken or con-
tacred for more 2an six (61 months diter e expiration of 3n exiscing iease sh2ll not Se deemed 2 renenai lease 1nd shall noc be sutiecs
the provisions of whis agresment.

Tre provisicns in is Arvicle sial 3is0 de Jepiicadie @ extensions cf ci and g2 leases.
C. Acseage or Cash Contributions:
Whiie this agreement 3 in ':Frc:. ¥ any yarey coawacws for 1 csnwibunon of casn towards e driiling of 3 weil or 11y otier
. ' . K} - . - e . . .
r3ton on the Contracs Area. sch csnmmduuce shall De paid 12 the pary who cancucted e drilling or other cperadon and shall be

appiied By it 3zsinst the 2ot of sush drilling or sther speration. U e danzridunon Ye in e iarm of acrasge. the party (8 ¥nem the gon-
wripution is mads shall pramedy tender 1n Jsigmment S Sie Jcreage, wuRIUr warraaer of utle. to e Dniling Parnes i 4 proporticns

f

hos
"—
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.-\.RTIC'LE VI MODIFIED
continued

22id Drilling Parties shared the cost of drilling the wcil. Such acreage shall becorme 3 separate Conrract Area and. to the externt possible, be
governed by provisions identical to this agresment. Each party shall prompey notify 4ll other parties oi any acreage or cash contributions
it m3y obtain in support of any weil or 3ny other operation on the Contract Area. The above provisions shall aiso be appiicable 0 op-
tonal righss to earn acreage ouside the Contract Ares which are in support of a well drilied inside the Contract Area.

U any party conzracts for anv considerstion reiating to dispusition of such party’s share of substances produced hereunder, such
consideration shall nx be dermed 3 coniribution as contermplated in this Article VIILC,

D. Maiatenance of Uniform Interest:

Far shg msomngs Al mmolpmomimina mifasemice 8i aniogegbin To by ol ool aos tgocild Toeionier cageal e Wil oo mine e
party shall seil, encumber. transier or make other disposicion of its interest in the leases embdraced within the Cogezsa-=7T330d in wells,
equipment and production uniess such disposition covers either:

1. the endre interest of the purcy in 2l le=res™AG equipment and production; or

teoidpd imepewes tov ' haeme amd jaimmcme qod mondiiocioa tm by Panisaee Jega
X anty T

Every sush sale. encumbrance, sransier or other dispositicn made by any party shall be made expressly subject to this agreement

" and shail de made without prefudics to the right of the other parties.

If. at any time the interest of any party is divided among and owned by four or more coowners, Operator, at its discretion, may
require such co-owners to agpoint a single wustee or agant with full authority to receive natices, approve expenditures, receive billinzs for
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
Fary’s interest within the scope of the cperations embracad in this agresment: however, all such co-owners shall kave the right to enter
inta and execute all coneracts or agreements for the disposition of their respective shares of the oil and 218 produced from the Caavac
Area and they shall have the right to receive. separateiy, payment of the sale proceeds theseol.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or siates in which the property covered Fereby is located, each perty hereto owning in
undivided incerest in e Contract Area waives any and all righss it may have to pactition and have set asice to it in severzity its undivided
intezest Clerein.

. -~ - PP 2lal Probe v Do b,
* -+ ~

-t

Should any party desire to sell ail or anyv part of its inzerests under this agreement, or its rights Erests in the Conwrace
Area, it shull prompdy give writzes noce 13 the other parties, Vit Rull informadan concernizswr7ragosed saie. whick shsil include che
racne and address of the prospestive purchaser (wic must be ready, willing and sEieTTurcrase). the purchase price. 3ad ali otiier terms
#3773 pericd of ten 110) days 3fter receipe of the nouce, 1o purchase
on the same terms and conditions the interest whics “se<ther party proposes o sell: 2ad., if this opticnal right is exercised, the purshas.
ing rzru'is shall share the purchased ip: i the proporzions that the interest of exch bears o the total interest of 3!l purchasing sar-
ues. However, there shail 273 preierenual right 12 purchise in those cases where any party wishes 0 morigage its interes:s. ¢r
iacer¥sis by merger, rezsganization. conssiidazicn, or sale of all er substantiaiiy all of its sse2s 10 2 subsidiary or paren: com-

e i . ee bl dlaees el 4 eee-me aasmmamis me se cm. sacema.an m ogeblob sl ol aogen o oial o =aloglo. o0 ob o oo Lt
- *Fa-f » g

