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: T
OPERATING AGREEMENT |

THIS AGREEMENT, entered into by and b OXY USA Inc

referred 1o 28 *'Operatoc’’, wmmm«mmmw mﬁmh«mﬁw:duudmh&vwlyhadn
18 *‘Non-Operator™, and collectively a3 *‘Noa-Opesators'”,

WITNESSETH: . i

: m&mmmmsmmmomdmlmdphuu-ﬂhroﬂudpmmhduhndﬂauﬁedn
Exhibit *'A”", and the pecties hereto have reached an tgy o expl ,Ithsehsumdiuodmdwhmbnbe
prodmmdoimdgmw:huxmtmduhuumherptwdd :

i
i

NOW, mmnﬂ.nulgntdulolbw&

" ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall beve the mesaings here'ascribed to them: :

" A. The term “‘oil 'and gra'’ shall ‘mesds oil, gas, casinghead g, gas condensate; mdnlod\amidcrpmmhydrowbun
m&@&mmmmw‘unhuhmtwﬁnﬂtlhinu»dvmo(mmuwﬁuﬂym

B. The terms “oil and gas fense”, “‘lesse” and “lesschold”’ shall mesn thé ofl and gai lesses covering tracts of land
lying within the Contrect Ares' which are owned by the parties % this sgreement. ’ :

C. Th:m"odudpln(emu”shﬂmunhsdhdnﬂwﬂ
cmumAmmewmabymhmnw : h )

D. The term **Contxzct Aiea” shall incan all of the laids, dupwwmuun}dmhmmuuwu
dzvebyedmdopuadhoimdpmwﬂc&kaye&mt&xhhn&,oﬂm&wh&bﬂwdoﬂdpmm )
aré described in Exhibie *A"',

B The term * um"sinllmtheunﬂndh’lhcdtﬂ!hcdmveﬂbyoqduwmhdmymuw
&Mbndyhnin;mhmty ¥ 3 drilling unit is not fixed by any such rulé-or oeder, s unit shall be the driing unit as establish-
ed by the patiern of drilling in the Contract Area or s fixed by express agreemint thrih;htda. '

“*F. The verm *‘driisite” shall mean the'cil and’gas lease or interest o which a p vellb’eobclocmd.

. G I‘hemm"briﬂm;?m"nnd“ComﬁngPmy"shlwlmwho;peuwbuhndp‘ynmdthcmd
myqxnﬁmwndutwdlmdame isions of this agr

Hmm"mmm"md--mmm shall ‘néan mwmmm«mmu
h|p¢medop«|ﬁon. . I

mmuwm«ucm,ummwmmmfwmawummm
singuln Mmmmmmwmmm

muuia‘m&udwmmun'

ARTICLE I
" BXHIBITS

:mﬁnv-mgummu'*' d below and al “hemomhcupound
N A, Exhibie VA", Mnﬂn&&h%dﬂmﬁoﬁ.
(1) Identification of lends subject to this agreement,
mmlny.uwdqthhmou,umm .
(3) Percentages or fractional & of purties to this agreement, i
(4)Oilmdgmlumnﬂlwoiludphmmbjmwﬂumumt.l
(S)Mdrmdmﬁwnoﬂawm . .
Bhibn"l" Foiin ol Lessd. © " - ‘ PO i\
!
L

:ndaadupmhud.

T - rr P

m"c" Amdnghoa&n
"D"lnarm.

Exhibit “E"", Gas Balncing Agreement.
.‘,',,"F".HNMMMMJN&W ﬂ.ﬁ;
I'.‘hibiz ‘G, Tax Pertnership, :
mypwmdmyuhﬁ(.mm&s"l"nd"(}“ hhmm?wnhnymmubdh e body
mmmhwwdmwum ) ’ .

9- .U.mmmsu, .
EO'"F'UﬂF

I
!
I
E
i

-
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' p-ynble e-chpanymmledmmve:ﬂzpudpm&mbndolmdwlmmﬂuﬁm
" “cause to be paid of delivered, to the extent of its iIneerest in sich production, the roysky.
* other parties free from any Hability therefor, No perty shall ever be responsibie, howev

»mhhaghup:m

C Bxan Raylldu. Oum!dl'ng Rorpklu and Olller P-ymm

mdnnchummddunadsfotplymutmemdhymolsudlembwdm

- P, QL‘

- secepted obligation of all pertis (oy such inéerest being hercinafter referved to as *‘stb

w:s"hudmedm').md:

" A. Tide Examination:
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ARTICLE III,

. INTERESTS OF PARTIES|

A, Oil and Ges Ioterests:

If any party owns an oil zod gas interest in the Coatract Ares, that interest sh
and during the term hereof 53 if it were covered by the form of oif and gas lease attachy
shall be deemed 10 own both the rogalty kiterest reserved in such lease and the inset

B. Interests of Pasties In Costs a0d Productions

.. Uniess changed by other p
paid, and all equipmeat sad maserlsls scquired in operations on the Contract Area shal
forth in Exhibit "*'A"’, hhﬂmm.mcmﬁm‘%ﬁﬂmdl
mymuudmduuwthemmd.mnhﬂ_ﬂ.&)____

r

demmmmww)mﬂ«oamdpr

by such party, to sny other perty’s kessor or royaky owpes, and if any such other par)
mumm.mmmmmymmmmmmm

thlngmmndhu&mmn.huhdemdnumtum

" Unless 'ch byod:« sk Jmhmduypmymmyla
ovemdmaroythy pmdmnoapaymorothabmdmonpmd\xmmmohhc
WMMWMMMJMMMNMW

" Creaved 1

Kmymﬂmﬂluukumnmw&n&mﬂy.pmﬁcmmp
'-"mnbuubhto]uvodhumh«amds or if such & burden existed prios to this and is not'set forth in Exhibit “*A™’, or
-mmtd&hﬂdmm&bm«h«mwﬂ«bdﬁmﬁmdwmtﬁw

all be treated for all purposes of this agreement
pd hereto as Exhibit *‘B"*, and the owner thersof
test of the lcssee’ thereunder.

falong, all costs and Esbllities Incurved in operadims’ dnder this agreement shall be borne and

ihe owned, by the parties a3 their interests are set
51 and gas from the Contract Area subject to the
whlch smllbcbomenhuaulmmfmh

M)hemoonwhxh myahyuducmd
iract Ares shall bear and shall.pay or deliver, or

jmount stipulated hereinabove and shall hold the
i, on & price basis higher than the price received
y's lessor o royalty owner should demand and
bumhe additional royalty burden sttributable to

jse cvvmdﬁ hereby is subject to . any royalty,
amount stipulsted in Article II.B., such party so
| hold the other perties hereto harmiess from any

L

]

t or other burden payable out of production

timing of its crestion Mdummo‘wﬁmewhumdnmmdym

1. H'the burdéned panty I fequised uader thiis age t0 assign or relinquish

aﬂpfdn,wnnﬂnianﬂyﬁmhdgedmd
“‘dyctutcd %" ir _
F‘d g derived being herei na uhrred

1

j:to any otlter pésty, of paiticd, all or a pi¥tion

dmwwkmzimmkwahwwﬂmamm:ﬂoﬂwm.umﬁdmcmdmmmmdm

mm&uwwduamwmmwmw

rpanysiull uﬁemniymdmemdodwpmy

wmhumkn&mmynﬁdchnmddmﬂbr, y

ind,

2 udubwimdmﬁhhm.vhh.mmdwmﬂh
m&wmw&;mmhmemwsm
thebutdendputy

© S ARTICLEIV.

uich

'oldn byeqie 1dycreuoed

cteurider, all proviiidas of Asticle VILB, shall be
y ace enforceablé igainit the working intérest of

1

ﬁ&mmdmhﬂknabmh&ﬂwdmmdwﬂm»mmtdmm'_j
'mmmnmwmuumoammma
T &, n&tdﬂh&nﬂnmdw&wﬂmqhuvﬂmhm%d
MMhMlﬂ'Mdmmmwghsumd?&%ﬂaﬂ

mkymduodudmmmmd«!h
s interests 1 e drlisiss, o 00 be tnchided in ‘uch drillng uast, shall fornish

rwumhqmdd.muumﬁnmuhnmmdeummumme
'Mwﬂ&hhﬁp«mhﬁep&hhmkhmdd&d

mu&bham&dhmnhnlahxwﬁkmmd

_'lwrem mminumdbyqetmhdumhmshlbemuww\:

O op
shiit-in a3 royay

1.2

‘0 divigion ofded ild op ) shall be a pert of the

. andshnnmbudim:dmp,wmwhwbywuﬁwa by

.2-

No. I: wmwwhmwmmmf"

pmmbdudd otphnnedebw'" incud-
'ahnumat.mﬁnu:k.myalty. ing

lﬂmandﬂing&dmlw:um

thbmdby'_




- I . R R A T
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" aad shall be bocoe by 2R pasties in proportion 10, their, intesests. There shall be no readjustm tests in the

_.,‘5
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ARTICLE IV '
continued

EOpmuNoZCom d by Op in ahuxmmdhupudwddeluwuy:forutkmmmm
(inchuding pretiminary, mpphnenul,sbuungalmydtyophxmsmddlmbaud:rmkophm)ﬂupbebumbydwbrﬂunghma
m&mm:winmammumm»mwmnumdmdrmmpmaumwwmsx-
hibit A", Op&muunmkemcharpﬁormm&edbymmﬂameyaorotk«psmmdlnthepufmmceotdrnbwe
functions. : :

A

: L
Exhpmyshaﬂbemwmbhbrmﬂngcuumemnu md poohglnmdmentsotlghﬂmrequndmmmxnm

with leases of oil and gas interests coatributed by such party. Operator shall be responusible for the prepsration and recording of pooling

dwwmwd&mmuwenumemd\ndhwmpmepvmulqmbrrhe':ecum,dspxmgorpoolmgorden.

Thashnnnapreventmywtyﬁromnppunnaonmmbchdumymbhwmg !

Noweﬂ:lullbednﬂedontheConmAruumilaka(l)lheﬁtkm‘d\edﬁlhiubfdﬁlﬁnéhnithubmuaininduabove
peovided, and (2) the tte has beed approved by the examining attomey or tide hes been dccepted by, of the parties wha are 10 par
ticipate in the drilling of the well, ) . ‘,

.

B. Low of Titles o
———t--Failore of Fitler Shouldany-odend ges- lassor-on-intesens-haseiny ot hrough-ifre-ob
rdlmo(mm#fmm!hushownonﬂxhtht“A" the party contributing the alk ‘luuqr ‘,

tion will not be subject to Article VIILB., mdhihngwdosn,thuayem\m umthckn,shﬂcqnudumforunw-nr
and gas leases and interests: and,

(n)'nzputywhmealmdpskm«mmud&cudbydwuthhluumbwd@elhemmbs it shall not be
enddedroreooverimnowwot:heodwpudumydmbpmtuopmdn;muwhdmmy i
bmzhsuhﬂbeno-ddamdh-bthymmpmwlheodwwwhmwbymwnpl

(®) There shall be no k of exp lnc\mzdotnmmmﬂvedkomtheopm' ol!h:mmﬂwhx:hhu
hmmm&cmwmdmmmkmudmmmbds.udmdmdu&wfmnd y that title failure has oo
curr(d:othathcmmofdnmvhmlmwmmhwbyd\emhhﬂukmljhm be reduced in the Coatract
Ares by the amount of the interest lost; i /

(c)l[dupmpmiomuhmohheotherpuwmhmypm&mhgwu' {ore idrilled on the Contract Area is
incressed by rezson of the title failure, the party whise title has failed shell receive the progeyds attribunsble 1o the incresse in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrec con:up;.idbyilin.mnnecdonwithmh
well; 1 j i
(d) Should any person not & party to this agreement, who is determined to be'the qwner of iy interest in the title which has
(mhd.paymnymmnumypmolthcmoloymmn development, o¢ equi mt.mdimwmuubepnﬂmmwtyorwﬁu

(e)Anyhathymmunlwlthudwtyhtpmcpmducm dnﬂmwhkhmlqudﬁdehﬂmmnbe
borne by the party or parties whose title failed in the same | hwhidansha_mdhisuchpdotwvducﬁm;md

(D) No charge shall bé made to the joint account for legal fees or salacics, irf ) with the defense of the &
claimed by any party hereto, it being the intention of the perties mmmmnmm[mmmmbuuuumm
conniection therewith,

. : I
2. Loss by Non-Payment or Erroneous Paymen) Amomwﬂddmghmubh xvir'c.-n'lighl.lnymmlsl'nm'nwc!l

psymt,mmmwynkyumydtypnymt.b v pnduu«mmubpd,mdnamxknlemormmdmmmmm.
i p who&lkdmmhmchpnymmt Unla-d:cpmywhnfdhdmmﬁethenquhd

date 6f termination pf the Jease involve 'ndhpquhohﬂedmuuhmmmtyﬂlw}on@hadtdm&haimmm
pérship of the Jesse or interest which has terminated. 13 the event the party who falled to make the
rqxirdp-ylm:m!no(hm fully reimbursed, ac the time of the loes, from the proceeds of the: sz of off and gas attribotable w

the lost & , clcalated Mhuwwmmdumh&mmduhmmm
shall be reimbursed ke o Memm«ew:pddwk@utmhmahmdmecpudnydqMkpcevlmdydtmad
or wells previously sbapdons Mnuﬂdhbﬂmﬂaummmw

(a) Procveds s0d gas, less operating exp 3 bmauedhddpbnm,mnmbus.
up to the amouny’of unrecovered costs;

(b) Procgstfls, less operating expenses, thereafi d attribatabl wlhehnmmmnwb-gdmupmmd
oil end gas sife duced end marketed (exch wo&xdm&mmyv&ﬂuﬂﬂdﬂﬂd)whch.hd\eubundwchhl
termingy wwuhmibuubk»mnbnhmmnwhu,npnthcmmd com.tthmoead-duid

d&cdwdpbhmuﬂ:uudby&co&uwﬁuhwmﬁubdmmnhmmﬂ. by
@) Anynmm.wwhmdwm«dm.hmkpdhnymm&&mmmd 4.5 .

EX Qhulmua:ﬂbuﬂmd,odu&ummhﬁmArﬂdQW.Bl ndN Llhove.shdlbe

the Coatrect Area,
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ARTICLE V.
OPERATOR

"A. Desigastion and Respoasibilities of Operator: P

OXY USA Inc, P shall be the
OpetmddnCcumAmmddulwdwmddlmadhnﬁﬂmudduﬂowhudn&hhﬁhumﬁdmd
requited by, and within the hmits of this agreement. Iuhxlloondnnuﬂmchopu:mhagoodmdn‘hmnﬂtm,butn:hl
ruvzquaopmmnmmwﬂuumm«mm&d.uﬁ;mnmmnmm
negligence or willful misconduct. ; i

b

{ 1
I
1

'

B. Resignstion or Removal of Operstor and Selectioa of S

1. Resignation or R i of Op Opcmorm-ympnmymbypvmj notice thereof o Noa-Operazors.
If Operator terminates its legal existence, 1o longer owas aq interest hereunder in the Contrget ﬁmhnaﬂem&ofm;u
Op , Op shall b deemed 10 have resigried with mymhbh%mmmmmsmdnmw

L 4

"may be removed if it foils or refuses to carry out its duties h der, or b ﬂbuhdpl&nplxedmmdvm by the

ufﬁmmvemdm(l)ofmeOp«tmovm;‘mMmthwowmbprsﬁownon&h&"A"mmnmn.
after excluding the voting interest of Op Such o { shal} not b &fdvfud?ﬂ)ock&AMmth:
mmammmwmwummapmmmdm@d by Operstor or actioa
by the Non-Operators to remove Operator, unless a successor Operator has been selected and msunyes the duties of Operstor at en carkier
date. Operator, after effective date of resignation or removad, shall be bound by the terms bizreol 23 8 Noa-Opermor. A change of 3 cor-
pocate name of structure of Op or transfer of Operatoc’s laterest to any single subsididry,  of successor corpocation shall not
be the basis for removal of Operator. ' b

’ 1 I . N
2. Selection of Sucorssoe Op Upon the resignation of | of Op _;I Cesidr Op shall be selected by
ﬂnpnrda.TbemOpmmrMhsdmndhmduwﬂu ing »a i nnkﬂ ract Ares i the time sach sacoessor

Opetator Is selected. The seocessor Operator shall be selected by dntﬁmnmmdna(?)umm parties owninig a majority interest

based oo ownership as shoén on Exhibit **A™; provided, b . f 2n Op which hag been resoved fails t0 vote or votes only to
suc:«dludl.lh:m()pmwshalbes&mdMmeﬂwgmdm(bwﬁegmm-mmw
on ownership as shown o Exhibig A" Ining after exchuding.the voting i o(theoi-mumumumvd
C. Employeces: '!

The number of employees used by Op hmﬂmgopu-mhucuduth&%nﬂdmb«mdmmdm

compensation for services performed shall be decermined by Operator, ummhmm&umam

D. Drilling Coatsactss’ : : : i

All wells drilted on thcconmArudnnbednﬂdonlmwmwcmmbuullthlﬂdmmvﬂuhd\em!ub
MmemwyhmmhMWhmm'dw&.miﬂdmp shall not exceed the peevaling
muhd\emmddnmolnwh&rpahﬂkumdumhhmhmwwmmwd,
kathmw%wmmmmndeumquuruhmeuuhmmmdh-
depmdmtmem-bomduh;mkd-mﬂ-m X

ARTICLE VL

A Lt Well: o ;

afL the deifling of s wel for
A'"

|

|

|

3

i

H l
Onorbefore the. 188 dyol _ Tuly , 1997_, Opesé d-'n
oil end gas at the following location: i
at Operator's choice in either Section 8 or 9,
Range 29 East, Eddy County, New Mexico

nshj.p 19 South,

and shall thereafier contioue the drilling of the well with due diigence 10 the Moricow.i-

mhmuwuhwxﬁuﬂyhmﬂaﬁmumﬂﬁmhhh&.wﬁmﬁpwm\
mnwd-:ubu&mhwumdmmwm«muwdd-bpm

. .
owmmmwmaahmmwm&m tlm

pmmhmwtwmmhmmkwhnmwl formation or

mWMthmoﬂthamm'&ﬂl&i’m pply.

i

lbis b
1wt wiie sidarised 10 wrteg by
Ao it e Assorievan of Puiolows L onbonse |

i
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Almcmv:.?j
e L

I, hwsp@mummmmnﬂupup.yh,qmz;da.qm{-uunmuuman
well a3 4 dry hole, the peovisions of Asticle VLE.1, shall thereseer spply. Co

s ; !
Lo
B. Subqneatowm ‘ b 1
: i

lmmumymmu:emwmmmmme Area other than the well provided
for in Articla VLA, uwmk.deqenwphxghwkadryhohdﬁndumhmmd el parties of & well jointly owned by all
the parties and not then producing in paying quantities, the perty d mmmmammmmeﬂm;{nm
mmwmmo(mmwdﬂ.MMMwhm,me' i, propoted depth, objective forme
tion and the estimated cost of the icn. The parties receiving such a notice shall have thifty (30) days after receipt of the notice
withipwhichwmﬁ!yd:_epanywishbgndoﬂ&mkvm&yemwp-ddpmiaxbecw:fdnpmpmdop:nﬂm.lhdriﬂ-
ingrigisonloadon.no&tdlpmpdulwuﬂwk,mhdudrﬂldmmykmbyui#cm“tbemwﬂabﬂk
timited to {orty-eight (48] hours, exclusive of Seurday, S and legal holidays. Failure of a party réceiving such notice to reply within
lhtv«bdtbvn&udshnmmmdxmbyummmmmmhwdFmWWMymdm«
mpum;ivmbyndephmeshﬂbempﬂymﬁmcdnmﬁu

!
\
i
i

i

1d:yadmuplnmohhcmml

ﬂmmdmnmmha:hnwwm WMWM
period of thicty (30) days (or &s prompely us possible aiter the expiration of the kocty-eight (48) Nﬂm'm&ﬂﬂwh
tion, a3 the case may be), Ry thep d ton and complete it with due .lhtmlmdupmollllw-
MWWMW«.“M!MM’&MWWMW e by Operator to the other parties,
for 3 period of up 1o thirty (30) additional days i, in the sole opinion of Operator, such mhmmbbwooobm

p«m&mm«umulmbwhb.mhced@uﬂnckﬂhgmhudmy)wm&( equipment, or to complete titk ex- *

©f Curative matter required for title spproval of accep Notwithstandin, hhufuﬁremmdwﬂdm
mdmwmhaammmmmmmmmmmama{nw specifically pecroitted berein) and
“lﬂ!mbawwnm»mmmm.mwmmmmm&mm»wmmmm
dance with the provisions hereof 28 if 1o prior propossl had been made. ; H

P
i

"2 qmmbymmumumymmmmumdmwm of VILD:1. (Option
No. 2) ects 5ot to participste In the proposed operstian, then, mmmunuum@wudm-m the party or partics
giving the notice end such other partics as shall elect to pasticipate in the operstion shall, ithin ping
thmﬁcemdm(w)&p(wamuumdumwdmmnﬁ}(_ hour period whea a drilling rig is.
on location, 83 the cies may be) actuslly commicce the propoeed operntion eod complets it'with due Operator shall perform all
work for the eccount of the Consenting Parties; provided, howevey, if no drilling rig or other equip 1 0n Jocation, end i Operstor is
4 Noa-Consenting Party, the Coasenting Parties shal cithes; mmomuwmchm#mbymmm
uoniorthemwdxhe(‘uwdnaPﬁds,«(b)dunmm(l)dmmmdweltetmmmmm‘

it 4

" senting Parties, when condcth ious on the C Aresp mmmwaz..dmmyxym.nmndw

ditions of this agreement,

- H less thay all'parties approve any proposed tion, the peoposk -mvwﬁﬁmmdmw
mmmmmmmdmmhmammmuhq&dumbmmn
uwmummmwmwmmmmmm , withia forty-eight (48) bours
(exclasive of Seturday, Sunday end legal holidays) after receipt of such notice, Mdvhe&mkmydbduhn(a)ww

" ticipation to mich pasty’s interest s shown on Exhibit **A"” or (b) cerry its proporth port of Neoi C. g Pesties® interests, and

medvhhmmmlhhwdnmwmhhm-&inhgﬂth-m the time permitted for
mhlrmﬁﬂmwdlwdhqm(ﬂ)mmdm &MM&FM}NM&M
at its election, may withdraw such propossd if there is insuMficient pacticip ,Lnodfyulpuﬁudnthdmum

mm«uuammmuumwuwmhumﬁm&qm
etected 10 best sams under the terrus of the preceding paragraph. Consenting Parties shall keep the Jeasehold escates iavolivofia such
mmwwummmma««,uwwummumdu pogent hniu..
um»mmmh-aymmmmmmumumummm ot their
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ARTICLE VI
continued .
and the well shall then be turned over 0 Operator snd shall be opersted by it at the expense and for the scoount of the Consenting Par-

. nu.Upmcommolopa:damfntmmm;.muth;.deqmlwphmlﬁdmym“lby%uww

in 2coordance with the provisions of this Article, each Noti-Consmting Party shefl be & to have iished to C ing Parties,

'mdtthommtthm,Mmndhmu&dwrmdmhmﬂmn&drmgﬁwﬁmm.ddwNoa-Commm;

Pusty’s interest in the well 2d share of production therefrom until the peoceeds of the sile of siich shace, cilculated at the well, or
market value thereol i such slizre is not yld, (after deducting production tames, excise taxes, royalty, overriding royalty aod other in-
tcmumwupadbymudem.b.py»hmdummdwmem&mndwdmmmmmmadm

() 100% of each mich Non-Coasenting Party’s share of the cost-of any vewly acquired surface puipaient beyond the wellhead
connections (ncluding, but not Emited to, stock taks, sepacators, tresters, pumping equigieent sd piping), plus 100% of each such
Nonco.muu;m.mawcwawammmmmm.ummwmmm
Conwhlhqsmmwm&wmmbhundwuhmdﬂﬁkmh nbengn;udthnuchNon-
Cmumunghnysmdnthmdeqummtmﬂbuhumm'mmHthmchpbbwthmCm :

4Pmyhsdnpumpumdhdunﬂﬁwthebmmgdtheopmﬁm.md . o

]

() —300_% of that postion of the costs and expenses of drilling, reworking, deepening, wmm mmmm
after deducting any cash contributions received under Article VIILC., md _300 % of that ortion of the cost of newly acquired equip-
menundnwel(mmdmcludng!heweﬂhadmnmmm).whkhmﬂmm@p&bmﬂmwmmluw
participated therein, _

Aneh:ﬁounottopmhpmlnm:mnm«md«mdawddnnhdmdmehﬂ?nmwprddwuhmyw
wwhngwpluwngbukopmumwwoudmsxhlM.wWMnMﬁeHﬂNMchﬁmwﬁdmuk

* conducted at any time prior to full recovery by thé Consenting Parties of the Non-Consenting Party’s recoupment sccount. Any such

mhngwplumgbdopmmmnduneddum;themumxpuioddulhedeaqdmd@emdop«:dondddveﬂ ]
and there shall be added to the sums to be recouped by the Consenting Parties one hundred pércent (100%) of that portion.of the costs of
the reworking or plugging back operation which would bave been chasgesble to sach Noa-Codsenting Party had it participated therein. if
m&nmhqupludmbukmhpwdmngmhmpnmm me,mum&mumkw.n shall be sp-
plicable = b said C ng Pasties in said well

DmngmeyuwddlmCommmghrmmmetmNon-Cuaqlthmy,lMdpmdnnhn ‘or the.
M&«&m.%unm?udahﬂkmpmbkhdupmtdiﬂm&uﬂmm excise, grthering and other
nxu,uu!mmydty.ovundin;my:lkymdoth«burdmnppliabkwNoaOuamPuvuhmo(pmduammtmwdbyb
ticle 1IL.D.

i

. ; :

In the case of any reworking, plugging back or deeper drilling operstion, lhecomamhniﬂ'ﬁlbepumkmdm\u.ka
of cost, sll casing, tubing ond other equipment in the well, but the ownership of al such eq shall remain unchenged; and upoa
abandodment of 3 well after such reworking, #m‘bﬂm&q«&ﬂhhmmmwb‘dww
mtbotbeowmdlued mmgd\pnyuedmmmmumhkmduhmhl,wdnhm -

Wi&hdxq(&)hy:dwmemphmdmymmdﬂmwthpmy dlcepdt&mbtdu
Consenting Parties shall furnish esch Noc-Conseriting Party with n & y of the quigement in & d to the well, and an
jtemized statement of the cost of drilling, deepening, plugging beck, mg.mmdmhdkpmﬂm of, st its
option, the operating perty, hludnmndmmdm&mdmmubmkadﬁtﬂdmdmmyw
ings. Eech month thereafier, mmummwmnmmaq-wm the perty conducting the
epmumslutheConmﬁngPuﬁuMhMduNmCmmummmehdwdnﬂmmdlhﬁhwm-
curred in the operation of the well, together with 8 statement of the quantity of ol inid gas produced fromm it and the amount offproceed
mhud&mﬂnnkdthewdl'swkm;nmwedmdnm;damu&umﬁhh g the quantity of & and gas
produced during any menth, Consenting Parties shall use industry ecoepeed methods such be, but not Ymited to, metering dyperiod
well tests. Any amount realized from the sale or other dispodition of equipment newly 2oquired in connection with eny su
which would have been owned by a Non-Consenting Party hed it participated thesein shalf b credited against the total uns
dtheworkdommdo(theequipmntp\uchsedia&wuidngwhﬂuhmdamﬂhﬂmﬁnﬁﬁ:mmn
.mmm;mums.mm.igm,bepummNont:omﬁngr‘?m. I

1

) B Fezeut véise dpbinuet w Wit UY 9
. . : [ o Prwteans Lumiass
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ARTICLE Vi
continued _
HMM&:WMWMM.NMM:W” 3! the amounits provided for above,
thztdinqm:hdinmuoimMn&umm;hqhﬂmmﬁmﬂymdlnd,ﬁmudd&rw&mmmw
Consenting Porty shall oun the same interest in such well, the il ond equiptnent in or p g thereto, and the production

- thmlmnuuhNm&uhnywo\ndhvebemmmhdlohdnpnmdpddmﬁndrﬂlhx,m«hng,ckepmmgorplugm

beck of said well, Therealter, such Noa-C Ptnyahtllbechuadmthlmlsﬁﬂplylb te part of the further costs of
mmammummmemdmwmmm Procedure attached hereto.

Nmkhunadm;ﬂuwwmdii\amﬁdevml.xtuwmmtmzmunﬂmdmmmwdhm
bempkwduwprodmd&omamdumkwwhthnnﬂbamddmlmemd\emwmmum unless such
wdlmbnummzdmmhgwdlmpmﬁxmchwcedmnly

mmmdmumkmnhmmmmWummdwmmmwhmw_»\

except (s) as to Article VILD.1. (Option No. 2), if selected, or(b)um&emhu;. mdplumhdo(uxhxmmlwﬂ

after it has been drilled to the depeh specified in Article VLA, xluslnllthudwprmmbu hole or, if initially completed for pro-
dncden,cusaeopmd\uhplmqumudu. N

3 smgmwm-«nmn.mmuwu@mmwmm.nmmm
oomplcnd.nndlbemﬂuwm&dwhwﬂamﬂ-wwwm&gumnlm’swrwdun

" rewarking, drepening, mmw«mmumammu and borne 23 part of the drilling or deepen-

ing operation just completed. Stand-by costs subsequant 1o all parties responding, or expi d of the response time permitied, whichever
&uoecum.mdpch'wmuwmmmddwmmmwhmdmmpm
nmalpnmphdAthlB.ZMhdmgdw-dbumumdthpmdmmudnwuwbwqwdy
mMWdWMMMﬁmM&MMW*W&;WmMW
nChCommdnngyshmunﬂmnonEdﬁbt"A"hnnbdnewhlhmu}u:hov\l.m&hibu“A"dnllCmdu;

. ! :

" ties.

4. Sidetracking: Except as hereinafter provided, maewbaudmumnpﬂipbkwl"dapmm‘ opefation shall

. al-obenpp&:abkwmypropnulnincmﬂymmlmdinmdomﬂydanut-dkmmdnnmdmgnhebo«mhok

hmdon(hu&and"ﬂdmdh;)uhhcnwugbmdnhdn«nmmlhnkhmhokumdoﬁw
mechanical difficulties. Any party having the right to participste in 8 proposed id scking operition that does not own an interest in the
Mn{lb«tuhdmdhmhm.ummwmnm»m'dlhrnmiuwmshm(cqud
mmm-mmmm)dumdmtmdmmmgwe!hmwhuuiudubﬂows

u)ummaumm&ummdqmmmmmu basis of the actual costs incurred in
thlmdd&ﬂlmgdd&wﬂdowubﬂnd:pd\uwhkh&cm'wu

(b)l!dupropadbhmm;nmﬂwmummzmnhmﬂulhumemdmml‘n
vz b down to the depth at which the sidetracking operation is init determined in accordsnce with the

. 4

p-wmd!xm_:"C".umwmdwguum@dmgumu

hthem&umdwh:-demdﬁgop«dmhdmwh&&q&dmmwkw&dsmmtbﬂupomzpuiod
Mbekmhdmhw@ﬂ)mmmd&nmhy.&m&yndkﬂm ; hawever, eny party may request and
m«wwmmmapmwamwmmmm tespond by paying for al stand-by time
incurred during such extended response period. Hmemnmemdmumnhmdd&dmwmhmpmdwmm stand-
by costs shall be sllocated between the parties taking additional time 1 respond oa 8 dey-to-dey basis in the proportion esch par
tythmushanmhm“A"bunmhmﬂmunhowauw:“h"?(ﬂ‘hemmh ochern-

C. TAKING PRODUCTION IN KIND:

Mmyhluhhhnd«mdydwdnmmmalﬂciqdupm&md'
exchusive of production which may be used i develop aod p and’is prepering and g ok
quMMMMGmWMMM g in kind or sep b bymy-
mdbwmaummumuwqu’m indjand‘ b

) U mumh-nu)wvmha] .

HSPp whaw il Ul & wvities by ]
: S : Sttt Aaics o ol Py bt udmj
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ARTICLE V1
continued

]
i
]
]
1

murdwpuybrwlyhmﬁmmm&mchmdw«m:’smﬁdxmvhkhkm

Mpmyshnnmumchdivwm«dmmdmnumumyhenm&hrd:espkdhmwhpmdm&m
the Contract Ares, and, except a3 provided in Article VILB., Mumwmm&wmmmumwh

its share of af production,

l

lndummmmbﬂwmh&emmmwmuhmwwmn
the odl prodiiced from ﬂ!CmmAm.Opuuorthetherixm,subhnmmcmmn
the obligation, mwﬂmn&hoﬂuuﬂitmo&mnm,mndﬁwdmewudu for the

tly dispose of its peoportionate share of
at will by the party owning it, but not
account of the noa-taking party at the

best price obtainable in the area for such production. Anymchpurch-nornhbyOpeuwnhllbcmbiectd'mmmﬁ‘htdd\e

owner of the production 1o exesclse at any time its right to take in kind, or separalely dispose]

of, its share of all il not previously

Gelivered to & purchaser. Anypu:chnuotukbyOpmwrdmyoth«wtyubuepfoﬂah-ﬂ}zmlyEotmchtensoublepcndso!

time as are with the mini
of one (1) year. ’ . . )

In the event oae or more parties’ wwdmmampmwm-

nudadchemdwyundu!hcpmimhrchnmmma,hummmtbnpemdinm

sndlor

Lalbrart st
to

ahvmwhd;u.&y«o&yhabtmyrmmmmmcdyqudu-ms;apecmpwﬂtmdmulmubw

‘be allocated to it, the balancing or ing b the resp
Wbawmﬂamham hether such an agr

of the pegties shall be

in accordance with any gas bakancing

Is attached a8 ExBibit “*B*’; or is u seperate agreeroent.

D, Access 10 Contract Area and Information: : : E

Each pecty shall have nccess to the C Ares at all mm.uiua{hcmmd

risk to inspect or cbaesve operations,

and shall have access at reasonable times to information pertaining to the develop T operath
and recocds relating thereto. Operetor, upon request, shall furnish esch of the other perties with

governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run Yickets and

- each moath, aod shall make availsble samples of any cores or cuttings taken from any well drille

ummmmmmgm»mop«m.mmumwm shall be
quests the information.

E. Abandomant of Well: . : ;

1. Abandonment of
drilled or deepened under the terms of this agr, and ls proposed to be compl
without the consent of all pertics, Should Operator, after diligent effoct, be unable to o

within forry-eight (48) hours {exclusive of Saurdsy, &mmumwm)mmdwdm

awhven.axhwqmlbedunednhumudwmwwum
mdmm&qpimbquuhhuuﬂ&&:mnﬁmdmtd&cwﬁuwb

such well. Myp«qmobhmwplummdm;w-dmnhudunﬁu
operations tn- seerch of oll andjor gas subject % the provisions of Article V1.B. .

thereof, including Op *s books
opées of all forms of reports Gled with
keports of stock on hand at the first of
d on the Contract Ares. The cost of
tharged to the Noa-Operator that re-

i

mzmumywmaszuMan acy well which has been
nsdryhoﬁcshnwhphlzpdmd-m
sy party, or shoukd any party fal to reply

posal t plug and sband
shall be phagged and abandooed in
in the cost of drilling or deepening
over the well and coaduct further

2. Ahandumutdwgthnhamhodmed:Mhrwy.vdinwhich%.aNmCoipmopulﬁmhubmm

thmmmmmm”mm,munwwm

y well which hias been completed as 2
to such aband the well shall

producer shall not be plugged snd abendoned without the consent of sl parties. U all peyties

bephmdmdabmdmdmmdamﬁmwlnbbrquhmnduﬂnm.m}udupe

nse of all the parties hereto, If, within

thiny(w)dapdwrwdmdmwmdmm&dmdomwwmwamﬂ

wﬂshhamwamumwmmcmml(a)dthbmnnw)mmwmdufmdullmdcmmhdd\em

with the pe of

perties its pcoportionate share of the value of the weil’s salvable material snd equipment, &

Eahibit “C”, unmmumdm.gumwamwdmmwmmgmmw

-the non-ebendoning pastics, without warranty, express of implied, swﬁdect-wqumdty o{

material, ol of ks interest in the well and related equipment, together with its interest i the losselx
terval or intervals of the formation or formstions thes open to produxction. I the & } of the aly

fwmess for use of the equipment and
old estate us to, but only as to, the in- .
doning party is o includes an oil and

ph:maﬂmﬁdmmmddﬂwndnw«w’muwdduaﬂnd

225 lease, limited ® the interval or in-

mdmmamammnwmbmhnmdm(l)ygrmdwhuthuuhuoilndkxpuw
duced from the interval or intervals of the formation or formations covered thereby, mchhupbeuthbﬂnmhedn&m

f i

L3 {

With Gas Bclancing Axreéme:{_t

o 1 b 3
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ARTICLE VI
continued

“'B", mwmu«m.omummm"mmm"mwmuwdbwmmb,.um
uummu«bum.mmsuubeh-u&mmmmamwnmdwwmnh
Cm-ctmbmwdhwdmmﬂmmm&mmm«uummd
interests in the remsining poction of the Conract Ares. ; :
f
Thevtesher, sbandoning pacties shall hive no funber mpoubdky.ﬁnwky wlhweuntheopmdwpmducﬁonkom
thewdlinthchwvduhmahumopmo;hethnndumy:ldamudmmyh&mdeundumemd:hhm Upoa re:’

quest, Op shall coatinue to-op the assig) vdhhmdhmm'mnhmumdwaum*
plated by this agrees pluqmyddidmﬂmand&upwhnhmymuulhqrmkddnwom:hmdmmgwd
well. Upon proposed absad: of the producing intervak(s) assigned of leaded, the assignor of lesaor shall then have thie optica to

npurdmemWmmm&enﬂ(wdnmvﬂmhmh)mdwﬁaﬂnmmmudnmﬂmwmem
visions hereol,

3Awammmmd~mwmgwum-&muwum
Consenting Parties in the event of the proposed sband: of any well excep ‘komndmbmdedhowm.no-dlmﬂbe
pawwmdyphggdmdnbndomdmk.wdunuhﬂwﬂshmlduddunom&ahmhnpalﬁdnthcehhwbinnodﬁnd'
dmepromdubwmmmdwmzommﬂqmwmuhmhwuh datice with the peovisions of this Article
VLE. ! R

ARTICLE’ vu.
mmorruxas m mmun or PAnrms
t i

A. Lisbility of Pastiess

mmdmmmumw,mmamnwmm&wwhhm “ard

shaﬂbeMkﬂhmmmmdhmdh%ﬁmtthnnmNuAmdhﬂy.thelempmM

among the parties in Article VILB. are given to secure daly the debti of each severally. l;unotmrnmdthpcﬂuum nor

Mmmmkmdaaum:m;wummipumpm uwmdudupumhbkup-mm.
i

B. Liens and Payment Defaults:

[ i

Each Now-Opeeator grants to Operacor a lion upod its il sod g rights in the Contract Arey, and # seciarity lntefest in I share
oloilmdlcrpwbaummdndmmnmmmt.wmmmdmﬁmdupmmwmm&um
st the rate provided in Exhibit **C"’. To the extent that Op hes s ity interést under the Uniform Comuiercial Code of e
suuOpemutMhmmmmmmuumd-wﬁmmdscdhmhnmdummddmob-
mdiwwwhhmmehMmmdnmmeﬂRM
rights or security & 03 security for the p h ‘hﬂh.m&k&mymmnhwdludun“.
nfmwmmmmgmnmwmmuumpmmmmmmm
d\uahdsn:her;mddlmdhrpumﬂthemwdbymmw.mhmumﬂw1
pmmumwwmumw:mmm:mgumdmmwm.mm
mclsecnmymmmioth:Nm-"L 10 secure p of Opersior’s propoetiop. dnno( :

lfmypmyhhoruunnble»p-yhmdmmm(w@mmdawmd«by

. Mm.&m«ﬂmmmlmww.ﬂummbyw.mmednpndmmnthsmmthn

theimauzolexhmchmehmdﬂ@mMm»MhmdhmﬂmMuM
mmmumwnmmmhmmm,

C. ?lynuulndAm-dngx ' . c x

M-mmwymwumunuw i d in the develop
chmducﬂmmwmmwuwdmmm&h whhﬂwimpninm
tonate shares upon the expense besis provided in Exhidit *‘C"’. Oprmeqnmmddd!hmmm
Mn.whuuxdnddt:gundudhundcndmﬁd.

Operstor, at its clection, nunhmmmmume»mmwmmmmonmmmmnm

of their respective sheves of the estimated of the expense b0 be i ’hopmdmhcmdudmb;lhemm;
month, which right may be exercited oaly by sabmissh wsr.hnuhpmydn ized stob ‘ohndl timated expense, toge

with £ invoice fo itsshare thereol, Each such sutement and kvoios for the payment in advice of ext xpense shall be submitsed
mammm&ydhmmmﬁmmﬂnbwmmmﬁ!dm i
ﬁfueu(li)day:dmandiudnmndhwhhmedvd"wmﬁbnmhimdnﬂamﬂbhﬂddm ;
MMMMumMmM&“C"mmMWMMMMWWWM indftus
pmewmemdhtudmmwsﬂmhmmmdmdwm—m and no more,

n. Lhktﬂmd&pudhmx : . ot E
L DnllotM Wlthwt&cmtdﬂwﬂu.mwdlmbem«dumd.mmynn'
pumnmtoﬂnptwﬁbudhﬁdtﬂlldthhum w»mmuumm. ’
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ARTICLE VII X

continued !
O Option No. It Mmqapmdnmfmhdm«dmm;,mmwmmdthan including
naccsuymhg:mdlorwﬁneﬁdlmu. : ;
f l

® Optico Ne. Aﬂnecuwywmdkum{nrmdrﬂhngerdmmgndmdgdm‘w&Whusuchwdlharuch«!m
mdwduddqdn and all tests have been completad, mddleruubw{m&hdmd!em Operstor shall give immediate notice
m:thon—Opm:o:swholnnmen&huopnnmp-amdumphummmmmwnummshzuhmefotqdw
(48) hours (exclusive of Saturday, Sunday and legal hotidays) in which to elect to participabe kn the sétting of casing and the completion at-
tempt. Such election, when made, shall include coasent to all necessary expenditures fof the compieting and equipping of such wel, in-
cluding necessary tankage endjor surface facilities. Failure of any party receiving such nitice fo reply within the period above fixed shall
mmmmd«ﬁmwmummwmmmmdmmmmmﬁt lfoocorme.butludm-uoldum

elect 10 set pipe mnd w0’ Pt 8 ¢ , the provisi o(Amcth.Blhml(thephna ‘reworking, deepening or plugging
buck"nmullmeduAmcleBZ.sh:llbe’ d 10 include * ‘comp Mapglyw!heoﬂmmdudmmcduacdbyhu
than gl pesties. :

T‘ l

2. Rework o Plug Back: Without the consent of all parties, no well shall be rewoiked or phigged back except a well reworked or
plugged beck pursusnt 1o the provisions of Articlé V1.2, of this agreement. Coosent 1§ the rewosking or plugging back of a well shall
include all necessary expendicures in conducnn.mdlopu:mmdmpknngmdcqmn;dqdw:ﬂ.hcludin;’nmryunhn
andfor surface facilities.

3. Other Operaticns: \V’thoutthecnmuudmpmiu.Opnuﬂunwundaunmylmyepmparmablyuﬂmnd
to requise an expenditure in excew of . Eifty Thousand Dolars (3..502000.00 )
except in connection’ with & well, the drilling, rewocking, dmm.mpmlmnpkmétphwumdwhd\hukm
peevioualy suthorized by of p 1o this ags provided, h .d\n.mmudemlodon&'cﬁoodwoth«wddm
emergency, wmdmmuwmxmn.m:myuhmchmmdmm p a8 in its opinion are required
to deal with the emergency to safeguard tife and property but Op , &3 prompy a5 posaibl diqﬂnponduawmmtheodwr )
pnmc.HOpammmau:homyhapm&xm(AFE)hmmm,Opaan(umnhmmeOwwmmqms&u

an information copy thereof for any single project costing in excess of_;Iwesityj£ive Thousand =~
Dollans (3_25, .00 mummuum.m.ammmpummn.

B. Rentals, Shut-in Well Pay and Minimum Royalti

i

H |

. Reotals, shutin well payments and minimumm royakies which may be required urder the terkus of ny lese shallbe puid by the
pasty or parties who subjected such lesse to this agreement at 115 or their expense. lnthbevmuwdormpamesonmdhnvecm ’
mb\mdmwutsmthqmnelmewmuwmt.mhmmydmmmotmwubwmxemdwymuhw,.1
behalf of oll such parties. Any party may request, Mmlkmuddwrcdu.pmpuwqulmwdapaynmu.ln:heevcmol.
failure to make peoper payment of sy rental, shut-in. well payment of minimum royalty through mistake or oversight where such pay-
mhnquhdmmdnumluumhunybswb:hmnlukvmwchmnwmtﬂunkbuummodmammmem
visions of Article IV.B.3 . o v

. : | .

Operstor shall notify Non-Operator of the anticipated completion of nhut-in m‘irell,or(h:ldtutﬁn;hormumw production
of » producing g well, st least five (5) days (excluding Seturday, Sundsy and legal holidays), o at the carliest opportunity permitted by
circomstances, prics to taking such ecton, butumnohah’htyhhlum(odow}uducvqndhilumbyowtwwwmdy
Noa-Operator, the koss of any Mmmuhmhmw&ummmmxdyp?ymuofmyshux-uwellpaynwm
shall be borne jointly by the parties hereto under the provisioas of Article (VB.3. |

l' Taxes: . ;

.

wmmwwmmmdﬁawauwﬂqﬂummlwd V ton il p y
mbhcteothbmwlud:byhvﬂmwbemdudbrmdmmdnlm;-ynlmlmauuud(hcmbduethq
become delinquent. Prior to the rendition date, ewchNquuthmﬁOpthbmmmumbmdms(&omdndt.htm(
be limited o, royulties, ovesviding royalties snd prod poy mlmumd?lmdpummuibuudbymm
Operator. If the d veluation of any ) “‘umeis d ‘bymmdlubduwbhn outstanding excess royalties, over
riding royalties or produiction pay , the reduction in ad val taxes resulting therpfromi shalljinure to the benefit of the owner or
owners of such Jeasebold estate, and Ope dnllndjnnmnchu‘ubmdio‘pwoccmn to reflect the benefit of such réduc-
tioa, If the ad valorem taxes are based in whole of in part upon separste valuations of each party’s w interent, then notwithstanding
enything 1o the contrary hegein, dnqamlhcpmmuhnbcm&mdpub‘;mw& hereto in eccordance with thé tax
vdue;enemdbyeuhpmy:wkin;inwmcpmmrﬂ-nhnhmmhm&mmummdmmmh
the manner provided in Exhibie *C*’. . R

uwmmmmmmowlmtmy.nmdhcmmmmmeﬁmmd? )
mnbdbyhv,andmwmmwlﬂmlhwmimmwhudmlbamhm’ ptmp'lonohpddn«

mination, During the pendency of sdministrative or judicial proceedings, Operator may elect to pay, protest, all such d any

interest and penalty, Whmmymmuwmlhubmﬂnﬂydmmmmdunwymemh t ac-
Wﬁ&mhw«md'mhymud.ndhmnImMMbemudmme mdbtpnd . 88

ptoviddm&hibh"C" . ! x,

¥
qu:haﬂpayorumwbepudlllpmdumuvm.wdx Mwm%wumﬁﬁ%&mw
diepmducthnutlundua;olnd\mysshuedod-ndhrppm&mdundeth(mmdlhum;‘f- i
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‘A, Susrender of Lenses:

mhnmuma&:hdmpdymd«ummtdthem wiﬂmtvumty*hlh.wT

AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT 1981
ARTICLE VII - f :

G. [nsursace ;
Aunumewmeopmnwlmcm@mdhum Opmmrshaﬂoomplywiﬂ:dnwtmmampuuﬂouhwol
the state where the ions are being condy d; peovided, however, that Operot may'be & elf-insurer for Habiliry under 3aid com-
pmmionhvlh\vhicheventtheonlydmguhnshmbemadewtheinmmums?mlhen ided in Exhibit **C"". Operator shalt

;akoanyorpmvidein.wmh'thebdgﬁidmioiatwdmdthémuoucﬁmdm&ﬁﬁt“b" atachied 1o tod made  part

hmofommrmmmanmumu;mnmxmuuunmm.&mwmrplymmmw-tmmmpamdm
hwohhcmnwhuetheopenuon:mm;mdumdmdwmmmhomummu%wmymwe
L]
lnmﬂmlluhmobﬂepublklllﬂlky'hsumhwciﬁdhﬁm"D".otsu quently receives the epproval of the
mm&mcm;eu-numwopmwuummnmaminsnimbfopuuu'smmodumipm:.

" ARTICLE VIIL
ACQUISITION, MAINTENANCE OR 'rnmm oF nvi‘

. P
The leases covesed by this sgreement, insofar s they ecab eage in the Contract Arps, shall not be susrendered in whole
oc in port unless oll parties consent thereto, «

However.ihouldnymdunlommd«mnmhnyhuothmywﬁurhnd.nddtod&twdudoum A

" agree o¢ consent thereto, the pesty desiring to survender shall assign, wn}mzawuiulmpﬂed wasranty of title, ol of its interest in

such lease, of portion thereo!, mdmynﬂ,mwhlndzquipmvhkbmxybflomd \
thereaftes secured, to the parties not ting to such surrender. If the interest of this assi
terest, mmmﬁmwmdamwmzmy«w&m 3 to such
sud:oilmdmmmbumolm(l)ymmdwhngmmfwuqldbrpb
Jesse to be on the form astsched hereto 28’ Exhibie **B". Uponwmtofh'u,them i
memmhxmwtmd wuhmpmwmmmmpdorbadmdtheopuaﬁondmywdl
sttributable thereso, and the ;’,MMWuthmwmemmWMpm
dmmm&nm:mnkhmdmuyhgmﬁwmmdh ‘hnﬁnylm’mukuuhaﬂpaymt'he
party 2asignoc of lessor the recaonable salvage value of the latter's interest in any wells equipment attributsble to the asigned or leas-
ed screage. The value of off material shall be decesmined in accordance with the ‘of Exhibit ‘‘C"", less the estimated cast of
mmnmumumdmmwuummu u'hhvo:tolmnb-nmpmy,minm
duuhemndbymmumwmwmm-mmda&m Minﬁmdnﬂwchpnm’s. :

Mywmmgbnwwmﬂemmwmmmﬂmm«m. assignoc’s, lessoc's or sureendesing
m‘shwuitwumw&myb&rtmemuhuwmmhmb&m lheConmAm.mdlhcmast
auigned, leuedormmndmdmd baesy p A , shall not U hwbhqwdnmmdmmdmu
sgreement, .

B. Renewal or Extension of Leases :

If any party secures & renewal dmoﬂndpskambﬁnwthnw.inﬂodm‘
shallhtvﬁheng}ubrnpunddm(mapbﬂnmrmdmhmﬁchwlvchnoelmmm:mheowwshspohhe
mmm.mnmu-&mmmmc@mmbymwum acquiced it their several proger pro-

p«mmmawmmuwwmmammmmuwmm Arey, which shall be i propostion to the
itesests held st that time by the parties in the Contract Ases, H i .
| !
If some, but less than all, of the parties elect to participate ia the purchase of o* hﬂsekdunheowndbyﬂnp-m

who elect 1o participate therein, h.:mwumhwamww‘dmmmmcmmm
W the nggregate of the percentages of participation ia the Contract Ares of all pertics padticipatiag i the purchase of such senewal lesse,
M,mdhuumh-mmmem»mpmmnmummu%

Exhpmywhnpmicpmhthedemdmmnkmmmtdiupmmmmm«eh
by the scquiring party. '

nepmmdmmmmmmm-wmqmu&emjmeomdbymmﬁﬁn.m
wmmlynmamm«umwmmmmm-h of its predecessor lease, of taken or
conteacted for within six (6) monthy after the expiration of the existing lesse shall be subjct 15 this' frovision; but any lesse con-
t.nmdﬁotmthnnx(s)mdudw&emdnmghehﬂmhdmdnmnﬂl«nmdwww hibject to
the provisions of this agseement, 17

The provisions in this Article shall siso be spplicablé to extenslons of od end gas’ lesses.

C. Acreage or Cash Contributions: : ‘ x

.5 S
Wlﬂe&hwuhw,ﬂnymymmhaewmmuqhW&umd{mu

mmm&%wmmmmupdwmmmmﬁd other ope
applied by it ageinse the cost of such drilling oc other bt in the form of

11
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equipment end production unless such disposition covers either:

3

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE VI " b

continued ; !

suid Driling Partes shared the cout of driling the wel. Such acreage shal  separate Coatract Ares and, 00 the extent possible, be
8 d by pr identical to this agreem Mmmmmqmwndnympwmhmmm

" it enay cbesin in suppact of any-well or sny other operstion oo the Contract Ares. mm isions shall also be spplicable to op- -
-nomlri;huuumwwuided\e@mmAmwh:hmumpponohwdldnndmndem&nmm

Y any party for say considereth | wdhpomdnchpnﬁsm  substances ‘produced h der, such
Mowdnﬂmkm:mmwummwmdhmhwmc

D. Maiatenance of Unifoce Intesests |
For the purpose of maintsini if of hig i the oif and gas lewsehold it covered by this agr o
mm:lmmbem«mmmatuinWmmmemmmmmmdhm

1. the entire interest of the party in all lesses snd equipment and production; or
z.mmmawwmammmﬁa:mmm&mm:m

Every such sale, encumbrance, umuo&udkpwmmbymym;ﬂuﬂhmhapmdymbﬂnomhwm
and shall be made without prejudice to the right of the other parties,

1, a& any tinme the interest of any mybdv&dmnﬂm&hh«m{mmom%ﬂ.n&&uﬁ.m

. require such coOwners to sppoint & single trusice or agent with full sulhority W receivé notices, § expenditurey, receive billings for
mdwondmy-whm‘;ﬁmddubhumdp&dpmﬂym{b.md th powes o bind, the coowners of nch
. party’s interest within the scopz of the operath b d i this ap h er, all such Mmﬁeﬁqﬂbmw
into xnd A of 2 for the disposition of their respective shares of the off and gas produced from the Contract
Ares 0d they shall have the right to receive, separately, payment of the salé proceeds thereol.
‘ }

E. Waiver of Rights ro Partition: !

If permitted by the laws of the stz or states in which the property covered is § '.uchpmyhcrmovnium

nnd:videdhurdtmtheConmctAmwnvaanyandnﬂnghuunnyhanwp‘rdnonmdhaven-sidewiths‘evuikyiumdx‘vld:d
intevest thesein,

F. Prefecentisl Right to Purchase:

‘Area, it shall prompily give written notice to the other parties, with full inforimation copcerning ita proposed sale, kil mclude the
bume xnd sddress of the prospective purchaser (who must be ready, winn‘md-bhao ; : peice, and all other terms
of the offer, moﬂwwﬂddnlthuhw:monhmlpthrﬁ;hx.ht periosl.obve {10) days jret receipt of the notice, to purchase
on the seme terms and conditions the intecest which the o pooes to sell; xid, i this optional right is ised, the purch
iummﬁmduwd-mdmwm' pISp :hauhham‘uo(e-chbmm total interest of all purchasing pac-
Ro-pretH mln;huomm!honmu-hmmym to mortgage ity nterests, of to
; m«pa-.mmnhm W&mauhddwwhmmﬂy:ﬂd' mmlwbadluyu:puuucun—

£ oh
y-of-a-pec posry -any pony y-esc-party-owas ority-of-the-mock.

ARTKCLE IX. '
INTERNAL REVENUE CODE ELECTION

. This agreement i3 not intended 10 creste, and shall not be construed to creste] s relsth of g hip or sn
for peofit between or among the pesties hereto. Nm:mdn'nyptwmhuudndun;lqpmdhﬂmuhmmdumm
.ndmmmmmummwxummaﬂmmmmuhwmm
this agr and the ions hereunder ure tegarded as a partnership, fach party hereby alfected elects o be excluded
from the spplicetion of e of the provisions of Subckepier “K™, Chaptes 1, Sublide “*A”, of the Iarernad Revenae Code of 1954, 2 per-
mitted and suthocized by Section 761 of the Code aad the regulations promulgated thereunder, Operator is authorized end directed to ex-
qcumcnMddwmwwmmdmdxﬁmumyk-wdhtth-‘:unryoNuTmrydm
mmm«mm«nwmsmhmmmmmmwma ) ulldthéranmmu,

evxdumoftluuhmon udnﬂmymnﬂmumhmdhmuhrtho&u uind®
Federal Internal Revenue Servioe or a5 may be necessary to evidence this election. No such party giwmymauh
£rtion inconsistent with the election made heseby. Hmpmu«ﬁmmmuxhuddn it OF states ia which the
m;mw«mmmmmmdumwmwwmn
Subtitle “*A", of the laternal Revenus Code of 1934, under which mn clection similar to) that
mirted, ench party heseby sffected shall make such clection as tnay be permitted or required by
tion, ecch sich panty states that the income devived by such party from opesations h de

ocomputation of psrmership taxable income, :

12 i
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ARTICLE X. !
CLAIMS AND LAWSUITS ‘
l
‘
Opetmtm-y;akmymmgudmdmpmumuﬁq'xﬁwwnmmiwm&m
[ Dollars
( 30 090,00 uﬂﬂmwmkhmmdmmhmﬂunmm\w&mxw
ceeds the sbove amount, the parties hereto shall sssume mud take over the hurther handiing of the kaim or suit, uiess such euthority is
delegated to Operstor, All costs and expenses of handling, seuling, or otherwise discharging such]claim or suit shall be st the jrint ex-
pense of the parties participating in the operation from which the cisin oc suit arises. } o claim is thade against any pacty o i eny pasty is
wdmmdmymmmmammmvmﬂnﬁmmnmdbemmd'dieri;hujven
Opuwbymnlmm.wchmylhﬂnmdymdyanmmddfdnmoruulhlﬂbeuewdumyodwchlm
or sult involving operations hereunder. .. . .

. ARTICLE XI.
FORCE MAJEURE

’

If any pasty is rendered unsble, wholly or in part, by force majeuce to canry outits [
the obligaticn to make money payments, that party shall give to all other parties piompt writ notice of the force msjeure with
hmubbhlwnhhsmﬁuk&mpu,&cobﬁyﬂmdﬂnpﬂdvhghm far a8 they are affected by the force
majeure, shall be suspended dusing, but no longer than, dnmadnnnecddnfnmmam i affected porty shall use afl resscasble,
dnhgmmmed\cluummﬂmuﬁmuquﬂbspfmhh .

. Thcnwumnhmmyhumhu:mlkrcuuﬂdmmmmﬁkdmﬂdﬂmmmm:dmm
lockouts, or other labor difficulty by the perty involved, mmryw’iuw\dls,ho'lﬂwch i ies shall be handled shall be entirely
mthmthedumonoﬂbep«tyeoncemd. .

The tesm **foece majeure””, nhucemphyd.s!ullmnmdcod,wih. , dc other industrial disturbance, act of
the public enemy, war, blockade, public riot, Bghtning, fire, uan,ﬂood.aphba.pvamal action, governmental delay, resiraint
o inaction, mmdhhutyolequmeu.mdnymmx.wmdmkuﬂwﬁnﬂymmdewmwhkhs
not ressonably within the coatrol of the pasty claiming suspension.

ARTICLE XIt.
NOTICES

All norices suthorized or requiced b the parties sod required by say of thi grovisiodd of this unh:othavdn
mﬁaﬁymvuhd;h!bemmwm;bymdwmpuup«dwpp«pdorhylduwldwmda&mdb
the parties 10 whom the notice is given ot the addcesses listed on Exhibis “A*’. The i ting natice given under any provision hereof
shall be deemed given Galy when received by the pasty to whom such notice is disected, pnd the time for such pasty to give any notice in
mpuuth«mshalm’nfmm&edauﬁeoﬁgimﬁn;mkzhmﬁvdﬂumqwmw:mdﬂkmdﬁyd
when deposited in the nwil or with the telegraph company, with postage of chasges peepaid, or sent by telex or ttlecopier. Each party
shalk have the cight to change its address at any time, and from tise to time, by giving written notice thereof to all other partics.
. . N t

ARTICLE XIII. :
TERM OF AGREEMENT |

i A
: ’m:weunmuhdlrminhhlhmmddktummﬂ:dphumdqdphmmbﬁnmhme
period of time selected below;, provided, however, nop-tyhamshnmbcmuwedum ing any right, title or interest in or to say
hnewoﬂuﬂwhmmwbymyodwpmyquddumdthnm .

a QEonNo.PSobo;nmdmeodudubumbhc:wmw'rmzhuu!cominuediniomuwmypm
of the Contract Ares, whether by production, extension, renewal or otherwise. ; :
-] OptbnNo.Z.hiheusuﬂuwdduuibdnAmchl.A anym'dd:ﬂkdm&rmypmwdlhk

results in production of ofl and/or gas in paying quentities, this sgs 1§|l h&tunloagumynd:-dlu
srels produce, of are eapsble of production, end for ea sdditional period of 90 . days troma :
hownernl mwhmda&h%ﬂwﬁ.mumdhmmn

mmmwwummmuwummh
well described in Article VILA., of sny subsequent well drilled h & mhnadqhdznd_ other well is producing, gicpeble

mgmmmm_m_anmhbudeﬂd

1t is agreed, however, thadwwm-ﬁmdthcwﬂnﬂu«rﬂhnmym
xcmedo:mxhadmwdndmdmhm . '
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ARTICLE XIV. '
COMPLIANCE WITH LAWS AND uxcuumous

g
A. Laws, Regulations s0d Orders: : ;

i
This agreement shall be subject to the conservation laws of the state i which the Coatract|
mguhwu.mdmdmolmydnlymummdnguhmybodydudmmdudl
MMWMMM ;

B. Governing Law: : '

This agr and all v g hereto, including, but not limited w‘m.+mozp«.
reme&a.pmcadmu.mht.duhundhmmumor tion, shall be governed und determd

dwOonmAmhbmhd.lhheCmmAmummotmocuuas,mehwddaemuol
shllgm

C. Regulatory Agencies:

Nothing herein contained shall grant, or be coustrued to grant, Operator the right oc autho
privileges, or obligations which Nea-Operators may have under federal or staté laws of under rules|
under such laws in reference to oil, gas and mineral operations, including the location, oﬁemm o
ting or adjscent to the Contract Area.

1

Widtmp«tmopaﬂhmhum.NmOpmmqplnmceMOp&wm%mnynd

Ases is located, to the valid rules,

applicadle federal, state, and local lsws, or- ]

ormance, noa-pesformance, breach,
ned by the law of the state in which

fity 10 waive or relesse any rights,
regulations or orders promulgated
production of wells, oa tracts offset-

mhnm.dmnp.mdm
ter or spplication of rules,

mdmdmﬁmuﬁngmd,hﬁhumdmmmwhﬂmdjﬁomf‘; s §
rulings, regulations or crders of the Deparzment of Energy of predecessor or successor 4 to.

plication was made in good faith. Eech Non-Operstoc further agrees to reimburse Operstor for an

14 vF

extent such interpretation or ap-

Operstor's share tf production that Operstor miy be required to refund, rebate of pay 83 a resuk of
aﬁphh.mh«ﬁmhmmdmmummomwwenmu!mh&mhc

Noa-Operators suthosize’ Opesator to prepare thd submit such docurnents 13 may, be requires
dmyau&dwuhanmduuwmymhumundqwmtndwnwkmdme
of 1980"", nmmybnmmdnd&mndme(om("Aa").ndnyanrquhMovmlaw
W«ﬁmmmmmwﬂkn!ﬁmhmwwwmymm

spplicable w such Nea-
such an incorrect interpretation or
prrect intecpretation or apphication.

§ to be submitted 1o the purchaser
'Crude Oil Windfall Profit Tax Act
hich may be issued by the Tressury
certifications or other informstiva

whxh-mudmbehmhbdbysadMnamymmwdhmﬁuutdeqﬁspwm]tmmm;ﬁdkt.

. . ]
ARTICLE XV. .
OTHER PROVISIONS

Notmthmndmgmythmghmmzonwoonuny ulugreedlhatwhqnwcn
objective depth o the objective formation and the Corisenting Parties'in the we
the sequence and timing of further operations regarding said well, the fo
order of pricrity enumerated hereafier: .

3 Ll R

a Aa clection to do additional logging, coring or testing;
b. An clection to attempt to complete the well at either the obj

e depth
&n alterndtive depth or formation;,

§
3
i
i
t »

¢ Anclection to plug back and attempt to complets said well at
d An clection to deepen said well;
e. An election to sidetrack said well,

1t is provided, however, thatxf,atthebmcﬂxeCumhngPﬂesm "
‘the above cloctions, the bole is in such a condition that & reasonably prudent
.}mmmmwwmwmmdwmmolmhf
p!acmgtheholcmjcopudyalosmgﬂsmpmwmplwngtbc

depth o objective formation, suchclepuonshal!beehmmmdﬁ'omthcpnom
hereinabove sct forth.

'
{
s
'

-4

exator would

i
|
]

hvebemhﬂcdwﬂm
cannot mutually agree upon
clections shall control in

of objective formation;

o

umu-mua-lhhﬂ' ’
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ARTICLE XVI1.

Thsqnumushﬂhehnﬁmuwuuﬂdulhwewﬂlbndkolﬁepmbhuunfﬂbthkhnuﬁnhﬂﬁdnbng

legal representatives, successors aad assigns.

minmunmqhmﬁdhmmb«dmmuddwﬁd{ﬂhmﬁdnd—naiﬁﬂh-ﬂm
I .

 IN WITNESS WHEREOF, this greemuent shall be efecsive ssof _13t___ dayof__March 19 97.

OPERATOR

OXY USA Inc}

’
|
't

NON-OPERATORS

Attorﬁey-in~Fact

ThreshQId Development Company

4

By:

Leland Hodges ’ i

. | :
Broad $treat

By: E

Financial Company

Herbert F. Boles . , i

Norma J. Boles ‘ : i

.15-
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Ll ﬁ“A” . ;
s.

Attached to and made a part of that cértain Operating Agreement dated March 1, 1997 by and
between OXY USA Inc,, as Operator, and Threshold Deielopmé)nt Company, as Non-Operator.

SR ——

Sections 8 and 9, T195-R29E, NM.P.M,, Eddy County, New Megico.

{.

OXY USA Inc. ) 100
Broad Street Financial Company 0
Leland A. Hodges, et vir 0
Herbert F. Boles 0: 290625
Threshold Development Company _0

53.50000
17.43750
5.521875

. 100
, ) ';v . .
. complsted giove the pase of the Bone Spriogs

OXY USA Inc. - © T 50.000%
Broad Street Financial Comipany L D18.750%
Leland A, Hodges, et vir P 5938%

Herbert F. Boles 0.312%
Threshold Development Company L 25.000%

. - 100
IV.  Addresses of parties for notice purposes; -

OXY USA Inc.

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

Midland, Texas 79710

Broad Street Financial Company
37 West Broad Street, Suite 1100
Columbus, Ohio 432154132

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

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

Threshold Development Company
Attention: Bud Vinson

Fort Worth Club Tower
Penthouse II, Suite D

777 Taylor Street

Fort Worth, Texas 76102




Exhibit uAn
Page 2

V. Lease Schedule:

LEASE DATE:
LESSOR:

LESSEE:

SERIAL NO.
RECORDING DATA:

DESCRIPTION:

April 10, 1939

State of New Mexico
Countinental Oil Company
B-830%6

Not Available

All of Section 8, the SW/4NE/4, the NW/4, the SE/4 and the SW/4 of

Section 9, T198-R29E, N.M.P.M. limited to depths below 3000',

Eddy County, New Mexico.

LEASE DATE:
LESSOR:

LESSEE:

SERIAL NO.
RECORDING DATA:

DESCRIPTION:

December 1, 1991 By
State of New Mexico
Mitchell Epergy Corporation

. VA-0465
" Not Available

The NE/ANE/4 of Section 9, TI9§-R29E, N.M.P.M. limited to depths

below 3000", Ed{dy County, New Mexico.

LEASE DATE:
LESSOR:
LESSEE:
SERIAL NO.
RECORDING DATA:

DESCRIPTION:

December 1, 1995
State of New Mexico

* Ameristate Oil and Gas, Inc,
" VB-0455 '

Not Available

The NW/4NE/4 and the SE/ANE/4 of Section 9, T19S-R29E,

N.MPM. limited to depths below 3000", Eddy County, New Mexico.




COPAS -~ 1984 - ONSHORE
Recommended by the Coundl
IGIEY 601, moxsco ) of Petroleum Accountants . .
TULSA OK 74101 Sociaties m-‘
EXHIBIT Y
Attached to and madé a part of
o h QX OSA o as
XNon-Oparator.
ACCOUNTING PROCEDURE
JOINT OPERATIONS
1. GENERAL PROVISIONS
1.  Definitions
'_‘Joi{xt Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. .
“Joint Oparations” 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. i
“Operator” shall mean the party designated to conduct the Joint Operations. -

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

“Parties” shall mean Operator and Non-Operators. ,

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

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

2. Statement and Bilings

Operatar 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 uppmrr{ata classifications of investment and axpense except

&hat 1ltems of Controllable Material and unusual charges and credits shall be separately {dentified and fully described in
etail,

3. 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 fitteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advanee is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Opérators, :

B. ' Each Non-Operator shall pay its proportion of all bills within fiftesn (15) days after receipt. If °ﬁt is got made
within auch time, the unpaid balance shall bear interest monthly at the prime rate in effect at Bank of Amerida
in San Francidco _ _ on the first day of the month in which delinquency occurs plus 1% or the maximum - |-
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
i the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts,

4.  Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.

1-
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A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this-Section -
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
Joint audit in & manner which will result in a minimum of inconvenience to the Operator. Operator ahall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operater. 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.

Audits

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. Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions:

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

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

Ecalogical and Environmental )

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

Rentals and Royalties

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

Laber

A 1) g;leari:s and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
rations.

B. tor’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
- whose salaries and wages sre chargeable to the Joint Aecount under Paragraph 3A of this Section II. Such costs under
‘this Paragraph 3B may be charged on s “when and as paid basis” or by “percentage asscssment” on the amount of
salaries and wages chargesble to the Joint Account under Paragraph 3A of this Section I1. If percentage sssessment

is used, the rate shall be based on the Operator’s cost experience. o

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 I1. ]

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

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

Acbount under Paragraphs 8A and 3B of this Section I shall be Operator’s actual cost not to exceed the percent maost recent-
ly recommended by the Council of Petroleum Accountants Societies. . '

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

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

Transportation
Tranaportation of emplayees and Material necessary for the Joint Operstions but subject to the following limitations: -
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be mads

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

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

Services

‘The cost of contract serviees, equipment and utilities provided by cutside sources, except services excluded by Paragraph
10 of Section IT and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and oontractlaer
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 engsged on the Joint

i
|

Property shall not be charged to the Joint Account unless previously agreed to by the Parties,

i
|

|
Equipment and Facilities Furnished By Operator ‘

I
A. "Operator shall charge the Joint Account for use of Operator owned equipment and facilitiés at rates commensurate
with coats of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, deprecintion, and interest on gross investment less accumulated depreciation not to exceed .
percent ) per annum. Such rates shall not exeeed average commereial rates currently pre-

vailing in the immediate ares of the Joint Property. [

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the imnjwdi-
. 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, thedt, accident, or other cause, except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon 8a practicable
after a report thereof has been received by Operator. : .

Legal Expense i

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

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo- -
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding -
anything to the contrary heveéln, 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 & charge at Operator’s cost not to exceed manual rates,
Abandonment and Reclamation

Couﬂ?.incurred for abandonment of the Joint Property, including coats required by governmental or other regulatory
authority. ’

Communieations

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

Any other expenditure not covered or dealt with in the f&regoin: provisions of this Section II, or in Section III and which

i(’):: dhi'eet benefit to. the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
grations. ' . .
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IIL. OVERHEAD

Overhead ~ Drilling and Producing Operations.

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

Ex) Fixed Rate Basis, Paragraph 14, or
) Percentage Baais, 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 wagea plus applicable burdens and expenses of all personnel, axcept those directly chargeable under Pardgraph
8A, Section I, The cost and expense of services from outaide sourcea in connection with matters-of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expensa are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

fii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel e]thar I:emponnly or permanently assigned to and directly employed in
the operation of the Joint Property:

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

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

Drilling Well Rate $ 5500, 00
(Prorated for less than a full month)

Producing Well Rate § .. 550.00
(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 opentions for fiftean (16) or
more consecutive cslendar days.

(2) Charges for wells undergoing any typs 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 dste of rig
or other unit releass, except that no charge shall be made during suspension of operations for fifteen
{15) or more consecutive ealendar dm

(b) Producing Well Rates

(1) Anactive well either produced or injected into for any portion of the month shall be considered 43 a one-
well charge for the entire month. .

(2) Each active completion in & 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 authonty

(8) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall
be fomidered as & 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 u\{ well. This one-well charge shall be made whether or not the well has produced except when
. drllling well rate applies.

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agresment
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 preeedinz as shown by 'the index
of average weekly earnings of Crude Petrolenm and Gas Production Waorkers a3 published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics .
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus the oompuwd ad-
Jjustment.

“Br—Overhend—Pereeniage-Basie-
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——a)Deveiopment

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

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs pfovided under
Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchgsed for secondary

recovery and all taxes and assessments which are levied, assessed and paid upon the ming 4 interest in and
to the Joint Property. _ '
{2) Application of Overhead - Percentage Basis shall be as follows:
For the purposs of determining charges on a percentage basis under Paragraph 1B of'this Section 111, development

shall include all costa in connection with dnllmg. redrilling, deepening, or any refnedial operations on any or all
wells involving the use of dnllmx rig and crew capable of drilling to the progdlicing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in praparation for drilling and g&penditures incurred in abandoning
when the well is not completed as 2 producer, and original cost of construpfion or installation of fixed assets, the
expansion of fixed aszels and any other project clearly discernible as a fiXed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. ANl other costs shall be copdidered as operating.

Overhead - Major Construction
To compeneate Operator for overhead costs incurred in the construetid
fixed aseets, and any other project clearly discernible as & fixed ags
Joint Property, Operator shall either negotiate a rate prior to
Account for overhead based on the following rates for any Maj
A __ 5. %of first $100,000 or total coet if less, plus

B. —3 . %of coats In excess of $100,000 but lesy'than $1,000,000, plus

and installation of fixed assets, the expansion of -
ét required for the development and operation of the
@ beginning of construction, or shall charge the Jomt
dr Construction project inexcessof §

o/froject. For the purpose of this paragraph, the component parts of a single
prgeg:;hall not be treated separataly and the cost of drilling and workover wella and artificial lift eqmpmem shall be
exclu

Catastrophe Overhead

plicad costs incurred in the event of expenditures resulting from a single occurrence dus
jite, storm, hurricané, or other catastrophes as agreed to by the Parties, which are necesaary
0 the equivalent condition that existed prior to the event eausing the expenditures, Operator
é prior to charging the Joint Account or shall charge the Joint Aecount for overhesd based on

to oil spill, blowout, exploaion,
to restore the Joint Property
shall either negotiate a r3
tha following rates:
A __ 5 __ %ofibtal costs through $100,000; plus

% of total costs in excess of $100,000 but less than $1,000,000; plus
% of total costs in excess of $1,000,000.

ditures subject to the overheads above will not be reduced by insurance mwérias, and no other overhead provi-
61 this Section [1I shall apply.

ndment of Rates
The overhead rates provided for in this Section I1I may be smended from time to time only by mutual agreement between

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affeeting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idls and/or surplus
Material, such disposal being made either throuih sale to Operator or Non-Operator, division in kind, or sale to outsiders. .

Openwr may purchase, but shall be under no ob

igation to purchase, interest of Non-Operators in surplus condition A or B

Material. The disposal of surplus Controllable Materisl not purchased by the Operator shall be agreed to by the Parties.

1

Purchases

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

Transfero and Dbposiﬂou

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

-5~
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A. New Material (Condition A)

(1) Tubular Gopda Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill pablished
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving Soint nearest the Joint Property for which published rail rates for
‘tubular goods exist. If the 80,000 pound rail rats is not offered, the 70,000 pound or 90,000 pound rail rate
z&:ly be used. Freight charges for tubing will be caleulated from Lorain, Ohio and casing from Youngstown,

0.

(b) For grades which are spocial to ane 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 80,000 pound Oil Field
Haulers Association interstate truck rate shall be used. - . i

(¢) Special end finish tubular goods shall be E‘riced at the lowest published out-of-stock price, f.0.b. Houston,
Toxas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway veceiving point nearest the Joint Property. :

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

(2) Line Pipe

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

(b) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) less thin 80,000 pounds
shall be priced at Eastern mill published carload base prices etfactive as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)a) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.0.b. the point of manufacture
g;:urram new published prices plus transportation cost to the railway receiving point nearest the Joint
perty. . ' :

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on publiahed price lists shall be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed {0 by the Parties, . .

* (8) Other Material sball be priced at the current new prics; 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. ’

(4). Unused new Material, except tubular goods, moved from the Joint Properiy 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).

. Good Used Material (Condition B)

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

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

(a) At seventy-five rit (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or -

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

(8) 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.

. Other Used Material

(1) Condition C

Material which Is'not in sound and sérviceable condition and not suitable for ita original function until after recon-'
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not excoed Condition B value. .




(2) Condition D

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

(a) Casing, tubing, or drill pipe used as line pipe shall be priced ss Grade A and B seamless line pipe of com-
piarablg 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 & non upset basis. - .

(8) Condition E

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

D. Obeolete Material

Material which is serviceable and usable for its-original funetion but eondition 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 centa (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 overhoad rates in Section 1II, Paragraph 1.A(8). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

[:4] Mata;{ixl tain‘v«:lving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusua} 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 t6 the Joint Property; provided notice in writing is furnished to Non-Operators.of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and asceptable to Operator. .

Wairranty of Material Furnished By Operator.
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agenta.

¥. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1

Peﬁodle Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operstor of the Joint Aceount 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 bs represented when any inventory is taken. Fallure 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 Iaventories

- Adjustmenta to the Joint Account resulfing from the reconciliation of a physical inventory shall be made within six

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

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 guickly as possible after the tranafer of interest takes
place. In such cases, both the seller and the purchzser shall be governed by such inventory. In cases involving a changs
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 % the Joint Account unless agreed to by the
Parties,

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

-




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

Insurance Exhibit

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




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

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

EXHIBIT "E"
GAS BALANCING AGREEMENT ("AGREEMENT")
ATTACHED TO AND MADE PART OF THAT CERTAIN
OFERATING AGREEMENT DATED

BY AND BETWEEN S T ,awp
("OPERATING AGREEMENT*) RELATING TO THE

AREA, COUNTY, STATEOF

1. DEFINITIONS

The following definitions shiall apply to this Agreement:

1.0

1.02

1.03

1..04

1.05

1.06

1.07

1.08

1.09

1.10

L1,

"Arm's Length Agreément” shall mean any gas sales agreement with an unaffiliated
purchaser or any gas sales agreement with an affillated purchaser where the sales price and
delivery conditions under such agresment are representative of prices and dalivery conditions
msﬁngundexodwmnﬂatagxmhdwuubeWeenumfﬁﬁawdpamanﬂwm
time for vatural gas of comparabls quality and quantity.

"Balancing Area” shall mean each well subject to the Operating Agreomont that produces Gas
or is allocated a share of Gas production. If a single weil is completed in two or more
producing intervals, each producing interval from which the Gas production is oot
commingled in the wellbore shall be considered a separats well or Balancing Arca.

“Full Share of Current Production” shall mean the Percentago Interest of each Party in the
Gas actually producad from the Balancing Area during each mm;th.

"Gas” shall mean all hydrocarbons produced or producible from the Balancing Area, whether
from 8 well classificd as an ail well or gas wall by the regulatory agency having jurisdiction
in such matters, which are or may be made available for sale or separate disposition by the
Parties, excluding oil, condensato and other liquids recovered by field equipment operated for
the joint account, For the purposes of this Agreement, "Gas" does not include gas used in
Joint operations, such as for fuel, recycling or reinjection, or which is vented or lost prior to
its sale or dolivery from the Balancing Area. -

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

"Mcf" ghall mean one thovsand cubdc feet. A cubic foot of Gas shall mean the volume of gas
contained i one cubic foot of space at & standard pressure baso and at a standard temperature
base. ’

*MMBtu" shall mean one million British Thermal Units. A British Thermal Unit shall mean
the quantity of heat required 1o raiss one pound avoirdupois of pure water from 58.5 degrees
Fahrenheit to 59.5 degrees Fahrenheit at a constant pressure of 14,73 pounds per square inch
absolute. -

Openmr shall mean the individual or entity designated under ths terms of the Operating
Agreement or, in the ovent this Agreement is not employed in connection with an oporating
agreement, the individual or entity designated as the operator of the well(s) located in the
Balancing Area.

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

“Overproduction” shall mean the cumulative quantity of Gas taken bﬁ a Party in excass of its
Percentage Interest in the cumulative quantity of all Gas produced feom the Balancing Area.

"Party" shall mean thoas individuals or entities subject to this Ayacment. and their respective”
heirs, successors, transferees and assigns.
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(.12 “Percentags Iuterest” shall mean the percentage or decimal interest of each Party in the Gas
produced from the Balancing Area pursuant to the Operating Agreement covering the
Balancing Area. For the purposes of applying the Oklahoma Production Revenus Standards
Act bereto the terma, "Percentags Interest”, “Proportionats Production Interest, and *Working
Interest Share of Production” shall be considersd equivalent terms.

1.13  "Royalty" shail mean paymeants on production of Gas from the Balancing Area to all ownars
of royalties, overriding royaltics, production payments or similar intorosts.

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

115 "Underproduction” shall mean the deficiency between the cumulative quantity of Gas taken
by & Party and its Percentage Interest in the cumnlative quantity ofa]lGasproduced from the
Balancing Area.

1.16  "Winter Period® shall mean the months of November, Decomber, Jamuary and February.
2. BALANCING AREA

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

22  Inthe ovent that all or part of the Gas deliverable from a Balancing Area is or becomes subject
t0 ons or more maximum lawful prices, any Gas not subject to prics controls shall be considered as produced
from a single Balancing Area and Gas subject to each maximuom lawful prlce category shall be considered
produced from a separate Balancing Area.

3, RIGHT OF PARTIES TO TAKE GAS

3.1  Each Party desiring to take Gas will notify the Operator, or cause the Operator to be notified
of the volumes nominated, the name of the transporting pipcline and the pipeline coutract number (if available)
and meter station relating to such delivery, mfﬁcwndymadvancsfonheOpetam, acting with reasonable
diligence, to meet all nomination and other requircments. Operator is authorized to deliver the volumes so
mmmbdmdcaﬁnmd(ifmnﬁrmmhmﬂmd)nlbemmporﬁnxpipeﬁmhmordamwimthowrms
of this Agreement.

3.2  Each Party shall make a reasonable, good faith effort to taks ity Full Share of Current
Production each month, to the extent that such production is required to maintain leases in effect, to protect
the producing capacity of 8 well or resecvoir, to preserve correlative rights, or to maintain cil production.

3.3, Whena Party fails for any reasoa to taks its Pull Share of Current Production (as such Share
may be reduced by the right of the cther Parties to make up for Underproduction as provided herein), the other
Parties shall be entitled 1o take any Gas which such Party fails to take. To the extent practicable, such Gas
thall bo mads availabls initlally to each Underproduced Party in the proportion that ite Percentage Interest in
the Balancing Arca bears to the total Percentage Interests of all Underproduced Parties desiring to take such
Gas. If all such Gas is not taken by ths Undarproduced Parties, the portion not taken shall then be made
availabls to the other Partics in the proportion that their respective Percentage Interests in the Balancing Area
bear to tho total Percentage Interests of such Partiés.

3.4 All Gas taken by a Paity in accordance with the provisions of this Agreement, regardicss of
whetber such Party is underproduced or overproduced, shall bo regarded as Gas taken for its own account with
title thereto being in _such taking Party,

3.5  Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitied
in any month to take any Gas in excess of three hundred percent (300%) of its Percentage Intoreat of the
Balancing Area's then-current Maximum Monthly Availability; provided, however, that this limitation shall
not apply 10 the extent that it would prectude production that is required to maintain leases in effect, to protact
the producing capacity of a well or reservoir, to pressrve correlative rights, or to maintain oil production.
“Maximum Monthly Availability* shall mean the maximum average monthly rate of production at which Gas
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can be delivered from the Balancing Area, as dstermined by the Operator, considering the maximum efficient
well rato for each well within the Balancing Area, the maximum allowable(s) set by the appropriate regulatory
agency, mods of operation, production facility capabilities and pipelins pressures.

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

4 IN-KIND BALANCING -

4.1  Effective the first day of any calendar month following at least thirty (30) days’ prior written
notice to the Operator, any Underproduced Party may begin taking, in addition to its Full Share of Current
Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current
producton determined by multiplying fifty percent (50%) of the Full Shares of Current Production of all
Overprochuced Parties by a fraction, the mumerator of which is the Percentags Interest of such Underproduced
Party and the denominator of which is the total of the Pecrcentage Interests of all Underproduced Parties
desiring 10 taks Makeup Gas. In no event will an Overproduced Party be required %0 provide mors than fifty
percent (50%) of its Full Share of Current Production for Makeup Gas, Ths Operator will promptly sotify
all Overpraduced Parties of the slection of an Underproduced Party to begin taking Makeup Gas.

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

4.3 Notwithstanding anything' herein to the contrary no Underproduced Party which is a Non-
Consenting Party under ths Operating Agreement and is not then enfitled to participate in any operation
rugardingaBalmcin;Amshnnbeemdedlomhgufromuidl!alancingAmafwwhmhhb:Non-
Consenting Party.

s STATEMENT OF GAS BALANCES

5.1  Tho Operator will maintain approprizte accoonting on 2 monthly and cumulative basis of the
volumes of Gas that each Party is entitled to receive and the voluaies of Gas actually taken or sold for each
Party's account. Within forty-five (45) days after the month of production, the Operator will furiish a
statement for such month showing (1) each Party's Full Share of Current Production, (2) the total volums of
Gas actually taken or sold for cach Party's account, (3) the differences between the volume taken by sach Party
and that Party's Full Share of Current Production, (4) the Overproduction or Underproduction of each Party,
and (5) other data as recommended by the provisions of the Council of Petraleum Accountants Societics
Bulletin No. 24, as amended oc supplomented hereafter, Each Party taking Gas will promptly provide to the
Operator any data required by the Operator for preparation of the statements required hereunder.

5.2 If any Party fails to provide ths data required herein for four (4) consecutive production
months, the Operator, or where the Operator has falled to provide data, another Party, may audit the
production and Gag sales and transportation volumes of the non-reporting Party to provide the required data,
Such audit sball be conducted only after reasonsbls notice and during normal business hours in the office of
the Party whose records aro being audited. All conta assoctated with such audit will be charged to the account
of the Party failing to ptovide the required data.

6. PAYMENTS ON PRODUCTION

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

6.2  Bach Party shall pay or cause w0 be paid all Royalty due with reapect to Royalty owners to
whom it is accountable as if such Party were taking its Pull Share of Current Production, and only its Full
Share of Current Production.

6.3 Inthe event that any governmental authority requires that Royalty payments be made on any
other basis than that pmvxded for in this Section 6, each Party agress to maks such Royalty payments
accordingly, commencing on the effective date required by such govommantal authority, and the method
provided for herein shall be thereby superseded.

7. CASH SETTLEMENTS

7.1 Upon the earlicr of the piugging and abandonment of the last producing intérval in the
Balancing Area, the termination of the Operating Agreement or any pooling or unit agreement covering the
Balancing Area, or at any time no Gas is taken from the Balancing Area for a pericd of twelve (12)

~ consecutive mouths, any Party may give written notice calling for cash settlement of the Gas production
imbalances among the Partics, Such notice shall be given to all Parties in the Balancing Area.

7.2 Within sixty (60) days after the ootice calling for cash settlement under Section 7.1, the
Operator will distribute % each Party a Final Gas Setiloment Statezoent detiiling the quantity of Overproduction
owed by each Overproduced Party to each Underproduced Party and identifying the month to which such
Overproduction is attributed, pursuant 1o the methodology set out in Section 7.4.

7.3 Within sixty (60) days after receipt of the Final Gas Settlement Statement, each Overproduced
meomwwmﬁddbsﬂemmhammmm“memng accompanicd
by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the Operator
oftheGu(mbalaneomﬂedbytheOvorproduceJParty s payment,

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

7.5  The values used for calculating the cash settlament under Section 7.4 will includs all proceads
received for the sale of the Gas by the Overproduced Party calculated at the Balancing Arca, after deducting
' any production or severance taxes paid and any Royalty actally paid by the Overproduced Party to an
Underproduced Party's Royalty owner(s), to the oxtent said payments amounted to & discharge of said
Underproduced Pasty's Royalty obligation, as well as any reaszonable marketing, compression, treating,
gathering or transportation costs incurred directly in connection with the sale of the Overproduction. '

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

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

7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length
Agrecment, the cash aettlement will be based on the weighted average price received by the Overproduced
Party for any gas sold from the Balancing Aves tnder Arm's Length Agréements during the moriths to which
such Overproduction is attributed. In the event that no sales under Arm's Longth Agreements were made
during any such mondh, thé cash scttlement for such month will be based on the spot sales prices published for
tho applicable geographic area during such month in 3 mutually acceptable pricing bulleis,
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1.7 Inforest compounded at the maximum lawful rate of intsrest applicable to the Balancing Arca
will accrue for all amounts due under Section 7.1, beginning the first day following the date payment is due
pursuant 10 Section 7.3. Such interest shall be borne by the Operator or any Overproduced Party in the
proportion that their respective delays beyond thé deadlines sot out in Section 7.2 and 7.3 contributed to the
accmalofthoimnmt

7.8 Inlieu of the cash settlement required by Sectioa 7.3, an Overproduced Party may deliver
to the Underproduced Party an offer tossttle its Overproduction in-kind and at such rates, quantities, times
and sources.as may be agreed upon by the Underproduced Party. If the Partics are unable 10 agree upon the
manner in which such in-kind settlement gas will be furnished within sixty (60) days after the Overproduced
Party's offer %0 settle In kind, which period may be extended by agreement of said Parties, the Overproduced
Party shall maks a cash settlemeat as provided in Section 7.3 The making of an in-kind settlement offer under
this Ssction 7.8 will not delay the accrual of interest on the cash settlement should the Parties fail to reach
agreoment an an in-kind gettlement,

7.9  That portion of any monics collected by an Overproduced Party for Overproduction which
1s subject to refund by ocders of the Federal Enecrgy Regulatory Commission or other governmental authority
may be withheld by the Overproduced Party until such prices are finally approved by such governmental
authority, unless the Underproduced Party furnishes a corpocste undsrtaking, acceptabls to the Overproduced
Party, agrecing to hold the Overproduced Party harmless from financlal loss due to rofund orders by such
governmental authority,

8. TESTING

. Notwithstanding any provision of this Agreemont to the contrary, any Party ahiall have the right, from
fime 1o time, 10 produce and take up to one hundred percent (100%) of a well's entire Gas stieam to meet the
reasonable deliverability tst(s) required by such Party's Gas purchaser, and the right to take any Makeup Gas
shall be subordinate to the right of any Party to conduct such tests; provided, bowever, that such tests shall
be conducted In accondance with prudsnt operating practices only afier fificen (15) day* 8 prior writien notice
wﬂzeOpenmmdshalllaatnolongetthanmcmy-two(n)hmm

9.  OPERATING COSTS

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

10. LIQUIDS

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

11.  AUDIT RIGHTS

Notwithgtanding any provigon in this Agreement or any other agreement between the Parties béreto,
and further notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years
from the end of the calendar year in which any information to be furnished under Section 5 or 7 hereof is
supplied, any Party shall have the right to audit the records of any other Party regarding quantity, including
but not limited to information regarding Bru-content, Any Underproduced Party sball have the right for a
period of two (2) years from the end of the calendar year in which any cash ssttlement is received pursuant
to Section 7 to audit the records of any Overproduced Party as to all matters concerning values, including but
rot limited 10 information regarding prices and disposition of Gas from ths Balancing Area, Any such audit
shall be conducted at the expense of the Party or Parties desiring such audit, and shall be conducted, after
reasonable notice, during normal business hours in the office of the Party whose records are being andited.
Each Party hereto agrees to maintain records as to the volunies and pricea of Gas sold each month and the
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas wsed by a Party in
its own operations, The audit rights provided for in this Section 11 ghall be in addition to those provided for
in Section 5.2 of this Agrecment.
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12. MISCELLANEOUS

12.1  Ashetween the Partiss, in the event of any conflict between the provisions of this Agresment
and the provisions of any gas sales contract, or in the event of any conflict between the provisions of this
Agreoment and the provisions of the Operating Agreement, the provisions of this Agreement shalt govern,

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

12.3  Except as otherwise provided in this Agreement, Operator is authorized to administer the
provisions of this Agreement, but shall have no fability 1o the other Parties for losses sustainad or liability
incurred which arise cut of or in connection with he performance of Operator's duties hereunder, except such
as may result from Operator’s gross negligence or willful misconduct, Operator shall ot be liable to any
Underproduced Pasty for the faiture of any Overproduced Pacty (other than Operator) to pay any amounts
owed pursuant to the termg heceof.

12.4  This Agreement shall remain in fill force and effect for as long as the Operating Agreement
shall remain in force and offect as to the Balancing Area, and thereafter until the Gas accounts between the
Parties are settled in full, and shall inure to the benofit of and ba binding upon the Paities hereto, and their
respective beirs, successors, legal representatives and assigns, if any. The Parties horeto agree to give notice
of the existence of this Agresment 10 any successor in interest of any such Party and o provide that any such
successor shall be bound by this Agreement, and sball further make any transfor of any interest subject to the
Operating Agreement, or any part thereof, also subject to the terms of this Agreement.

125 ' Uless the context clearly indicates otherwiss, words used in the singular include the plural,
the plural includes the singular, and the neuter gender includes ths masculine and the feminine.

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

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

128 With respect to accounting treatmient of any gas imbalances as may cxist, the parties agree
to uss the “cumulative method" [as defined in Income Tax Regulation §1.761-2 (d) (4)} of accounting for
federal income tax purposes. The "entitlements method" shall not be used for reporting gas sales from the
properties subject hereto,

13.  ASSIGNMENT AND RIGHTS UPON ASSIGNMENT

13.1  Subject to the provisions of Soction 13.2 bereof, and notwithstanding anyihing in this
Agreement or in the Opeciting Agreement to the contrary, if any Party assigns (including any sale, exchange
or other transfer) any of its working inferest in the Balancing Ares when such Party is an Underproduced or
Overproduced Party, the assignment or other act of transfer shall, insofar 2s the Partics hereto are concerned,
include all interest of the assigning or transferving Party in the Gas, all rights o receive or obligations to
provide or take Makeup Gas and all rights to receive or obligations to make any monetary payment which may
ultimately be dus hereunder, as applicable. Operutor and each of the other Parties hereto shall thereafter treat
the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other
teansteree for any intorest in the Gas or monetary payment that such Party may bave or to which it may bo
entitled, and shall causo ity assignes or other transferco to assume its obligations hereunder. )

13.2  The provisions of this Section 13 shall npt be applicable in the event any Party mortgages its
intsrest or disposss of its interest by marger, reorganization, consolidation or sale of substantially all of its
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assets to a subsidiary or parent company, ottonnycompanymwhmhanyparentorwbsldhryofsuch?my
owns a majority of tha stock of such company,
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EXHIBIT = FE "
EQUAL OPPORTUNITY AND AFFIRMATIVE ACTION

l;nﬁu tha pqrtornnu ot zbll t, the Op [4 ing and veferring separately to each party bereto) agrees as
ollowel

1.

2.

3.

[

8.

10,

11.

NOFSEGXXGATRD PACILITIZS RB t The provisions of this Sectiom apply oaly if the total contrsct amount
exceods . rtification of Nonsegregated Facilities, &3 required by 41 Crx §1~12.803-10(4)(1) and $0-1.8,
shall be oub-und prior to the award .of s subcontrast excasding $10,000 which fs not exempt from the provielons
of the Equal Opportunity clause. The cercification -y b nhuu( sfthar for each subcontract or foe all
subcantracts during a period. .

;_gg%mrwmn OPPORTUNITY: . The provisions of this BSectlfon apply oaly 1f tha total t d
10, During the per ornance of this contract, the Saller agrees that it will comply with all provisfons of
Exzscutive Order Ko, 11246 vhich Ls {ncorporated iunto this agree: by this ref

EQUAL EMPLOYMENT OPPORTUNITY RXPORTING REQUIREMENTS: The following applies ooly Lf Sellar his 50 or more employees
and ho. contracts, racte o h saounting to more than $30,000: Sellar will complate and file
Covernmant Standard Yorm 100, Bqual Ilpl.oyme Opportunity Eaployst Informstion laport KX0~} (ot such other form as
may have superseded it), iu sccordance with the {ostructions coatsinad therein.

AFPFIRMATIVE ACTION COMPLIANCY PROCYAMS: ' The provisions of this Section apply only if Seller has 30 or wore
empioyees a0d holds contracts, subcontracta of purchaos ordecs amownting to woTe than $30,000.

(s) In complisnce with Psragraph 60-1.40, and {o actordance with Sactions 60-2.1 through 60-2.32 of the rules
of the 0ffice of Pederal Contract Compliance Prograss, 8eller ehall develop s written sffirmstive action compliance
progren for each of its sstablishmeatn. Within 120 days frou the fesus date of this comtract, Seller shall maintain
& copy of separats affiraative actfon complisnce prograns £0T each of its establistmsnts.

(b) Seller shall requirs sach of f{te subcontisctors vho bave 350 or wove employees and a subcontract placed
hereunder of $50,000 or wore to develop a written affirmative action complisuce progtas for each of fts sstablish-
wonts io conformsnce with tho requiresents of this Section.

EMFLODENT OF IFIED HAMDICAPPED INDIVIDUALS: The provisions of this Section apply only {f the tutsdl coatract
amouat exceeds % 300, Sellar agrees to comply with Section 303 of the Rahabdilitaticn Act of 1973, Bectlon IXI of
the Jahadbilitation Aot smsoimasts of 1974 and A1 'CFR §60-741.% which are iccorporated lato this agrecsent by this
refarencs,

EMPLOMMRNT OF VATERANS: The provisions of this Sectfon apply only if the total de 310,000,
Seller agress to comply with Section 2012 of the Vietnaa Eis Vetscase Yaad Justment Act of 1974, and 41 Crx §60-250.4
vwhich are incorporated into this agr by this cef

UTILIZATION OF NINORITY BUSINRSS XNTXRPRISES:; The provisions of this BSectfon spply omly 1f the total costract
smount exceeds $10,

(a) It 1s the poliéy of the Covernsent that sinovity dusiness onterprises shall have the meximms pur.ztcnbl.e
opportunity to participate in the performance of Coverasent coatracts.

(b) Contractor sgreos to usa {ts best sfforts Lo cafry out this policy in the award of its subcontrsats to the
fullast extent coneistent vith the efffcient parfotuancs of this conttact. As used fu this contraet, the ters
“adnority businese entarprise” msans ¢ business, at least 30 percent of which is owned by sinority group membars or,
in case of publicly owned dusinesses, at leust 51 percent of the stock of which L» owned by winorfity group mesbers.
Yor tha purpase of this definition, minority group masbers are Negroes, Spanish-epeaking Amsrican persons, Americsn~
Orhnul-, An-ueon-hduu, Asarican-Rekinos, and Amaricsn Aleuts. Contractors may rely ow written rspresentsticas
fug their status ss aimority busidess entecprises ia lieu of ¢o iadependent favestigstion.

il onm !1-1.1310-2(.). .

DTILIZATION OF LABOR SURPLUS ARRA COMCERNSi The provisions of this Section spply only if the totsl coutract smcunt
excesds §10,000.

(s) It fs the policy of the Covernment to sward coatracts to lador surplus avea concerns that sgree to
perforn substentially in labor surplus sreses, where this can be dons consistent with the efficfeat perforasnce of
the contrect nd At prices no higher than are obtafvabls elsewh Contract § to use its best efforts to
place its aud s, in da with this policy.’ ’

{(d) Ia complying with sudeaction (n) of tht- ucum and with subsection (d) of 3ection 9 of this contract
sutitlad "Utilisation of Bwsil Busiuass. tha 1o plicing hie subcontrsite shsall obecrve the
follosisg ordet of prsfarence: (1) sudll hm!.u” concerns that avs laber surplus srsa concarns, (I) othes small
busineas concerns, and (3) othar labor surplus ares concerns.

(e)(1) The texm "labor surplue ares” wesua a geogeephical ares identified by the Department of Labor as en
arss of goncestrated unewploymant or underemployment or an aves of labor surplus.

(2) The ters "lsbor surplus ares concern” mssaus 8 concera that togethar with its first-tiar subcontractors
will parform sudstautially in labor surplius areas.

(3) 'nu torn *parform sudstaitislly {n a labor surplus ares” wesas that the costs facurred on sccount of
£ ion, or app late services {n labor eurplus aress excesd 50 percent of the contract price.
41 Cm §1-1. sos-J(-).

UTILIZATION OF SHALL BUSINESS CONCERRE: The provisions of this Sectflon spply only Lf the total contract emount
0‘6“8 ;Iapm'

(») It is the policy of (ha Covernseat as daclared by Congress chat s fair proportion of the purchases snd
congracts for supplies and services for the Covernmant be placed with emsll businass conceras.

(b) ‘Contractor sgress to accomplish the 4 t of sud ting to emall business concerns that
Conttactor finds to be consistent with the efficient p of this . 4L C7R §1-1.710~3(s).

AYPTRMATIVE ACTION YOR DISADLED VRTERARS AND VETERANS OF THR VIETWAX ERA: The provisions of this Section spply

only 1f the total ds $10,000, Ballsr agrees to comply vith Bection 402 of the Vietusa Era
V.t‘nu lud_yumc Assistanca Act of 1974 snd 41 CRR seo—zsq.x which ave tacorporeted into this sgreement by
this reference.

mnmncuorm—munmms- CONCERNG: The provisions of this Section apply oaly if the total coutract
amouAt exeeads 910 . .

(=) It is tha policy of the United States Govermmeat that w—md businesses shall dave the maximum
practicable apportunity to perticipste in the perf, of rded Wy any Fedaral agency.

(b) Contrector agress to use its bast c!ton- to earry out this policy {a the mward of uubcontrun to the
fullest extent comeistent vith the efffcient pe of this t. As usad in this coutreot, & “woman:
business™ concers wsans & business that' is st least S1X ovned by s wissa or womes who also control and oparste it.
"Control® in this contest mesus sxerclsing the power to make policy declsious. “Operats® in this contaxt owans
being sctively Involved in the daj-to—day mansgement. “Women” mean all women business owmers. Tewporary Begulation
54, A dix co 41 CFR Chap 1. (%ee Exacutive Order 12133).




