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i OPERATING AGREEMENT 

IS T H I S A G R E E M E N T , entered into by nnd between TXO P r o d u c t i o n C o r p . 

4 _____ . , he re ina f te r designated and 

;"> refer red to as ' Operator", and the signatory par ty or parties o ther than Operator , .sometimes here ina f te r 

6 refer red to i n d i v i d u a l l y herein as ••Non-Operator", and co l l ec t ive ly as "Non-Opera to rs" . 

7 
8 W I T N E S S E T H : 
9 

10 W H E R E A S , the parties to this agreement are owners of o i l and gas leases and or o i l and gas i n -

11 terests in the land iden t i f i ed i a E x h i b i t " A " , and the parties hereto have reached an agreement to exp lore 

12 and develop these leases and or o i l and gas interests fo r the p roduc t ion of o i l and gas to the extent and 

13 as here inaf te r p rov ided: 

14 

15 N O W . T H E R E F O R E , i t is agreed as fo l lows : 

16 

17 A R T I C L E I . 

18 D E F I N I T I O N S 
19 
20 As used in this agreement, the f o l l o w i n g words and terms shall have the meanings here ascribed 

21 lo them: 

22 A . The t e rm " o i l and gas" shall mean o i l . gas, casinghead gas. gas condensate, and a l l other l i q u i d 

23 or gaseous hydrocarbons and other marketable substances produced t h e r e w i t h , unless an in tent to 

24 l i m i t the inclusiveness of this t e rm is speci f ica l ly s ta ted. 

25 B. The terms " o i l and gas lease", "lease" and " leasehold" shall mean the o i l and gas leases cov-

26 erinf; tracts of land ly ing w i t h i n the Contract Area w h i c h are owned by the parties to this agreement. 

27 C. The t e rm " o i l and gas interests" shall mean unleased fee and m i n e r a l interests in tracts of 

28 land l y i n g w i t h i n the Contract Area wh ich are o w n e d by part ies to this agreement. 

29 D. The t e rm "Contract A r e a " shall mean a l l of the lands, o i l and gas leasehold interests and o i l 

30 and gas interests intended to be developed and operated fo r o i l and gas purposes under this agreement . 

31 Such lands, o i l and gas leasehold interests and o i l and gas interests are described in E x h i b i t " A " . 

32 E. The t e rm " d r i l l i n g u n i t " shall mean the area f i x e d fo r the d r i l l i n g of one we l l by order or r u l e 

33 of any state or federal body hav ing au tho r i t y . I f a d r i l l i n g un i t is not f i x e d by any such rule or order , 

34 a d r i l l i n g un i t shall be the d r i l l i n g un i t as established by the pa t t e rn of d r i l l i n g m the Contract A r e a 
35 or as f i xed by express agreement of the D r i l l i n g Part ies . 
36 F. The t e rm " d r i l l s i t e " shall mean the oi l and gas lease or interest on w h i c h a proposed w e l l is to 
37 be located. 

33 G. The terms " D r i l l i n g P a r t y " and "Consent ing P a r t y " shall mean a par ty who agrees to j o i n i n 

39 and pay its share o f the cost of any operat ion conducted under the provisions of this agreement. 

40 H . The terms " N o n - D r i l l i n g P a r t y " and "Non-Consen t ing P a r t y " shall mean a par ty who elects 

41 not to par t ic ipate in a proposed operat ion. 

42 

43 Unless the context otherwise clearly indicates, words used m the s ingular include the p lu ra l , the 

44 p lu ra l includes the singular, and the neuter gender includes the masculine and the feminine . 

45 

46 A R T I C L E I I . 

47 E X H I B I T S 
43 
49 The f o l l o w i n g exhibi ts , as indicated below and at tached hereto, are incorporated in and made a 

50 part hereof: 

51 f_X A. E x h i b i t " A " , shall include the f o l l o w i n g i n f o r m a t i o n : 

52 (1) Iden t i f i c a t i on of lands subject to agreement, 

53 (2) Restrictions, i f any. as to depths or fo rma t ions . 

54 (3) Percentages or f rac t iona l interests of part ies to this agreement. 

55 (4) O i l and gas leases and or o i l and gas interests subject to this agreement. 

56 (5) Addresses of parties tor notice purposes. 
57 [Xl B. E x h i b i t " B " . Form of Lease. 
58 [Xj C. E x h i b i t " C " . Account ing Procedure. 
59 X D. E x h i b i t " D " . Insurance. 
60 [X. E. E x h i b i t " E " . Gas Balancing Agreement 
GI X. F. E x h i b i t " F " . Non-Disc r imina t ion and C e r t i f i c a t i o n of Non-Segregated Facili t ies. 

62 

63 II .my provis ion " I any exhib i t , except E x h i b i t " E " . is inconsistent w i t h anv p tov is ion conta ined 

64 in the body ol this agreement, tin- provisions in the body ol this agreement shall p i eva i l . 

65 

66 

67 

M •• 
69 

70 

- I -
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1 ARTICLE III. 
- INTERESTS o r PARTIES 
3 

•4 A. O i l ;MI<I Gas Interests: 

5 

ti It any pa r ty owns an unleased o i l and gas interest i n the Contract Area, that interest shall be 

7 treated tor the purpose of this agreement and d u r i n g the t e r m hereof as if it were a leased interest 

H under the f o r m of o i l and gas lease attached as E x h i b i t " B " . As to such interest, the owner shall re -

9 ceive roya l ty on product ion as prescribed in the f o r m of o i l and gas lease attaened hereto as E x h i b i t 

10 " B " . Such par ty shall , however, be subject to al l of the provisions of this agreement re la t ing to lessees. 

11 to the extent that i t owns the lessee interest. 

12 

13 B. Interest of Parties in Costs and Produc t ion : 

14 

15 Exh ib i t " A " lists a l l of the parties and thei r respective percentage or f rac t iona l interests under this 

16 agreement. Unless changed by other provisions, a l l costs and l i ab i l i t i e s incur red in operations under 

17 this agreement shall be borne and paid, and a l l equipment and ma te r i a l acquired m operations on the 

18 Contract Area shall be owned by the parties as the i r interests arc shown m E x h i b i t " A " . A l l prociuc-

19 t ion of o i l and gas f r o m the Contract Area , subject to the payment of lessor's royalt ies w m r ' r — . . . . . 

20 born»«. ny—ii-,.. T V"»—\ r r r " " f , shall also be owned by the part ies in the same manner d u r i n g the t e r m 

21 hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-

22 ered hereby. 

23 

24 A R T I C L E I V 

25 T I T L E S 

26 

27 A . T i t l e E x a m i n a t i o n : 

28 

29 T i t l e examina t ion shall be made on the d r i l l s i t e of any proposed we l l p r ior to commencement of 

30 d r i l l i n g operations or. i f the D r i l l i n g Parties so request, t i t l e examina t ion shall be made on the leases 

31 and or oi l and gas interests included, or planned to be inc luded, in the d r i l l i n g uni t a round such '.veil. 

32 The opinion w i l l include the ownership of the w o r k i n g interest , minerals , roya l ty , o v e r r i d i n g r o v a l t y 

33 and product ion payments under the applicable leases. A t the t ime a we l l is proposed, each par ty c o n -

34 t r i b u t i n g leases and or oi l and gas interests to the d r i l l s i t e . or to be included m such d r i l l i n g uni t , shal l 

35 f u r n i s h to Opera tor a l l abstracts ( i nc lud ing Federal Lease Status Reports) , t i t l e opinions, t i t l e papers 

36 and cura t ive mate r ia l in its possession free of charge. A l l such i n f o r m a t i o n not in the possession of or 

3" made avai lable to Operator by the parties, but necessaiy for the examina t ion of t i t le , shall be obta ined 

38 by Operator. Operator shall cause t i t l e to be examined by at torneys on its s ta f f or by outside a t tornevs . 

39 Copies of a l l t i t l e opinions shall be fu rn i shed to each par ty hereto. The cost incurred by Operator in 

40 this t i t l e p rogram shal l be borne as fo l l ows : 

41 

42 ~ j Opt ion Xo. 1: Costs incurred by Operator :n p rocur ing abstracts ami t:;!c examina t ion ( i n c i u r i i n g 

43 p r e l i m i n a r y , supplemental , shu t - in gas roya l ty ommmis anil d iv i s ion w r i e r t i t l e opinions) shail be a 

44 part of the admin i s t r a t i ve overhead as provided :n E.xr.ibit " C . " .,i:<i nai l >:<.t ::c a direct charge, whe'.r.er 

45 pe r fo rmed by Operator 's s taf f at torneys or by otnsim- at torneys. 

46 

47 ~% Opt ion Xo. 2: Costs incur red by Operator in p rocu r ing abstracts ami :ees paid outside a t torneys 

48 for t i t l e examina t ion ( i n c l u d i n g p r e l i m i n a r y , supplemental , s h u t - i n gas roya l ty opinions and d i v i s i o n 

49 order t i t le opinions) shall be borne by the D r i l l i n g Parties in the p ropor t ion that the interest of each 

50 D r i l l i n g Par ty bears to the total interest of a l l D r i l l i n g Parties as such interests appear in E x h i b i t •• A " 

51 Operator shall make no charge for services rendered by its sta:: a t torneys or other personnel in the 

52 pcrtormar.ee of the above funct ions . 

53 

54 Each par ty shall be responsible for securing cu ra t ive mat te r ana pooling amendments or agreements 

55 required in connection w i t h leases or o i l and gas interests con t r i bu t ed bv such par ty . The Operator shni i be 

56 responsible tor the preparat ion and recording ot Pooimg Designations or Declarations as we l l as the 

57 conduct of hearings before Governmen ta l Agencies lo r the securing oi snacmg or pooling orders. T h i s 

58 shall not prevent any party f r o m appearing on its o w n behalf at anv such hearing. 

59 

60 Xo wel l shall he d r i l l ed on the Contract Area u n t i l a l t e r t ! ) the t i t l e to '.he m i i l M t c or d r i l l m - ••.-.,» 

(il has been examined lis above provided. V — ~ i 2) the t i t l e lias been appiove t i bv the examin ing a t to rney or 

1)2 t i t l e has been accepted by ;,J| ,,| ihe parties who are m par t i c ipa te in tiie i i r i i h r . g oi -ACI) 

63 

(J4 15. l.<>^ ol Ti l le r 

(ia 

66 I . l-'.nluie ol T ; i ! . - Should anv ml .md ga.-. interest or lease, or interest therein, be lost l h i o u " h 

67 fa i lu re ol t i t l e , wh ich loss icsults in , i l ed i i c l ion oi interest I rom that - l i m v i i on Exh ib i t " A " this a m e e -

l i ; ; men!, nevertheless, shall c o n l i n u r m loice in ,,M i e n i . 11111 n g m l . in . I „us leases and iiileies' .s. and 

69 (a) !'!:e par tv •.'.'hose m l .md gas !.-:.>.- or mle-.-.--' - , l meted he the t it U' I at I l ire shall bear . , ; o l K . 

• ( | 'be en in i - loss and it shall mil lie emnu-d io leeovei : m u i i i , r i - ; i i n i i,r j he ot I U T pai t u-s ,mv deve lopment 
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for been responsible 
1 or operat ing costs Avnich i t mav have t hereto fo rc / ,~ t* - . but there shall be no monetary h a b m l v on Us 

2 part to the other parties hereto for d r i l l i n g , development , opera t ing or other s imi l a r costs by reason oi 

3 such t.tie failure: and subsequently incurred 
4 (b ) There shall be no retroactive ad jus tment of expenses incur red or revenues received f r o m the 

5 operation of the interest wh ich has been lost, but the interests of the parties shall be revised on an acrc-

6 age basis, as ot the t ime it is de termined f i na l l y tha t t i t l e f a i l u r e has occurred, so that the interest of 

7 the par ty whose lease or interest is af fec ted by the t i t l e f a i l u r e w i l l thereaf te r be reduced in the Cont rac t 

3 Area by the amount of the interest lost; and 

9 (c) I f the propor t ionate interest of the other parties hereto m any produc ing w e l l there tofore d r i l l e d 

10 on the Contract Area is increased by reason of the t i t l e f a i l u r e , the par ty whose t i t l e has fa i led sha l l 

11 receive the proceeds a t t r ibu tab le to the increase in such interests (less costs and burdens a t t r i b u t a b l e 

12 thereto) u n t i l i t has been re imbursed for unrecovered costs paid by it i n connection w i t h such w e l l ; 

13 and 

14 ( d ) Should any person not a par ty to this agreement, w h o is de te rmined to be the owner of any i n -

15 terest in the t i t l e wh ich has fa i led, pay in any manner any par t of the cost of operat ion, development , 

16 or equipment , such amount shall be paid to the pa r ty or part ies who bore the costs w i n c h are so r e t u n d -

17 ed: and 

18 (e) A n y l i a b i l i t y to account to a t h i r d par ty fo r p r io r p roduc t ion of o i l and gas wh ich arises by 

19 reason of t i t l e f a i l u r e shall be borne by the par ty or partiesxin the same propor t ions m w h i c h they snared 

20 in such p r io r p roduc t ion : and Whose t i t l e f a i l e d 

21 ( f ) No charge shall be made to the jo in t account fo r legal expenses, fees or salaries, in connect ion 

22 w i t h the defense of the interest c la imed by any p a r t y hereto, i t being the in t en t ion of the part ies 

23 hereto that each shal l defend t i t l e to its interest and bear a l l expenses in connection t h e r e w i t h . 

24 

25 2. Loss by Non-Payment or Erroneous Payment of A m o u n t Due: I f . t h rough mistake or overs ight , 

26 any renta l , s h u t - i n we l l payment , m i n i m u m roya l t y or roya l t y payment , is not paid or is erroneously 

27 paid, and as a result a lease or interest therein terminates , there shall be no monetary l i a b i l i t y against 

23 the par ty w h o f a i l ed to make such payment . Unless the par ty who fa i led to make the required payment 

29 secures a new lease cover ing the same interest w i t h i n n ine ty (90) days f r o m the discovery of the t a i l -

30 ure to make proper payment, which acquis i t ion w i l l no l be subject to A r t i c l e V I I I . B . . the interests of 

31 the parties shal l be revised on an acreage basis, e f f e c t i v e as of the date of t e rmina t ion of the lease m -

32 volved. and the pa r ty who fa i led to make proper p a y m e n t w i l l no longer be credi ted w i t h an interest in 

33 the Contract Area on account ot ownership of the lease or interest w h i c h has t e rmina ted . In the event 

34 the par ty who fa i l ed to make the required payment shal l not have been t u l l v re imbursed, at the t ime of 

35 the loss, f r o m the proceeds of the sale of o i l and gas a t t r i b u t a b l e to the lost interest, calculated on an 

36 acreage basis, for the development and operat ing costs the re to fore paid on account of such interest , i t 

37 sha 1 be re imbursed for unrecovered actual costs the re to io re paid bv it ( b u t not lor its share of the 

33 cost of any d r y hole previously d r i l l e d or wells p rev ious ly abandoned) f r o m so much of the f o l l o w i n g 

39 as is necessary to ef fect re imbursement : 

40 (a) Proceeds of o i l and gas. less operat ing expenses, the re to io re accrued to the credi t of the lost 

41 interest, on an acreage basis, up to the amount of unrecovered costs: 

42 ( b ) Proceeds, less operat ing expenses, thereaf te r accrued a t t r i bu t ab l e to the lost interest on an 

43 acreage basis, of that por t ion of oi! and gas thereat tor produced and mai i-ieteu i exc lud ing p roduc t ion 

44 f r o m any wel ls the reaf te r d r i l l e d ) wh ieh . in the absence ot sucn lease t e rmnu . t ton . w o u l d be a t t r i b u t a b l e 

45 to the lost interest on an acreage basis, up to the amoun t ot unrecovered costs, the proceeds of said 

46 port ion of the o i l and gas to be cont r ibu ted by the o ther part ies in p ropor t ion to the i r respective m -

47 terests; and 

48 (c) A n y monies, up to the amount of unrecovered costs, that may be paid by any pa r ty who is. or 

49 becomes, the owner of the interest lost, for the p r i v i l e g e of pa r t i c ipa t ing in the Contrac t Area or be-

50 coming a pa r ty to this agreement. 

51 

52 3. Other Losses: A l l losses incur red , other than those set f o r t h m Ar t ic les I V . B . l . and I V . B . 2 . 

53 abeve. shall not be considered fa i lu re of t i t l e but shal l be j o i n t losses and shail be borne by a l l par t ies 

54 in p ropor t ion to the i r interests. There shall be no r ead ju s tmen t of interests in the r ema in ing p o r t i o n of 

55 the Contract Area. 

56 

57 A R T I C L E V. 

58 O P E R A T O R 

59 

60 A . I > I . . S ! < ; \ . \ T I O N A M ) RFSPONSI151 L I T I ES OF O P E R A T O R : 

61 

ii2 TXO Production Corp. s h _ u b o U u , 
63 Operate! oi tlu- Cont iac t Area, and m,al! coniiuct and buee i and have l u l l con t io i ot al l operat ions on 

64 tin: Co i i l i act Area as permi t ted and i cqi 11 re-i by. and w i t h i n the l imi t s o l . this agreement. I t shall con-

65 duel ail sucn operations m a good ami w o r k m a n l i k e inar.nei . but it -ha i l have no l i a b i l i t y as Opera tor 

66 to the otner pai l les for losses sustained m liainlr . i i -> incur red , ,-xcept Mich .is may result f r o m 'ross 

67 ncgligi nee or w i l l l u ! misconduct. 
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1 I?. Resignation or Removal of Operator ami Selection of Successor: 

;j i Resignation cr Removal of Operator : Opera tor may resign at any t ime by g iv ing w r i t t e n nonce 

4 thereof to Non-Operators . If Operator terminates its legal existence, no longer owns an interest m the 

5 Contract Area , or is no longer capable of serving as Operator , it shall cease to be Operator w i t h o u t any 

ti actior bv Non-Operator , except the selection of a successor. Operator may be removed it it fa i ls or 

7 refuses to ca r ry out its duties hereunder, or becomes insolvent , bank rup t or is placed in receivership. 