ARTICLE IX.
ENTERNAL REVENUE CODE ELECTION

This agresment is riot inteaded to create. and shall not De conswrued to crexte. 2 relationship of parmership of an 2ss0cizdon
for profit berween er aman; e pardes hereto. Newwidhsunding iny provision Rerein tha: the righs and Usdilicies herecnder are several
ard =o¢ joint or collective. or tha: this 33reement and operations hereunder shall not constitute 3 partaership. il. for federal income tax
puryoses. tis agresment and the cperations hereunder ire regarded as 3 partesship. each party hersby aliected elects o be excluged
from the applicazion of all of the provisions o Subchaprer "X, Chapter 1, Subtite *°A ™", of the Internal Ravenue Code of 1934, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is sutherized ind Jdirected © ex.
ecute on behalf of exch party heredy affecied such evidence of this electicn as may te required by the Secretary of the Tresury of the
United States or the Federal [nternal Revenue Service. inciuding specificaily. but noc by vay cf limitaticn. 3ll of the rezurns. statemenss,
and the data required by Federal Repulstions 1.761. Should there be any requirement that each pariv hesedy atiected give further
evidence of this election, each such party shall exesuts such Jocuments and iurnish such cther evidencs 15 mav de required by the
Federal Inremai Revenue Sesvice or 13 may be necessary oo evidence this electon. No such parey shall 2ive any netices ar wie iny oter
action inconsiszent with the election made heredy. If zay presenc ar furure income 2ax laws of the seate 3r staces in whick e Contrac:
Area is iccated or any future irceme cav lws of the Urnited States centsia provisions simmilar o tiese it Sutchaster "K', Chspeer |
Sudtitle ""A ", of the Internyi Revenue Code of 1994, under vhica an election similar to that provided by Section ~0i of e Coce s per-
mited. exch parsy heredy aifected shall make suck eleciion is may be permitted er required by such laws. In making the foregaing sl
tion. e3ch suck party stares tat e income Jeswved By such party irom cperatizas hereunder cin be aleguately Jetermined mttout the

cemputinon o partiessiip taxacie mcome.

-
i
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not excesd Five Thousand : Doltars
($_3.000,00 VMand if the payment is in compizte settlerment of such claim of suit. If the :mount requirsd for scttlement ex-
¢e=ds the sbove amount, the parugs herews shali sssume and take over the further hundling of the claim or suit. uniess such authority is
delegated 1o Operator. All costs and expenses of handling, sextling, or otherwise discharging such ciaim or suit shall be at the joine ex-
pense of the parties particizating in the cperation irem ~hich the claim or suit arises. If 1 clairm is mude against any parey or if any party is

sued 0a acTount of any muacter arising from cperations hereualder over which such individudl hus no concrol because of the rights given
Operator by this agreement, such party shall immediately notify all oiher parties. and the claim or suit shall be treated as any other claim
or suit involving operations hereunder. :

ARTICLE XL
FORCE MAJEURE

If any parzy is rendered unable. wholly or in part, by force majeure to carry out its obligazions under this agreement. other than_
the obligation to0 make money pavments, that party shall give 0 all other partes prompt written rotice cf the force majeure with
reasonably fu!l pursiculars concerning it thereupon. the obligations of the party giving the nocice. so far 3s they are affected by the lorce
majeure, shall be suspenced curinig. but no lonyer than, the continuance of the force majeure. The aifected party shall use ill reasonabie
diligence 1o remove the force majeuse sitvation 15 quickly as practcadle.

