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AAPL FORM 610 - MODEL F7 M OPERATING AGREEMENT - 1982

GUIDANCE IN THI PREPARATION OF THIS AGREEMENT:

1. Title Pzge - Fill in blanks as applicable.
2. Preambie, Page | - Enter name of Operator.
3. Article 11 - Exhibits:

(a) Indicate Exhibits to be attached.

(b} If it is desired that na reference be made to non<discrimination, the reference 1o Exhibit “'F' should be deleted.

4. Article I1.B. - Interests of Parties in Costs and Production - Enter royalty fraction as agreed to by parties.

5. Article IV.AL - Title Fxamination - Select option as agreed to by the parties.

6. Article IV.B. - Loss of Titde - If **Joint Los<s™™ of Title is desired, the lollowing changes should be made:
(2) Delete Articles [V.B.1 and IV.B.2.
) Article IV.B.3 - Delete phrase “‘other than those set forth in Articles IV.B1 and 1V.1B3.2 above.™"
(c) Article VILE. - Change reference at end of the first grammatical paragraph from “*Article IV.B.27" to "*Article IV.B3.3."

() Article X. - Add as the concluding sentence - " All claims or suits invalving title to any interest subject to this agreement shall be

treated as a claim or a suit against all parties hereto.”’

7. Article V - Opcrator - Enter name of Operator.

8. Article VLA - Initial Well:

(a) Date of commencement of drilling.

(1 Location of well,
{c) Obligation depth.

9. Article VL.B.2.(b) - Subsequent Operations - Enter penalty percentage as apreed to by parties.

10. Article VI.C. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit **E*°, then use

Alternate Page S,

11. Article VIL.D.1. - Limitation of Expenditures - Select option as agreed 10 by parties.

12, Article VILD.2. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single project and amount above which

Opecrator may furnish information AFE.

13, Article IX. - Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhibit *'G™ is at-

tached.

14. A-ticle X. - Claims and Lawsuits - Enter claim limit as agreed to by parties,

15. Article X1 - Term of Agreement:
(a) Select Option as agreed to by parties,
(b) Il Option No. 2 is sclected, enter agreed number of days in two (2) blanks,

16. Article XIV.B . Governing Law - Enter state as agrer~d to by partics.

17. Signature Page - Enter cffective date.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and hetween___Amerind 0il Co.

hereinafter designated and

referred to as "'Operatac ™", and the signatory party or partics other than Operator, sometimes hereinafter referred to individually herein

as “'Non-Operator ™ and collectively as “"Non-Operators®'.
WITNESSETH:

WHFEREAS, the parties to this agreement are owners of oil and pas Irases and/or oit and gas interests in the land identilied in
Fxhibit “"A"" and the parties hereto have reached an agreement to explore and develop these eases and/or oil and gas interests for the

production of oil and gas to the extent and as hereinalter provided,
NOW, THEREFORE, it is agreed as {ollows:

ARTICLE 1.
DEFINITIONS

As used in this apreement, the following words and terms shall have the meanings here ascribed to them:

A. The term “‘ail and gas™" shall mean oil, gas, casinghead gas, pas condensate, and all ather liquid or pascous hydrocarbens
and other marketable substances produced therewith, unless an intent 1o hmit the inclnsiveness of this term s specifically stated.

B, The terms ol and gas lease™ . “lease™ and “'leasehold™ <hall mean the oil and gas leases covering tracts of land
iving within the Contract Arca which are owned by the parties to this apreement.,

C. The term “oil and gas interests™ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement,

D. The term *Contract Arca™ shall mean all of the lands, oil and gas leasehold interests and oil and pas interests intended to e
developed and cperated for oil and gas purposes under this agecement, Such hands, oil and gas leasehold interests and oil and gas interests
are described in Fxhebit AT

E. The term “drilling unit™™ shall mean the arca fixed for the drilling of enc well by order or rule of any state or
federal body having authority, I a drilling unit is not fixed by any such rule or ocder, a drilling unit shall be the drilling unit as establica
ed by the pattern of driiling in the Cantract Area or as {ixed by express agreement of the Drilling Parties.

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

G. The terms “Drilling Party™ and *"Conseating Party ™ shall mean a party wha 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 particip: te
in a proposed operation,

Unless the context otherwise clearly indicates, words used in the sinpular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE I1.
EXHBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
BT AL Exhibit “A', shall include the following information:
(1) Identification of lands subject to this agrecement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Prrecentages or [ractional interests of partics to this agreement,
(1) Osl and gas leases and/or oil and gas interests subject ta this apreement,
(%) Addresses of parties for notice purposes.

I C. Exhihit ¢, Accounting Procednre,

CL D. Exhibit ©'D", Insurance.

1 E. Exhibit "E'', Gas Balancing Agrcement.

X F. Exhibit "'F"*, Nan-Discrimination and Certification of Non-Segrenrated Facilities.
CT G. Exhibit "G, IRoRaxXotx Information Requirements

If any provision of any exhibit, except Exhibits “E™ and “*G™', is inconsistent with any provision contained in the bodly
of this agreement, the provisions in the bady of this agreement shall prevail, '
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ARTICLE 111,
INTERESTS OF PARTIES

A. Qil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term herenf as if it were covered by the form of oit and gas lease attached hereto as Exhibit “*B" and the owner thereof

shall be deemed 1o 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 operiations under this agreement shall be borne ar:|
aid, and all equipment and materials acquired in operations on the Contract Arca shall be owned, by the parties as their interests are s
paid, and all equip | Is acq ! I he C A hatl t I by they t t
forth in Exhibit “"A™", In the same manner, the parties shall alsg own all production of ail and gas from the Contract Arca subject to tt ¢

payment of rovaltics to the extent of 1/8 which shall be borne as hereinalter set forth,

Regardlec—alwhich—perty—has—contrtbutedthe—temelc}andlor—eiland—pas—interesiis}herata—rn—which—rayalty—is—due—ap--
~pevable, cach party entitled to receive a share of production of oil and pas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in <uch production, the rovalty ameunt stipulated hereinabove and shall hold th 2
other partics free from any lability therefor. No party shall ever be respansible, however, on a price basis higher than the price receive!
by such party, to any nther party’s lessor or rovalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected fease <hall bear the additional rovalty burden attributable to

such higher price.
Nothing contained in this Article TILB. shall be deemed an ascignment or crossassignment of interests covered hereby.
C. Excess Rovalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any rovalty,
overriding rovalty, production payment or other hurden on production in excess of the amount stipulated in Article LB, such party ¢
burdened <hall assume and alone bear all such cxcess obligations and shall indemnily and hold the other parties hereto harmless from any

and all claims and demands for payment as<erted by owners of such excess burden,
D. Subsequently Created Interests:

I{ any party should hereafter create an overriding rovalty, production payment or other burden pavable out of production
attributable to its working interest hercunder, or if <uch a burden existed prior to this agreement and i< not set forth in Exhibit A" er
was not disclased in writing to all other parties prior to the execution of this agreement hy all parties, or is not a jointly acknowledped and
accepted obligation of all parties (any such interest being hereinafter referred 1o as Vsubsequently created interest ™ irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referre:d

to as “'burdened party™’), and:

1. 1 the burdened party is required under this agreement ta assipn or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, siid other party, or partics, shall receive said assipnment and’or
production free and clear of said subsequently created interest and the burdenced party shall indemnily and save said other party,
or partics, harmless from any and all claims and demands for pavment asserted by owners of the subsequently created interest,

and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hercunder, all provisions of Article VILB. shall he
cnforceable against the subsequently created interest in the same muanner as they are enforceable against the working interest of

the burdened party,

ARTICLE IV,
TITLES

A. Titie 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 fvl;mncd ta be includ
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
rovalty an oenduction payments under the applicable leases. At the time a well is proposed, each party contributing leases andfor oil and
gas interests to the drillsite, or to be included in such drilling unit, <ha!l furni<h to Operator all abstracts (including federal lease status
reports), title opininns, title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall e obtained by Operator. Operator shall
cause tit'e to be examined by attorneys on its stall or by outside attorneys. Copies of all title opinions shall be furnished to cach party
hereto. The cost incurred by Operator in this title program shall be borne as follows: '

o a N

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental,

/
shutin gas rovalty apinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit ©'C',

and <hall not be a direct charge, whether performed hy Operator’s staff attorneys or by outside attorneys.

22
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ARTICLE 1V ’
continued

(& Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examinatica
(including prc]im;\;—;y, supplemental, shut-in pas royalty apinions and division arder ttle opinions) shall be borne by the Drilling Partics
in the proportion that the interest of cacly Drilling Party bears to the total interest of all Drilling Parties as such interests appear in -
hibit **A"". Operator shall make no charge for services rendered by its stafl attorneys or other personned in the performance of the ihove

functions.

Each party shall be responsible far securing curative matter and pooling amendments or agreements required in connectic

with leases or oil and pas interests contributed by such party. Operator shall be responsible for the preparation and recording of poolin g

designations or declarations as well as the conduct of hearings before povernmental agencies for the securing of spacing or pooling orders,

This shall not prevent any party from appearing on s own behatl at any such hearing,
No well shall be drilled on the Contract Arca until after (1) the title 1o the drillsite or deilling unit has heen examined as above
provided, and (2) the title has been approved by the examining attorney ar title has been aceepted by all of the parties who are 1o pa--

ticipate in the drilling of the well.