8 by the a f f i r m a t i v e vote of two (2) or more Non-Opera tors o w n i n g a m a j o r i t y interest based on owr .e r -

9 ship as shown on E x h i b i t " A " , and not on the number of parties r ema in ing a f t e r exc lud ing the v o t i n g 

10 interest of Operator. Such resignation or removal shall not become e f f ec t ive un t i l 7:00 o'clock A . M . 

11 on the f i r s t day of the calendar mon th f o l l o w i n g the e x p i r a t i o n of n inety (90) days a f t e r the g i v i n g of 

12 notice of resignation by Operator or act ion by the Non-Opera to r s to remove Operator , unless a successor 

13 Operator has been selected and assumes the duties of Opera tor at an earl ier date. Operator , a f t e r e f f e c t -

14 ive date of resignation or removal , shall be bound by the terms hereof as a Nhn-Opera tor . A change of 

15 a corporate name or s t ructure of Operator or t ransfer of Operator 's interest to anv single subsidiary . 

16 parent or successor corporat ion shall not be the basis fo r r emova l of Operator . 

17 

18 2:. Selection of Successor Operator : Upon the res ignat ion or remova l of Operator, a successor O p -

19 erator shall be selected by the Parties. The successor Opera tor shall be selected f r o m the parties o w n i n g 

20 an interest i n the Contract Area at the t ime such successor Operator is selected. I f the Operator that 

21 is removed fa i l s to vote or votes on ly to succeed i t se l f , the successor Opera tor shall be selected by the 

22 a f f i r m a t i v e vote of two (2 ) or more parties o w n i n g a m a j o r i t y interest based on ownersh ip as shown 

23 on Exh ib i t " A " , and not on the number of parties r e m a i n i n g a f t e r exc lud ing tho vo t ing interest of the 

24 Operator tha t was removed. 

25 

26 C. Employees: 

27 

28 The number of employees used by Operator in conduct ing operations hereunder, the i r selection. 

29 and the hours of labor and the compensation for services p e r f o r m e d , shall be de termined by Operator , 

30 and al l such employees shall be the employees of Opera tor . 

31 

32 D. D r i l l i n g Contracts: 

33 

34 A l l wel ls d r i l l e d on the Contract Area shall be d r i l l e d on a compet i t ive contract basis at the usual 

35 rates p reva i l i ng in the area. I f i t so desires. Opera tor may employ its o w n tools and equipment in the 

36 d r i l l . n g of wells , but its changes therefor shall riot exceed the p r e v a i l i n g rates in the area and the rate 

37 of such charges shall be agreed upon by the parties in w r i t i n g before d r i l l i n g operations are c c m -

33 menced. and such w o r k shall be pe r fo rmed by Opera tor under the same terms and condit ions as are 

39 customary and usual in the area in contracts of independent contractors who arc doing w o r k of a s trn-

40 ilar nature. 

41 

42 A R T I C L E V I . 

43 D R I L L I N G A N D D E V E L O P M E N T 

44 

45 A. I n i t i a l W e l l : 

46 

47 On or before the 1 S t day of F e b r u a r y . 19 8 6 . Operator shall commence the u r t l l -

48 ing of a w e l l for o i l and gas at the f o l l o w i n g locat ion: 

4 9 2310' FNL & 660' FEL Section 4, T-17-S, R-37-E, Lea County, 
5 0 New I'lexico 
51 
52 
53 and shail thereaf te r continue the d r i l l i n g of the w e l l w i t h due di l igence to 1 1 , 5 0 0 ' Or a d e p t h 

5 4 sufficient to test the Strawn formation whichever is the lesser depth 
55 

56 

57 

53 unless grani te or other prac t ica l ly impenetrable substance or condi t ion in the hcie. w h i c h rentiers 

59 f u r t h e r d r i l l i n g impract ica l , is encountered at a lesser depth,, or unless all parties agree to complete or 

60 abandon the wel l a l a lesser depth. 

61 

62 Operator shall n i .mr icasonahlc tests ol ai l fo rma t ions e i icountcred d u r i n g i i r i h m g w h i c h give m -

i ; : ; bic;:tior, " I containing ml ami gas in 11: :a nt 11 ics .-u I I i n c u t to lest, unless this agreement . .nail he l i m i t e d 

64 in its appl icat ion to a specinc to rma l ion or i w m a t i o o s . in which, event Operator m a l l he r equ i r ed to 

65 test mil '- ' '-'m to in i a l i on <>i Im niatmns to w t m n this . .grcemont mav apply 

66 

67 I f . in Operator 's mugmcnt . '.lie we l l ' . ' . ' i l l nm | i m r o i l m gas in naving quanti t ies , ami it wishes 

6.'! to plug . i ' i d abandon Pa. we l l , , , , : d i v hole, it ,-h.ul Mist secure ! l u ' consent ol a l l t u r t l e s and sha l l 

<>'.) plug al l i i abandon sali'.e as p l o d d e d in A i l i c l e VI .E 1 i ' .eleol. 

70 

- 4 -
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B. Subsequent Operations: 

1. Prnnosed Operations: Should any par ty hereto desire to d r i l l any we l l on the Contract A r e a 

4 other thaTTthe we l l provided lor in A r t i c l e V I . A . , or to r e w o r k , deepen or plug back a d r y hole d r i l l e d 

fi at the jo in t expense of a l l parties or a we l l j o i n t l y owned by a l l the part ies and not then p roduc ing 

li in paying quant i t ies , the parte desir ing to d r i l l , r e w o r k , deepen or plug back such a we l l shall give the 

7 other parties w r i t t e n notice of the proposed opera t ion, spec i fy ing the w o r k Vo be per .ormed. the loca-

8 t ion. proposed depth, object ive fo rma t ion and the est imated cost of the operat ion. The parties receiv-

9 ing such a notice shall have t h i r t y (30) davs a f t e r receipt of the notice w i t h i n wh ich to n o t i f y the 

10 parties wish ing to do the w o r k whether they elect to par t ic ipa te in the cost of the proposed operat ion. 

11 I f a d r i l l i n g r ig is on location, notice of proposal to r e w o r k , p lug back or d r i l l deeper may be given 

12 by telephone and the response period shall be l i m i t e d to f o r t y - e i g h t (48) hours, exclusive of Sa turday . 

13 Sunday or legal holidays. Fai lure of a par ty receiv ing such notice to reply w i t h i n the period above f i x e d 

14 shall consti tute an election by that par ty not to par t ic ipa te in the cost of the proposed operat ion. A n y 

15 notice or response given by telephone shail be p r o m p t l y c o n f i r m e d in w r i t i n g . 

16 

17 2. Operations by Less than A l l Parties: I f any par ty receiving such notice as p rovided in .Art ic le 

13 V I . B . l . or V I . E . l . elects not to par t ic ipate m the proposed opera t ion, then, in order to be enti t led, to 

19 the benefits of this art icle, the par ty or parties g iv ing the notice and such other parties as shail elect 

20 to par t ic ipate in the operation shall , w i t h i n s ix ty (60) days a f t e r the exp i r a t i on of the notice per iod of 

21 t h i r t y (30) days (or as p r o m p t l y as possible a f te r the e x p i r a t i o n of the f o r t y - e i g h t (48) hour per iod 

22 where the d r i l l i n g r ig is on location, as the case m a y be) ac tua l ly commence w o r k on the proposed 

23 operation and complete i t w i t h due diligence. Opera tor shal l p e r f o r m a l l w o r k for the account of the 

24 Consenting Part ies: provided, however, i f no d r i l l i n g r i g or other equ ipment is on location, and i f O p -

25 erator is a Xon-Consent ing Party , the Consenting Part ies shal l e i ther : (a) request Operator to p e r f o r m 

26 the w o r k requi red by such proposed operat ion for the account of the Consenting Parties, or ( b ) desig-

27 nate one (1 ) of the Consenting Parties as Operator to p e r f o r m such w o r k . Consenting Parties, when 

28 conducting operations on the Contract Area pursuant to this A r t i c l e V L B . 2 . . shall comply w i t h a l l terms 

29 and condit ions of this agreement. 

30 

31 I f less than a l l parties approve any proposed opera t ion , the proposing par ty , immedia te ly a f t e r the 

32 exp i ra t ion of the applicable notice period, shall advise the Consent ing Parties of (a) the total interest 

33 of the parties approving such operat ion, and ( b ) its recommendat ion as to whether the Consenting Par-

34 tics should proceed w i t h the operat ion as proposed. Each Consenting Party, w i t h i n f o r t y - e i g h t (48) 

35 hours (exclusive of Saturday. Sunday or legal ho l idays) a f t e r receipt of such notice, shall advise the 

36 proposing pa r ty of its desire to (a ) l i m i t pa r t i c ipa t ion to such par ty ' s interest as shown on E x h i b i t " A " . 

37 or ( b ) car ry its proport ionate part of Xon-Conscn tmg Parties ' interest. *Tl:c proposing par ty , at its 

33 election, may w i t h d r a w such proposal i f there is inst i l f i c i cn t pa r t i c ipa t ion , and shall p r o m p t l y n o t i f y 

39 a l l oartics of such decision. , f • , , , . , . -
and failure so to advise the proposing party shall constitute 

an election under (b) 
41 The en t i re cost and risk of conduct ing sucn operations .-nail be borne by the Consenting Parties in 

42 the proport ions they have elected to bear same under the terms oi 'he preceding paragraph. Consent ing 

43 Parlies shall keep the leasehold estates involved m such, operations t i c - .md clear of all liens and 

44 encumbrances of every k i n d created by or ar is ing f r o m the operations ot the Consenting Parties. If such 

45 an operat ion results in a d r y hole, the Consenting Parf.es shail p lug ami . ibamion the we l l at the i r sole 

46 cost risk and expense. I f any wel l d r i l l e d , r eworked , deepened or plugged rack under the provis ions 

47 of this A r t i c l e results in a producer of o i l and or gas in pay ing quantities. , the Consenting Parties sha l l 

48 complete and equip the w e l l to produce at their sole cost and r isk, and the we l ! shall then be t u r n e d 

49 over to Operator and shall be operated by i t at the expense and for the account of the Consenting Parties. 

50 Upon commencement of operations fo r the d r i l l i n g , r e w o r k i n g , deepening or p lugging back of any such 

51 wel l by Consenting Parties in accordance w i t h the provis ions of this A r t i c l e , each 'Xon-Consen t ing P a r t v 

52 shall be deemed to have re l inquished to Consenting Parties, and the Consenting Parties shall o w n and 

53 be en t i t l ed to receive, in p ropor t ion to the i r respective interests, a l l of such Xon-Consen t ing Par tv ' s 

54 interest in the w e l l and share of product ion t h e r e f r o m u n t i l the proceeds of the sale of such share. 

55 calculated at the we l l , or marke t value thereof i f such share is not sold ( t i t t e r deduct ing p r o d u c t i o n 

56 taxes, roya l ty , ove r r i d ing roya l ty and other interests ex i s t ing on the effect ive calc hereof, payable ou t of 

57 or measured by the product ion t rom such we l l accru ing w i t h respect to such interest u n t i l it r ever t s ) 

58 shall equal the total of the f o l l o w i n g : 

59 

60 (a ) 3 0 0 ot each, such Xon-Consee tmg Party 's share of the cost ol .my newly acqui red surface 

61 equipment beyond the wellhead connections ( i n c l u d i n g , but not l i m i t e d to. .-loci; tanks, separator-

62 treaters. p u m m n g equipment aim p ip ing ) , plus 100 ' oi each such Xon-C'oiisentmg Party 's share ot the 

63 cost ol operat ion ol the well lamimcncmg with, t i tst p; od net i ,M I and con t inu ing un t i l each sucn X'on-

64 Consenting Party'.; i e immiisheb mteie.-t .-hall i evert to it under o i l ie r provisions ol this A r t i c l e , it b e l l i " 

65 agreed that eacn X o n - I 'onsen t m g Parly 's shale w sucn costs and equipment sc 111 be that mteiest w n i c h 

66 •.solid have been chargeable to eacn Xm i - t 'oi i.-en I : n g p . u l v l...b it par t ic ipated in the w e l l I r om the bc-

67 ginning ol the one: ation ; ami 

i i : ; 

•*•"• l b ) ol I l i a ! i m ' l o n o ! ih<- t .md .-\ M - .. | m i l l i n g : ewi it k 111 g. dcet>emiig. or p lugg ing 
•• ••'•':. h - t m g .md i o n m . i t m g . a l ter m-miot im. ,e:v , . - n i on 11 • • a t: tons icce ived under A i l i c l e V I I I C a l 
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1 4 0 0 - n I t h a t por t ion ot the cost ot newly acquired equ ipment in ihe wel l ( to and m c l u d m u the w e l l -

2 head connoctions) . which w o u l d have been chargeable to such Non-Consent ing Pa r ly if i t had p a r l i c i -

3 paied therein. *see Article XV.G. for additional provisions 
4 

5 Gas produc t ion a t t r ibu tab le to any Non - Consenting Par ty ' s re l inquished interest upon such Par ty 's 

ti election, shall be sold to its purchaser, i f avai lable , under the terms of its ex i s t ing gas sales con-

7 tract. Such Non - Consenting Party shall direct its purchaser to remi t the proceeds receivable f r o m 

fi such sale direct to the Consenting Parties u n t i l the amounts p rov ided tor in this A r t i c l e are recov-

9 ered f r o m the Non - Consenting Party 's i c l inqu i shed interest . I f such No. i - Consenting Party has not 

10 contracted for sale of its gas at the t ime such gas is ava i lab le fo r de l ive ry , or has not made the elec-

11 tion as provided above, the Consenting Parties shal l o w n and be en t i t l ed to receive and sell sucn N o n -

12 Consenting Party 's share of gas as hereinabove p rov ided d u r i n g the recoupment period. 

13 

14 D u r i n g the period of t ime Consenting Parties are en t i t l ed to receive Non-Consent ing Party 's share 

15 of production, or the proceeds t h e r e f r o m . Consenting Parties shal l be responsible for the payment of 

16 a l l product ion , severance, gather ing and other taxes, and a l l roya l ty , o v e r r i d i n g r o y a l t y and other 

17 burdens appl icable to Non-Consent ing Party 's share of p roduc t ion . 

13 

19 In the case of any r e w o r k i n g , p lugg ing back or deeper d r i l l i n g opera t ion, the Consenting Parties shall 

20 be permi t ted to use. free of cost, a i l casing, tub ing and other equ ipment in the w e l l , but the ownersh ip of 

21 a l l such equ ipment shall remain unchanged: and upon abandonment of a we l l a f t e r such r e w o t k i n c . 

22 p lugging back or deeper d r i l l i n g , the Consenting Part ies shal l account for a l l such equipment to the 

23 owners thereof, w i t h each par ty receiving its p ropor t iona te par t in k i n d or in value, less cost of 

24 salvage. 

25 

26 W i t h i n s ix ty (60) days a f t e r the complet ion of any opera t ion under this A r t i c l e , the pa r ty con-

27 duct ing the operations for the Consenting Parties shal l f u r n i s h each. Non-Consent ing Par ty w i t h an i n -

28 v e r t o r y of the equipment in and connected to the w e l l , and an i temized statement of the cost of d r i l l i n g . 

29 deepening, p lugg ing back, testing, complet ing, and equ ipp ing the w e l l for p roduc t ion : or. at its op t ion . 

30 the operat ing pa r ty , in lieu of an i temized statement of such, costs of operat ion, may submi t a detai led 

31 statement of m o n t h l y bi l l ings . Each month thereaf ter , ci u n r i g the t ime the Consenting Parties are cemg 

32 reimbursed as provided above, the Par ty conducting the operations for the Consent.ng Parties shail r 'urn-

33 ish the Non-Consent ing Parties w i t h an i temized statement ol al l costs and l iab i l i t i es incur red ::-. the 

34 operation of the w e l l , together w i t h a statement of the q u a n t i t y of ml and gas produced f r o m it and the 

35 amount of proceeds realized f r o m the sale of the v. ell's w m k m . g interest product ion d u r i n g the preceding 

36 month . In de t e rmin ing the quan t i t y ot oi l and gas produced d u r i n g anv month . Consenting Parties 

37 shxl i use i n d u s t r y accepted methods such as. 'nut not l i m i t e d to. meter ing or periodic w e l l tests. A n y 

38 amount realized f r o m the sale or other disposit ion ol equ ipment nowlv acmureci m connection w i t h any 

39 such operat ion w h i c h w o u l d have been owned by a Non-Consent ing Pm tv had it par t ic ipated there in 

40 shell be credi ted againsl the total un re tu rned costs of ihe ' .v i in; done' and oi the equipment purchased. 

41 in de t e rmin ing when the interest of such Non-Consent ing Par i v -ha l ! :evort to it as above p rov ided : 

42 and i f there is a credi t balance, it shall be paid to such Non-Consent ing p a i i v 

43 

44 I f and when the Consenting Parties recover I rom a N o n - C m i . ent thg Party 's : g l imim-mcd interest 

45 the amounts provided fo r above, the rel inquished interests o; sun ; N i m - C ; ren t ing Par ly shall : .u to-

46 mat ica i ly rever t to i t . and. f r o m and al ter such reversion, such. Non-Conse i i tmg Pt . r 'v shall owai the same 

47 interest in such w e l l , the mate r ia l and equipment in or pe r t a in ing thereto, ano the produc t ion the re -

48 f r o m as such Non-Consent ing Par ty w o u l d have been en t i t l ed to had it par t ic ipated in the d r t l i i n g . 

49 r e w o r k i n g , deepening or p lugg ing back of said w e l l . Therea f t e r , such Non-Consentm.g Par ty shal l be 

50 charged w i t h and shall pay its propor t ionate part of the f u r t h e r costs of the operat ion of said w e l l in 

51 accordance w i t h the terms of this agreement and the Accoun t ing Procedure, attached hereto. 

52 

53 N o t w i t h s t a n d i n g the provisions of this A r t i c l e V L B . 2 . . it is agreed that w i t h o u t the m u t u a l consent 

54 of a l l parties, no wells shall be completed m or p i o d u c c d f r o m a source of supply f r o m w h i c h a w e l l 

55 located elsewhere on the Contract Area is p roduc ing , unless such we l l conforms to the t h e n - e x i s t i n g 

56 wel l spacing pat tern for such source of supply. 

57 

58 Tho provisions ot this A r t i c l e .-hall have no app l i ca t ion whatsoever to the d i i i l m g 0 f the i n i t i a l 

59 wel l described in Ar t i c l e V I . A . except l a ) when O p t i o n 2. A r t i c l e V I I . D . ! . lias been selected, or (b ) 

60 to tho i ewon-iing. deepening and mugging back oi sucn i n i t i a l w e l l , if such, wel l is or therea i te r shall 

i i i prove to be a d ry hole or non-commei c::il we l l , a l t e r hav ing been d r i l l e d to the depth specif ied m A r t i c l e 

62 V I . A. 

63 

64 C. I t ig l i t li) Take Product inn in K i n d : 

65 

66 Each par ty shail have 'he l i g h t to take m k i n d or separately dispose ol its p ropor t iona te share oi 

67 all m l and gas produced l i m n the ( o n t i a r t A iea . exc lus ive ol product ion which may be used in de-

68 velonment and producing one,a t ion- . i ; „ i in prepar ing and t rea t ing ml ior marke t ing purnoses and 

69 production t m a v n i d a b l " lost Anv m ' . i a r>:nn ! . i : r mem i ed in the t i m i n g in k m d or separate d ispo-

"|0 - i t ion ov anv pa r ly of its propm I,on.de shale m the p roduc t ion shall be borne bv such par ty . A n y 
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1 party tak ing its share of product ion in k i n d shall be requi red to pay for only its propor t ionate snare 

2 of Mich part of Operator 's surface faci l i t ies which i t uses. 

3 

4 Each par ty shall execute such div is ion orders and contracts as may be necessary for the sale ot its 

5 interest in product ion f r o m the Contract Area. and. except as p rov ided in A r t i c l e V I L E . , shall be en t i t l ed 

6 to receive payment direct f r o m the purchaser thereof for its share of a l l p roduct ion . 

8 In the event any par ty shall f a i l to make the arrangements necessary lo take in k i n d or separately 

9 dispose of its proport ionate share of the oi l and gas produced f r o m the Contract Area. Operator shail nave 

10 the r igh t , subject to the revocation at w i l l by the pa r ty o w n i n g i t . but not the obl iga t ion , to purchase such 

11 o i l and gas or sell i t to others at any t ime and f r o m t ime to t ime, fo r the account of the n o n - t a k i n g 

12 par ty at the best price obtainable in the area for such product ion . A n y such purchase or sale by O p -

13 erator shall be subject always to the r igh t of the o w n e r of the produc t ion to exercise at any t ime its 

14 r ight to take in k i n d , or separately dispose of. its share of a l l o i l and gas not previously del ivered f o a 

15 purchaser. A n y purchase or sale by Operator of any other par ty ' s share of o i l and gas shall be oniy f o r 

16 such reasonable periods of t ime as are consistent w i t h the m i n i m u m needs of the indus t ry under the 

17 par t icular circumstances, but in no event for a period in excess of one (1) year. No twi th s t and ing the 

18 foregoing. Operator shall not make a sale, i nc lud ing one into interstate commerce, of any other par ty ' s 

19 share of gas product ion w i t h o u t f i r s t g iv ing such other pa r ty t h i r t y (150) days -notice of such in tended 

20 sale. prior written 
21 

22 I n the event one or more parties' separate disposi t ion of its share ot the gas causes sp l i t - s t ream de-

23 l iveries to separate pipelines and or deliveries w h i c h on a day - to -day basis for any reason are not 

24 exact ly equal to a party's respective propor t ionate share of to ta l gas sales to be allocated to i t . the 

25 balancing or accounting between the respective accounts of the parties shall be in accordance w i t h 

26 any Gas Balanc ing Agreement between the parties hereto, whether such Agreement is attaened as 

27 E x h i b i t " E " . or is a separate Agreement . 

28 

29 D. Access to Contract Area and I n f o r m a t i o n : 

30 

31 Each par ty shall have access to the Contract Area at a l l reasonable times, at its sole risk to inspect 

32 or observe operations, and shall have access at reasonable t imes to i n f o r m a t i o n per ta in ing to the de-

33 velopment or operat ion thereof, inc lud ing Operator 's books and records re la t ing thereto. Operator, upon 

34 request, shall f u r n i s h each of the other parties w i t h copies of a l l forms or reports f i l ed w i t h govern-

35 mental agencies, da i ly d r i l l i n g reports, we l l logs, t ank tables, da i ly gauge and run tickets and reports 

36 of stock on hand at the f i r s t ' o f each month , and shail make avai lable samples of any cores or cu t t ings 

37 taken f r o m any w e l l d r i l l ed on the Contract Area. The cost of ga ther ing and f u r n i s h i n g i n f o r m a t i o n to 

38 Non-Opera tor , other than that specified above, shall be charged to the Non-Opera tor that requests the 

39 i n f o r m a t i o n . 

40 

41 E. Abandonment of Wells : 

42 

43 1. Abandonment of Dry Holes: Except for any w e l l d r i l l e d pursuant *o A r t i c l e VI .B .2 . . any w e l ! 

44 which has been d r i l l e d under the terms of this agreement and is proposed to be completed as a d r y hole 

45 shall not be plugged and abandoned w i t h o u t the consent ot a l l parties. Should Operator, a f t e r d i l i gen t 

46 e f f o r t , be unable to contact any party, or should any par ty f a i l to reply w i t h i n f o r t y - e i g h t (43) hours 

47 (exclusive of Saturday. Sunday or legal hol idays) a f t e r receipt of notice of the proposal to p lug and 

48 abandon such w e l l , such par ty shall be deemed to have consented to the proposed abandonment . A l l 

49 such wells shall be plugged and abandoned in accordance w i t h applicable regulations and at the cost. 

50 risk and expense of the parties who par t ic ipated in the cost of d r i l l i n g of such. w e l l . A n y par ty who o b -

51 jects to the p lugg ing and abandoning such w e l l shal l have the r i g h t to take over the w e l l and conduct 

52 f u r t h e r operations in search of oi l and or gas subject to the provisions of A r t i c l e V L B . 

53 

54 2. Abandonment of Wells that have Produced: Except fo r any w e l l wh ich has been d r i l l e d or r e -

55 worked pursuant to A r t i c l e V I . 3 . 2 . hereof for wh ich the Consent ing Parties bave not been f u l l y r e i m -

56 bursed as there in provided, any we'll wh ich has been completed as a producer shail not be plugged and 

57 abandoned w i t h o u t the consent of t i l l parties. I f a l l parties consent to such abandonment, the w e l l shai l 

58 be plugged and abandoned in accordance w i t h applicable regulat ions and at the cost, r isk and expense 

59 of al l the parties hereto. I f . w i t h i n t h i r t y (80) days a f t e r receipt of notice o i the proposed abandonment 

60 of such we l l , a l l parties do not agree to l l ie abandonment of any w e l l , those wishing to cont inue its o p -

61 el ation shall tender lo each of tile other parties its p: opoi I lonate share ol the value ot the wel l ' s saleable 

li2 mater ia l and equipment , determined in accordance with, the provisions ol Exh ib i t ' C". less the est imated 

i>3 co-t ol salvaging and the estimated cost ot p lugging and abandoning. Each abandoning par ty shal i 

64 assign to the non-abandoning parties, w i thou t w a r r a n t y , express or imp l i ed , as to t i t l e or as to q u a n t i t y . 

65 qua l i ty , or i l lness lor Use of the equipment and mate r i a l , a l l ol its interest in the wel l and related o q u i p -

66 mi n l . together w i t h its interest m the leasehold estate as to. but on ly as to. the in te rva l oi - i n t e rva l s ot the 

67 format ion or f o r m a t i o n - then open lo product ion. If the interest ot the abandoning parts- is or includes 

'i.'l an oil and gas interest, such party .-hall execute and de l ive r to ihe i IOI i -abandouIng p . u l v nr part ies an 

69 ml and .,as lease, l imi ted to f i le in terva l or interval.- oi tho t o r m a t i o n o r I or ma t ions I hen open t o p i o u u c -

7 o l ion, lor a lei m ol one \ ear and so long thereaf te r a - od .mo . . ; , s l s produced I rom tiie i n t e r v a l or m t c r -
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1 v-,|s ot ;hr nn rntiiH'ii nt mrmat ions covered thereby, such lease to be nn the l o r m attached as E x h i b i t 

2 - I ' / ' . The assignments or leases so l imi ted shall encompass the 'd i i l l i u g u n i t " upon which the '.veil is 

;{ located. The pavmcnts by. and the assignments or leases to. the assignees shall be m a rat io based upon 

4 the relat ionship ot their respective percentages of pa r t i c ipa t ion in the Contract Area to the aggregate of 

5 the percentages of pai t ic ipat ion m the Contract Area of a l l assignees. There shall be no readjus tment 

ti ol interest m tin- remaining por t ion of the Contract Area . 

H Thereaf ter , abandoning parties shall have no f u r t h e r responsibi l i ty , l i a b i l i t y , or interest in the op-

9 eraaon of or product ion f r o m the we l l in the i n t e r v a l or in te rva ls then open other than the royalt ies 

10 retained in any lease made under the terms of this A r t i c l e . Upon request. Operator shall continue to 

11 operate the assigned wei l for the account of the non-abandoning parties at the rates and charges con-

12 terr plated by this agreement, plus any addi t iona l cost and charges w h i c h may arise as the result of 

Hi the separate ownership of the assigned w e l l . 

14 

15 A R T I C L E V I I . 

16 E X P E N D I T U R E S A N D L I A B I L I T Y O F P A R T I E S 

17 

18 A. L i a b i l i t y of Parties: 

19 

20 The l i a b i l i t y of the parties shall be several, not j o i n t or col lect ive. Each par ty shall be responsible 

21 only for its obligations, and shall be l iable only f o r its propor t ionate share of the costs of developing 

22 and operat ing the Contract Area . Accord ing ly , the liens granted among the parties in A r t i c l e V I I . 3 . arc 

23 given to secure on ly the debts of each several ly. I t is not the in t en t ion of the parties to create, nor shall 

24 this agreement be construed as creat ing, a m i n i n g or other par tnersh ip or association, or to render the 

25 parties l iable as partners. 

26 

27 B. Liens and Payment Defaul t s : 

28 

29 Each Non-Opera tor grants to Operator a l ien upon its o i l and gas r ights m the Contract .Area, and a 

30 security interest in its share of oi l and or gas when ext rac ted and its interest in al l equipment , to secure 

31 payment of its share of expense, together w i t h interest thereon at the rate provided m the Accoun t ing 

32 Procedure attached hereto as E x h i b i t "C" . To the ex ten t that Operator lias a securi ty interest under the 

33 U n i f o r m Commerc ia l Code of the State. Operator shall Ix; en t i t l ed to exercise the r ights and remedies 

34 of ti secured par ty under the Code. The b r ing ing of a suit and the obta in ing of judgment by Operator 

35 for the secured indebtedness shall not be deemed an election of remedies or otherwise a f fec t the l ien 

36 r ights or securi ty interest ;Ts securi ty for the payment thereof. In addi t ion , upon defaul t by any N o n -

37 Operator in the payment of its share of expense. Opera tor shall 'nave the r ight , w i thou t pre judice to 

38 other r ights or remedies, to collect f r o m the purchaser the proceeds f r o m the sale of such Non-Opera tor ' s 

39 share of oil and or gas u n t i l the amount owed by such Non-Opera tor , plus interest lias been paid. Each 

40 purchaser shall be ent i t led to rely upon Operator 's w r i t t e n statement concerning the amount of any de-

41 faul t . Operator grants a l ike lien and security interest to the Non-Opera tors to secure payment of O p -

42 orator's propor t ionate share of expense. 

43 

44 I f any par ty fai ls or is unable to pay its share of expense w i t h i n s ix ty (60) days a l te r r end i t i on of 

45 a statement the re for by Operator, the nun-de fau l t ing parties, i nc lud ing Operator, shall , upon request by 

46 Operator, pay the unpaid amount in the p ropor t ion t i ia t the interest oi eacn such, party bears to the m -

47 teres! of a l l such parties. Each par ty so paying its share of the unpa id amount shall, to obta in r e imburse -

48 merit thereof, be subrogated to the securi ty r ights described in the foregoing paragraph. 

49 

50 C. Payments and Account ing : 

51 

52 Except as herein otherwise speci f ica l ly provided. Operator shall p r o m p t l y pay and discharge expenses 

53 incurred m the development and operat ion of the Cont rac t Area pursuant to this agreement and shal l 

54 charge each of the parties hereto w i t h their respective propor t iona te shares upon the expense basis p r o -

55 vided in the Account ing Procedure attached hereto as E x h i b i t "C" . Operator shall keep an accurate 

56 lecurei of the j o i n t account hereunder, showing expenses i n c u r r e d and charges am; credits made and 

57 received. 

58 

59 Operator , at its election, shall have the r ight f r o m t ime to t ime to demand and icceive f r o m the 

60 o i h r r parties payment in advance of then respective shares of the estimated amount ot the expense to 

(il he n c u r r e d in operations hereunder d u r i n g the next succeeding month , which r ight mav be exercised on ly 

62 by submission to each such par ty of an i temized statement ol such estimated expense, together w i t h 

63 an invoice lor its .share thereot. Each such statement and invoice for the payment in advance of es t i -

64 mated expense shall be submit ted on or before the 2()!h day ol the next preceding month. Each c a r t v 

65 shall pay to Operator it> propor t ionate share ol such estimate w i t h i n l i f t een 115) davs a f t e r such, es-

66 lunate and invoice is received. It any par ly tails to pay its share of said estimate w i t h i n stud t ime, the 

67 amount due shall bear interest ,,s pn iv ided m Exh ib i t " C " u n t i l paid. Proper ad jus tmen t shall be 

63 made month ly between advances and . . dua l expense to the end tha i each purtv shall bear and oav its 

69 pi'opoi I innate share of actual expenses m c u i i e d . and no more. 

70 
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1 I ) . L i m i t a t i o n of Expendi tures: 
o 

3 1. D u l l or Deepen: Wi thou t the consent of a l l parties, no w e l l shall he d r i l l e d or deepened, ex -

4 ccpt any we l l d r i l l e d or deepened pursuant to the provis ions of A r t i c l e V L B . 2 . of this Agreement , it heme 

5 understood that the consent to the d r i l l i n g or deepening shal l inc lude: 

6 

7 ~2 Opt ion No. 1 : A l l necessary expenditures for the d r i l l i n g or deepening, testing, complet ing and 

3 equipping of the w e l l , inc luding necessary tankage and or surface fac i l i t ies . 

9 

10 X] Opt ion No. 2: A l l necessary expenditures for the d r i l l i n g or deepening and testing of the w e l l . W h e n 

11 such we l l has reached its authorized depth, and al l tests have been completed. Operator shal l give i m -

12 mediate notice to the Non-Operators who have the r ight to par t ic ipa te in the comple t ion costs. The part ies 

13 receiving such notice shall have f o r t y - e i g h t (43) hours (exc lus ive of Saturday. Sunday and legai h o l i -

14 day:;) in w h i c h to elect to part icipate in the setting of casing and the comple t ion a t tempt . Such elect ion. 

15 when made, shall include consent to a l l necessary expendi tures for the comple t ing and equ ipp ing of such 

16 w e l l , i n c lud ing necessary tankage and or surface fac i l i t i es . Fa i lu re of any par ty receiv ing such notice 

17 to reply w i t h i n the period above f i xed shall const i tute an elect ion by that par ty not to par t ic ipa te in 

18 the cost of the complet ion at tempt. I f one or more, but less than a l l of the parties, elect to set pipe and 

19 to a t tempt a complet ion, the provisions of Ar t i c l e V L B . 2 . hereof ( the phrase " r e w o r k i n g , deepening or 

20 p lugging back" as contained in A r t i c l e V L B . 2 . shall be deemed to include ••completing") shall apply to 

21 the operations thereaf ter conducted by less than a l l parties. 

22 

23 2. Rework or Plug Back: W i t h o u t the consent of a l l parties, no w e l l shal l be r eworked or p lugged 

24 back except a w e l l r eworked or plugged back pursuant to the provisions of A r t i c l e V L B . 2 . of this agree-

25 ment, i t being understood that the consent to the r e w o r k i n g or p lugg ing back of a w e l l shall inc lude 

26 consent to a l l necessary expenditures m conducting such operat ions and comple t ing and equ ipp ing of 

27 said w e l l , i n c l u d i n g necessary tankage and or surface fac i l i t ies . 

28 

29 3. Other Operat ions: Operator shall not under take any single projec t reasonably estimated to requi re 

30 an expend i tu re in excess of F i f t e e n t h o u s a n d Dol lars (S 1 Fl , 0 ( 1 0 . 0 0 ) 

31 except in connection w i t h a we l l , the d r i l l i n g , r e w o r k i n g , deepening, comple t ing , recomplet ing, or p i u g -

32 ging back of wh ich has been previously authorized by or pursuant to this agreement: provided, h o w -

33 over. that, in case of explosion, f i r e , f l ood or other sudden emergency, whether of the same or d i f f e r e n t 

34 nature. Operator may take such steps and incur such expenses as in its op in ion arc required to deal w i t h 

35 the emergency to safeguard l i f e and proper ty but Operator , as p r o m p t l y as possible, shall report the err.er-

36 gency to the other parties/. I f Operator prepares • •Author i ty for Expendi tures" for its own use. 