The requirement that any force majeure shail be remediad with ail reasonable dispazch shall not require the sertlement of strikes,
leckouts. or other laber difficuity by the party iavolved, conzrary to its aishes: how all such difficulties shall be handled shall be enricely
within the discrezion of the party concerned.

The term ‘“force maieure™”, 25 here emploved. shail mean 1a act of God. strike. lockout. or other industrial disturbance. act of
the public enemy, war, blockade, pubiic riot. lighining. fire, storm, flood. expicsion, yoveramenta! action. goveramental deiay, rescraint
or inaction. unavailabiiity of equipmen:. ind aay other cause. whether of the kind speciiically enumerated above or otherwise, which 1s
not reasonadly within the control of the party clriming suspension. )

ARTICLE XIIL
NOTICES

Al nctices sushcrized or reguired between the parties and required by uny of the provisions of this agresment, unless ather~ise
specificaily provided. shall be given in writing by mail or telsgram. postage or chargss prepaid. or by telex or telecopier and addressed w0
the parties 1o whom ne nctice is given a2 the 3ddresses listed on Exhidic ""A"". The origirating rotice given under any provision hereof
shail be deemed given cniv ahen recsived by the party 0 3hom such notice is directed. and the time for such parey o0 give 1ay aotice in
response thersto shail run from (e date the originating nouce is received. Tae second of any responsive rodce shiil e Jeemed yiven
when deposited in the mail ¢r %i2a dhe eiegraph company, with posiage or charges preqaid, or sent by telex or telecopier. Sach party
shail have the right 10 change its addrass at any time. and from time t2 time. by giving written notice thereof to all other carties.

ARTICLE X111,
TERM OF AGREEMENT

This agreerment shali remain in {ull force and effect a5 to e oil and gas leases sndior oil and gas interesss subjecs here:d for the
period of time selecied below: provided, however. £o party herero shail ever be construed as having any right. title or interest in or 0 Iny
lease or oil and gas interest contsibuted by any ocher party bevond the term of this agreement.

. Ortion No. I: So long 1s anv of :he il 1nd 315 leases sudiect to this agreement rem3in or are coatinued in forze a1 ‘0 any part
of the Conirict Area. whether by produczon. extension. reewsi or otherwise.

X Option No. 2 In the evenr tae weil descrited in Amicle VLAL or any sutsequent well Jdrilled under anv provision of chis
agresment. resuits ia precducticn of oil and’er gas in paving quantizies. his agreermenr shall sonzinue in torce so long as any such well or
wells produce. or are capabie of producticn. and for an additional period of __911 __ dav+ from cessazicn of ail producton: provided,
however. if. prior to the exgiration of such additiona! period. one or more cf the parties Rereto ire engaged in drilling. rewerking. dezpen-
mg. pluyging back. testing or izempung to compleze 3 weil or weils Rereunder. this agreement shall continye in force unsil such opera-
tions have been compiesed 2nd i praduciion resulis theretzom. tais sgreemen: shsil continue i foree s provided herein, [ the evens th
aell Sescrided in Aracie VAL or aay subsequent well drified Rerender. rasules in 2 &y Rele. 1nd no ower weil iy prodeciny. or fopanie
of praduciay oil 3ad or 2as o che Contract Area, this awrsement szl werminate unless deiiling. deesening, piugging tack or revork: '
ing operaucns are zommenced ~vizman _ 90 divs frem ine Zaw of abandonmenr of sad well.

It is ayresd. howewer. :mat the iermumation oOf his agresmenc shall rot relleve any party heresd from any labiiiey which Ras

aceraed or itached price o the éate of such termunauen.