B. Loss of Title:

Fathrent-Frtter-Shemid amyotbandrrmmerestordersrrormterestthersnshedostthemsph{athipesl-Gdaahich docpocliain- o d

reduction of interest from that shown on Fxhibit “* A7 the party contributing the affected lease or interest <hall have nincty (90 d\/
from final determination of title fadure to sequire a new lease o other instroment curing the entirety of the tde falure, which pquis

tion will nat be subject to Article VLD and Lailing to da co this agrecment s nevertheless, shall continue o force as toall ren

g ol

and gas leases and interests: and, ,

(a) The party whose oil and gas lease or interest is alfected by the title failure shall bear alone the entire loss and’it shall not e
entitled to recover from Operator or the other partics any development or operating costs which it may have theretofgrt paid or incurred.
but there shall be no additional liaality on 1ts part to the other parties hereto by reason of such title fudure:

() There shall be no retroactive adjustment of expenses incurred or revenues received from the operationAf the interest which has
been last, but the interests of the partics shall be revised on an acreape basis, as of the time it is determined hrﬁ!ly that title fathure hos oc:

. . . . . . e . -
curred, so that the interest of the party whose lease or interest is affected by the tide faiture will therepfter be reduced in the Centract

Arca by the amount of the interest lost;
(¢) il the proportinrate interest of the other parties hercto in any producing well theretpfore driled on the Contract Area s
increased by reason of the title fvilure, the party whose ttle has failed shall receive the procecds attributable to the increase in such in

terest {less costs and burdens attrihutable therete) until it has been reimbursed for unrecovpfed costs paid by it in connection with <uch

well;

() Should any person not a party to this agreement, who is determined to bpZthe owner of any interest in the title which has
failed, pay in any manner any part of the cost of aperation, development. or equipavent, such amount shall be paid 1o the party or partics
who bare the costs which are so refunded;

{e) Any labilitv to account to a third party for prior production of/Hil and pas which arises by reason of tile failure shall be
borne by the party or partics whose title failed in the same proportiong”in which they shared in such prior production; and,

(D No charge <hall be made to the joint account for legal expepfes, fees or <alaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the parties ifreto that each <hall defend title to its interest and bear all expenses in

connection therewith,

2. Loss h’v Non-Pavment or FErroneous Payment 4F Amount Duce: If, through mistake or oversight, any rental, shut-in well

payment, minimum rovalty or royalty payment, is n()(p;\id or 1s erroncousty pad, and as a resulr a dease orinterest therein terminates,

there shalt be no monctary Hability apainst the pangg who failed 10 make such pavment. Unles< the party who filed to make the required

payment secures a new lease covering the same Miterest within ninety (90) days from the discovery of the failire to make proper payment,

which acauisition will not he subject to Argefe VIR, the interests of the parties shall be revised on an acreape hasis, offective as of the
date of termination of the lease involved And the party who lailed to make proper payvment wifl no lonper be credited with an interest in
the Contract Arca on accaunt of ownet<hip of the lease o interest which has terminated. Tn the cvent the party whao failed ta make the
required pavment <hall not have befn [ully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas atteibutable to
the Inst interest, calculated on acreage basic, for the development and operating costs theretofore paid on account of such interest, it
shali be reimbursed for unredovered actual cocts theretofare paid by it (hut not for it< share of the cost of any dry hole previously drilled

or wells previously abandaned) from <o much of the following as is necessary 1o effect reimbursement:

(a) Proceeds of and gas, less operating cxpenses, theretofore accrucd to the credit of the lost interest, on an acreage basis,

up to the amount 4 unrecovered costs;
(MY Proceeds, less aperating expenses, thereaflter accrued attributable to the lost interest on an acreape basis, of that portion of
oil and gn/l} erealter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lcase
terminatien, would he attributable to the lost interest on an acreage hasis, up to the amount of unrecovered costs, the proceeds of said

[ortiqn’/of the oil and gas 1o be contributed by the other parties in proportion ta their respective interests; and, O
: (c} Any monies, up to the amount of unrecovered costs, that may be paid by any party whe i, or hecomes, the owner of the interest

ha privilepa al_participatingintha Cantinet—Ar oo~ hesaming-apartv—tothicapreement- ‘

title s

3. Other Losses: Al Josees incurred, other_than—thacasetfoeth—inArtichoat Vb —and— VB2 —there, shall be joint losscs

and shall be borne by all parties in proportion ta their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Area. N
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Amerind 0Oil Co. shall be the

Operator of the Contract Area, and shalt condoret and dicect and have full control 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 Hability as Operator to the other parties for loses sustained or labilities incurred, exeept such as may result from gros

nepligence or willful misconduct.
B. Resignation or Removal of Operatnr and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operatore.,

If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Arca, or is no longer capable of serving s
Orperatar, Operator shall be deemed to have resipned without any action hy Non Opcerators, except the selection of a successor. Operator
may he removed if it fails or refuses ta carry out its duties hereunder, o hecomes insolvent, bankrupt or i< placed in receivership, by the
affirmative vote of two (2} or more Non Qperators ewning i majority interest based on ownership as shawn on Exhibit “*A™ rematnine
alter excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AN, on th -
fiest day ol the calendar month [bllowing the expiration of ninety (90) dayve a%er the giving of notice of resignation by Operatar or action
by the Non-Operators to remave Operator, unless a successor Operator has heen selected and assumes the duties of Operator at an eariicr
date. Onerator, after cffective date of resignation or removal, shall be bound by the teems hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or tran<fer of Operator s interest to any single subsidiary, parent or successor carporation shall not

he the basis for removal of Operator.

2. Sclection of Successor Operator: Upon the resipnation or removal of Operator, a successor Operator shall he selected by

the parties. The successor Operator shall be selected from the parties owning aninterest in the Contract Area at the time such successer
Operator is selected. The successor Operator shull be selected by the affirmative vote of two (2) or more partics ewning a majority interes:
baced on ownership as shown on Tixhibit A7 provided, however, if an Operator which has been removed fails to vote or votes only t
succeed iteelf, the successor Operator shall be selected by the affirmative vote of 1wo (2Y or more partics owning a majority interest based

on awnership a< shown on Exhibit “*A™" remaining after excluding the voting interest of the Operator that was removed.
C. Employees:

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

D. Diilling Contracts:

Al wells drilled on the Contract Arca shall be drilled on a competitive contract basis at the usual rates prevailing in the area. I it s
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not cxceed the prevailin
rates in the area and the rate of such charges <hall be agreed upon by the parties in writing before drilling operations arc commenced, an:
such work shall be perlormed by Operator under the same terms and conditions as are custamary and usual in the area in contracts of in

dependent contractors who are doing work of a <imilar nature,

ARTICLT VI,
DRILLING AND DEVELOPMENT

A. Initial Well:
On or belore the lst day of January . 19__89_ . Operatar shall commence the drilling of a well for

oil and gas at the following location:  at a legal location in the SW/4 NW/4 of Section
29, T-16-S, R-37-E, Lea County, New Mexico.

and shall therealter continue the drilling of the well with due diligence to - & depth of 11 ,500 feet
depth sufficient to test the Strawn formation.

i
[
unless granite or ather practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en
R
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. .
A

Opcrator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formaticns, in which

event Operator shall be required to test only the formation or formations to which this agreement may apply. el oo
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ARTICLIS VI
conlinuesl

I, in Operator’s judgment, the well will not produce oil or gas in paving qudntitics, and it wishes 1o plug and abandon the

well as a dry hole, the provisions of Article VEE L shall therealter apply.

3. Sfubsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Coniract Area other than the well provided
for in Article VILA. r;r—_lc—wr~('1\ ork, deepen or plug back a dry hole drilled at the joint expense of all parties or @ well joinmtly owned by oY
the parties and not then producing in paving quantitics, the party desiring to drill, rework, deepen or plup back such a well shall give the
other parties written natice of the proposed operation, specifying the work to be performed, the location, proposed deptly, objective forma-
tion and the estimated cost of the operation. The parties receiving such o notice shall have thirty (30 davs after recept of the notice
within which to notify the party wishing to do the work whether they eleet to participate in the cost of the proposed operation, I a driil-
woentv= J JI()HI“w
limited to f?rr**""'hﬂﬁ‘ ‘rkh-mm—ﬂr v ebSatardnrSandnyand et hedidhees . Fnlure of @ party recenving sach notice to reply withen

the period ahove fixed shall constitute an election by that party not to participate in the cost of the proposed operation, Any notice or

irg rig is on location, notice of 8 ;?mynul to rework, plup back or drill deeper muv be piven by telephone and the response period shall be

respanse given hy telephone shall be promptly confirmed in writing,

If all parties elect to participate in such a propased operation, Operatar <h. ‘\‘}4‘;\1‘[”““ mctv ( xg avs after expiration of the notice
period of thirty (30) davs (or as promptly as possible after the expiration of the Fovery "—(4*» Tlmnr per fiad when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operatian and complete it with due diligence at the risk and expense of atl pa--
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
for a period of up to thirty (30) additional davs if, in the sole opinion of Operater, such additional time s reasonably necessary ta obtain
permits from povernmental authorities, surface rights (including rightaof way) or appropriate deilling equipment, or to complete title ¢ -
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not heen commenced within the time provided {(ncluding anv extension thereof as specifically permitted herein) an:
if any party hereto still desires to conduct <and aperation, written notice proposing <ame must be resubmitted 1o the other parties in accor -

dance with the provisions Wereof as if no prier proposal had been made,

Opcrations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Optio~

Ne. 2) elects not 10 participate in the propesed operation, then, in order to be entitled to the benefits of this Article, the party or mrtir'.
giving the notice and such ather partics s <hall clect to participate in the operation <h. I“L;: |(!|?1|n nmfxv (") 21” al'er the expiration ¢

the notice period of thirty (30) davs {or an promptly as possible after the cxpiration of the ferrwephit 1"r uf pr rm(R\\Iun adrilling rig i«
on location, as the case may he) actually commence the proposed operation and complete it with due diligence. Operator shall perform a’

work for the accaunt of the Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Operator i
a Non-Consenting Party, the Consenting Partics shall either: (a) request Operitor to perform the work required by such proposed opers -
tien for the account of the Consenting Parties, or () desipnate one (1) of the Consenting Parties as Operater (o perform such work. Cor

senting Parties, when conducting operaticns on the Contract Area pursuant to this Article VIR 2. shall comply with all terms and con

ditions of this apreemert.

