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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___ENNZOIL COMPANY

hereinzfier desgnared and
referred to as ‘‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred o indreid=ally herein
as ‘*Non-Operator”’, and collectively as *‘Non-Operators®’.

WITNESSETH:

WHEREA3, the parties to this agreement are owners of oil and gas leases andior oil and gas iﬁxercsu in the land dendded &

Exhibit **A"", and the parties hereto have reached an agreement to explore and develop these leases andfor oil and gas nreresss for the
production of ol and gas to the extent and as hereinafter provided, -

NOW, TEEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used i this agreement, the following words and terms 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 brdroc-boas
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically saed.

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

C. The term ‘‘oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the

" Contract Area which are owned by parties to this agreement.

D. The te'm **Contract Area’’ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests inmnded to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and ofl and £25 interests
are described in Exhibit “*A’".

E. The term ‘‘drilling unit’" shall mean the area fixed for the drilling of one well by order or rule of =y sze 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 umit zs estz™lish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

G. The terms *‘Drilling Party”’ and **Consenting Party’’ shall mean a party who agrees to join in and pey it share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms ‘“‘Non-Drilling Party”’ and ‘‘Non-Consenting Party’’ shall mean a party who elects sot 1o potspee
in a proposed operation.

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

ARTICLE II
. EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
X A. Exhibit ““A", shall include the following information:
(1) Identficaton of lands subject 1o this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractonal interests of parties to this agreement,
(4) Oil and gas leases andjor oil and gas interests subject to this agreement, ‘e
(5) Addresses of parties for notice purposes.
. Exhibit *'B"’, Form of Lease.
. Exhibit *‘C"", Accounting Procedure.
. Exhibit ‘D"’ Insurance.
. Exhibir *‘E”’, Gas Balandng Agreement.
. Exhibit *‘F**, Non-Discrimination and Certification of Non-Segregated Fadilities.
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If any provision of any exhibit, except Exhibits “‘E’’ JAESMEETH . is inconsistent with any provision contained :

o the body
of this agreement, the provisions in the body of this agreement shall prevail. <
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) ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Cas Iaterests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be weated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit *‘B’*, and the owner thereof
shall be deemed 10 own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and Labilities incurred in operations under this agreemen: shal be borpe znd
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as ther interests 27e sex

forth in Exhibit **A"’. In the same manner, the parties shall also own all production of oil and gas from the Conract Area scbject o the
payment of royalties to the extent of __ON€- eighth (1/8th) which shall be borne as hereinafier set forth.

Regardless of which party has contributed the lease(s) andlor oil and gas interest(s) herewo on which rovzky s duve od
payable, each party entitled to receive a share of production of o%l and gas from the Contract Area shall bear and shall pay or deliver_ or
cause 10 be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and 22T hoid the
other parties fre= from any liability therefor. No party shall ever be responsible, however, on a price basis higher thar 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 higher price basis, the party contributing the affected lease shall bear the additonz! royalty burden a=ribuubdle to
such higher price.

Nothing contained in this Article II.B. shall be deemed an assignment or cross-assignment of interests covered hessby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subjec to =y rovalry,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Anide LB, sach party so
burdened shall 2ssume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto ha-misss from anvy
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 pavzbie ou: ¢ producdos
attributable to its working interest heceunder, or if such a burden existed prior to this agreement and is not set forth = Exh™iz “A™, o
was not disclosed in writing to all other parties prior to the execution of this agreement by all partes, orisnot a }oind\- admcwledpad and
accepted obligation of ail parties (any such interest being hereinafter referred to as ‘‘subsequently created interest™ irrespecdive of the

ummg of its creation and the party out of whose working interest the subsequently created interest is derived being hermnsRer rderved
10 as ‘‘burdened party’’), and:

1. If the burdened party is required under this agreemént to assign or relinquish to any other party, or parses, al or a pordon

of its working interest and/or the production attributable thereto, said other part)". or parties, shall receive said assgmment andier
production free and clear of said subsequently created interest and the burdened party shall indemnify and szve saif other party.,
or parti=s, harmiess from any and all claims and demands for payment asserted by owners of the subsequenty crezted inreres:;
and,

2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of ArScie Vi 3. shz7 be
enforceable against the subsequently created interest in the same manner as they are enforceabie against the woriing interess
the burdened party.

ol

ARTICLE V.
TITLES
A. Title Examination:
Title examination shall be made on the drillsite of any proposed well prior to commencement of drifing owc::::e{’:s o, if

the Drilling Paries so request, title examination shall be made on the leases and/or oil and gas interests included, or piazned 12 be inciud-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interesz, minerals, royaizy. overtidin
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing lezsss 2ndir o8 ==
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federa! eme szt
reports), title opinions, title papers and curative material in its possession free of charge. All such informaticn nox ta the ;‘"*é&.. eete
made available to Operator by the parties, but necessary for the examination of the title, shall be obuained by Operz:ar. C-v:;.. el
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all tide opinions shall be f:r--\.,e:‘ > ek ety
hereto. The cost incurred by Operator in this title program shall be borne as follows:

- -—

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including pretiminary, s.;v_a:y-
shut-in gas rovalty opinions and division order title opinions) shall be a part of the administrauve overhead as provided = St C™
and shall not be a direct charge. whether performed by Operator’s sitafl zitorneys or by outside atterneys.

[ 9]
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ARTICLE IV
continued

X Opnon No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attornevs 1of Sl eximinanon
{inciuding prehmmar) supplemental, shut-in gas royalty opinions and division order titie opinions; shall be borne by the Driing Parves
in the proporticn that the interest of each Drilling Party bears to the towl interest of all Drilling Parties as such interesss 2ppear in Ex-

hibit **A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
funcuons.

.

Each partv shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooking
designations or declarations as well a5 the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drilisite or drilling unit has been examired as above
provided, and SinmiNESR RIS title has been accepted by all 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 ttle, which Joss resuls in 2
reduction of interest from that shown on Exhibit “*A”’, the party contributing the affected lease or interest shall have mne:v (90) days
from final determination of title failure to acquire 2 new lease or other instrument curing the endrety of the title failure. which acquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as 10 all remaining oil
and gas leases and interests: and,

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

() There shall be no retroactive adjustment of expenses incurred or revenues received from the operarion of the mterest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title f=3ure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title fatlure will thereafter be reduced in the Conuact
Area by the amount of the interest lost;

(c) If the -roportionate interest of the other parues hereto in any producing well theretofore drilled on the Contact Area is
increased by rezson of the title failure, the party whose title has failed shall receive the proceeds attributable to the mcrease in such in-
terest (less costs and burdens artributable thereto) unal it has been reimbursed for unrecovered costs paid by it in connectica with such
well; : .

(d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the tde which has

failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties
who bore the casts which are so refunded;

() Any lisbility to account to a third party for prior production of oil and gas vuh:ch arises by reason of dde faiture sh.zn be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior producdon; znd.
() No charge shall be made to the joint account for legal expenses, fees or szlaries, in connection with the defense of the inrerest

claimed by any party hereto, it being the intention of the parties herero that each shall defend tite to its interest and bear ali expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If, through mistake or oversight, any renzl. shutin well

_ payment, minimum royalty or royalty payment, is not paid or is erroneously paid. and as a result a lease or interest thereiz terminges.

there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to mzke the required
payment secures a new lease covering the same interest within ninety (90} days from the discovery of the failure 1o make p—o-er pavment.
which acquisition will not be subject 10 Article VIILB., the i mtersts of the parties shall be revised on an acreage basis. eSecSve as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with = interest In
the Contract A-ea on account of ownership of the lease or interest which has terminated. In the event the party who iaZSied 0 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 gz« a=ributabie 10
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry bole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

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

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acrcage basis. of thzt portion of
oil and gas therzafter produced and marketed (excluding production from any wells thereafter 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 to their respective interests; and, &

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes. the owner o!the interest
lost, for the privilege of participating in the Contract Area or becoming 2 party to this agreement.

3. Other iLosses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be pt‘n-i"hss
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Area.
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1 ARTICLE V.
2 - - OPERATOR
3
4  A. Designation and Responsibilities of Operator:
5 -
6 PENNZOIL COMPANY <2210 be the
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contwract Arez s pemxred and
§  required by, and within the limits of this agreement. It shall conduct all such operations in 2 good and workmantike manmer. bz & shall
9  have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may resck from gross
10  negligence or willful misconduct.
11
12 B. Resignation or Removal of Operator and Selection of Successor:
12 :
1. Resignation or Removal of Operator: Operator may resign at any tire “v giviac
written notice thereof to Non-Operators. 1f Operator terminates its lezz: .sx‘fs-:e—:;:
no longer owns an interest hereunder in the Contract Area, or is no lon cer canab{.e o
of serviny as Operator, Operator shall be deemed to have resigned without anv zctizn
by Non-Operators, except the selection of a successor. Operator may be ramoved =t
the election of Non-Operator if it fails or refuses to carry out its dutizs herewvnczsr
or becomes insolvent, bankrupt or is placed in receivership or for any rezson ocut-
lined in Article XV.E. Such resignation or removal shall not become effective yrt<}
7:00 o'clock A.M. on the first day of the calendar month following the exziretion ¢f
~ ninety (9J) days after the giving of notice of resignation by Operator cr zction
by the Won-Operators to remove Operator, unless a2 successor Operator has Zszn szliectis
ard ascsum2s the duties of Operator at an earlier date. Operator, after 2ffective da:
of resignation or removal, shall be bound by the terms hereof as a tisn-Cposrator. =
change of a corporate name or structure of Operator or transfer of QOperzicr's inters
to any single subsidiary, parent or successor corporation shall not be ths basis for
removal of Operator. ,
2. Selection of Successor Operator: Upon the resignation or removal of Cperazicr,
a successor Operator shall be selected by the parties. The successor Coereicor snall
be selected from the parties owning an interest in the Contract Arez a2t the time such
successor Operator is selected. The successor Operator shall be selectzd bty thz
affirmative vote of one {1) or more parties owning a majority interest szsed on
ownership as shown on Exhibit "A" remaining after excluding the veting interest of
the Operator that was removed.
e S eI e o
42 rates in the arez and Lhe rate of such charges shall be agreed upon by the parties in writing before drilling operatons are comrnenced, 20d
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the arez i coacs of -
4 .dependent contractors who are doing work of 2 similar nature.
45 )
46
47
48
& ARTICLE VI
50 DRILLING AND DEVELOPMENT
st T
52 A. Initial Well:
53
54 On or before the day of , 19 , Operator shall commence the driliing of 2 weil for
55  oil and gas at the following location:
56 :
2; 660' FNL & 81Q%' FEL Section 4-T17S-R37E, N,M,P M,, Lea County, New Mexico
59 &
60  and shall thereafter continue the drilling of the well with due diligence to 2 depth sufficient to adequt?& test
61 the Strawn Formation or to a depth of 11,500', whichever is the lesser depth,
62 ':;.
63 ==
64 i
) unless granite or other practically impenetrable substance or condition in the hole, which renders further dniliing L!“W’VQL s e
66  countered at a lesser depth, or unless all parties agree to compiete or zbandon the well at a lesser depth. //;_\\ ,;\_“i
o ) '-'\-.3 :\;—:\
68 Operator shall make reasonable tests of all formations encountered during dnilling which give indication of'cc;‘.:‘z::a:“'—oﬂ and
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fU“""-l “':5‘ & which
70 event Operatot shall be required to test only the formation or formations to which this agreement may apply. 'f-‘:-%
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ARTICLE V1
continued

I:. in Operator’s judgment, the well will not produce oil or gas in paving quantities, and it wishes 1o plug and atzdon the
well 25 2 dry hole, the provisions of Artcle VI.E.1. shall thereafter apply.

B. Subsequeat Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Coatract Arez other than the well provided
for in Article VILA., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owped by all
the parties and -0t then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the esimated cost of the operation. The partes receiving such 2 notice shall have thirty (30) days after receip: of the nodce
within which to notfy the party wishing to do the work whether they elect to participate in the cost of the proposed operanon. If 2 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 notce to reply withn

the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Aay notice or
response given by telephone shall be promptly confirmed in writing.

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

2. Operations by Less than Al Parties: If any party receiving such notice as provided in Article VIB.1. or VILD.1. (Optica
No. 2) elects nct to pardcipate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parges
giving the notice and such other parties as shall elect to participate in the operation shall, within pinety (90) days after the expiraton of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when 2 drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operzator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on locztion, and if Operazor is
a Non-Consenting Party, the Consenting Parties shall either: (2) request Operator to perform the work required by such propased opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Area pursuant to this Article VL.B.2,, shali comply with all terms and coa-
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiraton of the apphcabie
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operaton and it recommendason as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-<ght (48) hoers
{exclusive of Sarurday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire 1o (a) limtt par-
ticipation to such party’s interest as shown on Exhibit *“A’’ or (b) carry its proportionate part of Non-Consenting Parties’ interesS, and
failure to advise the proposing party shall be deemed an election émdce‘ &g ‘r(fté‘e event 2 drilling rig is on location, the time permiued for
such a response: shall not exceed a total of forty-eight (48) hours (smsisesmst of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the propordorns they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operatons of the Conscz::zng Pardes.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface lac:acnz: ther
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results'm 2 pro-
ducer of oil ané/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cos::i-a“d risk,

o
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ARTICLE VI
continued

and the weli shzll then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Cansenzng Parnes
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished 10 Cocsennng Paroes,
and the Consen:ing Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Coasenting
Party’s interest in the well and share of producton 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 taxes, excise taxes, royalty, overriding royalty and other in-

terests not excepted by Article HL.D. payabie out of or measured by the production from such well accruing with respect o such mierest
until it reverts) shall equal the total of the following:

{a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the welhes?
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 producton and continuing unsl each such Noa-
Consenting Party's relinquished interest shall revert 1o it under other provisions of this Arucle, it being agreed that each Nex-
Consenting Party’s share of such costs and equiprpent will be that interest which would have been chargeable to such Non-Cansenting
Party had it participated in the well from the beginning of the operations; and

(®) 300_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting iny cash contributions received under Article VII1.C,, and % of that portion of the cost of newly acquired equip-

ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election ot to partidpate in zay re-
working or plugging back operation proposed in such 2 well, or portion thereof, to which the initial Non-Consent elecion applied that s
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment accoun:. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of s2id 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 o- plugging back operation which would have been chargeable to such Non-Consenting Party had it partcipated therein, If

such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be zp-
plicable as betw 2en said Consenting Parties in said well. '

During the period of time Cénsenting Parties are entitled to receive Non-Consenting Party’s share of producion, o the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathericg and other

taxes, and zll royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of preduction not excepted by Ar-
gcle LD,

In the casz of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitied t0 use. free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchangsd: 2nd upon
abandonment of a well after 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 salvape.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operzdions for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, znd an
iternized staterr ent of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for producson: cr, at its
option, the operating party, in Leu of an itemized statement of such costs of operation, may submit a detailed statement of meathly bl
ings. Each morth thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs 2nd Eabilisies in-
curred in the oderation of the well, together with a statement of the quantity of oil and gas produced from it and the amourn: of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quangty of oa d gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sucY operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrenmgred cosss
of the work doe and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revet'to it as
above provided: and if there is 2 credit balance, it shall be paid to such Non-Consenting Party. .
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ARTICLE V1
continued

If anc when the Consenting Parties recover from a Non-Consenting Pam 3 reuncgnshed interest the 270UNS proades 10 an e,
me relinquishec interests of such Non-Consenting Party shall automatically revert to it, and, from and afier such revers. 2= Nee-
Consenting Par:zy shall own the same interest in such well, the material and equipment in or pertaining therezo, ¢ the procducion
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or pizgzng
back of said wel.. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further cosss of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached berers.

*unless suzh Non- Consent1ng Part notifies Operator, within thirty (30) days after

the date of su rec men jts.e] -
case such Non- g %UR arty sha?leh§$§133 OTttgrbggk %2 go 5 ' 'RICh

ons 3?1 atl {
respect to sai ?? unTess and until a proposal is madé to p?u gk o?"ﬁegéén said
Notwithstanding the provisions of this Article VL.B.2,, it is agreed that without the mutual consent of all paries, no wels 5% well

be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producizg. voiess sach
well conforms 1> the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the inital well described I Arsde \1LA
except (a) as to Article VI.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such =x=il wel

after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if iniaTy compizad for pro-
duction, ceases :0 produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and 2l tests bave peem -
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response 10 a2 party’s notce propesing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or eepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the respoase time permined whicheser
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gzm-
matical paragragh of Article VI.R.2, shall be charged to and borne as part of the proposed operation, but if the propesa] is seiseguende
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties i the procorsaa
each Consenting Party's interest as shown on Exhibit ‘A’ bears 1o the total interest as shown on Exhibit **A™ of 21 Cocsentog Par-
ties.

4, Sidetra« king Except as hereinafter provided, those provisions of this agreement applicable to 2 *‘despening™ operzsicn shal]
also be apphcal:le to any proposal to directionally control and intentionally deviate 2 well from vertical so 2s 1o chranze th2 bomom bove
location (hereir. called ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole & bemme of =t
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation tha: does pot ovn = Imz=res 1 the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its propordonxe share aqual
to its interest i1 the sidetracking operation) of the value of that portion of the existing well bore to be valized zs foSosx

o @ I the oroposal is {or sidetracking an existing dry hole, reimbursement shall be on the basis of the acrva! coss md 1
the initial drilliag of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shzll be on the besks o e wel's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in acrordemce =i e
provisions of Exhibit *‘C’", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the eveat that notice for a sidetracking operation is given while the drilling rig to be utilized is on locaton, the rescocse peried
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party &=y regoes d
receive up to eizht (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for 2% ss=dby e
incurred during such extended response period. If more than one party elects to take such 2dditional time to respond w the poSee. szad-
by costs shall be allocated between the parties taking additional time to respond on 2 day-to-day basis in the propordon exch ooz pao-
ty’s interest as shown on Exhibit A" bears to the total interest as shown on Exhibit A" of all the electing o & 28 oher -
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. i}

C. TAKING PRODUCTION IN KIND: o

Each party shall take in kind or separately dispose of its proportionate’share of all oil and gas produced from e Coomazt Area
exclusive of production which may be used in development and producing operations and in preparing and teirg o od s for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind of seperate Escomson bv =7
party of its preportionate share of the production shall be borne by such party. Any party taking its share of procucsan & Ead s22” be

P R e

'
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ARTICLE VI
continued

requirec 10 pa; for oniy 1 proporuonate share of such part of Operator’s surface faciiities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of izs interes: in rduSa fFom
the Contract Area, and, except as provided in Article VIL.B., shall be entitled to receive payment directly from the purchaser therecd i
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its propo:a'a:_m shore of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owzin TE LY
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-2iinp retv 2z the
best price obta:nable in the area for such production. Any such purchase or sale by Operator shall be subject always o tha nzhiof the
owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all 0f not ~reviocsy
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shali be only for such rczsc:i".e-"e:i:d ot

time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event ifor 2 el T exomss
of one (1) vear.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pincines =2 o
deliveries whic on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share ¢f tom” £25 szles
be allocated to t, the balancing or accounting between the respective accounts of the parties shall be in accordance with =y o2 faleacng
agreement between the parties hereto, whether such an agreement is atrached as Exhibit “‘E”™’, or is a separate agreemer:

D. Access tc Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or cbserve cperziczs,
and shall have access at reasonable times to information pertaining to the development or operation thereof. induding Onerzter’s bocks
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms o:' repocss filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hL":d Z e Sst of
each month, and shall make available samples of any cores or cvttings taken from any well drilled on the Contract Ares. The cost of

gathering and turnishing information to Non-Operator, other than that specified above, shall be charged to the Noa-Oneztor &t re
quests the info-mation.

E. Abandoaoment of Wells:

Any
; sptevistEroumg well which has been
drilled or deepened under the terg of thxs a reernem and 0 10 b cp leted as drv hole hall not be plupsad an? 3%

€epe Pad’ C%prnpo%ﬁe dﬁm gotacg % St nov FLg‘ acloned
without the consent of all parn hou d ator aner diligent effort, be unable 10 &ntlE %anv or should any pariy &3 w repiy
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after rec€ipt of notice of the proposal o plugind 2
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shzll be plugged =2 2323

e end hzndezed o

accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drll= 3 - Cesmening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the wel zad confvo fimter

operations in search of oil and/or gas subject to the provisions of Article V1B,

1. Abandonment of Dry Holes:

E:cm.

2. Abandonment of Wells that have Produced: Except for any well in which 2 Non-Consent operation hzs Hee

= conluczed
hereunder for which the Consenting Parties have not been fully reimbursed s herein provided, any well which has beem comzlznd 252

- “‘producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonme=z ==

et Tie wel s2zf
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties heres. . :-:_-_o;
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the zbandenman: of suct ==l
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender w0 ex2= 28 ths aner
parties its proportionate share of the value of the well’s salvable material and equipment. determined in accordance wizs ¢ rrovis

e srovidons of
Exhibit **C"", l=ss the esumated cost of salvaging and the estimated cost of plugging and abandoning. Each abandening porr &
the non-abandcning parties, without warranty, express or implied. as to title or as to quantry, or fitess for use of
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. b_. ol

tery a\ or intervals of the formation or form:mons then open to producnon if the interest of the abandormg pzm s cr

tervals of ‘he formauon or formations then open to producuon for a term of one (1) vear and s0 Icmg Lbereahr asci ezl zas s o
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form ama==f = Tx=T
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ARTICLE V1
continued

------

Rt T [ - 3 e T - .
B The assigr ments or leases so limited shall encompass the *“drilling unit upon which the well s locazed. The pe
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of ;r‘**“ i

Contract Area tc the aggrepate of the percentages of participation in the Contract Area of all assignees. There shall be no readiustnent,
interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, Liability, or interest in the operation of or producter from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Artice. Cpon re-
quest, Operator shall continue 10 operate the assigned well for the account of the non-abandoning parties at the rates 20d charpes coa-
templated by this agreement, plus any additonal cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon propcsed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the opdon 10

repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subjec: to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Artcle VLE.1. or VLE.2. above shall be appiicabie 25 derwesn
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no weZ sha® be
permanenty plugged and abandoned unless and until ali parties having the right to conduct further operations therein have beex nedfisd

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

ARTICLE VIL
EXPEI\DITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligatons, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly. the Fens granted
amnorg the parties in Article VLB, are given to secure nnly the debts of each severally. It is not the intention of the na—ies tc ceate, nor
shall this agreemznt be construed as creating, 2 mining or other partnership or association, or to render the parties liabie 25 parmers.

B. Liens and Payment Defaults:

Each Non-Cperator grants to Operator 2 lien upon its oil and gas rights in the Contract Arez, and 2 security izteres: iz its share
of oil andlor gas v-hen extracted and its interest in all equipment, to secure payment of its share of expense, together wizh interes: thereon
at the rate provided in Exhibit *‘C*. To the extent that Operatcr has a security interest under the Uniform Coramercial Coce of the
state, Operator stall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of 2 suit 2ng t22 ob-
uining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise 282z ths Len
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operz:or in the pzymen: of its shzre
of expense, Operztor shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the procesds from
the sale of such Mon“Operator s share of oil 2ndior gas until the amount owed by such Non-Operator, plus interest, has bees, paic. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operzter granss z lis Een

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

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a suatemen: therelsr by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the preporzien that
the interest of each such party bears to the interest of all such parties. Each party so paving its share of the unpaid 2meunt shzil. 10 ~buin
reimbursernent thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall prompuy pay and discharge expenses incurreg iz the devalcomen:
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with theis respesive ;:o::{:r-
tionate shares upon the expense basis provided in Exhibit *“C™". Operator shall keep an accurate record of the joint azcoun: here:ader,
showing expense: incurred and charges and credits made and received.

Operator at its election, shall have the right from time to time to demand and receive from the other parties paymien: iz

of their respective shares of the estimated amount of the expense to be incurred in operations hereuncer during the next succeeding

month. which right may be exercised only by submission to each such party of an itemized statement of such estimatec expense. together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submined
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such essmete within

fifteen (15) da\s after such estimate and invoice 1s receiv ed H any party fax\s 1o pay its share of said estimate within s‘_d time, 152 zmoent

2"\7"&

.......

pense to the end Lhat each party shall bear and pay its proportionate share of actual expenses mcu.'re". and no more. o

D. Limitation of Expenditures: ~

1. Drill or Jeepen: Without the consent of all parties. no well shall be drilled or deepened, except any well drilled o Ceomened
pursuant to the provisions of Article 'VI.B.2. of this agreement. Consent to the drilling or deepening shall inciude:
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ARTICLE VII
continued
_ Opuon No. 11 Al necessary expenditures for the drilling or deepening. 1és:ing. compieung and equipping ©f ne mcl moluz=g
“necessary tankige andor surface facilities. )

X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such wel bas reached &
authorized depth, and all tests have been completed, and the results thereof furnished to the parues, Operator shall give immecSite nooce
to the Non-Opzrators who have the right to participate in the completion costs. The parties receiving such notice ska® brve farv-aisds
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to parucipate in the setting of casing znd the cnc:;ie;'nn-a-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping o sich well. in-
cluding necessary tankage andor surface facilities. Failure of any party receiving such notice to reply within the period 2ove Sxad shall
constitute an election by that party not to participate in the cost of the completion atiempt. If one or more, but less thaa 23 of the parses.
eiect to set pip2 and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase *‘reworking. deepezp or plugging

back ' as contaned in Article VI.B.2. shall be deemed to include **completing ") shall apply to the operations theresfier cond-==d v -5:
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except 2 weZ reworked or
plugped back pursuant to the provisions of Article V1.B.2. of this agreement. Consent to the reworking or plugging beck & 2 wed shal’

include all necessary expenditures in tonducting such operations and completing and equipping of said well. induding catesarv wakape
and/or surface facilities. -

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasecz2ty estnzeed
to require an expenditure in excess of Twenty Thousand Dollars & no/100--- Dollars {8 20,000. 90

except in connection with a well, the drilling, reworking, deepening, completing, recompleting. or plugging bazk of wiih hs been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flocd o ccher sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinioc are reguired
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency o mcod)q
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Nen-Operazor s raquescng
an m(on‘nauon c v thereof for any single project costing in excess of_1€N Thousand Dollars & no/} [0]s
Dollars (3 00.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, siut-in well payments and minimum royalties which may be required under the terms of { any lease sha” be pd by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more partes ow2 =d ave con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said pnvinens for -d o2
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pavmenws. Ir. the even: of
failure to mzke proper pavment of any rental, shut-in well payment or minimum royalty.through misteke or oversigh: wh=re su pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance <i=s tte pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of 2 shut-in gas well, or the shuzing in or retusa = prodecton
of a producing gas well, at least five (5) davs (excluding Saturday, Sunday and legal holidays), or at the earliest oppormuny ;armized by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operzier te 50 acazv
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any stut-m = pc—:r.«_-m

_.shall be borne jointly by the parties hereto under the provisions of Article [V B.3.

F. Taxes:

Bepinning with the first calendar year after the effective date hereof, Operator shall render for 2d valerem tmazion o property
subject to this igreement which by law should be rendered for such taxes. and it shall pay all such texes assessed therzez before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information 2 to burdens w0 mdulz fmi o
be limited to, royalues, overriding royalties and production payments) on leases and oil and gas interests conmiduted 7 soch Neoo-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outszanding excess rovaizss over-
riding royalties or production payments, the reduction in ad valorem taxes resultng therefrom shall inure to the bensi: of e owzer o<
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the beneS: & soch reuc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest. then sorsithsmGag
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordence i he tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of 2 21 ferrzeas i
the manner provided in Exhibit **C"".

If Operator considers any tax assessment improper, Operator may. at its discretion, protest within the T nd mymne
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to zbandon the protest prizs 1z Zmal das
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay. under protest, __E oR X d
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the wax !
count, together with any interest and penalty accrued, and the total cost shall then be assessed 2gains: the pamies. and

provided in Exhibit “*C*".

Each part: shall pay or cause to be paid all production, severance, excise. gathering and other taxes imposed upen or 2320 respet
the production or handling of such party’s share of cil andjor gas produced under the terms of this 2creement,
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ARTICLE VI1
continued

G. lnsurance:

At all uries while operations are conducted hereunder, Operator shall comply with the workmen's compenszion brw of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for hability under s2id com-
pensation laws n which event the only charge that shall be magde to the joint 2ccount shall be as provided in Exhibit “*C™*. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D"", atached to o cmade 2 pant
hereof. Operatcr shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's copensasion
law of the state where the operations are being conducted and to maintain such other insurance as Operator may requze.

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

ARTICLE VIIIL _
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the cther sarties do nc:
agree or consert thereto, the party desiring to surrender shall assign, without express or umplied warranty of titie, all 05‘53 mieest ia
such lease, or dortion thereof, and any well, material and equipment which may be located thereon and any righs & production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or indudes an of 22d gas in-
terest, the assigaing party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas iezse covering
such oil and gas interest for a term of one (1) vear and so long thereafter as oil and/or gas is produced from the land covered Giereby, such
lease to be on the form attached hereto as Fxhibit “*B™*. Upon such assignment or lease, the assigning perty shall be refeves frors 27
obligations thereafter accruing, but not theretofore accrued, with respect 10 the interest assigned or leased znd the operatica of zay wel
atuributable theeto, and the assigning party shall have no further interest in the assigned or leased premises and its equip=ec: 2ad pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee s231 mev to the
party assignor cr lessor the reasonable salvage value of the latter’s interest in any wells and equipment artributable 0 the 2szned or ieac-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C**, less the est=azad cost ¢f
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one parts, the fteres
shall be shared by such parties in the proportions that the interest of each bears to the toul interest of 2ll such parges.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lesscr’s or su=resdering
party’s interest 2s it was immediately before the assignment, lease or surrender in the balance of the Conwact Arez; 2= the azreags

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject 10 the terms and pro=isions 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 pardes shall be nefied srompidy. and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the osmership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paving to the party who acquired it ther sevesz] :rc':c.— pro-
portionate shar2s of the acquisition cost aliocated to that part of such lease within the Contract Area. which shall be in prepertica to the
interests held at that time by the parties in the Contract Area.

I some. tut less than all, of the parties elect to participate in the purchase of 2 renewal lease. it shall be cwned >v the
who elect to pa-ticipate therein, in a ratio based upon the relationship of their respective percentage of perticipzticn in &

~
e LTTE ATt

to the aggregat> of the percentages of participation in the Contract Area of all parties participating in the purchase ¢f such recewal
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each partv who participates in the purchase of a renewal lease shall be given 2n assignment of its proportionate niszrest therein
by the acquirirg party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring rezse

or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessar iezze. or taken or

contracted for within six (6) months after the expiration of the existing lease shall be subject to this provisizn: but z2ny is2se wiken o con-

tracted for mor than six (6) months after the expiration of an existing lease shall nct be deemed a renewal lease and shal ne: be subjact o
the provisions >f this agreement.

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

C. Acreage or Cash Contributions:

While this agreement is in force. if any party contracts for a contribution of cash towards the ¢rilling ¢f a well o :.::x cthe
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operzson and shall b
apphied by it agiinst the cost of such drilling or ather operation. If the contribution be in the form of acreage. the rarty 1o 3
tribution is made shall promptly tender an assignment of the acreage. without warranty of title. to the Driliing Parties iz the roporoons

e e e ek - L
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ARTICLE VIII
continued

saié Driling Parties shared the cost of drilling the well. Such acreage shall become 2 separate Contract Area 2nd. 1o the exze= posse e
governed by provisions identical to this agreement. Each party shall prompdy notify all other parties of any azreage or cas> t::*\::’:::
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be zpacz™e o~
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Arez.

If any party contracts for any consideration relating to disposition of such party's share of substances produced heremier. soc
consideration shzll not be deemed a contribution as contemplated in this Artcle VIIL.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this 2greem= no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Arez =& = weig
equipment and production unless such disposition covers either:

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

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject 1o this agerme
and shall be mace without prejudice to the right of the other parties.

H. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its Escroca. may
require such co-cwners to appoint a single trustee or agent with full authority to receive notices, approve expenditres, receive bi=ess fox
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owzers of sach
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the rigat o ear=r

into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from tte Cormacz:
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permittec by the laws of the state or states in which the property covered hereby is located, each party bereso owsnizz =

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severzliy s r=Svided
interest therein.

. et . L - . .. “ . - - —
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreeraent is not intended to create, and shall not be construed to create, a relationship of parmersiin or &= rsodix
for profit berween or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hererad= === s=vers!
and not joint or -ollective, or that this agreement and operations hereunder shall not constitute a parmership, #, for faderz’ e =x
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elecs © e sx-28ed
from the application of all of the provisions of Subchapter “*K’*, Chapter 1, Subtitle ‘*A™", of the Internal Revenue Code o 1554 2 pe=-
mitted and authcrized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized =2 Eacrad o 2x-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Trees—y & =e
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation. 2l of the requr—s. s—z—em—x_
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby 28scred e St
evidence of this election, each such party shall execute such documents and furnish such other evidence 2s may be recried =v ==
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any nodces o« 1212 z=7 o
action inconsisteat with the election made hereby. If any present or future income tax laws of the state or states in whi = Com=a
Area is located or any future income tax laws of the United States contain provisions similar 1o those in Subchzpier K™ S |
Subtitle **A™", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of e C:é;'s e
mitied, each party hereby affected shall make such election as may be permitted or required by such laws. In making the ! v Rt Ry
tion. each such party states that the income derived by such party from operations hereunder can beé adequately determin<g <=

CS

computation of partnership taxable income. —

- aha
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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 if the cxpm:ﬁmre
does not exceed__1€N_Thousand Dollars & no/100

s10,000,00 ) and if the payment is in complete sertlement of such claim or suit. If the amount required for sexiement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the daim or suit, unless such authority is
delegated 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. If 2 claim is made against any party or i any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given

Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated 2s 20y other caim
or suit involvirg operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any par:y is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreernen:, other than
the obligation :0 make money 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 affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affecied party shall use 2 rezsomabis
diligence to remove the force majeure situauon 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 difficulties shall be handled shall be enzirely
within the discretion of the party concerned.

The term “‘force mmajeure’, as here employed, shall mean an act of God, strike, lockout, or other industrizl disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmemtal action, governmental celay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

Al notices authorized or required between the parties and required by any of the provisicns of this agreement, urlsss ctherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and sSd-=ssed 10
the parties to whom the notice is given at the addresses listed on Exhibit **A’". The originatng notice given under any provisioa hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party 10 give any rotice in
response thereto shall run from 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 teiecopier. E2zh party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all cther parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases andjor oil and gas imerests subject hesetz for the
period of time selected below:; provided. however, no party hereto shall ever be construed as having any right, title or inzerss: in cr 15 any
lease or oil anc gas interest contributed by any other party bevond the term of this agreement.

. Option No. It So long as any of the oil and gas leases subject to this agreement remain or are contnued in force as to anyg, part
of the Contrac. Area, whether by production, extension, renewal or otherwise.
X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provisioz of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as 2y suck well or
wells produce, or are capable of production, and for an additional period of _ 90 days from cessation of all productica: provided.
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking. Ceepen-

ing. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force usil such epera-
tions have been completed and if production results therefrom, this agreement shall continue in force 25 provided herein. I2 the ventthe

well described in Article VILA., or any subsequent well drilled hereunder, results in a dry hole. and no cther well is produzing, c: cz:ub‘,
of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling. deepening, plugging back or rexork-
ing operations are commenced within 90 days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any Lzhilin wihich has
accrued or attached prior to the date of such termination.
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ARTICLE XIV.
- COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, suate, and loca! laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreemnent and all matters pertaining hereto, including, but not limited to, marters of performance, non-performance. breach,
remedies, procecures, rights, duties and interpretation or construction, shall be governed and determined by the law of the szzte in which
the Contract Area is located. If the Contract Area is in Two or more states, the law of the state of _NEW MEXTCO
shall govern,

C. Regulatory Agencies:

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

under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wels. on Tacts offset-
ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree 10 release Operator from any and all losses, damages, ojuries, daims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or applicaton of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interprezation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable 10 such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect mterpremtion or
application, together with interest and penalties thereon owing by Operator as 2 result of such incorrect interpretason or appbaton.

Non-Operators authorize Operator to prepare and submit such documents a5 may be required to be submitied to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to'the requirements of the *‘Crude Oil Wind&ll Proft Tox At
of 1980, as sarie may be amended from time to 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 hereto agrees to furnish any and all cenifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit ccmphance with szd Acu

s -

ARTICLE XV.
OTHER PROVISIONS

A. In the performance of work under this Agreement, Operator agrees to comply
with all c¢f the provisions of Section 202 (1) to (7) inclusive, to Executive
Order 11246 (30 F.R. 12319), which is set out on attached Exhibit "F". For the
purposes cf this Agreement, it shall be assumed that the reference in Exhibit "F"

-to Contractor” shall refer to Operator hereunder.

B. Surplius material and equipment from the Unit Area which in the judgment of
Operator is not necessary for the development and operation thereof, may be sold by
Operator to any of the parties hereto or to others for the benefit of all parties
hereto, or may be divided in kind between such parties. Proper charges and credits
shall be made by Operator as provided in the Accounting Procedure. The provisions

of this péragraph shall not apply to any single item of surplus material or equipment
with an original cost in excess of Five Thousand and No/100 Dollars. ({$5,000.00)

C. Notwithstanding any language set out in Article VI(B)(2) to the contrary, each
Non-Conserting Party to a reworking operation on a well conducted pursuant to said
Article VI(B)(2) shall, upon commencement of such operation, be deemed to have
relinguisted to Consenting Parties, and the Consenting Parties shall own and be
entitled to receive, in proportion to their respective interests, all of such
Non-Conserting Party's interest in the well, its leasehold operat1ng r1ghus‘and share
of production therefrom, only insofar as the interval or intervals of the formation
or formations which are being reworked and to which such Non-Consenting Party does
not desire to join in the reworking thereof, until the proceeds or market value
thereof (efter deducting production taxes, royalty, overriding royalty and. oLher
interests payable out of or measured by 1nterva] or intervals of the formetion or
formations which are subject to said reworking operations occurring with rg spect to
such interest until it reverts) shall equal the total of those certain costs as

further described in Sub-paragraphs (a) and (b) of the third grammat1ca] paragraph
under said Article VI(B)(2).

- R
-
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U. TUBULAR GOODS: Notwithstanding any provisions contazined herein
the contrary, it is agreed and understood that during such tirss =&
major supply stores are charging out-of-stock prices, Operator sha:ii,
when furnishing tubular goods for the account of Non-Operator, price
such =ubular goods to Non-Operator on the same basis. Operator shel}
add to mill base the same percentage as major supply stores are adding
for out-of-stock prices on the date that tubular goods are moved from
stock inventory. Provided further, that should Operator be required to
purchese Eastern mill price tubular goods shall be charged to the joint

account based upon Eastern mill price plus freight and out-of-stock
price fee.

-t
n O

Non-Operator shall have the right to furnish its proportionate share
of al’ tubular goods required for drilling the Test Well as well as zany
other wells which may be drilled under the terms of the agreemant.
Should Non-Operator elect to furnish its proportionate share of tubular
coods in kind, Operator reserves the right to inspect such tubular gocds
and reject same should it not satisfy Operator's inspection. Operztor
will not unreasonably withhold acceptance of any tubular goods offered.

E. The duties of the Operator for which its failure or refusal to carry

shall give rise to-its removal as referenced in Article V.B,1 shall
include the following acts or omissions:

a. Failure to keep adequate records as a prudent Operator;

b. Failure to furnish daily drilling reports and copies of logs
and other test data as soon as practicable to Non-Operator(s)
and failure to notify Non-Operator(s) in advance of any
logging, coring, testing or similar operations of the .same

when such failure is not the result of mere error or inadver-
tence;

c. Failure to promptly pay invoices of laborers or suppliers of
labor, material and equipment (including drilling contracts)
in the absence of a bona fide dispute between Operator and the
person or persons furnishing the same; .

d. Allowing a lien filed by laborer, materialmen or a furnishar
of labor, materials, equipment or services to remain agains®
the property for more than thirty (30) days in the absencz of

a bona fide dispute between Operator and the party or parties
filing the lien;

e. Withholding information with respect to the Contract Area
subject hereto which affects any Non-Operator's interest; or

f. Conducting operations in & manner not consistent with

standards of a prudent operator which materially afTscts
Non-Operator(s).

F. It the lien conferred in Article VII. B has been enforced, fcr so
long as the affected party remains in default it shall have np
further access to the Contract Area or information obtained in
connection with operations hereunder and shall not be entitled to

© vote on any matter hereunder. As to any proposed operation in which
it otherwise would have the right to participate, such party shall
heve the right to be a Consenting Party therein only if it pays the
amount it is in default before the operation is commenced; otherwise

it automatically shall be deemed a Non-Consenting Party to that
operation.

G. The establishment, either voluntary or by order or rule of & Stzf
or Federal regulatory body, of a drilling or production unit for
well as to any sand, horizon or strata which includes all or
partion of the Contract Area and other lands outside the Conzire
Area shall net serve to change the interests hereunder as to ¢t
lends and/or depths covered hereby which are included in such &
unit. Except for any prior liability which has accrued or atizched
hereunder, upon the unit operating agreement becoming effective on
all parties hereto, it shall be deemed to supersede this agreemant
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bit only during the term of the unit operating agreement and oniy as
t> the particular sands, horizon, or strata of that portion of this
Contract Area, or all of it, subject thereto. This agreement shall
continue in full force and effect in accordance with its terms as %o
all other lands and/or depths subject hereto.

No party shall distribute any information or photographs concerning
onerations hereunder to the press or other media without the appro-
val of all parties. In the event of an emergency involving exten-
sive property damage, operations failure, loss of human life or
other clear emergency, Operator is deemed authorized to furnish such
minimum, strictly factual information as is necessary to satisfy the
legitimate public interest on the part of the press and cduly con-
stituted authorities if time does not permit the obtaining of prior
approval by the other parties, but Operator shall promptly advise
the other parties of the information so furnished. Nothing herein
contained shall preclude any party from making such disclosures as
may be, in that party's sole judgment, required by any Federzl or
State law or regulation or by any stock exchange on which the shares
of the party and/or its parent company are listed.

If any well is proposed to be drilled, deepened or sidetracked
through and below any reservoir productive in paying quantities
(herein defined as an amount of petroleum substances capzble of
being produced from a well sufficient to pay the costs of operation
plus a reasonable profit) in the Contract Area and such well conforms
to the then existing well spacing pattern for such a reservoir, any
party having the right to participate therein may elect, within the
time permitted for responding to such a notice, to participate in
“‘'the operation either (1) to the depth proposed or (2? only down to
the base of any said reservoir it specifies in its response to the
notice (hereinafter called "Specified Depth"). If a party so elects
to limit its participation only down to a Specified Depth, it shall
be deemed a Consenting Party in the proposed operation down to the
Specified Depth and a Non-Consenting Party subject to the applica-
t'on of Article VI.B.2 in the proposed operation below the Specified
Depth. Drilling the well to the deepest depth proposed and ztterpt-
ing a completion below any Specified Depth shall have priority in
the event of conflicting proposals. If the operation results in the
well being plugged and abandoned as a dry hole after being drilled
below any Specified Depth, each party participating only down to the
Specified Depth shall be obligated only for its proportionate pzart
of what otherwise would have been the plugging and abandoning cests
of the well at the respective Specified Depth. If z party partic-
ipating only down to a Specified Depth has proposed a completion
attempt at or above that depth and, as a result of operations below
that depth, the proposed completion is mechanically impossible or
impracticable, promptly upon final determination of the hole's
condition, the Drilling Parties responsible therefor shall reimburse
the well bore owners precluded from said completion attempt for the
actual costs paid by such owners in the drilling, deepening or,
sidetracking operation. Thereafter that portion of the well bore
ard newly acquired equipment therein and thereon for which reimburse-

ment has been made shall be owned in its then condition by the
reimbursing parties.

This agreement is made subject to all the provisions of that certain
Farmout Letter Agreement dated June 17, 1985, from The Estate of
. David Fasken to Pennzoil Company. It is understood and agreed that

Pennzoil Company and The Superior 0il1 Company will pay, in the
proportions set forth in Exhibit "A", all costs attributable to

The Estate of David Fasken's interests in the initial test well
provided for in Article VI-A.

This agreement is made subject to all the provisions of thet cer:zin
Farmout Letter Agreement dated June 4, 1985, from Amerind 0il1 Co.,
tc Pennzoil Company. It 1is understood and agreed that Pennzoil
Company and The Superior 0il Company will pay, in the proportions
set forth in Exhibit "A", all costs attributable to Amerind 0il

Co.'s interest in the initial test well provided for in Article
VI-A.
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ARTICLE XVI.
MISCELLANEOQUS

This agreement shall be binding upon and shall inure ‘to the benefit of the parties hereto and 1o their respecuve h=, devisess,
legal representztives, successors and assigns.

This instriment may be executed in any number of counterparts, each of which shall be considered an axiginal for 23 purposes.

[N WITNESS WHEREOF, this agreement snall be effective as of _1Oth  day of _September 1985
OPERATOR e—

IFP\:,
PENI\ZOIL COMPAN :
)/,\‘. 14’4‘
By]/ /u/[ AR AR

Michael L McCuHough
Rgent & Attorney-in-Fact

NON-OPERATORS

THE SUPERIOR QIL COMPANY

By:

TXO PRODUCTION CORP.

By:

APCOT-FINADEL JOINT VENTURE,
A GENERAL PARTNERSHIP

By:

SHELL WESTERN E&P INC.

By:

ATLANTIC RICHFIELD COMPANY

By: .

TEXACO PRODUCING INC.

By:

J. H. Van Zant II P

Jeanne Van Zant Sanders -?—
~=

J. R. McGinley, Jr. T

LANROY, INC. ST,

By: Sl
ey



W

CLEROY, INC.

By:

SOHIO PETROLEUM COMPANY

By:

BLACK BEAR OIL & GAS CORP.

By:

Max W. Coll II

James N. Coll

Charles H. Coll

Jon F. Coll

Harry A. Miller III1

Harry A. Miller, Jr.

Margaret Ann Miller Carrico

E. B. White, Jdr.
REBEL OIL COMPANY

By:

Pat Alston Ward



EXHIBIT "A"

To be completed at a later date.
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OIL & GAS LEASE

Producer's 88 —Producer’'s Revised 1881 New Mexico Form 342P, Paid-up

THIS AGREEMENT mage this __ cayof 18 . between

of
. (Post Office Address)

herein Cailled iessor (whether one o1 more) and

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledgsd, and of the royaities herein provided and of the agr s of the |
herein contained, hereby grants, leases and lets exclusively unto iessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas, injec-
ting gas, waters, other fluids, and a-r into subsurface strata, laying pipe lines, storing oii, buliding tanks, roadways, telephone lines, and other structures and things thereon to produce, save,

take care of, ireat, process, store ard transport said minerals, the foliowing described iand in

County, New Mexico, to-wit:

Saic land is estimated to comprise

acres, whether [t actually comprises more or less.

2. Subject tothe other provisions. herein contained, this isase shall remain in force for a term of _ONE_(1) years from this date (calied “primary term™) and as
long thereafter as oil or gas is produced from said land or from land with which said land is pooled. N

3. The royalties to be paid by (esses are: (a) on oll, and other liquid hydrocarbons saved at the well MA of that produced and saved from said land,
same 10 be delivered at the wells o- to the credit of lessor in the pipeline to which the welis may be connected; (b) on gas, including casinghead gas or other gaseous substance produced
trom said land and used off the preriises or used in the manufacture of gasoline or other products, the market vaive at the well of J 'jd of the gas used,
provided that on gas soid on or off the premises, the royaities shall be 1 of the amount realized from such sale; (C} and at any time when this lease is

not validated by other provisions hereof and there is & gas and/or condensate well on s8id land, or fand pooled therswith, but gas or condensate is not being so sold or used and such well is
shut in, either before or after produstion therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, iessee may pay or tender an advance shut-in royalty
squal t3 $1.00 Der net acre of 'a2s0~'s 7as acreage then held under this iease by the party making such payment or tender, anc sc long as said shut-In royalt; is paic of tendered, this lease
shall not ter.ninate ar 4 it shali Le considered under all clauses hereof that gas is being produced from the leased premises in paying quantitie.. Each such payment 8.:2l. be paid or tendered
to the party of parties who at the time of such payment would be entitied to receive the royalties which would be pai¢ under this lease If the well were in fact producing. The payment or
tenaer of royalties ang shut-in royaities may be made by check or draft. Any timely payment or tender of ghut-in royatty which is made in a bona fide attempt to make proper payment, but
which is erroneous in whole or in part as to parties or amounts, shall nevertheless be sufficient to prevent termination of this lease in the sarne manner as though a proper payment had been
made if lessee shall correct such error within 30 days after lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such
written instruments (or certified codies thereof) as are necessary 10 enable lessee to make proper payment. The amount realized trom the sale of gas on or off the premises shall be the price
established by the gas sales contrast entered into in good faith by lessee and gas purchaser for such term and under such conditions as are customary in the industry. “Price” shail mean the
net amount received by lessee after giving effect to applicable regulatory orders and atter application of any applicabie price adjustments specified in such contract or reguiatory orders. in
the even' iessee compresses, treats, purifies, or gehydrates such gas (whether on or off the leased premises) of transports gas off the leased pi { , | in puting royatty
hereunder may deduct from such price a reasonabie charge for each of such functions performed.

4. This is a paid-up lease and lessee shall not be obligated during the primary term hereot to commence or continue any operations of whatsoever character or to make any payments

hereunder in order to Maintain this lease in force during the primary term; however, this provision Is not intended 10 relieve lessee of the obligation to pay royaities on actual production pur-
suant to the provisions or Paragraph 3 hereof.

5. Lessee Is heraby granted the -ight and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or sans thereof for the procuction ot oil or gas. Units pooted nereunder shall not exceed the standard proration unit fixed by taw or by the Oil Conservation Division of the Energy and
Minerais Depaniment of the State of New Mexico or by any other tawful authority for the poo! or area in which said iang is sjtuated, plus a tolerance of ten percent. Lesses shall tile written
unit designations in the county in which the premises.are locatec and such units may be designated from time to time and either before or after the compietion of wells. Drilling operations
on or production from any part of any such unit shall be considered tor ali purposes, except the payment of royalty, as operations conducted upon of production from the iand described in
this iease. There shall be allocated ‘o the iand covered by this lease included in any such unit that portion of the total production of pooied minerals {rom welis in the unit, atter degucting any
used in tease or unit operations, which the net oil or gas acreage in the iand covered by this lease inciuded in the unit bears to the 1otal number of surface acres in the unit. The production so
aliocated shall be considered for al purposes, including the payment or delivery of royalty, to be the entire production of pocted minerals from the portion of said land covered hereby and in-
cluded in said unit in the same manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissoived by
lessee by recording an appropriate instrument in the County where the land is situated at any time after the compiletion of & dry hole or the cessation of production on said unit.

6. if at the expiration of the primary term there is no weil upon said land capable of producing oil or gas, but iessee has commenced operations for drilling or reworking thereon, this lease
shail remain in force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional
well of weils, and if they result in the production of oit or gas, so long therafier as oil or gas Is produced from said tand. if, atier the expiration of the primary term, all wells upon said land
should become incapable of produzing for any cause, this lease shail not terminate if lessee commences operations for acditional driliing or for reworking within 60 cays thereafter. if any
dritling, additional drilling, or rewoking operations hereunder resuit in production, then this lease shall remain in full force 8o long thereatter as oll or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water trom lessor's welis and tanks, for all operations hereunder, and the royaity shall be computed after deduc-
ting any so used. Lessee shall have the right a1t any time during or atter the expiration of this iease to remove ali property and tixtures placed by iesses on said land, inciuding the right to
draw 2~ remove all casing. When required by lessor, iessee will bury all pipe lines on cultivated lands below ordinary piow depth, and no well shall be drilled within two hundred feet (200 ft.)
ot any\s-cence o barn now on sa-d land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside
lights in tne principal dwelling the ‘eon, out of any surpius gas not needed tor operations hereunder.

8. The ngnhts of sither party here snder may be assigned in whoie of in part and the provisions hereot snait extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the iand or in the ownership of, or rights to receive, royalties or shut-in royalties, however sccomplished shall operate to enlarge the obligations or diminish the
rights of lessee: and no such chanje or division shall be binding upon lessee for any purpose untli 30 days aher iesses has been furnished by certified mall at lessee’s principat ptace of
business with accepiabie instruments ot certified copies thereo! constituting the chain of title from the original iessor. if any such change in ownership occuts through the death of the
owne’. lessee may. 2! its option, pay Or tender any royalties or shut-in royalties in the name of the deceased or 10 his estate or to his heirs, executor or administrator until such time as lessee
has been furnished with evigence satisfactory to iessee as to the persons entitied to such sums. An assignment of this tease in wnole or in pant shail, 1o the extent of such assignment,
rehieve anc Gischarge iessee of any obligations hereunder and, if lessee of assignee ot part or pants hersot shall ail or make detault in the payment of the proponionate part of royalty or shut-

in royalty gue from such lessee or assignee or fail to compiy with any of the provisions of this lease, such gefault shall not atfect this lease insotar as it covers a part of said lands upon which
lessee or any assignee therof shal properly compiy or make such payments,

9. Should lessee be prevented trom complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or trom prod:acing oit or
pas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of torce majeure, or by any Federail or state law or any order, ruie or regulation of
govermentmental authority, then while so prevented, lessee’s duty shall be suspended, and lessee shall not be liabie tor failure to comply therewith; and this iease shali be extended while
and so long as lessee is prevented by any such cause trom conducting drilling or reworking operations or trom producing oil or gas hereunder; and the time while lesses is so prevented shail
not be counted against iessee, anything in this isase to the contrary notwithstanding.

10. Lessor hereby warrants and ajrees to defend the titie 10 said land and agrees that iessee at its option may discharge any tax, mortgage or other lien upon said land, and in the event
lessee does 30 it shall be subrogated to such lien with the right to enforce same and to apply royaities and shut-in royaities payable hereunder toward satisfying same. Without impairment ot
lessee’s rights under the warranty, { this lease covers a less interest in the oll or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor's interest is
herein specified or not) then the roy aities, shut-in royalty, and other payments, If any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the
proportion whch the interest therei, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors
fail to execute this tease, it shail nevertheless be binding upon the parly or parties executing the same.

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or In part, 10 lessor of his heirs, successors, and 2ssigns by delivering
or mailing a release thereot to the lessor, o by placing a retease thereof of record in the county in which said land is situated; thereupon lessee shall be relisved trom all obligations, express-

ed 07 Imphied. of this agreement as 1o acreage so surrendered, and theratter the shut-in royaity payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduc-
ad by saia release or releases.

Erezuies the cay ang year first above written.

8
as Non-aperator:



. - = e
BOX 8O0 . Come: o5 P -
HraftBi? 601, $50Xs5°8x 74100 ot o e e

1L

EXHIBIT "¢ "

Attached to and made a part of that certain Operating Agreement
dated September 10, 1985, by and between Pennzoil Company.
as_Operator, and The Superior 0il Company, et al. as Non-
Operators )

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS
Definitions

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

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

“Joint Account” saall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and waich are to be shared by the Parties.

“Operator” shall mean the party deéignated 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 2 Zeld cperas-
ing capacity.

=

“Technical Empiovees’ shall mean those employees having special and specific engineering, geoloziczl or z<ker
professional skills, and whose primary function in Joint Operations is the handling of specific operating ccndi-
tions and problems for the benefit of the Joint Property.

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

Sis

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

“Controllable Material” shall mean Material which at the time is so classified in the Material Classificzsion Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North Asmerica.

Statement and Billings

Operator shall bil. Non-Operators on or before the last day of each month. for their proportionate shz-e of the
Joint Account for the preceding month. Such bills will be accompanied by statements which idenii’y the zuther-
ity for expenditurs, lease or facility, and all charges and credits, summarized by appropriate ¢l <si:5'cation_< of in-
vestment and exp:nse except that items of Controllable Material and unusual charges and credits s=all te sep-
arately identified and fully described in detail. -

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operaiors i0 acvance <heir
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
t flect advances received from the Non-Operators. : .

o retise P thirty (30)

Yach Non-Operatcr shali pay its proportion of all bills within SNEEEMEEREY dzys after receipt. If caymen: is rot
made within such time, the unpaid balance shall bear interest monthly at the rate of -—— rer
annum or the maximum contract rate permitted by the applicable usury laws in the state in which tka Joist
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connectien with

the collection of unpaid amounts. *1% over prime interest rate of Chase Menhatt
Adjustments Bank of New York.

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or questicn the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operaior during anv
calendar year sha'l conclusively be presumed to be true and correct after twenty-four (24) mont=s fc';lccwi:x-g
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operzior tzkes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Opzrator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall re: preven:

adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits
A. Non-Operator, apon notice in writing to Operator and all other Non-Operators, shall have the rigrt 10 zuéit Ope
)

Lab b
rator's accounts and records relating to the Joint Account for any calendar year within the twe::y-efour (2%
period following the end of such calendar year; provided, however, the making of an audit sheall
time for the taking of written exception to and the adjustments of accounts as provided for in Par
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reason
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience w0
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unlsss zzreed
to by the Operator. =

m 1
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Approval by Non-Operators

Where an approvzl or other agreement of the Parties or Non-Operators is expressly requirec uncer c¢iher sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is ailached conlains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operatcr's preposal ang

the agreement or approval of a majority in interest of the Non-Operators shall be controiling on all XNcn-Op=ra-
tors.

[$7)



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

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

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authoritr which zre
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Exp2nses of those emplovees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pernsion, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's ial;or
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operztor's actual
cost not to exceec INNSEBSNETwsmaaTyy. Dercent most recently recommended of the Council of

Material Petroleum Accountants Societies of America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Secticn IV. Orly
such Material shall be purchased for or transferred to the Joint Property as may be required for irmedizte use
and is reasonably practical and consistent with efficient and economical operations. The accumulztion of sur-
plus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions: °

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge skhzll
be made to the Joint Account for a distance greater than the distance from the nearest relizble s:oolvy store

recognized bavge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Part.es. _

B. If surplus Ma-erial is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recoznized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made 10 the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services a-=d con-
tract services of technical personnel directly engaged on the Joint Property if such charges are exciuced fror the
Overhead rates. The cost of professional consuliant services or contract services of technical persozrnal no: di-
rectly engaged or the Joint Property shall not be charged to the Joint Account unless previousiv zzreed to by
the Parties. -

Equipment and Fxcilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities a: rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance. repzirs, olher
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cert (8<e)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immedizte area
of the Joint Property.

B.. In lieu of charges in Paragraph 7TA above, Operator may elect to use average commercial rates prevziling ir
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elec: 1o use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary beczuse ¢f dzm-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damzzes or loizes
incurred as soon as practicable after a report thereof has been received by Operator. N

Legal Expense

Expense of hand!ing, investigating and settling litigation or claims, discharging of liens, payment ¢! juizments
and amounts paid for settlement of claims incurred in or resulting {rom operations under the zzreemer: or
necessary to protect or recover the Joint Property, except that no charge for services of Operaicr's legzl siz?f

or fees or expense of outside attorneys shall be made unless previousiy zgreed to by the Parties. All other lzzal

expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed 0 &ty the
Parties. except as provided in Section I, Paragraph 3.
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10.

11.

12,

Taxes

All taxes ol every kind and nature assessed or levied upon or in connection with the Joint Droper—=
tion thereof, or tte production therefrom, and which taxes have been paid by the Operator for tre benefis
Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceec. manual rates. )

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or ir. Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operatiors.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator skall char arge
drilling and producing operations on either:

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and experses ¢f all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargezble
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies szz!l te coasidered
as included in the Overhead rates provided for in the above selected Paragraph of this Secticn IIT unless such
ccst and exper.se 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 professionzl cozs:liant
services and contract services of technical personnel directly employed on the Join: Propesty shzll ( X) szall
not { ) be covered by the Overhead rates.

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

Drilling Well Rate $ 5,500.00
Produciag Well Rate $ 550.00

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

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and erminzte on
the date the drilling or completion rig is released, whichever is later, except that nc cha-ge szall
be made during suspension of drilling operations for fifteen (15) or more consecuzive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completicn eguipmen:
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be rmade during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a perio3 cf Zve (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall b2 zpgplied for
the period from date workover operations, with rig, commence through date ¢f rig reiease, excep:
that no charge shall be made during suspension of operations for fifteen (13) or mor: corsecusive
days.

{b) Producing Well Rates

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

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

[3] An inactive gas well shut in because of overproduction or failure of purchaser to tzke the procuc-
tion shall be considered as a one-well charge providing the gas well is directly connec:ed to & per-
manent sales outlet.

[4] A one-well charge may be made for the month in which plugging anc abandonment operziions
are completed on any well.

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

(3) The well rates shall be adjusted as of the first day of April each year following the efieciive cate cf the

agreement to which this Accounting Procedure is attached. The adjustment shall be cor ted by mult-
plving the rate currently in use by the percentage increase or decrease in the average weszly
Crude Pe-roleum and Gas Production Workers for the last calendar year compared to the calencar vear
preceding as shown by the index of average weekly earnings of Crude Petroleum arnd Gas Tields Procuc-
tion Workers as published by the United States Department of Labor, Bureau of Labor S:z:isiics, or tze
equivalen: Canadian index as published by Statistics Canada, as applicable. The acdjusted rzies shzll be
the rates currently in use, plus or minus the computed adjustment.
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(1) Operzator shall charge the Joint Account at the following rates:
{(a) Development

__ Percent ( %) of the cost of Development of the Joint P
provicded under Paragraph 9 of Section II and all salvage credits.

(b) Operating

rty exclusive of costs

Percent ( %) of the cost of Operatin
under Paragraphs 1 and 9 of Section II, all salva
for secondary recovery and all taxes and asse
eral interest in and to the Joint Prope

(2) Application of Overhead - Percent
For the purpose of determini
velopment shall include
tions on any or all
necessary in
pleted

Joint Property exclusive of costs provided
édits, the value of injected substances purchased
nts which are levied, assessed and paid upon the min-

asis shall be as follows:

arges on a percentage basis under Paragraph 1B of this Section I, de-
costs in connection with drilling, redrilling, deepening or any remedial opera-
s involving the use of drilling crew and equipment; also, preliminary expenditures
aration for drilling and expenditures incurred in abandoning when the well is not com-
7 producer, and original cost of construction or installation of fixed assets, the expansion of fixed
and any other project clearly discernible as a fixed asset, except Major Constmction as defired in
aragraph 2 of this Section III. All other costs shall be considered as QOperating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
chargeé tha Jomt Account for Overhead based on the following rates for any Major Construction project in excess
of § :

A, 5 % of total costs if such costs are more than $ 25,000.00 but less than § 100,000.00 ; plus
B. _ 3 9 of total costs in excess of $_100,000.00 _but less than $1,000,000; plus
C. _2—.% of total 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 shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutuzl agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: how-
ever, at Operator’s option, such Material may be supplied by the Non- Operator. Operator shall make tircelv disposition
of idle and/or surplus Mater1a1 such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsidsrs. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchasec by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Mzterial is nor-
mally available.

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a relizble
supply stcre or f.o.b. railway receiving point nearest the Joint Property where such Materia] is normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property ‘
(a) At seventy-five percent (75%) of current new price. as determined by Paragraph 2A of this Section I'V.

(2) Material moved from the Joint Property

(a) At seventy-five percent (759¢) of current new price, as determined by Paragraph 2A of this Section IV,
if Mzterial was originally charged to the Joint Account as new Material, or
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{b} at sixty-five percent (€5 ) of current new price, as determined by Parazrazzn
IV. if Material was originally charged to the Joint Account as good used Mater

. cent (759 ) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its‘orig'm:—.l funcieon unill
after reconditioning shall be priced at fifty percent (50¢,) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving properiy. pro-

vided Condition C value plus cost of reconditioning does not exceed Condition B value.
(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or &: prevaiiing
prices. Material no longer suitable for its original purpose but usable for some other purposs, shzll be
priced or a basis comparable with that of items normally used for such other purpose. Operaicr mzv dis-
pose of Condition D Material under procedures normally utilized by the Operator withou: pricr ap'::rov"
of Non-Operators. )

D. Obsolete Matzarial

Material which is serviceable and usable for its original function but condition and jor value of such Materizl

e atad

is not equivalent to that which would justify a price as provided above may be specially priced as azreed tc by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

o,

s

f
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E. Pricing Conditions

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

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

3. Premium Prices

Whenever Mater:al is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Acccurt fo- the
required Material at the Operator’s actual cost incurred in providing such Material. in making it suita®le fcr use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the propesed
charge prior to b:lling Non-Operators for such Material. Each Non-Operator shall have the right, by so electicg arnd
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of zis share
of such Material suitable for use and acceptable to Operator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be pzsszd 10 the
Joint Account until adjustment has been received by Operator from the manufacturers or their agerts.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material,
1. Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Mzterizl.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days befcre zrny invern-

“tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Nor-Operzio=s
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Opera:or.

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages anz
shall be furnished to the Non-Operators within six months following the taking of the inventory. -

justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall te
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agrees 10 dy the
Parties.



(ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT BY AND BETWEZEN

PENNZOIL COMPANY AS OPERATOR AND THE SUPERIOR OIL COMPANY, ET AL, AS
NON-OPERATORS, DATED SEPTEMBER 10, 1985

EXHIBIT "D"
INSURANCE

Operator shall carry Workmen's Compensation and Employer's Liability
Insurance 1in full compliance with the Workmen's Compensation laws of the
particular state where the work is being performed.

Operator snall require all contractors engaged in operations on the contract
premises to carry Workmen's Compensation and Employer's Liability Insurance
in full compliance with the Workmen's Compensation laws of the state whzre

the work is being performed and to maintain such other insurance as Operator
may require.

Operator shall not be obligated to provide any other insurance for the joint
account of the parties hereto. Any party may, at its own expense, acquire
such other insurance as it deems proper to protect itself against any claims,

losses, damages, or destructions arising out of operations of the contract
premises.



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

September 10, 1985 by and between Pennzoil Company, as Operator,
and The Superior 0il1 Company, et al, as Non-Opereztors)

GAS BALANCING AGREEMENT

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

In accordance with the terms of the Operating Agreement, each party thereto has the
right to take “ts share of gas produced from the Unit Area and market the same. In the
event any of the parties hereto is not able to market its share of gas or has contracted
to sell its share of gas produced from the Unit Area to a purchaser which is unzble at
any time while this agreement is in effect to take the share of gas attributable to the

interest of such party, the terms of this storage agreement shall automatically become
effective.

During the period or periods when any party hereto has no market for its share of gas
produced from <he Unit Area, or its purchaser is unable to take its share of gas pro-
duced from the Unit, the other parties shall be entitled to produce each month one
hundred percent (100%) of the allowable gas production assigned to such Unit by the
regulatory body having jurisdiction and shall be entitled to take and deliver to its or
their purchaser all of such gas production; however, no party shall be entitled to take
or deliver to a purchaser gas production in excess of three hundred (30C%) of its
current share of either the volumes capable of being delivered or the allowable gas
production if assigned thereto by the regulatory body having jurisdiction unless that
party has gas in storage. All parties hereto shall share in and own the liquid hydro-
carbons recovered from such gas by lease equipment in accordance with their respective
interest and subject to the Operating Agreement to which this gas storage is attached,
but the party or parties taking such gas shall own all of the gas delivered to its or
their purchaser. Each party unable to market its share of the gas produced shall be
credited with gas in storage equal to its share of the cas produced under this agree-
ment, less its share of gas used in lease operations, vented or lost.

Each party taking gas shall furnish the Operator a monthly statement of gas taken. The
Operator will maintain a current account of the gas balance between the parties and will
furnish all parties hereto monthly statements showing the total quantity of gas taken

and/or sold by each party and the monthly and accumulative over and under delivered of
each party.

Esch party producing and/or delivering gas to its purchaser shall pay any and all
production taxes due on such gas.

At all times while gas is produced from the Unit Area, each party hereto will make
settlement with the respective royalty owners to whom they are each accountablie, just zs
if each party were taking or delivering to a purchaser its share, and its share only, of
such gas production. Each party hereto agrees to hold each other party harmless: from

any and all claims for royalty payments asserted by royalty owners to whom each party is
accountable.

After notice tc the Operator, any party at any time may begin taking or delivering to
its purchaser -“ts share of the gas produced from the Unit Area. In addition to its
share, each party, including the Operator, until it has recovered its gas in storage and
balanced the gas account as to its interest, shall be entitled to take or deliver to a
purchaser a volume of gas equal to fifty percent (50%) of the overproduced party or
parties' share of gas produced from the Unit Area. If two or more parties are entitled
to fifty percent (50%) of the overproduced party or parties' share of gas produced, they

shall divide such fifty percent (50%) in accordance with their percentage of participa-
tion in the Unit.

Should production of gas be discontinued before the gas account is balanced, a ronetary
settlement will be made between the underproduced and overproduced parties. In making
such settlement, each overproduced party shall remit to the operator an amount of money
that such party received for its overproduction, less taxes theretofore paid, for a
volume of gas equal to its overproduction. As to gas sold in interstate corrmerce, the
price basis shall be the rate collected, which is not subject to possible refund, as
provided by the applicable regulatory authority pursuant to final order cr settlemert
applicable to the gas sold, plus any additional collected amount which is net ultimately



required by said authority to be refunded, such additional collected amount to be
accounted for at such time as final determination is made with respect thereto. The
Operator shall distribute the total of such amounts among the underproduced parties in

the proportion that the underproduction of each bears to the underproduction of all
parties.

Nothing herein shall be construed to deny any party the right, from time to time, to
produce and take or deliver to its purchaser the full well stream, for a period not te
exceed seventy--wo (72) hours to meet the deliverability test required by its purchaser.
Each party shall, at all times, use its best efforts to regulate its takes and deliver-
jes from said Unit so that said Unit will not be shut-in for overproducing the allowable

or for cancellation of allowable because of underproducing the allowable assigned
thereto by the state regulatory body.

The provisions of this agreement shall be applied to each well and/or formation com-
pletion as if each well or formation completion were a separate well and covered by a
separate but identical gas storage and balancing agreement and shall be and remezin in

force and effect for a term concurrent with the term of the Unit Operating Agreement
between the par=ies.

This agreement shall become effective in accordance with its terms and shall remain in
force and effect as long as the Operating Agreement to which it is attached remains in
effect, and shall inure to the benefit of and be binding upon the parties hereto, their
successors, legal representatives and assigns.



e e < wnu anuse W pUE L UL L@ LET LG uptlc . hG AQreement cated
September 10, 1585, b{ and between Pennzoil Compeny, as Operator,
Formo1.aez) and The Superior 011 Lompany, et al, as Non-Operators)

SCHEDULE “C”
! z]!lis!l Illll
EQUAL EMPLOYMENT, SAFETY AND HEALTH REQUIREMENTS

AND CERTIFICATE OF COMPLIANCE

- |t being understood that {Company},

may be a Government contractor as defined by law, and therefore required to obtain certification of compliance
with certain applicable laws, orders, regulations and requirements promulgated by Federal and State authorities
trom vendors, suppliers, parties, contractors and subcontractors, (Contractor), with whom it does business.

Now, therefore, 1o ensure compliance with such requirements and to direct attention to such laws, including
but not limited to Executive Orders 11245, 11701, 11458 and 11758 as they exist and are amended,

as Contractor hereby agrees that the provisions set
forth below which may be applicable 1o contracts and purchase orders between the parties shall, if applicable, apply
to all such transactions, and certifies its compliance as follows:

EQUAL EMPLOYMENT
A. Equal Opportunity Clause (OFCC)} {41 CFR §60-1.4)

Except as otherwise provided, each nonexempt Government contract and modification shall include the following
equal opportunity clause:

During - e performance of this contract, Contractor agrees:

{1)  The Contractor will not discriminate against any employee or applicant for employment because
of race, color, religion, sex, or national origin. The Contractor will take affirmative action to
ensure that applicants are employed, and that empioyees are treated during employment, without
regard to their race, color, religion, sex, or national origin. Such action shall include, but not be
limited to the following: Employment, upgrading, demotion, or transfer, recruitment or
recruitment advertising; layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Contractor agrees to post in conspicuous
places, available to employees and applican:s for employment, notices to be provided by the
contracting officer setting forth the provisions of this nondiscrimination clause.

(2) The Contractor will in all solicitations or advertisements for employees placed by or on behalf of

the Contractor, state that all qualified applicants will receive consideration for empioyment
without regard to race, color, religion, sex, or national origin.

{3) The Contractor will send to each labor union or representative of workers with which he has a
collective bargaining agreement or other contract or understanding, a notice to be provided by the
agency contracting officer, advising the labor union or workers' representative of the Contractor’s
commitments under section 202 of Executive Order 11246 of September 24, 1965, and shall post
copies of the natice in conspicuous places available to employees and applicants for employment.

(4} The Contractor will comply with all provisions of Executive Order 11246 of September 24, 1965,
and of the rules, regulations, and relevant orders of the Secretary of Labor.

(5) The Contractor will furnish all information and reports required by Executive Order 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or
pursuant thereto, and will permit access to his books, records, and accounts by the contracting

agency and the Secretary of Labor for purposes of investigation to ascertain compliance with such
rules, regulations, and orders.

{8) In the event of the Contractor’s noncompliance with the nondiscrimination clauses of this contract
or with any of such rules, regulations, or orders, this contract may be cancelied, terminated or
suspended in whole or in part and the Contractor may be declared ineligible for further
Government contracts in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies invoked as provided
in Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of the Secretary
of Labor, or as otherwise provided by law. *

(7) The Contractor will include the provisions of paragraphs (1) through {7) in every subcontract or
purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued
pursuant to section 204 of Executive Order 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor. The Contractor will take such action with
respect to any subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for noncompliance: Provided, however, That in the
event the Contractor becomes involved in, or is threatened with, litigation with a subcontractor or
vendor as a result of such direction by the contracting agency, the Contractor may request the
United States to enter into such litigation to protect the interests of the United States.

B. Reporting

QOFCC regulations (41 CFR §860-1.7) require that if you have fifty or more employees and have a
contract or purchase order with Company amounting 1o 550,000 or more, you, as a Contractor with or a
sup lier to Company, may be required to file annueally, on or before March’ 31, complete ard accurate
reports on Standard Form 100 (EEO-1] promulgated jointly by the Office of Federal Contract
Coripliance (OFCC), the Equatl Employment Opportunity Commission {EEOC) and Plans for Procress.

C. Cer:fication of Nonsegregated Facilities

To comply with obligations under the Equal Opportunity Clause, employers must ensure that employee
faciiities are provided in such & manner that segreaation on the basis of race, color, religion or nztiona!
oricin canrot result. This obligation (41 CFR $860-1.8, extznds to ali contresis enc purcnass crcers
contsining the Equa! Opnortunity Clause.



16!  Cooperate with the Contracting Officer in any stucies and surveys of the Co=tracis-'s mimz-'=,
bosiness enterprises procedures and practices that the Contracting Officer
conduct.

R P .
Mey (TOM Tz 1T

{7 Submit periodic reporis of subcontracting to known minority business enterprises with respect 1o
the records referred to in subparagraph (4), above, in such form and manner and at such time (not
more often than quarterly) as the Contracting Officer may prescribe.

The Contractor further agrees to insert, in any subcontract hereunder which may exceed $500,007,
provisions which shall conform substantially to the language of this clause, including this paragraph (o),
and to notify the Contracting Officer of the names of such subcontractors.