[P S,
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This sgresment shall be subject to the conservaticn laws of the state in which the Contract Area is located. to the vulid rules,
regulacions. and orders of any duly corstituted regulatory hody of said state; and tw Jil ozher applicable federul. state, and locui laws. or-
dinances, rules, reguladons. and orders.

B. Governing Law:

This agresment and all matters perzaimine herezo. including. but not limited to. macters of periormance, nen-periormance. brech,
remedies, procedures, rights, duties und interpretation or construction. shall be governed and de:ermﬂgédwb_\'ﬁ‘uee)én{vc oé the state in which
the Conuact Area is located. If the Contract Ares is in two or more states, the law of the sate of
shall govern.

C. Regulatory Ageacies:

Nothing herein conzained shall grant. o be construed to grant, Operator the right or authority to waive or relexse any rights.
privileges, or obligations which Non-Operators may have under federal or state laws or under cules, regulszions or crders promulyared
under such laws in reference to oii. 238 and mineral cperations. including the location. operation, or production of weils. cn tr3cts otiser-
tng or adjacen: to the Coawact Area.

With respect to operaticns herevrder, Nen-Operators agres o release Operator from any and all losses. dumayes. injuries. claims
and causes of action arising cut of, incident o or resuling direczly or indizectly from Operatoc’s interpretacon er appiication of rules,
rulings. regulaticns er occers i the Depariment of Energy or precacessor or successor agencies 19 the extent such interpreation or 3p-
plicazion was made ir good faith. Exch Non-Operator furdher szress 1o reimpurse Operator for any amounts applicadble o such Non-
Operator's share of production that Operater may be required to refund. rebate or pay as 2 result of such an incorrect interprezation or
appiication. together with interest and penalties thereon owing by Operator s 3 result of such incorrec: interpretation or spglication.

Nen-Ogperators autherize Operator o srepare and submit such documents as may be required to be submizied to the purchaser
of 10y crude oil sold hereunder or to 1my cther person or entty pursuunt to the requirements of the *'Crude Qil Windfall Prefic Tax Act
of 1980"", 15 sarme may be amended frem time 0 ime (" Act’"), and any valid regulations cr rules which may be issued by the Treasury
Dezarument from time to time pursuant to said Act. Each party hereso agrees o furnish any aad ait certificaticns or other informaton
which is required to be furnished by said Act in 1 tmely manner and in sullicient dezil 10 permit comgliance wich said Act.

ARTICLE XV.
OTHER PROVISIONS

A. Additional Provision Regarding Renewal or Extension of Leases:

Notwithstanding anything to the contrary contained within Article VIILB., each party
(contributing party) contributing a lease or leases {original lease) to this agreement snall
have the option, but not the obligation, at any time prior to and for sixty (860} days aiter
the expiration of the original lease to renew such lease and to alone bear the cost and
expense thereof and thereby maintain its right, title end interest in the tract or tricts
included in the original lease and the renewal thereof. If more than one party owns an
interest in the original lease, the option granted herein shall inure to the benefit of 3uch
parties jcintlv end severally. If any party hereto other than the contridbuting party
(renewing party) renews the lease at anv time, the renewing party shall furnish the ccn-
tributing perty an itemized statement of the total cost and expense incurrad in acquiring
such renewzl lease. The contributing party shall have sixty (60) days after the receint
of such itemized statement to reimburse the renewing party in {ull. If the contributing
party makes such reimbursement, it shall receive from the renewing party an assignment,
subject to this egreement, of all right, title and interest in and to the renewal leese. If
the contributing pearty either renews such lease at its expense, or fullv reimburses the
renewing perty, the parties' interests hereunder in the Contract Area shall remazin
unchenged. [f the contributing party exercises neither of the options provided above it
shall thereby forfeit its rights uncer this Article XV.A., as to such renewel lease and the
renewal lease shall thereafter be subject to all the terms and conditions of Article VIIL.3.
hereof. This Article XV.A. shall apply in-like menner to extensions of leases.

ve
4»
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ARTICLE XVI.
MISCELLANEOUS

This sgreement shall be dinding upon 3ad shall inure 0 the bemefit of the parues hereto and to their respective heirs, devisees,
lega) representatives, successors and assigns.