If less than all parties approve any proposed operation, Mmrw&or Lk O .:]nmulnlclv alter the expiration of the applicable
notice perind. shall advice the Conseenting Purtics of the total interest of the parties approving such operation and its recommendation as
to whether the Concenting Partics should proceed with the operation as proposed. Fach Consenting Party, within forty cight (AR) houre
(exclhusive of Satarday, Sunday and legal holidavs) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par
ticipation to such party’<interest as shown on Exhibit A" or (1\) carry its proportionate part of Non-Consenting Parties” interests, an'!
fatlure to advice the proposing party <hall he deemed an glection 3 In the event a deilling rig is on location, the time permitted (o
such a responeae shall nat exceed a total of fuﬂv—}lh?f s \»}Wm&{;whﬁw&t&n turday-Sundav-andderst-heabdrys—The proposing party

atits election, mav withdraw such proposal of there is insuflicient participation and shall promptly notify all partics of such decision

The entire cost and risk of conducting such operations shall be borne by the Consenting Partics in the propostions they have
clected to bear <ame under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates involved in such
operatiens free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Partics
If such an operatinn results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the pravisions of this Article results in a pro

ducer of ail und'or gas in paving quantitics. the Consenting Parties shall camplete and equip the well to praduce at their sole cost and rick
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ARTICLEVI
continued ,
and the well shall then be turned over to Operator and shall be operated by it at the expense and for the acconnt of the Consenting Par-
tics. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Partics
in accordance with the provisions of this Article, cach N()ﬂ—COt1S(‘r}Jing Party shall be deemed to have relinguished to Consenting Parties,
and the Consenting Parties shall mwn and be entitled 10 receive sr-propostientatheirsospostiveintaresa all of such Non-Consenting
Party's interest in the swell and <hare of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereol if suely shure is not <old, (after deducting production taxes, excise tixes, rovalty, overriding royalty and other in-
terests not excepted by Article DL payvable ont of or measured by the production from such well aceruing with respeet to such interes

until it reverts) shall equal the total of the following:

(a) }Ié:].d'\fof cach such Noan-Consenting Party’'s share of the cost of any newly acquired surface equipment bevond the welltheac
connections (including, but not limited o, ok tanks, separatars, treaters, pumping cquipment and piping), plus 1009 of cach suct
Non Consenting Pacty s share of the cost ol operation of the well commencing widh fiest production and continumg until each such Non
Consenting Party's relinquished interest <l revert to it under other provisions of this Article, it being agreed that each Non
Corsenting Party's share of such covts and cquipment will be that interest swhich would have been chargeable to such Non-Consenting

Pacty had it participated in the well from the bepinning of the operatione and

300 o,

% oi that portion of the vosts and expenses of drilling, reworking, deepening, plupeing back, testing and completing,
after deducting any cash contributions recer ed under Article VITEG. and __300 % of that portion of the cost of newly acquired cquip-
ment in the well (1o and including the weilhead connections), which would have been chargeable to such Non-Consenting, Party if it had
participated therein,

An clection net ro participate in the drddling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging hack operation propesed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Partics of the Non-Consenting Party’s recoupment account. Any such

LG C

reworking or plugning back eperation conducted during the recoupment pe rl(\d sh I”}l‘(‘ deg mcdlmrt (}1 the ot of OPCHUTPQ[ au well
and there shall be added o the sums to be recovped by the Consenting Partic s«m—hrmdr*dmﬁi‘ﬂ“‘*) o‘ that portion

o 1{1(‘ costs of
the reworking or plugeing back operation whe v would have been chargeable to snch Non-Consenting Party had it participated therein. If
such a reworking or plugeing back operation v proposed during such recoupment peried, the provisions-of this Article VLB, shall be ap-

plicable as hetween caid Consenting Parties m o cnd well,

During the perind of time Consentiniz Parties are entitled to receive Non Consenting Party’s share of production, or the
procceds therefrom, Consenting Partics shall he responsible for the payment of all praduction, severance, excise, pathering and other

taxcs, and all ravalty overriding royalty and other burdens applicable to Non Consenting Party s share of production not excepted by Ar-,
ticle [11.D.

In the case of any reworking, plugring hack or deeper drilling operation, the Consenting Partics shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugping back o deeper drilling, the Consenting Pactics shall accouat {oc all such equip-

ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of sahvagpe.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Contenting Partics shall furnish each Non-Consenting Party with an inventory ol the cquipment in and connected to the well, and an
itemized statement of the cost of drilling, decpening, pluggping back, testing, completing, and cquipping the well for production; or, at its
option, the operating party, in licu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month therealrer, during the time the Consenting Partics are being reimbucsed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilitics in-
cirred in the aperation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of procecds
realized {rom the sale of the well’s working interest production during the preceding month, In deteemining the quantity of oil and gas
produced during any month, Consenting Partics shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which wauld have been awned by a Nan Consenting Party had it pacticipated therein shall be eredited apainst 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 to it as

above provided: and if there is a credit balance, it <hall be paid to such Non Consenting Party.

*in the same proportions clected under the terms of the preceding
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ARTICLLE VI
conlinued

I and when the Consenting, Pacties recover from a Noan(mScn:(m_u Party’s eelinguished interest the amounts provided for above,
the relinquished interests of such Non Consenting: Party shall antomatically revert to it and, fram and alter such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and cquipment in or pertaining theseto, and the produdction
therefrom as such Non-Consenting Party woukd have been entitled to had it particrpaied in the deilling, reworking, deepening or plug2ing
back of said well. Therealter, such Non Consenting Party shall be charped with and shall pay its proportionate part of the further eocis of

the aperation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto,

Notwitheranding the pravisions of this Article VEBL.2, it is apreed that without the mutual consent of all partics, no wells whall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless cuch

well conforms to the then-existing well spacing pattern for such source of supply,

The provisions af this Article shall have no application whatsocver 1o the drilling of the initial well deseribed in Article VAL
cxcept (a) as to Article VILDLL (Optior Noo 2),0f selected, or () as to the rewarking, deepening and plagging back of such initial weell
after it has been drilled 10 the depth specified in Article VEA I it <hall thereafter prove to be a dey hole orif initially completed for pro-

duction, ceases to produce in paying quantitics.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have heen
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing: a
reworking, deepening, plugging back or completivg operation in such a well shall be charpied and horne as part of the drilling or deepen-
ing operation just completed. Stand by costs subrequent to all pactics responding, or expiration of the response time permitted, whicheser
first occurs, and p.rinr to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second pram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequen:ly
withdrawn hecause of insulficient participation, <uch stand-by costs shall be allocated between the Consenting Parties in the proportinn

e

each Consenting Party’s interest as shown on Exhibit “*A"" bears to the total interest as shown on Exhibit *"A"" of all Consenting Par-

ties,

4. Sidetracking: Fixcept as hereinafter provided, those provisions of this agreement applicable to a *“deepening®” operation shall
also be applicable to any proposal to directionally contral and intentionally deviate a well fram vertical so as to change the bottom hole
incation (herein called *'sidetracking ™), vnless done to straighten the hole or to drill arennd 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 hore at the time of the notice <h 'l npon electing to participate, tender to the well bore awners its proportionate share (equal

to its interet in the sidetracking operariony of the value of that portion of the existing well hore 1o be utilized as Tollows:

(a) I the proposal is for sidetracking an cxisting drey hole, reimbursement shall be on the basis of the actual costs incurred in

the inttial drilling of the well down to the depth gt which the sidetracking operation i initiated,

(h) If the praposal is for sidetracking a well which has previoushy produced, reimbursement shall be on the basis of the well's
salvable materials and cquipment down to the depth at which the sidetracking operation i< initiated, determined in accordance with the

provisions of Fxhibit “'C"', less the estimated cost of <alvaging and the estimated cost of plugping and abandening.

In the event that, n”;l;‘(‘ fﬂt a '4‘(!(‘1"15‘;”11' T{pcrﬂmn is given while the drilling rig to be utilized is on Incation, the response peried
..“ .
sha'l be limited trdwf-t»w-s 1‘;44’*3 hmrﬂ—fwwl*mmf\é Saverrdav—Sarnd syapcd-tegpa hotrebrre prmu\:d however, any party may request andd
{z\wnt\— }H (2\) h{ yrs
recrive up to cight () additional days after expiration of the Yt o a il which (o respond by paving for all stand by time
inmureed during <uch extended response period . Il more than one pirty elect= 1o take such additional time to respond to the netice, stand
by costs shall be allocated between the parties taking additional time to respond on aday-to dav hasis in the proportion cach electing pas
ty s interest as shown on Exhibit “*A™" bears ta the total interest as shown on Exhibit A" of all the electing parties. In all other in

stances the response perind to a proposal for sidetracking shall he limited to thirey (30) dayvs,

C. TAKING PRODUCTION IN KINI):

yJhave a right to
Frch party shall {ake in kind or separately dispose of its proportionate share of all oil and pas preduced from thc (‘ontract Arcs,

evclusive of production which may he used in development and producing operations and in preparing and treating cil and gas for
marketing purpeses and procduction unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by ans
party of its propartionate share of the production shall be borne by such parte. Any party taking its share of production in kind shall be
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ARTICLE VT
continued

required to pay for only its proportinnate share of such part of Operator's surface facilities which it uses.

Fach party shall execute such division orders and contracts as may be necessary for the sale of its interest in production fre m
the Contract Arca, and, except as provided in Article VILB., shall be entitled 1o receive payment directly from the purchaser thereof tor

its share of all production.

In the event any party shall (ail ta make the arrangements necessary ta take in kind or separately dispase of its propertionate share af
the oil produced from the Contract Arca, Operator shall have the right, subject to the revocation at will by the party owning it, bat n ot
the obligation, to purchase such oil or sell it to others at any time and {rom time to time, for the account of the nontaking party at the
hest price obtainable in the area {or such production. Any such purchase or sale by OPI‘T;«\(DT‘Q’L‘\“ be subject alwavs to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its <hare of all oil not previewdy
delivered to a purchaser. Any purchase or sale by Operator of any other party’s shire of il <hall be enly [or such reasonable periods of
time #s are consistent with the minimum needs of the industry under the particutar circomstances, it in no event for a period in excess

of one (1) yrar,

In the event one or more parties’ separate disposition ol its share of the gas causes split-stream defiveries to separate pipelines and? o«
deliveries which on a day-today basis for any reason are not exactly equal to a party’s cespective proporctionate shace of total gas sales to
be allocated tait, the balancing or accounting between the respective accounts of the parties shall e in accordance with any gas balancir g

agreement hetween the parties hereto, whether such an agreement is attached as Fxhibit “*E7 or is a separate apreement,

D. Access to Contract Area and Information:

Each party shall have access to the Contract Arca at all reasonable times, at its sole cost and risk ta inspect or observe operations,
and shall have access at erasonable times ta information peetaining ta the develapment ar operation thereof | including Operatar s books
and records relating thereto, Operator, upan request, shall furnish cach of the other parties with copies of all forms or reports filed with
governmental agencies, datly dnlling reports, weell lops, tank tables, daily pauge and run tickets and reports of stock on hand at the first oof
cach month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area, The cost of
gathering and furnishing information ta Non Operator, other than that specified above, <hail e charped to the Non-Operator that re

quests *the information,
E. Abandonment of Wells:

1. Abandonment of Dry toles: Except for any well drilled or decpened pursuant to Article VIB.2., any well which has been

drilled ot deepened under the teems of thic agreement and is praposed ta he completed as a dey hole <hall not be plupped and abandone!
without the consent of all partics. Should Operatoar, after dilipent effart, be unahle to contact any party, or <hould any party fail to reply
within forty-cight (48) hours (exclusive of Saturday, Sunday and lepal haliday<) alter receipt of notice of the proposal to plug and abandon
such well) such party shall be deemed 10 have consented to the proposed abindenment. Al such wells <hall be plupeed and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties wha participated in the cost of drilling or deepening;
cich well, Any party who ohjects 1o plugping and abandoning such well shall have the right to take over the well and conduct further

operations in scarch of oil andlor gas subject to the provisions of Article VIB.

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 Parties have not been fully reimbursed as herein provided, any well which his been completed as o
producee shall nat be plugred and abandoned without the consent of all partics. If all parties consent to such abandonment, the well shalt
E‘Ap(l‘\[xff{d_a‘pg‘;l‘li_nhtvg.(sir\ha(cﬁ?{_(!gnrr with applicahle repulations and at the cost, rinlk and cxpense of all the parties hereto, If, within

vtdBhelava after receipt of notice of the proposed abandonment of any well, all partics do nat agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the lormation(s) then open ta production shall tender to each of the other
partics i*s propartionate share of the vafue of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit "'C"", le<s the estimated cost of salvaring and the estimated cost of plugging and abandoning. Fach abandoning party shall assign
the nonabandaning parties, without warranty, express or implied, as to title or as 1o quantity, or fitness for use of the equipment andd
material, all of its intere<t in the well and related equipmuent, together with its interest in the leasehold estate as 1o, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execnte and deliver to the non-abandening party or partics an oil and pas lease, limited to the interval or in-
tervals of the farmation or fnrmations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro

duced from the interval or intervals of the farmation or farmations covered therehy, such lease to be on the form attached as Exhihit




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
29

30
31
32
33

35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
354
55
56
57
58
59

61
62
63
oA
65
66
67
68
69
70

AN TORN 010 - MO, ORM OPERATING AGREFMENT - 1
ARTICLES VI

continued

"B, The assignments or leascs so limited shall encompass the “drilling upit’ " upon .\.t'hich the well is located. The payments by, and the
assignments or Ieases to, the assignees shall be 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 assipnees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsshiliey, Babality, or interest 1 the operation of of predoction from
the well in the interval or intervals then open other than the rovalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the acconnt of the non-abandoning parties at the rates and charpes con-
templated by thicarreement, phs any addittonat cost amd chares which sy avise as the result ol the sepacste ownership of the asipned
well, Upon proposed abandonment of the producing interval(s) assipned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (u<ing the <ame valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Concent Operations: The provisions of Article VEE.1. or VLE.2. above shall be applicable as between

Consenting Parties in the event of the propesed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and unul all parties having the ripht to conduct further operations therein have been notified
of the praposed abandonment and afforded the opportunity to clect to take over the well in accordance with the provisions of this Article
VIE.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective, Fach party shall be responsible only for its obligations, and
shall be liable only far its proportionate share af the costs of developing and operating the Contract Arca. Accordingly, the liens granted
amang the parties in Article VILTL are given to secure only the debts of each severally. Tt is not the intention of the parties ta create, nor

shall this apreement be construed as creating, a mining or other partaership or association, or to render the parties liable as partners.
B. Liens and Payment Defaults:

Each Non-Operator grants 1o Operator a lien upon its oil and pas rights in the Contract Area, and a security interest in its share
of oil andlor gas when extracted and its interest in all cquipment, to secure pavment of its share of expense, together with interest thereon
at he rate provided in Exhibit *'C"". To the extent that Operater has a security interest under the Uniform Commercial Code of the
state, Operator <hall he entitled to exercise the rights and remedies of a sccured party under the Code. The bringing of a suit and the ob-
taining of judpgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect 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 remedics, to collect from the purchaser the proceeds from
the sale of such Non' Operator's share of oif andfor gas until the amount owed by such Non-Operator, plus interest, has been paid. Fach
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien

and <ecurity interest to the Non Oprratars ta secure payment of Operator’s proportionate share of cxpense.

If any party fails or is unable to pay its share of expense within sixty (60) davs after rendition of a statement therefor by
Operator, the nondefaulting parties, including Operatar, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Fach party o paying its <hare of the unpaid amount shall, 1o obtain

reimbursement therenl, be subrogated to the security rights described in the [oregoing paragraph.
C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and speration of the Contract Area pursuant to this apreement and shall charpe 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 amouni of the expense to be incurred in operations hercunder during the next succeeding
month, which right may be exercised only by submission to cach such party of an itemized statement of such estimated expense, together
with an invoice for its share therenf. Fach such statement and invoice for the payment in advance of estimated expense shall he submitted
on aor befare the 2Mh day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) davs after such estimate and inveire is received. If any party {ails to pay its share of said e<timate within said time, the amount
duc shall bear interest as provided in Exhibit “*C"" until paid. Proper adjustment shall be made manthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limiration of Expenditures:

+

L

)

deécpened

1. Drill ar Deepen: Without the consent of all parties, no well shall be drilled or decpened, except any well drilled it
pursuant to the provisions of Article VI.B.2. of this apreement. Consent to the dnilling or decpening shall include:. : RN
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continued
(3 Option No. 1: All necessary expenditures for the drilling or deepening, testirig, completing and equipping of the well, including

necessary tankage and/or surface facilities,

1 Option No. 2: All necessary expenditures for the drilling or decpening and testing of the well. When such well has reached ts
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to (h; gn Ogorwtorﬂ ?4 \ﬂ lhc rl[ ht to participate in the completion costs, The parties receiving such notice shall have frrty—etr b
M&M Mﬁ%rﬂ-hﬁ%ﬁ)- n which to clect ta participate in the setting of casing and the completion -
tempr. Such clection, when madc. shall inchide consent 1o all necessary expenditures for the completing and equipping of such well, n-
cluding necessary tankage andfor surface lacilities, Failure of any party receiving such notice to reply within the period above fixed skall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the part s,
elect 10 set pipe and to attempt a completion . the provisions of Article VI.B.2, hereof (the phrase *'reworking, deepening or pluggi g
back’" as contained in Article VI.B.2, shall be deemed to include *completing ™) shall apply to the operations thereafter conducted by Iss

than all partics.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the pravisions of Article VI.B.2. of this agreement. Consent to the reworking or plupging back of a well <tall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tank pe

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any sinele project reasonably cstima-ed
to require an expenditure in excess of Twenty Five ThOUS&ﬂd _and no/l00----- Dallars (325000 _00 )

except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has bren

previously authorized by or pursuant 1o this agreement; provided. however, that, in case of explosion, fire, flood or other sudifen
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are reque-ed
to deal with the emergency to <aleguard life and property but Operator, as promptly as possible, shall report the emergency to the ot ier
parties. I Operator prepares an autharity for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of Tm:nty Five WOUS,CEELQDd 1no/100-=-------
Dollars (325,000, 00 ) but less than the amount first set forth above in this paragraph.

E. Rentals, Shut.in Well Payments and Minimum Royaltics:

Rentals, shut-in well payments and minimum royaltics which may he required under the terms of any lease shall be paid by the
party or partics who subjected such lease to this agreement at its or their expense. In the event two or more partics own and have con-
tributed interests in the same lease to this agreement, such partics may designate one of such parties to make said payments for and on
behalf of alt such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake ar oversight where such pay-
ment is required to continue the lease in (orce, any loss which results from such non payment <hall be horne in accordance with the pro-
vicions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the <hutting in or rcturn to producrion
of a producing gas well, at least five (9) dave (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 ta do so. In the event of failure by Operator to so nevily
Non-Operator, the loss of anv lease contributed hereto by Non-Operator for failure to make timely pavments of any shut-in well payment

shall be borne jointly by the parties hereta under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar vear alter the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which hy law should be rendered for such taxes, and it shall pay all such taxes ascessed thereon before they
hecome drlinquent. Prior ta the rendition date, cach Non-Operator shall furnish Operator information as to burdens (to include, but rot
be limited to, rovaltics, overriding royalties and production payments) on leases and oil and pas interests contributed by such Nen-
Operator. If the assessed valuation of any leaschold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding rovaltics or production payments, the reduction in ad valorem taxes resulting therelrom <hall inure to the benefit of the owner or
owners of such Ieaschold estate, and Operator <hall adjust the charge to such awner or owners <o as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are hased in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the rax
value generated by each party's working interest. Operator shall bill the other parties for their propartionate shares of all tax pavments in
the manner provided in Exhibit *'C™",

If Operator considers any tax assessment improper, Operator may, at its discretion, pratest within the time and manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to {inal deter-
mination. During the pendency of adminictrative or judicial proceadings. Operator may clect to pay, under protest, all such taxesand any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid h\ thcm as

provided in FExhibit ©*C™,
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ARTICLE VIT -
continued .

G. Insurance:

At all times while operations are conducted herevnder, Operator shall comply with the workmen's compensation Tave of
the state where the operations are being conducted; provided, however, that Operator may be a sell-insurer for liability under said ¢om-
pensation laws in which event the only charge that shall be made to the jrint account shall be as provided in Exhibit **C™". Operator hall
alwo carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit “*D™| attached to and made a nart
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensarion
law of the state where the operations are being conducted and to maintain <uch other insurance as Operator may require,

In the event automobile public liahility insurance is specified in said Exhibit ©*D™', or subsequently recetves the approval of the

parties, no direct charge shall be made by Operator for premiums paid for such insnrance for Operator’s automotive equipment.

ARTICLE VIIIL.
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 lcase or in any portion thereof, and the ather parties do rot
apree or cansent thereto, the party desiring to surrender shall assign, without express ar implied warcanty of title, all of its interest in
such lease, or portion thereol, and any well, material and equipment which may be located therean and any rights in production
thereafter secured, to the parties not cansenting 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 pas interest for a term of one (1) vear and so long therealter as oil and/or gas is produced fram the land covered thereby, such
trase to be on the form attached hereto as Fxhibit “N7° Upon such assipnment or lease, the assipning party shall be refieved from all
obligations thereafter accruing, but not theretofore accrued, with respect ta the interest assipned or leased and the operation of any well
attributable thereto, and the assinning party <hall have no further interest in the assipned or leased premises and its equipment and pro-
duction other than the royaltics retained in any lease made under the terms of this Article. The party assinnee o lessce shall pay to the
party assigner or lessor the reasonable salvage value of the latter's interest in any wells and equipment antributable to the assigned or Icas-
od acreage. The value of all material <hall be determined in accordance with the provisians of Exhibit **C'", less the estimated cost of
satvaping and the estimated cost of plugging and abandoning. If the assipnment or lease 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 parties.

Any assignment, lease or surrender made nunder this provision shall not reduce or chanpe the assipnor’s, lessor 's or sureendering
party's interest as it was immediately before the ascipnment, lease or surrender in the halance of the Contract Area; and the acreags
assigned, leased or wurrendered, and subsequent operations thereon, shall not therealter be subject to the terms and provisions of this

apreement,
B. Renewal or Extension of Leases:

If any party secures a renewal 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 (allawing receipt of such notice in which to clect to participate in the ownership of the
rencwal lease, insofar as such lease affects lands within the Contract Area, by paving to the party who acquired it their several proper pro-
portinnate shares of the acquisition cost allacated ta that part of such lease within the Contract Arca, 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 partics clect to participate in the purchase of a renewal lease, it shall be owned by the partics
whn clect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Aren
tn the aggrepate of the percentages of participation in the Contract Area of all parties participating in the purchase of surh renewal leace
Any renewal lease in which less than all parties elect to participate shall not be subject to thic apreement.

Fach party who rarticipates in the purchase of a renewal lease shall be piven an assipnment 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 leace
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
econtracted for within six (6) months after the expiratinn of the existing lease «hall be subiect to this provision; but any lease taken or con-

tracted [or more than six (6) monthe after the rxpiration of an existing lease shali not be deemed a reneweal Iease and shall not be subject 10
the provisions of this apreement,

The provisions in this Article shall also be applicable to extensions of vil and pas leases.

C. Acreage or Cash Contributions:

While this agreement s in force, if any party contracts for a contribution of cash towards the drilling of':\/'wcll or-any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other o'qunr'ioh and shall be
anplied by it against the cost of such drilling ar other operation. Il the contribution be in the lorm of acreagr, the party t wheid the con-
tribution is made shall promptly tender an ascienment of the acreape, without warranty of title, to the Drilling Parties lir_u_bc(prof}«:}‘l'tfnnx

{

t
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ARTICLE VIIT

continued -
<aid Drilling Partics shared the enst of drilling the well. Such acreage shall become a separate Contract Arca and, to the extent possible, be
governed by provisions identical to this agreement, Each party shall promptly natify all other parties of any acreage or cash contribut-ons
it may obtain in support of any well or any other aperation on the Contract Area. The above provisions shall also be applicable to op-

tional rights to earn acreage outside the Contract Area which are in support of a well dritled inside the Contract Arca.

If any party contracts for anv conaderation relating to disposition of such party’s share of substances produced hereunder, such

consideration shall not be deemed a contribution as contemplated 1n this Article VIILC,
D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and pas leaschold interests covered by this apreement. no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Arca and in wells,

cquipment and production unless such disposition covers cither:
1. the entire interest of the party in all leases and equipment and production; or
2. an equal nndivided interest in all leases and equipment and production in the Contract Area.

Every such sale, encumbrance, tran<er or other disposition made by any party shall be made expressly subject to this agreenient

and shall be made without prejudice ta the right of the other parties.

If. at any time the interest of any party is divided among and owned by or more coowners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to hind, 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 coter
inta and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Con'ract

Areca and they shall have the right to receive, separately, payment of the sale proceeds thereof.
E. Waiver of Rights ta Partitinn:

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

interest therein.

F¥r——Preforantial-Right—-to-Purchase:

ontrect
inciude the

Area, it shall promptly give written notice to the other parties, with full infarmation concerning its proposed sale, which.s
isc price, and all ather tcems

name and address of the prospective pricchaser (who must be ready, willing and able ta purchase), th

of the offer. The other parties shall then have an optional prior right, for a period of + } days after receipt of the notice, to purchase
on the same terms and conditinns the interest which the other parts Foses to scll; and, if this optional right is exercised, the purchas-
ing parties thall share the purchased intereat i/rulwvynmxrthn( the interest of each bears to the total interest of all purchasing par-
tics. However, there shall by rfcrential right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of ifsi T<hy merper, rearganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
Pt siibeidiacy ol a-porart-cAmpenI—ar taany—enmpanyin-which-amy—one-rarte—rrr-mieityof-thesteck.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed 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 hercunder are several
and not joint or collective, or that this agreement and aperations hereundrr shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party herehy affected elects to be exclided
feom the application of all of the provisions of Subchapter **K*", Chapter 1, Subtitle “*A"", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Sectinn 761 of the Cade and the regulations promulgated thercunder. Operator is authorized and directed toex-
ecutz on behall of cach party herehy affected such evidence of this election 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, stateme s,
and the data required by Federal Regulations 1.761. Should there be any requirement that cach party hereby affected give fucther
evidence of this election, each such party <hall execute such documents and furnish such other evidence as may be required by the
Federal Interral Revenue Service or as may be necessary to evidence this election. No siuch party shall pive any notices or take any o ther
action inconsistent with the clection made hereby, If any present or future incame tax laws of the state or states in which the Con-ract
Area is located or any future income tax laws of the United States contain provisions similar ta those in Sulchapter K™, Chapter 1,
Suhiitle A", of the Internal Revenue Code of 1954, under which an election similar to that pravided by Section 761 of the Code i per-
mitted, cach party hereby affected shall make such election as may be permitted or required hy such laws, In making the foregoing clec-
tion, cach such party states that the income derived by such party from operations hereunder can be adequately determined without the

1

computation of partnership taxable income. L
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ARTICLE X,
CLAIMS AND LAWSUITS

Operator may scttle any single uninsured third party damage <laim or suit arising from operations hereunder if the expenditire

doos not exceed_Ten_Thousand_and no/l00-------c--ceemewecmmmmm o oo - == — Dollars
.10,000.00 Y and if the pavment is in complete settfement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the partics hercto shall assume and take over the further handling of the claim or suit, unless such authorirs is

delegated to Opcerator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arices. 1f a claim is made against any party or il any parts is
sued on account of any matter arising from operatinns hercunder over which such individual has no control because of the rights given
Operator hy this agreement, such party shall immediately notify all ather parties, and the claim or suit shall be treated as any other claim

or suit involving opcrations herennder,

ARTICLE XI.
FORCE MAJIEURE

It any party is rendered unable, wholly or in part, by force majeniee ta carry out its obligations under this agreement, other thn
the obligation to make moncy payments, that party shall give to all other parties prompt written notice of the force majeure with
reascnably full particulars concerning it; theeeupon, the obligations of the party piving the natice, so far as they are affected by the force
majeure, shall be sucpended during, but no lonper than, the continuance of the ferce majeure. The affected party shall use all reasona’ le

diligence to remnve the farce majenre situatton as quickly as practicable,

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other Tabor difficulty by the party involved, contrary to its wiches; how all such difficultics shall be handled shall be entir 1y

within the discretion of the party concerned.

The term **force majeure™, as here emplayed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy_ war, blockade, public riot, lightning, fire, storm, flood, ceplosion, governmental action, governmental delay, restra nt
or inaction, unavailability of equipment, and any other cause, whether of the kind spectflically cnumerated above or otherwise, whick s

not reasonably within the eontral of the party claiming suspension,

ARTICLE XIT.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwine
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed 1o
the parties to whom the notice is piven at the addresses listed on Exhibit “*A™". The originating notice given under any provision hereof
<hall be deemed given only when received by the party to whom such notice i< directed, and the time {or such party to give any notice in
response thereto shall run from the date the ariginating notice is reccived. The second or any responsive notice shall be deemed 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 chanpe its address at any time, and [rom 1ime to time, by piving written notice thereof to all other parties.

ARTICLE XHI.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as ta the oil and pac leases andfor oil and gas interests subject hereta for the
period of time sclected below: provided, hawever, no party hereto shall ever be construed as having any right, title or interest in or to any

lrase or oil and gpas interest contributed by anv ather party beyvond the term of this agreement,

{3 Option No. 1: So long as any of the oil and gas leases subject to this agreement remain ar are continued in force as to any part

of the Contract Area, whether by production, extencion, rencwal or otherwise.

X Option No. 2: In the event the well described in Article VIAL, ar any subsequent well drilled under any provision of this
agrecment, results in production of oil and’or pas in paying quantitics, this apreement shall continue in force so long as any such well or
wells produce, or are capable of production, and far an additional period of 120 days [rom ce<sation of all production: provided,
however, i, prior to the expiration of such additional period, one ar mare of the parties hereto are engaged in drilling, reworking, decpen-
ing, phugging back, testing or attempting to complete a well or wells hereunder, this agreement <hall continue in force until such opera-
tinns have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well descrihed in Article VLA, or any suhsequent well drilled hereunder, results in a dry hole, and no other well is producing, ST‘CHPHMP
of producing oil and/or gas frem the Contract Area, this agreement shall terminate unless drilling. deepening, plupping back of rewor'-

ing oprrations are commenced within 120 days from the date of abandonment of said well, -

o

It is agreed, however, that the termination of this agreement shall not relicve any party hereto from any liability which has

accrued ar attached prior to the date of such termination.

LI
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ARTICLE X1V.
COMPLIANCE WITIH 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 i< located, ta the valid rul s,
regulations, and orders of any duly constitited reputatory body of said states and 1o all ather applicable federat, state, and Tocal Taws, or-

dinances, rules, regulations, and orders.
B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited ta, matters of performance, non-performance, breach,
remedies, procedures, rights, duties ind interpretation or construction, shall be governed and determined by the law of the state in which

the Contract Arca is Incated. HtheCantenctAronisintwoarmace ciatacthadawalthe catan! —

‘ i ——— S

C. Regulatory Agencies:

Nothing hercin contained shall grant, or be construed to grant, Operator the right or anthority to waive or release any rights,
privileges, or obligations which Non-Operators mav have under federal or state taws or under rules, repulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offse -

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, claims
and causes of action arising out of, incident to or resulting dircctty or indircetly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Fnergy or predecessor or suceessor apencies to the extent such interpretation or ap-
plication was made in good faith. Lich Nen Operator further agrecs 1o reimburse Operatar for any amounts applicable to such Non-
Orerator’s share of production that Operator may be required to refand | rebae ar pay as a resule af sych an incorrect interpretation or

application, tegether with interest and peraltics thereon owing by Operator ae i result of such incoreret interpretation or application,

Non-Operators authorize Operator ta prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil <old hercunder or to any other person or entity pursuant to the requirements of the *Crude Oil Windfall Profit Tax Ac:
of 1990, as same may be amended from time to time (**Act ™) and any valid repulations or rules which may be issued by the Treasury
Department from time to time pursuant to <aid Act. Each party hereto agrees to furnish any and all certifications or other information

which is required 1o be furnished by <aid Act in a timely manner and in sufficient detait to permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS

“a) FTach party will use its hest eofforts to abstain from
distributing any information ot photoqgraphs to the press or ophor
media without the approval of all the parties except as required

by law or regulation, Vhen all parties have reviewed such
material, the company designated as operator shall have the
nrincipal responsibility for 1its issuanc¢. The only other
ovceoption to the foreqgoing shall be that in the event of' an
omArgency involving extensive property damage, operations

failure, loss of human life or other clear emergoency, the‘pgrty
draignated as operator is authorized to furnish such  minimum
strictly factual information as shall be necessary to satisfy the
l~gitimate public interest on the part of tho.press and 'dgly
conatituted authorities. If time does not permit the obtalning
or prior approval by the other party or parties, such'party shall
thereupon promptly advise the other pavrty or partiles of the

information so furnished.

(h) As to any contract executed by operator with an independent
contractor covering operations or services to be performed on
properties covered by this opo;atinq aq;oﬁment, opgrator sha}l
require that any indemnification provision contained ;hereln
<hall extend to and inure to the benefit of non-operator in the

same manner as operator.
el This Operating Agreemcent takes the place of and is 1n lieu

of that certain Operating Agrcement dated July 3, 1980

) . - i 5 i overs
dreignating Harvey E. Yates Co. as Operator insofar as 1t c

the lands and interest described in Lxhibit "A" attached hereto.
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ARTICHID XV

MISCIT A!\'l{()l‘r.‘: DEC 7 7988

This agrecment shall be by opon and Shall inore 1o the Benehn ol the pariies hereto and o lhn clive herrs, devisees,
: : X

lepal representatives, successors and assipns
This mstinment may be esecnted inany oumber of counterpae, cach of which shall be considered anorigimal for el purposes.
IN WTTNTSS WHERFOE thiv aereement <ball be offective o ol ,27thwjmwﬂ__woctobenw_“wIm“§§,
OPERATOR

AMERIND OIL CO,

s A ey

RoBcrL C. Leibrock, Partner

NON OPFRANTORS

Attest:

B . ’ o
. S e
___“44._*..‘ PN S

Betty McBride, Secretary4'




STATE OF TEXAS
COUNTY OF MIDLAND

This instrument was acknowledged before me on the AL z2Asday of
42__ , 1988 by Robert C. Leibrock, Partner, on behalf of Amerind
Oil Co., a Texas Gencral Partnership

My Commission Expires: 5/%226221 Ll 7@{2L6Z&AV2/

of Texas
Printed Name: S 2/ Ly SUE Do
B T i i i S
SALLY SUC HUDSON \3
IR i Motary Public, State of Texas
L% My Comm. Expiras: 7/05/92

STATE OF NEW MEXICO

COUNTY OF BERNALILLO oSS

This instrument was acknowledred before me on the S Yh day of
O At 1988 by s o s s ' of
CIBOLA_ENERGY CCRP. , @ New Mexico COrporatlon on behalf of said
corporation.
My Commission Expires: R {“ i L

Notary Public in and fbr the %ta!

Y VY VY NF R VSN YNV VYN F ST LYY o] )
Of L"\\' Yoo, L

SN = _ORET AT, SEAL , )
% G2 MARTHA HENSLEY ! Printed Name: _vao vy Viiwooly
v MIOTATY DURLIC
i STATE QF NEW EXICO
STATE OF *.7 ..., ..~ . iff:?t}
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of said
corporation.
My Commission Expires:
Notary Public in and for the State
of
Printed Name: _
STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of
sai1d corporation.
My Commission Expircs:
Notary Public in and for the State
of
Printed Name:
STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of said

corporation.

My Commission Expires:
Notary Public in and for the State

of
Printed Name:
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STATE OF

COUNTY OF

This instrument was acknowledged before me on the day of
19388 by , of
, a corporation, on behalf of said

corporation.

My Commission Expires:

Notary Public in and for the Statle
of
Printed Name:

STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of

said corporation.

My Commission Expires:

Notary Public in and for the Sta-e
of

Printed Name:

STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of

said corporation.

My Commission Expires:

Notary Public in and for the State
of
Printed Name:

STATE OF
COUNTY OF
This instrument was acknowledged before me on the day of
, 1988 by , of
, a corporation, on behalf of said

corporation.

My Commission Expires:

Notary Public in and for the State
of
Printed Name:

STATE OT

COUNTY OF

This instrument was acknowledged before me on the day of
, 1988 by .

My Commission Expires:

Notary Public in and for the State
of

Printed Name:

15b
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EXHIBIT "A"™

Attached to and made a part of that certain

Operating Agrecment dated Qctober 27, 1988,
by and between Amerind 0il Co., as Operator
and Harvey L. Yates, Co., et al, as Non-
Operators.
LANDS SUBJECT TO AGREEMENT
All of the S/2 NW/4 of Section 29, T-16-S, R-37-E,

New Mexico, covering the rights from the Basc of th
Formation to the Base of the Strawn Formation.
INTEREST OF THE PARTILS
owner PO
Amerind 011 Co. 50.000000%
Rosemary T. Avery .026782%
Connic Lnergy Corp. .250000%
A.J. Decans _ .038261%
Cxplorers Petroleum Corp. 1.500000%
Bill J. Graham 01l & Gas Co. -0-
O0.E. Groves .038260%
Nell R. Hardee .038260%
HHEYCO Employees Ltd. .026782%
WKRM Petrolcum Corp. -0-
Sally Meader-Roberts .026782%
Feading & Bates Petroleum Co. 12.500000%
Spiral, Inc. 1.250000%
Yates Encrgy Corporation 10.090951%
N.M. Young .026782%
Cibola Encrgy Corporation 3.181360%
ltarvey E. Yates Co. 21.0057739%
99.999999%

ADDRESSES OF THE PARTIES

Amerind 0Oil Co. Nell llardee
415 w. Wall, Suite 500 2802 Highland R
Midland, Texas 79701 Roswell, New Me
Attn: Mr. Robert C. Leibrock
815-682-8217 Bill J.

Co.
Harvey E. Yates Co. 114 Bldg. "O",
Spiral, Inc. Office Park lor
Explorers Petrolecum Corp. Midland, Texas

Lea County,

e Paddaock

APO%

50.000000%
.026782%
.250000%
.038261%

1.500000%
.625000%
.038260%
.038260%
.026782%
.437500%
0267823

12.500000%

1.250000%

9.983735%
.026782%

3.181360¢%¢
20.0504¢52

99.999999%

oad

xXxico 88201

Graham 011 & Gas

th
79708

I'EYCO Employees, Ltd.

Roscmary T. Avery KRM Petroleum Corporation
A.J. Deans 1900 Grant Streect, Suite
O.E. Groves Denver, Colorado 80202
Sally Meader-Roberts Attn: Mr. John Buckley
N.M. Young

P.O. Box 1933 Yates Energy Corporation
Roswell, tMew Mexico 8%202 1010 Sunwest Centre

Roswell,

Reading & Bates Petroleum Co. Attn: Mr. Ken

2100 Mid-Continent Tower
Tulsa, Oklahoma 74103
Attn: Mr. Drake Smiley

Cibola Energy Corporation
P.O. Box 1668
Albuquerque, New Mexico 87103
Connie LEnergy Corporation

1012 ¥ast Lincoln Road

llobbs, New Mexico 88240

New Mexico

88201
Hammonds




SCHEDULE OF OIL AND GAS LEASE

01l and Gas Leasce #V-122 dated Scptember 1, 1977, from the
State of MNew Mexico to Narvey L. Yates, Co., as Lessoee,
insofar as said 0il and Gas Leasce covers the following
lands:

T-16-5, R-37-1
Section 29: GW/4 Nw/4

011 and Gas Leasce #R-9118 dated June 21, 1955, from State of
New Mexico to L.C. Harris, Lessee, insofar as 1L covers the
SE/4 NW/4 of Section 29, 1-16-S5, R-37-I1.

All in Lea County, New iexico.
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1.

2.

Definitions

EXHIBIT ot

October 27, 1988, by _and between Amerind 0il Co. .
as_Operator and certain Non-Operators =

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

(I

“Joint Property” shall mean the real and personal property subject to the agreement to which this Acconnting
Procedure is attached,

“Joint Operations’” shall mean all operations necessary or proper for the development, operation, protectinn and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to he shared by the Partics.

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

“Non-Qperators” 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 Jointl Operations is the direct
supervision of other employces and/or contract labor directly emploved on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those emplovees having special and specific engincering, geological or other
professional skills, and whose primary function in Joinl Operations is the handling of specific operating -ondi-
tions and probhlems for the benefil of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employres.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Propr-ty.

“Controllable Material™ shall mean Material which at the time is so classified in the Material Classification M anual
as most recently recommended by the Council of Petroleum Accountants Societies of North America,

Statement and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Arcount for the preceding month. Snach hills will be accompanied by statements which identify the anthor-
ity for expenditure, lease or facility, and all charges and creditls, summarized by appropriate classifications ~f in-
vestment and cxpense except that items of Controllable Material and unusual charges and credits shall be sep-
aralely identified and fully described in detail,

3. Advances and Payments by Non-Operators

o

5.

Unless aotherwise provided for in the arreement, the Operator may require the Non-Operators to advance their

share of estimated cash outlay for the succeeding month’s operation,

to reflect advaners received from the Non-Operators, AL L60>

Fach Non-Operator shall pay its proportion of all bills within fH{taan—{-~J davs
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (125 ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint

Property is located, whichever is the XXX
the colleciion of unpard amounts,

Adjustments
Payment of any such bills shall not prejudice the &;aht of any Non-Operator to protest or question the correct-

ness thereaf; provided, however, all bills and state

.,,:)'

afler receipt.

Operator shall adjust each monthly Lilling

If payment s not

lus attorney’s fees, court costs, and other costs in connection with

ents rendered to Non-Operators by Operator during any

calendar year shall conciusively be presumed to be true and ecorrect alter twentyv-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operalor -akes
written exception thrreto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall

be made unless it is made within the same prescribed period.

The provisions of thiz paragraph shall not praevent

adjustments resulting from a physical inventory of Controllahle Material as provided for in Section V,

Audits

A. Non-Operator, upnn notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and rrcords relating ta the Joint Account for any calendar yrar within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written eveeption to and the adjustments of accounts as provided for in Paragraph 4 «f this
Section I, Where there are two or moare Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Opcrators' audit cost incurred under this paragraph unless orreed
to by the Operator.

Approval by Non-Operators
Where an approval ar other apreement of the Parties or Non-Operators is expressly required under other sec-
“tions of this Accounting Procedure and if the apgreement to whith this Accounting Procedure is attached contains
no contrary provisinons in regard thereto, Operator shall notify all Non-Operators of the Opcerator’s proposal, and
the agreement or approval of a majorily in interest of the Non-Operatlors shall be controlling on all Non-Cpera-

tors.
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Rentais and Royalties

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

A. (1) Salaries and wages of Opcerator's ficld employees directly employerd on the Joint Property in the corduct
of Joint Operations.

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

(3) Salaries and wages of Technical Employeces dircctly employed on the Joint Property if such charge: are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are charpeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 213 may be charged on a “when and as paid basis” or by “percentage as-
sessment’ on the amount of salarirs and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentige assessment is used, the rate shall be based on the Operator's cost experience,

C. Expenditures or contributions made pursuant to assessments imponsed by povernmental authority whicly are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those emplovers whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Scction Il

3. Employece Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pensior. re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2D of this Section IT shall be Operator's actual
cost not to exceed HRMINPHAGHOTOTOKEWenty-three percent (237%) or the percent most recently
brlc;(t:g;[mcnded by the Council of Petroleum Accountants Socicties of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and cconomical operations. The accumulation of sur-
plus stocks shall be avoided.

5. Transportation
Transporiation of employces and Material necessary for the Joint Operations but subject to the following 1'mita-
tions:

A. If Material iz 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 the nearest reliable supply store,
recognized barpe terminal, or railway receciving point where like material is normally available, uniess apreed
to by the Parties,

B. If surplus Material is moved to Operator's warchouse or other storage point, no charge shall be made 1o the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joirt Ac-
count for moving Material to other properties belonging to Operator, unless agrerd to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

6. Services
The cost of contract services, equipment and utililies provided by outside sources, except services excluded by
Paragraph 8 of Section Il and Paragraph 1. ii of Section III. The cost ol professional consultant services an'l con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded frem the
Overhead rates. The cost of professional consultant services or contract services of technical personnel rot di-
rectly engaged on the Joint Praperty shall not be charped to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished hy Operator

A. Operator shall charge the Joint Acenunt for use of Operator owned equipment and facilities at rates com-
menszurate with costs of ownership and operation, Such rafes shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed cight per cent (8%%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iicu of charpes in Paragraph 7A above, Operator may clect lo use average commercial rates prevailing in
the immedinte area of the Joint Property less 209, For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property
All rosts or expenscs necessary for the repair or replacement of Joint Property made necessary because o' dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulling from Operator's
gross negligence or willful misconduct. Operator shall furnish Non-Opecrator written notice of damages or losses
incurred as soon as practicable afrr a report thercof has been received by Operator.

9. Legal Expense
Expense of handlinp, investigating and setlling litigation or claims, discharging of liens, payment of judpments
and amounts paid for settlement of claims incurred in or resulting from operations under the agrcement or
necessary lo protect or recover the Joinl Property, except that no charge for services of Operator’'s legal staff

orfanrapnpunaonsnaf-artaidentarmers chall be made unless previously agreed to by the Parlics. AH—enihopteaal
o ie_eansiderad ta he_eavared-bhu tha auachead-praviciaps—af—Seetion—Hi—mmriese—othervise—arreed—to--y—the
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10.

11,

12,

- iy

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Taxes

Insurance

Nel premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employvers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that cvent, Operator shall include a charge at Oprrator’s
cost not to exceed manual rates.

Otl.er Expenditures

Any other expenditure not covered or dealt with in the forrgoing provisions of this Section II, or in Secct:on III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations,

ITII. OVERIEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on cither:
( X ) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B.
Unless otherwise apreed to by the Parties, such charge shall be in licu 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 2A, Section II. 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 contidered
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.
ji. 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 (1 shall
not ( X) 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 $.4,500.00
Producing Well Rate $450.,00

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

(a) Drilling Well Rate L.
r?,—ent ox be for g minimm of one t(}\ tg )
[1] Charges for onshore A ling wclls smllA.)cgm on the date the well 1s spudded and terminate on

the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fiftecen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion cquipment moves of{ loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling opcrations for {ifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilting well rate. Such charges shall be applied for
the period from date workover opcrations, with rig, commence through date of rig release, oxcept
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a onc-well charge providing cach completion is considered a scparate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet,

(4] A onc-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] AIl other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not quali{y for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each ycar following the elfective date of the
agreement to which this Accounting Procedurce is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weckly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fields Produe-
tion Workers as published by the United States Department of Labor, Burecau of Labor Statistics, or the
cquivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

—3—
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B. Overhead - Percentage Basis '
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

Percent ( ¢ ) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Scction II and all salvage credits.
{b) Operating
- _Percent { %) of the cost of Opcrating the Joint Property exclusive of costs previded
under Paragraphs 1 and 9 of Section 11, all salvage credits, the value of injected substances purchased

for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

({2) Application of Overhead - Pereentape Basis shall be as follows:

For the purposec of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedia) « pera-
tions on any or all wells invalving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is nol com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clrarly discernible as a fixed assct, except Major Construction as des redd in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction TO BE NEGOTTIATED

Tocompensate—Opernator—for-overhane i i } i i—esso&s,—{-h:_:;oys-
pansion of fixed assets, and any other pm)cct clcnr]v discernible as a fixed asset TCQLHI‘Cd for the develo it and
operation of the Joint Property, Operator shall cither negotiate a rate prior to the beginning of copsh’l@ép:ﬁ‘ shall
charpe the Joint Account for Overhead based on the following rates for any Major anslrnﬁf)n project in ecxcess

of § :

A, _____ % of total costs if such costs are more than §_ ~_but less than $ : plus
B. _  of total costs in excess of § Tt ](qq lh’]n £1,000,000: plus

C. _____ o, of total costs in excess of $1,00

Total cost shall mean the gross cost ~ onc project. For the purposc of this paragraph, the component parts
of a single project shall not be od separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of R

The Qyorhmm provided for in this Section III may be amended from time to time only by mutual agreement
MMWWWWWM - or-axcassive,

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

Operator is responsible for Joint Account Materinl and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: how-
ever, at Operator's option, such Material may be supplird by the Non-Operator. Operator shall make limely disposition
of idle and/or surplus Material, such disposal being made cither throush sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, 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 Property or disposed of by the
Opera‘or, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge Inad weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
{a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is ror-
mally available,

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

(?) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available,

B. Good Used Material (Condition 1)
Material in sound and serviccable condilion and suitable for reuse without reconditioning:
(1) Material maved to the Joint Property
(a) At seventy-five percent (7075) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (7577) of current new price, as determined by Paragraph 2A of this Section TV,
if Material was orviginally charged (o the Joint Account as new Material, or
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(b) at sixty-five percent (657..) of current new price, as determined by Parapgraph 2A of this Section
IV, if Material was originally charged to the Joint Account as pgnod used Material at seventy-five per-
cent (75%%) of current new price,
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condilion and not suitable for its original function until
after reconditioning shall be priced at fifty percent (509¢) of current new price as delermined by ara-

graph 2A of this Scction IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D
All other Material, including junk, shall be priced at a value commensurate with its use or at prevsiling
prices. Material no longer suitable for its original purpose but usable for some other purpose, sh:1l be
priced on a basis comparable with that of items normally used for such other purpose. Operator mayv dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Ma‘erial
is not equivalent to that which would justify a price as provided ahove may be specially priced as apreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in licu of loading and unloading costs sustained, “when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

Whenever Material 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 forr the
required Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing: and
notifying Operator within ten days after receiving nolice from Opcrator, to furnish in kind all or part of his «hare
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In casec of drfective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material,

Periodic Inventories, Notice and Representation

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

Recorncilintion and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shor'ages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held acenuntable only for shortages due to lack of reasonable diligence. '

Special Inventories

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

Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless arreed to by the
Parties.




EXHIBIT D™

httached to and made a part of that certailn
Opecrating Agreement dated October 27, 1988
by and between Amerind 0Oil Co., as Operator,
and certain Non-Operautors.

OPERATOR agreces to contract {or and keep 1n full force and effect
for the duration of this aagrecment, insurance policies as
follows:

(a} Workman's Compcecnsation and bBmployers Liability Insurance as
may be required by the laws of the state 1n  which the
properties are located.

(b) General Public Liability in an amount not less than
$100,000.00 for injuries to one person and $300,000.00 for
injuries in any one accident.

fc} Property damage 1insurance 1in an amount not less than
$100,000.00.

