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Oryx Energy Company
Campbell Centre II

8150 North Central Expy
PO Box 2880 ‘
Dallas TX 75221-2880

OR“ 214 891 1500

. Exploration
March 29, 1990 Northern Region
BTA 0i1 Producers
104 South Pecos
Midland, TX 79701 L FPr7 Ceama
Attn: Bob Crawford 7§ XV - /M

RE: Operating Agreement
Antelope Ridge Prospect
Section 26, T22S-R34E
Lea County, New Mexico

DC-17810 & DC-17787

Gentlemen:

Oryx Energy Company, as Operator, wishes to amend the referenced
Operating Agreement covering the S/2 Section 26 dated December 1, 1989,
as follows:

Exhibit A; Contact Area

"S/2 of Section 26, 1225-R34E"

shall be changed to "All Section
26, T22S-R34E."

This amendment will allow one Operating Agreement (DC-17810) to govern
all of Section 26 (0jo Chiso Federal #1 & #2 wells) and abolish
(DC-17787) covering the N/2 Section 26.

If the above meets with your approval, please so indicate by signing and
returning one (1) copy of this letter as soon as possible.

Thank you for your cooperation.

Sincerely,

OR RGY COMPi?%E
an Beers

Landman

AGREED TO AND ACCEPTED THIS _ 2nd DAY OF _april , 1990.
BTA OIL_PRODUCERS

BY: _ Q%L TITLE: Land /Legal Manager
C. ROBERT CRAWEGRD '

. 3D139/512 - (1)
oty o 4
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_____OryX Energy Company, as Managing
General Partner of Sun Operating Limited Partnership

hereinafter designated and

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

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

WHEREAS, the parties to this agreement are owners of oil and gas leases andfor oil and gas interests in the land identified in
Exhibit **A’’, and the parties hereto have reached an agreement to explore and develop these leases andfor oil and gas interests for the
production of oil and gas to the extent and as hercinalter provided,

NOW, THEREFORE, it is agreed as [ollows:

ARTICLE L.
DEFINITIONS

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

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

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

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

D. The term “*Contract Area’’ shall mean all of the lands, oil and gas iéasehold interests and oil and gas inlerests intended to be

developed and operated for oil and gas purposes under this agreemnent. Such lands, eit-mmd-ges-lesschold-interestrand-etl-end-gas-interests
are described in Exhibit *'A"",

E. The term ‘'drilling unit’’ shall mican the area fixed f{or the drilling of one well by order or rule of any stale or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agrecement of the Drilling Parties.

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

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

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

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

ARTICLE 1.
EXLHIBITS

The lollowing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereol:
(X A. Exhibit A", shall include the [ollowing inlormation:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, {ormations, or substances,
(3) Percentages or [ractional interests of parties to this agreement,
(il bttt A OISO AN S it e P O b iinnl Srab N AR,
(5) Addresses of parties for notice purposes.
X C. Exhibit **C", Accounting Procedure.
X D. Exhibit **D", Insurance,
{X E. Exhibit **E"", Gas Balancing Agreement.
X F. Exhibit **F"’, Non-Discrimination and Certification of Non-Segregated Facilities.
lI any provision oi any exhibit, except Exhibits “*E* and *‘G"’, is inconsistent with any provision contained in: ,the body
of this agreement, the provisions in the body of this agrecment shall prevail,
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ARTICLE 1ll.
INTERESTS OF PARTIES

A. Qil and Gas Interests:

I 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 hereof as if it were covered by the form of oil and gas lcase attached hereto us Exhibit **13'", and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by othier provisions, all costs and linbilities incurred in operations under this agreement shisll be borne and
paid, and all equipment and materials acquired in operations on the Conteact Area shall be owned, by the partics as their interests are set
forth in Exhibit **A”". In the same manner, the partics shall also own all production of oil und gas {rom the Contract Area subject to the
payment of royalties to the extent of One-eighth (1/8th) which shall be borne as hereinalter set forth,

Regardless of which party has contributed the lease(s) andfor oil and gas interest(s) hereto on which royalty is due and
payable, each party entitied 1o receive a share of production of vil and gas 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 such production, Uie royalty amount stipulated hereinabove and shall hold the
other parties {ree {rom any liability therefor. No party shall ever be responsible, however, on a price busis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a lngher price basis, the party contributing the affected lease shall bear the additional royalty burden suributable to
such higher price.

Nothing contained in this Article HLB. shall be deemed an assignment or cross-assignment of interests covered hereby.
\

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covercd hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article HLU., such party so
burdened shall assume aid alone bear all such excess obligations and shall indenwily and hold the othee parties hereto harmless {rom uny
and all claims and demands for payment asserted by owners of such excess burden,

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payuble out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit **A™, or
was not disclosed in writing to all other parties prior to the execution of this u[,rccmcnl by all purtics, or is not a jointly acknowledped and
accepted obligation of all parties (any such interest being hereinafter referred to as **subsequently created interest™ irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinalter referred
to as *'burdened party'’), and:

1. If the burdened party is required under this agreement to assign or relinguish to any other party, or partics, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,

or partics, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. I the burdened party lails to pay, when due, its share ol expenses chargeable hereunder, all provisions of Article VILB. shall be

enforceable against the subsequently created intercest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE 1V,
TITLES

A. Title Examination:
- * Vs

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling opemtit;hs or, if
the Drilling Parties so request, title examination shall be made on the leascs and/or oil and gas interests included, or planned to bc includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, o\'emdm;,
royalty and production payments under the applicable leases, At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including lederal lease status
reports), title opinions, title papers and curative material in its possession Iree of charge. All such information not in the posse?mn of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator, Opernlor shall
cause title to be examincd by attorneys on its stalfl or by outside attorneys. Copies of all title opinions shall be lurmsh ‘o cnch party
hereto. The cost incurred by Operator in this title program shall be borne as follows: ( ‘ !

\ ‘(' ',,-‘:,
. L v

shut-in gas royally opxmons and dmsuonbmcr'ndrq’mm&).duluzgimrt of the administrative overhead as provuled iq l.,xhlbn “C
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AITICLE 1V

continued .
A Option Nc. 2: Costs incurred by Operutor in procuring abstracts and fees paid vutside attorneys for title examination
{including preliminary, supplemental, shut-in gas royalty opiuions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party beurs to the total interest of all Drilling Parties as such interests appear in Ex-

hibit **A**. O erator shall make no charge for services rendered by its staff attorneys or other vecsonncl in the pcrformancc of the above
P 8 y Y
functions.

Each party shall be responsible for securing curative mutter and pooling amendments or agreements required in connection
with leases or oil and gas inlerests contributed by such party. Operator shall be responsible for the preparution and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing ol spacing or pooling orders.
This shall not prevent any party [rom appearing on its own behalf at any such heuring.

No well shall be drilled on the Contract Area until ulter (1) the title (o the drillsite or drilling vait has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by sll of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of imeresl from that shown on Exhibit **A™", (hc party contributing the alfectéd iease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing 10 do so, this ngreenient, nevertheless, shall continue in force as to all remaining oil
and gas leases and interesis: and,

{a) The party whose oil and gas lease or interest is affected by the tile failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any developmunt or operating costs which it may have theretolore paid ot incurced,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

{b) There shall be no retroactive adjustment of expenses incusred or revenues received from the operation ol the interest which has
been lost, but the interests of the parties shull be revised on an acreage basis, us of the time it is determined {inally that title failure has oc-
curred, so that the interest of the party whaose lease or interest is allected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) I the proportionate interest of the other parties liereto in any producing well theretofore drilled on the Contract Area is
increased by reascn of the title failure, the party whose title has fuiled shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well; . '
{d) Should any person not a party (o this agreement, who is determined lo be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of uperation, development, or equipment, such amount shall be paid to the party or partics
who bore the cosis which are so refunded;

(e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be made to the juint account for legal expenses, fees or salaries, in connection with the delense of the interest
claimed by any party hereto, it being the intention of the parties hercto that cach shall defend title to its interest and bear all expenses in
connection therewith,

2, Loss by Mon-Payment or Erroncous Payment of Amount Due: I, through mistake or oversight, any rental, shutin well
payment, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to inake such payment. Unless the party who failed to make the required
payment secures a new lease covering the sume interest within ninety (90) days from the discovery of the failure to muke proper payment,
which acquisition will not Le subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lcase involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who lailed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, culculated on an acreage basis, for the development and operating costs theretolore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretolore paid by it (but not lor its share of the cost of any dry hole previously drilled
or wells previously abandoned) [rom so much of the following as is necessary to ellect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretolore accrued to the credit of the lost interest, on an acreage basts,
up to the amount of unrccovered costs;

(b) Proceeds, less operating expenses, thereafter accrued altributuble to the Jost interest on an acrcage busis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells therealter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion 1o their respective interests; and, Fae

(c) Any monies, up to ihe amount of unrecovered costs, that may be paid by any party who is, of becomes, the owner of lhc interest
lost, for the privilege of participating in the Contract Arca or becoming a party to this agreement,

1‘-
£l
i
l,n

3. Olhcr Losyes: All losses incurred, other than thw: set forth in Articles 1IV.B.L and 1IV.1.2, above, simll be )omt “losses

and shall be borne by all parties in proportion to their interests, There shall be no readjusument of interests in the remaining ponwn of
the Contract Acea.
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ARTICLE V.
OPERATOR

A. Desigoation and Responsibilities of Operator:

Oryx Energy Company shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area s permitted and
required by, and within the Limits of this agreement. It shall conduct all such operations in & good and workmanlike manner, but it shall

have no liability us Operator to the other parties for losses sustained or Liabilities incurred, except such as may result {rom gross
negligence or willlul misconduct.

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

1. Resignation or Removal of Operator: Opsrator may resign st sny time by giving written notice thersof to Non-Operators,
1t Operator %mnlmiu TE5 Vegal existence, no longer owns 8n interest in the Contract Area or bscomes insclvent or becomes
bankrupt or s placed in recelvership, 1t shall ceaso to be Operator without any action by Non-Operator, except the selection
of a successor. Operator may be removed f {t fafls or refuses to carry out its dutles hereunder or {5 no louger cspsble of
serving as Operitor by the affirmative vote of two (2) or more Non-Operators owning & majority interest based on ownership as
shown on Exhibit "A", after excluding the voting interest of Operator. Such resignation or removal shall not become effective
wnti) 7:00 o'clock A M. on the first day of the calendsr month following the expiration of ninety (90) days after the giving
of notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor Operator has been
selected and assumes the dJutfes of Operator at on carlfer date, Operstor, after effuctive date of resignation or removal,
shall be bound by the terms hereof ss Nun-Operstor. A change of a corporation name or structure of Operator or transfer of
Operator’s interest to sny single subsidisry, psrent or successor corporation shall not be the basis for removal of Operator,

2. Selection of Successor Operator: Upon the resignation or removal of Operator, & successor Ogerltor shall be
selected by the affirmative vote o e parties owning & majority interest based on ownership as shown on Exhibit "A", The
successor Operator shall be selected from the parties owning an {nterest in the Contract Ares at the time such Successor
Opesrator 1s selacted. If the Operator that {s removed fails to vote or votes only to succeed itself, the successor Operstor
shall be selected by the affirmative vote of those parties owning a majority interest based on ownership as shown on Exhibit
"A", and after excluding the voting interest of the Operator that was removed,

C. Euwmployees:

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

D. Drsilling Contracts:

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

ARTICLE VI,
DRILLING AND DEVELOPMENT

A. lnitial Well:

On or before the 1St _day of F_EBRUARY , 1990, Operator shall commence the drilling of & well for
oil and gas at the following location:

At a legal location in the S/2 of Section 26, T22S-R34E, Lea County, N.M.

and shall therealter continue the drilling of the well with due diligence to sﬁs

1.“
a depth sufficient to test the Morrow formation or to 13,700'; whichever, ‘m
is the lesser depth. b

i
k

unless granite or other practically impenctrable substance or condition in the hole, which renders further drilling imprntij
countered at & lesser depth, or unless sll parties agree to complete or sbandon the well at a lesser depth. AR I

PSR

%u}‘. is en-
e

. A EMAY :
Operator shall make ressonable tests of all formations encountered during drilling which give indication f{ cof u_i,r_tjgg_: il and
-8us in quantities sullicient to test, unless this agreement shall be limited in its application to s specilic formation or‘{pimations, in which

B o
event Operator shall be required to test only the formation or formations to which this agreement may spply. ,"1~ iin \*ﬁ& -
Ti=e ol ty wteied v mith o r&biwi’J

‘o~
(d

ootept whipn cuthatiod in oty by the
Apapian Asdy iutom; 93 [ omerinra § uhrw
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ARTICLE Vi
continued

If, in Operator's judgment, the well will not produce oil or gas in paying qu.mluus, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.L, shall therealter apply.

B." Subsequeat Operations:

1. Proposed Opcrations: Should any party hercto desite to drill any wcil on the Co}nuact Area other than the well provided
for in Article VLA., or to rework, deepen or plug back a dry hole drilled at the joint expcnse of all parties or a well jointly owned by all
the parties and not then producing in paying quantitics, the party desiring to drill, rework, decpcu or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, lhe location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties recciving such a notice shall havq thirty (30) days alter receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in ple cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not te participate in the cost of the proposed operation. Any notice or
response given by telephione shall be prowptly confirmed in writing.

'

Il all parties elect to participate in such a proposed operation, Operator shall, within ni:ncly (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible alter the expiration of the forty-eight (4§) hour period when 3 drilling rig is on loca-
tion, as the case may be), actually cominence the proposed operation and complete it with due diligence at the risk and expense of ali pac-
ties hereto; provided, however, said commencement date may be extended upon written noli"cc of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits [rom governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative maiter required for title approval of acceptance. Notwithstanding the force miajeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any cxtcnsxomu;crco( as specilically permitted herein) and
il any party hereto still desires to conduct said operation, written notice proposing same must[bc resubinitied to the other parties in accor-

dance with the provisions hereol as if no prior proposal had been made, !

2. Operations by Less than All Parties: If any party receiving such notice as provir.;lcd in Article VL.B.1. or VILD.1, (Option
No. 2) elects not to parlicipate in the proposcd operation, then, in order to be entitied to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days alter the expiration of
the notice period of thirty {30) days (or as promptly as possible after the expiration of the Iortj-eighl {48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Partics; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion (or the account of the Consenting Partics, or (b) designate one (1} of the Consenting Partlcs as Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Arca pursuant to this Article Vl B.2., shall comply with all terms and con-
ditions of this agreement.

‘

if less than all partics approve any proposcd operation, the proposing party, lmmedmtcly after the expiration of the applicable
notice period, shall advise the Consenting Partics of the total interest of the partics approv:r g such operation aud its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within lorty-cight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation Lo such party’s interest as shown on LExXhibit **A’* or () carry its proportionate part ol Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (1). In the event a dnllmg rig is on location, the time permitted for
such a response shall not exceed a total of forty-cight {48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,

at ils election, may withdraw such proposal il there is insulficient pacticipation and shall prompily notily all parties of such decision.
r

The. entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
clected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the ‘leasehold estates involved in such
operations [ree and clear of all liens and encumbrances of cvery kind created by or arising lnom the operations of the Conscmmg Partics.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locnuon at their
sole cost, risk and expense. Il any well drilled, reworked, deepencd or plugged back under the provisions of this Article rcsull.s in a pro-
ducer of oil andfor gas in paying quantities, the Consenting Partics shall complete and cqunp the well to produce at their sole cost ‘and risk,
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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 uccount of the Conseating Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Pacty shall be deemed to have relinquished to Consenting Parties,
and the Consenting Partics shall own and be entitled to reccive, in proportion to their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production tuxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article lILD. payable out of or measured by the production Irom such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

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

(b)_lgg_% of that portion of the costs und expenses of drilling, reworking, deepening, plugging back, testing and completing,
alter deducting any cash contributions received under Article VIILC., and 300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the welllicad connections), which would have been chargeable 1o such Non-Consenting Parly i it had
participated thercin,

An clection not to participate in the drilling or the deepening of a well shall be deemied an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereol, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it pasticipated therein. 1t
such a reworking ot plugging back aperation is proposed during such recoupment period, the provisions of this Article V1.B. shall be ap-
plicable as between said Consenting Parties in suid well.

During the period of time Conscnting Partics are entitled to receive Non-Consenting Party's share of production, or the
proceeds therelrom, Conscnting Parties shall be responsible for the payment of all production, severance, excise, gathering and other

taxes, and all royalty, overriding royalty and other burdens applicable to Non-Conscating Party s share of production not excepted by As-
ticle 1I1.D.

In the case of any tewarking, plugging back or deeper drilling operation, the Cousenting Parties shall be permitied to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of ali such equipment shall remain unchanged; and upon
abandonment of a well alier such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days alter the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall {urnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging buck, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month therealicr, during the time the Consenting Partics are being reimbursed as provided above, the party conducting the
opcrations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced {rom it and the amount of proceeds
realized [rom the sale of the well's working interest production during the preceding month. In determining the quantity of onl and gas
produced during any month, Consenting Parties shall use industey accepted methods such as, bet-net-timited-to, metering orpemvbe
wolltastss Any amount realized {rom the sale or other disposition of cquipment newly acquired in connection with any such. ‘bperation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrety ned costs

. of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall rcvulllo itas

above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

1f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and alter such revession, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therelrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, decpening or plugging
back of said well. Thercalter, such Non-Consenting Parly shall be charged with and shall pay its proportionate part of the fusther costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VL.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced {rom a source of supply [rom which a well located elsewhere on the Contract Area is producmg. unless such
well conforins to the then-existing well spacing pattern {or such source ol supply.

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

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

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

{a) U the proposal is lor sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operution is initiated.

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

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

l
C. TAKING PRODUCTION IN KIND: b}

et
Each party shall take in kind or scparately dispose ol its proportionate share of all oil and gas produced (rom thc Coulrnc( Area,

exclusive of production which may be used in development and producing operations and in preparing and (reaung oil n!uk gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the takmg in kind or separu\e dtsposmon by any

party of its proportionate share of the production shall be borne by such party. tforein i
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ARTVICLIE VI

continued
rey~{or-only-its~proportienste-shere—olsueh-part-ol-Operatoria-surlueedneilitteswhieh-it-uses.

rty shall execuie such division orders and contracts as may be nccessary for the sale of its interest In production from
Aren, and, excepl as provided In Ardcle VILD,, shall be entitled to.receive payment directly from the purchaser thereol for
0 production,

event any party shall fail to make the arrangements necessary to take In kind or separately disposa of f{ts
share of the oll and gas produced from the Contract Area, Operator shall have the right, subject to the
will by the party owning it, but not the obligation, to purchase such ofl and ges or sall it to others at sny
time to time, and shall account to such party for the actual net proceeds recelved for such productien, {f sold,
t market price {f purchased by the Operator. Any such purchase or sale by Operator shall be subject alwiys to the
owner of the productfon to exercise at any time its right to take in kind, or separately dispose of, fts share of
gas not previously dellvered to a purchaser, Any purchase or sale by Operstor of any other party's share of of)
be only for such reasonable perfods of time as are consistent with the minimum needs of the {ndustry under the

particulsr ¢
shall not mak
such other pa

rcumstances, but in no event for a perfod in &xcess of one (1) year, Hotwithstanding the forgoiny, Operator
e a sale, {ncluding one into interstate conmerce of any other party's share of gas production without first glving
rty sixty (60) days notice of such Intended sale,

In the event one or more partles'.separate disposition of its shiure of the gas causes split-siream deliveries to separute pipelines undfor

deliveries whi
be allocuted ¢
agreement bel
D, Access

Tuch par
and shall have

ch on & day-to-Jay basis.for any reason are not exactly equal to a party's respective proportionate shure of tutsl gus sales tv

It, the balancing or accountlng between the respective accounts of the parties shall be in accordance with any gas baluncing
tween the parties hereto, whether such an ugreement is attuched as Lixhibit "B, or is o sepsrate apreement,
o Contract Area and Informatiom

ty shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
access 34 reasonable times to information pertaining to the development or operation thereof, including Operator's books

and records relating thereto. Operator, upon request, shall furnish ench of the other partics with copies of all forms or reports filed with

governmental
each month,
sothering anc

quests the information.

default under Arti

1. |

agencles, daily delliing reports, well logs, tank tables, dally gauge and run tickets end reports of stuck on hand at the first of

nid shall miake avalluble sumples of any cores or cutiings tuken from any well drilled on the Cantract Arca. ‘The cost of

furnishing Information to Non-Operator, other thun that specilied above, shall be charged to the Non-Operator thag re.

Notwithstanding anything to the contrary, a Non-Operator who is” in
cle VII.B shall have no rights under this Article VI.D.

Abondonment of Wells:

1. Abandonment of Dry IHoles: Except for any well drilled or deepened pursuant to Article VLIL2,, any well which has been

drilled or deepened under the terms of this sgreement and is proposed to be completed as a dry hole shall not be plugged and abanduned
without the consent ol all pastles, Should Operator, alter diligent elfort, be unable to contact any party, or should any party fail 1o reply
within !ot(yf}ghl (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notlce of the proposal to plug s nbandon
such well, xuc;h parly shall be deemed to have consented 1o the proposed sbandoninent, All such wells shall be plugged ond shandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated In the cost of drilling or deepening
such well, Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further

operations In search of oil and/or gas subject to the provisions of Article VLD,

2. Abandonment_of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted

hereunder for
producer shal

which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed os a
not be plugged and abandoned without the consent of alf parties. 1l ull parties consent to such abundonimment, the well shall

be plugged and abandoned In accordance with applicable regulations and at the cost, risk nnd expense of all the parties hereto, If, within

thirty (30) da
those wishing

s alter recelpt of notice ol the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
lo continue its operstion Irom the Interval(s) of the formation(s) then open to production shall tender 1o ench of the other

parties its proportionate share of the value of the well's salvable malerial and equipment, determined in accordance with the provisions of

Lxhibit **C"’,
the pon-aband

less the estimated cost of salveging and the estimated cost of plugging and sbandoning. Esch abandoning party shall assign
oning partles, without warranty, express or implied, as ta title or as to quantity, or litness (or use ol the eyuipment and

material, all of Its interest In the well and related equipment, together with lts interest in the leasehold estate as to, but only ns to, the in-
tervatl or intervals of the formation or formations then open to production, If the intecest of the abandoning party is or includes an oil and
g8 Interast, sich party shall exccute and deliver to the non-abandoning parly or parties an oll and gas lease, limited 10 the Interval or In-
tervals of the formatlon or formatlons then open to productlon, for & term of one (1) year and so long therealier as oll andlor gas Is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form sttuched os Exhibh

8-
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ARTICLE V1
continued

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

Contract Area to the agyregate of the percentages of participation in the Contract Area of all assigiices, There shall be no readjustment of
interests in the remaining portion of the Contract Area.

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

3. Abandoninent of Non-Consent Operations: The provisions of Article VLE.1. or VI.E.2. above shall be applicable as between
Consenting Parties in the event of the proposed sbandonment of any well excepted from said Articles; provided, however, no well shall be
pesmranetly plugged and abandoned unless and until all partics having tie ripht (o conduct furthes operations therein have been notilied
of the proposed abandonmient and alforded the oppurtunity W elect W take uver the well in accordance with the provisions of this Article

VILE.

ARTICLE V1.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its vil and gas rights in the Contract Area, and a security interest in its share
of oil andfor gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit *'C"", To the extent that Operater has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled 1o exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Opcrator for the secured indebteduess shall not be deemed an election of remedies or otherwise alfect the lien
rights or security interest as security for the payment thereol. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice 1o other rights or remedies, to collect Irom the purchaser the proceeds from
the sale of such Non“Operator’s share of oil andlor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled (o rely upon Operator's written stalement concerning the amount of any default. Operator grants a like lien

.and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (0U) days alter rendition of a statement therelor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such pary bears to the interest of all such partics. Each party so paying its share of the unpaid amount shall, 10 obtain
reimbursement thereol, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

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

Operator, at its election, shall have the right from time to time to demand and receive {rom the other pastics payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement ol such estimated expense, together
with an invoice {or its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month, Each party shall pay to Operator its proportionate share of such estmlple within
fificen (15) days after such estimate and invoice is received. If any party fails 10 pay its share of said estimate within said time, lbe amount
due shall bear interest as provided in Exhibit **C'* until paid. Proper adjustment shall be made monthly between advances and aclual ex-
pense to the end that cach party shall bear :md pay its proportionate share of actual expenses incurred, and no more, { L'I
- ll‘ .

D. Limitation of Expenditures:

. Drill or Decpen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled;
pursuam to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or decpening shall mclude.; .' -
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ALLICLES VI
conlinued
{J Option No. I: All necessary expenditures for the drilling or decpening, testing, completing and equipping of the well, including

- —

necessary tankage andfor suclace facilities.

(X Optiun No. 2: All necessary expenditures for the drilling or decpening and testing of the well. When such well has renched its
authorized depth, and all tests have been completed, and the results thereol lurnished to the parties, Operator shall give inmedinte notice.
to the Non-Operators who have the right to participate in the completion costs, ‘Fhe partics receiving such notice shull have forty-cight
(AR) hours (exclusive of Suturday, Sunday and legal holiduys) in which to elect to participate in the setting of casing and the completion ut
tempt, Such clection, when made, shull include consent 10 all necessury expenditures for the completing and equipping of such well, in-
cluding necessary tankage andlor surface facilities. Failure of any party receiving such notice Lo reply within the period above lixed shall
constitute an clection by that party nat to pacticipate in the cust of the completion attempt, Il one or more, but less than all of the parties,
elect 1o set pipe and (o attempt a completion, the provisions of Article VLB.2. hereof {the plirase **reworking. deepening or plupging
back " us contained in Article V11,2, shall be deemed to include **compicting'*) shall apply to the operations thereulter conducted hy Jess

than all parties.

2. Rework or Plug Back: Without the consent of bl partivs, no well shall be reworked or plugged back except o well reworkad or
Phopged back pursuant o the provisions of Article VL2, of this apreement. Consent o the reworking or plugging back of aowell shali
inchide all necessary expenditures in conducting such operations and completing and equipping of said well, includiog necessawy tunkage

undlor suclace ncilities,

3. Other Operativns: Without the_consent of all partics, Operator shall not undertake any single pruject reasonably estimated
to require an expenditure in excess of Twenty-Five Thousand Dollars (3_25,000.00 )
eacept in connection with o well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this ageeenents provided, however, that, in case of explosion, lire, flood or other sudhden
emergency, whether of the sane or dillerent nature, Operator may take such steps and incur such expenses as in its opinion are required
1o deal with the emergency o saleguard lile and property but Operator, as prompily as possible, shall ceport the emergency to the other
parties. Il Operator prepares an awthority for expenditure (AFE) for its vwn use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess ol Ten Thousand--=====----==>==cmeee=----
Dollars (8 10,000.00 ) but less than the amount first set forth.above in this paragraph.

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

Rentals, shut-in well payients and minimum royalties which may be required under the teems of any dease slall be paid by the
party or parties who subjected such lease 1o this agreesient at its or their expense, [n the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may Jdesignate one of such parties to make said payments for aind on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of b such paynients. In the event of
failure to make proper payment of any rental, shut-in well payment or mininnan royalty through mistake or oversight where such pay-
mentis required to continae the lease in force, any loss which resnlts from such non-payment shall be borne in accordance with the pro-
visions ol Article 1V.13.2, '

Operator shall notily Non-Operator of the snticipated completion of a shut-in gas well, or the shutting in or return (o production
of a producing gas well, at least live (5) days (excluding Saturday, Sunday and legal holidays), or at the eacliest opportunity permitted by
ciraunstances, prior to taking such action, but assumes no liahility for faiture to do so. In the event of lailure by Operator (o so notily
Non-Operator, the loss of any lease contributed hereto by Non-Operator lor failure (o make timely payments ol any shut-in well payment
shall be borne juintly by the parties hereto under the provisions of Article 1V.1B.3.

_lwhe.p sales conmence, Operator shall notify Non-Operator of the date of first sale.
s xXes:

Beginning with tie lirst catedlar year alter the efective date hereol, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon belore they
hecome delinguent. Prior to the rendition date, each Non-Opecator shall furnish Operator information as to burdens (to include, but nut
be limited 1o, rayaltics, overriding royaltices and production paymients) on deases and oil and gas interests contributed by such Non-
Operator, I the assessed valuation of any leaschold estate is reduced by reason ol its being subject to outstanding excess rovnliies, over-
riding royalties or production payments, the reduction fu ad valorem taxes resulting theeefrom shatl inure t the benedit of the owner or
owners of such leaschald estate, sod Operator shall adjust the charge to such owner or owaers so as (o rellect e beaelit of such redue-
tion. ) ihe wd valorem axes are based in whale or in pact upon sepacate valuations of encl party s working interest, then nobwithstadiog
anything 10 the contrary herein, charges to the joint sccount shall be made and paid by the parties hereto in sccordance with the tax
satlue penerated by uucl.x party's working interest. Operator shall bill the uther parties for their proportionate shares of all tix payents in
the manner provided o Uxhibic ¢, : '

It Opermtor considers any fax assessmient improper, Operator may, at its discietion, protest within the time el manuer
preseribed by Taw, and prosecute the protest t a linal determination, unless all parties spree to abandon the pratest prioe o final deter-
mination. During the pendency of administrative or judicial proceedings, Operator may clect o pay, under protest, all such taxes ad any
interest and penalty, When any such protested assessient shall have been liadly determined, Operator shall pay the tax for the juint ae

count, topether with any interest mnd penalty accrued, and the total cost shall then be assesscd against the partics, and be paid by them, s
provided in Exhibit ©*C*.

Each party shall puy or cause ta be paid all production, severance, excise, gathering and other taxes inposed upon or with respect to
e production or handling of such party's share of il wndior gas produced wider the ters of this agreement. |
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ARTICLE Vi1
continued

G. Insurance:

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

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

ARTICLE Vi,
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofur s they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all purties consent thereto,

~ However, should any party desire to surrender its interest in any lease or in any portion thereol, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material amdd equipment which may be located thereon and any rights in production
therealter secured, to the parties not consenting to such surrender. Il 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 gus lease covering
such oil and gas interest [or a term of one (1) year and so long thercalter as oil and/or gas is produced [rom the land covered thereby, such
lease to be on the form auached hereto as Exhibit **B'". Upon such assignment or lease, the assigning party shall be relieved from all
obligations therealter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no furthier interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *'C"’, less the estiinated cost of
salvaging and the estimated cost of plugging and abandoning. Il the assigniment 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 each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or surrendering
party’s interest as it was immediately Lelore the assignment, lease or surcender in the bulance of the Contract Area; and the acreage

assigned, leased or surrendered, and subsequent operations thereon, shall not therealter be subject to the terms and provisions of this
agreement,

B. Renewal or Extension of Leases:

If any party secures a 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 [ollowing receipt of such notice in which to elect 10 participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Arca, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

If some, but less than all, of the partics elect to participate in the purchase of a renewal lease, it shall be owned by the partics
who elect to participate thierein, 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 ol all parties participating in the purchase of such rcncwal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement,

Each party who participates in the purchase of a renewal lease shall be given un assignment of its pruportionate interest therein
Ly the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (0) months after the expiration of the existing lease shall be subject to this provision; but any lease tuk¢n or con-

tracted for more than six (6) months alter the expiration of an existing lease shall not be deemed a renewal lease and shail not be aub;cct lo
the provisions of this agrcement.’

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

C. Acreage or Cash Contributions:

While this agreement is in force, il any party contracts for. a contribution of cash towards the drilling of t"well‘or auy other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other opurwon a{ld shiall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the parly (o whoth ch con-

tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partics § p} the ptoﬁqrtions
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AAPL ‘l"ORM 610 - MODLL FORM QPERATING AGREEMENT - 1982
ARTICLIES VI

continued
suid Drilling Pusties shared the cost of drilling the well. Such aceeage shall become a separate Contract Area and, w the extent possible, be
governed by provisions identical (o this ngreement. Ench party shall promptly notily all other parties ol any acreage or cash contributions
it muty obtain in support of any well or any other operastion on the Contract Area. The above provisions shall also be upplicuble 1o op-
tional rights to carn ucrcage outside the Contract Aren which are in support of a well drilled inside the Contract Area,

If any party contructs for any consideration relating (o disposition of such party's share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIILC,

D. Maintenance of Uniform Interest:

Far the purpose of nwintaining uniformity uf ownership in the oil and gas leasehold interests covered by this agreeent, no
party shall sell, encumber, transfer or make other disposition of its interest in the Jeuses embraced within the Contract Arca and in wells,
equipment and production unless such dispusition covers either:

1. the entire imterest of the party in all leases and equipiient and production; or
2, un equal undivided interest i all lenses and equipment and production o the Conteuct Area,

livery such sale, encumbrance, transter or other disposition made by any party shall be sude expressly subject to this agreenrent
and shall be made without prejudice 1o the right ol the other partics,

I, uat any time the interest of any party is divided amony and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners (o uppoint a single trustee or agent with [ull suthority o receive notices, approve expenditures, receive billings for
and approve und pay such party's share of the joint expenses, wid to deal generally with, and with power to bind, the co-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contructs or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Areu and they shall have the right o reccive, separately, payment of the sule;proceeds thereol,

E. Waiver of Rights to Pactition:

I permitted by the laws of the state or states in which the property covered hereby is located, each purty hereto owning an
undivided interest in the Contract Aren waives any and sl rights it may have to partition and have set aside (o itin severalty its undivided
interest therein,

F.  Preferential Right to Purchase:

Should any party desice to sell all or any part ol its interests under this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which shall include the
name and address of the prospective purchuser (who must be ready, willing and able to purchase), the purchase price, und ull other terms
of the olfer, The other partics shall tien have an optional prior right, for u period of ten (10) days after receipt of the notice, to purchase
on the same terms and conditions the interest whicl the other purty proposes to sell; and, if this optional right is exercised, the purchas-
ing partics shall share the purchased interest in the proportions that the interest of cach bears to the total interest of all purchasing par-
ties. Flowever, there shall be no preferential right to purchase in those cases where any party wishes to niortgage its interests, or to
dispose of its interests by merger, reorganization, cansolidation, or sule of all ersubstantishy-si-alirrsseisie-a-subsidiney-or-preent-eom-

wbm% r-g—ei HefrIre LAY, or o uny (mup.lny m whigh any ong party owns a ngjority of the stack,
“ﬁsus Fants ﬂ # assetls, or l‘Ie or transfer of its interests to a
su s1d1ary or a parent compan_y, or sgl lZuhary of a parent company,

INTERNAL REVENUE CODE ELECTION

‘T'his, ogreement is not intended 1o create, and shall not be consirued to create, a relationship of partnership or an ussociation
for pratit between or amonyg the parties hereto, Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, ur that this sgrecment and eperations hereunder shall not constitute a partnership, if, for federal income tux
purposes, this agreement-und the operations hereunder nre regarded as u partnership, cach party hereby alfected elects to be excluded
from 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 Scction 761 of the Code and the regulations promulgated thereunder, Operator is authorized and directed to ex-
ecute on behall of each puriy hereby affected such evidence of this clection as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Seevice, including specifically, but not by way of limitation, all of the returns, statements,
and the date required by Federul Regulaions 1,761, Should there be any requiremient that each pasty heceby affected give lurther
cvidence of this election, cach such party shall exceute such documents and fuenish such other evidence as ny be required by the
Federal Internal Revenue Scrvice or as may be necesssry to evidence this election, No such party shall give any nutices or take any other
action inconsistent with the election made hereby. H any present or future income tux luws of the state or states In which tho Contract
Aicu is located or any future income tax laws of the United Stites contuin provisions similar to those in Subchapter **K"", Chnpwr t,
Subtitle **A™, of the Internal Revenue Code of 1934, under which an clection similue 1o that provided by Section 761 of the ('ud(. is per-
mitted, each party hereby aflected shall make such election us muy be permitted or required by such faws, In making the lurcgoun, clec
tion, cach such party states that the income derived by such party from operations hereunder can be wdequately determined wu(hqul the
computation of partnership taxuble income. ¥
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder il the expenditure
does not exceed____Five Thousand and no/léO Dollars
s 5,000.00 ) and il the payment is in complete settlement of such claim or suit. If the amount required for setilement ex-
ceeds the above amount, the parties hereto shall assumne and take over the further handling of the claim or suit, unless such authority is
deleguted 1o Operator. 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 arises. I[ a claim is made against any party or il any party is
suced on account of any matter arising [rom operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify ail viher parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XIi.
FORCE MAJEURE

If any party is rendered unable, wholly or i purt, by force niajeure to carry out its ubligations under this agreement, other than
the obligation to make noney payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are allected by the lorce
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The alfected party shall use all reasonable
diligence (o remove the (orce mwjeure situation 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 labor difficulty by the party involved, contrary to its wishes; how all such dilliculties shali be handled shail be entisely
within the discretion of the purty concerned.

The term *‘force mujeure'”, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flovd, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasontably within the control of the party claiming suspension,

ARTICLE XIIL
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shali be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties 1o whom the notice is given at the addresses lisied on Exhibit **A’*. The originating notice given under any provision hereof
shall be decmed given only when received by the party to whom such notice is directed, and the time for such pacty to give any notice in
response thereto shall run [rom the date the originating notice is received. 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 change its address at any time, and {rom time to time, by giving written notice thereof to all other parties.

ARTICLE Xill.
TERM OF AGREEMENT

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

0 Option No. 1: So long as any of the oil and gas icases subject to this agreement remain or are continued in force as to any part
of -the Contract Area, whether by production, extension, renewal or otherwise. ’
(3 Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
-agreement, results in production of oil andlor gas in paying quantities, this agrecinent shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __9Q _ days {rom cessation of all production; provided,
however, il, prior to the expiration of such additional period, one or more of the parlies hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, éi?capable
of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling, decpening, plugging back 6‘.rcwork.

ing operations are commenced within 80 days from the date of sbandonment of said well. “:!,
e
It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has

accrued or attached prior to the date of such termination, k ,:;l
i
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ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,

regulations, and orders of any duly constituted regulatory body of said state; and (o all other applicable federal, stute, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

. This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-perlormance, breach,
remedies, procedures, rights, duties and interpretation or consteuction, shull be governed and determined by the law of the state in which
the Contract Area is located. H-the-Contract=rren-is-n-twe-er-moresteterthetrroithestrtewi———Ft kA A

C. Regulatory Ageuncies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any righs,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated

under such laws in relerence to oil, gas and mineral aperations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area, '

With respect to operations hereunder, Non-Operators agree to release Operator [rom any and all losses, damages, injuries, claims
and causes of uction arising out of, incident to or resulting directly or indirectly (rom Operator's interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencivs to the extent such interpretution or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for uny amounts applicable to such Non-
Operator's share of production that Operator may be required (o refund, rebate or pay as u result of such an incorrect interpretation or
application, together with interest and penaltics thereon owing by Operator us 2 result of such incorrect interpretation or application.

Non-Operators authiorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hercunder or to any other person or entity pursuant o the requirements of the **Crude Qil Windfall Profit Tax Act
of 1980, as same-muy be umended from time o time (**Act™), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party heceto agrees to furnish any and all certifications or other informution
which is required to be furnished by said Act in a timely manner and in sufficient detail 1o permit compliance with suid Act,

ARTICLE XV.
O'THER PROVISIONS

A. This Operating Agreement shall be and is the only Operating Agreement
governing the parties hereto within the contract area. '

B. Whereas Joe Reynolds contemplates and intends to assign undiyic{ed interest
"in the "Contract Area" to other persons, firms, and corporations, it is agreed
and understood that Article VIIlI (D), "Maintenance of Uniform Interest,” and
Article V11 (F), "Preferential Right to Purchase, " shall not apply to his interest
and to such assignments. Provided however, the provision in Article Viii (D)
(lines 22 through 27) which requires the appointment of a trustee or agent

with authority as therein designated in the event.an interest "is divided among
and owned by four or more co-owners..." shall be fully operable as to the
Reynolds ownership interest and his asignees and grantees.
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1 ARTICLE XVI.
2 MISCELLANEOUS
3 . .
4 This sgreement shall be binding upon and shall inure to the benelit of the partics hereto and 1o their respective heirs, devisers,
$  legal cepresentatives, successors and assigns. ’
6
7 This instrumeat may be executed in any number of counterparts, each of which shall be cousidered an original lor all purposes.
8 .

9 IN WITNESS WHEREOF, Wiis agreement shall be ellective as of __LSt __ day of _ DECEMBER 1989

10

il

12 OPERATOR '

137 ORYX ENERGCY COMPANY, AS

b
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ING GENERAL PARTNER OF
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NON-OPERATORS
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BTA O
Y
PACIFIC ENTERPRISES OIL COMPANY “\_BARRY , Partner
30 (USA) ' JOE REYNOLDS
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EXHIBIT A
TO OPERATING AGREEMENT

CONTRACT AREA AND PARTIES

CONTRACT AREA

AN
842 of Section 26, T22S-R34E, Lea County, New Mexico

DEPTH LIMITATIONS

from surface to the stratigraphic equivalent of the total depth
drilled in the initial test well.

PARTIES AND INTERESTS

Name and Address Percentage Interest

Sun Operating Limited Partnership 50.00%
c/o OryxEnergy Company as

Managing General Partner

P. O. Box 2880

Dallas, Texas 75221-2880

BTA Oil Producers 25.00%
104 South Pecos .
Midland, Texas 79701

Pacific .Enterprises Oil Company (USA) 12.50% i_“‘“‘é‘i

P.0. Box 3083 T2 7% S+ #2200 200 Wernes Gk ZO&T W Mo
Midland, Texas 79702 Derer Gbr €020 21 Lowmpor P40 f2;07__;?7_ vy
Joe Reynolds 12.50%

2333 50th Street
Lubbock, Texas 795421

SUN 9-82
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Recommended by the Council
Me/IE 601, esox boo Y of Petroleum Accountants
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TULSA O 74101 Societies EUPH81
EXHIBIT I

Attached to and made a part of __that certain Operating Agreement dated BECEMBER 1, 1989 b.Y
. _and between Oryx Energy Company, as Operator and BTA Qil Producers, et al, a
Non-Operator

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

~ *“Joint Iz'ogerty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached. .
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.
“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the Parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.
“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and probiems
for the benefit of the Joint Property.
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountanis Societies.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-

eount for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,

lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except

t&hat i]t.ems of Controllable Material and unusual charges and credits shall be separately identified and fully described in
etail.

3. Advances and Payments by Non-Operators

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

B. Each Non-Operat,or shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at ﬁﬁ_c.his.e____
Manh.aj:.t.an_ﬂ.ank.__uﬁ__ on the first day of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments:

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

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

2925 COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5.

Audits

A. A Non-Operator, upon netice in writing to Operalor and all other Non-Operators, shall have the right lo audit Opera-
tor's accounis and records relating lo the Joint Account for. any enlendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception Lo and the adjustments of nccounts as provided for in Paragraph 4 of this Seclion
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operalor shall bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Opcrator. The audits
shall not be conducted more than once cach year withoul prior approval of Operalor, except upon Lhe resignalion or
removal of the Operalor, and shall be made at the expense of Lhose Non-Operators approving such audit.

B. The Operator shall reply in wriling Lo an audil report within 180 days alter receipt of such report.

" Approval By Non-Operalors

Where an approval or olther angreement of the P'arties orr Non-Operalors is expressly required under olher sections of Lhis
Accounting Procedure and if the agreement lo which this Accounting Procedure is altached contains no contrary provisions
in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

1I. DIRECT CHHARGES

Operator shall charge the Joint Account with the following items:

1.

6.

IN
-85

" Ecological and Environmental

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

Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joinl Qperalions.

Labor

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

(2) Salaries of First Level Supervisors in the [lield.

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

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

B. Operatot’s cost of holiday, vacation, sickness and disability bencefits and other customary allowances paid to employces
whose salaries and wages are chargeable to the Jaint Account under Paragraph 3A of Lhis Section I1. Such costs under
this Paragraph 3B may be charged on a "when and as paid basis” or by “percentuge assessment” on the amount of

salaries and wages chargeable to the Joint Account under Pavagraph 3A of this Section I1. {{ percentage assessment
is used, the rate shall be based on the Operatlor’s cost experience.

Expenditures or contributions made pursuant lo assessments imposed by governmental authorily which are applicable
to Operatoi's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11

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

Employee Benefits

Operator's current costs of estublished plans for employees' group tife insurance, hospitalizalion, pension, retirement, stock
purchase, thrilt, bonus, and other benelit plans of a like nature, applicable to Qperutor’s Jabor cost chargeable Lo Lhe Joint
Account under Paragraphs 3A and 3B of this Scetion 11 shall be Operator’s aclunl cost nol o exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielies.

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V, Only such Malerial
shall be purchased for or transierred to the Joint Property as may be required for immediale use and is reasonably practical
and consistenl with elficient and economical operalions. The accumulalion of surplus stocks shall be avoided,

Transportation

Transpdrtation of employees and Material necessary for the Joint Qperations but subject Lo the [ollowing limitations:

A. If Material is moved to the Joint Property from the Operator's warchouse or other properties, no charge shall be made
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material

is normally available or railway receiving point nearest the Joinl Properly unless agreed to by the Parties.

2-
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10.

i1.

12.

13.

14.

16.
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B. 1If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other properties belonging to Operator, uniess agreed to by the
Parties.

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

Services

The cost of contract services, equipment and utililies provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section II1. The cost of prolessional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall nol be charged to the Joint Account unless previously ugreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Qperator owned equipment and facilities at rates commensurate

with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurunce, taxes, depreciation, and interesl on gross investment less accumulated depreciation not to exceed

percent (12 %) per annum. Such rates shall nol exceed average commercial rates currently pre-
vailing in the immediale area of the Joint Property.

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

ate area of the Joint Property less 20%. For automotive equipment, Operalor may elect to use rales published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary {or the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except thuse resulting from Operalor’s gross negligence or

willful misconduct. Operator shall furnish Non-Operator writlen nolice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator,

Legal Expense

Expense of handling, investigating and sellling litigation or claims, discharging of liens, payment of judgements and
amounts paid for seltlement of claims incurred in or resulting from operations under Lhe agreement or necessary lo protect
or recover the Joint Property, except that no charge for services of Operalor's legal stall or [ees or expense of outside utlor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the

overhead provisions of Section III unless otherwise agreed to by the Purlies, except as provided in Sectlion I, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valualions of each party's working interest, then notwithslanding

anything t the contrary herein, charges to the Joint Account shall be made and paid by the ’arties herelo in accordance
with the tax value generated hy each party’s working interest.

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonmenl of the Joint Property, including cosls required by governmental or other regulatory
authority.

Communications

Cqst of acquiri.ng,. Ieasjng, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joinl Property. In the evenl communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Section 111 and whiéh

igof direct benefit to the Joint Property and is incurred by the Operalor in the necessary and proper conduct of the Joint
perations.
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III. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

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

~ Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section 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 considered as included in the overhead rates
provided for in the above selected Paragraph of this Section I1I unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned 1o and directly employed in
the operation of the Joint Property:

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

A. QOverhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § _2250.00
(Prorated for less than a full month)

Producing Well Rate § 525.00

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

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

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

(b) Producing Well Rates

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall

be considered as a one-well charge providing each completion is considered a separate we)l by the govern-
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall

be fonsidered as a one-well charge providing the gas well is directly connected to a permanent sales
outlet.

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-

pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

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

(3). The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last culendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United Stales
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as pubhshed by Statistics

Canada, as app]xcable The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.

-0 sorsholl-chas co-thoJoinbd the-followi ros:
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provided

Deavalas
ta—Teyaiopmen , g
\ Percent ( %) of the cost of development of the Joint Property exclusive o
: der Paragraph 10 of Section 1I and all salvage credits.

(b) Operatiug\\\

\

Percent T~ %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section ITall salvage credits.vgxe» ue of injected substances purchased for secondary
ic

recovery and all taxes and assessments™which arglevied, assessed and paid upon the mineral interest in and
to the Joint Property. %

(2) Application of Overhead yng asis shall be as [ollows:
For the purpose of deﬁeyx' ing charges on a percentlage basis unm 1B of this Sectlion 111, development
shall include all cost§in connection with drilling, redrilling, deepening, or any edinl operations on any or all

wells iM“ of drilling rig and crew capable of drilling to the producing rval on the Joint Prop-

assels, the
expunsion of fixed assels and any other project clearly discernible as a fixed asset, except Major Constriretign as

ion-HH—All-otheruosts-shall-b

2. Overhead - M’ajor Construction

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

A5 %of first $100,000 or total cost if less, plus

B. — 3 %of costs in excess of $100,000 but less than $1,000,000, plus °
C. ___2_____.__ % of costs in excess of $1,000,000.

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

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the evenl of expenditures resulting [rom a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or olther catasirophes as agreed to by the Parties, which are necessary
{o restore the Joint Properly to the equivalent condition that exisled prior to the event causing the expenditures, Operator

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

A. __5_._____. % of total costs through $100,000; plus

B._3 % of total cosls in excess of $100,000 but less than $1,000,000; plus_
C.——2 % of total cosls in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 11 shall apply. ’

~

4. Amendment of Rates

The o;vex’hend rates provided for in this Section 11l may be amended from time to time only by mutual agreement between
the Partics hereto if, in praclice, the rales are found Lo be insufficienl or excessive,

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

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

1. Purchases

Material purchased shall be charged at the price paid by Operator alter deduction of ali discounts received, In case of

Material found to be defeclive or returned to vendor for any olher reasons, credit shall be passed o the Joint Account
when adjustment has been received by the Uperalor.

2. Transfers and Dispositions

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

SUN : :
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A,

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

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

may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngslown,
Ohio.

(b) TFor grades which are special lo one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)(a). FFor transportation cost {rom points olther than Kastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

{c) ‘Speclal end finish tubular goods shall be priced at the lowest published out-of-stock pru,é, f.0.b. llouston,
Texas, plus transportatlon cost, using Oil Field Haulers Association interstate 30,000 pound Lruck rale, lo
the railway receiving point nearest the Joint Properly.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f{.0.b.

the supplier plus transportation costs, using the Qil Field Haulers Association interslate truck rate per weight
of tubing trunsferred, to the railway receiving point nearest the Joint Property.

{2) Line Pipe

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

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

{b) Line pipe movements (except size 24 inch OD and larger wilth walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation cosis based on [reight rales as sel forth under provisions of tubular goods pricing in Para-
graph A.(1)(a) as provided above, Freight charges shall be calculated from Lorain, Qhio.

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

at current new pubhshed prices plus transportation cost lo the railway rveceiving point nearest the Joint
Properly.

() Line pipe, including fabricatled line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoled prices plus freight to the railway receiving point nearesl the Joint Propertly or at prices
agreed to by the Parlies.

(3) Other Material shall be priced at the curvent new price, in effect at dale of movement, as listed by a reliable supply

store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving poinl nearest the Joint Proporty.

{4) Unused new Malerial, except tubular goods, moved from the Joint Property shall be priced al the current new
price, in effect on date of movement, as lisled by a relinble supply slore nearest the Joint Property, or point of
manulacture, plus {ransportalion costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse withoul reconditioning:
(1) Material moved to the Joint Property
At seventy-five percent (76%) of currentl new price, as determined by Paragraph A.-

(2) Material used on and moved from the Joint Property

{a) At seventy-live percent (76%) of current new price, as determined by Paragraph A, if Malterial was originally
charged lo the Joint Account as new Material or

(b) At sixty-live percent (66%) ol current new price, as delermined by Paragraph A, il Material was originally
charged to the Joint Acecount as used Malerial.

(Z*i) Material not used on and moved {rom the Joint Property
At seventy-five percent (75%) of current new price as delermined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
Other Used Material
{1) Condition C
Material whlch is not in sound and serviceable condilion and not suitable for its original function until after recon-

ditioning shall be priced at fifty percent (50%) of current new price as delermined by Paragraph A. The cost of

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




{2) Condition D

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be

priced on a basis commensurate with its use, Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

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

, - parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
. pipe prices. R 4

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

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

(3) Condition E

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

D. Obsolete Malerial

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (26¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rales in Section I, Paragraph 1.A(3). Each year, the
rale calculated shall Le rounded Lo the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Socielies.

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

3. Premium Prices

Whenever Malerial is not readiiy obtainable al published or listed prices because of national emergencies, strilkes or other
unusual causes over which the Operator has no conlrol, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Bach Non-Operator shall have the right, by so electing and notifying Operator within

ten days alter receiving notice from Operatlor, to [urnish in kind all or part of his share of such Material suitable for use
and acceplable to Operator.

4. Warrantiy of Material Furnished By Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Malerial.

1. Periodic Inventories, Notice and Representation

At reasonable inlervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intenlion to take inventory shall be given by Operalor at least thirly (30) days before any inventory is o begin so thal
Non-Qperalors may be represented when any invenlory is taken. Failure of Non-Operators to be represented al an inven-
tory shall bind Non-Operalors to accept the inventory taken by Operutor.

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

Special invenlories may be taken whenever there is any sale, change of inlerest, or change of Operator in the Joint Property.
It shall be the duly of the parly selling to notify all other Purtics as guickly as possible after the transfer of interest takes

place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases invelving a change
of Operator, all Parties shull be governed by such inventory.

4. Expense of Conducting Inventfories

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

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

INSURANCE

1. COVERAGE

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

(a)

(b)

(c)

(d)

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

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

.Comprehensive General Liability Insurance with limits of not

less than $500,000 Combined Single Limit Per Occurrence for
both Bodily Injury and Property Damage.

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

2.  PREMIUMS AND ADDITIONAL COVERAGE

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

parties.
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EXHIBIT E
TO OPERATING AGREEMENT

GAS BALANCING AGREEMENT
(ONSIHORE) _

1. Gas Imbajances.

Notwithstanding anything to the contrary in the Operating Agreement to which this Gas Balasncing Agreement {s
stteched, if any party hereto takes and disposes of less than lts percentage {nterest share of geas (including
casinghead gas) produced and saved during any calendar month, then the voiume not taken by such party may be
taken by any othar party or parties hereto. If such volume s taken by more than one party, then esch taking
party shall be entitied to take the proportion thereof thast its percentage Iinterest bears to ‘the sum of the

percentage Interusts of all taking parties, or in such other proportions as the taking parties may agree upon
among themsaelves, '

2. Yolumetric Balancing.

2.1 Balancing by Category. Volumetric balancing hereunder shall apply separately to each category
established by law, regulation or governments) order for the purpose of setting a cefling price for gas,
fncliuding but not limited to the categories established by the Natural Cas Policy Act of 1978 and the Federal
Energy Regulatory Commission. All gas which is now or bereafter becomes unregulated as to price shall be con-
sidered » single category, and any Cumulative Overproduction or Cumulative Underproduction accrued in a previous
regulsted catepory shall, upon deregulatfon, be carried forward iInto the unregulated category. In all other
cases {nvelving the revision of s category, any Cumulative Overproduction and Cumulative Underproduction accrued

prior to the revision shall remain in the previous category and not be carried forward to the category as
revised,

2.2 'Detipitions. 7The term “Cumulative Underproduction” means the smount by which the cumulative volume of
gas taken by a party within a particular category s less than the cumylative volume that party was entitled to
take within such category according to its percentage Interest; the term "Cumulat{ve Overproduction” mesns the
amount by which Lhe cumulative volume of gas Rtaken by a party within a category exceeds the cumulative volume
that party was entitled to take within such category according to its percentage (nterest; the term “"Under-
producer” means a party credited with Cumulative Underproduction; the ‘term "Overproducer" means a party charged
with Cumulative Overproduction; and the term "Make-Up Gas"” means the volume taken by an Underproducer to mske up
Cumulative Underproduction pursvant to Paragraph 2.4 or Paragraph 2.5 below.

2.3 OQOperator's Statements. On or before the end of each calendar month, Operator shall furnish the parties
hereto a written statement showing for each category (a) the total volume of gas taken by each party during the
preceding calendar month; (b) the Make-Up Gas taken by each party during that month; snd (c} the Cumulative
Overproduction or Cumulative Underproduction, if any, of each party as of the end ¢f that month,

2.4 Balancing - Single Purchaser. When gas within a particular category s delivered by the parties to a
single purchaser, an Underproducer may give written notice to Operator and all other parties hereto at least 15
days before the buginning of a calendar month, stating fts desire to take Make-Up Gas during that month. Each’
Overproducer shall promptly notify Its purchaser so that such purchaser will adjust fts takes to accommodate the
make-up. The Underproducer shall thereupon be entitled to take Make-Up Gas equal to fts Cumulative Underpro-
duction fn addition to its full'percentage interest share of gas during that month, provided that to accommodate
such make~up no other party (fncluding an Overproducer) shall ever be required to take less than 75X of {ts
percentage Iinterast share of gas during the month, and provided that the right to take Make-Up Gas shall be
subordinate to the right of any other party to take Its full percentage Interest share of gas from time to time
to satisfy the delfverabl)lity test requirements of its gas contract. If two or more Underproducers desire to
take Make-Up Cas during the same month and the combined velume they desire to take exceeds the volume avaliable
as Make-Up Gas, tha volume available as Make-Up Gas shall be shared by such Underproducers in proportion to their
respective Cumulati{ve Underproduction, Subject to the 75X Vimitatfon specified above, the volume taken as

Make-Up Gas during the month shall be deducted from the volume of gas otherwise avallable to the Overproducers,
in proportion to their respective percentage interest shares of gas. )

2.5 Balancing =~ Multiple Purchasers. When gas within a particular category is delivered by the parties to
wore than one purchaser, the volumetric balancing provisions of Paragraph 2.4 shall apply except that a party's
“percentage interest share of gas” shall be considered for the purpose of determining the rights among parties
delivering to the same purchaser (but not for the purpose of determining Cumulative Overproduction and Cumulative
Underproduction), equal to the total volume of gas delivered to that party's pyrchaser during the month, multi-
plied by a fraction, the numerator of which is that party's percentage interest under the Operating Agreement,
and the denominator of which f5 the sum of the percentage interests of all parties delivering to that purchaser,

2.6 Qi1 and Cther Minerals. Regardiess of the volume of gas actually taken by any party herete, such party
shall share, as otherwise provided §n the Operating Agreement, in the production of crude ofl, condensate and
other minerals separated from the gas in facilities operated for the joint account,

2.7 Costs and Expenses, Regardless of the volume of gas actually taken by any party hereto, such party
shall bear costs and expenses as otherwise provided in the Operating Agreement,

3. Final Cash Balancling.

3,1 Statements. 1f a)) parties have not achieved volumetric gas balance in all categories upon termination
of the Operating Agreement or upon a permanent cessation of all gas production thereunder, Operator shall furnish
to all parties a statement showing the final Cumulative Overproduction and Cumulativa Underproduction of each
party by category, and the month and year {n which it accrued. 1n determining the timing of accrusls, Make-Up
Gas shall be applied against Cumulative Overproduction and Cumulative Underproduction on a first=in-first-out
basis. Within 60 days after receipt of Operator’s statement, each Overproducer shall furnish to all other
parties a statement showing the value of fts Cumulative Overproduction for each category, based on the price the
Overproducer actually received for the Cumulative Overproduction in a sale to a Nonafffliate during the menth(s)
fn which the Cumulative Overproduction. accrued, less all payments made by the Overproducer pursuant to Paragraph
4 below. In the absence of a sale to a Honaffilfate, value shal] be based on the welghted average price recelved
by the parties herato in sales to Nonaffiliates during the month in question, For the purpose of thls agreement,
the term "Nonaffillate” as it relates to a, party means any corporation or other business organization not fin
control of, and not controlled by, and not under common control with, such party., Based upon ths statements
furnished by Overproducers, the net amount owed by or to each party for all categories combined shal) be calcu-
jated by Operator and furnished to ail parties in a fina) cash balancing statement.

3.2 Settlements. Within 60 days sfter receipt of Operator’'s f{nal cash balancing statement, each Over-
producer shall pay each Underproducer {n accordsnce with the statement and without {nterest, To the extent any
value used to calculate a cash settlement hereunder is subject to refund by the Overproducer pursuant to law,
regulation or governmental order, the Undarproducer entitled to such cash settlement shall, prior to payment
thereof, agree in writing to findemnify the Overproducer agalinst the Underproducer's proportionate part of any
refund (including Interest) which the Overproducer shall be required to make. Any party may challenge any
volumes or values or amounts specified in any of the statements furnished under Paragraph 2.3 or 3.1 above, in

the same manner and subject to the same 1imitations as an lavolce from Operator may be chalienped under the
Operating Agreement or the accounting procedure thereto.

4., Payments on Production.

Each party shall pay al) production or severance taxes, excise taxes, royalties, overriding_ royaities,
production payments and other such payments on production for which ft is obligated by law or by lease or by
contract (including the Operating Agreement), and nothing in this Gas Balancing Agreement shall be constirued as
affecting such oblligations, = Each party hereto agrees to indemnify and hold harmless the other parties hereto
against all claims, Tosses or 1iabitities arising out of fts fatlure to fulfiil such obligations,
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EXHIBIT F
TO OPERATING AGREEMENT

NON-DISCRIMINATION AND CERTIFICATE OF NON-SEGREGATED FACILITIES

1. Operator and Non-Operators, hereinafter called "contractor/supplier", hereby agree that the {ollowing, if applicable, shall apply to
this Operating Agreement and all activities conducted hereunder:

A. EQUAL OPPORTUNITY CLAUSE [Applicable to contracts amounting to $10,000 or more, 41 CFR 60-1.4.)

The equal opportunity clause required by Executive Order 11246 of September 24, 1965, and prescribed in Section 80-1.4 of Title
41 of the Code of Federal Regulations is incorporated by reference (as permitted by Section 60-1.4(d) of sald Regulations) as If set out in
full at this point.

- B. APPFIRMATIVE ACTION COMPLIANCE PROGRAM (Applicable to contracts amounting to $50,000 or more only {{ contractor/
supplier has 50 or more employees, 41 CFR 60-1.40.} .

It required under 41 CFR Sec. 50-1.40, contractor/supplier affirms that it has developed and is malntaining current an
affirmative action program at each of its establishments or that if such a program has not been established, that it will be within 120 days
of receipt of any contraczt of $50,000 or more, Contractor/supplier shall maintain such program until such time as it 15 no longer required
by law or regulation.

C. EQUAL EMPLOYMENT OPPORTUNITY REPORTING REQUIREMENTS [Applicable to contracts amounting to $50,000 or more
only If contractor/supplier has 50 employees or more, 41 CFR 80-1.7.]

If required under 41 CFR Sec. 60-1.7, contractor/supplier agrees to file a vcomplete and sccurate report on S8tandard Form 100
(EEO-1) within thirty (30) days of the date of contract or purchase order award unless such a report has been filed in the last twelve (12}
months and agrees to file such reports annuslly unless and until contractor/supplier is not required to so file by law or regulation.

D. EMPLOYMENT OF THE HANDICAPPED {Applicble to contracts amounting to $2,500 or more, 41 CFR 60-741.4.)

The affirmative action clause prescribed in Section 60-741.4 of Title 41 of the Code of Federal Regulations is incorporated
herein by reference (as permitted by Section 60-741.22 of said Regulations) as I{ set out in full at this point.

B. APPIRMATIVE ACTION PROGRAM FOR HANDICAPPED WORKERS [Applicable to contracts smounting to $2,500 or more
only if contractor/supplier (a) has 50 or more employees and (b) holds a contract of $50,000 or more, 41 CFR §0-741.5.)

. If required under 41 CFR 80-741.5, contractor/supplier affirms that [t has prepared and is malntaining or shall prepare and
maintaln an affirmative action program for handicapped workers as prescribed in 41 CFR 60-741.5 and 41 CFR 60-741.8. .

P. EMPLOYMENT OP DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA [Applicable to contracts amounting to
$10,000 or more, 41 CFR 60-250.4.)

The affirmative action clause preseribed in Section 60-250.4 of Title 4] of the Code of Federal Regulations ls incorporated by
reference (as permitted by Section 80-250.22 of said Regulatlons) as If set out in full st this point,

G. AFFPIRMATIVE ACTION PROGRAM FOR DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA [Appilclble to
contracts amounting to $10,000 or more only if contractor/supplier (a) has 50 or more employees and (b) holds a contract of $50,000 or
more, 41 CFR 60-250.5.)

If required under 41 CFR 80-250.5, contractor/supplier aff{irms that it has prepared and is maintaining or shall prepare and
maintain an affirmative action program (or disabled veterans and veterans of the Vietnam era. '

H. UTILIZATION OF MINORITY BUSINESS ENTERPRISES {Applicable to contracts amounting to $10,000 or more, 41 CFR Bec. 1-
1.1310-2(a).)

It Is the policy of the United States Government that minority business enterprises shall have the maximum puci(ctble
opportunity to participate in the performance of Government contracts.

Contractor/supplier agrees to use its best efforts to carry out this policy in the award of its subcontracts to the fullest extent
consistent with the elficient performance of this contract, As used in this contract, the term "minority business enterprise” means a
business, at least 50 percent of which [s owned by minority group members or, In case of publicly owned businesses, at least 5t percent of
the stock of which Is owned by minority group members. For the purpose of this definition, minority group members are Negroes, Puerto
Ricans, Spanish-speaking American people, American Orlentals, American Indians, American Eskimos, and American Aleuts. Contractor/
supplier may rely on wriiten representations by subcontracalors regarding their status as minority business enterprises in lleu of
independent investigation.

1. MINORITY BUSINESS ENTERPRISES SUBCONTRACTING PROGRAM ([Applicable to ali contracts which may exceed $500,000
which contain the clause required by 41 CPR 1-1.1310-2(s) and which offer substantial subcontracting possiblllties, 4 CFR 1-1.1310-2(b).)

1. Contractor/supplier sgrees to establish and conduct a program which will enable minority business enterprises (as defined in
the above clause entitled "Utilization of Minority Business Enterprises") to be considered fairly as subcontractors and suppliers under this
contract. In this connection, contractor/supplier shall:

(a) Deslgnate a lialson officer who will administer contractor/supplier's mlnorlty' business enterprises program.

{b) Provide adequate and timely consideration of the potentlalities of known minority business enterprises In all "make-or-
buy” decisions.
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() Assure that known minorlty business enterprises will have an equitable opportunity to compete f(or subcontracts,
particularly by arranging solicitations, time for the preparation of bids, quantities, speciflcations, and dellvery schedules so as to
facllitate the participation of minority business enterprises. :

(d) Malntain records showing {i) procedures which have beon adopted to comply with the policies set forth in this clause,
{ncluding the establishment of a source list of minority business anterprises, (i) awards to minority busineas enterprizses on the source list,
and (111) specifio, efforts to identify and award contracts to minority business enterprises.

. {e) Include the above "Utilization of Minority Business Enterprises" clause In subcontracts which offer substantial minority
business snterprises subcontracting opportunities. .

{{) Cooperate with the Contracting Officer in any studies and surveys of contractor/supplier's minority business enterprises
procedures and practices that the Contracting Officer may from time to time eondur ,

(g) Submit periodic reports of subcontracting to'known minority busiiiess ‘enterprizas ‘willi'respect to-the recerds referred tc

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

: ° 3. Contractor/supplier further agrees to insert, in any subcontract-hereunder.which may exceed $500,000, provisions which

shall eonform subtstantially to the language of this clauss, including this paragraph (2), and to notify the Contracting Officer of the names
of such subcontractors.

.+ 3. : UTILIZATION OF WOMEN-OWNED .BUSINESS CONCERNS [Applicable to -contracts amounting to $10,000 or.more, Federal
Register, Vol. 45, No. 92, 5/9/80.)

It is the policy of the United States Government that women-owned businesses shall have the maximum practicable opportunity
to participate In the performance of contracts awarded by any Federal agency.

The contractor/supplier agrees to use his best efforts to carry out this policy in the award of subcontraets to the fullest extent
consistent with the efficient performance of this contract., As used in this contract, a "women-owned business" concern means a business
that ls at least 51% owned by a woman or women who also control and operate {t, "Control” In this context means exereising the power to

make policy decisions. "Operate" in this context means being actively involved in the day-to-day management. "Women" means all
women business owners.

K. WOMEN-OWNED BUSINESS SUBCONTRACTING PROGRAM [Applicable to contracts amounting to $500,000 or more, Federal
Register, Vol. 45, No. 92, 5/8/80.) :

o
By

1. The contractor/supplier agrees to establish and conduct a program which will enable women-owned business concerns to be
considered {airly as subcontractors and suppliers under this contract. In this connection, the contractor/supplier shall:

(a) Designate a Uialson officer who will administer the contractor/supplier's "Women-Owned Business Concerns Program®.

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

(c) Develop a list of qualified bidders that are women-owned businesses and assure that known women-owned business
soncerns have an equitable opportunity to compete for subcontracts, particularly by making information on forthcoming opportunities

avallable, by arranging solicitations, time for the preparation of bids, quantities, specifications, and delivery schedules so as to facilitate
the participation of women-owried business concerns.

(d} Maintaln records showing (i) procedures which have been adopted to comply with the policies set forth in this clause,
neluding the establishment of a source list of women-owned business concerns, (ii) awards to women-owned businesses on the source 1ist

>y minority and non-minority women-owned business concerns, and (iil) specific efforts to identify and award contracts to women-owned
rusiness concerns.

. {e) Incjude the "Utilization of Women-Owned Business Concerns® clause in subcontracts which offer substantial
iubeontracting opportunitles. :

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

(g) Submit periodic reports of subcontracting to women-owned business concerns with respect to the records referred to in

ubparagraph (d) above, In such form and manner and at such time (not more often than quarterly) as the Contracting Officer may
reseribe.

2. The contractor/supplier further agrees to Insert, in any subcontract hereunder which may exceed $500,000 or $1,000,000 In
he case of contracts for the eonstruction of any public facility and which offers substantial subcontracting possibilities, provisions which

hall conform substantially to the language of this clause, including this paragraph (2), and to notify the Contracting Offlcer of the names
if such subcontractors.

3. The contractor/supplier further agrees to require written certification by its subcontractors that they are bona fide women-
'wned and controlled business concerns In accordance with the deflnition of a women-owned business concern as set forth In the
Jtilization Clause (J) above at the time of submission of bids or proposals,

L. UTILIZATION OF SMALL BUSINESS CONCERNS AND SMALL BUSINESS CONCERNS OWNED AND CONTROLLED BY

OCIALLY AND ECONOMICALLY DISADVANTAGED INDIVIDUALS [Applicable to all contracts amounting to $10,000 or more, Federal
\egister, Vol. 45, No, 92, 5/9/80.)

1t is the policy of the United States Government that small business concerns and small business concerns owned and controlled

y socially and economically disadvantaged individuals shall have the maximum practicable opportunity to participate In the performance
{ contracts let by any Federal egency. ’
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Contractor/supplier hereby sgrees to carry out this policy {n awarding of subcontracts to the {ullest extent corisistent with
efficlent performance of this contract. Contractor/supplier further agrees to cooperate in any studies or surveys that may be conducted
by the Smali Business Adminlstration or the contracting egeney which may be necessary to determine the extent of contractor/supplier's
compliance with this clause,

1. The term "small business concern” shall mean a small business as delined pursuant to Section 3 of the 8mall Buslness Act and
in relevant regulations promulgated pursuant thereto,

2. The term "small business concern owned and controlled by socially and economlcally disadvantaged Individuals" ghall meen &
small business concern: i

(a) which ls at least 51 percent owned by one or more socially and economically disadvantaged indlviduals; or, In the case of
any publicly owned business, at least 51 percent of the stock of which is owned by one or more soclaliy and economically disadvantaged
individuals; and.

_ (b) whose manggement and aally business operations are controlled by one or more such individuals,

Contractor/supplier shall presuine that socially and econofn!cally disadvantaged indlviduals inciude Black Amerlca;is, msp‘enlc
Americans, Native Americans, and other minorities, or any other indlvidual found to be disadvantaged by the Small Business

Administration pursuant to section 8(a) of the Small Business Act,

Conlractor/supplier acting in good faith may rely on written representations by subcontractors as either a small business
goncern or a small business concern owned and controlied by soclally and economically disadvantaged individuals.

M. SMALL BUSINESS AND SMALL DISADVANTAGED BUSINESS SUBCONTRACTING PLAN.[Applicable to all contracts expected
to exceed $500,000 which ere required to Include the small business and small disadvantaged business utilization clause above and offer
subcontracting possibilities, Pederal Register, Vol. 45, No. 92, 3/8/80.]

Contractor/supplier agrees to negotlate a subcontracting plan which includes:

1. Percentage goals (expressed in terms of percentage of total planned subcontracting dollars) for the utilization as
subcontractors of small business concerns and small business concerns owned and controlied by socially and economically disadvantaged
indlviduals, (Por the purpose of the subcontracting ‘plan, contractor/supplier shall inciude all purchases which contribute to the

performance of the contract, including a proportionate share of products, services, ete., whose costs are normally allocated as indirect or
overhead costs.) -

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

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

4. Assurances that the clause entitled "Utilization of Small Business Concerns and Small Business Concerns Owned and
Controlied by Socially and Economically Disadvantaged Individuals" will be included in all subcontracts which offer further subcontracting
opportunities and that all subcontractors (except small business subcontractors) who recelve subcontracts in excess of $500,000 will be
required to adopt a similar plan. Such assurance shall describe the procedures established by contractor/supplier {or review, approval, and
monitoring for compliance with such plans.

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

6. A recltation of the types of records conlractor/supplier will maintein to demonstrate procedures which have been adopted to
comply with the requirements and goals set forth in the plan, including source lists of small business concerns and small business concerns

owned and controlled by socially and economically disadvantaged individuals, and efforts to identify and award subcontracts to such small
business concerns. .

N. UTILIZATION OF LABOR SURPLUS AREA CONCERNS [Applicable to contracts amounting to $10,000 or more, 41 CFR 1-1.805-
) -

1. It is the policy of the United States Government to award contracts to labor surplus area concerns that agree to perform
substantially in labor surplus areas, where this can be done consistent with the efficlent performance of the contract and at prices no

higher than are obtainable elsewhere. The contractor/supplier agrees to use his best efforts to place his subcontracts In accordance with
this poliey. , )

2. In complying with paragraph (1} of this clause and with the second paragraph of the clause of this contract entitled
"Utilization of Small Business Concerns and Small Business Concerns Owned and Controlled by Socially and Economically Disadvantaged
Individuals", the contractor/supplier in placing his subcontracts shall observe the following order of preference: (a) emall business
concerns and small business concerns that are owned and controlled by soclally and economically disadvantaged individuais that are labor

surplus area concerns, (b) other smail business concerns and small business concerns that are owned and controlled by socially and
economically disadvantaged indlviduals, and (c) other labor surplus area concerns.

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

4, The term '"labor surplus area concern" means a concern that together with Its first tler subcontractors will perform
substantielly in labor surplus aress,

5. The term "perform substantially in labor surplus area™ means that the costs incurred on account of manulacturing,
production, or appropriete services in labor surplus areas exceed 50 percent of the contract price.
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0. LABOR SURPLUS AREA SUBCONTRACTING PROGRAM [Applicable to all contracts which may exceed $500,000 which are
roquired to include the labor aurplus area utilization clause above and offer substantial subcontracting possibilities, 41 CFR 1-1.710-3(b).}

1. The contractor/supplier agrees to establish and conduct a program which will encourage labor surplus area concerns to

compete for subcontracts within their capabilities. In this connectlon, the contractor/supplier shalls .

(a) Designate a Lalson offlcer who will (1) maintain Ualson with duly suthorized representatives of the Government on labor

surplus area matters, (ll) supervise compllance with the "Utilization of Concerns in Labor Surplus Areas" clause, and (i11) administer the
eontractor/supplier's "Labor Surplus Area Subcontracting Program”, :

{b) Provide adequate and timely consideration of ths potentialities of labor aurplus area concerns in all "make-or-buy"
decisions.

«(c) Assure that labor surplus area concerns will have an equitable opportunity. to compete.for suhcontracts, particularly. by

arranging solicitation, time for the preparation of bids, quantities, specifications, and delivery schedules so as to facllitate the
participation of labor surplus area concerns. .

’ . - (d) Maintein records showing the procedures which have been adopted to comply with the pollcles set forth In this clause and
.roport subcontract awards (see 4} CFR 1-16.804-5 regarding use of Optional Form 61). Records maintained pursuant to this clause wil) be
kept available for review by the Government until the expiration of oue year after the award of this contract, or for such longer periods
45 may be required by any other clause of this contract or by applicable law or regulations,

(o) Includa "Utllization of Conecerns in Labor Surplus Areas” clause in subcontracts which off{er substantial labor surplus area
subcontracting opportunities.

2. The contractor/supplier further agrees to insert, In any subcontract hereunder which may exceed $500,000 and which
contalns the "Utilization of Concerns {n Labor Surplus Areas” clause, provisions which shall conform substantially to the language of this
clause, including this paragraph (2), and to notl{y the Contracting Officer of the names of such subcontractors.

P. CLEAN AIR AND WATER (Applicable only {f the contract exceeds $100,000 of if it is determined that orders under an
indefinite quantity contract in any one year will exceed $100,000, or a facility to be used has been the subject of a convietion under the

Clean Alr Act (42 U.SC. 1857c-8(cX})) or the Federal Water Pollution Control Act (33 U.S.C. 1318(c)) and s listed by EPA, or the contract
is not otherwise exempt.}

Contractor/supplier agrees as follows:

1, To comply with all the requirements of Section 114 of the Clean Alr Act, as amended (42 U.8.C. 1857, et. seq., as amended
by Pub, L. 81-804) and section 308 of the Pederal Water Pollution Control Act (33 U.8.C, 1251, et. seq., as amended by Pub. L. 92-500),
_respectively, relating to Inspections, monitoring, entry reports, information, as well as other requirements specified in sectlon li4 and

- gection 30 of the Alr Act and the Water Act, respectively, and all regulations and guidelines {ssued thereunder before the award of the
contract. ' '

2. That no portion of the work required by this contract will be performed at a facility listed on the Environmental Protection

Agency List of Violating Pacilities on the date when the contract was awarded unless and until the EPA eliminates the name of such
{acllity or facilities from such listing.

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

4. Toinsert the substance of the provisions of this clause into any non-exempt subcontract, including this paragraph,

Q. CLEAN AIR AND WATER CERTIFICATION [Applicable if contract amount exceeds $100,000, "or the Contracting Officer has
determined that orders under an indefinite quantity contract in any year will exceed $100,000", or a facility to be used has been the
subject of a convietion under the Clean Air Act (42 U.SC, 1857c-8(ck1) or the Federal Water Pollution Control Act (33 U.8.C, 1318(c)) end
is listed by EPA, or s not otherwise exempt.]

Contractor/supplier certifies as {ollows:

1. Any facility to be utllized in the performance of the proposed contract has not been listed on the Environmental Protection
Agency List of Violating Facilities.

2. Contractor/supplier will promptly notily Contracting Officer, prior to award of the receipt of any communication from the
Director, Offlce of Federal Actlvities, Environmental Protection Agency, indicating that any facllity which contractor/supplier proposes
to use for the performance of the contract is under consideration to be listed on the EPA List of Violating Faclilities. . .

3. Contractor/supplier will include substantially this certification, Including this paragraph (3), In every non-exempt
subcontract, ' .

R. NON-SEGREGATED FACILITIES CERTIFICATION [Applicable if contract amount exceeds $10,000 (80 C.F.R. 1.8).]

Contractor/supplier certifles that it does not and will not maintain any facilities it provides for its employees In a segregated
manner or permit its employees to perform thelr services at any location under Its control where segregated facilities are maintained, and
that contractor/supplier will obtaln a similar certification In the form appoved by the Dlreator, Office of the Pederal Contract
Compllance Programs, prior to the award of any non-exempt subcontract,
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ot HEMORAh“mA'OF OPERATING AGREEMENT AND FINANCING STA*?ﬁtNT

This Memorandum of Operating Agreement and Financing Statement (hereinafter called "Memoranduﬁ") shall be effective when
the Operating Agreement referred to in Paragraph 2.0 below becomes effective, that being ,» 1989 .

The parties hereto have entered into an Operating Agreement, providing for the development and production of crude oil,
natural gas and associated substances from the lands described in Exhibit A attached hereto (hereinafter called the
“Contract Area"), and designating i neral Partner of Sun

as Operator to conduct such operations. perating Limited Partnership

The Operating Agreement provides for certain liens and/or security interests to secure payment by the parties of their
respective share of costs under the Operating Agreement. The Operating Agreement contains an Accounting Procedure along
with other provisions which supplement the lien and/or security interest provisions, including non-consent clauses which
provide that parties who elect not to participate in certain operations shall be deemed to have relinquished their
interest until the consenting parties are able to recover their costs of such operations plus a specified amount
Should any person or firm desire additional information regarding the Operating Agreement or wish to inspect & copy of
the Operating Agreement, said person or firm should contact the Operator.

The purpose of this Memorandum is to more fully describe and implement the iiens and/or security interests provided for
in the Operating Agreement, and to place third parties on notice thereof.

In consideration of the mutual rights and obligations of the parties hereunder, the parties hereto agree as follows:

5.1. The Operator shall conduct and direct and have full control of all Operations on the Contract Area as permitted and
required by, and within the limits of the Operating Agreement.

5.2. The liabi!ity of the parties shall be several, not joint or collective. Each party shall be responsible only for
its obligations and shal)l be liable only for its proportionate share of costs.

5.3. Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security

interest in its share of oil and or gas when extracted and its interest in all equipment, to secure payment of {ts
share of expense, together with interest thereon at the rate provided in the Accounting Procedure referred to in
Paragraph 3.0 above. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The
bringing of a suit and the obtaining of judgment by Operator for the secured indebtedness shall not be deemed an
election of remedies or otherwise affect the rights or security interest for the payment thereof.

5.4, 1f any Non-Operator fails to pay its share of costs when due, Operator may require other Non-Operators to pay their
proportionate part of the unpaid share, whereupon the other Non-Operators shall be subrogated to Operator's lien
and security interest.

5.5. The Operator grants to Non-Operators a lien and security interest equivalent to that granted to Operator as
described in Paragraph 5.3 above, to secure payment by Operator of its own share of costs when due.

For purposes of protecting said liens and security interest, the parties hereto agree that this Memorandum shall cover
all right, title and interest of the debtor(s) in:

6.1 Property Subject to Security Interests

(A) A1l personal property located upon or used in connection with the Contract Area.

{(B) A1l fixtures on the Contract Area.

(C) Al oil, gas and associated substances of value in, on or under the Contract Area which may be extracted
therefrom.

(D) A1 accounts resulting from the sale of the items described in subparagraph (L) at the wellhead of every well
located on the Contract Ares or on lands pooled therewith,

(E) All items used, useful, or purchased for the production, treatment, storage, transportation, manufacture, or
sale of the items described in subparagraph (C). .

(F) A1l accounts, contract rights, rights under any gas balancing agreement, general intangibles, equipment,
inventory, farmout rights, option farmout rights, acreage and or cash contributions, and conversion rights, whether
now owned or existing or hereafter acquired or arising, including but not limited to all interest in any partner-

. ship, limited partnership, association, joint venture, or other entity or enterprise that holds, owns, or controls
any interest in the Contract Area or in any property encumbered by this Memorandum.

(G) A1) severed and extracted oil, gas, and associated substances now or hereafter produced from or attributable
to the Contract Area, including without limitation oil, gas and associated substances in tanks or pipelines or
otherwise held for treatment, transportation, manufacture, processing or sale.

{H) A1l the proceeds and products of the items described in the foregoing paragraphs now existing or hereafter
arising, and all substitutions therefor, replacements thereof, or actessions thereto.

(1) A1l personal property and fixtures now and hereafter acquired in furtherance of the purposes of this Operating
Agreement. Certain of the above-described items are or are to become fixtures on the Contract Area.

(J) The proceeds and products of collateral are also covered.

6.2 Property Subject to Liens

(A) A1l real property within the Contract Area, including all oil, gas and associated substances of value in, on
or under the Contract Area which may be extracted therefrom.

{B) A)Y fixtures within the Contract Area.

gC) Allt real property and fixtures now and hereafter acquired in furtherance of the purposes of this Operating
greement.

The above {tems will be financed at the wellhead of the well or wells located on the Contract Area, and this Memorandum
fs to be filed for record in the real estate records of the county or counties in which the Contract Area is located;
and in the Uniform Commercial Code records. All parties who have executed the Operating Agreement and all farmors and
option farmors who have granted support within the Contract Area are fdentified on Exhibit A.

On default of any covenant or condition of the Operating Agreement, in addition to any other remedy afforded by law or
the practice of this state, each party to the agreement and any successor to such party by assignment, operation of law,
or otherwise, shall have, and is hereby given and vested with, the power and authority to take possession of and sell

::y fnterest which the defaulting party has in the subject lands and to foreclose this lien in the manner provided by
W,
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Upon expiration of the subject Operating Agreement and the satisfaction of all debts, the Operator shall file of record
a release and termination on behalf of all parties concerned. Upon the filing of such release and termination, all
benefits and obligations under this Memorandum shall terminate as to all parties who have executed or ratified this
Memorandum. In addition, the Operator shall have the right to file a continuation statement on behalf of all parties
who have executed or ratified this Memorandum.

It is understood and agreed by the parties hereto that if any part, term, or provision of this Memorandum is by the
courts held to be illegal or in confliict with any law of the state where made, the validity of the remaining portions or
provisions shall not be affected, and the rights and obligations of the parties shall be construed and enforced as if
the Memorandum did not contain the particular part, term or provision held to be invalid.

This Memorandum shall be binding upon and shall inure to the benefit of the parties hereto and to their respective
heirs, devisees, legal representatives, successors and assigns. The failure of one or more persons owning an interest
in the Contract Area to execute this Memorandum shall not in any manner affect the validity of the Memorandum as to

those persons who have executed this Memorandum.

A party having an interest in the Contract Area can ratify this Memorandum by execution and delivery of an instrument of
ratification, adopting and entering into this Memorandum, and such ratification shall have the same effect as {f the
ratifying party had executed this Memorandum or a counterpart thereof. By execution or ratification of this Memdrandum,
such party hereby consents to its ratification and adoption by any party who may have or may acquire any interest in the
Contract Area. .

This Memorandum may be executed or ratified in one or more counterparts and all of the executed or ratified counterparts
shall together constitute one instrument. For purposes of recording, only one copy of this Memorandum with individual
signature pages attached thereto needs to be filed of record.

NAME AND ADDRESS
Oryx Energy Company, as Managing

General Partner of Sun Operating Limited

7}% '

(Slgnaéﬁr . .-
e gteven K. Sinclair
' (Type or print signatory's name)
Title: ATTORNEY-IN-FACT

NAME AND ADDRESS
BTA OIL PRODUCERS

. bl

(Signature)é{ 32;
AL

Name: BARRY
(Type or print signatory's name)

Title: Partner

(Insert proper state acknowledgment below)
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By the following execution, the sianalory party hereby commits itself to that specific Memorandum of Operating Agreement and
Financing Statement dattd JECEMBER 1 1989

NAME ARD AODRESS

JOE REYNOLDS

. By:
(Signature)
Name:
{Type or print signatory’'s name)
Title:

(Insert proper state acknowledgment below)



ACKNOWLEDGEMENTS

STATE OF TEXAS
COUNTY OF DALLAS

his i strument was act/%z%?dged be?;ie m é&f?/day of
.» 1989, by /7)/ ﬂ//L/

Attorney-in-Fact of ORYX ENERGY COMPANY, Manag1ng General Partner of
SUN OPERATING LIMITED PARTNERSHIP, on behalf of said partnership.

t
,...-..

‘ «F Notary Public, State of Texas
558 2w & My Commission

%Q;m j Expires 11/18/91 &
oooooocooooooooooooooooococooooa

o]

' Pl 8
cﬁ
MY COMMISSION EXPIRES: 5 % JO YOUNGBLOOD §

STATE OF TEXAS §
COUNTY OF MIDLAND ]
This instrument was acknowledged before me this 1oty day of
December , 1989, by BARRY BEAL, Partner,

on behalf of BTA OIL PRODUCERS, a partnership.

Notary Pub11c

;i-'noluull.ll.cr AL AERARN T 1" I T TP TTTY
PP SAWNDA RURS
MY COMMISSION EXPIRES: :
§ Satary P Hie, Sigte of Tanns
: _ Came:ic: 2o Exphows $300
. , ' lnc-...W'..a- resss.nglERENCERADS
STATE OF TEXAS ] R
COUNTY OF MIDLAND |
This instrument was acknowledged before me this ___ day of
» 1989, by

on- behalf of PACIFIC ENTERPRISES OIL COMPANY (USA), a corporation.

Notary Public

MY. COMMISSION EXPIRES:

STATE OF TEXAS I

COUNTY OF LUBBOCK |
This instrument was acknowledged before me on the - day of

» 1989, by JOE J. REYNOLDS.

Notary Public

MY COMMISSION EXPIRES:

DC-17787
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EXHIBIT A
TO OPERATING AGREEMENT
CONTRACT AREA AND PARTIES

CONTRACT AREA

S /2 of Section 26, T22S-R34E, Lea County, New Mexico

DEPTH LIMITATIONS

from surface to the stratigraphic equivalent of the total depth

drilled in the initial test well.

PARTIES AND INTERESTS

Name and Address

Sun Operating Limited Partnership
c/o OryxEnergy Company as
fanaging General Partner

P. O. Box 2880

Dallas, Texas 75221-2880

BTA Oil Producers
104 South Pecos
Midland, Texas 795701

Pacific .Enterprises Oil Company (USA)
P.0. Box 3083 h

Midland, Texas 79702
Joe Reynolds

2333 50th Street
Lubbock, Texas 79421

SUN 9-82

Percentage Interest

50.00%

25.00%

12.50%

12.50%