37 Operator, upon request, shall f u rn i sh copies oi its " A u t h o r i t y for Expendi tu res" for anv single pro jec t 

38 costing in excess of Fifteen thousand imitars fsl 5 ,000.00 y 
39 

40 E. Royalt ies. O v e r r i d i n g Royalties and Other Payments : 

41 

42 Each par ty shall pay or deliver, or cause to be paid or de l ivered , a i l royalt ies to the extent of 

43 o n e - e i Q h t h ( 1 / 8 ) due on its share of p roduc t ion and shall hold the other parties f ree 

44 f r o m any l i a b i l i t y theretor. I f the interest ot any par ty in any o i l and gas iease covered by this agree-

45 merit is subject to any roya l ty , o v e r r i d i n g royal ty , p roduc t ion payment , or outer charge over and above 

46 the aforesaid roya l ty , such par ty shall assume and alone bear a l l such obligat ions and shall account 

47 for or cause to be accounted for. such interest to the owners thereof. 

48 

49 No par ty shall ever be responsible, on any price basis h igher than the price received by such p a r t y . 

50 to any other par ty ' s lessor or roya l ty owner : and i f any such other par ty ' s lessor or roya l t y o w n e r should 

51 demand and receive settlements on a higher price basis, the pa r ty c o n t r i b u t i n g such lease shal l bear the 

52 roya l ty burden insofar as such higher price is concerned. 

53 

54 F. Rentals. S l i u t - i u Wel l Payments ami M i n i m u m Royal t ies : 

55 

56 Rentals, shu t - i n w e l l payments and m i n i m u m royal t ies w h i c h may be requi red under the terms of 

57 any lease shal l be paid by the par ty or parties who subjected such lease to this agreement at its or t he i r 

53 expense. In the event two or more parties own and have c o n t r i b u t e d interests in the same lease to this 

59 agreement, such parties may designate one of such parties to make said payments for and on behalf of a l l 

60 such parties. A n y par ty mav request, and shall be en t i t l ed to receive, proper evidence of a l l such, c a v -

61 merits. In 'he event of f a i lu re to make proper payment of anv renta l , s h u t - m wel l pavment or m i n i m u m 

62 royal ty th rough mistake or oversight where such payment is requi red to continue the lease in force 

63 any loss wh ich results i r o m such non-payment shall he borne in accordance w i t h tho p iovis ions ot A r t i c l e 

64 IV.15.2. 

65 

66 Operator shall i . o l i l v Non-Operator ol the ant ic ipa ted comple t ion ol a s h u l - m gas w e l l , or the- sb.ut-

67 l ing in or r e tu rn lo product ion ol a p r n m i r m g gas w o i l . at least l i ve (5 ) davs (exc lud ing Sa turday . S a n -

lit! dav and ho l idays) , or at the earlieM oppor tun i ty pe rmi t t ed bv cu cumslances. pr ior to t;, k i n g sucn ac t ion 

69 but a-siimes no l i a b i l i t y for t .u lu ie to do so In the event m f a i l u r e bv Operator 'o so n o t i l v X o n -

Operator. :::e loss ol anv lease com i i b i l led hereto by X on-( ipe, a t or tor l a i i u i e to make t i m e l y payments 
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1 nt' anv .shut-in wel l pavment shall be borne j o i n t l y by the parties hereto under the provisions of A r t i c l e 

2 IV. 13. a. 

;s 
4 O. Taxes: 

a 

ti Beginninu w i t h the f i r s t calendar year a l te r the el feet ive date hereof. Operator shall render fo r ad 

7 va lorem taxat ion a l l property subject to this agreement w h i c h by law should be rendered for such 

8 taxes, and it shall pay al l such taxes assessed thereon before they become del inquent . Pr ior to the r en -

9 d i t ion date, each Non-Opera tor shall f u r n i s h Operator i n f o r m a t i o n as LO burdens I to include, but not be 

10 l i m ted to. royalt ies, ove r r id ing royalt ies and produc t ion payments) on leases and o i l and gas interests con-

11 t r i b u t c d by such Non-Operaton. I f the assessed va lua t ion of any leasehold estate is reduced by reason of its 

12 being subject to outs tanding excess royalt ies, o v e r r i d i n g royalt ies or product ion payments, the reduct ion in 

13 ad va lorem taxes resul t ing t h e r e f r o m shall inure to the benef i t of the owner or owners of such leasehold 

14 estate, and Operator shall adjust the charge to such owner or owners so as tb ref lect the benef i t of such 

15 reduction. Operator shall b i l l other parties for their p ropor t iona te share of a l l tax payments in the m a n -
l l n c r P'' o v l d^ d 111 E x h i b i t " c " see Art icle XV.D. for additional provisions 

18 I f Operator considers any tax assessment improper . Operator may. at its discret ion, protest w i t h i n 

19 the t ime and manner prescribed by law. and prosecute the protest to a f i n a i de te rmina t ion , unless a l l 

20 parties agree to abandon the protest p r io r to f i n a l de t e rmina t ion . D u r i n g the pendency of admin i s t r a t i ve 

21 or j ud ic i a l proceedings. Operator may elect to pay, under protest, a l l such taxes and any interest and 

22 penalty. When any such protested assessment shall have been f i n a l l y de te rmined . Operator shall pay 

23 the tax for the j o i n t account, together w i t h any interest and penal ty accrued, and the total cost shaii then 

24 be assessed against the parties, and be paid by them, as p rov ided in E x h i b i t "C" . 

25 

26 Each par ty shal l pay or cause to be paid al l p roduc t ion , severance, ga ther ing and other taxes i m -

27 posed upon or w i t h respect to the product ion or hand l ing of such party 's share of o i l and or gas p ro -

28 duced under the terms of this agreement. 

29 

30 H. Insurance: 

31 

32 A t al l times w h i l e operations are conducted hereunder. Operator shall compiv w i t h the Workmen ' s 

33 Compensation Law of the State where the operations are being conducted: provided, however, that O p -

34 erator may be a se l f - insurer for l i a b i l i t y under said compensation laws m wh ich event the only charge 

35 that, shall be made to the j o i n t account shail be an amount equiva lent to the p i e m m m which w o u l d have 

36 been paid had such insurance been obtained. Opera tor shail also car ry or provide insurance for the 

37 benefi t of the j o i n t account of the parties as ou t l ined in E x h i b i t "D". at tached to and made a part hereof. 

38 Operator shall require a i l contractors engaged in w o r k on or for the Contract Area to compiv with, the 

39 Workmen 's Compensation L a w of the State where the operations are being conducted and to ma in t a in 

40 such other insurance as Operator may require. 

41 

42 In the event A u t o m o b i l e Public L i a b i l i t y Insurance is specitied in said E x h i b i t " D " . or subsequentlv 

43 receives the approva l of the parties, no direct charge shail he ma tie by Operator for premiums paid for 

44 such insurance for Operator 's f u l l y owned au tomot ive equ ipment 

45 

46 A R T I C L E V I I I . 

47 A C Q U I S I T I O N . . M A I N T E N A N C E OR T R A N S F E R OF I N T E R E S T 

48 

49 A. Surrender of Leases: 

50 

51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area , sha l l 

52 not be surrendered in whole or in part unless a l l parties consent thereto. 

53 

54 However , should any pa r ty desire to surrender its interest i n any lease or in any por t ion thereof, and 

55 other parties do not agree or consent thereto, the p a r t y desi r ing to surrender shall assign, w i t h o u t express 

56 or impl i ed w a r r a n t y of t i t le , a l l of its interest in such lease, or por t ion thereoi . and any we i l , ma t e r i a l and 

57 equipment wh ich may be located thereon and any r igh t s in p roduc t ion thereaf te r secured, to the par t ies 

58 not desir ing to surrender i t . I f the interest of the assigning parts- includes an oi i and gas interest, the as-

59 signing par ty shall execute and del iver to the par ty or parties not desir ing to surrender an oi l and 'as 

tiO lease- cover ing such o i l ami gas interest for a te rm of one year and so long thereat ter as u i l and or "as 

t i l is produced f r o m the land covered thereby, such lease to be on tho l o r m attached hereto as E x h i b i t - B " 

62 Upon such assignment, the assigning pa i t y shall be re l ieved I rom al l obl igat ions thereat ter accru ing 

68 but not ihe re io io re accrued, w i t h respect to the acreage assigned and the operation ol anv w e l l thereon 

64 ami the assigning pai tv shall have no f u r t h e r interest in the lease assigned and its equ ipment and p ro -

65 duction oi l ie r than the royalties retained in any lease made under the tei ms of this Ar t i c l e . The parties 

66 assignee shall pay fo the par ty assignor the i easomdjlc salvage value u l the tai lor 's interest in any w ells 
, i T equipment on the assigned acreage. Tin- value of a l l m a t e i i a l shall be determined in accordance 

''8 "- ith the provisions o! Exhib i t - C". less the estimated cost ot sa lvaging ami the estimated cost of o l u y -

69 ging .md abandoning. If the assignment is m I . I V O I oi more than one part v. the assigned inteu-st snai l 
70 
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1 be -oared by the parties assignee in the proport ions that the interest ol eaeh hears to the interest of a l l 

2 partles assmr.ee. •» 
4 Anv assignment or surrender made under this p rov i s ion shall not reduce or change the assignors or 

a su r i endermg parties' interest, as it was immedia te ly before the assignment, in the balance of the Contrac t 

<5 A r c n : ana the acreage assigned or surrendered, and subsequent operations thereon, shall not thcrea l te r 

7 be subject to the terms and provisions of this agreement. 

3 

9 B. Renewal er Extension of Leases: 

10 

11 I f any par ty secures a renewal of any oi l and gas lease subject to this Agreement , a l l other part ies 

12 shall be no t i f i ed p rompt ly , and shall have the r igh t for a per iod of t h i r t y (150) days f o l l o w i n g receipt 

13 oi" such notice m which to elect to part icipate in the ownersh ip of the renewal iease. insofar as such 

14 leaso affects lands w i t h i n the Contract Area, by pay ing to the pa r ty who acquired i t the i r several proper 

15 proport ionate shares of the acquisit ion cost allocated to that par t of such lease w i t h i n the Contract Area , 

16 whieh shall be in propor t ion to the interests held at that t ime by the parties in the Contract Area. 

17 

18 I f some, hut less than a l l . of the parties elect to par t ic ipate in the purchase of a renewal lease, i t 

19 shall be owned by the parties who elect to par t ic ipate therein, in a rat io based upon the re la t ionship of 

20 their respective percentage of par t ic ipa t ion in the Contract Area to the aggregate of the percentages 

21 of par t ic ipa t ion in the Contract Area of a l l parties pa r t i c ipa t i ng m the purchase of such renewal iease. 

22 Any renewal lease in wh ich less than a l l parties elect to par t ic ipate shall not be subject to this agreement. 

23 

24 Each par ty who participates in the purchase of a renewal lease shall be given an assignment of its 

25 proport ionate interest therein by the acqui r ing par ty . 

26 

27 The provisions of this Ar t i c l e shall apply to renewal leases whether they are for the ent i re interest 

23 covered by the e x p i r i n g lease or cover only a por t ion of its area or an interest therein. A n y renewal lease 

29 taken before the exp i ra t ion of its predecessor lease, or taken or contracted for w i t h i n six I 6) months a l t e r 

30 the exp i ra t ion of the exist ing lease shall be subject to this p rov i s ion : but any lease taken or contracted 

31 for more than six (6) months a f t e r the expi ra t ion of an exis t ing lease shall not be deemed a renewal 

32 lease and shal l not be subject to the provisions of this agreement. 

33 

34 The provisions in this Ar t i c l e shall apply also and in l ike manner to extensions of o i l ami gas 

35 leases. S e e Ar*"ti c l e XV . E f o r additional provisions. 
36 

37 C. Acreage or Cash Cont r ibut ions : 

33 

39 While this agreement is in force, i f any par ty contracts for a con t r ibu t ion ot cash toward the m a i l i n g 

40 of a w e l l or any other operation on the Contract Area , such con t r ibu t ion shall be paid to tho party w n o 

41 conducted the d r i l l i n g or other operation and shall be appl ied by it against the cost of such d r i l l i n g or 

42 other operation. I f the cont r ibu t ion be in the f o r m of acreage, the par ty to wnom the con t r ibu t ion is 

43 made shall p r o m p t l y tender an assignment of the acreage, w i t h o u t w a r r a n t y ot t i t le , to the D i a l i n g 

44 Parties in the proport ions said D r i l l i n g Parties shared the cost ot d r i l l i n g the we l l . If all parties hereto 

45 are D r i l l i n g Parties and accept such fender, such acreage shall become a part of the Contract Area and 

46 be governed by the provisions of this agreement. I f less than al l parties hereto arc D r i l l i n g Parties „ n d 

47 accept such tender, such acreage shall not become a part of the Contract Area. Each par ty shail prorr .p t -

48 ly n o t i f y a l l other parties of a l l acreage or money con t r ibu t ions i t may obtain in support of any w e l l or 

49 any other operat ion on the Contract Area. 

50 

51 I f any pa r ty contracts for any consideration re la t ing to disposi t ion of such party 's share of substances 

52 produced hereunder, such consideration shall not be deemed a con t r ibu t ion as contemplated in this 

53 Ar t i c l e V I I I . C . 

54 

55 I ) . Subsequently Created Interest: 

56 

57 No twi th s t and ing the provisions of A r t i c l e V I I I . E . and V I I I . C i f any par ty hereto shall, subsequent 

53 tn execution ol this agreement, create an ove r r id ing roya l t y , product ion payment, or net proceeds i n t e r -

59 est. winch such mterests arc herematter referred to as -subsequent ly created interest", such subsequently 

60 created interest shall be specif ical ly made subject to al l of the terms and provisions of tins agreement, as 

61 fo l lows: 

62 

68 1. i f non-consent operations are conducted pursuant to any provis ion ol this agreement, and the 

64 part '/ conduct ing sucn operations becomes ent i t led to receive the product ion a t t r ibu tab le to the interest 

65 out ot wh ich the subsequently created interest is der ived, such par te shall receive same free ana clear 

•>•» " I such subsequently created inteiest. The par ly crea t ing same shal l bear and pay al l such subsequently 

67 e. ea ed mterests and shall indemni ty and hold the other parties hereto l i c e and harmless f r o m any a m i 

63 all l i a b i l i t y i n su l t i ng tbe re l rom. . - . " „. 

69 

70 
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1 2. If t!u' owner in the interest t r am '.vhich tho subsequent Iv created interest is der ived (1) fal ls to 

2 pay. 'Alien due. its share nt expenses chargeable hereunder, or (2 ) elects lo abandon a wel l under p r o ­

ll visions, ot .Article VI .E . hereot. or (15) eiecls to surrender a tease under provisions o| .Article V I I I . A . 

4 hereot. the subsequently created interest shall be chargeable w i t h the pro rata por t ion of all expenses 

•") hereunder m the same manner as if such interest were a w o r k i n g interest. For purposes of col lec t ing 

ii Mich chargeable expenses, the par ly or parties who iccc ive assignments as a result of (2) or {',',) above 

7 snal. have the right to enforce al l provisions of A r t i c l e V I I B. hereot against such subsequently created 

8 interest, 
n. 

10 E. Maintenance of U n i f o r m Interest : 

11 

12 For the purpose of ma in ta in ing u n i f o r m i t y of ownersh ip m the o i l and gas leasehold interests 

13 covered by this agreement, and no twi ths tand ing any other provisions to the cont rary , no par tv shal l 

14 sell, encumber, transter or make other disposition of its interest m the ieases embraced w i t h i n the C o n -

15 tract Area and in wells, equipment and product ion unless such disposit ion covers ei ther: 

16 

1" 1- t n o ent i re interest of the par ty in a l l leases and equipment and p roduc t ion : oi­

ls 

19 2. an equal und iv ided interest in a l l leases and equipment and product ion m the Contrac: Area . 
20 

21 Every such sale, encumbrance, t ransfer or other disposi t ion mane by anv par ty shall be made e x -

22 pressly subject to this agreement, and shall be made w i t h o u t pre judice to the r ight of the other parties. 
23 

24 I f , at any t ime the interest of any par ty is d iv ided among and owned by four or more co-owners . 

25 Operator, at i ts discretion, may requi re such co-owners to appoint a single trustee or agent w i t h f u l l 

26 au thor i ty to receive notices, approve expenditures, receive b i l l ings fo r and approve and pay such par ty ' s 

27 share of the j o i n t expenses, and to deal generally w i t h , and w i t h power to bind, the co-owners of such 

28 party 's interests w i t h i n the scope of the operations embraced in this agreement: however, a l l such 

29 co-ewners shal l have the r igh t to enter into and execute t i l l contracts or agreements for the disposi t ion 

30 of the i r respective shares of the oi l and gas produced f r o m tbe Contract Area and they shall have the 

31 r ight to receive, separately, payment of the sale proceeds hereot. 

32 

33 F. Waiver of Right to Pa r t i t i on : 

34 

35 I f pe rmi t t ed by the laws of the state or states in which, tho proper ty covered herebv is located, each 

36 par ty hereto o w n i n g an undiv ided interest in the Contract Area waives anv and a l l r ights i t may have 

37 to pa r t i t i on and have set aside to i l m severalty its und iv ided inlet est there in . 

33 

39 - f i r i ' l ' i I e I'C Hi ini t i i g i i l to Pi l l I'iliimd 

40 

41 - ^ - f t i e n m i m e o . r i r u ,, ;,, . j l m p,,;", ,,; ,1 „_ . . ; .- .—..„ • ... y-. . ; - • 

42 intCM'esio^rt^Johe Contract Area, it shall p rompt ly give w r i t t e n notice to tne otner parties, w i t h t i i i4<hTor-

43 ma l ion concernlll^\^>i^m>^rol)f).se^i sale, wh ich shall . 'it-hide the name ami audioes ot t ' • j>^os ipec t ive a u r -

44 chaser ( w h o must be roa<j\\>*aJiin g and abie to purchase) , '.he nm chase m > — r d a i l other terms of 

45 the o f fe r . Tho other parties -haii l ^ ^ r a r a ' an opt ional n tm! r a ^ i ^ g ,. penoe, of ten (10) davs a l t e r 

46 receipt of the notice, to purchase on the .Minie>-«vn-' a i i jd^ -<af r t :o i i s tiie i site: est wnich the othci c a r t v 

47 proposes to sel l : and. if this opt ional r igh t r - ' ^ ^ r l e ' ^ purchasing parties shail share the o u r -

48 chased interest in the proport ions t l ia j—Mtffmtei 'es t ol each b e a T > < « , h o total interest of a l l purchasing 

49 parties. However , there shaj.LA>e-no preferen t ia l r ight to purchase in t h u . * r > M ^ : v ' n . ( M c any par tv wishes 

50 to mortgage its httjy.-*<ts. or to dispose of its interests by merger, r e o r g a n u a l a m / i a t ^ ^ ^ d a t i o n or sale 

51 of a tMj i r^+bSUut t i a l ly al l of its assets to a subsidiary or parent company or to a sLibsidiar5T~o>^_4m:-ent 

5 2 cffTfi ;«•>».•»•——: I'I ni iji i nm na ny in—whu'n ami" m . " i v i r i v wi —n •.. m i . : — i an... . 

53 

54 A R T I C L E I X . 

55 I N T E R N A L R E V E N U E CODE E L E C T I O N 

56 

57 This agreement is not intended to create, and shall not be construed to create, a re la t ionship of n a r t -

58 n ers h ip or an association for p ro f i t between oi among the parties hereto. N o t w i t h s t a n d i n g anv o ro -

59 visions herein that the r ights and l iab i l i t ies hereunder are several and not jo in t or col lect ive, or titat this 

60 agreement and operations hereunder shall not const i tute a par tnoi ship. i ! . tor Federal income tax c u r -

61 poses, this agreement and the operations hereunder are regarded as a par tnership, each par tv hereby 

62 a I fee ted elects lo be excluded i rom the appl icat ion of a l l ot the provisions of Subcnanter " K " . Chanter 

68 1. Subt i t le " A " , ot the Internal Revenue Code of '.954. as pe rmi t t ed and authorized by Section 761 of 

64 the Code ami the regulations promulgated thereunder O p c i a l o r is authorized .md duected to execute on 

65 behalf ol each p .u ty hereby aitecte'.l such evidence o| this e ject ion as mav lie required bv the Secretary 

66 ol tae Treasury ol the Uni ted Slates or the- Federal In te rna l [mvenue Service, inc lud ing speci f ica l ly but 

67 not bv way ot l im i t a t i on , all ol the n ' t m n s . statements d ' l i e data required by Federal R v u i u -

68 Hons 1.761. Should theie be any leq iurement that eacn parts hereby af fec ted give tur ther evidence of 

69 this elei t io t i . each sucn par tv shall execute -uci i documents ,,nd burnish sucn other evidence as mav be 

70 l eq i i i r eu bv the Fedetal In te rna l Revenue Sei vice or as may be necessary to evidence this election No 
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1 such par ty shall give any notices or take anv other action inconsistent w i t h the election made hereby. 

2 I f any present or f u tu r e income tax laws of the state or states m wh ich the Contract Area is located or 

:! anv fu tu r e income tax laws of the Uni ted States contain provisions s imi l a r to those in Subchapter " K " . 

4 Chapter I . Subt i t l e " A " , of the In te rna l Revenue Code of 1954. under wh ich an election s imi lar to tha t 

5 provided bv Section Tfi l of the Code is permi t ted , each parts- hereby af fec ted shall make such election as 

ti may he permi t ted or required by such laws. In m a k i n g the fo rego ing election, each such pa r ly states tha t 

7 the income der ived by such par tv f r o m Operations hereunder can be adequately determined w i thou t the 

ff computat ion of par tnership taxable income. 

9 

10 A R T I C L E X . 

11 . C L A I M S A N D L A W S U I T S 

12 

13 Operator may settle any single damage c la im or suit a r i s ing f r o m operations hereunder i f the ex -

14 pendi ture does nol exceed _ £ n i i e _ . t . h n i t ^ a n r l Do l l a r s 

la (S 4 , n n n . n O ) and i f the payment is in complete set t lement of such c l a im or suit . I f the amount 

IG required fo r settlement exceeds the above amount, the parties hereto shail assume and take over the 

17 f u r t h e r handl ing of the c la im or suit, unless such a u t h o r i t y is delegated to Operator . A l l costs and e x -

13 pense of hand l ing , set t l ing, or otherwise discharging such c l a i m or suit shall be at the jo in t expense 

19 of the parties. I f a c la im is made against anv par ty or if anv par ty is sued on account of any mat t e r 

20 ar is ing f r o m operations hereunder over which such i n d i v i d u a l has no cont ro l because of the r ights g iven 

21 Operator by this agreement, the pa r ty shall immedia te ly n o t i f y Operator , and the c l a im or suit shal l 

22 be treated as any other c la im or suit i n v o l v i n g operations hereunder. 
23 
2 4 A R T I C L E X I . 

25 FORCE .MAJEURE 
26 

2" I f any par ty is rendered unable, w h o l l y or in part , by force ma jeu re to ca r ry out its obl igat ions 

28. under this agreement, other than the obl igat ion to make money payments, that par ty shall give to a l l 

29 other parties p rompt w r i t t e n notice of the force majeure w i t h reasonably f u l l par t iculars concerning t t : 

30 thereupon, the obligations of the par ty g iv ing the notice, so fa r as they are a f fec ted by the force ma jeure . 

31 shall be suspended dur ing , but no longer than, the cont inuance of the force majeure . The affected p a r t y 

32 shall use a l l reasonable dil igence to remove the force ma jeu re s i tua t ion as q u i c k l y as practicable. 
33 

34 The requi rement that any force majeure shall be remedied w i t h a l l reasonable dispatch shall not 

35 require the sett lement of strikes, lockouts, or other labor d i f f i c u l t y by the par ty invo lved , cont rary to its 

36 wishes: how a l l such d i f f i c u l t i e s shall be handled shail be en t i r e ly w i t h i n the discret ion of the pa r ty 

37 concerned. 

38 

39 The t e rm "force majeure" , as here employed, shal l mean an act of God. s t r ike , lockout, or o ther 

40 indus t r i a l disturbance, act of the public enemy, war . blockade, publ ic r iot , l i gh tn ing , f i r e , s torm, f l ood . 

41 explosion, governmenta l action, governmental delay, res t ra int or inact ion, unava i l ab i l i t y of equipment . 

42 and any other cause, whether of the k ind specif ical ly enumerated above or otherwise, which is not 

43 reasonably w i t h i n the control of the par ty c l a i m i n g suspension. 

44 

45 A R T I C L E N I L 

46 NOTICES 

47 

48 A l l notices authorized or required between the parties, and required by any of the provisions of 

49 this agreement, unless otherwise specif ical ly provided , shall be given in w r i t i n g by Un i t ed States m a i l 

50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the par tv to 

51 w h o m the notice is given at the addresses listed on E x h i b i t " A " . The o r ig ina t i ng notice given under any 

52 provision hereof shall be deemed given only when received by the pa r ty to w h o m such notice is d i rec ted . 

53 and the t ime fo r such par ty to give any notice m response thereto shall run f r o m the date the o r i g i n a t -

54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 

55 the Uni ted States m a i l or w i t h the Western Union Telegraph Company, w i t h postage or charges prepa id . 

56 or when sent by teletype. Each parts- shail have the r igh t to change its address at any t ime, and f r o m 

57 t ime to t ime, by g i v i ng w r i t t e n notice hereof to t i l l o ther parties. 

58 
59 A R T I C L E X I I I . 

60 T E R M OF AC.REI- M E N T 

61 

62 This agreement shall remain in l u l l loice and et iect as to the o i l and gas leases and or o i l and gas i n -

63 terests subjected hereto for the period ot t ime selected below: provided , however, no par tv hereto shal l 

64 ever be construed as having any r igh t , t i t le m mte i est m or to anv lease, or o i l and gas interest c o n -

65 t r ibu ted by anv other par ty beyond the term of this agreement. 

66 

67 ; _: Opt ion No, I : So long as anv of Ihe oil and gas leases subiect to this agreement remain or are c u n -

68 t inned in force as to anv p a i l of the Lui i t rac t Aiea . whether by product ion , extension, renewal or oth.er-

69 wise, and or so long as o i l and/or gas product ion continues i r o i u anv lease or oi l and gas interest. 

70 
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1 X Option No. 2: In tho ovent tho we l l described in A r t i c l e V I . A . , or ; iny subsequent wel l d r i l l e d 

2 tinder any provision ot this agreement, results in product ion of o i l and or gas in paying quanti t ies, this 

if agreement shall continue in lorce so long as anv such wel l or wells produce, or are capable of prouue-

4 tion. ana for an addit ional period ot I 20 davs f r o m cessation ol al l p roduct ion: provided, however, 

5 if . pr ior to the expi ra t ion of such addi t ional period, one or more of the parties hereto are engaged in 

0 d r i l l i n g or r e w o r k i n g a wel l or wells hereunder, this agreement shall continue in force u n t i l sucn op-

7 orations have been completed and if product ion results t h e r e f r o m , this agreement shall continue in 

3 force as provided herein. In the ovent the wel l described in A r t i c l e V I . A . , or any subsequent w e l l 

9 d r i l l ed hereunder, results in a d ry hole, and no other w e l l is producing, or capable of producing o i l 

10 and or gas f r o m the Contract Area, this agreement shall t e rmina te unless d r i l l i n g or r e w o r k i n g opcra -

11 tions are commenced w i t h i n 5 ^ days f r o m the date of abandonment of said w e l l . 

12 

13 I t is agreed, however, that the t e rmina t ion of this agreement shall not relieve any par ty hereto f r o m 

14 any l i a b i l i t y wh ich has accrued or attached prior to the date of such te rmina t ion . 
15 

16 A R T I C L E X I V . 

1 7 C O M P L I A N C E W I T H L A W S A N D R E G U L A T I O N S 

IB 

19 A . Laws. Regulations and Orders: 

20 
2 1 This agreement shall be subject to the conservation laws of the stale in which the commuted 

22 acreage is located, to the va l id rules, regulations, and orders of any d u l y consti tuted regula tory body of 

23 said state: and to a l l other applicable federal , state, and local laws, ordinances, rules, regulations, and 

24 orders. 

25 

26 B. Govern ing L a w : 

27 

23 T n p essential va l id i t y of this agreement and a l l matters per ta in ing thereto, inc luding, but not l i m -

29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and m -

30 terprc ta t ion or construct ion, shall be governed and determined bv the law ot the state in wh ich the 

31 Contract Area is located. I f the Contract Area is m t w o or more states, the law ol the state where most 

32 of the land in the Contract Area is located shall govern. 

38 

34 A R T I C L E X V . 

35 OTHER P R O V I S I O N S 

36 

3 7 A. Sale of Gas Production: 
38 
3 9 I t is recognized by the parties hereto that in addition to each party's share 
4 0 of working interest production as shown in Exhibit "A", sucn party shall have the 
4 1 right, subject to existing contracts, to market the royalty gas attributable to 
4 2 each lease which i t contributes to the Contract Area ana to receive payments due 
4 3 for such royalty gas produced from or allocated to sucn lease or leases. I t is 
4 4 agreed that, regardless of whether each party markets or contracts for i t s share 
4 5 of gas, including the royalty gas under the leases whicn i t contributed to the 
4(J Contract Area, such party agrees to pay or cause to be paid to tne royalty owners 
4 7 under its lease or leases the proceeds attributable to their respective royalty 
48 interest and to hold a l l other parties hereto harmless for its failure to do so. 
49 

50 B. Billing Additional Interests: 
51 

52 Notwithstanding the provisions of this agreement and of the accounting procedure 
53 attached as Exhibit "C", the Parties to this agreement specifically agree that in 
54 no event during the term of this contract shall Operator be required to make more 
55 than one b i l l i n g for the entire interest credited to each Party on Exhibit "A". I t 
56 is further agreed that i f any Party to this agreement (hereinafter referred to as 
57 "Selling Party') disposes of part of the interest credited to i t on Exhibit "A", the 
53 Selling Party shall be solely responsible for b i l l i n g its assignee or assignees, 
59 and shall remain primarily liable to the other parties for the interest or interests 
,jo assigned and shall make prompt payment to Operator for the entire amount of state-
in ments and b i l l i n g rendered to i t . I t is further understood and agreed that i f Selli 
6 2 Party disposes of a l l i t s interest as set out on Exhibit "A", whether to one or 

several assignees, Operator shall continue to issue statements and billings to the 
U4 Selling Party for the interest conveyed until such time as Selling Party has 
,.- designated and qualified one assignee to receive the b i l l i n g for the entire 
,j G interest. In order to qualify one assignee to receive the b i l l i n g for the entire 

interest credited to Selling Party on Exhibit "A", Selling Party snail furnisn 
to Operator the following: 

69 

70 
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1. W r i t t e n notice of the conveyance and p h o t o s t a t i c or cer­
t i f i e d copies of the assignments by which the t r a n s f e r was made. 

2. The name of the assignee to be b i l l e d and a w r i t t e n s t a t e ­
ment signed by the assignee to be b i l l e d i n which i t consents to 
receive statements and b i l l i n g s f o r the e n t i r e i n t e r e s t c r e d i t e d to 
S e l l i n g Party on E x h i b i t "A" hereof; and, f u r t h e r , consents to handle 
any necessary s u b - b i l l i n g s i n the event i t does not own the e n t i r e 
i n t e r e s t c r e d i t e d to S e l l i n g Party on E x h i b i t "A". 

C. Disbursement of 'Royalties: 

I I : a purchaser of any o i l , gas or other hydrocarbons produced from 
the Contract Area declines to make disbursements of a l l r o y a l t i e s , 
o v e r r i d i n g r o y a l t i e s , working i n t e r e s t s , and other payments out of , or 
wi t h respect t o , production revenues which are payable on the Contract 
Area, Operator may, at i t s o p t i o n , from time to time, make disburse­
ments on behalf of any Non-Operator who requests i n w r i t i n g t h a t 
Operator do so. Each Non-Operator f o r whom such disbursement is made 
s h a l l f u r n i s h Operator wit h the f o l l o w i n g : 

1. Such documents as may be necessary i n the opinion of Operator 
to enable Operator to receive a l l payments f o r o i l , gas or other 
hydrocarbons d i r e c t l y from the purchaser thereof. 

2. An i n i t i a l l i s t of names, addresses, and i n t e r e s t ( t o a seven 
place decimal), on a t r a c t , u n i t , purchase c o n t r a c t , or other such 
basis as, i n the opinion of Operator, i s necessary f o r e f f i c i e n t admi­
n i s t r a t i o n , f o r a l l r o y a l t y , o v e r r i d i n g r o y a l t y and other i n t e r e s t 
owners who are e n t i t l e d to proceeds from the sale of production 
a t t r i b u t a b l e to such Non-Operator's i n t e r e s t . Also, any changes to 
the i n i t i a l l i s t s h a l l be furnished promptly to Operator i n w r i t i n g . 

Operator w i l l use i t s best e f f o r t s to make dusbursements 
c o r r e c t l y , but w i l l be l i a b l e f o r i n c o r r e c t disbursement only i n the 
event of gross negligence or w i l l f u l misconduct. ^ny Non-Operator f o r 
whom such disbursements are made hereby agrees to indemnify and hold 
harmless Operator f o r any loss, i n c l u d i n g c o u r t costs and attorney's 
fees, which may be incurred as a r e s u l t of Operator's making such d i s ­
bursements i n the manner prescribed by Non-Operator. 

D. A r t i c l e VII.G., A d d i t i o n : 

I f the Operator i s required hereunder to pay ad valorem taxes 
based i n whole or i n part upon separate va l u a t i o n s of each party's 
working i n t e r e s t , then notwithstanding anything to the cont r a r y 
h e r e i n , charges to the j o i n t account s h a l l be made and paid by the 
p a r t i e s hereto i n accordance with the percentage of tax value 
generaged by each party's working i n t e r e s t . 

E. A r t i c l e V I I I . 3 . , A d d i t i o n : 

Notwithstanding anything to the cont r a r y contained h e r e i n , each 
party committing a lease or leases to t h i s agreement s h a l l have the 
option, upon the e x p i r a t i o n of each lease to renew or extend such lease 
and tc bear the renewal or extension costs and expenses and thereby 
r e t a i n i t s o r i g i n a l i n t e r e s t and t i t l e i n said lease. By e x e r c i s i n g 
such c p t i o n , the p a r t i e s ' working i n t e r e s t s s h a l l remain unchanged/ 
I f the o r i g i n a l lease owner does not exercise i t s option w i t h i n s i x t y 
(60) days a f t e r the e x p i r a t i o n date of the o r i g i n a l lease, the 
renewal or extension lease w i l l then be subject to the terms of t h i s 
a r t i c l e as w r i t t e n above. I f any working i n t e r e s t owner other than 
the o r i g i n a l lease owner renews or extends the lease, the renewing or 
extending party s h a l l f u r n i s h the o r i g i n a l lease owner an itemized 
statement of the complete renewal or extension costs and expenses of 
such lease. The o r i g i n a l lease owner s h a l l have s i x t y (60) days a f t e r 
the r e c e i p t of such itemized statement to reimburse the renewing or 
extending party i n f u l l . F a i l u r e of the o r i g i n a l lease owner to do so 
s h a l l r e s u l t in the f o r f e i t u r e of i t s op t i o n hereunder. The p r o v i ­
sions hereof s h a l l only apply to leases or po r t i o n s of leases located 
i n the Contract Area. 



F. As between the i n t e r e s t of TXO and FINA, t h i s ^ ^ ^ ^ ^ : o f 
s u b l e t and s u b o r d i n a t e to t h a t C e r t a i n O i l s Gas Lease A c q u i s i t i o n 
a n d 3 n p v « l S o m e n ^ Aareement da ted Oc tobe r 2 2 , 1982, between TXO 
P R 0 D S C ? I 0 1 5 cSS; . I n d APCOT-FINADEL JOINT VENTURE. I n the even t o f a 

on e ween t h i s agreement and the O i l s Gas Lease A c q u i s i t i o n 
c o n L l i c t oec m e n t t h e terms o f the O i l and Gas Lease 
A c q u i s i t i o n I n d Development Agreement s h a l l p r e v a i l . Upon t e r m i n a t i o n 

7 n i l ^ - a s Lease A c q u i s i t i o n and Development Agreement , t h i s 
? ; r ™ n t s h a l l be amended as between TXO and FINA i n the manner p r o ­
v i d e d i n A r t i c l e XXI o f the O i l & Gas Lease A c q u i s i t i o n and 
Development Agreement . 

G A«= between APCOT-FINADEL JOINT VENTURE and any o t h e r p a r t y h e r e t o 
the non-consent p e n a l t i e s s p e c i f i e d i n A r t i c l e V I . 3 . 2 ( a ) s h a l l be 
i nn°-/l nn?- • and the non-consen t p e n a l t i e s s p e c i f i e d i n A r t i c l e 
V I B 2 ( b ) ' s h a l l be 300%/300% as t o a l l w e l l s d r i l l e d to a dep th of _ 
lo ' ,000 f e e t s u b s u r f a c e o r l e s s , and 400%/400% as t o a l l w e l l s d r i v e n 
t o ' a dep th g r e a t e r t han 10,000 f e e t s u b s u r f a c e . 
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1 A R T I C L E X V I . 
2 .MISCELLANEOUS 
8 
4 This agreement shall ho binding upon and shall mure tu the benefit of tho parties hereto and to their 
5 lespeotive heirs, devisees, legal representatives, successors and assigns, 
l i 

7 This instrument may be executed in any number of counterparts, each of which shall be considered 
5 an original for all purposes. 
9 

10 IN WITNESS WHEREOF, this agreement shall be effective as ot day of 
11 19 . 
12 

13 O P E R A T O R 
14 
15 
10 

17 
13 
19 
20 
21 
22 
23 

24 N O N - O P E R A T O R S 

25 

26 

27 

28 
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32 
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35 : 
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37 
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39 

40 

41 

42 
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45 
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48 
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50 

51 

52 
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EXHIBIT "B" 
"roduccnM-TXO Form 111 -Revised 4/79 — , c . M n i d M r n i l r T- i r T -

w,<h foohng cuuse OIL, GAS AND MINERAL LEASE 
THIS AGREEMENT made and entered into i h u i*1 of _ 19_ 

hereinafter a i l ed 'lessor' (whetncr one or morel, whose post ottwre address 

a n d . 

hereinafter called "lesser", whose post otner address is_ 

1. Lessor, in corutderitrion ^ —. Dollars ( I -
in hand paid,receiptot which is nete&v acxnowicuieu.ol tne royalties herein provided andot tneagreements ol the lessee nerein contained, hereoy grants, leases and lets exclusively unto iessee 
for the purpose ot investigating, exploring prospecting, dulling, minint! and operating lor and producing oi i . gas and ail other minerals, inietting gas. watets.otner fluids ait and other caseous 
substances into suDsurtace strata, laying pipe lines, storing oii, building tanjts. power stations, eiectnc transmission lines, telephone lines, and otner structures and things thereon to produce 
save, lane care ot, treat, process, store ano transport said minerals and other products manulactured tneretrom, ana housing ana otherwise caring tor its employees, tne toiiowing cescnoea iand 

. County. Texas. lo-wir. 

Notwithstanding 2ny particular description, it is nevertheless the intention of lessor ro include within this lease, and lessor does hereby lease, not only the Und so described but a iso anv and ail 
other land owned or claimed by iessor in the hereto named surveyor surveys, or in adjoining surveys, and adjoining the nerein descrioed land up to tne boundaries oi me aDuiting ...r-.^owners. 

the leased lands being hereinafter referred to as "said land". For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to comprise 
acres, wnether i . actually comprises more or less. a s l Q n g ^ J f J A i S i n e f f e c t 

2. Subject to the other provisions herein contained, this lease shall remain in force tor* term e* •r*e-» ^ - » m ) i rom this date t called "primary term') . and as ion* there* t ter is on. c n or other 
mineral is produced trom said physical land or land wi th which said land or any part thereof is pooled, or mis iease is maintained hy virrue ot some otner provision nerror 

3. The royalties to be paid by lessee are: (a)onoi l , and on other liquid hydrocarbons saved at the well, one-eighth of that produced and saved from said land, same to be delivered i t rr-e weils or 
to the credit ot lessor tn tne pipe line to which the weils may oe connected wi th lessor s interest in either case bearing its proportion ot anv expenses ror treating ou to maxe n marxeupje as 
crude and lessee having the option, at any time or f rom time to time, to purchase lessor s oil at the well, paying tneretor tne lawful marxer price on rne dateo/ purcnase (or on or <i*e ana 
gravity prevailing for tne field nearesr where such oii is produced; (b) on gas. including casmgnead gas arm all gaseous suDstances, produced rrom sua land and sold.one-eignm of tne amount 
reaiiaed from sucn sale; (cl on gas, inc iudmg casinghead gas and all gaseous subsrances. producer trom said land and used oft said Und bv iessee and noi benefitting lessor, the mar net vnue Jt me 
moutn ot tne weii of one-eightn of the gas so used off said land, \d) on ail other minerals mined and manceteti.one-eigmh. either in kind or value at tne wed or mine, ai iessee seeciion. eicepc 
that on sulphur the toyatty snail be One Dollar (J 1.00) per long ton; and (e) i l at any time wniie mere is a gas well or weds on the saiu Und or iand pooied therewnn \ tor tne purrxises ot this 
clause t.ej the term gas we l l ' shall include weils capable of producing natural gas. condensate, distillate or any gaseous substance and weds classified as gas weiis by anv governmental auir,onrv i 
and such weii or wells are shut-in, this lease snail continue in force tor a period ot either: i i > ninety t^/O) davs trom the date sucn weii or weils are snut-in. i i ) ninery r"U) day* trom tne 
effective date tor inclusion of said land or a portion thereof witnin a unit on wnich is located a snut-in gas weii; {3) the date mis lease ceases to ne maintained bv ihe payment I>I annual .seia* 
rentals; or (4) ninery (90) days trom the date this lease ceases to be otnerwise maintained as provided herein, wmchever is the later dare, and before me expiration of anv smn r r r I««J tesseet-r 
any assignee nereuraer may p jy or render an advance annual royairy equal to me amount ot deiay renrais provided tor mtr>i$ lease for the acreage men neid under mis lease oy (ne car rr making 
such pavment or tender, and if such payment or tender is made, this lease shall continue in force and it shail be considered mat gas isoeing produced trum said land m paying quantities « n m n 
the meaning ot Paragraph Z hereot for one ( i ) year trom the date ot such payment, and in like manner subsequent advance annual tovairv pavments mav De made ot tendered tnis tease snail 
continue in torce arid it wil l be considered that gas is being produced from said iand in paying quantities witnin tne meaning ot said Paragraph - during any annual period * i n . r n i * n rova.rv 
is so paid ot tendct.^d; sucn advance annual rovairy may be paw or tendered in the same manner and to the same depository as provided nerein tor tne pavment or tender ol ueiav r en t j i v m-airy 
accruing to the owners theteot on any production f rom said land during any annual period tor wnich advance annual royalty is paid may be credited against such advance payment 

4. If operations for drilling or mining are not commenced on said land or on iand pooled therewith on or before one ( I ) year from this date, this lease snail terminate as to bom par ites. uniess 

on or before one ( I ) year from said date lessee shall pay or tender to iessor a rental ot _ 

Dollars ( I ) which shall cover the privilege of deferring commencement of such operations for a period of rwelve < 1 2) months In like manner and upon n«.e payment ur 

tenders, annually, the commencement of said operations may be runner deferred tor successive periods ut the same number of months, eacn during tne primary term, r'ayment or tender or 

renral may be made to lessor or to the — . Bank... . „ . . , which bank, or anv 
succrssor rnereuf, shail continue ro oe rne agent tor lessor and iessor s neirs. reprewrntjnvrv successors aiid assigns i l sucn nan* tor anv successor oan« > >nj;i i j t i . liquidate.or oe v-xcreord c*v 
another bank, or tot any reason tan or refuse to accept rental, lessee snail not be heid in default untu fnirrv ( *>0/ days after iess<;r snaii deli.er ro tes see a ro.ura.ioie msrnjment m m n g pruvni<»n 
for another method ot payment or tender. The payment or tender oi renrai mav oe maue by tne«.n ur drattot lessee, ma tied ur delivered to sa.d b^nn or iessor urenner lessor it more tnan nnr.un 
or beiore the rental paving date, and the payment or tender wi l l be deemed maue wnen tne L necu or dran is so deiivered or maueu it iessee snail, on or before any rental or advance i n n u i i 
royalty payment uate, make a oona tide attempt to pay or deposit a tentai or advance innual royalty payment to a lessor ur roya.iy owner entit,ed thereto under this lease attording to icsiee s 
records at me time ot suth payment, and if such payment or deposit snail be erroneous in anv regard, lessee snail be t-oligated to pay to suth lessor ot rovairy owncf the tentai or adv inee annuai 
royairy payment proper JV payable lor tne period involved, but this lease snail be maintained m me same manner as if sucn erroneous pivmcni ur deposit had been proper iv made, provided thai 
l c s s c c shall corret r such erroneous pavment wnbm thirry i SO) days following receipt by lessee of written nome irum sutn lessor or luyairy owner ^f rne error accompanied oy any iiocumrni» 
and other evidence necessary to enaoie lessee to maice proper payment 

*> Lessee is hereby given the power and right, as to all or any patt ot said land and as to anv one or more ot the formations thereunder and the minerals therein or produced therefrom, at its 
option and wnncut lessor s joinder or turtner consent, cu at anv time, and trom tune to time, ei i net De tote or alter production, puui ano unit ne me ieasenoid estate and the icsot s rovairy estate 
created by mis ieise witn the rignts of third parries, it anv. in ail or anv p*n of said una and » n n anv otner iand. lands, teases, mineral and rovairy r ignis.or anyuf mem ao;ai,eni. adjoining.or 
located wunin ere immediate vicinity of said iand. wnetner o*ned Dv iessee or v>me otner person. l i rm or torporation. w u to create ^v sutn puuung and unitization one vt more dritiing ur 
production units, when to do so would, in the sOie tudgment of iessee. promoie tne conservation of oii . gas or otner mineral hath si-cn ornnng ur production una. wnrn n ,ni :w ro anv one or 
more tormations and to anv one or moreol the minerals mcrn t io f prcMwtcd (herefrom, rruv (torn time to time De enlarged and extended Ov lessee toadJittonaiiv include anv omer tor ma tion or 
formations ana *nv otner mineral or minerals mereinor produced tneretrom. ALSO, anv sutn unit mav oe altered or enarged Ov lessee at anv time so iung as tne total atrei^r tr.ereindoes not 
exceed tne maximum nerematter speciticd. tachsucn dniungor production unit snail not exceed forty (401 acres, pius an acreage tolerance nut to exceed ten percent i iO'T- j o i terry ^ 0 ) acres, 
when created tor tne purpose of drilling lot or producing oil there! rom and six nundred fortv n r W i acres, pius an acreage toierarxe not to exceed ten percent \ iU'.r )of six r.undred lorryio-iOi 
acres wnen created for tne purpose of dril l ing for or producing gas. condensate or anv comDmac ion ot sucn mine tais thererrom. proviued.however.it che maximum drilling or production unit 
fixed or allowed by the regulatory aucnonry. rederai or irare. having jurisdiction in me premises, as a casts tor me development and operation ol ur the production trom me r.eid in wmcnsa;a 
land is located t * more than said maximum, men eacn Sucn unit created hereunder mav coniorm s.ostamiai.v in siae w , t n mose so prescribed or permitted and in force in tne tieid at tne time 
such unit is created As to each such unit so created bv iessee. tnerc snan oeauocated to the acreage cohered ov rms iease. and incjuded m tne poo.ed unit, such portion ot the production trom said 
unit as the numoer of acres out or this iease ptacedinany sucn unit, as sucn unit trom time to :.me may De constituted, bears to tne total numoer ot acres included in sucn unit, and lessor agrees to 
accept and sna.l receive tne rovauies (advance or other kmd> eise*nere specified in mis .ease, aased upon me production so allocated to this lease or tne proceeds (herefrom. The 
commenccmeni. drilling, completion oi . rewotKingoi or production trom a ^e.ionanv portion ot me unit created hereunder snaii have the sameettect upon the terms ot this ^ase as it a wed 
were commence drilled, compiereo. reworked or producing on tne una embraced DV tms .ease Lessee may piace and use on eacn unit created hereunder common measuring and reworking 
tanks tor production trom such unit. If lessee does create any sucn unit or units under me r^nts here.n granted, men lessee snailexeoite m writing and record in thecoumy or counties in wnicn 
each sucn unit j r units created hereunder mav be located an msrrumenf identifying jnocescnoing eacn y^cn urni or units so created The development ot and production trom eacn sucn unit 
shall be in accordance with tne vaiid orders, mies and regulations ur the ia*rui aumonrv. eitner re-Jerai ur itare. navmg lunsdicitian in the premises Anv sucn unit created bv lessee tn 
accordance with the terms nereof may oe released and dissolved oy lessee bv a reiease ri:eu ter record m tne counrv or counties m * men sucn unit is located at anv time after me completion ot a 
dry hoie or the cessation of production on sucn unit. The provisions of tms patagrapn snau be construed as a covenant running wun tne Und and snail mure to the benetit ut and be binding upon 
the parties heieto. tneir heirs, representatives, successors and assigns. 

6. If . prior ro discovery of oi l . gasot other mineral on said land or land pooied therewitn. lessee snouid dri l l and abandon a dry hole or holes thereon, or if, after discovery of o i l . gas or other 
mineral, the production tnereot snouid cease trum anv cause, mis tease sna.i not terminate it iessee commences additional dri l l ing, mining or rewormng operations wunin ninety i"0) davs 
therearter.or (if it be witnin tne primary term; commences or resumes me payment or tender of remaisonor betore tne rental paying date next ensuing atier tne eipiranonof three i ^ monms 
from date oi compienon and abandonment of said dry noie or noies or me cessation of production if . at tne expiration of me primary lerm.oil.gasoromer mineral is not being produced trom 
said land or Und pooled therewitn but lessee ts men engaged in operations lot drilling, mining or rewording or any *eil or mine (hereon, this lease shail remain in force so iung as sucn 
operations or additional operationj are commenced and prosecuted v wnetner on tne same or successive weusi witn no cessation of more man ninety 0AM consecutive davs. and. if thev result in 
production, sc long tnereatier as od. gas or Other mineral is produced Irom saM Land or iand pooied merewnn In the event a weo or weiis producing oil or gas in paying quantities snocitd be 
brougnt in on adiaccnt iand and wit nm (wo hundred 1-00} teet ol anddrammg said iand. »essee agrees to driii such onset weils as a reasonably prudent operator would drui under tne same or 
similar circumstances. The judgment of the iessee, when not fraudulently exercised, in carrying out the purposes ot this iease snaii be conclusive. 

7 Lessee shall have free use ol oi l . gas and water trom said land, except water f rom >essor s weils and tanks, for ail operations hereunder, including repressuring. pressure maintenance, evel ing 
and secondary recovery operations, and the royalty shall be computed arier deducting any so used Any structures and facilities piacedon said land by iessee tor operations hereunder and anv wr. 
or wens on said land drilled or used lor the iniection ut salt water ur oiner tiuiosmiv a iso De used tor iessee S opetatiuns on other lands in me same atea Lcsseejhat iha*etrvrignijranv tirrv 
during or aftc r tne cxpirationot ihis lease to remove ail property and (mures piaced by iessee on said land, maud ing me rjgni todraw ano remove ail casing *'hen required Dv lessor, iessee * i. 
bury aU pipe lines Deiow ordinary plow depth, and no weii snail be drilled wunin iwo rumored uuO) feet ol any residence or barn now on said iand without lessor s cunsent 

8 The ngnts of either parry hereunder may be assigned in whoie or in part and thr provisions hereot shall exrend to the heir j . representatives, successors and assigns, bur no change <. 
division in ownersmp ot me land, rentals or royames. n a » r » r f aaompitsned. snan operate to enlarge me obiigaiions ur diminish the ngnts of lessee No sucn change ur division m tr. 
uwnersmp of tne Und. tentals ur ruvalties snail be binding upon <essee for anv purpose untu sucn person acquiring any interest has turmsned lessee wun the instrument or instruments > 
certified copies thereof, consu l t ing tnecnamot rule (torn me original lessor in tne e»em of an assignment ut ihts iease as io a segtegated portion ut said Und. the renuts payable hereuno< 
shall be apporuoned as between the several leasehold owners rataoty according to me surface atea of eacn. and default m rental pavment by one shall not atlect the rights ot other leasehu 
owners here jnder An assignment ul (his lease, m wnoieor in part, snail, to me m t m of such assignment, reueve and discharge lessee ul anyooligatiuns hereunder, and. ,r esseeur amgnce 
part ur parts nereof snail fail uf ma*edefault in the payment ul the ptopoft.onaie pan oi me tenia.s due from such lessee or ass.*iee or fail (ocompiy w,th any other p r o v M ) o n o t tn. i iease s^ 
default shad not aitect this (ease insofar as it coversa part ol said land upon wmcn lessee or anv ass.gnee mereof snail m « f payment of said rentals should mure ihan u r - r t ^ s oecomrentu. 
to royalties nereunder Lessee may require (he appointment ut a singir agent io fece.ve payment for ad and may w.mhuid payment until such appointment nas oeen made 



EXHIBIT 

Attached to and made a part of 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

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

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's empiovees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 

Operator shall bi l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding .month. Such bills wi l l be accompanied by statements which identify the author­
ity for expenditure, lease or facility, and all charges'and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fu l ly described in detail. 

3. Advances and Payments by Non-Operators 5 e e l a s t paQe 

lytiUa»jrti*. e r i » g •ii^rit ioc io;1 m tiie ogrecmont. the Qnoiv-.tot-—mo;.-—raniiiro—t-i+n—Non OrjcratorG to c i d ' / n p . I 
share ot'"^Snrrrnt*ia^Qsh_^tlay for the succeeding month's operation. Operator shall adjust c^ch^rrcrntnlT'biTling 
to reflect advances rel!eTC'e^--Mici£r^^ 

Each Non-Operator shah pay its proporuoTT~u^-=4J--hii]s within-fifteen" (15) days after receipt. If payment is not 
made within such time, the unpaid balance shall bearniTwTr^-Riuiuj^^ the rate of twelve percent (12'.c) cer 
annum or the maximum .contract rate' permitted by the applicable iiluTy~~rrrnr^--j^he state in which the Joint 
Property_J_s.-lyeatedr"whichever is the lesser, plus attorney's fees, court costs, and 0tlIeT~cTr^?--Hi_i^2^ w i t h 
thffSluiL' t ioi i "f—um^tui aiMiuita 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during anv 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months fol lowing 
the end of any such calendar year, unless wi th in the said twenty-four (24) month period a Non-Operator takes 
written sxccption thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting f rom a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in wri t ing to Operator and al l other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year wi thin the twenty-four (24) month 
period following the end of such calendar year: provided, however, the making of an audit shall not extend the 
time lor the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable e f fo r t ' t o 
conduct joint or simultaneous audits in a manner winch w i l l result in a minimum ot inconvenience to the Opera­
tor. Operator shall bear no portion ot tiie Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

G. Approval hy Non-Operators 

Where an approval or other agreement of the Parties or Nun-Operators is expressly required under other sec­
tions of this Accounting Procedure ana if the agreement to wnich tins Accounting Procedure is attached contains 
no contrary provisions in regard' thereto. Operator shall notify all Non-Operators of the Operator's proposal and 
the agreement or approval of a majority in interest ot the Non-Operators shall be controlling on all Non-Opera­
tors. ^ 
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i i . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

Lease rentals and royalties paid by Operator for tiie Joint Operations. 

2. Labor 

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other custcmarv allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this -ection 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or bv "perc-r.'a-e as­
sessment ' on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2 A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imcosed bv governmental authority wh-ch are 
apphcaDle to Operator's costs chargeable to the Joint Account uncer Paragraphs 2A and 23 of 'his Sec­
tion . . I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Acccu-- u - d ° r 
Parajraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' grouo life insurance, hospitalization cer^ion -e-
tirement, stock purchase, thr i f t , bonus, and other benefit plans of a like nature, aosiicabie to Ope-Vc-'s labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I snail be Operator's actual 
cost not to exceed twenty per cent (20Tc). 

4. Material 

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

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following l imi ta ­
tions: 

A. If Material is moved to the Joint Property from the Operator's warehouse or other procerties. no charge shail 
be made to the Joint Account for a distance greater than the ciistar.ee from the nearest reliable supciv store, 
recognized barge terminal, or railway receiving point where like material is normaiiy available, unless agreed 
to by the Parties. 

B. I f surplus Material is moved to Operator's warehouse or other storage point. :io charge shall be mace to the 
Joint Account for a distance greater tnan the distance to the nearest reliable suc-piy -tore, recognizee bar"e 
terminal, or railway receiving point unless agreed to by the Parties. Xo charge shail ce made to the Joint Ac­
count, for moving Material to other properties belonging to Operator, unless agreed to bv the Parties. 

C. In the application of Subparagraphs A and B above, there shail be no equalization of actual gross truckin-' con 
of S200 or less excluding accessorial charges. 

6. Services 

The ccst of contract services, equipment and utilities provided by outside sources, excent services excluded bv 
Paragraph 9 of Section I I and Paragraph 1. ii of Section I I I . Tho cost of professional consultant services arc con­
tract services ot technical personnel directly engaged on the Joint Property if such charges arc exciuded -'-orrt 'he 
Overhead rates. Tiie cost of protessional consultant services or contract services ot technical personnel not d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to bv 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent ( 8 ^ ) 
per annum. Such rates shall not exceed average commercial rates currently prevailing m the immediate' area 
of the Joint Property. 

B. . In .icu of charges in Paragraph 7A above. Operator may elect to use average commercial rates prevailir." in 
the immediate area of the Joint Property less 20'; . For automotive equipment. Operator may elect to u-'e rate's 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property mace necessary because of dam 
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting trom C~e'-aior'~ 
gross negligence or w i l l f u l misconduct. Operator shad furnish Xon-Operator written notice of damages o-'losse^ 
incurred as soon as practicable alter a report thereof lias been received by Operator. 

0. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of j ud -^on*-
and amounts paiu lor tettlcrnent «>f claim.-, incurred m or resulting from operations under the asreer-ent 
necessary to protect or recover the Joint Property, oxeept that no cr.argc for services of Operator's le-'al ' . . l a l y 
or tees or expense ot outside attorneys shall be made unless previously agreed to by the Parties. A l l other le~al 
expense is considered to bo covered by the ovei neiiu provisions of Section I I I unless otherwise agreed to ' 3 , . ,~L 
Parties, except as provided in Section I , Paragraph J. "' " e 
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10. Taxes 

A l l t:\xgs ot every land and nature assessed or levied upon or in connection with the Joint Property, the opera­
tion thereof, or the production theretrom. and which taxes have been paid by the Operator tor the cer.crit ot tne 
Parties. 

11. Insurance 

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

12. Other Expenditures 

Any other expenditure not covered or dealt wi th in the foregoing provisions of this Section I I , or in Section I I I . 
and wht.ch is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

1. Overhead - Dr i l l ing and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs. Operator shail charge 
dril l ing and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA. or 
( ) Percentage Basis, Paragraph IB . 

Unless otherwise agreed to by the Parties, such charge shail be m lieu of costs and expenses of ail offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly cnargeaole 
under Paragraph 2A, Section I I . The cost and expense of services f rom outside sources in connection wi th 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph oi this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and . or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shail 
not [ X ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Dri l l ing Well Rate ••> 5 » 3 7 4 * 0 0 
Producing'Well Rate is ,538.00 

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

(a) Dri l l ing Well Rate 

[1] Charges for onshore dril l ing weils shall begin on the date the well is spudded and terminate on 
the date the dri l l ing or completion rig is released, whichever is later, except that no cnarge shail 
be made during suspension ot drill ing operations tor titteen (15) or more consecutive days. 

[2] Charges for offshore dri l l ing weils shad begin on tire date when dril l ing or completion equipment 
arrives on location and terminate on tne date the dri l l ing or completion equipment moves off loca­
tion or rig is released, whichever occurs nrst. except that no charge shail be made during suspen­
sion ot dnii ing operations for fifteen (15) or more consecutive days 

[3] Charges for weils undergoing any type of workover or recompletion for a period of five (5) con­
secutive davs or more shail be rr.atie at tne dr i l l ing well rate. Such charges snail be applied for 
the period from date wontover operations, wi th rig. commence through date of rig release, except 
that no charge shall be made during suspension oi operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

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

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

[3] An inactive gas well shut in because cf overproduction or failure of purchaser to take the produc­
tion snail ::e considered as a one-well charge providing the gas weii is directly connected to a per­
manent saies outlet. 

[4] A one-well charge may be marie for the month in which plugging and abandonment operations 
are completed on any weii. 

[5] A l l other inactive weils (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred ailowaole. etc.) shail not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of tho nrst day of Apr i l each year tollowir.g the effective date of the 
agreement to widen this Accounting Preceding is attached. The adjustment snail be computed by m u l t i ­
plying tiie rate currently in use by the percentage increase or decrease in the average weetdv earnings of 
Crude Petroleum ana (JJS Production Wor.<e:s tor the i jat calendar year compared to the calendar year 
preceding as shown by the index ot uvoraitc woc-xly earnings ot Crude IV-troleum ana Gas Fields Produc­
tion Workers as published by the Lnitea States Department of Labor. Bureau of Laoor Statistics, or the 
equivalent Canadian index as puu,.sncci :.-y statistics C^nuca. as applicable. The adjusted rates snail be 
the rates currently in use, plus or minus fhe cwiuutcu adjustment. 



3. Overneati - Percentage Easts 

(1) Operator snail charge the Joint Account at the following rates: 

(a) Development 

Percent { ' ; ) of the cost of Development ot the Joint Property exclusive of costs 
provided under Paragraph. 0 of Section I I and ail salvage credits. 

(b) Operating 

Percent ( ) of th.c cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Suction I I . ail salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments wnich arc levied, assessed and paid upon the min ­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph 13 of this Section I I I , de­
velopment shail include all costs in connection with dr i i lmg. redniling, deepening or any remedial opera­
tions on any or all wells involving the use ot dri l l ing crew and equipment: also, preliminary expenditures 
necessary in preparation for dri l l ing and expenditures incurred in abandoning when the weii is not com­
pleted as a producer, and original cost ot construction or installation of fixed assets, the expansion ct fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as cl?. ned in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation ot fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shail either negotiate a rate prior to the beginning of construct::n. or shall 
charge the Joint Account for Overhead based on the following rates tor any Major Construction project in excess 
of s 7**3nnn nn : 
A. 5 l:'c of total costs i f such costs are more than S ? 5 , HOD . f i d but less than 3 100 ,001*1. "H • plus 
B. 3 Tc of total costs in excess of S 1 0 0 , 0 0 0 . 0 0 our less than Sl.C00.000: pins 
C. ,2 c'c of total costs in excess of Sl.000.000. 

Total cost shall mean the gross cost of any one project. For the 'purpose ot this paragraph, the component parts 
of a single project shall not be treated separately and the cost ot uni i ing and workover weils shall be excluded. 

3. Amendment of Rates 

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

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

Operator is responsible for Joint Account Materia! and shall make proper and timely charges and credits for ail ma­
terial movements affecting the Joint Property. Operator snaii provide ail Material for use on the Joint Property; how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator snail make timely disposition 
of idle and or surplus Material, such- disposal being made either through, sale to Operator or Non-Operator, division m 
kind, or sale to outsiders. Operator may purchase, but .snaii be unc.er r.o obligation to purchase, interest ot Non-Opera­
tors in surplus condition A or 3 Material. Tiie disposal of surplus Coutrctlauie Material not purchased by the Opera­
tor shall be ngrced to by the Parties. 

1. Purchases 

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

2. Transfers anil Dispositions 

Material t urmshed to the Joint Property and 
Operator, unless otherwise agreed to by the P 
counts: 

A. New .Material (Condition A ) 

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

(2) Line Pipe 

(a) Movement of less than 30.000 pounds shall be priced at the current nev.- price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor­
mally available. 

(b) Movement of 30.000 pounds or more shall be priced under provisions of tupuiar goods pricing ;n Para­
graph 2A (1) of this Section IV. 

(3) Other Materia! shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supple store or f.o.b. railway receiving point nearest fhe Joint Property where sucn Material is normally 
aval iable. 

B. Good Used Material (Condition B) 

Material m sound and serviceable condition and suitable for reuse without l econtnfioning: 

(1) Material moved to tiie Joint Property 

( i) At seveiuv-live percent (T.V; ) ot current new [nice, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 

ta) At seventy-live percent (7.V; ) ot current new m ice, as determined by Paragraph 2A oi this Section IV. 
if Material '.vas originally ch:u geu to the Joint Account as new Material, or 

Material transferred from the Joint Property or disposed of bv the 
arf.es. shail be priced en tne following pases exclusive of casn dis-



r 

-COrRS 
Ih) sixtv-tive percent ( ' io ' ' ) ut current new price, as determine", ov Paragrapn 2 A o; this Section 

IV. 11 Material -.vas originally charged to the Joint Account a i uoo>.i Used Material at .-evetuy-fivo per­
cent (7.)'; ) ot current new price. 

The cost ni reconditioning, if any. shall he absorbed by the transtorvtng property. 
C. Other L'soil Material (Condition C and D) 

( 1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original tunc"..on un t i l 
after reconditioning shall be priced al f i f t y percent (50'; ) of current nev.' price as determined ny Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to tiie receiving property, pro­
vided Condition C value plus cost of reconditioning does not exceed Condition 3 vaiue. 

(2) Condition D 

A l l other Material, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for sucn other purpose. Operator mav dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may cnargc the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitacie for use. 
and in moving it to the Joint Property, provided notice in writ ing is iurnisricci to Non-Operators of the proposed 
charge prior to billing Non-Operators tor such Material. Each Non-Operator siiail have the right, by so electing and 
notifying Operator wi th in ten days after receiving notice from Operator, to lurnisn m kind ail or part ct nis share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the 
Joint Account unti l adjustment has been received by Operator trom tiie manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories. Notice ami Representation 

At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory siiail be given by Operator at least tr.u ty (30) days before anv inven­
tory is 1.0 begin so that Non-Operators may be represented wnen any inventory is fas.en. Failure of Non-Operators 
to be represented at an inventory shall bind Non-Operators to accept the m.ventoiy taken ny Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and u iist of overages and shortages 
siiail be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad­
justments siiail be made by Operator with tiie Joint Account for overages and shortages, but Operator shail be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. I t shall 
be the cuty of the party soiling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such, cases, both the seller and the purchaser shall be governed by sucn inventory. 

4. Expense of Conducting Periodic Inventories 

Tiie expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to bv the 
Parties' 

Unless o t h e r w i s e p r o v i d e d f o r i n the agreement , the O p e r a t o r .mav 
r e q u i r e the Non-Opera to r s t o advance t h e i r share of the e s t i m a t e d cash 
o u t l a y f o r the suceeding month ' s o p e r a t i o n . O p e r a t o r s h a l l a d j u s t 
each mon th ly b i l l i n g t o r e f l e c t advances r e c e i v e d f rom the ' I o n -
O p e r a t o r s . Each Mon-Operator s h a l l pay i t s p r o o o r t i o n of a l l P i l l s 
w i t h i n f i f t e e n (15) days a f t e r r e c e i p t . I f payment i s not made w i t h i n 
such t i m e , the unpa id ba lance s h a l l bear i n t e r e s t mon th ly at the m a x i ­
mum l e g a l r a t e p e r m i t t e d by the a p p l i c a b l e u su rv laws i n the s t a t e i n 
which the j o i n t p r o p e r t y i s l o c a t e d ; o r , i f the"maximum l e g a l p e r ­
m i t t e d r a t e i s l e s s than e i g h t e e n p e r c e n t (19%) pe r annum and such 
r a t e may be m o d i f i e d as agreed between the p a r t i e s , t h e n , i n such 
e v e n t , the unpa id ba lance s h a l l bear i n t e r e s t m o n t h l y at the r a t e o f 
e i g h t e e n p e r c e n t (18%) p e r annum. However, p u r s u a n t to e i t h e r r a t e , 
a t t o r n e y ' s f e e s , c o u r t c o s t s , and a l l - o t h e r c o s t s i n c u r r e d i n connec ­
t i o n w i t h t h e . c o l l e c t i o n o f these unoa id amount-^ c h ^ i i HP r e rnvo <-v-s i « 



EXHIBIT "D" 

SCHEDULE OF INSURANCE 

Unit Operator shall carry the following insurance covering operations under 

this agreement at the expense and for the benefit of the parties hereto to-

wit : * 

1. Worker's Compensation and Employer's Liability Insurance as required by 

the laws of the state where the property is located. 

2. Comprehensive General Liability Insurance covering both bodily injury 

liability and property damage liability with a Combined Single Limit of 

$500,000 for each occurrence. 

3. Comprehensive Automobile Public Liability and Property Damage 

Insurance with a combined single l imit of $500,000 for each occurrence. 

•Insofar as concerns the interests of APCOT-FINADEL 3CINT VENTURE 
(FINA), Operator shall carry and shall bill FINA for its proportionate share of 
only the following insurance coverage: 

Workers Compensation as required by the laws of the state where the 
property is located and Employer's Liability Coverage with not less than 
$500,000.00 for each accident. Any such policy of insurance shall contain 
a waiver of subrogation in favor of FINA 



EXHIBIT "E 

GAS BALANCING AGREEMENT 

I . 

From and after the date of initial delivery of gas from the prooerty, a oarty 
owner taking and disposing of, during any monthly accounting period, less than its fu l l 
share of the gas as it is produced, shall be an "underproduced party", if such lesser taking 
and disoosition is not a consequence of other provisions of this Agreement. A party 
owner's "ful l share" shall be the amount of a party owner's gas determined in accordance 
with the provisions of the Operating Agreement. A party owner taking and disposing of 
during any monthly accounting period, more than its fu l l share of the gas as it is produced, 
shall be an "overproduced party", if such excess taking and disposition is not a 
consequence of other provisions of this Agreement. "Underproduction" of any under­
produced party, during any monthly accounting period, shall be the difference between 
such party's ful l share of gas production, less its ful l share of gas used in property 
operations, vented and lost, and the gas delivered to the pipelined) for the account cf 
such party owner. "Overproduction" of any overproduced party, during any mcnthlv 
accounting period, shall be the difference between the gas delivered to the oioeline(s) for 
the account of such party owner and such party's fu l l share of gas production, less its fu l l 
share of gas used in property operations, vented and lost. 

I I . 

This Agreement shall become effective on the date of initial deliveries c: -:as 
from the prooerty to the pipeline, and shall continue in force and effect until deliveries of 
gas from the property have ceased and, except as otherwise provided herein, each nartv 
shall have the right to take in kind its full share of each separate "gas classification." 
"Gas classification", as used herein, shall mean each of the price categories provided cr 
established pursuant to the Natural Gas Policy Act of 197S, as same mav be amended, bv 
any authority having the right to establish categories thereunder, or Dursuant to anv other 
applicable statute or judicial decision establishing gas price categories, including gas not 
subject to price regulation, which shall be considered as a separate categcrv. Where the 
gas qualifies for more than one category, the category having the highest price applicable 
to the source (each separate identifiable geologic source or production contained in a weii 
bore) of gas production shall be used for the determination to be made hereunder. 
Whenever the gas price category changes, from and after the date of such change, the gas 
shall no longer be accounted for or be considered in the former category, but shall be 
accounted for and thereafter be considered to be gas in the new category, until such time 
as the category is again changed. 

III . 

Should a party fail to take its ful l share of the different gas classifications 
produced from the property, except as provided hereinbelow where such party is to furnish 
make-up gas, such party's underproduction shall be regarded as remaining in storage in the 
reservoirs, subject to later recovery in accord with the terms hereof. During any monthlv 
accounting period when a party is unable to take and market its fu l l share (as such 
quantity may be reduced in accordance with provisions herein for providing make-up gas) 
of each gas classification, the other joint interest owners shall be entitled to produce and 
sell all or a portion of such quantity which the party has failed to take. If two or more 
parties are capable of taking and marketing quantities of gas to which such oarty was thus 
entitled but which it failed to take, in the absence of other agreement between them, 
each may take a share of such underproduction in the direct proportion of its joint 
interest therein to the total joint interest therein of all parties desiring to take such 
undemroduction, provided, however, that anv oarty or parties having a cumulative 
underproduction status shall have a first priority to take and market the underproduction 
over a partv or parties having a cumulative overproduction status. 

Any party having cumulative underproduction of a particular gas classification 
category shall be entitled to take a quantitv of gas of such particular gas classification 
("make-uo") in excess of its full share of such gas up to twenty-five percent (25°i) of the 
full share of gas of parties having cumulative overproduction of such particular 
gas classification. In the event there is more than one cumulative underproduced party 
seeking to make up underproduction, each such cumulative underproduced partv shall be 
entitled to make up gas m the direct proportion that the cumulative underproduction of 
such partv bears to all cumulative underproduction of all parties then desiring make-uD 



gas of the particular gas classification category. In the event there is more than one 
cumulative overproduced party required to furnish gas for make-up of underproduction, in 
absence of agreement between the affected, parties, each such cumulative overproduced 
partv shall furnish make-uo gas (up to the twenty- f ive percent (25%) l imi ta t ion heretofore 
provided) in the direct proportion that the cumulative overproduction of such party bears 
to all cumulative overproduction of all parties supplying gas of the particular gas' 
classification category. 

Any party having cumulative overproduction in any particular gas classifica­
tion categorv shall at all times be enti t led to seventy-five percent (75%) of its f u l l share 
of gas of the particular gas classification category in which i t is cumulatively over­
produced as long as such party remains overproduced. Any portion of such twenty- f ive 
percent (25°o) make-up gas to which a party is ent i t led and which is not taken by such 
party may be taken by other cumulative underproduced party or parties uo to the f u l l 
twenty-f ive percent (25°6) heretofore provided. If there is more than one oarty desiring 
make-uo gas under this circumstance, the parties taking such make-up gas shall be 
enti t led to such quantities of make-up gas in proportion to the cumulative 
underproduction of the a f fec ted parties, determined as heretofore provided. 

A l l gas taken by a party in accord wi th the terms of this Agreement, 
regardless of whether such party is overproduced or underproduced' shall be regarded as 
gas taken for its own account wi th t i t l e thereto being in such party, whether such gas be 
attributable to such party's f u l l share of production, or whether i t is being taken as 
overproduction, or whether i t is being taken as make-up gas. and shall pay any and ai l 
production taxes and royalty due on such gas. A l l burdens and obligations, other than sucn 
royalty and production tax payments, shall be borne by the party having such burden cr 
obligation. 

IV. 

The Uni t Operator (hereinafter referred to as "Operator") wi l l maintain a 
separate running account of the quantities of gas, by gas classification category, eacn 
party is ent i t led to, and the quantities of such category taken and marketed by eacn of 
the parties. The Operator w i l l also furnish each party monthlv statements showing tne 
tota l quantity of gas produced by each gas classif ication category, the amount of sucn 
category used in the Unit operations, vented or lost, the volume of gas by each such 
category delivered to pipeline purchascr(s) for the account of each partv, and the 
cumulatie overproduction .and underproduction status of each party by each gas classifica­
t ion category. 

For purposes of balancing, the measurement point of the gas taken (both 
quantity and quali ty) shall be the party's discharge measurement point at cr near the wel l 
f rom which the gas is produced. A l l parties hereto shall share in and own the concomitant 
crude and condensate (not including gas plant liquids) produced in accordance wi th their 
respective interests established pursuant to the previsions of the Operating Agreement, 
regardless of whether they are able to market their f u l l share of gas. 

V. 

Recovery f r o m storage by a cumulative underproduced partv f rom a cumula­
tive overproduced party shall be on a f i r s t - i n , f i r s t -ou t basis and the cumulative 
underproduced party shall pay .the cumulative overproduced party a storage fee for storing 
its gas. The storage fee shall be due and payable by such underproduced party to such 
overproduced party during any monthly accounting period such underproduced partv 
removes gas f r o m storage. The fee to be paid for storing gas in accordance wi th the 
provisions of this Agreement, shall be the deficiency in cash between the price that the 
overproduced party received for gas at the t ime the underproduction was had, and the 
price for gas the overproduced party is receiving at the t ime the underproduction is made 
up by the underproduced oarty mult ipl ied by the volume of make-up gas which qualifies 
for the storage fee charges, less royalty and taxes payable thereon. 

Each partv shall furnish the Operator upon his request the gas prices necessary 
to make the gas storage fee computation hereby provided, and the underproduced 
partvHes) shall remit to Operator monthlv the amounts so determined to be due for 
storage fees. Operator shall in turn make monthlv distribution of the storage fees 
received f rom the underproduced party(ies) to the party(ics) enti t led to be paid the 
storage fees. 



VI. 

At the termination of gas oroduction for a given gas classification category 
from the oroperty, the overproduced partv or parties shall make a monetary settlement of 
the imbalance by payment to the Operator' for the account of the party or parties 
underproduced in that particular gas classification category, based on the price per Mcf 
the overproduced party or parties actually received for each Mcf of the overproduced gas. 
The price used for the above calculation shall be the overproduced party's or parties' 
bonafide collected gas sales pricc(s) less royalties, severance, and other production taxes 
which have been paid with respect to such overproduction. Each of the parties agrees to 
maintain complete records as to the volume of gas it sold and the price received, so that 
the above computations can be made. The Operator shall distribute the payments it has 
received hereunder (from the overproduced party) to the underproduced party or parties 
entitled thereto in the proportion that each party's cumulative underproduction,- for the 
category of gas for which payment is to be made, bears to the total of such cumulative 
underproduction. It is understood, however, that the Operator shall rely on the 
statements made to i t , and shall have no liability with respect to the correctness of the 
funds received by i t . 

VII. 

Royalties shall be paid in accordance with provisions of the Operating 
Agreement. The Operator shall be reimbursed by each party taking gas for all royalty due 
and payable by Operator with respect to production taken by such party. Each partv 
taking gas under the terms hereof shall pay any and all applicable taxes due on or with 
respect to such production. Each party shall be obligated to pay its working interest share 
of all costs and liabilities incurred in Unit operations, in accordance with the provisions of 
the Operating Agreement. Nothing herein shall be construed so as to deny to any party 
the right, from time to time, to produce and take or deliver to its purchaser its full share 
of the allowable gas production to meet the deliverability tests required by its purchaser. 

VIII. 

If any portion of the storage fee provided for in Article V or the settlement 
provided for in Article VI shall be based on prices subject to refund uoon order of the 
Fedcal Energy Regulatory Commission or any authority having jurisdiction, the paving 
party or parties shall withhold such amounts subject to refund until prices are fullv 
approved by the Federal Energy Regulatorv Commission, unless the party or parties 
receiving payments furnish a corporate undertaking satisfactory to the paying party(ies). 



E.XH!2IT "F" 

NONCISCR'.V.INAT'.ON AND CE?v.T.F'.CATICN OF NON SEGREGATED FACILITIES 

A. Er--3l C~_rMv-"?v <-' lu I C F 3 S-V (Applicable only 13 contracts or purchase orders [or more than 510,000.) 

During tne pertcrmance ot this contract, the Operator agrees i i follows: 

(1) The Operator will -ot discriminate against any employee or applicant !or employment because ot race, color, religion. sex, or national 
origin. The Cpera-.or will lave alfirrT.ative action to ensure that applicants are emoloyed, and that employees are treitea curing employment, 
without reeare to their race, color, religion, sex. or national origin. Such action snail include, but not £>e limned to the following: Employment, 
upgr3Pi.-.g, demotion, or transier, recruitment or recruitment acvertising, layott or terminations, including apprenticeship. The Ooerator agrees 
to post in consoic~ous Places, available to emolovees and applicants lor employment, notices to be proviced by the contracting oll icer setting 
lorth ihe provision! ot this nondiscrimination clause. 

(2) The Operator wil l , in all solicitations or advertisements for emolovees placed by or on behalf ci the Operator, state '.hat all qualified 
applicants will rcc:ive consideration lor employment without regard to race, color, religion, sex, or national origin. 

(3) The Operator will send to eacn labor union or representative of workers with which i t has a collective bargaining agreement or other 
contrac: cr understanding, a notice to be oroviaed by the agencv contracting oll icer , advising the labor union or workers' representative of the 
Operator's commitments uncer section 202 ot Executive Order 11216 of Septemoer 21, 1965, and shail post copies of the notice in conspicuous 
places available to employees and applicants for employment. 

(ii) The Ooerator will comply with all provisions ot Executive Order 11216 of September 2*, 1965. and of the rules, rej-jlations. and relevant 
orders oi the Secretary ol Labor. 

(5) The Operator will furnish all information and reports recuireo by Executive Order 11216 of September 21, 1965, and bv the rules, 
refutations, and oioers of the Secretary ol Labor, or pursuant thereto, and wil l permit access to its booKs, records, and accounts by the 
contractm? agency and the Secretary oi Labor lor purposes ot investigation to ascertain compliance wit.lsucn rules, regulations, and crcers. 

(6) bi the event of the Operator's noncompliance with the nondiscrimination clauses ot this contract or with any ot such rules, regulations, cr 
orders, this contrac: may be canceled, terminated, or suspended in wnole or in part and the Operator may be declared inehgioie (or iurther 
Goverrmenc contracts in accordance with procedures authorized m Executive Order 11216 ot Septemoer 21, >;S5, and such otner sanctions may 
be imposeo and remedies invoked as provided in Executive Order 11216 of Septemper 24, 1S65, or by rule, regulation, or order oi the Secretary of 
t jhnr, cr as otherwise proviced by law. 

(7) The Operator will include the provisions o£ paragraph (!) through (7) in every subcontract sr purchase order unless exempted by rules, 
regulations, or orders cf the Secretary oi Labor issued pursuant to section ZC* ol Executive Order 11216 ol September 2*. 1565. so that such 
provisions will be bmd.ng upon each subcontractor or vencor. The Operator wil l take such action with resoec: to any subcontract or purchase 
order ai the contracting agency may direct as a means oi enforcing such provisions including sanctions !or noncompliance: P-c-vded. how—.-r. 
that in the event tne Operator becomes invoived in, or is threatened with, litigation witn a subcontractor or vendor as a result c; sucn direction oy 
the contracting agency, the Operator may request the United States to enter into such litigation to protect the interests oi the Unites States. 

B. Certification .;f Nonse?re?ated Facilities f i ! CFR S3-t.31. (Applicable only to contracts or purchise orders wnich are not exempt i rom the 
provisions o: the equal Opportunity Cause set out aoove.; 

The Operator certifies that i t does not, and wil l not, maintain or provide for its employees any segregated facilities at any t i its establishments, 
d that it does not, ar.d will not, permit its emoloyees to perform their services at anv location, uncer its control, wnere segregated facilities are 
amtamed. Tne Operator agrees that a breach of this certification is a violation ot the Equal Opportunity Clause in this contra;: or purchase orcer. 

used m tnis certification, the term "segregated facilities" means any waiting rooms, wor* areas, rest rooms and wash rooms, restaurants and other 
ting areas, time clocxs, locker rooms and otner storage cr dressing areas, parking lots, drinking fountains, recreation or entertainment aj-eas. 

ansportation, and houung facilities proviced (or employees wnicn are segregated by exolicit directive or are in fact segregated cn the oasis of race, 
eed. color, cr national origin, because oi haoit, local custom, or otherwise. The Operator further agrees that (except wnere i t has ootamed identical 
rtificatiorss irom proposed subcontractors for specific time periods') it will obtain icentical certifications from proposed subcontractors prior to the 
• t rd of supecnt.-acts exceeding 510,030 wnich are not exempt from tne provisions cf the Equal Opportunity Clause; that i t 'will retain such 
r t i f ica t ionj in its files: and that it will forward the following notice to sucn proposed suocontractors (except wnere the proposed supepntractprs have 
omitted identical certifications for specific time periccsi: NOTICE "0 PROSPECTIVE SUECCN'TRACTORS Cr REQUIREMENT FC?. CERTIFICA-
CNS CF NCNSECRECATED FACILITIES. A Certificate of Nonsec-egatec Facilities must be sucmitted prior to the aware oi a subcontract 
ceed-ng $10,000 wnicn is not exempt from the provisions oi the Ecua! Opportunity Cause. The certification may be submitted eitner lor each 
^contract or for ail subcontracts curing a period (i.e., quarterly, semiannually, s r annually). 

C. A- ' f i -~.^t iv- ^cticn Compliance p r o ? ' ; m CF 3 . hG-t.lQl. (Applicable only if (a) the Operator has 50 or more employees and (b) the 
contract or pu.-c.nase crcer is lor pjO.COO or more.; 

The Operator shall develop a written affirmative action prcgram tor eacn cf its establishments, and, within 120 days from the effectiveness oi 
• is ccntract cr purchase crcer, shall maintain a copy of separate urograms fer eacn esta_olisn.-r.ent, including evaluations of utilization of rnincrit ; 
-oup personnel and the job Classification ta_oies, at each local office resrcnsiole ior the personnel matters cf such estabasnment. 

D. E~p!ev»- '-formation Report f l l CFR 60-1.7), (Aopiicaole only if (a) the Operator nas 50 or more emolovees, (b) the Operator is not exemo' 
(pursuant to section au-i.5 c: Title - i ol tr.e Cope of Federal Regulations; from the requirement fc," filing Employer Information Repor 
EEC-l, and (c) ihe contrac: or purchase order is for 550,300 cr more.) 

The Operator agre.s to file with the appropriate Federal agencv annually, on or before the 31st day of .March, complete and accurate reports or 
'.andard Form iCO (EE'2--1) promulgated jointly by the Office of Fccerai Contract Compliance, the Equal Employment Opportunity Commission an; 
i.vns (or Progress or such form as may hereafter be promulgated in its place. 

E_ A i i i r m ^ i v . -ct icn for Disabled Vrte'ans and Ve'.er.m.s of the Vietnam gra ( H CFR £C-~50). (Applicable only to contracts or purchase order 
lor i.w.OCO or more.) 

The affirmative action clause prescribed in section 60-250.1 ol Title * I of the Cede of Federal Regulations is incorporated herein by reference (a. 
-rmitted oy section 60-250.22 oi said Regulations) as if set out in fu l l at this point, tf the Operator (a) has 50 or more employees ano (b) this contrac 
- purchase crcer is for $53,003 or more, then within 123 days from the effectiveness ci this contract cr purchase order, the Operator shall prepar 
• d maintain an affirmative action program at eacn establishment which shall set for th the Operator's policies, practices and procedures in accorcanc: 

•ith section 63-250.6 ol said Regulations. 

F. Af f : - — i t i v - - t r i m for ^ md icaooed vypr'.-ers f<* I CFR 6 0 - 7 l l . i l . (Applicable only to contracts or purchase orders ior $2,500 or more.) 

The affirmative action clause prescribed in section 60-711.i cl Title 11 oi fhe Cede c! Federal Regulations is incorporated herein by reference (a 
"muted by section 6C-711.22 ci said Regulations) as if set out in ful l at ihis point. If the Operator ia) has 50 cr more emolovees and (b) this cpntrac 
' purchase orcer : i lor 550,000 or more, tnen, wunin 120 davs oi the effectiveness oi this contrac: or purchase orcer, the Operator shall prepare an 
ijntain an affirmative action program at eacn establishment, which prcgram snail set lorth the Cperator's policies, practices and procedures i 
iccrcance witn section &0-711.& ol said Regulations. 

C. Ut : ! i : i t inn cf ' . '^cr i -v '.-ninrts — f - - d - - . \ ! 3 - f j i a t i o n s I - t . H I . (Applicable only to contracts or purchase order 
wnicn may exceed j l- . -OO.j 

( 0 It is the cclicy o! t ie Government that minority business enterprises shail have the muirnura practicable opportunity to participate in, th 
performance ol Co.ferr.ment contracts. 

(2! The Operator aerees to use h:s best eiforts to carry cut this policy in the award ci his subcontracts to the fullest extent consistent wit 
!h< ethcier.t perlcrmance cl m:s ccnt r ic t . As used in this cpnir jc t , the i t r m "mmonry business enterprise" means a business, at lean 50 percer 
ol wnicn is o-nec ;v r-mority group memprrs cr. in case c! puoiicty owned businesses, a: least 51 percent o! the stock ol which it owned •> 
minoritv ;.-o_p memoers. For t-.e purposes ct trv.s definition, Tn.iontv group memoers are Negroes, Spxnisn-spejung American person. 
Amrricir .-Or.emils. ' met .Cdn-lndia-ts, Amrr ican-Es<imc i . 4 no American Aleuts. Contractors may rely on written representations t 
subcontractors reg-rc.n.g f .eir status as minority Pus.ness enterpri-.es m hcu oi an ir.cepencent investigation. 