{dY Automotive Public Liability and Property Damage in an amount
not less than $100,000.00 for injuries to one persor,
$300,000.00 for injuries in any one accident and $100,000.00
property damage.

Such 1insurance Imay contaln exceptions as are reasonable in  the
sole judgment of the operator, including but not limited to
blowouts, underground damage, etc.




EXHIBIT "E"
Attached to and made a part of Operating Agreement

dated October 27, 1988 by and between Amerind 0il
Co., as Operator, and certain Non-Operators.

GAS STORAGE AND BALANCING PROCEDURE

The parties to the Operating Agrcement to which this Exhibit "E"
is attached own the working interest in the gas rights underlying
the Unit Area coverted by such agreement in accordance with the
percentages of participation as set forth in Exhibit "A" to
the Operating Agrecement.

‘Subject to all of the terms of the Operating Agreement, ecach
party has the right to take its share of gas produced from the
Unit Area and market the same. In the event any of the parties
hereto is not at any time taking or marketing its share of gas
or has contracted to sell its share of gas produced from the
Unit Area to a purchaser which does not at any time while this
agreement {s in effect take the full share of gas attributable
to the interest of such pacrty, the terms of this agreement shall
automatically become ecffective.

Puring the period or 'periods when any party hereto has no market
for its share of gas produced from any proration unit within
the Unit Area, or its purchaser doecs not take its full shar=
of gas produced from such proration unit, the other parties
shall be entitled to produce each month one hundred percen:
of the allowable gas production assigned to such proration unin
by the State regulatory body having jurisdiction and shall bo
entitled to take and deliver to its or their purchaser all of
such gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by leasn
equipment in accordance with their respective interests and
subject to the Opecrating Agreement to which this agrecment i
attached, but the party or parties taking such gas shall own
all of the gas delivered to its or their purchaser.

On a cumulative basis, each party not taking or marketing itsa
full share of the gas produced shall be credited with gas in
storage equal to its full share of the gas produced under thin
agreement, less its share of gas used in lecase operations, vented
or lost, and less that portion such party took or delivered
to its purchaser. Each party taking gas shall furnish, or causc
to be furnished, the Operator a monthly statement of gas taken.
The Operator will maintain a current account of the gas balance
between the parties and will furnish all parties herecto and
their purchasers monthly statements showing the total quantity
of gas produced, the amount used in lecase operations, vented
or lost, the total quantity of liquid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account
of each party.

After notice to the Operator, any party at any time may begin
taking or delivering to its purchaser its full share of the
gas produced from a proration unit under which- it has gas in
storage less such party's share of gas used in operations, vented
or lost. In addition to such share, each party, including the
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Operator, until it has reccovered its gas in stor?ne and balanced
the gas account as to its interest, shall be entitled to take ot
deliver to its purchaser a share of gas detcrmined by multiplying
fifty percent (501) of the interest in the current gas pdeUCFlOH
of the party or partiecs without gas in storage by- a gractxop,
the numerator of which is the interest in the proration unil
of such party with gas in storage and the denominator of which
is the total percentage intcrest in such proration unit of all
parties with gas in storage currecntly taking or delivering to a
purchaser. This agreement shall constitute a scparate agrccement
as to each reservoir in the Unit Area, cxcept if production from
two or more reservoirs is commingled in the wellbore so that the
gas from each such recscrvoir cannot be separately mctered, the
commingled producing horizons shall then be considered to be o
single reservoir for the purpose of this agreement. When gaxz
production from a reservoir in a proration unit permanently ceases
in an unbalanced condition, the undecrproduced party may take
gas production from the other proration units in the Unit Arca
producing from the same resecrvolir. Production cannot be taken

from one reservoicr for the purpose of balancing underproduction
from other teservoirs.

Each party producing and taking or delivering as to its purchaser
shall pay any and all production taxes due on such-gas.

Nothing herein shall be construed to deny any party-'the -right,
from time to time, to produce and take or deliver to its purchaser
its full share of the allowable gas production to meet the deliver-
ability tests required by its purchaser.

When gas production from a gas well reservoir permanently ceases,
it shall be the obligation of the Unit Operator to determina
the final accounting of underproduction and overproduction and
each overproduced party shall account to and compensate each
underproduced party with a sum of money equal to the amount
actually received, less applicable taxes and royalties, by any
overproduced party from the sale of that part of the total
cumuiative volume of gas produced which the underproduced party
was entitled to take. Payment for such overproduction shall
be in the order of accrual.
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paxitlBlLl ko

NON-DISCRIMINATION AND CERTIFICATION O?.NON-SEGREGATED FACILITIES

EQUAL EMPLOYMENT OPPORTUNITY

Ouring the performance of the contracl desceribed above, Contractor agrees 1o the {ollowing
additional terms and conditions 10 the extent they may be applicable to the work 1o be porformed
under such conlract in 3ccordance wilh the provisions of the [ollowing described Execulive
Qrders, Acts, and implementling rules and requlalions issued thrrcunder,

A. E.O. 11246, as amended by £.0. 11375 (Race, Color, Religion, Sex and National Origin)

1. Il the contractlis in excess of $10.000, the Contraclor agrees (o comply with the provi-
sions of Sectlion 202 o! such Order (the “Equal Opportunily clause™), which clause is
incorporate herein by reference pursuant 1o the regulations promulgaled under such
Ordger (41 C.F.R, Sce. 60-1.4{d)). .

2. Mthecontraclisinexcess ol $10,000, the Contractor certifles that il does nol maintain or
provide, nor will it mainlain or provide for its employes any segregaled lacllilies al any of
its establishments, and thal il docs nol permil nor will il permitl ils employes o perform
their services at any Yocation, under its contrnl, where segregated facilities are main-
lained.” Conlraclor agrees thal a breach of this certilication is a violalion of 1he Equal
Ooportunity clause ol Execulive Order 11246, Contraclor further agrees that (excepl
where it has oblained identical certilications from proposed subcontraclors lor specilic
lime periods) il will oblainidentical certilications lrom proposed subconlractlors prior to
the award of subconlractors cxceeding $10,000 which are not exempl from (Ne provisions
ol the Equal Opportunily cltause; thatil will retain such certilicatlions inits liles: and (hat
it will fTorward the precribed nolice lo such proposcd subcontraclors (except where [he
prooosed subcontractors have submilled identical certilicalions [lor specilic time
periods).**

*As used in this certification, the term *'segregated facilities'’ means any wailing rooms, work
" areas, rest rooms and wash rooms, reslavran!s and olher ealing areas, lime clocks, locker
rooms and other slorage or dressing areas, parking lots, drinking lountains, recreation or enter-
tainment areas. lransportation and housing facilitics provided lor employes which are
seqgreqated by explicil directive or are in facl segregated onthe basis ol race, creed, color or na.
tional origin because of habil, local custom or oltherwise,

**The lorm of the prescribed notice is as follows: NOTICE TO PROSPECTIVE SUBCONTRAC.
TORS OF REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACIUITIES. A Certil.
icate of Nonsegregatled Facilities as required by the May 9, 1967 order on Elimination of
Seqgreqgated Facililies, by the Secretary of Labor (32 Fed. Req. 7439, May 19, 1967), must be sub-
milled prior 1o the award of a subcontract exceeding 316,000 which is not exempl! Irom the pro-
vigions of the Equal Opportunily clause. The cerlilicalion may be submilted ecither foreach sub-
conlract or lor all subcontracls during a period (i.c., quarlerly, seminannually or annually),
Nolr: The penally for making false statements in oflers is prescribed in 18 U.S.C. 1001,

3. Ifthe conlraclisin excess of $50,000 and the Conlractor has more than 50 employes, the
Contraclor aqrees {a) 1o file annually, on or belfore March 31 of each year, (or within 30
days aller the award ol such conltract il nol liled within 12 months preceding the date of
the award), completle and accurate reporls on Slandard Form 100 (EEQ-1) with the appro-
priate qovernmental agency, in accordance with the regulations issued by the Secrelary
ol Labor {41 C.F.R.Src.60-1.7), and (b) 1o develop a wrillen allirmalive aclion compliance
program for each ol ils establishmenls in accordance with the requlations issued by the
Secrelary o!f Labor (41 C.F.R, Scec. 60-1.40).
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B. E.O. 11701 (Sectlnn 402.Votorans Roadjustmont Acl-of 1974)

[t tho contract Is in excess.of $10.000, tho Contractdr agroos to comply wilh the alllrmative
action clauss and requlations promulgated undor such Ordor (41 C.F.R, Par 60-250) which
clausa Is incorporatled heroln by referonce pursuantto Soctlon 60-250.22 of such roquialions.

C. E.O. 11758 (Sectlon 503-Rehablilitation Act of 1973)

If the contract Is in excess of 32,500, the Contractor agroos 1o comply with tho alfirmaltive
action clause and the requlations promulgated under such Order (41 C.F.R. Part 60.741),
which clause is incorporated herein by relerenco pursuant 1o Seclion 60-741.22 of auch
requlations,

O. E.O. 11625 (Minority Business Enterprises)

ITthe contractis in excess of $10,000, the Contractor agrees to use ils best effec!s 1o pro-
vide minorlty business enterprises with the maximum praclicablo opportunity to pa-ticl.
palo in the performance of such contracl lo tho fullest exten! consislent with the elfi-
cien! performance therco! (41 C.F.R, Secc. 1-1.1310-2(a)).

lfthe contractis in excess of $500,000, the Contraclor agrees to comply with the Minority
Business Enlerprises Subconliracling Program ciause promulgaled under such Ordoer {41
C.F.R. Sec. 1:1,1310-2(b)), which clausc i3 incorporaled herein by reforenco.

E. Section 205-Railroad Revitalization and Regulalory Reform Act of 1976

1.7

The conlractor agrees o comply with the requirements of Title 49 C,F.R, 265 Subpart B ol
the requlations promulgated under such Acl regarding "Nondiscriminalion in Federally
assisled Railroad Programs™ and the nondiscrimination clausos thernin are Incorporated
herein by relerence, ‘

I the contract is for $50.000 or more, the Conlractor agrees to comply with and Imple-

ment the Afflrmatative Actlon Program estlablished pursuant to Seclion 265.11 ol 49
C.F.R, '
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EXHIBIT "G"

Information to be furnished to the parties:




