SANT.A FE (915) 685-3368 (h05) 623-2733

300 WEST TEXAS ST. — SUITE 533 P, Q. Box 1136
EXPLORATION COMPANY MinLAND, TEXAS 79701 RosweLL, NEW MEX1co 88202

January 14, 1988

Sun Exploration and Production Company
Sun Tower

ClayDesta Plaza

#24 Smith Road, Suite 600

Midland, Texas 79705

Attention: Mr. Michael A. Morgenthaler

Re: Joint Operating Agreement
N/2 Section 26, T18S, R33E
Lea County, New Mexico

Dear Mr. Morgenthaler:

Please find enclosed one executed AFE and one copy of the proposed

Joint Operating Agreement, which has been executed subject to the
following changes: '

¢« 1. Notation should be made that from the surface to 100' below the
base of the Queen Sand, including the Penrose Sand member in
NE/4, E/2 NW/4 Section 26, is not a part of this agreement.

2. A mutually acceptable casing point election will be in effect on
the subject well.

3. Maintenance of Uniform Interest, Article VIII, Paraqraph D,
page 12, is deleted.

4. Preferential Right to Purchase, Article VIII, Paragraph F,
page 12, is deleted.

5. The Gas Balancing Agreement contained herein will not preclude
this interest from selling its gas under the same terms and
conditions to the purchaser of Sun's portion of this gas.

6. Delete the last sentence of Paragraph D, on Page 8, being
"Notwithstanding anything to the contrary, Non-Operator who is
in default under Article VII.B shall have no rights under this
Article VI.D."

v 7. Exhibit "B" is deleted.

P ' SUN EXPLORATION AND PRODUCTION COMPANY
fINER CATANACH CASE # 9310
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Sun Exploration and Production Company -2~ January 14, 1988

“8. Exhibit "G" is deleted. (No tax partnership)

9. Operator agrees to provide non-operator, within thirty (30) days after
the last day of the preceeding month, sales volumes and prices on all
sales.

-10. This Operating Agreement and AFE will terminate if the proposed Morrow
test has not been spud with a rotary rig capable of drilling to 14,000
by April 30, 1988.
Thank you for all your hard work on this project.

Sincerely,
SANTA FE EXPLORATION Cg PANY

a)wﬁ[[eéaj\— i

William A. McAlpine, J¥.
President

WAM/Trs

Encls.
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OPERATING AGREEMENT ‘

THIS AGREEMENT, entered into by and between___ UM _EXploration and Production Company as
Managing General Partner of Sun Operating Limited Partnership hereinalter designated and
referred to as ‘*'Operator”’, and the signatory party or parties other than Operator, sometimes hereinalter referred to individually herein
as **Non-Operator’’, and collectively as ‘*Non-Operators'’.

WITNESSETH:

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

NOW, THEREFORE, it is agrzed as follows:

ARTICLE I.
DEFINITIONS

As used in 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 hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

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

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

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

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

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

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

H. The terms "Non-Drilling Party”' and *‘Non-Consenting Party’’ shall mean a party who elects not to participate

in a proposed operation.

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

ARTICLE IL
EXHIBITS

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

(B A. Exhibit ‘*A"’, shall include the following information:

(1) Identification of lands subject to this agreement,

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

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

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

(5) Addresses of parties for notice purposes.
[B C. Exhibit **C'*, Accounting Procedure.
X D. Exhibit **D", Insurance.
¥ E. Exhibit **E’*, Gas Balancing Agreement.
(4 F. Exhibit **F'*, Non-Discrimination and Certification of Non-Segregated Facilities.

KTkl

{

If any provision of any exhibit, except Exhibits “‘E'* and ‘G, is inconsistent with any provision contained in.the body
of this agreement, the provisions in the body of this agreement shall prevail. o
tt
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ARTICLE 111
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hercof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B"", and the vwner thercol
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilitics incurred in operations under this agreement shall be borune and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit **A"". In the same manner, the parties shall also own all production of vil and gas from the Contrict Area subject to the
payment of royalties to the extent of __0ONE=¢C ighth (1/8fh) which shall be borne as hercinafter set forth,

Regardless of which party has contributed the lease(s) andfor oil and pas interesi(s) bereto on which royalty is due and
payable, each party entitled to receive a share of production of vil and gas lrom the Contract Area shall bear and shall pay or defiver, or
cause to be paid or delivered, to the extent of its interest i such production, the royalty amount stiputated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the alfected lease shall bear the additional royalty burden autributable to

such higher price.
Nothing contained in this Article HLI, shall be decmed an assignment or cross-assignment ol interests covered hereby.
C. lLxcess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article HLB., sucl party so
burdened shall assume and alone bear all such excess obligations and shadl indemnify and hold the other parties hiereto harmiless {rom any
and all claims and demands for payment asserted by owners of such excess burden,

D. Subsequently Created Interests:

If any party should herealter create an overriding royally, production puyment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set foeth in Lxhibit **A™, or
was not disclosed in writing to all other parties prior to the exccution of this agreement by all parties, or is not a jointly acknowledped and
accepted obligation of all parties (any such interest heing hereinalter referred to as *‘subscquently created interest™ irrespective of the
timing of its creation and the party out of whose warking interest the subseyuently created interest is derived being hercinalies sefereed
to as ‘‘burdened party™’), and:

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

and,

2. 1f the burdened party fails o pay, when duc, its share of expenses chargeable hereunder, all provisions of Article VILDB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest ol
the burdened party.

ARTICLE V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request, title examination shall be made on the leases andfor oil and gas interests included, or planned o be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royally and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oif and
gas interests to the drilisite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession [ree of charge, All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to cach party
hereto. The cost incurred by Operator in this title program shall be borne as follows: .

.| Option No, 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall e a part of the administeative overlead as peovided in Exhibit ©'C,

and shall not be a direct charge, whether performed by Operator’s stafl attorneys or by outside atlorneys.
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ARTICLE IV
continued

Xl Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including prelimina;y, supplemental, shut-in gas royalty opinions and division order title opinions) shail be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears o the total interest of all Drilling Parties as such interests appear in Ex-
hibit “*A’". Operator shall make no charge for services rendered by its stafl attorneys or other personnel in the performance of the above

functions.

Each party shall be responsible for securing curative mater and pooling amendments or agreements required in counection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders,

This shall not prevent any party Irom appearing on its own belall at any such hicaring.

No well shall be drilled on the Contract Arca undl after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or tite has been accepted by all of the parties whao are to par-

ticipate in the drilling of the well.
B. Loss of Title:

«~——t—~Fmtareof FitlerShoukd-anyoit-andpas-interest-ordenserorintereat-thereinrbeiost-through-fetture-oftitterwhichdossreaubisriny
reduction of interest from that shown on Exhibit *'A™, the party contributing the affected lease or interest shall have ninety (90) dats
from [inal determination of title failure to acquire a new lease or other instrument curing the eatirety of the title failure, which aeQuisi-
tion will not be subject to Articie VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all 1engaining oil

and gas leases and interests: and,
(a) The party whose oil and gas lease or interest is allected by the tite failure shall bear alone the entire loss an

entitled to recover from Operator or the other parties any development or operating costs which it may have theretolugd paid or incurred,
but there shall be no additional liability on its part o the other parties hereto by reason of such title failure:

(h) There shall be no retroactive adjustment of expenses incurred or tevennes received from the operation
ally that titde Lailure has oc

1t shall not be

I the interest which has
been lost, but the interests of the partics shalt be revised on an aereage basis, as of the time itis determined f

curred, so that the interest of the party whose lease or interest is affected by the titde failure will theregi(er be reduced in the Contract

Arca by the amount of the interest lost;

(¢) I the proportionate interest of the other parties hereto in any producing weli theret
increased by reason of the title failure, the party whose title has {ailed shall receive the procegd§ attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovpded costs paid by it in connection with such
well;

(d) Should any person not a party o this agreement, who is delermined to by
i, such amount shall be paid to the party or partics

re drilled on the Contract Area is

he awner of any interest in the title which has
failed, pay in any mansier any part of the cost of operation, development, or equipy
who bore the costs which are so refunded;

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

() No charge shall be made to the joint account for legal expepées, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the partics lyeteto that cacli shall delend title to its interest and bear all expenses in

connection therewith.

2. Loss by Non-Payment or Lrroncous Payment, 6 Amount Ducer I, through mistake or oversight. any rental, shutin well

payment, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a lease or inlerest therein terminates,
there shall be no monectary liability against the pagyf” who failed to make such payment. Unless the party who failed to miake the required
paynient secures a new lease covering the sameiterest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject to Aryede VIILI., the interests of the parties shall be revised on an acreage basis, elfective 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 an interest in
the Contract Area on account of owietship of the lease or interest which has terminated. In the event the pacty who lailed to make the
required payment shall not have bgén fully reimbursed, at the time of the loss, [rom the proceeds of the sile of oil and gas atteibutable o
the lost interest, calculated on pf acreape basis, for the development and operating costs theretofore paid on account of such interest, i
shall be reimbursed for unrgZOvered actual costs theretofore paid by it (hut not for its share of the cost of any dry hole previously drilied
or wells previously abangdOned) from so much of the following as is necessary to effect reimbursenent:

{a) Proceeds of and pas, less operating expenses, therctolore accrued to the eredit of the lost interest, on an acreage basis,
up to the amount 4l unsecovered costs;

{b) Procegds, less operating expenses, therealter accrued attributable to the lost interest on an acreage basis, of that portion of
oil and gas thtrealter produced and macketed {excluding production from any wells thereafier drilled) which, in the absence of such lease
terminatign, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portigr 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 miay be paid by any party who is, or hecomes, the owner of the interest

tet—drrer-or-heeaming-t-party-to—thisngreements

3. Other Losses: All lusses incurred, ether—than—these—sei-losth—in—Articles—t VB and—tvB2—sbove, shall he joint losses
and shall be borne by all partics in proportion 1o their interests. There shall be no readjustment of interests in the rentining portion of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Sun Exploration and Production Company shall be the

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

negligence or willful misconduct.

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators,
If Operator terminates 1ts legal exlistence, no longer owns an interest in the Contract Area or becomes insolvent or becomes
bankrupt or {s placed {n receivership, it shall cease to be Operator without any action by Non-Operator, except the selection
of a successor. Operator may be vemoved if it fails or refuses to carry out its duties hereunder or is no longer capable of
serving as Operator by the affirmative vote of two (2) or wore Non-Operators owning a majority interest bascd on ownership as
shown on Exhibit “A", after excluding the voting interest of Operator, Such resignation or removal shall not become effective
until 7:00 o'clock A.M. on the first day of the calendar month following the expiration of ninety {90) days after the giving
of notice of resignation by OUperator or action by the Hon-Operators to remove Operator, unless a successor Operator has been
selected and assumes the duties of Operator at an earlier date. Operator, after effective date of resignation or removal,
shall be bound by the terms hereof as Non-Operator. A change of a corporation name or structure of Operator or transfer of
Operator’s interest to any single subsidiary, parent or successor corporation shall not be the basis for removal of Operator.