This insrument mMay be executed in any numeer of counterparts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be eficcive asof __14th _dayof __August 1986 _ .

OPERATOR
AMOCO PRODUCTION COMPANY

| By: (é;-‘()'tgh*ly;ﬂa“" Py

Attorney-in-Faot . B
. Ft . ,’
NON-OPERATORS

KINDERMAC PARTNERS, 5 Colorado

General Partnership
0/ (
By:l b (£§<f:///</

JITLE: At€§§ne?>iQ-Fact

v
‘ MERIDIAL OIL, INCORPORATED
ATTEST:
: By:
Secretary TITLE:

STATE OF COLORADO )
. CITY AND T S8S.
COUNTY OF DENVER )

_~ 1ne foregoing instrument was acknowledged before me this//ﬁﬁfday of
Lo , 1986, by A~ /. /. /. s+ @S Attorney-in-Fact on
ehalf or Amoco Production Company. 4 :

~ - WITNESS My Hand and Official Seal. /////
\ 7, l . p 2%

: My Commission expi
My Commission expires: y expires Ju

STATE OF COLORADO )
. SS.
COUNTY OF ARAPAHOE)

The foregoing instrument was acknowledged before me this:Q'ELday of

. ‘&?b?(‘ , 1986, by as -Th~— +
on dehalt o indermac Partners, a3 Colorado Geneté& Partnérsgbp-

WITNESS my hand and official seal. o

N '

otary Public

Address: 650 S. Cherry §§?? Suite 1225

My commission expires: 9-26 -90 Denver, CO 80222

s
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ARTICLE XV1
MISCELLANEOUS

This agreement shall be binding upon and shall inure 0 the bemedit cf the parues hereto and to their respective heirs, devisess,

legal representatives, successors and assigns.
This insrurment may be exccuted in anty numeer of caunerparts, each of wiich shall be considered an original for 36 perposes.

IN WITNESS WHEREOF, this agreement shail be efi=:tive as of 14th day of August 1986 .

OPERATOR
AMOCO PRODUCTION COMPANY

By?_lggléiZ_ZZQ%f)4’h134-—' £
Attorney-in-fact ‘qu

A
wﬂ"’
v
NON-OPERATORS

KINDERMAC PARTNERS, a general partnership

ATTEST:

By:
TITLE:

Secygtary

MERIDIAN OIL ING).

:_‘T%Mﬁ 2 1B

S decretar TITLE: Vice President
Randolph P. Mundt . D. L. Black
STATE OF COLORADO )

CITY AND : SS.

COSNTY OF DENVER )

' The foregoing instrument was acknoWIedged before me this//,f%ay of
Lot 3 , 1986, by /= ./ /°h as Attorney=in-Fact on
ehalt ot Amoco Production Company. .

WITNESS My Hand and Official Seal.

L ) otary
My Commission expires: My Commission expires June 20, 1990

STATE OF COLORADO )
CITY AND. : SS.
COUNTY OF DENVER )

The foregoing instrument was acknowledged before me thiscﬁézfééy of
. , 1986, by as
on behalf of Kindermac Partners, a general partnership .-

WITNESS my hand and'officiél seal. -

Notary PubTic

b

My commission Fxpires: ST




STATE OF TEXAS )
. SS.
COUNTY oF HARRIS )

e for go1 g instrument was acknowledged before me thisg,Z Fday of
// by D.L. Black as
V1ce Pre51dent ! on behalf ot Meridian 011 Inc.

WITNESS my hand and- off1c1a1 seal. }/

) ary "PubTic
My commission expires: ’o? &/" fJ/




EXHIBIT “A"

Attached to and made a part of Operating Agreement dated August 1, 1986,
between Amoco Production Company, "Operator", and Kindermac Partners, a
General Partnership and Meridian 0il Inc., as Non-Operators.

Rio Arriba County, New Mexico

1. Lands Subject to This Agreement

Township 26 North, Range 2 West, N.M.P.M.
Section Z2Z2: Lt/

As to rights from the surface to the base of the Dakota.

IT. Percentages of Fractional Interest of Parties to This Agreement

A. Amoco Production Company 0.5726562
B. Kindermac Partners 0.3648438
C. Meridian 0il Inc. 0.0625000

T.0000000

I11. Addresses of Parties

Operator
Amoco Production Company

P. 0. Box 800
Denver, Colorado 80201

Non-Operators

Kindermac Partners, a General Partnership
650 So. Cherry, Suite 1225
Denver, Colorado 80222

Meridian 0i1 Inc.
P. 0. Box 4289
Farmington, New Mexico 87499

e sbotn b+



LEASE SCHEDULE

EXHIBIT "A" PAGE 1 of 2 STATE OF NEW MEXICO COUNTY OF RIO ARRIBA
RECORDED
LEASE NO. " LESSOR LESSEE DATE DESCRIPTION BOOK PAGE
657182BB- Edward L. Howard, Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 16
et ux. Exploration, Inc. Section 22: E/2 NE/4
657182BF- Robert B. Howard, Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 7 2
et ux. Exploration, Inc. Section 22: E/2 NE/4
‘VQHmwwm| Letty Carolyn Howard Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 497
Exploration, Inc. Section 22: E/2 NE/4
657182BN- Anita H. Kramer Wiepking-Fullerton 07/18/88 Township 26 North, Range 2 West 104 495
Exploration, Inc. Section 22: E/2 NE/4
657182BP~- Rita Louise Willis & Wiepking-Fullerton 06/26/87 HOtdmzwb 26 North, Range 2 West 104 07
Bank of Oklahoma, N.A. Exploration, Inc. Section 22: E/2 NE/4
Co-Trustees of the
Rita Louise Willis Trust
657182BS- Augustus P. Loring I11I, Hunt Walker 07/01/90 Township 26 North, Range 2 West 103 970
et ux. Section 22: E/2 NE/4
657673-A- Melvin D. Rueckhaus, Hunt Walker 07/02/89 Township 26 North, Range 2 West 103 976
et ux. Section 22: W/2 NE/4, SE/4
37673-B- Thomas Richard Seifert, Amoco Production Company 03/20/88 Township 26 North, Range 2 West 107 659
et al. Section 22: W/2 NE/4, SE/4
-—— Kirby Exploration Co. Kindermac Partners 04/20/87 Township 26 North, Range 2 West 111 937
of Texas Section 22: E/2 NE/4
- Susan Elizabeth Schulze Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 138
) Section 22: W/2 NE/4, SE/4
-—- Harold Adkins, et ux. Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 153

" ASG832

Section 22:

W/2 NE/4, SE/4



LEASE SCHEDULE

EXHIBIT "A" PAGE 2 of 2 STATE OF NEW MEXICO COUNTY OF RIO ARRIBA

RECORDED

LEASE NO. LESSOR LESSEE DATE DESCRIPTION BOOK  PAGE

—— Edgar Alfred Boring, Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 25
et ux. Section 22: W/2 NE/4, SE/4

- J. W. Jones, et ux. Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 102 972
Section 22: W/2 NE/4, SE/4

T John C. Robertson, Jerome P. McHugh 04/20/87 Township 26 North, Range 2 West 103 28
- et ux. Section 22: W/2 NE/4, SE/4

-—— U. S. Royalties Jerome P. McHugh 09/03/88 Township 26 North, Range 2 West 108 938
Corporation Section 22: W/2 NE/4, SE/4

- A. G. Hill, et ux. Jerome P. McHugh 12/24/86 WOt:m:Mw 26 North, Range 2 West 114 639
Section 22: W/2 NE/4, SE/4

-—- Frederick Harold Davis Meridian 0Oil 06/20/88 Township 26 North, wmzwo 2 West .13 159 ——

aka Fred Davis and Production, Inc. Section 22: E/2 NE/4
Sarah A. Davis, et ux.

DN/tle
110486
*ASG832



EXHIEIT "B"

The interests contributed to the Unit Area by all of the parties signatory
1o the Operating} Agree:fnem: to which this Exhibit "B" is attached ere oil and
ges leasehold interests, es cppesed to unleased oil and gas interests, and, for such
reason, it is deemed unnecessary to attach a form of Oil, Gas and Mineral lease
to said Operating Agreement as otherwise required by Article lIL.A. of said

Operating Agreement.
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EXHIBIT e "

Attached to and made a part of _that certain Operating Agreement by and between

Amoco Production Company as Operator and Kindermac Partners, a general

partnership and Meridian 0il Inc., as_Non-Operators.

o

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

‘_‘Joint }:::)dperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
1S attac .

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

B. Each Non-Operator shall payv its proportion of all bills within fifteen (13) days after receipt. If pavment is not made
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect at _Chase
on the f{irst day of the month in which delinquency oceurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever
is the lesser. plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided. however, all bills and statements rendered to Non-Operators by Operator during any calendar vear shall con-
clusively be presumed to be true and correct after twenty-four 124) months following the end of any such calendar year.
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made uniess it is made within the same preseribed

period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5.

MODIFIED {:UP[

Audits

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

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

Approval By Non-Operators

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

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

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

o

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

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

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

(2) Salaries of Femeesisessi Supervisors in the field below District Manager.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates.

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emploved
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of haliday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable (o the Joint Account under Paragraph 3A of this Section I1. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I1.

Employee Benefits

Operator's current costs of established plans for emplovees’ group life insurance. hospitalization. pension. retirement. stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint
Acccunt under Paragraphs 3A and 3B of this Section 11 shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section V. Only such Material
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

‘Pri:az Jortation

Transportation of employees and Material necessary {or the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties. no charge shal! be made

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




10.

11.

13.

14.

15.

[

B. If surplus Material is moved to Operator’s warehouse or other storage point. no charge shall be made to the Joint Ac-
count for a distance greater than the distance 10 the nearest reliable supply store where like material is normally
available. or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator. unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above. the option to equalize or charge actual trucking cost is available
when the actual charge is 3400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i. ii. and iii. of Section 11I. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Acrount unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance. repairs, other operating expense,
insurance, taxes. depreciation. and intarest on gross investment less accumulated depreciation not to exceed

percent (__12_ %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

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

Legal Expense

Expernse of handling. investigating and settling litigation or claims, discharging of liens. pavment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property. except that no charge for services of Operator's lega! ztaff or fees or expense of outside atior-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section II] unless otherwise agreed to by the Parties. except as provided in Section 1. Paragraph
3.

Taxes

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

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Preperty. including costs required by governmenta! or other reguiatory
authority.

Communications

Cqst of acquiripg. leasing. installing. operating. repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned. charges to the Juint Account shall be made as provided in Paragraph 2 of this Section [1.

Other Expenditures ; .

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 1. or in Section III and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.




1.

II1. OVERHEAD

Overhead - Drilling and Producing Operations

i.

iii.

B.

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

{ X) Fixed Rate Basis. Paragraph 1A, or

{ ) Percentage Basis. Paragraph 1B )

Unless otherwise agreed to by the Parties. such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel. except those directly chargeable under Paragraph
3A. Section I1. The cost and expense of services from outside sources in connection with matters of taxation. traffic.
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 11l unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

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

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

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

Drilling Well Rate $ 3083.00
(Prorated for less than a {ull month)

Producing Well Rate $ 384,00

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

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

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

{b) Producing Well Rates

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

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

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

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

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

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

|

| .
Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:
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i

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section I and all salvage credits.

(a) Development

(b) Operating

Percent ( %) of the cost of 6perating the Joint Property exclusive of costs provided under

Paragraphs 2 and 10 of Section II. all salvage credits. the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied. assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as {ollows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section ]I, development
shall include all costs in connection with drilling. redrilling, deepening. or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expansion of
fixed assets. and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction. or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $25,000
A8 %of first $100.000 or total cost if less. plus

B. 3 %of costs in excess of $100.000 but less than $1,000.000, pius

C. —2 _ %of costs in excess of $1.000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of a single

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

Catastrophe Overhead

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

A. 8 %of total costs through 3100.000: plus

B._3  %of total costs in excess of $100,000 but less than $1.000.000; plus

C.—2  %of total costs in excess of $1.000.000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 1II shall apply.

Amendment of Rates

The overhead rates provided for in this Section 1] may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice. the rates are found to be insufficient or excessive.

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

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

1.

Purchases

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

.

Transfers and Dispesitions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(3) Tubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 30,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 20,000 pound rail rate is not offered. the 70.000 pound or 20.000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30.000 pound Oil Field
Haulers Association interstate truck rate shall be used.

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

(d) Macaroni tubing (size less than 23; inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred. to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls 3% inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Freight
charges shall be calculated from Lorain. Ohio.

{b) Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 30.000 pounds
shalil be priced at Eastern mill published carload base prices effective as of date of shipment. plus 20 percent.
plus transportation costs based on freight rates as set forth under provisiuns of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

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

(d) Line pipe. including fabricated line pipe. drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

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

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Mazerial moved to the Joint Property

At seventy-five percent (75%) of current new price. as determined by Pdragraph A.
(2) Material used on and moved from the Joint Property

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

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

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning. if any. shall be absorbed by the transferring property.
C. Other Used Material
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioniny shall be priced at (ifty percent (50%) of current new price as determined by Parugraph A. The coat of

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value,




{2) Condition D

Material. excluding junk. no longer suitable for its original purpose. but usat_ﬂg for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

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

{b) Casing. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines.
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Each vear, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

Premium Prices

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

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Materiai.

1.

Periodic Inventories. Notice and Representation

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

Reconciliation and Adjustment of [nventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventury adjustments shall be made by Operator to the Joint quount for
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

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

Expense of Conducting Inventories

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

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




EXHIBIT "D"

INSURANCE

As to all operations hereunder, the Operator shall carry for the benefit and
protection of the parties hereto Workmen's Compensation insurance in
accordance with laws of governmental bodies having jurisdiction, including
United States Longshoremen's and Harbor Workers' Compensation Act and as
extended to Outer Continental Shelf Operations, as applicable, and Employers'
Liability insurance. Workmen's Compensation insurance shall be for statutory
limits; Employers' Liability dinsurance shall provide coverage of $100,000
each accident with respect to bodily injury and in the aggregate with respect
to occupational diseases, except that coverage applicable to exposures under
maritime Jjurisdiction shall be $100,000 each employee and $500,000 each
accident with respect to bpdily injury and in the aggregate with respect to
occupational diseases. Operator may elect to be a self-insurer provided
Operator complies with applicable laws and in such event Operator shall
charge to the joint account in lieu of any premiums for such insurance, a
premium equivalent limited to amounts determined by applying manual insurance

rates to the payroll.

The Operator shall not be required to carry any other insurance for the joint
account. The liability, if any, of the parties hereto in damages for claims
growing out of personal injury to or death of third persons or injury or
destruction of property of third parties resulting from the operation and
development of the premises covered hereby shall be borne by the parties
hereto in the proportions of their respective interests in the production
therefrom; and each party individually may acquire such insurance as it deems
proper to protect itself against - such claims. Operator shall require all
third party contractors performing work in or on the premises covered hereby

to carry such insurance and in such amounts as Operator shall deem necessay.