EMPLOYMENT OF THE HANDICAPPED

A. Affirmative Action

Wherever applicable, pursuant to Section 503 of the Vocational Rehabilitation Act of 1873, Governmen: procure
ment contracts or subcontracts in excess of $2,500 shall contain the following provision for affirmative action:

Empioyment of the Handicapped

(This clause applies 1o all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1) Part A apoiies
to contracts and subcontracts which provide for performance in less than 90 days, {2) Parts A anc B apply 1o
contracts and subcontracts which provide for performance in 90 days or more and the amount of the contrz=> cr
subcontract is iess than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provigz for
performance in 90 days or more anc the amount of the contract or subcontract is S500,000 or more.}

()

(b)

{d)

(h)

PART A

The Contractor will not discriminate against any employee or applicant for employment bscauss of
physical or mental handicap in regard to any positions for which the employee or applicant for
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in
employment and otherwise treat qualified handicapped individuals without discrimination based tpon
their physical or mental handicap in all employment practices such as the following: employment,
upgrading, demotion or transfer, recruitment or recruitment advertising; layoff or termination, ratss of
pay or other forms of compensation, and selection for training, including apprenticeship.

The Contractor agrees that, if a handicapped individual files a complaint with the Contractor thathzs is
not complying with the reguirements of the Act, he will (1) investigate the complaint and tzke
apprapriate action consistent with the requirements of 20 CFR 741.28 and (2) maintain on file for thres
years, the record regarding the complaint and the actions taken.

The Contractor agrees thet, if a handicapped individual files a complaint with the Department of Lzber
that he has not complied with the requirements of the Act, (1) he will cooperate with the Dzpztmentin
its investigation of the complaint, and (2) he will provide all pertinent information recerding his
employment practices with respect to the handicapped.

The Contractor agrees to comply with the rules and regulzations of the Secretary of Labor in 20 CFR Ch.
VI, Part 721.

In the event of the Contractor’s noncompliance with the requirements of this clause, the contract may
be terminated or suspended in whole or in part.

This clause shall be inciuded in all subcontracts over $2,500.
PART B

The Contractor agre=s (1) 10 establish an affirmative action program, including appropriate procsc_res
consistent with the guicelines and the rules of the Secretary of Labor, which will provide the z'firm:
action regarding the employment and advancement of the handicapped required by P.L.83-112, (2]
publish the procram in his employee’s or personnel handbook or otherwise distribute & ccoy 1o &
personnel, {3} to review his program on or before March 31 of each year and to make such chznozs as
mzy be appropriate, and (4) to designate one of his principal officials to be responsible for
establishment and operation of the program.

v
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The Contractor agrees to permit the examination by appropriate contracting agency officizls or &2
Assistant Secretary for Employment Standards or his designze, of pertinent books, documznss, peoars
and records concerning his employment anc advancement of the handicapped.

The Contractor agrees to post in conspicuous places, availeble to employess and
employment, notices in & form to be prescribed by the Assistant Secretary for Employme
provided by the contracting officar stating Contractor’s obligation under the law to ta

bargaining agreement or other contract understanding, that the Contractor is bound by ths t2rm
Secticn 503 of the Rehabilitation Act, and is cornmitted to take affirmative action to emoloy &-2

advance in employment physically and mentally handicapped individuals.

PART C

Employment Standards within 80 days after the award 10 him of a contract or subcontract.

The Contractor agrees to submit a summary report to the Assistant Secretwary for Em
Stendards, by March 31 of each year during performancs of the Contract, and oy a-ch 21

foliowing completion of the contrect, in the form prescribed by the Assisien

smpioyment and compiairt experience, sCCOMOCatonNs m

€n
out e commitments set forth in the affirmative actlicn pro



A.  Affirmative Action

{6) Cooperate with the Contracting Officer in any studies and surveys of the Contractor’s minority

business enterprises procedures and practices that the Contracting Officer may from time to time
conduct.

(7) Submit periodic reports of subcontracting to known minority business enterprises with respect to
the records referred to in subparagraph {4}, above, in such form and manner and at such time {not
more often than quarterly) as the Contractmg Officer may prescribe.

The Contractor further agrees to insert, in any subcontract hereunder which may exceed $500,000,
provisions which shatl conform substantially to the language of this clause, including this paragraph (b),
and to notify the Contracting Officer of the names of such subcontractors.

EMPLOYMENT OF THE HANDICAPPED

Wherever applicable, pursuant to Section 503 of the Vocational Rehabilitation Act gf 1973, Government procure-
ment contracts or subcontracts in excess of $2,500 shall contain the following provision for affirmative action:

Employment of the Handicapped

(This clause applies to all nonexempt contracts and subcontracts which exceed $2,500 as foliows: (1) Part A applies
to contracts and subcontracts which provide for performance in less than 90 days, (2} Parts A and B apply to
contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract or
subcontract is fess than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for
performance in 99 days or more and the amount of the contract or subcontract is $500,000 or more.)

(a)

{b)

(c}

{d)

(e}

()

{g)

(h)

{i)

i

(k)

1\

PART A

The Contractor will not discriminate against any employee or applicant for employment because of
physizal or mental handicap in regard to any positions for which the employee or applicant for
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in
employment and otherwise treat qualified handicapped individuals without discrimination based upon
their physical or mental handicap in all employment practices such as the following: employment,
upgrading, demotion or transfer, recruitment or recruitment advertising; layoff or termination, rates of
pay or other forms of compensation, and selection for training, including apprenticeship.

The Contractor agrees that, if a handicapped individual files 2 complaint with the Contractor that he is
not complying with the requirements of the Act, he will (1) investigate the complaint and take
appropriate action consistent with the requirements of 20 CFR 741.29 and (2) maintain on file for three
years, the record regarding the complaint and the actions taken.

The Contractor agrees that, if a handicapped individual files a complaint with the Department of Labor
that he has not comptlied with the requirements of the Act, (1) he will cooperate with the Department in
its insestigation of the complaint, and (2) he will provide all pertinent information regarding his
emplcyment practices with respect to the handicapped.

The Caontractor agrees to comply with the rules and regulations of the Secretary of Labor in 20 CFR Ch.
Vi, Part 721.

in the event of the Contractor's noncompliance with the requirements of this clause, the contract may
be terminated or suspended in whole or in part.

This clause shall be included in all subcontracts over $2,500.
PART B

The Contractor agrees {1) to establish an affirmative action program, including appropriate procedures
consistent with the guidelines and the rules of the Secretary of Labor, which will provide the affirmative
action regarding the employment and advancement of the handicapped required by P.L. 93-112, (2) to
publish the program in his employee’s or personnel handbook or otherwise distribute a copy to all
personnel, (3) to review his program on or before March 31 of each year and to make such changes as
may te appropriate, and (4) to designate one of his principal officials to be responsible for the
establishment and operation of the program.

The Contractor agrees to permit the examination by appropriate contracting agency officials or the
Assistant Secretary for Employment Standards or his designee, of pertinent books, documents, papers
and records concerning his employment and advancement of the handicapped.

The Contractor agrees to post in conspicuous places, available to employees and applicants for
employment, notices in a form to be prescribed by the Assistant Secretary for Employment Standards,
provided by the contracting officer stating Contractor’s obligation under the law to take affirmative
action to employ and advance in employment qualified handicapped employees and applicants for
employment and the rights and remedies available.

The Cecntractor will notify each labor union or representative of workers with which he has a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of
Section 503 of the Rehabilitation Act, and is committed to take affirmative action to employ and
advance in employment physically and mentally handicapped individuals.

PARTC

The Contractor agrees to ‘submit a copy of his affirmative action program to the Assistant Secretary for
Employment Standards within 90 days after the award to him of a contract or subcontract.

The Contractor agrees to submit a summary report to the Assistant Secretary for Employment
Standards, by March 31 of each year during performance of the Contract, and by March 31 of the year
following completion of the contract, in the form prescribed by the Assistant Secretary, covering
employment and compiaint experience, accomodations made and all steps taken to effectuate and carry
out the commitments set forth in the affirmative action oroaram



OCCUPATIONAL SAFETY AND HEALTH ACT OF 1870

Contractor hereby agrees to devote special attention to its responsibilities under the Occupational Safery e~2 =zzith
Act of 1870 (OSHA), as amended, and al! rules and regulations promulgated thereunder, 10 assure so fa- 25 o233 Sle,
safe and healthful working conditions, Observance of and compliance with the requirements thereo? snaii o2 te
responsibility of Contractor, without reliance on, or superintendence of, or direction by Company.

in addition to such responsibilities, it being contemplated by the parties that Contractor will have exciusive, full and’
complete power of control and supervision of the work performed pursuant to and during the term of this agree-
ment, Contractor agrees that should any of its activities at Company’s work place resuft in an occupational safety or
health hazard, or change the work site so that it is no longer in compliance with OSHA standards, Contractor assumes
responsibility for and agrees to hold harmiess and indemnify Company from any pecuniary loss resuiting from any
violation of OSHA, or any rules or regulations promuigated thereunder, including abatement, compliance, conse-
quential loss, and fines and penalties. In order to further promote and assure safe and healthful working conditions
at the work site during the time Contractor has assumed exclusive, full and compiete power of control and super-
vision, Contractor further agrees to advise and report to Company all conditions hazardous to safety and hez!th so
that immediate action may be taken to provide safe and healthful working conditions; in the event that Contractior
has knowledge of any such hazards and fails to report the same to Company, thereby preventing Company from
taking remedial steps, then Contractor agrees to hold harmless and indemnify Company from any damaces, fines or
penalties occasioned by virture of such violation. Contractor shall advise Company of any investigation by safety and
health inspectors of the work site under this contract and of the outcome thereof.

CLEAN AIR AND WATER CERTIFICATIONS

Wherever applicable, pursuant to 40 CFR § 30.420-1 and related Environmental Protection Agency (EPA) reg-
ulations, Contractor agrees that, for all nonexempt grants, contracts, and subcontracts valued in excess or $103,000

over a 12 month period or where work may be performed at facilities convicted of a Clean Air or \Water Poliution
Act violation,

Contractor will comply with applicable federal pollution laws and will notify the grantee or projsct officer if
any of Contractor’s facilities utilized in the performance of a nonexempt grant or subagreement has been listed or is
under consideration to be listed on the EPA List of Violating Facilities in which case, to further ensure compliance
with federal pollution laws and to meet required standards, the EPA may request that a grant, contract or sudcen-
tract be withheld for a period not to exceed 15 days.

Contractor further agrees to include substantially similar stipulations to those contained herein in every nco-
exempt subagreement. -

FAIR LABOR STANDARDS ACT

Wherever applicable to work done pursuant to an agreement between Company and Contractor, Contracior
agrees to abide by the hiring and employment provisions and applicable regulations and standards of the Fair Labor
Standards Act as it exists or may be amended.

Contractor further agrees and understands that a breach of the Certifications contained herein may sub’act it
to the provisions of the Order of the Secretary of Labor at 41 CFR Chapter 60, dated May 28, 1968, and e
provisions of the Equal Opportunity Clause enumerated in Executive Order 112486, as amended.

Contractor further certifies that where necessary it will obtain identical certifications from its contraciors and
subcontractors and notify its subcontractors of their responsibilities under Executive Order 112486, as amenczd.

This Agreement and the Certifications herein will continue in effect if and so long as required by acolicedle

{aws.
Dated this day of , 19
WITNESSES: COMPANY —
By:
Title:
Whose Address is:
WITNESSES: CONTRACTOR -

By:

Title:

Whose Address is:




