(a) This agreement, when [1ed in the nppropriate Land Office for approv L} he
v his duly authorized ropresentative g on assignm ald
s thereafter and for all purposes, with

COliw

. Om

gecretary of the Tnberior
cil and gas lease, ahall thereupon and at all time : ’
respect to all lands included in the notice of exercise of the optan, ve quu ]
strued and operate as &N assignment and transfer by First Party to Second ivrty ﬁf sald
oil and gas leane, yncluding the oil, gas, saginghead gas and other minersls pi ced
thereunder, aubject to the pryment of the overriding royalties or other payments out. of
production, if any, hereinbefore apecifically get, forth and sub ject to the fﬁymﬂﬂt’to
Firat Party of the overriding royalty hereinafter provided, containing covwnﬂﬁtv of
warranty that First Party has full right and authority to 80 assign and transier said oil
and gas lease and that agid oil and gas lease and the oil, gas, cagsinghead gas apd other

minerols which may be produced therefrom are free and clear of all claims, liens and
encumbrances, excepl. the overriding royalties or other payments out of productlion herein~
before specifically mentioned, if any, which covenants First Party agrees Lo defend

arainst all persons whomsoever, aub ject, however, to the terms and conditions of salid L8888

3econd Party shall pay to First Party as an overriding royalty __three

QQIQQanL3%)~“,-WW,-p“..NWN_~"___.,A“_._ __of the proceeds of the oil,
gas and casinpghead gns if, as and when produced, saved and sold from gajid prem-
ises unaer the terms ol snid oil and gas lease Or, in the event of unitization or communi=
tization as hercinabove provided, such overriding royalty shall be calculated upon
procecds from the portion of the oil, gas and casinghead pgas produced, gaved and markete
from the unit which under the uvnit plan or communitization agreement shall be allocated
to said premises upon which Seccond Party exercises its option. Provided, that
overriding royalty herein provided Lo be paid to First Party plus the total of
existing overriding royaltics or-burdens on production, if any, plus the royalty
to the United States in the apgregabte exceeds JVi%, the overriding royalty payable
First Party hercunder shall be reduced to the extent said aggregate shall exceced 173
when the average production per well per day averaged on a8 monthly basis 1s (1) 43 to
0il, 15 barrels or lens and (2) as to gas, 500,000 cubic feet or less, This provision
shall apply separately to each productive zone or portion of the leuse segrepated for
computing Government, royalty. without impairment of the lessee's rights under the
warranty above provided, it is apreed that in the event First Party's interest shall
bo less than the full and undivided ownership of said oil and gas leuso, subject only
to the payment of the querriding royalties and other payments out of production provided
for above, if any, the overriding royalty payable hereunder shall be proportionnte]y
reduced.

(¢) No change in the ownership of all or any part of the jnterest or right: of
First Party hereunder shall be binding upon Second Party unless and until Second Party
shall be furnished with the original or an acceptable certified copy of the instrument

evidencing such change of ownership, or other legal evidence of such change of ownarshly
as may be requircd by Second Party.

(d) No overriding royalty payable hereunder shall be payable or accrue upon any
oil, gas or casinghcad gas used for operating, development or production purposes on the
lands covered hv said lease or leases, Or sajd cooverative or unit plan, or unavoidably
lost, and no overriding royalty ahall be payable on gas used for recycling and re-~
pressuring operations on the lands above described or the unitized area of which it may
become a parte

(e) Before computing the amount of any overriding royalty payable hereunder, second
Party shall have the right to deduct from the value of the oil, gas and casinghead gas
or the proceeds thereol on which such overriding royalty is computcd, the full amount

of any taxes required to be paid by Second Party or a ssessed on such oil, gds and
casinghead gas or the value thereof, or for or on account of the production, sale and

or transportation thereof.

(f) Second Party is herecby granted the exclusive right, as between the parties
hereto, to develop and operate the lands covered by the exercise of said option and
each and every part therceof Lo such extent and in such manner as 3econd Party in the
exercise of its good faith and business judgement shall determine to be proper, without
incurring any liability whatsoever to First Partye.

(g) Subject to the surrender provision as hereinabove contained, this agreement as
to tho lands included in any exercise of the option as herein provided shall continus
in full force and effect for and during the full term of said oil and gas lease or any
extension or renewal thereof.
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