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

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VI.
DRILLING AND DEVELOPMENT

A. Initial Well:

ma
On or before the_1 St day of March , 1988 Operalor-shallycommence the drilling of a well for
oil and gas at the following location:

1980' FWL and 1650' FNL of Section 26
T-18-S, R-33-E, Lea County, New Mexico

-
Il
]

'
t,

and shall thereafter continue the drilling of the well with due diligence to @ depth sufficient to test i

the Morrow formation, expected to require drilling to a depth of 13,700 fe
)

™

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

. . TN I3 . . ': i h‘ ' L L ."
Operator shall make reasonable tests of all formations encountered during drilling which give indication 'o[(conlaining oil and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatiois, in which
. f . . . Ny VA
event Operator shall be required to test only the formation or formations to which this agreement may apply. .1 <
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ARTICLE VI
conlinued

I, in QOperator's judgment, the well will not produce oil ar gas in paying quantities, and it wishes 1o plug and abandon the

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

B. Subsequent Operations:

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

tesponse given by telephone shall be promptly confirmed in writing.

If all parties elect to pacticipate in such a propased eperation, Operator shall, within ninety (90) days alter expiration nf the notice
perind of thirty (30} days (or as promptly as possible alter the expiration of the lorty-eight (18) hour peciod when a drilling rig is on loca-
tion, us the case may be), actually commence the proposed opetation and complete it with due diligence at the risk and expense ol all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator o the other partics,
for a period of up to thirly (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
periits from governmental authorities, surface rights (including rights-ol-way) or appropeiate drilling equipment, or to complete tithe ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (inchuding any extension thereaf as specifically permitied lierein) and
il any party hereto still desires 10 conduct said operation, written notice proposir 3 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: 1l any party receiving such notice as provided in Article VLB.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in arder to be entitled to the beuelits ol this Acticle, the party or parties
giving the notice and such othier parties as shall elect Lo participate in the operation shall, within ninety (90) days alter the expiration of
the notice period of thirty (30) days (or as promptly as possible alter the expiration of the forty-cipht (¢48) hour period when a drilling rig is

on location, as the case may be) actually commence the proposed operation and complete it with due diligence, Operator shall pertorm all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall cither: (a) request Operator o perform the work required by such proposed opera-
tion for the account of the Consenting Partics, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VLIB.2., shall comply with all terins and con-
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, inunediately after the expiration of (he applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Fach Consenting Party, within {orty-cight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after reccipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit *“*A™ or (b) carry its proportionate part of Non-Consenting Parties’ inlerests, and
failure o advise the propasing party shall be deemed an election under (@), Tn the event a drilling rig is on location, the time permitted lor
such a response shall not exceed a total of forty-cight (48) hours {inclusive of Suturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal il there is insuflicient 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 proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Partics shall keep the leasehold estates involved in such
operations free and clear of all licns and encumbrances of every kind created by or arising lrom the operations of the Consenting Parties.
Il such an operation results in a dry hole, the Consenting Partics shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. I any well drilled, reworked, deepened or plugged hack under the provisions of this Article cesults in a pro-
ducer of oil andfor gas in paying quantities, the Consenting Parties shall complete and equip the well Lo produce at their sole cust and risk,
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ARTICLEVI
conlinued
and the well shall then be turned over o Operator and shall be operated by it at the expense and lor the account ol the Consenting 1*ar-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Paitics
in accordance with the provisions of this Article, cach Non Consenting Party shall be deemed o have relinquished to Consenting Partices,
and the Consenting Dartics shall own and be entitled o receive, in proportion to their respective interests, all of such Non-Consentingt
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article HHLD. puyable ont of or measured by the praduction from such well accruing with respect to such interest

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

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhiead
connections (including, but not limited to, stock tanks, separators, teeatees, puaiping equipment and piping), plus 100% of each such
Non-Consenting Party s share of the cost of operation of the well commencing with fiest production and continuing until cach such Non-
Consenting Party's relinquished interest shall revert to it under ather provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and cquipment will be that interest which would have been chiargeable to such Non Consenting

Party had it participated in the well from the beginning ol the operations; and

(b) 300 _ % of that portion of tie costs and expenses of drilling, reworking, deepening. plugging back, testing and completing,
alter deducting any cash contributions reccived under Article VHLC. and _300__% of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

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

During the period of time Consenting Partics are entitled 10 receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Partics shall he responsible for the paviment of all production, severance, excise, gathering aud other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share ol production not excepted by Ar-
ticle ILD.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, lree
of cost, all casing, tubing and other equipment in the well, but the ownership of all such eyuipment shall remain unchanged; and vpon
abandonment of a well alter such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereol, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (00) days after the completion of any operation under this Article, the party conducting the operations for te
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement ol the cost of drilling, decpening, phugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in licu of an itemized statement of such costs of operation, may submit a detailed statement of monthiy bill-
ings. Each month therealter, during the time the Consenting Partics are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and labilities in-
curred in the operation of the well, together with a staterment of the quantity of oil and gas produced from it and the amount of procecds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oit and gas
produced during any month, Consenting Partics shall use industry accepted methods sucli as,shet-mrot-Hmited-to, metering srreriodie
vell-tester Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total uareturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit halance, it shall be paid 1o such Non-Consentiog Party.

G-
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ARTICLE V1
continued

If and when the Cousenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for abave,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, {from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therelrom as such Non-Conscenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plupping
back of said well. Thercatter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the turther costs of
the operation of said well in accordance with the terius of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.I.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a sousce of supply from which a well located clsewhere on the Contract Area is producing, utdess such
well conforms to the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whiatsoever to the drilliog of the initial well described in Adticle VLA,
except (a) as to Article VILD. 1. (Option Na. 2), il selected, or (b) as o the reworking, deepening and plugging back ol sucly initial well
after it has been drilled to the depth specified in Acticle VLA if it shall thereafter prove to be a dry hole or, il initially completed for pro-

duction, ceases to produce in paying quantitics.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the partics, stand-by costs incurred pending respouse to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and horne as part of the drilling or decpen-
ing operation just completed, Stand-by costs subscquent to all partics responding, or expiration of the response titme permitted, whichever
first occurs, and prior to agrecment as o the participating interests of all Consenting "acties pursuant o the terms of the secomd gram-
matical paragraph of Article VEB.2, shall be charged to and borne as part of the proposed operation, but il the proposal is subsequently
withdrawn because of insullicient participation, such stand-by costs shall be allocated between the Consenting Pasties in the proportion
each Consenting Party’s interest as shown on Exhibit **A’" bears to the total interest as shown on Exhibit “*A™" of all Consenting ar-

tics.

4. Sidetracking: Except as hereinalter provided, thase provisions of this agreement applicable to a “‘deepening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change thie bottom hole
location (herein called “‘sidetracking™”), unless done to straighten the hole or to drill around junk in the bhole or hecause of other
mechanical difficultics. Any party having thie right to participate in a proposed sidetracking operation that does not awn an interest in the
alfected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate shate (equal

to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an cxisting dry hole, reimbuorsement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation s initiated,

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

In the event that notice lor a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Suturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the lorty-cight (48) hours within which to respond by paying for ail stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, standd-
by costs shall be allocated hetween the parties taking additional time to respond on a day-to<lay basis in the proportion cach clecting par-
ty's interest as shown on Exhibit **A** bears 1o the total interest as shown on Exhibit **A°" of all the electing parties. [n all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and pas produced {rom the Conteact Area,
exclusive of praduction which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any

party of its proportionate share of the production shall be borne by such party -Anwﬂﬂngﬂmhmﬁmkmmrkmd—ﬂm*%«
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AILTICLE VI

conlinued

required-to-pay~{or-only-its-prepertiennteshare-of-suehprrt-ol-Operatoris-surlnee-neil ies—whish-i-uses,

linch party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
thie Contract Area, and, except as provided in Article VILB., shall be eatitled to receive payment directly lram the puichiser thereo for

its share ol all production.

fn the event any party shall fafl to maka the arrangements necessary to taks in kind or separately dispose of fts
propertionate share of the ofl snd gas produced from the Contract Area, Operator shall have the right, subfect to the
revocation at will by the party owning {t, but not tha obH?uHon. to purchase such oi1 and gas or sell it to others at any
time snd from time to time, and sha)l account to such party for ths actusl nst proceads received for such preduction, If 10ld,
Any such purchase or sale by Operator shall bs subject always to the

or the current market price {f purchased by the Operator.
t of the owner of the productfon to aexercise at any time its right to take In kind, ar separately dispose of, its share of
Any purchase or sale by Operatar of any ather party's share of ofl

righ

al? of] and gas not previcusly delivered to a purchaser,

and gas shali be only for such reasonable perfods of time as are consfstent with the minimum needs of the [ndustry under the
particular circumstances, but 1n no event for a perfod in execess of one (1} year. Hotwlthstanding the forgoing, Operator
shall not make & sale, including one into interstate commerce of any other party's share of gas production without first glving

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

In the event one or more partles’.sepurate disposition of its share of the gas causes split-stream deliveries 1o separate pipelines sndjor

deliveries which on a day-lo-day busis.lor auny reason are not exactly equal Lo a party's respective proportionate share ol total pas sales
be allocated to it, thie balancing or accounting between the respective accounts of the pacties shull be in accordunce with any gas balincing

ngrecmient between the parties hereto, whether such un ugreement is attachied as Exhibit “'E', or s a separate agreement,

D. Access to Contract Area and lnformations

liuch party shall have access to the Contract Area at all reasonable tines, at its sole cost and risk ta inspect o ohserve operations,
and shall have access at reasonable times to information pertaining ta the development or operation thereol, including Operator's books
and records relating thereto. Operator, upon request, shall furnish ench of the other partics with copies of all lorms or reports liled with
governunental agencles, daily drilling reports, well logs, tank tables, dnily gauge and run tickets and reports of stock on hand al the first of
each month, and shall make availuble samples of any cores or cuttings tuken from any well drifled on the Contract Arcu, The cost of
gothering and furnishing information to Non-Operatar, otlier thun that specified above, shiall be charged to the Nou-Operator that re-
quests the inlormation.  Notwithstanding anything to the contrary, Non-Operator who is in
default under Article VII.B shall have no rights under this Article VI.D. h

., Absndonment of Wells:

. Abandonment of Dry [foles: Except for any well drilled or deepened pursuant o Article VI.D.Z., any well which has been
drilled or deepened under the terms of this agreement and is praposed to be comipleted as a dry hole shiall not be plugged and abandonied
witlout the consent of all parties. Should Operator, alter diligent elloct, be unable to contact any party, or should any party fail to reply

within farty-eight (48) hours (exclusive of Saturday, Sunday nnd legal holidays) alter receipt of notice ol the proposal to plug and shandon
such well, such party shall be deemed 1o bave consented to the proposed abandonment, All such weils shall be plugged and abandoned in

accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugpging and abandoning such well shafl have the right to tuke over the well snd conduct {urther

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

2. Abandonment of Wells that have Produced: Except for any well in whicli 8 Non-Consent operation lus been conducted
hereunder for which the Consenting Pyrties have not been {ully reimubursed as herein provided, any well which has been completed as a

producer shall not be plugged and sbandoned witliout the consent of all parties. } all parties consent o such abandonment, the well shall
be plugged and abandoned In accordance with applicable regulations and at the cost, risk and expense ol all the partics liereto, ll; within
thirty (30) days after recelpt of notice of the proposed sbandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation {rom the interval(s) of the [ormation(s) then open to production shall tender to eacti of the othier
parties its proportionate shace of the value of the well's salvable material and equipment, determined in accordance with the pravisions ol
Exhibit **C"’, less the estimated cost ol salvaging and the estimated cost of plugging and abrndoning. Bach abandoning party shall assign
the non-abandoning partles, without warranty, express or implied, 8s 1o title or as to quantity, or fitness lor use ol the equipment and |
material, all of fts Interest in the well snd related equlpment, togetiier with its Interest in the leasehold estnte as to, but anly as to, the in-
terval or intervals of the lormation or {formations then open (o production, if the interest of the abandoning party is or includes an oil and
pas interest, such party shall execute and deliver to the non-abandonlng party or parties an oil and gas lease, limited to the interval ar in-
tervals of the formatlon or formations then open to production, lor & term of one (1) year and so long therealter as oll andlor gus is pro-
duced from the interval or intervals of the formation or lorinations cavercd thereby, such fease 10 be on the form atiached as Lixhibit
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ARTICLE VI
continued

**B'. The assignments or leases so limited shall encompass the **drilling unit’” upon which the well is located. The paymeats by, and the
assignnients or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggregate of the percentages of pacticipation in the Contract Arca of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

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

visions hereof.

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

Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be

permancently plugged and abandoned unless and antif all pactics having tie right 1o conduet fuether operations thesein have been notified
of the proposed abandomment aod alforded the opportunity o elect to take over the well inaccordamcee with the provisions of (his Asticle

VLE.

ARTICLE VIL
EXPENDITURLS AND LIABILITY OF PARTILS

A. Liability of Parties:

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

3. Liens and Payment Defaults:

Lach Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all cquipment, to secure payment of its share of expense, logether with interest thereon
al the rate provided in Exhibit “*C*". To the extent that Operater has a security interest under the Uniforms Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise alfect the lien
rights or security interest as securily for the payment thereol. In addition, upon defanlt by any Non-Operator in the payment of its share
of expense, Operator shall lave the right, witliout prejudice to other rights or remedies, to collect from the purchaser the proceeds lrom
the sale of such Non*Operator's share of oil andlor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitied to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators o sccure paynient of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days alter rendition of a statement therelor by
Uperator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to oblain
reimbursement thereol, be subrogated to the security vights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the partics hereto with their respective propor-

~1e

tionate shares upon the expense basis provided in Exhibit **C™", Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received,

Operator, at its clection, shall have the right from time 1o time to demand and receive from the other partics paymient in advance
of their respective shares of the estinated amount of the expense o be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an jtemized statement of such estinuated expense, together
with an invoice [or its share thereol. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Opesator its proportionate share of such estimate within
filteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit **C"* untif paid. Proper adjustment shali be made monthly between advances and actual ex-
pense to the end that cach party shall bear and pay its proportionate share of actual expenses incuered, and no more,

D. Limitation of Expenditures:

Lo
{

L. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or decpencd
pursuant to the provisions of Article VI.3.2. of this agreement. Consent to the drilling or deepening shall include:

5
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ARTICLIS VI

continued
L] Uption No. 1 All necessary expendituces for the diliing o deepening, testing, completing and equipping of the well, induding

veeessany tankage andfor surlace lacililies.

14 Option No. 22 Al neeessary expenditures foe the drilling or decpening and testing of the well. When such well has ceached its
authorized d-;)_l—l:;nd all tests have been completed, and the results thereol lurnished to the pacties, Operator shall give immcdiate natice
to the Non-Operators who have the right to participate in e completion costs. The parties receiving such niotice shall have forty-cight
{A8) liouies (exclusive of Saturday, Sunday and legal hotidays) in which to elect to participate in the setting of casing and the completion st
tempt, Such election, when made, shall include consent (o all necessuey expenditures for thie completing and equipping of sacle well, in-
cluding necessacy tankage andfor surface facilities. Failure of any parly receiving such notice 1o reply within the period above fixed shull
constitute an election by that party not to participate in the cost of the completion attespt, 1l one or more, but less than all of the pastics,
eleet 1o set pipe and to attemipt a caompletion, the provisions of Article VILB.2. hercol (the phrase 'reworking, deepening or pluguing,
back ' as contained in Article VLB.2. shall be dectiied to include **completing ™) shall apply to the operations therealter conducied by less

than all parties.
2. Rework or Plug Back: Without the conseut of all pasties, no well shall be reworked or plugged back except o well iewarked or

phiggsed back pursuant o the provisions ol Article VD20 of this agreement. Consent o the reworking or plupging back of sowell shall

inchide all necessary expenditures in conducting such opesations and campleting aad cquipping ol said well, inchading necessiey ookage

and/or surlace Lrcilities.

3. Other Qperations: Without the consent of all parties. Operator shiaddl not uindertake any single project reasonably estimated
te require an cxpmi—l-l—z_—min excess of___lwenty-Five Thousand------~----- === Dollars (3.25,.000.00- - )
except in connection with a well, the drilliog, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreements provided, however, that, in case of explosion, lire, flood or other sudden

cmerpeney, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
1o dead with the emerpeney to safepuard lite and property bt Operator, as promptly as possible, shidl report the emerpency o the other
paties. H Opersttor prepares an anthority for expenditure (AFE) o its own use, Opeeator sliadl fueaish any Non-Operator so cequesting
an inlormation copy thereol for any sinple project costingt in excess ol___Ten_Thousand m s

Dollus (S__]_O_._Q_O_Q..Llo_______) bt tess than thie smount liest set lort above i this parageapls.

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

Rentals, shut-in well paymients and minimuam royalties which may be requiced under the terms ol any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In e event two or more parties owa and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments lor and on
hehall of all such parties. Any party may request, and shall be entited to receive, proper evidence of all such payments. in the event of
failure 10 make proper payment of any rental, shut-in well payment or minimum royalty Uirough mistake or oversight where sucl puay-
uent is required to continue the lease in foree, any loss which results lrom such non-pagment shall be borne in accordance with the pro-

visions of Article V.3 3.

Operator shall notily Non-Operator of the anticipated completion of a shut-n gas well, or the shutting in or return o produoction
of a producing gas well, at Jeast live (5) days (excluding Satoeday, Sundiy and Jegal holidays), or at the earliest opportunity pesisigted by
circumstances, prior to taking such action, hut assumes no liability lor failure 1o do so. la the event ol lailuce by Operatar o so notily
Nou Operator, the foss of any lease contributed hereto by Non-Opecator for failure o make timely payments of any shatin well paviment
shall be borne jointly by the parties hereto under the provisions of Article V.14,
rWhﬁ'n sales commence, Operator shall nolify Non-Operator of the date of first sale

7 nxes:

Beginning with the first calendar year after the effective date hereol, Operator shait vender for ad valorem taxation all property
subject to this agreemient which by law should be rendered for such taxes, and it shall pay all such taxes assessed thercan belore they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator inlormation as to burdens (1o include, it not
be Jimited o, royalties, overriding royalties and production paymients) on leases and oil and gas interests contributed by soch Non-
Operator, 3 the assessed valuation of any leasehold estate is reduced by reason ol its heing subject to owtstanding excess rovalties. over-
vidie toyalties or praduction paymicnts, the ceduction in ad vadoten tises cesulting terelrom shall inure o the benefit of the owier or
owners of such leasehiold estate, and Operator shall adjust the charpe to such owner or owners so as to rellect the hepelit uf such tedues
tion. 1 e ad valorem taxes are based in whole or in part upon sepacate valuations of cach pacty's working interest, then notwithstanding
aaything to the contrary herein, chages to the joint account shall he made and paid by the parties herelo in accordance with the tax
vihue generated by each party's working interest, Operator shall bill the other parties lor their proportionate stases ol sl tax rytments in

the gumner provided in Exhibit “'C"",

It Operator considers any tax assesstent itmproper, Qperator may, al its discretion, protest within the time and numner
prescribed by law, and prosecute the protest 1o a final determination, unless all parties apree 1o abandou the pratest prior to lial deter
mination. During the peadency of adwministrative or judiciad procecdings, Operator may clect o pay, under protest, afl such taxes and any
frterest and penalty. When any such protested assessiment shall have been linally detevmined, Operator shall pay the tax lor the joint ac-
count, logether with any interest and penalty accrued, and the total cost shall tien be assessed against the parties, and be paid by the, as
provided in Exhibiv **C**, '

Bach ps : . s aid ¢ " e ¥ . . )
1party shall pay or caose o be paid all production, severance, eacise, pathering and other taxes imposed npon or with respect to

the producton or handling of sucly party’s share ol oil anclfor gas produced vader the terms of this agreenient, -
) .

1



14
15
16
17
i8
19
20
21
22
23
24
25
20
27
28
29
30
31
32
33
34

36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
39
56
57
58
59
6l
6l

w2
63
oA

05
(¢
o7

68
69
70

A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLIE VI
confinued

G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law ol
the state where the operations are being conducted; provided, however, that Operator may be a sell-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "*C". Operator shall
also carry or provide insurance for the benefit of the joint account of the partics as outlined in Exhibit D™, attachied to and made a pirt
hiereol. Operator shall require all contractors engaged in work on or lor the Contract Area 1o comply with the workmen's compensation
law of the state where the operations are being conducted and 1o maintain such other insurance as Operator may require.

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

ARTICLE VIII.
ACQUISITION, MAINTENANCLE OR TRANSFER OF INTEREST

A. Surrender of Leases:

“The leases covered by this agreement, insolar as they embrace acreage in the Contract Area, shall not be surrendered in whole

or in part unless all parties consent thereto.

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

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

B. Renewal or Extension of Leases:

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

1f some, but less than all, of the partics clect to participate in the pucchase of a rencwal lease, it shall be owned by the pacties
wha elect to participate therein, in a ratio hased upon the relationship of their respective percentage of participation in the Contract Arca
to the aggregate ol the percentages ol participation in the Contract Ares of all parties pasticipating in the purchase of such renewal lease,
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement,

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

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

‘The provisions in this Article shall also be applicable to extensions of oil and gas Jeases.
C. Acreage or Cash Contributions: R

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other aperation and-shall be
applied by it against the cost of such drilling or other operation. I the contribution be in the form of acreage, the party-10 whoin the con-
tribution is made shail promptly tender an assipnment of the acreage, without warranty of title, to the Drilling Parties jn the proparliuns

I
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ARTICLE VIHI
continued
said Drilling Parties shared the cost of deilling the well, Such acreage shall become a separate Contract Arca and, to the exient possible, b
governed by provisions identical o this agreement. Each party shadl promptly notily all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Arca. The above provisions shall also be applicable 1o op-

tional rights to carn acreage outside the Contract Acen whicli aee in support of @ well deilled inside the Contract Arca.

If any party contracts for any consideration relating to disposition of such party’s shure of substances produced hereunder, such

consideration shall not be deenmed a contribution as contemplated in this Article VILC,
1. Maintenance of Uniform Interest;

Far the purpose ol maintining wnilormity of owaership in the oif and pas leaschold interests covered by this agreement, no
party shall sell, encumber, transler or make other disposition of its interestin the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers cither:
L. the entire interest of the party in all leases and equipment and production; or

2. an equad undivided interest in all feases and equipment and production in the Contract Area,

Every such sale, encimbrance, transter or other disposition made by any party shall be made expressly subject to this agrecment

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

I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners Lo appoint a single wustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and 1o deal generally with, and with power to bind, the coowners of such
party’s interest within thie scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into andl execute all contracts or agreements lor the disposition of their respective shares of the oil and gas produced from the Contract

Arca and they shall have the tight to receive, separately, paymient of the sale proceeds thereol.

Ii.  Waiver of Rights to Partition:

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

interest therein.

F.  Preferential Right to Purchase:

Should any party desire to sell all or any part ol its interests nnder this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the other pacties, with full information concerning its proposed sale, which shall include the
name and address of the prospective purchaser (who must be ready, willing and able 10 purchase), the purchase price, and ail other terms
of the offer. The other parties shall then have an optional prior right, for a period ol ten (10) days alter receipt of the notice, 0 purchase
on the same terms and conditions the interest which the other party proposes to scll; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the proportions that the interest ol each bears (o the total interest of all purchasing par-

ties. 1owever, there shall be no prelerential righit to purchase in those cases where any party wishes to mortgage its interests, or to

dispose of its interests hy merger, reorgimization, consolidation, or sale of all erswhstntisly-ell-olit-ossetsta-a-subsidinry-er{mrenteon-

.xmy-ur—ub-u-gwhm' igey—nfa-prepyi-eompany, of o any company in which any one party owns a majority of_the stock,
or subs an{bﬁﬂy all of 1ts assels, or a sale or transfer of its interests to a
subsidiary or a parent company, or As&{ll,)lsdcll,1le§{ry of a parent company,

This agreement is vot intended to create, and shall not be construed to create, a relationship of partnership_ge-div association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilijesTiereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partngestap, if, (o federal income x
purposes, this agreement and the operations hereunder are regarded as a pactnership, each pagty-fereby alfected elects o be excluded
from the application of all of the provisions of Subchapter “*K**, Chapter I, Subtitle **A eal the Internal Revenue Code of 1994, as per-
mitted and authorized by Scction 761 of the Code and the regulations promulpategifereunder. Operator is authorized and directed Lo ex-
ecute on behalf of each party hercby allected such evidence of this electionss may be required by the Sccretary of the Treasury of the
United States or the Federal Internal Revenue Service, including spectlically, but not by way of limitation, ali of the returns, statements,
anel the data required by Federal Regulations 1,761, Sh there be any requirement that each party hereby aflected give {urther
evidence of this election, each such party shall exwetile such documents and furnish such other evidence as may be required by the
lFederal Internal Revenue Scrvice or as na neeessary to evidence this election, No such party shall give any notices or take any other
action inconsistent with the electiopntide hereby, If any present or futuse incomie tax laws of the state or states in which the Contract
Atca is located or any [uturgAriCome tax laws of the United States contain provisions similac to those in Subchapter "K', Chapter 1,
Subtitle **A™, of the IntTrnal Revenue Code of 1994, under which an election similar to that provided by Section 761 of the Code is per-

mitted, each party herchy affected shall make such election as niay be permitted or required by such laws, In making the foregding clee-
tion, gaeftsuch party states that the income derived by such party from operations hereunder can be adequately determined without the
Smpiation-olpestrueshintaxablodincona L
L§ ) M T
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ARTICLE X.

|

2 CLAIMS AND LAWSUITS

3

4 Operator may settle any single uninsured third party damage claim or suit arising [rom operations hereunder if the expenditure
5 does not exceed___Five thousand ————eemeemmm—em oo e e e e e e o o Dollars
6 (3 5,000.00 ) and if the payment is in complete settlement of such claim or suit, If the amount required for scttlement ex-

7 ceeds the above amount, the pacties hereto shalf assume and take over the further handling ol the claim or suit, uniess such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the clain or suit acises. If a claim is made against any party or il any party is
10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given

11 Operator by this agreement, such party shall immediately notify all othere parties, and the claim or suit shall be treated as any other claim
12 or suit involving operations hereunder. ALl claims or suits involving title to any interest subject
13 to this agreement shall be treated as a claim or suit against all parties hereto.
14 ARTICLE X1.

15 FORCE MAJEURE

16

17 If any party is rendered unable, whally or in part, by foree majeure to carry out its obligations under this agreement, other than
18 the obligation to make money payments, that party shall pive to all other parties proupt writien notice of the force niajeure with
19 reasonably {ull particulars concerning it; thereupon, the obligations of the party giving the notice, so lar as they are aflected by the force
20 majeure, shall be suspended during, but no longer than, the continuance of the lorce majeare. The allected party shall use all reasonable
2] diligence to remove the force majeure situation as quickly as practicable.

22

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the seitlement of strikes,

24 lockouts. or other labor dilficulty by the party involved, contrary ta its wishes: how all such dilliculties shall be handled shall be entirely

25 within the discretion of the party concerned.

26
27 The tern **force majeure’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturhance, act ol
2R the public enemy, war, blockade, public riot, lightning, fire, storm, Hood, explosion, governmental action, govermmental delay, restraint

29 or inaction, unavailability of equipment, and any ather cause, whetlier of the kind specilically enumerated above or otherwise, which is

30 not reasonably within the control of the party claiming suspension.

3l

32 ARTICLE XIL.

13 NOTICES

34

15 All notices authorized or required between the parties and required by any of the provisious of this agreement, unless otherwise

3¢ specilicatly provided, shall be given in sriting by mail or telegram, postage or chitrges prepaid, or by telex or telecopier and addressed to
37 the parties o whom the notice is given at the addresses listed on Exhibit **A™, The originating notice given under any provision licieol
38 shall be deemed given only when received by the party to whom such notice is dirccted, and the time for such party to give any notice in
39 response thereto shail run from the date the originating notice is received. The second or any responsive notice shall be deemed given
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
41 shall have the right to change its address at any time, and from time to time, by giving written notice thereol to all other pactics.

42

43 ARTICLE XIIL.

44 TERM OF AGREEMENT

4%

A6 This agreement shall remain in {ull force and effect as to the oil and gas leases andfor oil and gas interests subject hereto lor the

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
A8 lease or oil and gas interest contributed by any other party beyond the term of this agreement.

19

50 1] Option No. 11 So long as any of the oil and gas leases subject o this agreement remain ar are continued in lorce as (o any part
51 of the Contract Arca, whether by production, extension, renewil or otherwise,

92

53 kI Option No. 2: In the event the well described in Article VAL or any subsequent well drilled under any provision of this
54  agreement, results in production of oil andfor gas in paying quantities, this agreement shall continue in foree so fong as any such well or
55  wells produce, or are capable of production, and for an additional period of 90 days from cessation of all production; provided,

56 however, if, prior to the expiration ol such additional perid, one or more of the partics hiereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force untif such opera-
58 tions have been completed and i production results therefrom, this agreement shall continue in loree as provided herein, In the event the
59 well described in Article VLA, or any subsequent well drilled hereunder, results i a dry hole, and no other well is producing, or capable
60 of producing oil andfor gas from the Contract Arca, this agreement shall terminate unless drilling, deepening, plugging back or rework-
61 ing operations are commenced within __Q_Q___ days Irom the date of abandonment of said well. '

62

03 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any linhility which has
A accrued or attached prior to the date of such termination. H ‘f
05 5 :
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ARTICLE X1V,
COMPLIANCE WI'T1I LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

B. Governing Law:

This agreement and all matters pertaining hercto, including, but not fimited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the Jaw of the state in which
the Contract Area is located. If the Contract Area is in two or mare states, the law of the state of
shall govern.

C. Regulatory Agencies:

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

ting or adjacent to the Contract Area.

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

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted 1o the purchaser
ol any crude oil sold hereunder or to any other person or entity pursuant to the requirements ol the **Crude Oil Windfall Profit "Tax Act
of 1980°", as same may be amended [rom time o time (*"Act’"), and any valid regulations or rules which may be issued by the Treasary
Department from time to time pursuant to said Act. Fach party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sulficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

-14-
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of _I ST day of __January 1988

OPERATOR
SUN EXPLORATION AND PRODUCTION COMPANY AS
MANAGING GENERAL PARTNER OF
SUN OPERATING LIMITED PARTNERSHIP

BY:

ATTORNEY-IN-FACT

NON-OPERATORS

ENRON OIL AND GAS COMPANY SANTA FE EXPLORATION COMAPNY
e

| l,JMAthL(e / 2

By: BY: William A. McAlpine’, Jr.1

J. M. HUBER CORPORATION TENNECO OIL COMPANY

By: By:

-15-




CONTRACT AREA

Township 18 South, Range 33 East, N.M.P.M., Lea County, New Mexico

Tract 1: N/2 of Section 26
Tract 2: S/2 of Section 26

DEPTH LIMITATION

EXHIBIT "A"
to

and Santa Fe Exploration Company, et al, as Non-Operators.

Tract 1: From 100' below the base of the Queen Sand, including the Penrose Sand member, in the NE/4, E/2 NW/4 Section 26.
Tract 2: From a subsurface depth from 100' below the base of the Queen formation to the stratigraphic equivalent of 100' below the base of
the Morrow formation SAVE AND EXCEPT the Bone Spring formation in the E/2 SW/4 of Section 26 which comprises the spacing unit for the

Federal 26-A#1 Well.
PARTIES AND INTERESTS

NAME AND ADDRESS

Sun Operating Limited Partnership

c/o Sun Exploration and Production Company
Managing General Partner

P. 0. Box 2880

Dallas, Texas 75221-2880

Sw.ta Fe Exploration Company
P. 0. Box 1136
Roswell, New Mexico

Enron 0i1 and Gas Company

P. 0. Box 2267
Midland, Texas 79702

1L11/2530 - (1)

_TRACT 1 _

WORKING INTEREST IN
INITIAL TEST WELL
BEFORE PAYOUT

85.00

15.00

WORKING INTEREST IN
INITIAL TEST WELL
AFTER PAYOUT

70.105

15.00

8.33

TRACT 2

WORKING INTEREST IN
INITIAL TEST WELL
BEFORE PAYOUT

91.67

8.33

Joint Operating Agreement dated January 1, 1988 by and between Sun Exploration and Production Company, as Operator,

WORKING INTEREST IN
INITIAL TEST WELL
AFTER PAYOUT

72.92

8.33



EXHIBIT "A"

to

(Continued)

Joint Operating Agreement dated January 1, 1988 by and between Sun Exploration and Production Company, as Operator,
and Santa Fe Exploration Company, et al, as Non-Operators.

PARTIES AND INTERESTS (Continued)

NAME AND ADDRESS

1 M. Huber Corporation
JO West Loop South
Houston, Texas 70027

Tenneco 0i1 Company

7990 I.H. 10 West

San Antonio, Texas 78230
Attn: Division Landman

1:11/2530 - (2)

WORKING INTEREST IN
INITIAL TEST WELL
BEFORE PAYOUT

-0-

100%

TRACT 1

WORKING INTEREST IN
INITIAL TEST WELL

AFTER PAYOUT

-0-

6.562

100%

TRACT 2

WORKING INTEREST IN
INTTIAL TEST WELL
BEFORE PAYQUT

-0-

100%

WORKING INTEREST IN
INITIAL TEST WELL
AFTER PAYOUT

18.75

100%



EXHIBIT "A-1"
to
Joint Operating Agreement dated January 1, 1988, by and between Sun

Exploration and Production Company, as Operator, and
Santa Fe Exploration Company, et al, as Non-Operator

Lease No. NM 57534
Lessor: U. S. A,
Lessee: Glenn E. McMurray

Lease Date: 4-1-84

Covering 240 acres, more or less, in NE/4 and E/2 NW/4 of Section 26,
T-18-5, R-33-E

County of Lea, State of New Mexico, as more particularly described
in said lease,

Recorded in Book 372, Page 302, of the OGL records of said County and
State.

ORRI of 6% of 8/8ths reserved by McWill, Inc. in Assignment to Sante
Fe Exploration,

ORRI of 1.5% of 8/8ths reserved by Sante Fe Exploration in Assignment
to Sun Operating Limited Partnership.
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COPAS - 1984 - ONSHORE

Recommended by the Council
HeaffE - 601, BOX BOO of Petroleum Accounlants

TULSA OK 74101 Societies F[]P

EXHIBIT *c "

Aftached to and made a part of L.h_dt_._d i 0
Sun Exploration and Production Company, as Operator, and Santa Fe Exploration Company,

et al, as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

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

“Non-Operators” shall mean the Partlies Lo this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“Tirst Level Supervisors” shall mean those employees whose primary [unction in Joint Operations is the direel supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operaling capacity.
“Technical Employees” shall mean those employees huving special and specific engineering, gevlogical or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Malerial” shall mean personal property, equipment or supplies acquired or held for use on the Joinl Property.
“Controllable Material” shall mean Material which at the time is so classified in the Malerial Classilication Manual as
most recently recommended by the Council of Petroleum Accountants Socielies.

2.  Statement and Billings

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

3. Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operalor may require the Non-Operators to advance their
share of estimated cash oullay for the succeeding month’s operalion within fifleen (15) days aller receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operalor shall adjust each
monthly billing o reflect advances received rom the Non-Operalors,

B. Each Non-Operator shall pay its proportion el all bills within fifteen (15) days after receipl. If payvment is not made
within such time, the unpaid balance shall bear interest monthly al the prime rate in effect at Jhe_ se
—on the first day of the month in which delinquency occurs plus 1% or the maximum
contracl rate permitlted by the applicable usury laws in the state in which the Joinl Propertly is located, whichever

is Lhe lesser, plus atlorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts,

4, Adjustments

Payment of any such bills shall not prejudice the righl of any Non-Operalor to prolest or question the correctness thereof;
provided, however, all bills and stalements rendered to Non-Operalors by Operator during any calendar year shall con-
clusively be presumed to be true and correct alter twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four {24) month period a Non-Operalor lakes writlen exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made wilhin the same preseribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventlory of Controllable
Material as provided for in Section V.

g{’g‘s COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5.

Al

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joinl Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audil shall not extend the time
for the taking of wrillen exceplion to and the adjustinents of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort Lo conduct a
joint audit in a manner which will result in a4 minimum of inconvenience {o the Operator. Operalor shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed Lo by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

Audits

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

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which Lhis Accounting Procedure is attached contains no contrary provisions
in regard thereto, Operator shall notify all Non-Operalors of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

IL. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Sﬂ
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Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulalory requirements o satisly environ-

mental considerations applicable W the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulalions.

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 conducl of Joint
Operations.

(2) Salaries of First Level Supervisors in the [ield,

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

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

B. Operator’s cost of holiday, vacation, sickness and disability bencfits and uther custonuuy allowances paid to employces
whose salaries and wages are chargeable o the Joint Account under Paragraph 3A of Lhis Section 11. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessienl” on Lthe amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section 1. If percenlage assessment
is used, the rate shall be based on the Operalor's cosl experience. !

C. Expenditures or contributions made pursuant to assessments imposed by governmental authorily which are applicable
to Operator's cosls chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 1.

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

Employee Benefitls

Operator’s current cosis of established plans for employees’ group life insurance, hospitalizalion, pension, retirement, stock
purchase, thrift, bonus, and olher benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint
Account under Paragraphs 8A and 8B of this Section 11 shall be Operalor’s aclual cost nol to exceed the percent most recent-
ly recommended by the Council of Pelroleum Accountants Societies.

Material

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

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

Transportation

Transportation of employees and Material necessary for the Joinl Operations but subject to the following limitations;

A If Mater.ial is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made
to the Joint Accgunt for a (]fsumce greater than the distance from the nearest reliable supply store where like malerial
is normally available or railway receiving point nearest the Joint I’roperty unless agreed to by thre Parties.
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10.

11.

12,

13.

14.
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B. If surplus Malerial is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance grealer than the distance Lo the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed Lo by the Parties. No charge shall be
made to the Joint Account 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, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted Lo the amounl most
recently recommended by the Council of Pelroleum Accountants Socielies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section 11 and Paragraph i, i1, and iii, of Section 1I1. The cost of professional consullant services and coniracl ser-
vices of technical personnel direclly engaged on the Joint Property if such charges are excluded [rom the overhead rates.
The cost of professional consultant services or contract services of technical personnel not direclly engaged on the Joint
Property shall not be charged to the Joinl Account unless previously agreed Lo by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Qperator owned equipment and flacilities at rates commensurate
with costs of ownership and operation. Sueh rales shall include costs ol maintenance, repaivs, olher operatling expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated deprecialion not to exceed
twelve  percent (12 %) per annum. Such rates shall nol exceed average commercial rates currently pre-
vailing in the immediate area of the Joinl Propertly.

B. In lieu of charges in paragraph 8A above, Operatlor may elect Lo use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elecl lo use rales published by the
Petroleum Motor Transport Association.

Damages and Losses {o Joint Property

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

Legal Expense

Expense of handling, investigating and sellling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreemenl or necessary Lo protect
or recover the Joint Property, except that no charge for services of Operalor's legal staff or fees or expense of outside atlor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered lo be covered by the
overhead provisions of Section III unless otherwise agreed to by the Parties, excepl as provided in Seclion I, Paragraph
3.

Taxes

All taxes of every kind and nalure assessed or levied upon ar in conneclion with the Joint Property, the operalion thereaf,
or the production therefrom, and which taxes have been paid by the Operalor for the benefit of Lhe Parties. If the ad valo-
rem taxes are based in whole or in part upon separale valuuations of each parily’s working interest, then nolwithstanding
anything to the contrary herein, charges to the Joinl Account shall be made and paid by the Parlies hereto in accordance
with the tax value generaled by each party's working interest.

Insurance

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

Costs incurred for abandonment of the Joint Properly, including costs required by governimental or other regulatory
authority.

Communications

Co_st of acquiri.ng,. ]easjng, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communicalion lacilities/systems serving the Joint
Property are Operator owned, charges to the Joinl Account shall be made as provided in Paragraph 8 of this Section 1.
Other Expenditures

Any other expenditure not covered or dealt with in the loregoing provisions of this Section II, or in Section 111 and which

is of dil.'ect benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations. ~
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1. OVERIIEAD

Overhead - Drilling and Producing Operations

As compensation for administrative, supervision, olfice services and warehousing costs, Operator shall charge drilling

i
and producing operations on either:

( x) Fixed Rate Basis, Paragraph 14, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries

or wages plus applicable burdens and expenses of all personnel, excepl those directly chargeable under Paragraph

3A, Section 11. The cost and expense of services from outside sources in connection with mutters of taxalion, traffic,
accounting or matlers before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed Lo by Lhe

Parties as a direct charge to Lthe Joint Account.

ii. The salaries, wages and Personal Fxpenses of ‘Technical [Smployees and/or the cost of professional consullant services
and contract services of technical personnel dircetly employed on the Joint Property:

() shall be covered by the overhead rates, or

(x ) shall nol be covered by the overhead rates.

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

( ) shall be covered by the overhead rates, or

( x) shall not be covered by the overhead rales.

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

Drilling Well Rate $ 6,128.00
(Prorated for less than a full month)
Producing Well Rale § 613.00

(2) Application of Overhead - I'ixed Rale Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the dale the well is spudded and terminale on the dale the drill-
ing rig, completion rig, or other unils used in complelion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operalions for {ifteen (15) or
more conseculive calendar days. :

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

(b) Producing Well Rales

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

(2) Bach 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 complelion is considered a separate well by the govern-
ing regulalory authorily.

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

(4) A one-well charge shall be made for the mmonth in which plugging and abandonmment eperalions are com-
pleted on any well. 'This one-well charge shall be made whether or not the well has produced excepl when
drilling well rale applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transf{erred allowable, ele.) shall nol qualily for an overhead charge.

(3) The w_ell rales shall be_ adjusted as o["Lhe first day of Apr_il each year lollowing the effeclive date of the agreement
o wluqh this Accounting Pruceglure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by Lhe percentage increase or decrease in Lhe average weekly earnings of Crude Petroleum and Gas
Production Workers fm.' the last calendar year compared (o the calendar year preceding as shown by the index
of uverage weekly earnings of Crude Pelroleum and Gas Production Workers as published by the United States
Department of I.Jabor, l}‘ureuu 'of Labor Stalistics, or the equivalent Canadian index as published by Stalistics
Canada, as applicable. The adjusted rates shall be the rales currently in use, plus or minus the computed ad-
Justment.

(], “[)el'ﬂ‘el' Sh"” Eh‘".ge ‘he [ei"t q‘!"””n‘ ab-bhe F’“”" i"'f pearbeu M
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Percent ( %) of the cost of development of the Joint Property exclusive of s provided
der Paragraph 10 of Section Il and all salvage credits. :

(b) Operating

Percer;N)) of the cost of operating thgoin roperty exclusive ol costs provided under
Paragraphs 2 and 10 of Section IT;all salvage credits, thevdlue of injected substances purchased for secondary
recovery and all taxes and assessments\mhwwﬁd, assessed and paid upon the mineral interest in and

to the Joint Property. \

(2) Application of Overhead - Percent asis shall be as fol%\“
For the purpose of degmiﬁmg charges on a percentage basis under Paragraply 1B of this Section 11, development

shall include all ¢ in connection with drilling, redrilling, deepening, or any edial aperations on any or all

wells i:;ro/lvmse of drilling rig and crew capuble of drilling to the producing hwerval on the Joint Prop-

erty; also; preliminary expendilures necessary in preparation for drilling and expenditures intuwired in abandoning

en the well is not compleled as a producer, and original eost of construction or installation of Thxed_assels, the

expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Constriuedign as
. M ava 3 * nnn U » H - Q N 0 a . 0 Q AT 3 0 La na H H

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assels, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the developmenl and operation of Lhe
Joint Property, Operator shall either negotiate a rate prior Lo the beginning of consiruction, or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $ 25,000 :

A5 %of first $100,000 or total cost if less, plus
B. 3 %of costs in excess of $100,000 but less than $1,000,000, plus ’

C. ___2___ % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component paris of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial Lilt equipment shall be

excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
1o oil spill, blowout, explosion, {ire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
{o restore the Joint Property to the equivalent condition that existed prior lo the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Juinl Account or shall charge the Joint Account for overhead based on
the following rates:

A. 5 9%of total costs through $100,000; plus
B._3 % of total costs in excess of $100,000 but less than $1,000,000; plus
C._—2 _ %of total costs in excess of $1,000,000.

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

4. Amendment of Rates

The overhead rates provided for in this Section 1I1I may be amended from time {o time only by mutual agreement between
the Parlies hereto if, in practice, the rates are found lo be insufficient or excessive.

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

Operator is responsible for Joint Account Malterial and shall make proper and timely charges and credits for all Material move-
ments alfecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, al Operalor's
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale lo outsiders.
Operator may purchase, but shall be under no obligalion to purchase, interesl of Non-Qperators in surplus condition A or B
Malerial. The disposal of surplus Controllable Material not purchased by the QOperator shall be agreed to by the Parlies.

1,  Purchases
Mater?al purchased shall bg charged at the price paid by Operator afler deduction of all discounts received. In case of
Matemal' found to be defective or returned to vendor for any olher reasons, credit shall be passed Lo the Joint Account
when adjustment has been received by the Operalor.

2.  Transfers and Dispositions

Material furnished (o the Joint Property and Material transferred from the Joint Proper ~ dispos .
i y & ¢ al tre . perly or disposed of Ly the Operator,
unless otherwise agreed to by the Parlies, shall be priced on the following basis exclusive of cash discounts: '

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

(2)

3)

(4)

{(a) Tubular goods, sized 2% inches OD and larger, excepl line pipe, shall be priced at Easlern mill published

(b)

{c)

(d)

carload base prices effective as of dale of movement plus transportiation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joinl Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,

Ohio.

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joinl I'roperty as provided above in
Paragraph 2.A.(1)Xa). For transportation cost from poinis other than Eastern mills, the 30,000 pound Gil Field
Haulers Association inlerstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, {.0.b. Houston,
Texas, plus transportation cost, using Oil [Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

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

Line Pipe

(a)

(b)

(c)

(d)

Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) 30,000 pounds or more
shall be priced under provisions ol tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be caleulated from Lorain, Ohio.

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effectlive as of dale of shipment, plus 20 percent,
plus transportation costs based on freight rutes as sel forth under provisions of tubular goods pricing in Para-
graph A.(1)(a) as provided above. Freight charges shall be calculaled from Lorain, Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture
at current new published prices plus transportialion cost Lo the railway receiving poinl nearest the Joint
Property.

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced at quoled prices plus freight to the railway receiving point nearest the Joint Properly or al prices
agreed to by the Parlies.

Other Malerial shall be priced at the curreni new price, in effect at date of movement, as listed by a reliable supply
store nearest the Joint Property, or peint of manuflacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as lisled by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transporlalion cosls, il applicable, to the railway receiving point nearest the Joinl Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property

At seventy-five percent (756%) of current new price, as determined by Paragraph A,

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

(a)

(b)

At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged Lo the Joint Account as used Malerial.

(3) Material not used on and moved from the Joint Property

At seventy-five percent (756%) of current new price as determined by Paragraph A.

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

Other Used Material

(1) Condition C

Ma.ter_ial which is not in sounq and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced al fifty percent (50%) of current new price as determined by Paragraph A. The cost of

recondilioning shall b.e.charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condilion B value.
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M:}terial, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with ils use. Operalor may dispose of Condilion D Malerial under procedures
normally used by Qperator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upsel tubular goods shall
be priced on a non upset basis,

(3) Condition E

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

D. Obsolete Material

Malterial which is serviceable and usable for ils original funetion but condition and/or value of such Material is not
equivalent to that which would justily a price as provided above may be specially priced as agreed Lo by the Parlies.
Such price should result in the Joint Accounl being chavrged with the value of the service rendered by such Material.

—
\d

Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rale of twenty-five cenls (25¢) per hundred
weight on all Lubular goods movements, in lieu of actual loading or unloading costs suslained at the stocking
point. The above rate shall be adjusled as ol the first day of April each year lollowing Junuary 1, 1985 by the same
percentage increase or decrease used lo adjust overhead rales in Section HI, Paragreaph LA(R). Fach year, the
rale caleulated shall be rounded to the nearest cent and shall be the rate in effect until the Tirst day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

Premium Prices

Whenever Malerial is not readily obtainable at published or listed prices because of national emergencies, strilkes or other
unusual causes over which the Operator has no conlrol, the Operalor may charge the Joint Account for the required
Malerial at the Operator’'s actual cosl incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Properly; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so elecling and nolifying Operator within
len days afler receiving nolice [rom Operalor, Lo furnish in kind all or partl of his share of such Malerial suilable for use
and acceptable Lo Operator.

Warranty of Material Furaished By Operator
Operator does not warrant the Material furnished. In case of defective Material, eredil shall nol be passed to the Joint

Account until adjustment has been received by Operator from the manufaciurers or Lheir agenls.

V. INVENTORIES

The Operator shall maintain detailed records of Controliable Matevial.

1.
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Periodic Inventories, Notice and Representalion

At reasonable intervals, inventories shall be taken by Operalor of the Joint Account Controllable Material. Writlen notice
of inlention to take inventory shall be given by Operator al least thirty (30) days before any invenlory is lo begin so that
Non-Operators may be represented when any invenlory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators Lo aceept Lhe invenlory laken by Operator.

Reconciliation and Adjustment of Inventlories
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be inade within six

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

Special Inventories

Special invenlories may be taken whenever there is any sale, change of inlerest, or change of Operalor in the Joint Property.
It shall be the duly of the party selling Lo nolily all olher Parties as quickly as possible alter the transfler of interest takes
place. In such eases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
ol Operulor, all Parties shall be governed by such inventory.

Expense of Conducling Inventories

A. The expense of conducling periodic inventories shall not be charged to the Joint Account unless agreed to by the

Parties.
B. The expense of conducting special invenlories shall be charged to the Parties requesting such invenlories, except in-
ventories required due Lo change of Operatlor shall be charged Lo Lhe Joint Account. -
-7-




EXHIBIT D
TO OPERATING AGREEMENT

INSURANCE

1. COYERAGE

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

(a)

(b)

(c)

(d)

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

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

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

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

2.  PREMIUMS AND ADDITIONAL COVERAGE

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

parties.

SUN y-82



EXHIBIT E
TO OPERATING AGREEMENT

GAS BALANCING AGREEMENT
{OHSHORE }

1. Gas Imbalances.

Notwithstanding anything to the contrary in the Operating Agreement to which this Gas Balancing Agreement is
attached, if any party hereto takes and disposes of iess than its percentage interest share of gas (including
casinghead gas) produced and saved during any calendar month, then the volume not taken by such party may be
taken by any other party or parties hereto. [f such volume is taken by more than one party, then each taking
party shall be entitled to take the proportion thereof that fts percentage interest bears to the sum of the
percentage interests of all taking parties, or {n such other proportions as the taking parties may agrese upon

among themsalvas,

2. Volumetric Balancing.

2.1 Balancing by Category. Volumetric balancing hereunder shall apply separately to each cateqory
established by law, reguiation or governmental order for the purpose of setting a cailing price for gqas,
including but not 1imited to the catagories establishad by the Natural Gas Policy Act of 1978 and the Federal
Enargy Regulatory Commissfon. All gas which {s now or hereaftar becames unregulated as to price shall be con~
sidered a single category, and any Cumulative Overproduction or Cumulative Underproduction accrued in a previocus
regulated category shall, upon deregulatfon, be carried forward into the unregulated category. [In ail other
cases involving the revision of a category, any Cumulative Overproduction and Cumulative Underproduction accrued
prior to the revision shall remain {n tha previous category and not be carried forward to the category as

revised.

2.2 Definitions. The term "Cumulative Underproduction” means the amount by which the cumulative volume of
gas taken by a party within a partfcular category is less than the cumulative volume that party was fntitled to
take within such category according to its percentage interest; the term "Cumulative Overproduction means the
amount by which the cumulative volume of gas taken by a party within a category exceeds the cu-ulative"volune
that party was entitled to take within such category according to {ts percentage interest; the term "Under—
producer" means a party credited with Cumulative Underproduction; the term "Overproducer” means a party charged
with Cumulative Overproduction; and the term "Make-Up Gas" means the volume taken by an Underproducer to make up

Cumulative Underproduction pursuant to Paragraph 2.4 or Paragraph 2.5 below.

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

2.4 Balancing -~ Single Purchaser. When gas within a particular category is delivered by the parties to a
single purchaser, an Underproducer may give written notice to Operator and all other parties hereto at least 15
days before the beginning of a calendar month, stating its desire to take Make-Up Gas during that month. Each
QOverproducer shall promptly notify its purchaser so that such purchaser will adjust its takes to accommodate the
make-up. The Underproducer shall thereupon be entitled to take Make-Up Gas equal to its Cumulative Undervro-
duction in addition to its full percentage interest share of gas during that menth, provided that to accomeodate
such make-up no other party (including an Overproducer) shall ever be required to take less than 75X of its
percentage {interest share of gas during the month, and provided that the right to take Make-Up Gas shall be
subordinate to the right of any other party to take its full percentage interest share of gas from time to time
to satisfy the deliverability test requirements of {ts gas contract. If two or more Underproducers desire to
take Make-Up Gas during the same month and the combined voluma they desire to take exceeds thea voiume available
as Make-Up Gas, the volume available as Make~Up Gas shall be shared by such Underproducers in proportion to their
respective Cumulative Underproduction. Subject to the 75X 1limitation specified above, the volume taken as
Make-Up Gas during the month shall be deducted from the volume of gas otherwise available to the Overproducers,
in proportion to their respective percentage interest shares of gas.

2.5 Balancing - Multiple Purchasars. When gas within a particular category is delivered by tha parties to
more than one purchaser, thea volumetric balancing provisions of Paragraph 2.4 shall apply except that a party's
“"percentage interest share of gas" shall be considered (solaly for the purpose of determining Make-Up Gas, and
not for the purpose of determining Overproduction and Underproduction during the month) equal to the total volumwe
of gas delivered to that party’s purchaser during. the month, multiplied by a fraction, the numerator of which is
that party's percentage interest under the Operating Agreement, and the denominator of which is the sum of the
percentage intarests of all parties delivering to that purchaser.

2.6 0f] and Other Minerals. Regardiess of the volume of gas actually taken by any party hereto, such party
shall share, as otherwise provided in the Operating Agreement, in the production of crude oll, condensate and
other minerals separated from the gas in facilities operated for the joint account.

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

3. Final Cash Balancing.

‘3.1 Statements. If all part{es have not achieved volumetric gas balance in all categories upon termination,
of the Operating Agreement or upon a permanent cessation of all gas production thereunder, Operator shall furnish
to all parties a statement showing the final Cumulative Overproduction and Cumulative Underproduction of each
party by category, and the month and year fn which it accrued. In determining the timing of accruals, Make-Up
Gas shall be applied against Cumulative Overproduction and Cumulative Underproduction on a first-in-first-out
basts. Within 60 days after receipt of Operator's statement, each Overproducer shall furnish to all other
parties a statement showing the value of {ts Cumulative Overproduction for each category, based an the price the
Overproducer actually received for the gas in a sale to a Nonafffliate during the month(s) in which the
Cumulative Qverproduction accrued, less all payments made by the Overproducer pursuant to Paragraph 4 below. I[n
the absence of a sale to a Nonaffiliate, value shall be based on the waighted average price received by the
parties hereto in sales to Nonaffi{lfates during the month in question. For the purpose of this agreement, the
term “Nonaffiliate” as {t relates to a party means any corporation or other business organization not in control
of, and not controiled by, and not under common control with, such party. Based upon the statements furnished by
Overproducers, the net amount owad by or to each party for all categories combined shall be calculated by
Operator and furnished to all parties in a final cash balancing statement,

3.2 Settiements. Within 60 days after receipt of Operator's fipal cash balancing statement, each Over—
producer shall pay each Underproducer in accordance with the statement and without interest. To the extent any
value used to calculate a cash settlement hereunder is subject to refund by the Overproducer pursuvant to iaw,
regulation or governmenta] order, the Underproducer entitled to such cash settiement shall, prior to payment
thereof, agree in writing to indemnify the Overproducer against the Underproducer's proportionate part of any
refund (inciuding interest) which the Overproducer shall be required to make. Any party may challenge any
volumes or values or amounts specified fn any of the statements furnished under Paragraph 2.3 or 3.1 above, in
the same manner and subject to the same limitations as an invoice from Operator may be challenged under the
Operating Agreement or the accounting procedure thereto. -

4, Payments on Production.

Each party shall pay all praductfon or severance taxes, excise taxes, royalties, overriding royaities
g;:::ctéonipa{ﬁ:?ts ;?d other such payments on production for which it is oblfd:ted by law or byqlea:; or b}
afrec::n ( "Ch“ "9‘ ;: Operatgnq Agreement), and nothing in this Gas Balancing Agreement shall be construed as
against glsu: obligations. Each party hereto agrees to indemnify and hold harmless the other parties hereto

gainst all claims, losses or liabilities arising out of its failure ta fulfill such oblfgations.

2L6/900/0NSHORE



EXHIBIT F
TO OPERATING AGREEMENT

NON-DISCRIMINATION AND CERTIFICATE OF NON-SEGREGATED FACILITIES

1. Operator and Non-Operators, hereinafter called "contractor/supplier", hereby agree that the following, If applicable, shall apply t«
this Operating Agreement and all activities conducted hereunder: ,

A. EQUAL OPPORTUNITY CLAUSE [Applicable to contracts amounting to $10,000 or more, 4L CFR 60-1.4.]

The equal opportunity clause required by Executive Order 11246 of September 24, 1965, and prescribed in Section 80-1.4 of Title
4l of the Code of Federal Regulations is incorporated by reference (as permitted by Section 60-1.4(d) of said Regulations) as If set out In

full at this point.

B. APPIRMATIVE ACTION COMPLIANCE PROGRAM [Applicable to contracts amounting to $50,000 or more only If contractor/
suppller has 50 or more employees, 41 CFRR 60-1.40.} .

If required under 41 CFR Sec. 60-1.40, contractor/supplier afficms that It has developed and is malntalning current an
af{flrmative action program at each of its establishments or that if such a program has not been established, that it will be within 120 days
of receipt of any contract of $50,000 or more. Contractor/suppller shall maintain such program until such time as it Is no longer required

by law or regulation.

C. EQUAL EMPLOYMENT OPPORTUNITY REPORTING REQUIREMENTS [Applicable to contracts amounting to $50,000 or more
only If contractor/suppller has 50 employees or more, 41 CFR 60-1.7.]

If required under 41 CFR Sec. 60-1.7, contractor/supplier agrees to file a complete and accurate report on Standard Form 100
(EEO-1) within thirty (30) days of the date of contraet or purchase order award unless such a report has been filed In the last twelve (12)
months and agrees to file such reports annually unless and until contractor/supplier is not required to so {ile by law or reguiatlon.

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

The af{irmative actlon clause prescribed in Sectlon 80-741.4 of Title 4l of the Code of Federal Regulations (8 Incorporated
herein by reference (as permitted by Section 60-741.22 of said Regulations) as If set out [n full at this point,

E. AFFIRMATIVE ACTION PROGRAM FOR HANDICAPPED WORKERS [Applicable to contracts amounting to $2,500 or more
only I{ contractor/supplier (a) has 50 or more employees and (b) holds a contract of $50,000 or more, 41 CPR 60-741.5.]

. If required under 41 CFR 60-741.5, contractor/supplier affirms that it has prepared and Is maintaining or shall prepare and
maintain an altirmative actlon program for handicapped workers as preseribed in 41 CFR 60-741.5 and 41 CFR 60-741.8. :

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

The affirmative action clause prescribed in Sectlon 60-250.4 of Title 4l of the Code of Federal Regulations ls Incorporated by
relerence {(as permitted by Section 60-250.22 of said Regulations) as If set out in full at this point,

G. AFPIRMATIVE ACTION PROGRAM FOR DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA [Applicable to
contracts amounting to $10,000 or more only If contractor/supplier {a) has 50 or more employees and (b) holds a contract of $50,000 or

more, 41 CFR 60-250.5.}

If required under 4i CFR 60-250.5, contractor/supplier affirms that it has prepared and is maintalning or shall prepare and
maintain an affirmative action program [or disabled veterans and veterans of the Vietnam era. '

H(. ”UTILIZATION OF MINORITY BUSINESS ENTERPRISES [Applicable to contracts amounting to $10,000 or more, 41 CFR Sec. 1~
L.1310-2(a).

It Is the policy of the United States Government thal minority business enterprises shall have the maximum practicable
opportunity to participate in the performance of Government contracts. ‘

Contractor/supplier agrees to use |1y best efforts to carry out this poliey in the award of Its subcontracts to the fullest extent
consistent with the elficient performance of this contract, As used in this contract, the term "minority business enterprise” means a
business, at least 50 percent of whlch Is owned by minority group members or, in ease of pubiicly owned businesses, at least 5] percent of
the stock of which is owned by minority group members. For the purpose of this definition, minority group members are Negroes, Puerto
:!‘.jlcalr;s, Spanlsh-i:peaklng i/xuerlctm peoptlehAme;Ican b?}rle?tals, American Indlans, American Eskimos, and American Aleuts, Con'tractor/

pplier may rely on written representations subcontracators regardi i
lndependent);nvestlgatlon. P y egarding their status as minority business enterprises In lleu of

I.  MINORITY BUSINESS ENTERPRISES SUBCONTRACTING PROGRAM [Applicable to all contracts which
Which contain the clause required by 41 CFR 1-1.1310-2(a) and which offer substantial subcontracting possibillties, ucC;n;{-leﬁleoejé\;)gﬂ.Oﬂﬂ

1. Contractor/suppller agrees to establish and conduct a program which will enable minorit business ent
the above ciause entitled "Utillzation of Minority Business Enterprises") to be consldered fairly as subcyontr:;torse:niirg;mlsle(:: :;él:e:ihlln
contract. In this connection, contractor/supplier shall; PP F i

.

(a) Designate a lialson off{lcer who will administer contractor/supplier's minority business enterprises program,

b) Provide ad t
buy declslom(. ) Provide adequate and timely consideration of the polentialities of known minority business enterprises in all "inake-or-
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(e) Assure that known minority business enterprises will have an equitable opportunity to compete for subcontra
particularly by arranging solicitations, tims for the preparation of bids, quantities, specifications, and dellvery schedules so as
facilitate the participation of minority business enterprises.

() Maintain records showing (l) procedures which have been adopted to comply with the policies set forth [n this clat
including the establishment of a source list of minority business snterprises, (ii) awards to minority business enterprises on the source |
and (Ii{) specifie efforts to identify and award contracts to minority business enterprises. )

' (e) Include the above "Utllization of Minority Business Enterprises" clause in subcontracts which offer substantlal mino
buainess enterprizes subcontracting opportunities. :

{f) Cooperate with the Contracting Officer in any studies and surveys of contractor/supplier's minority business enterpr
procedures and practices that the Contracting Officer may from time to time conduct.

(g) Submit periodic reports of subcontracting to'known minority busiuess ‘enterprises willirespect to-the records referrc:
in subparagraph (d)-above, in such form and manner and at such time (not more often than quarterly) as the Contracting Officer n
prescribe.

: 2. Contractor/supplier further agrees to insert, In any subcontraet-hereunder.which may exceed $500,000, provisions wh
shall conform substantially-to the language of this clause, including this paragraph (2}, &nd to notify the Contracting Oflficer of the nar
- of such subcontractors.

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

It is the policy of the United States Government that women-owned businesses shall have the maximum practicable opportur
to participate in the pex;!ormance of contracts awarded by any Federal agency.

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

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

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

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

(b) Provide adequate and timely consideration of the potentialities of known women-owned business concerns in all "ma
or-buy" decisions. ’

(c) Develop a list of qualified bidders that are women-owned businesses and assure that known women-owned busin
concerns have an equitable opportunity to compete for subcontracts, particularly by making information on fortheoming opportunit
available, by arranging solicitations, time for the preparation of bids, quantities, specifications, and delivery schedules so as to facilit,
the participation of women-owned business concerns.

{d) Maintain records showing (i) procedures which have been adopted to comply with the policies set forth In this clau
ineluding the establishment of a source list of women-owned business concerns, (ii) awards to women-owned businesses on the source |
by minority and non-minority women-owned business concerns, and (iii) specific efforts to identify and award contracts to women-ow|
business concerns.

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

(f) Cooperate In any studies and surveys of the contractor/supplier's women-owned business concerns procedures |
practices that the Contracting Officer may Irom time to time conduet, .

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

2. The contractor/supplier further agrees to insert, in any subcontract hereunder which may exceed $500,000 or $1,000,00(
the case of contracts for the construction of any public facility and which offers substantial subcontracting possibilities, provisions wh
shall conform substantially to the Janguage of this clause, including this paragraph (2), and to notify the Contracting Officer of the nas
of such subcontractors.

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

L. UTILIZATION OF SMALL BUSINESS CONCERNS AND SMALL BUSINESS CONCERNS OWNED AND CONTROLLED
SOCIALLY AND ECONOMICALLY DISADVANTAGED INDIVIDUALS [Applicable to all contracts amounting to $10,000 or more, Fede
Register, Yol. 45, No. 92, 5/9/80.)

o is the poliqy of thg United States Government that small business concerns and small business concerns owned and econtrol
by socially and economically disadvantaged individuals shall have the maximum practicable opportunity to participate in the performa.
of contracts let by any Federal agency.
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Contractor/supplier hereby agrees to carry out this policy in awarding of subcontracts to the fullest extent corisistent w
efficlent performance of this contract. Contractor/supplier further agrees to cooperate in any studies or surveys that may be conduct
by the Small Business Administration or the contracting agency which may be necessary to determine the extent of contractor/supplie
compliance with this clause,

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

2. The term "small business concern owned and controlled by socially and economically disadvantaged individuals" shall meas
small business concern:

{a) which is at least 51 percent owned by one or more socially and economically disadvantaged Individuals; or, in the case
any publicly owned business, at least 51 percent of the stock of which is owned by one or more socially and economlically disadvantag
individualsy and,

o ‘(b)“;vhgsj;‘ management and daiiy business operations are controlled by one or more such individuals.

Contractor/supplier shall presurne that socially and econoﬁiéaﬂy disadvantaged {ndividuals Include Black Amerlcaﬁs, Hispar
Americans, Native Americans, and other minorities, or any other indlvidual found to be disadvantaged by the Small Businc

Admlnistration pursuant Lo section 8(a) of the Small Business Act,

Conlractor/supplier acting in good faith may rely on written representations by subcontractors as either & small busl'n:
concern or a small business concern owned and controlled by soclally and economically disadvantaged individuals.

M. SMALL BUSINESS AND SMALL DISADVANTAGED BUSINESS SUBCONTRACTING PLAN [Applicable to all contracts expect
to exceed $500,000 which are required to Include the small business and small disadvantaged business utilization clause above and off

subcontracting possibilities, Federal Register, Vol. 45, No. 82, 5/8/80.] .
Contractor/supplier agrees to negotlate a subcontracting plan which includes:

1. Percentage goals (expressed in terms of percentage of total planned subcontracting dollars) for the utilization
subcontractors of small business concerns and small business concerns owned and controlied by soclally and economically disadvantag
indlviduals. (For the purpose of the subcontracting ‘plan, contractor/supplier shall include all purchases which contribute to t
performance of the contract, including a proportionate share of products, services, etc., whose costs are normally allocated as Indirect

overhead costs.)

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

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

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

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

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

N. UTILIZATION OF LABOR SURPLUS AREA CONCERNS [Applicable to contracts amounting to $10,000 or more, 4 CFR 1-1.80
3]

1. It is the policy of the United States Government to award contracts to labor surplus area concerns that agree to perfor
substantlally in labor surplus areas, where this can be done consistent with the efficient performance of the contract and at prices |
h'lgsher 1}han are obtainable elsewhere. The contractor/supplier agrees to use his best efforts to place his subcontracts in accordance wi
this pollcy. h
2. In complying with paragraph (I) of this clause and with the second paragraph of the clause of this contract entitl
"Utilization of Small Business Concerns and Small Business Concerns Owned and Controlled by Socially and Economically Disadvantag
Individuals", the contractor/supplier in placing his subcontracts shall observe the following order of preference: (a) small busine
concerns and small business concerns that are owned and controlled by socially and economically disadvantaged individuals that are lab
surplus area concerns, (b} other small business concerns and small business concerns that are owned and controlled by soclaily a
economically disadvantaged individuals, and (c) other labor surplus area concerns.

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

4. The term "labor surplus area concern” means a concern that together with [ts first tier subcontractors will perfor
substantially in labor surplus areas.

9. The term "perform substantially in labor surplus area" means that the costs incurred on account of manufacturin
production, or approprirte services in labor surplus areas exceed 50 percent of the contract price. '



0. LABOR SURPLUS AREA SUBCONTRACTING PROGRAM [Applicable to all contracts which may exceed $500,000 which ar
required to include the labor surplus area utilization clause above and offer substantial subcontracting possibilities, 41 CFR 1-1.710-3(b).]

1. The contractor/supplier agrees to establish and conduct a program which will encourage labor surplus area concerns t
compete for subcontracts within their capabilities. In this connection, the contractor/supplier shails

(a) Designate a liaison officer who will (i) maintain lialson with duly authorized representatives of the Government on labo
surplus area matters, (i) supervise compliance with the "Utilization of Concerns in Labor Surplus Areas" clause, and (iff) administer th

contractor/supplier's "Labor Surplus Area Subcontracting Program". :

(b) Provide adequate and timely consideration of the potentlalities of labor surplus area concerns In all "make-or-buy
decisions,

LRI -.(e) Assure that labor surplus area concerns will have an equitable opportunity. to compete for suhcontracts, particularly.b

arranging sollcitation, time for the preparation of bids, quantities, specifications, and delivery schedules so as to facllitate th

- participation of labor surplus area concerns.

. (d) Malntain records chowing the procedures which have'been adopted to comply with the policies set forth In this elause an

- roport subcontract awards (see 41 CFR 1-16.804-5 regarding use of Optlonal Form 61). Records maintalned pursuant to this clause will b

kept avallable for review by the Government until the expiration of one year after the award of this contract, or for such longer perio

. as may be required by any other clause of this contract or by applicable law or regulations. .

{e) Include "Utllization of Concerns in Labor Surplus Areas" clause in subcontracts which offer substantial labor surplus are
subcontracting opportunities.

K 2. The contractor/supplier further agrees to insert, in any subcontract hereunder which may exceed $500,000 and whic!
contains the "Utilization of Concerns in Labor Surplus Areas" clause, provisions which shall conform substantially to the language of thi
clause, including this paragraph (2), and to notify the Contracting Of{icer of the names of such subcontractors.

P. CLEAN AIR AND WATER [Applicable only {f the contract exceeds $100,000 of If it is determined that orders under ai
indefinite quantity contract In any one year will exceed $100,000, or a facility to be used has been the subject of a conviction under th

-Clean Air Act (42 U.SC. 1857c-8(cX1)} or the Federal Water Pollution Control Act (33 U.8.C, 1318(c)) and is listed by EPA, or the contrac

{s not otherwise exempt.]
Contractor/supplier agrees as {ollows:

1. ‘To comply with all the requirements of Section 1i4 of the Clean Air Act, as amended (42 U.8.C. 1857, et. seq., as amende:
by Pub. L. 81-604) and section 308 of the FPederal Water Poliution Control Act (33 U.8.C, 125], et. seq., as amended by Pub. L. 82-500)
respectively, relating to inspections, monitoring, entry reports, information, as well as other requirements specified in section 114 an
section 30 of the Air Act and the Water Act, respectively, and all regulations and guldelines issued thereunder before the award of th
contract.

2. That no portion of the work required by this contract will be performed at a facility listed on the Environmental Protectiol
Agency List of Violating Pacilities on the date when the contract was awarded unless and until the EPA eliminates the name of sucl
facllity or {acilities from such listing.

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

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

Q. CLEAN AIR AND WATER CERTIFICATION [Applicable if contract amount exceeds $100,000, "or the Contracting Officer ha:
determined that orders under an indefinite quantity contract In any year will exceed $100,000", or & facility to be used has been the
subject of a conviction under the Clean Air Act (42 U.S.C, 1857c-8(c)(l) or the Federal Water Pollution Control Act (33 U.8.C. 1319(c)) anc
is listed by EPA, or Is not otherwise exempt.]

Contractor/supplier certifies as follows:

1. Any facility to be utilized in the performance of the proposed contract has not been listed on the Environmental Protectiol
Agency Llist of Violating Facilities.

2. Contractor/supplier will promptly notify Contracting Officer, prior to award of the recelpt of any communication from th
Director, Office of Federa) Activities, Environmental Protection Agency, indicating that any facility which contractor/supplier propose:
to use for the performance of the contract is under consideration to be listed on the EPA List of Violating Facilities.

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

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

Contractor/supplier certifies that it does not and will not maintain any facilities it provides for its employees In a segregate:
manner or permit its employees to perform their services at any location under its control where segregated facilities are maintained, an
that contractor/suppliec will obtain a similar certification In the form appoved by the Director, Office of the Federal Contrac
Compllance Programs, prior to the award of any non-exempt subcontract.
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s ‘IORIFINATlNG Lc, " TION POL “ION CONTROL AFE NUMBER
Che  oor Sun Explo. ion & Produch on Co. [esT. Anount oL | cAs
Orc Sun Tower Bldg., Suite 600 WATER ) O L3
[ Midland, TX 79705 3 ’ AIR 3/3/87
"G .HT REQUESTED EXPENOITURE BUOGETED COMPLETE FOR 0BO APPROPRIATIONS ONLY
O ves YEAR __ OPERATOR'S NAME “AFE NUMBER
=5 1. COMPLETION OATE D NO 4
(JparTIALLY =27 72
PRHOPERTY 10 HUMBER PROPERTY NAME WELL NO. TOTAL ODEPTH
Unnamed Morrow 13,700"
PIIOSPECT HAME' PROQSPECT |10 NUMBER CLASSIFICATION
Corbin 4468 NFW
FIELO MUNICIPALITY/PARISH/CQUNTY PROVINCE/STATE .
Wﬂdcat Lea New Mexico
PRIMARY QBJECTIVE . '
Clowe Idcas O pLANT LiQuID - AFE COMPLETED
SUMMARY ] SIGNED/& / DATE
o ce - /Mwﬁfﬂ (o (/#8__ | 3-3-87

NON DRILLING PROJECT DESCRIPTION

Funds requested to drill and complete a 13 700' Morrow gas test.

MOTICE TO NON-OPERATORS:

costs as specified in

the operating aqreement.

A1l fiqures on this AFE are estimates
onTy; approval of this authorization shall extend to the actual

SUN.

WORKINC INTEREST OWNE RS

100% COSTS M3
INTANGIBLE “PRUDUCER—DURT HOtE
LGCATION 15 15~
RIG MOVE
i FOOTAGE $20/ft. . 274 274
43 DAY wokk 8 days 32 32
44  BITS AND RMRS 1
45 FUEL
46 WATER 18 18
47  JAUD AND CHEM 50 50
48  CMT AND CMTG SER 60 kit
49  DIRECTIONAL SER ;
50 RENTALS 30 20
51 MUD LOGGING 16 16
52 DST AND TSTG EQPT
53 CORING
54 LOGS~-WLT-SWC 35__ 32
55 CSG/TBG TOOLS AND SER 29 -7
56 COMPLETION RIG 15 :
57 PERFORATING 10
58 STIMULATION 15
59 SUPERVISION 28 22
60 TRANSPORTATION 15 7
61  MISC/CONTINGENCY 32 26
62 SUPERVISION '
TOTAL INTANGIBLE §__ 071 s_950

TANGIBLE 'PRODﬁCERM'QRT‘ﬁOtE
PIPE 13-3/8" (400‘% 10 10
PiPe 9-5/8" (5300’ 101 101
piPE 5-1/2" (13,700') 136
PIPE 2—7/8“ (13 500 ) 18
PIPE
PIPE
PIPE
WELLHEAD 30 1
QTHER ‘ - og 12
TOTAL TANGIBLE §__377 $ 130
Q48 - s A8Q4

TOTAL DRILLING COST $_1

JOINT OWNER APPROVAL

NAME _Santa Fe Exploratioﬂ Companyf

gy LU/ . /(
1am
DATE Januarv ]4

S S
e, res.
988 :

V7

APPROVED BY

JOINT OWNER(S)
APPROVAL OBTAINED

Q@/\a Slin-det

SUN EXPLORATION AND
PRODUCTION COMPANY

CASE # 9310
MARCH 16,

1988

FXHTRTT #



