¢ g ¢ DC-1782.0-E

q

ORM1610-1982

ERATING AGREEMENT

—andi p'N
Use ol i adentiivag otk 13 prabebred
ascept when sotbarited la maiimg 3y 8n
A <2 Arsocintion o Fobolrwm Landrws

SCOGGIN DRAW C # 1

OPERATING AGREEMENT
DATED

JANUARY 17 = 19 90

OPERATOR _ Oryx Energy Company

CONTRACT AREA E/2 Sec 16-18S-27C

COUNTY OR PARISH OF ___Eddy STATE OF New Mexico

COPYRIGHT 982 ~ ALLRIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Case No. 12359

Exhibit No. 4

Submitted by:
Marbob Energy Corporation

Hearing Date: March 15, 2000



3

v

-

¢ .

)'\A.A‘.P.'L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

«
 'I'ABLE OF CONTENTS
b SR 5 ) o9 o {3 19 0 (0 ) X T R R 1
D O -, € 5 0§ C.] 10 0TS I 1
L INTERESTS OF PARTIES . . . ittt it e e et 2
) A. OIL AND GAS INTERESTS. ...\« v tettnnntttteeeae ettt e e ettt e e ettt e e et 2
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION . .. ... i i e ees 2
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS ... oo 2
D. SUBSEQUENTLY CREATED INTERESTS. . ..ottt et aiaaneas 2
) 0 1 20 21 S 2
A. TITLEEXAMINATION........... P 23
B, LOSS OF TITLE. . ..ottt eiii e ienaanns PP 3
L. Failure of THUe. . ettt et ettt e e e e e 3
2. Loss by Non-Payment or Erroncous Payment of Amount Due. ...t "3
T 011 Y Iy N 3
Ve P RA T O R .. vttt i ettt ettt et e e ettt r et e e e 4
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR. ... ... i e e aans 4
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR............ ..o iiiinn, 4
1. Resignation or Removal of Operdlor. . ..ottt it i e e 4
2, Selection Of SUCCESSOr OPerator. . oo v vt sttt ettt e e 4
C. EMPLOYEES...........ovuntt P 4
D, DRILLING CONT RACT S . oo ittt ittt ittt et et e e ettt e eaeens 4
VI, DRILLING AND DEVELO PMEN T . . it it e e e i 4
DAV INIT AL WELL. oo e e e aa 4.5
B. SUBSEQUENT OPERATIONS . L. o et e et e e e 5
1. Proposed Operations. ... ..ottt e e e b)
2. Operations by Less than Al Partics. ... ... cuun ittt e e ittt iiianns 5-6-7
3. Stand- By Time. .. ittt e e e e e e e 7
A, SIdCUACKING . o oottt e e e e e 7
C. TAKING PRODUCTION IN KIND . . o oottt ittt et it e e e e e e 7
D. ACCESS TO CONTRACT AREA AND INFORMATION .. ... o i et 8
E. ABANDONMENT OF WELLS . (.o ittt e e e e ettt aaas 8
1. Abandonmentof Dry Holes. ... s e 8
2. Abandonment of Wells thathave Produced . . ............ ... . ... ... ... ... .. e e e 89
3. Abandonment of Non-Consent Operations. ... ...o..tinu, ettt ettt e e 9
Vil. EXPENDITURES AND LIABILITY OF PARTIES . .. ...ttt e ceaee P 9
A, LIABILITY OF PARTIES. .ttt e e e e e e e e es 9
B. LIENS AND PAYMENT DEFAULTS . ..ottt e et e e ittt e eireiaaaaans 9
C. PAYMENTS AND ACCOUNTING . ..ottt ittt ittt e e et e it aenes 9
D. LIMITATION OF EXPEND T URES . ..ttt ittt ittt et et e s ettt e et 9-10
B O T 3 e P 9-10
2, ReWOrk OF Plug Back. ..ottt it e e et e e e 10
3 OB OPeraliONS . o o ettt ettt et e e e e e e e e e e 10
E. RENTALS, SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES. . . ..ot 10
R 17 2 10
G INSURANCE ot i it e e e e e e e e e 11
VI, ACQUISITION, MAINTENANCE OR TRANSFER OF INTERES Y. .. ..ot iine i vieeniaaens 11
A. SURRENDER OF LEASES. ... ..ttt iiiiie it it i e e e 11

XUL TERM OF AGREEMENT . ...u\uvetetseeteeeeninee e e e e SRR ._-'.".' l 13
o1

XIV. COMPLIANCE WITH LAWS AND REGULATIONS . ..., R 4 ‘ 14
A. LAWS, REGULATIONS AND ORDERS

B. GOVERNING LAW

XV. OTHER PROVISIONS

XVI, MISCELLANEOUS ..............oon... .. e l,,,. .5'_7';'f'2-;fJ
R PR LA Lt

Il



— .
C VO N VD WN -~

A A NA A WA WA D SoA A b D B B D W W W WU WU R RN NN N NN RN M b e bt b B e B e

L -

¢ . *

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and berween_OYX _Energy Company as Mnaging General
Partner of Sun Operating Limited Partnership hereinalter designated and

- reflerred 10 as *'Operator’’, and the signatory party or parties other than Operator, sometinies hereinalter referred to individually herein

as *‘Non-Operator’’, and collectively as *‘Non-Operators'’.
WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identificd in
Exhibit “*A’’, and the parties hereto have reached an agreciment to explore and develop these leases andlor oil and gas interests for the
production of oil and gas to the extent and as hereinalter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the {ollowing words and terms shall have the meanings here ascribed to them:

A. The term ‘‘oil and gas'’ shall mean oil, gas, casinghicad gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms ''oil and gas lease’, “‘lease’’ und ‘‘leaschold'” shall mwean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the partics to this agreement.

C. The term '‘oil and gas interests’ shall mean unleased fec and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term *'Contract Area'’ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leaschold interests and oil and gas interests
are described in Exhibit A",

E. The term *‘drilling unit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite’’ shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms *'Drilling Party’’ and **Consenting Party'’ shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement,

H. The terms *‘Non-Drilling Party'’ and *‘Non-Consenting Party' shall mean a party who clects not to participate
in a proposed operation.

Unless the context otherwise clearly indicales, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE I
EXIIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:

XJ A. Exhibit “*A"*, shall include the lollowing information:

(1) Identification of lands subject to this agreement,

{2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or {ractional interests of parties to this agreement,

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

(5) Addresses of parties for notice purposes.
B. Exhibit “*B'*, Form of Lease.
C. Exhibit *'C"’, Accounting Procedure.
D. Exhibit *‘D"'’, Insurance.
E. Exhibit “'E'’, Gas Balancing Agreement.
F. Exhibit “‘F'', Non-Discrimination and Certification of Non-Segregated Facilities.
G. Exhibit *'G"’, Tax Partnership.
If any provision of any exhibit, except Exhibits “‘E'' and **G"’, is inconsistent with any provision contained in- t.he body
of this agreement, the provisions in the body of this agreement shall prevail. 'l
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ARTICLE 11
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Cuntract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form ol oil and gas Jease attached hereto as Exhibit **3**, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Arca shull be owned, by the partics as their intcrests are set
forth in Exhibit ‘*A’". In the same manner, the partics shall also own all production of oil and gas from tie Contract Area subject to the
payment of royaltics to the extent of___One-—e ighth (1/8ch) which shall be borne as hercinalter set forth.

Regardless of which party has contributed the lease(s) andlor oil and gas interesi(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of vil and gas from the Conuract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties {ree from any liability therefor. No party shall ever be responsible, however, on a price basis higher thun the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a Iugher price basis, the party contributing the alfected lease shall bear the additional royalty burden attributable to
such higher price.

;

Nothing contained in this Article 1113, shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, il the interest of any party in any lease covered hereby is subject to any royulty,
overriding royalty, production payment or other burden on production in excess of the aimount stipulated in Article HLEB., such party so
burdened shall assume and alone bear all such excess obligations and shall indeminify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or il such a burden existed prior to this agreement and is not set forth in Exhibit “*A"™", or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinalter referred to s **subsequently created interest'” irrespective of the
timing of its crealion and the party out of whose working interest the subscquently created interest is derived being hereinalter relerred
to as ‘‘burdened party'’), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest and/for the production attributable thereto, said other party, or partics, shall receive said assignment andfor
production [ree and clear of said subsequently created interest and the burdened party shall indemnily and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. I the burdened party lails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILD. shall be
enlorceable against the subsequently created interest in the same manner as they are enlorceable against the working interest of
the burdened party.

ARTICLE IV,
TITLES

A. Tide Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, mincerals, royalty, ovemdmg
royalty and production paynients under the applicable leases. At the time « well is proposed, each party contributing leases sndfor oil and
g8as interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal leﬂse status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the pom'?wn ol or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator, Opernlor shall
cause title to be examined by attorneys on its stalf or by outside attorneys. Copies of all title opinions shall be Iurmshgd io Lcach party
hereto. The cost incurred by Operator in this title program shall be borne as {ollows: | ‘ b1

o
)
.

! . 3
. |'
~

“. 'S
shut-in gas royalty opinions an ¥ ivens)shall be a part of the adiministrative overhead as provu.kd m Lxlnbu "C". ;
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AIVICLE 1Y

continued
T} Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside atturneys lor title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division vrder title opinions) shall be borne by the Dritling Parties
in the proportion that the interest of each Drilling Party bears to the 1otal interest of all Drilling Purties as such interests appear in Ex-
hibit **A"’. Operator shall make no charge lor secvices rendered by its stall attorneys o other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendumients or agreements requited in connection
with leases or oil and gas interests contributed by such party, Operator shall be responsible for the preparation and recording of pooling

designations or declarations as well as the conduct of hearings before governmental agencies for the sccuring of spicing or pooling orders.
This shall not prevent any party from appearing on its own beholf ot any such hearing,

No well shall be drilled on the Contract Area until after (1) the title w the drilisite or drilling unit has been examined as abuve

provided, and (2) thie title has been approved by the examining attormey or title has been accepted by all of the partics who are to pur-
ticipate in the drilling of the well.

B. Loss of Titles

1. Failure of Tiule: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest [rom that shown on Exhibit A’ the party contributing the alfected lease or interest shull have ninety (90) duys
from final Jetermination of title failure to acquire a new lease or other instrument curing the entirety ol the title failure, which scquisi-
tion will not be subject to Article VII1.B., and failing 1o do so, this agreement, nevertheless, shull continue in lorce as to all ranaining oil
and gas leases and interests: and,

{a) The party whose oil and gas lease or interest is affccied by the title faiture shall bear alune the entire Joss and it shull not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretolore paid of incurred,
but there shall be no additional liability on its purt to the viher parties hereto by reason of such title fuilure;

() There shall be no retroactive sdjustment of expenses incureed or revenues received from the operstion of the interest which has
been lost, but the interests of the parties shall be revised out wn acreage basis, ns of the time it is determined flinally that tile failure has oc-
curred, so that the interest of the party whose lease or interest is alfected by the title failure will therealier be reduced in the Contract
Area by the amount of the interest lost;

(<) 1l e proportionate interest of the other parties hereto in any producing well thereiolore drilled on the Contract Area is
increased by reason of the title [ailure, the party whose title has failed shall receive the proceeds auributable to the increase in such in-
terest (less costs and burdens attributable thereto) untl it has been reimbursed for unrecovered costs paid by it in connection with such
well;

() Should any person not a party to this agreement, who is determined 1o he the owner of any interest in the title which has
failed, pay in any manner any part of the cust ol operation, development, or equipment, such amount shall be paid o the party or partics
who bore the costs which are so refunded;

{¢) Any liability to account to a third party for prior production of vit and gas which arises by reason of tithe failure shall be
borne by the party or pasties whose title failed in the sume propartions in which they shared in such prior production; and,

{) No charge shall be made to the joint account for legal expenses, lees or salaries, in connection with the delense of the interest
claimed by any party hereto, it being the intention of the parties herclo that each shall defend title to its interest and bear all expenses in
connection therewith,

2, Loss by Non-Payment or Erroncous Payment of Amount Due i, through mistake or oversight, any rental, shutin well
payment, minimum royalty or royalty payment, is not paid o is erroncousty puid, and as 3 result a lease ar interest therein terminates,
there shall be no monetary liability against the party who failed to ntake such payment. Unless the party who (ailed to make the required
payment secures a new lease covering the same interest within ninety (Y0) days from the discovery of the failure to make proper payment,
which acquisition will not be subject 1o Article VIILB., the interests of the parties shall be revised on an acreage basis, ellective as of the
date of termination of the lease involved, and (he party who [ailed to make proper payment will no longer be credited with an interest in
the Contract Ares on account of ownership of the lease or interest which hus terminated. In the event the party who faifed to nwke the
required payment shall not have been fully reimbursed, at the time of the luss, from the proceeds of the sale of vil and gas mtributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretolore paid vn account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for ils share of the cost of any dry hole previously drilied
or wells previously abandoned) Iromn so much of the following as is nccessary to elfect reimbursement:

(a) Proceeds ol oil and gas, less operating expenses, theretolore accrued to the credit of the lost interest, vn an aceeage busis,
up to the amount of unrecovered costs; ot

{U) Procecds, less operating expenses, therealier acerued attribuitable to the lost interest on an acreage basis, of that portion of
oil and gas therealter produced and marketed {excluding production Irons sny wells therealter dritled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of uncecovered custs, the proceeds of said

portion of the oil and gas 10 be contributed by the other partics in propurtion to their respective interests; and, £
{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, o becones, the owner of thy interest

lost, for the privilepe of participating in the Contract Area or becoming a party to this agreement, ,'|

liv

3. Other_Losses: All losses incurred, other than those set forth in Articles VL1, and [V.13.2, sbove, shall be joint losses

and shall be borne by all parties in proportion to their interests, Thete shall be no readjustinent of interests in the rmnauun& poruun ol
the Contract Area,
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

ORYX ENERGY COMPANY shall be the

Operator of the Contract Area, and shall conduct and direct and have full contro! of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

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

1. Icsi*nnion or Mnl of gqntor: Operator may resfgn at any time by giving written notice thersof to MNon-Operators.
§f Operator terminates egal exTstence, no longer owns an interest in the Contract Ares or becomes insclvent or becomes
bankrupt or fs placed in nceiversMp. ft shall cease to be Operator without any action by Non-Operator, except the selection
of & successor. Operator may be removed {f it fails or refuses to carry out {ts duties hereunder or 15 no longer capable of
serving as Operator by the affirmative vote of two (2) or more Non-Operators owning a majority fnterest based on ownership as
shown on Extibit “A", after excluding the voting {nterest of Operator. Such resignation or removal shall not become effective
wntil-7:00 o'clock A.M, on the first day of the calendar month following the expiration of ninety (90) days after the giving
of mptice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor Operator has been
selected ond assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal,
shall be bound by the terms hereof ss Kon-Operstor. A change of a corporation name or structure of Operator or transfer of
Dperator’'s fnterest to any single subsidiary, psrent or successor corporation shall not be the basis for removal of Operator.

2. Selection of Successor 0§rator Upon the resignation or removal of Operator, 8 successor Operator shall be
selected by the affirmative vote of the parties owning a majority interest based on ownership as shown on Exhibit "A". The
successor Operator shall be selected from the parties owning an {nterest in the Contract Area at the time such successor
Operator §s selected. If the Operator that is removed fafls to vote or votes only to succeed itself, the successor Operator
shall be selected by the affirmative vote of those parties owning a majority interest based on ownership as shown on Exhidit
*A", and after excluding the voting interest of the Operator that was removed. .

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__19tN day of February , 1990 Operator shall commence the drilling of a well for
oil and gas st the following location:
1980 FSL 1980 FEL

Sec 16-18S-27E
Eddy Co., NM

&

and shall thereafter continue the drilling of the well with due diligence to ;:
a depth of 9900 or a depth sufficient to test the Morrow ﬁ'
Formation, whichever is the lesser. “;;

unless granite or other practically impenetrsble substance or condition in the hole, which renders further drilling :mpm:xfd is en-

coumeredntnlmerdqxh a’nnlessallpnmeslgreelompleteorlbmdonthewellatllesserdeoth

fdi N

Operator shall make ressonable tests of all formations encourntered during drilling which give indication d muxmng q:l and

gas in quantities sufficient to test, unless this agreement shall be limited in its application to s specific formation or !ormatxons. in whnch
event Operator shall be required to test only the formation or formations to which this agreement may lpply .
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ARTICLE VI
conlinued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the partics and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be pgr!ormed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties'receiving such a notice shall have thirty (30) days alter receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. I{ a drill-
ing rig is on location, notice of 2 proposal to rework, plug back or drill decper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days alter expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
for 2 period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposir2 same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2, Operations by Less than Al Partics: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elcct to participate in the operation shall, within ninety (90) days alter the expiration of
the notice period of thirty (30) days (or as promptly as possible aflter the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all

. work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is

a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Partics, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit **A’’ or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight {48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient pacticipation and shall promptly notily all partics of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall kecp the leasehold estates mvolved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Conscnung Parties.
1f such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locauon at their
sole cost, risk and expense. If any well drilled, reworked, deepencd or plugged back under the provisions of this Article results'i in a pro-

ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole codtind risk,
v

i
|
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ARTICLE VI
continuedd
and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties

. in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Partics,

and the Consenting Parties shall own and be entitled (o receive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therelrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (alter deducting production taxes, excisc taxes, royalty, overriding royalty and other in-
terests not excepted by Article 1IL.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(@) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Conscating Party’s share of such costs and cquipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

® 300 % of that portion of the costs und expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and _300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not 1o participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thercol, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. i
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well,

During the period of time Consenting Parties are entitled to reccive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other

_taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party ‘s share of production not excepted by Ar-

ticle 111.D.

In the case of any reworking, plugging back or decper drilling operation, the Consenting Parties shall be permitted to use, Iree
of cost, all casing, tubing and other equipment in the well, but the owncership of all such equipment shall remain unchanged; and upon
sbandonment of a well after such reworking, plugging back or decper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty {60) days alter the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oll and gas
produced during any month, Consenting Parties shall use industry accepted methods such as,-but-mottmited-to, metering er-pcnvdﬂ:‘
avell-testr Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such opcrauon
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturncd costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.

to it as

-G-



0 ~J O \ADWN -

WA VA A \A \A LA VA A A DB DD DD DS W W W e W W W W W NN AN N RNDNR RN RN b b e b b bt bt bt s e
3%85&3@8%280@\13\/-&\»5;»—o%co\JO\uﬁwN--oxooo\lougwmu—o%mwowawu»—oomqoubwuu-o\o

» "A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VI
continued

If and when the Consenting Parties recover from 2 Non-Consenting Party’s relinquished interest the amounts provided for above,

- the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Therealter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VLB.2,, it is agreed that without the mutual consent of all partics, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Arca is producing, unless such
well conforms 10 the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VILA.
except (a) as to Article VILD.1. {Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VLA, il it shall thercalter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or decpened has reached its authorized depth and ail tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
seworking, deepening, plugging back or completing uperation in such 2 well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all partics responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VL.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insulficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-
tics.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreecment applicable to a ‘*decpening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share {equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

{a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

" the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

{b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit *‘C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on 3 day-to-day basis in the proportion each e’ectmg par-
ty's interest as shown on Exhibit **A"* bears to the total interest as shown on Exhibit **A’" of all the electing parties. In ﬁl other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

>. T 3

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced (rom the anmct Area,
exclusive of production which may be used in development and producing operations and in preparing and (reaung oxl ancl| gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the takmg in kind or sepame dlspbsxuon by any
party of its proportionate share of the production shall be borne by such party.
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ARTICLIS VI
confinuet!

Fovchpartol-Operator'ssuriveefaeilitieswhieh—ituses.

e forontri

Linch party shall execute such division orders and contracts as may be nccessary lor the sale of its interest in production fram
the Contract Area, and, except as provided in Artlcle VILI., shall be entitled to receive payment directly from the purchaser thereol lur

its share ol all production,

In the event any party shall fafl to meke the arrangements necessary to take fn kind or separately dispose of f{ts
proportionste share of the ofl and gas produced from the Contract Ares, Operator shall have the right, subject to the
revocation at will by the party owning ft, but not the obligation, to purchase such ofl and gas or sell it to others at any
time and from time to time, and shall account to such party for the actual net proceeds recelved for such production, if sold,
or the current market price {f purchased by the Operator. Any such purchase or sale by Operator shall be subject always to the

“right of the owner of the productfon to exercise at any time fts right to take {n kind, or separately dispose of, {ts share of

a1l of) and gas not previously delivered to a purchaser. Any purchase or sale by Operator of eny other party’'s share of ofl
and gas shall be only for such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but {n no event for a perfod in &xcess of one (1) year, Notwithstanding the forgoing, Operator
shall not make a sale, Including one {nto Interstate commerce of any other party's share of gas production without first giving

such other party sixty (60) days notice of such intended sale.

In the event one or more parties’.separate disposition of its share of the gas causes split-stream deliveries 1o separute pipelines undlor
deliveries which on a day-to<Jay basis.[or any reason are not exactly equal to a party's respective proportionste share of totsl gas sales 1o
be sllocated to it, the balancing or sccounting between the respective accounts of the parties shall be in sccordance with any gas baluncing
agreement between the parties liereto, whether such un ugreement is nttached as lixhibic *'LE'', or is o separate agrecnient.

D. Access to Contract Aren ond Information:

Lach party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operalions,
and shall have access at reasonable times to information pertaining to the development or operation thereol, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish each of the other partics with copies of all forms or reports fifed with
governments! sgencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hund at the {irst of
eacl month, and shall make svailuble samples of any cores or cuttings tuken from any well drilled on the Contract Area. “The cost of
pathering snd furnishing inlormation to Non-Operator, other than that specilied abuve, shall be charged to the Nun-Operator that re-
quests the information.  Notwithstanding anything to the contrary, a Non-Operator who is’ in
default under Article VII.B sha?] have no rights under this Article VI.D.

II. Abandonment of Wells:

1. Abandonment of Dry Ioles: Except for any well drilled or deepened pursuant to Article VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement snd is proposed to be completed as a dry hole shall not be plugged and abanduned
without the consent of all parties, Should Operator, after diligent ellort, be unable to contact any party, or should any party fail to reply
within [orty-eight (4B) hours (exclusive of Saturday, Sunday and legal holidays) alter receipt of notice of the proposal to plug and ahandon
such well, such party shalt be deemed to have consented to the proposed abandenment. All sucli wells shall be plugged and nbandoned in
accordance with applicable regulations and at the cost, risk and expense ol the partics who participated in the cost of drilling or deepening
such well, Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article VLI,

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Perties have not been lully reimbursed as herein provided, any well which has been completed os a
producer shall not be plugged and sbandoned without the consent of sl partics. If all parties consent to such sbandonment, the well shall
be plugged and abandoned In accordance with applicable regulstions snd at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days alter recelpt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender 1o each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Lxhibit **C**, less the estimated cost of salvaging snd the estimated cost of plugging snd abandoning. Esch sbandoning party shall assign
the non-sbandoning partles, without warranty, express or Implied, a3 to title or a3 to quantity, or fitness lor use of the eyuipment and |
materlal, sll of Its interest In the well and relsted equipment, together with lts interest in the leasehiold estate o5 to, but only ns to, the in-
terval or intervals of the lormation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gus interest, such party shall execute and deliver to the non-sbandoning psrty or partles an oll and gas lease, limited to the interval or In-
tervals of the formstion or lormations then open te productlon, for & term of one (1) year and so long therealter as oll and/or gas Is pro-
duced from the interval or Intervals of the formation or lormations covered thereby, such lcase to be on the form attuched as Exhibit
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ARI‘I(,LL VI
continued

“‘B"". The assignments or leases so limited shall encompass the **drilling unit’* upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

) Contract Arca to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
intercsts in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning partics at the rates and charges con-
teinplated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereol.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all partics having the right to conduct further operations therein have been notified

of the proposed abandonment and alforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of cach severally. 1t is not the intention of the parties to create, nor
shail this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to sccure payment of its share of expense, together with interest thercon
at the rate provided in Exhibit *‘C"". To the extent that Operatcr has a sccurity interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise alfect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non'Operator's share of il and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of cach such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursecment thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “*C'". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received. :

Operator, at its election, shall have the right from time to time to demand and receive from the other partics payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Esch such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimite within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, t{lc amount
due shall bear interest as provided in Exhibit **C"* until paid. Proper adjustment shall be made monthly between advances anq, ‘actual ex-
pense to the end that cach party shall bear and pay its proportionate share of actual expenses incurred, and no more. ‘i"‘ R

D. Limitation of Expenditures: ‘.:“
2

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drnllcd or'c! pencd
il

4

pursuant to the provmons of Article VL.B.2. of this agreement. Consent to the drilling or deepening shall mclude

:
by
\r
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ARTICLE VII
confinued

L.} Option No. I: All necessary expenditures lor the drilling or deepening, testing, completing and equipping of the well, including

pevessary tankage andlor surface facilities.

X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached iis
authorized depth, and alt tests have been completed, and the results thereof furnished to the parties, Operator shall give inmedinte notice
to the Non-Operators who have the right to participate in the completion costs. The purtices receiving such notice shall have forty-cight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion -
tempt, Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface fucilities. Failure of any party receiving such notice to reply within the period ahove fixed shull
constitute an clection by that party not 1o participate in the cost of the completion attempt. If one or more, but less than all af the parties,
reworking, dvepening or plugging

clect to set pipe and to attempt a completion, the provisions of Article VL.B.2. herco! (the phrase
back '’ as contained in Article V1.13.2. shali be deemned to include *‘completing”*) shall apply to the operations therealter conducted by less

than all parties,

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
phygeed back pursuant to the provisions of Article VEB.2, of this agreement. Consent o the reworking or plugging back of w well shall
Includhe atl necessary eaxpenditures in conducting such operations and cotpleting mnd cquipping of said well, including necessiry tunkagee

aud/or surlace facilities.

3. Other Qperations: Without the consent of all parties. Operator shall not tindertake any single project reasonably estinnited
to reqquire an expenditure in excess of Iwenty-Five Thousand-=====c-====== Dollars ($ 2500000 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously suthorized by or pursuant to this sgreement; provided, however, that, in case of explosion, fire, flund or other sudden
emerpency, whether of the same or dillerent nature, Operator may take such steps snd incur such expenses as in its opinion are required
o deal with the emergency to seguard life and property but Operator, as promptly as possible, shall report the eniergency 1o the otler
partics. 1 Operator prepares an sathority for expenditure (AFE) lor its own use, Operator shatl furnish any Non-Operator so requesting
an information copy thereol for any single project costing in excess of Ten Thousand-=--cec-c-ccco-o-o ==oo—o—e-
Dollars (S_]ﬂ_._QQQ_._Q_O—) but less than the amount lirst set forith above in this paragraph.

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

Rentals, shut-in well paymients and minimum soyakties whicli may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at it or their expense. lu the event two or more partics own and have con-
tributed interests in the samie Jease to this agreement, such parties may designate one of such parties to make said payments for and on
behall of all such parties. Any party may request, and shall be entitled to reeeive, proper evidence of all such payments. tn the event of
failure to muke proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
meat is required (o continue the lease in force, any loss which results from such non-payment shall be burne in accordance with the pro-

visions of Article IV.B@X 3.

Operator shall natily Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in ar return W production
ol a producing gas well, at least five (5) duys (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notily
Non-Operator, the loss of any lease cantributed hereto by Non-Operator for failure 1o make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article 1V.13.3.

When sales commence, Operator shall notify Non-Operator of the date of first sale
F. ‘laxes:

Beginning with the fiest calendar year after the elfective date hereol, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon befure they
become delinquent. Prior to the rendition date, each Non-Operator shall lurnish Operator information as to burdens (to include. but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Opcratar. If the assessed valuation of any leasehold estate is reduced by reason of its bring subject to outstanding excess royaltics, over-
riding royalties or production payments, the reduction in ad valorem taxes cesulting therefrom shall inure to the benelit of the owner or
owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to rellect the benedit of such reduc-
tiom. !l the ad valorem taxes are based in whole or in parl upon separate valuations of each party s working interest, then notwithstanding
anything to the contrary hercin, charges (o the joint account shall be made and paid by the parties hercto in accordance with the tax
value generated by each party's working interest, Operator shall bill the other parties for their proportionate shares of all tax payments in

Y

the manner provided in Exhibit **

I Operator considers any tax assessinent improper, Operator may, at its discretion, protest within the tme and manner
prescribed by law, and prosecute the protest to a final determination, unless all partics agree to abandon the protest prior to linal deter-
mination, During the pendency of administeative or judicial proceedings, Operator may clect to pay, under protest, all such taxes and any
interest and penalty, When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, tagether with any interest and penalty accrued, and the total cost shall then be assessed against the partics, and be paid by them, as
provided in Exhibit *C'",

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or.with respect (o
the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. ' :
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ARTICLE V11
continued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *‘C’". Operator shall
also carry or provide insurance for the benclit of the joint account of the partics as outlined in Exhibit *'D"’, attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit “*D"’, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases: -

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without cxpress or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long therealter as oil and/or gas is produced [rom the land covered thereby, such
lease to be on the form attached hereto as Exhibit *‘B"’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignce or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment autributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C'", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lcase is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of cach bears to the total interest of all such purties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not therealter be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

If any party secures a rencwal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lcase, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

- Any renewal lease in which less than all partics elect to participate shall not be subject to this agreement.

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

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only 2 portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lcase, or taken or
contracted for within six (G) months alter the expiration of the existing lease shall be subject to this provision; but any lease tzkfn or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be,sub;cct to
the provisions of this agrecment.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

C. Acreage or Cash Contributions:

\“ v‘-*n,-\'
While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of A “well or, y other

operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other dpcraqon apdlls all be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party go"whm the con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties p}.the r‘ﬁf&lons
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such ucreage shall become a separate Contract Area and, to the extent possible, be

governed by provisions identical to this agreement. Euch party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable 1o op-
tional rights to earn acreage outside the Contract Arca which are in support of a well drilled inside the Contract Arca.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a contribution us contemplated in this Article VIII.C.

D. Maintenance of Uniform Interest:

For the purpuse of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shull sell, encumber, transfer or make other disposition of its interest in the feases embraced within the Contract Arca and in wells,
equipment and production unless such disposition covers either:

1. the catire interest of the party in all leases and equipment and production; or
2, an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, transfer or othier disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such cu-owners to appoint a single trustee or agent with full authority (o receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and 1o deal generally with, and with power to bind, the co-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, paymient of the sule procecds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
interest therein.

F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shull promptly give written notice to the other parties, with {ull information concerning its proposed sale, which shall include the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest of all purchasing par-
ties. However, there shall be no preferential right to purchase in those cases where any party wishes to morigage its interests, or to

dispose of its interests l)y merger, reorganization, consolidation, or sale of all HMMMHH%@H&WMWW

. or 1o uny company in which any one party owns a majority of the stock.
or substantially all of 1ts asse{s, or a sale or transfer of its interests to a
subsidiary or a parent company, or su,] lch: Y of a parent company,

INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be consirued to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hercunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hercunder are regarded as a partnership, each party hereby alfected clects to be excluded

. from the application of all of the provisions of Subchapter **K'*, Chapter 1, Subtitle **A™’, of the Internal Revenue Code of 1934, as per-

mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on belulf of each party hereby affecied such evidence of this clection as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby alfected give further
evidence of this election, each such party shall exccute such documents and furnish such other evidence as may be required by the
Federal Interna] Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take 'iiwy other
action inconsistent with the election made hereby. If any present or [uture income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "'K'', Cf\aptcr I,

Subtitle **A"", of the Internal Revenue Code of 1954, under which an clection similar to that provided by Section 701 of the Codc is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the (oregou]g clec-

tion, each such party states that the income derived by such party {rom operations hereunder can be adequately determined wjlth¢ut the
computation of partnership taxable incume.

-12-
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit srising from operations hereunder if the expenditure
does not exceed Five Thousand and no/ 16 -------------------------------------- _Dollars
3 5,000.00 ) and il the payment is in complete settlement ol such claim or suit. If the amount required [or settlement ex-
ceeds the above amount, the parties hercto shall assume and take over the lurther handling of the claim or suit, unless such authority is
delegated to Operator, All costs and expenses of handling, setiling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties purticipating in the operation from which the cluim or suit arises. I{ a claim is made against any party or il any party is
sued on account of any matter srising from operations hereunder aver which such individual has no control because of the rights given
Operator by this agrecment, such party shall immediately notily all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJLEURE

I any party is rendered unable, wholly or in part, by Torce majewre W carry out its obligations under this ugreement, other than
the obligation to make moncy payments, that party shall give to all other parties prompt written notice of the force majeure with
reasousbly full particulars concerning it; thereupon, the obligations of the party giving the notice, so {ar as they sse aliccted by the force
majeure, shall be suspended during, but no Jonger than, the continuance of the force majeure. The alfected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force nijeure shall be remedied with all reasonable dispaich shall not require the settlement of strikes,
lockouts, or other labor difliculty by the party involved, contrary to its wishes; how all such dilliculties shall be handled shall be entirely
within the discretion of the party concerned,

The term ''force majeure’’, as here employed, shall mean nn act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailebility of equipment, and any other cause, whether of the kind specilically enumerated above or otherwise, which is
not reasonably within the control of the purty claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specilically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and uddressed to
the partics to whom the notice is given at the addresses Jisted on Exhibit **A'". The originating notice given under any provision hereol
shall be deemed given only when received by the party to whom such natice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deened given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time 10 time, by giving written notice thercol to all other parties.

AWTICLE XILL.
TERM OF AGREEMENT

This sgrecment shall remain in full force and effect as to the oil and gus leases andlor oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any righ, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

O Option No. 1: So long ss any of the oil and gas leases subject to this sgreement remain or are continued in force s to sny part
ol the Contract Area, whether by production, extension, rencwal or otherwise, '

3 Option No. 2: In the event the well described in Article VI.A.. or any subscquent well drilled under any provision of this
-agreement, results in production of oil andl/or gas in paying quantities, this agreement shall continue in foree so long as any such well or
wells produce, or are capable of production, and lor an additional perivd of . Q0____ duys from cessation of all production; provided,
however, i, prior to the expiration of such additional period, one or more of the partics hereto are engaged in drilling, reworking, decpen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therelrom, this agreenient shall continue in force as provided herein. In the evcnt the
well described in Article VLA, or any subsequent well drilled hereunder, results in 2 dry hole, and no other well is producing, q capablc
of producing oil and/or gas [rom the Contract Arca, this agreement shall terminate unless drilling, deepening, plugging back o‘;:cwork
ing operations are commenced within 60 days from the date of abandonment of said well. ,',
' I I;,ll
It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability wluch has

accrued or attached prior o the dute of such termination. g
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders. :

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. I the Contract Area is in two or more states, the law of the state of New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claitns
and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application.

'

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be amended from time to time (" Act™), and any valid regulations or rules which may be issucd by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to {uenish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

See attachment page 14. a.
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It is agreed and understood that Oryx has obtained the following
Farmout Agreements and election letters in the E/2 Sec 16-185-27E,
Eddy Co., NM and that Bulldog Energy Corporation, et al shall be
entitiled to earn 50% of Oryx's interest in said agreements and
contracts.

1) Farmout Agreement between Amoco Production Company and Oryx
Energy Company dated July 18, 1989 covering the SE/4 NE/4 and
NE/4 SE/4 Sec 16-185-27E, Eddy Co., NM from the base of the
Abo Formation to the base of the Morrow Formation.

2) Farmout Agreements between Joseph F. Schneider, Esther
Schneider Dettinger, Veronica Schneider and Oryx Energy Company
dated November 1, 1989 covering the NE/4 NE/4 Sec 16-18S-27E,
Eddy Co., NM from the base of the Abo Formation down to 100'
below total depth drilled.

3) Farmout Agreement dated November 3, 1989 between Chevron USA
Inc. and Oryx Energy Company covering the NW/4 SE/4 and S/2
SE/4 Sec 16-18S-27E, Eddy Co., NM from the top of the Wolfcamp
Formation to the base of the Morrow Formation.

4) Election letter from Exxon Company USA dated September 28,
1989 (contract #7-89-0037-89) covering the W/2 NE/4 Sec
16-18S-27E Eddy Co., NM.

Upon execution of this agreement by all parties, Bulldog Energy
Corporation, et al, shall pay to Oryx Energy Company the sum of
$16,000.00

14, a.
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ARTICLE XVI.
MISCELLANEOUS

This agrecment shall be binding upon and shall inure to the benelit of the parties hereto and 1o their respective heirs, devisces,
Jegal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be elfective as of __17TH__ day of ___JANUARY 1990

OPERATOR

ORYX ENERGY COMPANY AS MANAGING
GENERAL PARTNER OF SUN OPERATING

LIMITED RTNERsm
XF
) —

ATTORNEY- IN-FACT

NON-OPERATORS

BULLDOG ENERGY CORPORATION

BY: Mﬁ Sy
7 o

M/yM’ C//é JQeJm«'\er{.

ROBERT CHASE 'DAVID MARTIN
) S e ' -
“JOPR R. GRAY, TRUSTE‘V RAYE MILLER
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SCOGGIN DRAW C # 1

EXHIBIT "A"

TO OPERATING AGREEMENT

DATED JANUARY 17, 1990 BETWEEN ORYX ENERGY COMPANY,

AS OPERATOR AND BULLDOG ENERGY CORPORATION, ET AL, AS NON OPERATOR

CONTRACT AREA AND PARTIES

CONTRACT AREA

E/2 Sec 16-18S-27E
Eddy County, New Mexico

DEPTH LIMITATIONS

From the base of the Abo Formation down to the stratigraphic
equivalent of the total depth drilled in the initial test well.

PARTIES AND INTEREST

NAME AND ADDRESSES

SUN OPERATING LIMITED PARTNERSHIP
c¢/o Oryx Energy Company

Managing General Partner

P.0. Box 2880

Dallas, Texas 75221-2880

Bulldog Energy Corporation
P.0. Drawer 217
Artesia, N.M, 88211-0217

John R. Gray, as Trustee of the
John R. Gray Trust, under Agreement
dated October 31, 1984

P.0. Box 1182

Artesia, N.M. 88211-0217

Robert Chase
P.0. Box 693
Artesia, NM 88210

Richard Chase
P.0. Box 693
Artesia, NM 88210

David Martin
P.0. Box 1290
Artesia, NM 88210

Raye Miller
2103 W. Centre
Artesia, NM 88210

* Exxon Company USA
P.0. Box 1600
Midland, TX 79702

WORKING INTEREST

before 300% after 300%
payout payout
50 37.5
36.0 27.0
10 7.5

1.0 .750
1.0 .750
1.0 .750
1.0 .750
0 25.0
100% 100%

* Pursuant to Case No. 9781, Order No. R-9071, Exxon Company, USA has
elected to go non-consent in the drilling of the Scoggin Draw C #1
and will have withheld from production its share of well cost plus
an additional 200 percent thereof as a charge for the risk involved
in the drilling of the well.Exxon is not a party to this Agreement
and i< licted here for information purpose only.



EXHIBIT A - 1

OIL & GAS LEASES

Lease No. 1

Lessor: State of New Mexico lease B-7298 insofar as it covers the NE/4
NE/4 Sec 16-18S-27E

Lessee: Rolph Gallinger

Date: November 5, 1937

Lease No. 2

Lessor: State of New Mexico lease B-9603 insofar as it covers the W/2
NE/4 of Sec 16-185-27E

Lessee: George M. Cowell and Irene Cowell

Date: April 10, 1942

Lease No. 3

Lessor: State of New Mexico lease E-3635 insofar as it covers the NW/4
SE/4 and S/2 SE/4 of Sec 16-185-27E

Lessee: Gulf 0il Corporation

Date: June 10, 1950

Lease No. 4

Lessor: State of New Mexico lease E-7989 insofar as it covers the SE/4
NE/4 and NE/4 SE/4 Sec 16-18S-27E:

Lessee: Stanolind 0il and Gas Company

Date: March 16, 1954

30139/243 - (2)
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. [ . Recommended by the Council
Mea/IBIl 601, 80X 800 of Petroleum Accountonts

L0FRS;

. EXHIBIT “c "
that certain Joint Operating Agreement dated January 17, 1990 by
Attached to and t of
antac}t)etwe?n rﬁ‘ﬁ&a!‘_pnagrgy Lompany, aS Uperator and Bulldog Energy corporation, et al as
Non-Operator -

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

1. Definitions

“Joint l-';lrogerty” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. .

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a 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 Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joini 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 Billings

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

8. Advances and Payments by Non-Opcrators

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

B. Each Non-Operator shall pay its proportion cf all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Jhe Chase
.Manh.aﬁ.an_ﬂank,_ux_ 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 Iocate.d, whichever
is the lesser, plus aftorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments .
i

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar 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 clanrp on
Operator 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.

gl_’gs '~ COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5.

6.

Ay

A. A Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have Lthe right Lo audit Opera-
tor's accounts and records relating to the Joinl 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 audil shall not extend the time
for the taking of written exception to and the adjustiments of nccounts as provided for in Paragraph 4 of this Seclion
1. Where there are Lwo or more Non-Qperators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audils
shall not Le conducted more than once cach year withoul prior approval of Operator, except upon Lhe resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

Audits

8.  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-Operalors is expressly required under olher sections of Lhis
Accounting Procedure and if the agreement Lo which this Accounting Procedureis atlached contains no contrary provisions
in regard thereto, Operator shall nolify all Non-Operatlors of the Operator’s proposal, and the agreement or approval of
& majority in interest of the Non-Operators shall be controlling on all Non-Operators.

11. DIRECT CHARGES

Operator shall charge the Joint Account with the following itemns:

1. -

JN
-85

Ecological and Environniental

Costs incurrgd for ‘the benefit of the Joint Property as a result of govermnental or regulatory requirements o salisly environ-
mental consnderaL!ons applicable to the Joinl Operations. Such costs may include surveys ol an ecological or archaeological
nalure and pollution control procedures as required by applicable laws and regulations.

4

Rentals and Royaltics
Lease renlals and royalties paid by Operator for the Joinl Operations.

Labor

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

(2) Salaries of First Level Supervisors in the field.

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the uperation of the Joint Properly if such charges are excluded {rom the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and olher customary anllowances paid to employees
whose salaries and wages are chargeable o the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentlage assessment” on the amount of
salaries and wages churgeable to the Joint Account under Paragraph 3A of this Section 11, I percentnge assessment
is used, the rate shall be based on the Operalor’s cost experience.

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

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

Employee Benelils
Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, sl.qck
purchase, thrift, bonus, and other benelit plans of a like nature, applicable tv Operalor's labor cost chargeable o the Joint

Account under Paragraphs 3A and 3B of this Section 1T shall be Operator's aclual cost not o exceed the percent most recent-
ly recommended by the Council of Petroleum Accounlunts Socielies. .

Material
Material purchased or [urnished by Operator for use on the Joint Property as provided under Section 1V. Quly such Material

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

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. 1f Material is moved to the Joint Property from the Operator's warchouse or other properties, no charge shall be made

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

-2-
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B. 1f surplus Material is moved to Operalor's warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Properly unless agreed to by the Parties. No charge shall be

gmde to the Joint Account for moving Malerial to other properties belonging to Operator, unless agreed to by the
arties.

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

Services

The cost of contract services, equipment and utilities provided Ly outside sources, except services excluded by Paragraph
10 of Section 11 and Paragraph i, ii, and iii, of Section 1II. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of lechnical personnel not directly engaged on the Joint
Property shall nol be chatrged to the Joint Account unless previously ngreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall chargg the Joint Account for use of Operalor owned equipment and facilities al rates commensurate
}Vlth costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operaling expense,
insurance, taxes, depreciation, and inleresi on gross investment less accumulated depreciation not o exceed

e lye — percent (.,_I.Z_%) per annum. Such rates shall not exceed average commercial rates currenily pre-
vailing in the immediate area of the Joint Property.

B. Inlieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-

ate area of the Joint Property less 20%. For automotive equipment, Operator may elect o use rates published by the
Petroleum Motor Transport Association.

Damages and Losses o Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, excepl those resulting from Operator's gruss negligence or
willlul misconduct. Operator shall furnish Non-Operator wrillen nolice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and seltling litigation or claims, discharging of liens, payment of judgements and
amounls paid for settlement of claims incurred in or resulting from operations under the agreement or necessary lo prolect
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside atlor-
neys shall be made unless previously agreed Lo by the Parties. All other legal expense is considered to be covered by the

overhead provisions of Section 111 unless otherwise agreed to by the Parlies, except as provided in Section I, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in conneclion 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 separale valuations of each party's working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by Lthe Parlies hereto in accordance
with the tax value generated hy each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the proteclion of the Pnrtie;. In the
event Joint Operations are conducted in a state in which Operator may act as sell-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-

- 18.
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insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

Cosls incurred for abandonment of the Juint Property, including cusls required by governmental or olher regulalory
authority. )

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, includix.lg radio apd
microwave [acilities 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 IL.

Other Expendilures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 111 and whi.ch
is of direct benefil to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
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111. OVERHEAD

Overhead - Drilling and Producing Operations

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

( x) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
8A, Section I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense 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 cost of professional consultant services
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.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned {o 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 § 5250.00
(Prorated for less than a full month)
Producing Well Rate § __925.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

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

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum angi Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United S_ta@es
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 computed ad-
justment.

Sr—Overhead—Rerconiago-Besis
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Percent %) of the cost of development of the Joint Property exclusive o
der Paragraph 10 of Seclion 1I and all salvage credits.

(b) Operating\\\
) roperty exclusive of costs provided under

o« Percent T~ %) of the cost of operating the Join
Paragraphs 2 and 10 of Section I1-all salvage credits, the-vdlue of injected substances purchased for secondary

recovery and all taxes and assessmenilSwhich areleticd, assessed and paid upon the mineral interest in and
to the Joint Property. /<
(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of detepmifiing charges on a percentage basis unm 1D of this Section 111, development
shall include all in connection with drilling, redrilling, deepening, or any edial operations on any or all
wells involying the use of drilling rig and crew capable of drilling to the producing rval on the Joint Prop-

provided

assels, the
expunsion of fixed assels and any other project clearly discernible as a fixed asset, except Major Constriretign as
A A . rontl Al o \ :

2. Overhead - M'njor Consiruction

To compensate Operator for overhead costs incurred in the construction and installation of {ixed ussets, the expansion of
fixed assets, and any other project clearly discernible as a fixed assct required for the development znd operatlion of the
Joint Property, Operator shall either negotiale a rate prior Lo the beginning of construction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of § 25,000 :

A 5 __ _ %of first $100,000 or tolal cosl if less, plus
B. 3 %of costs in excess of $100,000 but less than $1,000,000, plus ’
C. __2____ % of costs in excess of $1,000,000.

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

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

3. Catastrophe Qverhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Properly to the equivalent condition that exisled prior to the event cuusing the expenditures, Operatlor

shall either negotiale a rale prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the [ollowing rates:

A. _5__. % of total costs through $100,000; plus
B.——3 ____ %of tolal costs in excess of $100,000 but less than $1,000,000; plus
C.—2 % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 111 shall apply.

~

4. Amendment of Rales

The overhead rates provided for in this Section 1II may be amended front Litne o lime only by mutual agreement between
the Parlies hereto if, in practice, the rales are found Lo be insuflicienl or excessive.

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

Operalor is résponsible (or Joint Account Material and shall make proper and timely charges and credils for all Material move-
ments alfecting the Joinl I’roperty. 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. Operalor shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall-be under no obligation o purchase, interest of Non-Operalors in surplus condition A or B
Material. The disposal of surplus Controlluble Malerial not purchased by the Operator shall be agreed Lo by the Parties.

1. Purchases
Material purchased shall be charged at Lthe price paid by Operator afler deduction of all discounts received. In case of
Material found to be defective or returned lo vendor for any olher reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Properly or disposed of by the Operalor,
. unless otherwise agreed to by the Parties, shall be priced on the {ollowing basis exclusive of cash discounts:

SUN : :
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New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate

r&ay be used. Freight charges for tubing will be caleulated from Lorain, Ohio and casing from Youngslown,
hio.

{b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portalion cost from that mill to the railway receiving point nearest the Joinl P'roperly as provided above in
Paragraph 2.A.(1)(a). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(c) -Speclal end finish tubular goods shall be priced at the lowest published out-of-stack price, {.0.b. Houston,
Texas, plus transportatlon cost, using Oil Ficld IHaulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate Lruck rale per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe
(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more

shall Le priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movementls (except size 24 inch OD and larger with walls 3% inch and over) less than 30,000 pounds
shall be priced at Easlern mill published carload base prices elfective as of dale of shipmenl, plus 20 percent,
plus transportation costs based on freight rates as sel forth under provisions of tubular goods pricing in Para-
graph A.(1)Xa) as provided above. Ireight charges shall be calculuted lrom Lorain, Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced [.0.b. the point of manulaclure

. at current new published prices plus transportation cost Lo the railway receiving poinl nearest the Joint
Property.
(d) Line pipe, including (abricated line pipe, drive pipe and conduil not listed on published price lists shall be

priced at quoled prices plus freight to the railway receiving poinl nearvest Lthe Joint Properly or atl prices
agreed to by the Parlies.

(3) Other Material shall be priced at the current new price, in effect at dale of movemend, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transporlation costs, il applicable, lo the railway
receiving point nearest the Joint Property.

{4) Unused new Malterial, except tubular goods, moved from the Joinl Property shall be priced at the current new
price, in elflect on date of movement, us listed by a reliable supply slure nearest the Joint Property, or point of
manulacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new lubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

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

Al seventy-Tive percent (76%) of currenl new price, as determined by Paragraph A,
(2) Material used on and inoved from the Joint Property

(a) At seventy-five percent (756%) of current new price, as determined by Paragraph A, if Malerial was originally
charged (o the Joint Account as new Material or

{b) Atsixty-five percent (65%) of current new price, as determined by I‘nr'\graph A, if Material was originally
charged to the Joinl Account as used Material.

(3‘) Material not used on and moved from the Joint Property
At sevenly-five percent (76%) of current new price as delermined by Paragraph A

The cost of reconditioning, if any, shall be absorbed by the translerring property.

Other Used Material

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at {ifty percent (50%) of current new price as determined by Paragraph A. The cost of

- recondilioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material, excluding junk, no longer suitable for its original purpose, but usable for some olher purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-

.- parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
) pipe prices. %

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

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

D. Obsolete Malerial

Mnt_erinl which is serviceable a.nd usable for its original function but condition and/or value of such Material is not
equwale-nt lo Lthat 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 Ly such Material.

E. Pricing Conditions

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

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

3. Prcmi_um Prires

Whenever Malerial is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Nun-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, Lo furnish in kind al} or part of his share of such Material suitable for use
and acceptlable to Operator.

4. Warranly of Material Furnished By Opecrator

Operator does nol warrant the Material furnished. In case of deflective Material, eredit shall not be passed to the Joint
Account untlil adjustmenl has been received by Operator from the manufacturers or Ltheir agents,

V. INVENTORIES
The Operator shall maintain detailed records of Conlrollable Malerial.
1. Pcri.odlc Invcnlbries, Notice and Representation

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

2. Reconciliation and Adjusiment of Inventories

Adjustments to the Joint Account resulting from the reconcilintion of a physical inventory shall be rqade within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint A(_:qount for
overages and shortages, but, Operator shall be held accountable only for shortages due o Iack of reasonable diligence.

8. Special Inventorices

Special inventories may be taken whenever there is any sale, change of inlerest, or change of Operator in the Jgint Property.
It shall be the duty of the party selling to notify all other Partivs as quickly as possible after the Lr:msf.er of interest takes
place. In such cases, bolh the seller and the purchaser shall be governed by such invenlory. In cases involving a change
of Operator, all Parlies shall be governed by such inventory.

4. Expense of Conducling Inventories

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

B. The expense of conducting special inventories shall be charged to the Parlies requesting such inventories, except in-
ventories required due to change of Operalor shall be charged to the Joint Account. :
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EXHIBIT D
TO OPERATING AGREEMENT

dated January 17, 1990 by and between Oryx Enargy Company,
as Operator and 'Bulldog Energy Corporation, et al, as
Non-Operator

INSURANCE

1. COVERAGE

1.1 Operator shall carry or provide for the benefit of the Joint Account
of the parties the types and amounts of Insurance as are shown below:

. (a)

®)

(c)

(@)

Workmen's Compensation Insurance to cover full liability under
the Workmen's Compensation Law of the State where the
operations are being conducted.

Employer's Liability Insurance with a limit of not less than
$500,000 for accidental injuries or deaths of one or more
employees as a result of one accident.

Comprehensive General Liability Insurance with limits of not
less than $500,000 Combined Single Limit Per Occurrence for
both Bodily Injury and Property Damage.

Automobile Public Liability Insurance with limits of not less
than $500,000 Combined Single Limit Per Occurrence for both
Bodily Injury and Property Damage.

2. PREMIUMS AND ADDITIONAL COVERAGE

2.1 The premiums paid for all such Insurance except Automobile shall be
charged as operation expense. No Insurance, other than that shown above, shall
be carried for the benefit of the Joint Account except by mutual consent of the

parties.
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' EXHIBIT "E"

Iy | To that certain Operating Agreement

dated Jan. 17, 1990 between Oryx Energy Company
as Operator and Bulldog Energy Cororation, et al,

as Non-Operator

GAS BALANCING ACREEMENT
{ONSHORE)

1. Gas Jsbalances.

Netwithstanding snything te the eontrary in the Dpersting Agreesent to which this Gas Balancing Agresment {9
atteched, f eny party herete takes and disposes of less than {ts parcentege intersst shars of gas (tncluding
Cosinghsad pes) preduced ond seved during any calendsr month, then the velume not tsksn by sueh party may be
teken by sny other party or parties herste. If such velums (s taken by mors than ens party, then eech taking
psrty shall be entitied te take the proportien thereof thet fts percentsge Interest besrs to ‘the sum of the

ssrcentege interests of al) taking partiss, or {n such ether proportions a3 the taking partiss may sgres wpoen
among themsslives. :

L. Yelymgiric Belencing.

2.1 falancing by tapgofx. Velumetric balencing hereunder shall apply separately to sach category
ustsblished by lav, regulstion or govarnmentsl erder fer the purpose sf setting o celling price for gas,
fncluding dut not Timited te the categorfes astablished by the Natural Gas Policy Act of 1978 and the Feders!
Enargy Regulatory Commissien. Al gas which {s new or Aerealter becomes wnregulasted as to price shell be con-
sldered o single category, and any Cumulative Overproduction sr Cumulstive Underpreduction sccrved in o previous
regvisted category shall, wpen dersgulation, be carried forward into the unrepulsted category. £n o)l ether
cases invelving the revisien of 8 category, any Cumulative Overproduction snd Cumulative Underpreduction accrued

.ﬂ:r to the revisien shall remain (n the previeus category and not be carrisd forward te the category os
sevised,

1.2 Pﬂnnlons. The term "Cusulative Underproductfon® mesns the smount by which the cumulative volume of
gas Laken by & party within s particulsr category s less then the cumuiative volume that party was entitled Lo
Sake within such cetegory according to its percentage interest; the term “Cumulative Overpreductiion™ means the
omeunt by which the cumvlistfve veluse of gas Rtaken by & party within & calegory enceeds the cwmulative volums
that party was entitled te toke within such category sccording to fts percentsge Interest; the term "Under-
preducter” means & party credited with Cumulative Underproduction; the ‘term “Overproducer™ means & party charged
with Cumulative Overpreduction: end the term “Hake-Up Gat” mesans the velume taken by an Underpreducer te make vp
Cwmulative Undsrproduction pursvant te Paragraph 2.4 or Psragraph 2.5 below.

3.3 Qtntor'! Statements. On or before tha and of esch calendar month, Operator shall furnlsh the parties
heresto & written statement showing for esch category (a) the tota! volume of ges taken by each party during Lhe

preceding calendsr month; (b) the Make-Up Gss taken by each party during that sonth; and (c) the Cumulative
Overpreduction or Cumulative Underpreduction, 17 any, of sach party as ef the end of that menth,

2.4 Balancing - Single Purchaser. When ges within & particulsr cetegory is delivered by the parties to o
single purchaser, an Underproducer may give written motice to Operator and &ll ether parties herete at least 18
days before the beginning of & calendar month, stating fts desire to take Make-Up Gas during thet month. Each
Overproducar shall premptly metify its purchaser so thal such purchaser will adjust its takes to sccommodate the
sake~up. The Underproducer shall thersupon be entitled to take Make-Up Cas squal to tts Cumulative Underpro-
duction n addition Lo (ts full-percentags {nterest shere of gas during that month, provided that to sccommodate
such makecup no ether party (including an Overproducer) shall ever be required to take less than 6U% of 1t
percentage Interest share of gas during the sonth, snd provided that the right to take Make-Up Gas shall be
subordinste to the right of any other party to take its full percentage fnterest share of gas from time to tise
to satisfly the detiversb!lifty test requirements eof its gas contract. 1f two or more Underproducers desire to
Sake Make-Up Cas during the ssse month and the combined volume they desire to take exceeds the volume availsble
s Make-Up Cas, the velume svallable ss Make-Up Gas shall de shared by such Underproducers in proporiion to their
respective Cumulative Underproduction. Subject to the gOy Vimitation specified sbove, the velume taken as
Make-Up Cas during the month shall be deducted from the volume of gas etherwise avallable te the Overproducers,
in preportion te their respective percantage interest shares of gas.

2.% Balancing - Multiple Purchasers. When gas within a particular category Is dellvered by the parties to
wore then ene purchaser, the volumetric balancing provisions ef Paragraph 2.4 shell apply except that s party's
®percantapy interest share of gas™ shall be considered for the purpose of determining the rights aseng parties
delivering to the seme purchaser (but not for the purpose of detersining Cusulative Overproduction and Cumviative
Underpreduction), equal te the total velume of gas delivered to that party's purchaser during the month, multi-
plied by » fractien, the numerator of which is that party's percentsge interest wnder the Opersting Agreement,
and the danominator of which s the sum of the percentage interests of atl partins delivering te that purchasar,

2.8 and Other Minerals. Regardiess of the velume of gas sctuslly taken by any party hersto, such party
shall share, as qtherwise provided (n the Opsrating Agreemant, in the production of crude sll, cendansate and
other ninersis separated from the gas tn faciiities epsrated for the Jeint account.

2.7 Costs and Expenses. Regardiess of the velums of gos sctusily teksn by any party hersto, swch party
shall besr cosls and axpenses as otharwise provided in the Operating Agreement.

3.  Elnal Cesh Balancing.

. 3.1 $tetements. If 11 partias Aave not schieved velumetric gas batence in all cotegories wpon teraination
of the Operating Agreement or wpon a parmanent cessstion of a1) gas productien thersunder, Operater shall furnish
te all parties a statement shewing Lhe final Cumulative Overproduction snd Cumulstive Underpreduction of esch
party by category, end the month and yessr in which it sccrued. In determining the timing of sccrusis, Make-Up
Gos shall be epplisd egainst Cwmulative Overpreduction and Cusulative Underpreductien on & first-in-first-out
basis. Within 60 days sfter receipt of Oparator's stetesent, sach Overproducer shall furnish te all ether
parties a statement shewing -the valus of Ity Cumulative Ovarproduction for ssch category, based en the price the
Overpreducer actually received for the Cumulative Overpreduction n s sale to a Nonaffilfate during the month(s)
fa which the Cumulative Overpreduction. sccrusd, VYess all payments made by the Ovarproduter pursvant te Paragraph
4 belov. ¥ 2acihe—sbionte-olutttio-bo—t-tionstitllistorsslvt—thslibo-bossdsntho-sslphlodtsorsgepricosacalusd

. Fer the purpose of this sgreement,
the term “Nenaffiliate™ as ft relates te a, party seans any corporatien or other business ergenizatien mot in
contrel of, and not contrelled by, and met wndsr cemmon tentrol with, svuch party. Bassd wpsn the statements
furnished by Overpraducers, the net smount owed by er Lo each party for o1l categories combined shell be calcu-
Jated by Operater and furnished to 1] parties in a fins! cash balancing statement.

3.2 Et%!gnnu. Within 60 days sfter Yeceipt of Operator's final cash balancing stetement, eech Over-
preducer s poy each Undsrproducer in accerdance with the statement and without interest. Te the extent any
value wind to calculate a cash sattlement harsunder s svbject Lo rafund by the Overpreducer pursuant to lew,
regulatisn er gevernmants! erdar, the Underpreducer entitled te such cesh settiement sha!l, prier te payment
thereef, asgree in writing to indemnify the Overpreducer sgainst the Underpreducer's proportiensts part ef sny
vofund (including Interest) which the Overpraducer shall be required to mske., Any party sasy challenge any
velumes or values or emeunts specified (n sny of the statements furnished under Paragraph 2.3 er 3.1 sbove, in
the same manner end sbbject to the same limitatfons as an {nvoice fres Opsrater may be challenped under Lhe
Sperating Agresaent or Lhe sccounting precedure therete,

4. Rarsents en Preductien.

Cach party shall pay all preduciion or severance tlanes, excise texes, royaities, everriding reysities,
preduction paysents and ethar such paysents on preduction fer which it (s ebligated by lew or by lease or by
contract (including the Operating Agresment), and nething in this Gas Balencing Agreement shall be eonstrved 2y
affecting such ebligetiens. EBach party harete agrees to indemnify snd held harminss the ether partiss herete
against all clatms, losses or 1labilitins arfsing out of fts fallure to fulflll such ebligatfons,

PLE/900/0RSHORE  (REY 1-1-AR)Y



GAS BALANCING AGREEMENT
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5. Interim Cash Balance:

Notwithstanding anything to the contrary herein contained if either
Oryx or Bulldog Energy Corporation, et al, is underproduced by more the
75 MCF, then such underproduced party shall have the right to request,
in writing to the overproduced party, for an Interim Cash Balance. The
overproduced party shall within ninety (90) days after receipt of such
notice, account to the underproduced party to the extent of the
‘overproduced party's status at the time such notice was received.

..In making such interim cash settlement the gas volumes
attributable to such overproduction shall be valued at the actual
price the overproduced party realized from a non-affiliate, or as
above provided in 3.1 if the sale was to an affiliate at the time the
overproduction occurred less all applicable taxes paid pursuant to the
JOA and Gas Balancing Agreement.

The right to interim cash balancing as provided above shall
not be exercised more than once per year from the date the over-
groduce party last remitted money to the underproduced party pursuant

ereto.

After any interim cash settlement hereunder, as between Bulldog
et al and Sun, their status accounts shall be adjusted to reflect the
fnterim cash settlement.

*"In the absence of a sale to a Non-affiliate, value shall be based on
the weighed average price received by other producers in the same
field in the last six (6) months provided that the gas is of similar
quality to the gas subject hereto, or if there are no sales in the same
field in the last six (6) months, value shall be based on the weighted
average price received by other producers within a three mile area
provided that the gas is of similar quality to the gas subject hereto.

1L12/156 - (1)



EXHIBIT F

TO OPERATING AGREEMENT
dated January 17, 1990, by and between Oryx Energy
Company, as Operator and Bulldog Energy Corporation
et al, as Non-Operator

NON-DISCRIMINATION AND CERTIFICATE OF NON-SBEGREGATED FACILITIES

1. Operator and Non-Opsrators, hereinsfter called "contractor/supplier”, hereby agree that the following, if applicable, shall apply te
Shis Opcugu Agresment and all activities conducted hereunder; )

A. BQUAL OPPORTUNITY CLAUSE [Applicadle to contracts amounting to $10,000 or more, 4 CFR 60-1.4.)

The equal opportunity elsuse required by Executive Order 11248 of Beptember 24, 1885, and prescribed in Section 60-1.4 of Title
4l of the Code of Federal Regulations {3 incorporated by reference (as permitted by Section 60-1.4(d) of said Regulations) as if set out in
full at this point.

8. APPIRMATIVE ACTION COMPLIANCE PROGRAM [Applicable to contracts amounting to $50,000 or more only if contractor/
supplier has 50 or more employees, 41 CFR 60-1.40.)

I required under 41 CFR Sec. 60-1.40, contractor/supplier affirms that it has developed and Is maintalning current an
alfiemative sction program st each of its establishments or that If such s program has not been astablished, that it will be within 120 days
of receipt of any contract of $50,000 or more. Contractor/supplier shall maintain such program until such time as it {s no longer required
&y law or regulstion.

C. EQUAL EMPLOYMENT OPPORTUNITY REPORTING REQUIREMENTS [Applicable to eontrscts amounting to $50,000 or more
only if eontractor/supplier has 50 empioyess or more, 41 CFR $0-1.7.]

If required under 41 CFR Sec. $0-1.7, contractor/supplier agrees to file s complete and accurate report on Standard Form 100
(EZ0-1) within thirty (30) days of the date of eontract or purchase order award unless such a report has been filed In the last twelve (12)
months and agrees 1o file such reports annually unless and until eontractor/supplier is not required to so file by law or regulation,

D. EMPLOYMENT OF THE HANDICAPPED [Applicble to contracts amounting to $3,500 or more, 41 CFR $0-741.4.)

The affirmative sction clause prescribed in Section 80-741.4 of Title 41 of the Code of Pederal Regulations Is incorporated
farain by reference (as permitted by Section §0-741.22 of said Regulstions) as If set out in full at this point.

B. APPIRMATIVE ACTION PROGRAM FOR HANDICAPPED WORKERS [Applicadle to eontracts smounting to $2,500 or more
enly if contractor/supplier (a) has 50 or more employees and (b) holds s eontract of $50,000 or more, 4l CFR §0-741.5.]

: U tequired under 41 CPR 60-741.5, contractor/supplier affirms that it has prepared and Is maintaining or shall prepare and
maintain an allirmative action program for handicapped workers as preseribed in 41 CFR $0-741.5 and & CPR $0-741.8. :

F. EMPLOYMENT OF DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA [Applicable to contracts amounting to
$10,000 or more, &1 CPR 80-250.4.)

The affirmative sction elause preseribed in Section §0-250.4 of Title 4] of the Code of Pederal Regulations Is incorporated by
reference (as permitted by Section §0-250.22 of said Regulations) as {f set out in full at this point.

T 0. APPIRMATIVE ACTION PROORAM FOR DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA IAppilelble to
sontracts amounting to $10,000 or more only If eontractor/supplier (a) has 50 or more employees and (b) holds a contract of $50,000 or
mors, &1 CFR 80-250.5.)

U required under 41 CFR 60-250.5, coniractor/supplier affirms that it has prepared and {s maintaining or shall prepare and
maintain an affirmative action program for disabled veterans and veterans of the Vietnam ers. )

N. UTILIZATION OF MINORITY BUSINESS ENTERPRISES {Applicable to vontracts amounting to $10,000 or mors, 41 CFR Sec. I
1.1310-2(a).] .

3t s the policy of the United States Government that minority business enterprises shall have the maximum peacticadle
_ Spportwnity 1o participate in the performance of Goverament contracts.

Contractor/supplier agrees to use its bast efforts to earry out this policy in the award of (s subcontracts to the fullest extent
sonsistent with the officient performance of this contract. As used in this contract, the term "minority business enterprise” means &
business, at least 50 percent of whieh is owned by minority group members or, in case of publicly owned businesses, at least S percent of
the stock of which is owned by minority group members. Por the purposs of this definition, minority group members are Negroes, Puerto
Ricans, Spanish-spesking American peopls, American Orfentals, American Indians, American Esiimos, and American Aleuts. Contractor/
supplier may rely on written representations by subcontracalors regarding their status a8 minority dusiness enterprises in lieu of

~ fsdependent investigation,

1. MINORITY BUSINESS ERTERPARISES SUBCONTRACTING PROGRAM [Applicadble to all eontracts which may exceed $500,000
‘Which contaln the clause required by 41 CFR 1-1.1310-3(s) and which offer substantial subcontracting possibilities, 4 CPR J-1.1310-2(b).}

1. Contractor/supplier agrees 10 astablish and eonduct o prﬁcnm which will enable minority business enterprises (as defined in
the abovs elause entitled "Utilization of Minority Business Enterprises”) to be eonsidered fairly as subcontractors and suppliers under this
eontract. In this eonnection, sontractor/supplier shall: ,

{2) Designate a Yaison officer who will administer contractor/supplier's minority business enterprises program.

(®) Provide adequate and timely consideration of the potentialities of known minority business enterprises in all *make-or-
Buy* declsions.

SUN 9-82
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“(e) Assure that known minority business enterprises will have an equitable opportunlty to compete for subeontracts,
particularly by arranging solicitations, time for the preparation of bids, quantities, specifications, and dellvery schedules so as to
facllitate the participation of minority business enterprises.

(d) Maintain records showing (I} procedures which have been adopted to comply with the policies set forth In this clause,
ineluding the establishment of a soures Ust of minority business anterprises, (lI) awards to minority business enterprises on the source list,
and (ill) specifle, efforts to Identify and award contracts to minority business enterprises.

: {e) Include the above "Utilization of Minority Business Enterprises" clause in subcontracts which offer substantial minorlty
business enterprises subcontracting opportunities, .

(f) Cooperate with the Contracting Qfficer in any studies and surveys of contractor/supplier's minority businesa enterprises
procedures and practices that the Contracting Officer may from time to time condur .

(g) Submit periodic reports of subcontracting to’known minorily bushiess enterprizas witli respect to-the records referred tc

in subparagraph (d) sbove, in such form and manner and at such time (not more often than quarterly) as the Contracting Officer may
prescribe.

+« ° 2. Contractor/supplier further agrees to insert, In any subcontract hereunder.which may exceed $500,000, provisions which

shall conform substantially to the language of this clause, Including this paragraph (2), and to notlfy the Contracting Ol[iuer of the names
of such subcontractors.

-+Jd, : UTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS [Applicable to -contracts amounting to $10,000 or.more, Federal
Register, Vol. 45, No. 92, 5/9/80.) i
It is the policy of the United States Government that women-owned businesses shall have the maximum precticable opportunity
1o participate in the performance of contracts awarded by any Federal agency.

The contractor/supplier agrees to use his best efforts to carry out this policy in the award of subcontracts to the fullest extent
consistent with the efficient performance of this contract. As used in this contract, a "women-owned business" concern means a business
that Is at Jeast 51% owned by a woman or women who also control and operate it. "Control" in this context means exercising the power to
make policy decisions. "Operate" in this context means being actively involved In the day-to-day management. "Women" means aill
women business owners.

K. WOMEN-OWNED BUSINESS SUBCONTRACTING PROGRAM [Applicable to contracts amounting to $500,000 or more, Federal
Register, Vol. 45, No. 92, §/9/80.]
1. The contractor/supplier agrees to establish and conduct a program which will enable women-owned business concerns to be
considered fairly as subcontractors and suppliers under this contract. In this connection, the contractor/supplier shall:

(a) Designate a Uaison offlcer who will administer the contractor/supplier's "Women-Owned Business Concerns Program”.

(b) Provide adequate and timely consideration of the potentialities of known women-owned business concerns in all "make-
or-buy" decisjons. ' '

{c) Develop & list of qualified bidders that are women-owned businesses and assure that known women-owned business
concerns have an equitable opportunity to compete for subcontrects, particularly by making information on fortheoming opportunities
available, by arranging solicitations, time for the preparation of bids, quantities, speclfications, and dellvery schedules so as to facilitate
the participation of women-owned business concerns,

(d) Maintain records showing (i) procedures which have been adopted to comply with the policies set forth in this clause,
including the establishment of a source list of women-owned business concerns, (ii) awards to women-owned businesses on the source list
by minority and non-minority women-owned business concerns, and (ill) specific efforts to {dentify and award contracts to women-owned
business concerns.

(e) Include the "Utilization of Women-Owned Business Concerns" clause In subcontracts which offer substantlal
subcontracting opportunities.

(f) Cooperate in any studies and surveys of the contractor/supplier's women-owned business concerns procedures and
practices that the Contracting Offlcer may from time to time conduct.

(g) Submit periodic reports of subcontracting to women-owned business concerns with respect to the records referred to in
subparagraph (d} above, in such form and manner and at such time (not more often than quarterly) as the Contracting Officer may
prescribe,

2. The contractor/supplier further agrees to insert, in any subcontract hereunder which may exceed $500,000 or $1,000,000 in
the case of contracts for the construction of any public facility and which offers substantial subcontracting possibilities, provisions which
shall conform substantially to the Janguage of this clause, including this paragraph (2), and to notify the Contracting Officer of the names
of such subcontractors.

3. The contractor/supplier [urther agrees to require written certification by its subcontractors that they are bona {lde women-
awned and controlled business concerns in accordance with the definition of a women-owned business concern as set forth [n the
Utilization Clause (J) above at the time of submission of bids or proposals.

L. UTILIZATION OF SMALL BUSINESS CONCERNS AND SMALL BUSINESS CONCERNS OWNED AND CONTROLLED BY
3OCIALLY AND ECONOMICALLY DISADYANTAGED INDIVIDUALS [Applicable to all contracts amounting to $10,000 or more, Federal
Register, Yol. 45, No. 92, 5/5/80.}

1t Is the policy of the United States Government that small business concerns and small business concerns owned and controlied
>y socially and economically disedvantaged individuals shall have the maximum practicable opportunity to participate in the performance
>f contracts let by any Federal agency.
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oAl "Contractor/supplier hereby agrees to carry out this policy in awarding of subcontracts to the fullest extent corisistent with
eificlent performance of this contract. Contractor/supplier further agrees to cooperate in any studies or surveys that may be conducted
by the Small Business Administration or the contracting agency which may be necessary to determine the extent of contractor/supplier's

compllance with this clause,

1. The term "small business concern” shall mean a small business as defined pursuant to Section 3 of the Bmall Business Act and
in relevant requlations promulgated pursuant thereto.

2. The term "small business concarn owned and controlled by soclally and economically disadvantaged individuals" shall mean &
small business concerns ’

{a) which is at least 51 percent owned by one or more soclally and economically disadvantaged individuals; or, In the case of
any publicly owned business, at least 5] percent of the stock of which is owned by one or more soclally and economically disadvantaged
individuals; and.

_ {b) whose management and caily business operations are controlled by one or more such individuals.

Contractor/supplier shall presuine that socially and economically disadvantaged individuals Inciude Black Amerlcnr;s. lllsp.anlc
Americans, Natlve Americans, and other minorities, or any other Individual found to be disadvantaged by the Small Business

Administration pursuant o section 8(a) of the Small Business Act.

Contractor/supplier acting In good faith may rely on written representations by subcontrcctors as elther a amall business
poncern or & small business concern owned and controlied by soclally and economically disadvantaged individuals.

M. SMALL BUSINESS AND SMALL DISADVANTAGED BUSINESS SUBCONTRACTING PLAN.[AppHcable to all contracts expected
to exceed $500,000 which are required to include the small business and small disadvantaged business utilization clause above and offer
subcontracting possibilities, Federal Register, Vol. 45, No. 92, 5/9/80.)

Contnglor/suppller agrees to negotlate a subcontracting plan which includes:

1. Percentage goals (expressed in terms of percentage of total planned subcontracting dollars) for the utilization as
subcontractors of small business concerns and small business concerns owned and controlled by soclally and economically disadvantaged
individuals. (Por the purpose of the subeontracting ‘plan, contractor/supplier shall include all purchases which contribute to the
per!:rmmce ol)the contract, including a proportionate share of products, services, etc., whose costs are normally allocated as Indirect or
overhead costs.)

2. The name of an individual within the efnﬁby of the offeror who will administer the subcontracting program of the offeror
and a description of the duties of such Individual.

3. A description of the efforts the offeror will take to assure that small business concerns and small business concerns owned
and controlled by soclally and economically disadvantaged Individuals will have an equitable opportunity to compete for subcontracts.

4. Assurances that the clause entitled "Utilization of Small Business Concerns and Small Business Concerns Owned and
Controlled by Socially and Economleally Disadvantaged Individuals” wlll be included In all subcontracts which offer further subcantracting
opportunities and that all subcontractors (except small business subcontractors) who recelve subcontracts in excess of $500,000 will be
required to adopt & similar plan. Such essurance shall describe the procedures established by contractor/supplier for review, approval, and
monltoring for compliance with such plans.

- S. Assurances that contractor/supplier will submit such periodic reports and cooperate in any studies or surveys as may be
required by the Small Business Admlnistration to determine its extent of compliance with the subcontracting plan,

6. A recitation of the types of records contractor/supplier will maintain to demonstrate procedures which have been adopted to
comply with the requirements and goals set forth in the plan, including source lists of small business concerns and small business concerns
owned and controlled by socially and economically disadvantaged {ndividuals, and efforts to [dentify and award subcontracts to such small
business concerns,

N. UTILIZATION OF LABOR SURPLUS AREA CONCERNS {Applicable to contracts amounting to $10,000 or more, 4 CFR I-1.805-

1. It ls the policy of the United States Government to award contracts to labor surplus area concerns that agree to perform
substantially in labor surplus aress, where this can be done consistent with the efficient performance of the contract and at prices no
higher than are obtainable elsewhere. The contractor/supplier agrees to use his best efforts to place his subcontracts in accordance with
this poliey.

2. In complying with paragraph (I} of this clsuse and with the second paragraph of the clause of this contract entitled
*Utilization of Small Business Concerns and Small Business Concerns Owned and Controlled by Soclally and Economically Disadvantaged
Individuals®, the contractor/supplier in placing his subcontracts shall observe the following order of preference: (e) small business
concerns and small business concerns that are owned and controlled by socially and economically disadvantaged individuals that are labor
surplus afea concerns, (b) other small business concerns and small business concerns that are owned and controlled by soclally and
economically disadvantaged individuals, and (c) other Jabor surplus area concerns,

3. The term "labor surplus area" means a geographical area identified by the Department of Labor as an area of concentrated
unemployment or underemployment or an area of Jabor surplus,

4. The term '"labor surplus area concern” means a concern that together with Its first tier subcontractors will perform
substantially In labor surplus areas. )

$. The lerm “perform substantially in labor surplus area" means that the costs Incurred on accoun! of manufacturing,
production, or appropriate services in labor surplus areas exceed 50 percent of the contract price,
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O. LABOR SURPLUS AREA SUBCONTRACTING PROGRAM [Applicable to all contracts which may exceed $500,000 which are
sequired tu include the Jabor surplus ares utilization clauss sbove and offer substantial subcontracting possibilities, 44 CFR ]-1.710-3(b).]

1. The contractor/supplier agrees to establish and conduet a program which will encourage labor surplus area concerns to
vompete for subcontracts within thelr capadbilities, In this connection, the contractor/supplier shalls

{a) Designate a lialson officer who will (i) maintain lialson with duly authorized representatives of the Government on Jabor
surplus ares matters, () supervise compliance with the "Utilization of Concerns in Labor Burplus Areas” clause, and (ill) administer the
gontraotor/supplier's "Labor Surpius Area Bubcontracting Program®.

(b) Provide adequate and timely considerstion of the potentialities of labor surplus area concerns In all "make-or-buy"
declaions,

-(c) Assure that labor surplus ares concerns will have an equitable opportunity to compete.for auheontraetx, particulariy. by
arranging solicftation, time for the preparation of bids, quantities, specifications, and dellvery schedules so as to facilitate th
participation of Jabor surplus area ooncerns.

° - . .{d) Maintain records showing the procedures which have baen adopted to comply with the policies set forth In this clause and
report subcontract awards (see 41 CPR 1-16.804-5 regarding use of Optional Form 681). Records maintained pursuant to this clause wij} be
%ept avallable for review by the Government untll the expiration of one year after the award of this eontract, or for such longer periods
48 may be required by any other clause of this sontract or by applicable law or regulations.

(e) Includa "Utllization of Concerns in Labor Surplus Areas” clause in subcontracts which offer substantial labor surplus area
swbeontracting opportunities.

2. The contractor/supplier further agrees to insert, in any subcontrzct herqunder which mey exceed $500,000 and which
eontains the "Utilization of Concerns in Labor Surplus Areas” elause, provisions which shall conform substantially to the language of this
elause, including this paragraph (2), and to notify the Contraeting Officer of the names of such subcontractors.

P. CLEAN AIR AND WATER [Applicable only If the contract exceeds $100,000 of If it is determined that orders under an
tndefinite quantity contract in any one year will exceed $100,000, or a facllity to be used has been the subject of a conviction under the
Clean Alr Act (42 U.SC. 1857¢-8(cX1)) or the Pederal Water Pollution Control Act (33 U.8C. 1319(c)) and is listed by EPA, or the contract
4s not otherwise exempt.)

Contractor/supplier agrees as [ollows:

. 1. To ecomply with all the requirements of Section 114 of the Clean Air Act, as amended (42 V.8 C. 1837, et. seq., as amended
by Pub, L. 81-804) and section 308 of the Pederal Water Pollution Control Act (33 U.8.C. 125], et. seq., as amended by Pub. L. 92-500),
respectively, relating to inspections, monitoring, entry reports, information, as well a3 other requirements specified in section 114 and
section 30 of the Alr Act and the Water Act, respectively, and all regulations and guldelines issued thereunder before the award of the
sontract.

2. That no portion of the work required by this contract will be performed at a facllity listed on the Environmental Protection
Agency List of Violating Pacilities on the date when the contract was awarded unless and until the EPA eliminates the name of such
Sacllity or facilities from such lsting.

3. To use its best efforts to comply with clean air standards and clean water standards at the facility in which the contract is
being performed.

4. To Insert the substance of the provisions of this clause into any non-exempt subcontract, including thls paragreph.

Q. CLEAN AIR AND WATER CERTIFICATION [Applicable if contract amount exceeds $100,000, "or the Contracting Officer has
dstermined that orders under an indefinite quantity contract in any year will exceed $100,000", or a facility to be used has been the
subject of a conviction under the Clean Air Act (42 U.8C. 1857¢c-8(c)1) or the Pederal Water Pollution Control Act (33 U.8C, 1318(c)) and
ds listed by EPA, or Is not otherwise exempt.)

Contractor/supplier certifies as follows:

1. Any facllity to be utilized in the performance of the proposed eontract has not been listed on the Environmental Protection
Agency List of Violating Facilities.

3. Contractor/supplier will promptly notify Contracting Officer, prior to award of the receipt of any communieation from the
Director, Office of Federal Activitias, Environmental Protection Agency, indicating that any fsellity which econtractor/supplier proposes
£0 use {or the performance of the contract is under consideration to be listed on the EPA List of Viclating Facllities. ‘

3. Contractor/supplier will include substantially this eertlfication, including this paragraph (3), In every non-exempt
subcontract. .

R. NON-SEGREGATED FACILITIES CERTIFICATION [Applicable if contract amount exceeds $10,000 (60 C.F.R. 1.8).)

Contractor/supplisr certifies that it does not and will not maintaln any facilities it provides for its employees in & segregsted
manner or permit its employees to perform their services at any location under its control where segregated facilities are maintained, and
that contractor/supplier will obtaln & similar certification in the form appoved by the Director, Office of the Federal Contract
Compliance Programs, prior to the award of any non-exempt subcontract.



