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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and b?t\'\‘ecn___§y_'1 Exploration and Production Company_as
Managing General Partner of Sun Operating Limited Partnership | hercinaher designated and

referred to as “*Operator’’, and the signatory party or parties other than Operator, sometimes hercinafter referred to individually herein

'

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

WHEREAS, the parties to this agrecinent are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit “*A"’, and the partics hereto have reached an agreement o explore and develop these leases andfor oil and gas interests for the

production of oil and gas to the extent and as hereinafter provided,
NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this apreement, the following words and terms shall have the meanings here ascribed to them:
A. The term ““oil and gas™’ shall mean oil, gas, casinghead gas, ges condensate, and ali cther liquid or gascous hydrocarbons
and other marketsble substances produced therewith, unless an intent 1o limit the inclusivencss of this term is specificaily stated.

(X}

B. The terms ‘‘oil and gas lease™, “‘lease’’ and ‘‘leaschold’” shall mcan the oil and gas leases covering tracts of land

lying within the Contract Arca which are ownied by the partics to this agreement.
C. The term ‘‘oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area whichi are owned by parties to this agreement.
b 5
D. The term ‘‘Contract Area’’ shell mcan ali of the lands, oil and gas leaschold interests and oil and gas interests intended to be
8
developed and cperated for ofl and gas purposes under this agreement. Such lands, oil and gas leaschiold interests and oil and gas interests
are deseribed in Exhibit “A™.

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

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

G. The terms “Drilling Party”” and **Consenting Party’” shall mean a perty who agrees to join in and pay its share of the cost of

y operation conducted under the provisions of this agreement, ,
H. The terms “‘Nen-Drilling Party’ and *‘Non-Consenting Party’” shall nmican 2 party who elects not to participate

in a proposed operation.

o

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

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

ARTICLE IL
EXHIBITS

The {ollowing cxhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
I i |
X A. Exhibit ““A”", shall include the {oliowing information:
8
(1) Identification of lands subiect to this agreemeit,
(2) Restrictions, if any, as to depths, formations, or substances,
3} Percentages or fractional interests of parties to this agreement,
5 p &
(4) Oil and gas leases and/or oil and pas interests subject to this agreement,
(5) Addresscs of parties for notice purposes.
B. Exhibit “B"", Form of Lease.
C. Exhibit **C"’, Accounting Procedure.
D. Exhibit “‘D"’, Insurance.
Exhibit “*E"’, Gas Balancing Agreement,
F. Exhibit “‘F’’, Non-Discrimination and Certification of Non-Segregated Facilities.,
greg
Gladibi- G - TaxPastinership.
Il any provision of any exhibit, except Exhibits 'L’ -and—*G~, is inconsistent with any provision contained in.the body

DEERERER
23]

of this agreement, the provisions in the body of this agreement shall prevail.
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ARVICLE 1L
INTERESTS OF PARTIES

A. Ol and Gas Interests:

Il wny party owns an off and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as il it were covered by the form of ail and gas loase attiched hereto as Exhibit B, and the owner thereol

shall be deemied to own baihi the royalty interest reserved in such lease and the interest of the lessee thereunder,
. Interests of Parties in Costs and Production:

Unless changed by othier provisions, all rosts and liabilivies incurred in cperaticns under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, iy the parties as their interests are set
forth ia Pxhibit A Tn the sime muaner, the parties shel! sfso own all production of oil and gas from the Contract Area subject o the

. R ' NN . . .
paymient of royalues to the extent of One-cighth (1/8ch) which shali be borne as hereinafier set forth,

lepardless of which party has contributed the lease(s) andior oil and gas interest(s) hereto on which royalty s due and
izd to receive a shure of production of oil and gas from the Conteact Area shall bear and shall pay or deliver, or
amount stipulated hereinabove and shall held the

payable, each party enti
cause to be paid or delivered, to the extent of its interest in such production, the royalty
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any ciher party’s lessor or royalty owner, and il any such other party’s lessor or royalty vwner should demand and
receive settlemnent on a higher price basis, the party contributing the affected fease shafl bear the additional royalty bucden attributable to

such higher price.

Nothing contained in this Article LI, shali be deemed an assignment or cross-assignment of interests covered hereby.

C. [Excess Royaltics, Overriding Royalties and Other Payments:

any lease covered hereby s subject to any royalty,

Unless changed by other provisicns, i the interest of any purty in
overriding royalty, production peyment or other burden on production in excess of the amount stipulated in Article HLB., such party so
burdened shall assume and alone bear all such excess obligations and sh.ll indemnily and hold the other parties herete harmless from any

and all claims and demands for payinent asserted by owners of such excess burden.

D. Subsequently Created Interests:

I any party should herealter create an overriding rovally, production payment or other burden payable out of production
attributable to tts working interest hereunder, or if such a burden existed prior to this agrecment and is not set forth in Exhibit A", o
was not Jisclosed in writing to alt other parties prior to (he exccution of this agreement by all parties, or is not a jointly acknowledged ;vnd
accepted obligation of all parties (any such interest being hereinalter referred to as “‘subsequently created interest™ irrespective of the
tming ol its creation and the party cut of whose working interest the subsequently created interest is derived being hereinafter seferred
to as ‘burdened party’’), and:

If the burdened party is required under this agreement to assign or selinquish 1o any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assipnment andor
production free and clear of said subsequently created interest and the burdened party shall indemnily and save said other party,

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

and,

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

enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
B 1 }

the burdened party.

ARTICLE 1V,
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling 11;)L)r'aiio;;s or, if
the Drilling Parties so request, title examination shall be made on the feases andfor oif and pas interests included, or planned lu;b_.e includ-
ed, in the drilling unit around such well, The opinion will include the ownership of the working iaterest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time awell is proposed, each party contributing Jeases and/or oif and
gas interests 1o the drillsite, or to be included in such drifling unit, shall furnish to Operator all abstracts (including federal lcnsc status
reports), title opinions, Lide papers and curative material in its possession free of charge, Al such information not in the pmscwun ol or
made available to Operator by the partics, but necessary for the examination of the title, shall be obtained by Operator. Op érator shall
cause title to he exanined by attorneys on its stall or by outside attorneys. Copies of ail title apinions shall be furnished to cAd) party

hereto, The cost incurred by Operator in this title program shall be borne as follows: ( { Plied ]

] ()pnm} No. 11 Costs incurred by Operator in procuring abstiacts and tide examination (including prefiminary, supplgmcnll!

shut-in pas (u)ul(y opinions and division order title opinions) shall be a part of the administrative overhead as provided'in I xhibie ¢, l

and shall not be a dircet chiage, whether peclormed by Operator’s stall attorneys or by oulside attorueys. R R KR I

.2
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ARTICLE LV
conthived

Costs incurred by Operator in procuving abstracts and fees padd outside attorneys dor titde examination

1% Option Mo,

(incuding prebmingy, supplemental, shut-in pas toyalty epinions and division erder title opinions) shall be borne by the Diilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of ali Diilling Parties s such interests appear in Fx-
hibit "*A", Operator shall make no charge for services rendered by its stall attorneys or other personned in the pecformance of the above

functions.

Each party shall be responsible for securing curative matter und pocling amendments or agreements required in connection
with leases or oil and pas interests conteibuted by such party. Operator shall be responsible {or the preparation and recording ol pooling
duesignations or declarations as well as the conduct of hearinigs before governmental agencies for the securing of spacing or pooling arders.

This shail not prevent any party from appearing on its own bzhalf ac any such hearing.

No well shall Le drilled on the Contract Area uitil alter (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-

ticipate in the diilling of the well,

1. Loss of Vitle:

1. Failure of Title: Should any oil und gas interest of lease, or interest therein, be lost through failure of title, which loss results in o
reduction of interest frem that shawn on Exhibit ““A’", the party contributing the alfected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the tite failure, which acquisi-
tien will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force «s to all remaining oil
and pas leases and interests: and,

(a) The party whose oil and gas leese or interest iy affected by the Gile failure shall bear slone the entite loss and it shall not be
entitled to recover from Operator er the other parties any development or operating costs whicli it may have theretofore paid or incurred,
y an its part to the cther parties hereto by ceason of such title failure;

but there shall be no additional lish

) There shall be no retroaciive sdjustment of expenses incurred o5 revenues received frum the operation of the interest which has

been lost, but the interests of the partics shall be revised on an acreage basis, 25 of the time it is determined finally that title failure has oc-

curred, so that the interest of the party whose lease or interest is alfected by the title faihure wilt thereafter be reduced in the Contract

s

Atca by the amicunt of the interest los
(¢) I the proportionate interest of the other partics hereto in any producing well theretofore drilled en the Centract Area is
increased by reason of the utle failure, the party whose title has faited shall receive the proceeds attributuble to the increase in such in-

terest (less costs and burdens attributable thereto) undl it has been reimbursed for unrecoveied costs paid by it in connection with such

well;

(d) Should any persen not a party to this agreement, who, is determined to be the owner of any interest in the titde which has
fuiled, pay in any munner any part of the cost of operation, development, or equipment, such anount shall be paid to the party or partics
who bore the costs which are so relunded;

(e) Auny labiiity to account to a third party for prior prokluc[ion of cil und pas which arises by reason of title failure shall be
borne by the party or parties whiose titie failed in the same proportions in which they shared in such prior produoction; and,

(fy No clarge shall be made to the joint account for legal expenses, {ees or salaries, in conniection with the defense of the interest
claimed by any party liereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in

coninection therewith,

2. Loss by Non-Payment or Erroncous Payment of Amount Duer i, through mistake or oversight, any rental, shut-in well
or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,

paymesnt, minimum royalty
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed 1o make the required
payment sccures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
which acquisition will ot be subject to Articte VIILB., the interests of the parties shall be revised on an acreage basis, cffective as of the
date of termination of the lease involved, and the party who failed to muke proper payment wili no longer be credited with an interest in
the Contract Arca on account of awnership of the lease or interest which has tecminated. In the event the party who failed to make the
required paymient shull not have been fully reimbursed, at the time of the Joss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calcnlated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be seimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously ahandoned) from so much of the following as is necessary to effect reimbursement:

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

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that pertion of
oil and pas thereafter produced and marketed (excluding production from any wells thereafter driffed) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said

portion of the oil and gas to he contributed by the other parties in proportion to their respective interests; and, 2y
[
(¢} Any monics, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest

it

lost, for the privilege of participating in the Contract Arca or becoming a party to this agrecinent,

15
i

All losses incurred, other than those set forth in Articles 1V.3.1. and 1V.13.2, above, shall be joint “losses

and shall be borne by all parties in proportion to their interests, “There shall be no readjustnicnt of inlerests in the remaining portion of

il

the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

- Sun_Exploration_and Production Company. shall be e

Uperator of the Centract Area, and shell conduct and direct and have full control of all operadons on the Contract Area as permitted and

required by, and within the limits of this agreement, It shall conduct all such operations in a good and workmanitke manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result {rom gross

negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

I. Resignatfan or Remcval of Operator: Operator may resign 3t any time by giving written notice tiercof to Non-Operstors.
If Operator teiminates its legal exfstence, no lenger owns an interest in the Contract Area or becomes Insolvent or becomes
bankrupt or fs pleced fn recefvership, ft shall cease to be Cperator without any acttan by Non-Operator, except the selection
of a successor. Operator may be vemoved i1f 1t fails or refuses to carry out 1ts cduties hereunder or {5 no longer cepable of
serving as Operator by the affirmative vote of twa (2) or more Hon-Operastors owning a majorliy interest based cn ownervship as
shown on Exhibit "A"™, after exclisling the voting iaterest of Cperator. Such resignation or removal shall not becose effective
untl) 7:00 o'clock A M. on the first day of the calendar month following the explration of ninety (40) days after the giving
of notice of resicnation by Operator or action by the Kon-Cperators to remove Operater, unless a successor Operator las been
selected and assumes the dutles of Operator at an earlicr date, Operator, after effective date of vesignation or resoval,
shall be bound by the terws hereof as hon-Operator, A change of a corporatfon nasie ov structure of Operator or transfer of
Operator's inlerest to any single subsidiary, parent or successer corporation shall not be the bLasis for removal of Operator.

2. Selection ef Successor Operator: Upon the resignation or removal of Operator, a successor Olyergtpr "sl;.,aH Le
Firmat f e a majority interest based on ownersiiip as shown on Exhibit "A", Tre

selected Ly (he affirmative vote of the parties cwning } ' t
successor Cperztor shall be sclected from the parties owning an interest in the Contract i\rqa at the time such suyccessor
Gperator is selected, If the Operator that fs removed fails to vote or votesAon}y to succeed itself, tche SUCCesSsor Opera_tgr
shall be selected by the affirmative vole of those parties ouwning 2 majority interest based on ownership as shewn on Exhibit

“A", and after cxcluding the voting interest of the Operator that was removed.

C. Employecs:

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

D. Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on a competitive contract basis at the usual rates prevailing in the area. I it so
desires, Operator may cimploy its own Leols and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, end

such work shall be performed by Operator under the same terms and conditions as are customary and usual in the 2rea in contracs of in-

dependent contractors who are doing work of a similar rature.

ARTICLE VI,
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the_3151 day of December . 1987, Operator shalt commence the drilling of a well for

oil and pas at the following location:

660" FSL and 1980 FWL Section 15, T-18-S, R-27-E

and shall thereafter continue the drilling of the well with due diligence to 2 depth of 10,000' or a ;

depth sufficient to test the Morrow formation which ever is the lesser. i

(b
unless granite or other practically impenetrable substance or condition in the hole, which renders further drifling impractical, is cn-

countered at a lesser depth, or unless all parties agree to complete or abaadon the well at a lesser depth., cts

[ L
Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
v e

pas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in whicl

event Operator shall be required to test only the formation or formations o which this agreement may apply.  ['e.”
R
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ARTICLLS VI

conti ued

I iy Operator's judgment, the welt will not produce ol or pas in paying quantities, and it wishes (o Shug and abandon the

well as a dry hole, the provisions of Article VLILL shali therealter spply.

B.  Subsequent Operations:

le VILA., or (o rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all

for in Artic
the parties and not then producing in paying quantities, the party desiring to drill, rewerk, deepen or plug back such a well shall give the

other partics writlens notice of the proposed eperation, specifying the work to be performed, the location, proposed depth, vbjective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30} days after receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. H a drill-
ing rig is on location, notice of a propasal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited 1o forty-cight (48) hours, exclusive of Seturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above lixed shall constitute an election by (hat party pot to participate in the cost of the proposed cperaticn. Any natice or

response given by teiephone shall be promptly confinmed in writing.

1{ al} parties clect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as prompily as possible after the expiration of the forty-cight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually comimence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, iowever, said comniencement date may be extended upon writien notice of same by Operator to the other partics,
for a pericd of up to thirty (30) edditional days if, in the sole vpinion of Operator, such additional time is reasonably tiecessary 1o obtain
permits from governmentai authorities, surfzce rights (including rights-of-wayj or appropriate drilling equipment, or to complete title ex-
amination or curative matier required for title zpprovel or scceptance, Notwithstaading the force majeurc provisions of Article XU, if the
actusl uperation has not been commenced within the time provided (including any cxtension thereof as specifically permitted herein) and
il any party hereto still disices 1o conduct said uperation, written notice propesing same must be resubmitted to the other parties in accor-

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

2. Operations by Less than All Partics: If any party receiving such notice as provided in Article VI.B.1. or VILD.1. (Option

No. 2) elects not to participate in the propesed operation, then, in order to be entitled to the benefits of this Acticle, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (20) days after the cxpiration of
the natice period of thirty (30) days (or as promptly as pessible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work [i.r the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-onsenting Party, the Consenting Parties shall cither: (a) request Operator to perform the work required by such preposed opera-
tion for the account of the Consenting Parties, or (b) desipnate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting, Parties, when conducting operations on the Contract Area pursuant to this Article VLB.2,, shall comply with ali terms and con-

ditions ol this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Purtics of the total interest of the parties approving such operation and its recommendation as
to whether the Conseating Parties should proceed with the operation as proposed. Each Consenting Party, within forty-ciglit (48) hours
(exclusive ol Sarurday, Sunday and Jegal holidays) after receipt of such notice, shall advise the proposing pacty of its desire Lo (a) limit par-
ticipation to such party’s interest as shown on Exhibit **A’" or (b) carry its proportionate part of Non-Consenting Parties” interests, and
failure o advise the proposting party shall be deemed an election under (1), In the event a drilling rig is on lecation, the time permitied for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The praposing party,
at its election, may withdraw such proposal if there is insuflicient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terins of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations [ree and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties,
i such an operation results in a dry hole, the Censenting Parties shall plug and abandon the well and restore the surface focation at tieir
sole cost, tisk and expense. If any well drilled, reworkad, deepened or plugged back under the provisiens of this Article results in a pro-

ducer of oil andfor gas in paying quantitics, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,
]
.
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ARTICHI VI
continued
and the well shall then be turned over w Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon comencement of operations for the drilting, reworking, decpenisg or plugging back of any such well by Consenting Parties
i accordance with the provisions of this Article, each Non-Consenting Patty shail be deemed o huve relinquished to Consenting Partics,
and the Consenting Parties shal! own and be entided to receive, in proportion io their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom undl the proceeds of the sale of such share, calculated at the well, or
markel value thereof if such share is not sold, (after deducting production taxes, excise taxes, rovalty, overriding royalty and other in-
terests not excepted by Article HED. payable out of or measured by the production from such well accruing with respect o such intecest

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

(2) 100% of each such Non-Conseating Party’s share of the cost of any newly acquired surface equipment beyond the welihead
cennections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party's shizre of the cost of operation of the well commencing with first pradiction and coatinuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Pasty had it participated in the well from the beginning of the operations; and

() = 300 9% of that pnmun of the costs and expenses of drilling, reworking, deepening, plupging back, testing and completing,
NG, and 300 % of that portion of the cost of newly acquired equip-

alter deducting any cush ¢
aent in the well (to and including the welthead connections), whicht would have been chargeable to such Nen-Consenting Party if it had

tions received under Article

participated therein,

An clection not to participate in the drilling or the deepening of a well shall be deemed an clection not 1o participale in any re-
working or plugyping back operation propused in such a well, or portion the reaf, to which the initial Non-Consent election applied that is

conducted at any tinie prior to (il recovery by the Consenting Parties of the Non-Consenting Party’s s reccupment account. Any such

reworking or plugning back operation conducted duting the recoupmient period shall be deemed part of the cost of operation of said well
and there shall bie added 1o the sums to ke recouped by the Censenting Partics one hundred percent (1009) of that portion of the costs of
the teworking or plagging back operation which would have been chargeable to such Non-Conseating Party had it participated therein, If
such a reworking or plugging back opecatian is proposed during such recoupment period, the provisions of this Article VLI, shall be ap-

plicable as between said Consenting Parties in said well,

During the period of time Consenting Parties are cntitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the pavment of all production, severance, excise, gathering and other
taxcs, and all royalty, overriding royalty and other burdens applicabie to Non-Consenting Party's share of production not excepted by Ar-

ticle HLD.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, {ree

of cost, all casing, twbing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well alter such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

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

Within sixty (00) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the cquipment in and connected to the well, and an
itemized staternent of the cost of drilling, deepening, plugging back, testing, completing, and cquipping the well for production; or, at its
option, the operating party, in licu of an itemized statcinent of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each mouth thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall fTurnish the Non-Consenting Parties with an itemized statement of all costs and habihitics in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds

realized from the sale of the well's working interest production during the preceding month. In determining the quantity of ¢il and gas

produced during any month, Consenting Parties shall use industry accepted methods such as, haretrattivatted-te, melering er-pertothe
aweltuste, Any amount realized [rom the sale or other disposition of equipment newly acquired in connection with any such Jbperation

which would have been owned by a Non-Cansenting Party had it participated therein shall be credited against the total unremrncd Costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall rcvut to it as

above provided; and if there is a credit balance, it shall be paid 10 such Non-Consenting Party. Il {
I8
)
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ARTICLIS VI
coniinued
Wand when the Consenting Parties recover from a Noa-Consenting Party’s relinquished interest the amonnts pro vided for above,
the relinguished ntecests of sucii Non Consenting Party shali cctamaticaliy severt to it, and, from and after such revession, such Noa-
Consenting Party shail own the samie interest in such well, the waterial and cquipment in ol pertaining thereto, and the production
thecefron as such Non Consenting Party would have been eviitfed to had it participated i the drilling, reworking, decpening or plugging
back of said well. Thereilter, such Non-Conseniting Perty shiall be charged with and shall pay its propoctionace pact of tha further costs of

the operation of said well in accordance with the terms of this apreement and the Accounting Procedure attached hercto.

Notwithstanding the provisions of inis Article VLIL2,, it is agreed that without the mutual consent of all partics, no wells shall
be completed in or produced from a source of supply from '.vhxch a well located elsewhere on the Contract Area is producing, unless such

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,
except (a) as to Article ViLDL L (Optian No, 2), if selected, or (b) as to the rewerking, deepening and plugging back of such initial well
alter it has been drilled to the depth specified in Article VEAL il icshall thereafter prove to be a dry hole or, if initially completed for pro-

duction, ceases to produce in paying quantitics,

3. Stand-By Time: When a weli which has been dritled or deepened has reached its authorized depth and all tests have been

completed, and e rezults thereol furnished to the partics, stand-by costs incurred pending response to a party's natice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or decpen-
ing aperation just coinploted, Stand-by casts subsequent to all parties responding, or expiration of the response time permitted, whichever
first uccurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the sccond gram-
matical paragraph of Article VI.8.2, shia!l be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of incufficient pacticipation, such stund-by costs shall be allocated between the Conseating Parties in the proportion
cacli Consenting Party’s iuterest as shown on Lxhibit *'A’" bears to the total interest 25 shown on Exhibit **A’" of ali Consenting Par-

ties

4. Sidetracking: Except as hereinaflier provided, those provisions of this agreement applicable to a *‘decpening’’ operation shall
also be :-pp‘.icabgl_oﬂanv proposal to directionally control and intentionally deviate a welf {rom vertical so as to change the bottom hole
location fherein colicd “sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other

chanical difficulties. Any party having the right to perticipate in a proposed sideteacking operation that does not own an interest in the
af(cctod well bore at the time of thic notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal

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

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incursed in

the initial drilting of the well down to the depth at which the sidetracking operation is initiated.

(b) ¥ the proposal is {or sidetracking a well which has previously produced, reimbursement shall be on the basis ol the well's
salvable materials and cquipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the

provisions of Exhibit ““C'", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

Tu the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on lscation, the response period
shall be limited 1o forty-cight (48) hours, exclusive of Suturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (B) additional days after expiration of the {orty cight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period, If more than cne party elects to take such additional time to respond to the notice. stand-
l)y costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion cach clecting par-
ty's interest as shown on Exhibit ““A"" bears to the total inlerest as shown on Exhibit **A™" of all the clecting parties. In all other in-

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

1

C. 'TAKING PR()DUCHON IN KIND “'f |
Lach party shall lake in l-md oF scp.xmlcly dispose of its proportionate share of all oil and gas produced from“mcv Contract Areu,
exclusive of production which may be used in development and producing operations and in preparing and (rmuny ml apd, gas for

marketing purposes and production uuaveidably lost. Any extra expenditure incurred in the taking in kind or separate (lxxp()ﬁltlon by any

party of its proportionate shace of the production shalt be borne by such party. Any—pnr&y*ﬁnmﬂhmd—pmdﬂ?mn—!ﬁmﬂﬁhﬁ%
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ARTICLIS VI
confinued

redred-to-pay{oi- cabeits-peepoctiona share ol such-partolOperator's-surfucefacilitivsauhichoiluses.

liach party shall exccute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, excepl as provided in Article VILE,, shall be entitled to receive payment direcdy from the purchaser thereof for

its share of all production.

Ir the event any pzrty shall fail to make the arvangements necessary to take in kind or separately dispose of its
proporlionate share of the oil and gas produced from the Contract Area, Operator shall have the right, subject to the
revocation at will by the party owning it, but not the obligation, to purchase such oil and gas or sell it to cthers at any
timg and from time tc time, and shall account to such party for the actual net proceeds received fer such proaduction, if sold,
or the current mavket price if purchased Ly the Operater. Any such purchase or sale by Operator shall be subject 2lways to the
right of the ocwner of the production to exercise at eny tiie its right to take in kind, or suparately dispose of, its share of
all ail and gas not previously delivered te a purchaser. Any purchase or sale hy Operator of any other party’s share of oil
and gas shall be only for such reasonable periods of time ¢s are consisient with the minimum peeds of the industry under the

ces, but in no event for a period in execess of one (1} year. Hotwithstanding the forgoing, Operator

pavticular circumstances,
shall not meke a sale, including one into interstate commerce of any other party's share of gas producticn without first giving

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

Iin the event one or more parties’.separate disposition of its share of the gas causes split-stream deliveries to separate pipelines andfor
Sivertes whie boie e PN N . . e . 1 . :

deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to

zlancing or accounting berween the respective accounts of the parties shall be in accordance with any gas balancing

be attocated to it, the
agreement between the parties hereto, whether such an agreement is attached as Fxhibit "™, or is a separate agreement.

). Access to Contract Area and Information:

Fach party shall have ccess to the Contract Area at ail reasonable times, at its sole cost and risk to inspect ot observe operations,
and shull have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
und records relating thereto, Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
cach month, and shall make available samples of any cores or cattings taken from any well drilled ona the Contract Area. The cost of

gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that se-

quests the infornmation.
E. Abandonment of Wells:

1. Abandont
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoncd
without the consent ¢f all pzriies. Should Operator, after diligent effort, be unable to contact any party, or should any party fail 1o reply
within fortyeight (48) hours (exclusive of Szturday, Sunday and legal holidays) alter receipt of notice of the proposal ta plug and abandon
hall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in

Hatr

such well, such party s
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening

such well. Any party who abjects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VLB.

2. Abandonment of Wells that_have Produced: Except for any well in which a Non-Consent operation has been conducted

hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has heen completed as a

producer shall not be plugeed and abandoned without the consent of all parties. H all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days alter receipt of notice of the proposed abandonment of any well, all parties da not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions «f

Exhibit “*C*", less the estimated cost of salvaging and the estimated cost of plugging and abandening. Each abandoning purty shall assign

the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and |
material, all of its interest in the well and related equipment, together with its interest in the leaschold estate as to, but only as to, the -
terval or intervals of the {farmation or [ormations then open to production. If the interest of the sbandoning party is or includes an oil and
gas interest, such party shall exccute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thecealter as oil andfor gas is pro-

duced from the interval or intervals of the formation or formations covered thereby, such lesse 1o be oathe {ormantawchod-a-dixhibit
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RTICLY VI
conhmu}d

(X} ER ] at . . . \ v ey . - . v T
BT he-asstments ordeasessoHmited-shattc neempass the S dritinmp it uporwhiehr the welkisdecated. The payments by, and the
i 3 (3 o <] 3 > * OC al >y . M
assignments or leases to, the assignees shall be in 4 ratio based upon the relationship of their respective percentage of participation in the

Contract Area to the aggregate of the percentages of participation in the Contract Arca of all assignees. There shall be no readjustraent of
interests in the remaining portion of the Contract Area.

Thercafter, abandoning pariics shall have no further responsthility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royaitics retained in any lease made under the terms of this Article. Upon re-
quest, Orerator shall continu.: to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned

well, Upon proposed zbandoninent of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to

repurchase its prior interest in the well {using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Comcmmg Partics in the event of the proposed abandonment of any well excepted from suid Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having thez right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the prov isions of this Article
VIE.

ARTICLE Vil,
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Arca, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipmert, to secure payment of its share of expense, together with intercst thereon
at the rate provided in Exhibit “*C”', To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a securcd party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or sccurity interest as security for the payment therec!. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other righis or remedies, to collect from the purchaser the proceeds from
the sale of such Non'Operator’s share of oil andfor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon: Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60} days alter rendition of a statement thercfor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the intercst of cach such party bears to the interest of all such parties. Each party so paying iis share of the unpaid amount shall, to obtain
reimbursement thercof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shali charge each of the partics hereto with tlieir respective propor-
tionate shares upon the expense basis provided in Exhibit *‘C"". Operator shall keep an accurate recerd of the joint account hercunder,
showing expenses incurred and charges and credits made and received.

Operator, at its clection, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense o be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit *“C*” until paid. Proper adjustment shall be made monthly between advances and actual ex-

4

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more, LN

D, Limitation of Expenditures:

carrtwhen g

Vornen Ar
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ARTICLIS Vi

conlinued

i Option No. T2 All necessary expenditures for the drilling or deepening, tesiing, compluting and equipping of the well, including

NCCUSSITY llllr\ e .n.d.ur surface facilities.

(X Option No. 20 All necessary expenditures for the drilling or deepening and testing of the well. When such well has seached s
authorized depth, and all tests have been completed. and the resuits thereol furnished o the parties, Operator shall give immediate notice

to the Non Operaiors who have the right to participate in the completion costs The partics receiving such notice shall have torty-cight

(188 hours (exclausive of Saturday, Sunday and legal Tiolidaysy in which to elect 1o participate in the setting of casing and the completion at

tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such wedl, in-

chuding necessary tankage and/or surface fzcilities. Failore of any party receiving such notice to reply within the period above lixed shall
constitute an election by that party not to participate in the cost of the campletion attempt, Hone or more, but less than all of the partics,
reworking, decpening or plupging

I

clect 1o set pipe and to attempt a completion, the provisions of Acrticle VLI3.2. hereol (the phrase

back®™ as contained in Article VIB.2. shall be deenied 1o include **completing”) shall apply to the operations thereafter conducted by fess

than all partics.

2. Rework or Phag Back: Without the consent of wll parties, no well shall be reworked ar plugped back except a well reworked or

(rhigegeed ik Rt to the p provisions of Article VLB of this apreement, Consent ta the reworking or plapging back of aowell shall
include alt necessary expenditieres in conducting such operations and completing and equipping of said well, including vecessary ke

andfor surlace facilities,
Lo Other Operatioas: Witiout the consent el all parties, Operator shall not undertake any single project reasonably estinmuted

(o requite an expenditure in excess of__lwenty-Five Thousand Dollars (3_25,000.00 )

deepening, completing, recompleting, er plugging back of which has been

except in connection with a wll, the dritling, reworking,
previously authorized by or pursuant to this agreements provided, however, that, in case of explosion, fite, Hood or other sudden
emergency, whetlier of e same or diflereat nature, Operator may take such steps and incur such expetises as in its opinion are required
to deal with the amergency to safeguard life and property but Operator, as promptly us possible, shall report the emergency to the other

partics. 1 Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an information copy thereof for any single project costing in excess of Ten ThOUS(Hld""‘"‘"""‘""""'“ S

Dolfaes (2__TY 0 OOO 00 ) but less than the amount first set forth above in this paregraph.

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

Rentals, shut-in well payments and minimum royahties which may be requiced under the terms of any lease shall be paid by the
party or partics wha subjected such lease to this agreement at its or their expense. In the event twe or more parties own and have con-
tiituted interests in the same lease to this agreement, such parties may designate one of such parties to make said payvments for aad on
behall of all such parties. Any party may request, and shall be entitled te receive, proper evidence of all such payments, I the event of
failure to make preper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

ment s requited to continue the lease in force, any loss which results from such non-payment shalt be borne in accordance with the pro

vistans of Articie 1V.13.2.

Operator shatl notily Non-Operator of the anticipated completion of a shutdn pas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Satueday, Sunday and {egal holidays), or at the earliest opportunity permitted by
circunstances, prior to taking sach action, but assumes no liability lor Liiture 1o do so. In the event of failure by Qperator 1o so notily
Non Opetator, the loss of any lease contributed hereto by Non-Gperator {or faiture to make timely payments of any shut-in well payment

<hall be horne jointly by the pacties hereto under the provisions of Article 1V.13.3.

When sales commence, Operator shall notify Non-Operator of the date of first sale.
I, Taxces:

Neginning with the first calendar year after the effective date hereol, Operator shall render for ad valorem taxation all propedty
subject to this agreement which by faw should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
became delinguent. Prior 1o the rendition date, cach Non-Operator shall furnish Operator information as to burdens (1o include, but not
be dimited 1o, royalties, overriding royalties and production payments) on leases and oil and pas interests contributed by such Non:
Operator. M the assessed valuation o any leaschold estate is reduced by teason ol its being subject to outstanding excess rovaltios, over
riching rovaltics or production puyments, the reduction in ad vadorem taxes resulting therelvom shall inure to the heonelit of the owner or
owners of such feaschold estate, and Operator shalf adjust the charge to such owner or owners 5o as to reflect the benefit of such reduc-
o, 1 ahe ad vilosem taxes ase based in whole or in part upon separate valuations of e party's working interest, then notwithstanding
anvthing to the contrary herein, charges to the joint account shall be miade and paid by the parties hereto in accordance with the tax

vahie penerated by cach party's working interest. Operator shall hill the uther parties for their proportionate shares of all tx payments in

the manner provided in Exhibit ©°C™

Il Operator considers any tax assessment improper, Operator iy, at its discretion, protest within the time and manner
prescribed by Liw, and prosecute the protest 1o a final determination, unless all patties apree to abandon the protest prior to final detes-
minating. During the pendency of administrative or judicial proceedings, Operator may elect to pay, undee protest, all such taxes andany
intecest and penatty, When any such progested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
count, together with any interest and penalty acerued, and the ol cost shall then e ascessed against the partics, and be paid by them, as

Cepaa

provided in Exhibit .

Fach pacty shaft pay or catse to be paid all production, severance, excise, gathering and other taxes imposed upon or with ospect ta-

the production or landling of such party's share of oil andior pas produced under the terms of this aprecnent,
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ARTICLIS VI
continued
G. losurance: \

At all times while operations are conducted hereunder, Cperator shall comply with the workmen’s compensation faw of
the state where the operations are being conducted; provided, however, that Operatos may be a self-insurer for liabilivy under said com-
peasation lavess tn which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C*, Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outhined in Exhibit *'D"" attached o and made a part
hereof, Operator shall require all contractors engaped in work on or for the Contract Area to comply with the workmien's campensation
faw of the state where the operations age being conducted and to maintain such other insurance as Operator may require,

In the event antomohile public lizhility fnsurance is specified in said Exhibie D", or subsequently receives the approval of the

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

ARTICLE VL
ACQUISITION, MAINTENANCE O TRANSFER OF INTEREST

A. Surreader of Leases:
The leases covered by this agreement, insofir as they embrace acreage in the Contract Area, shall not be surrendered in whole

or in port unless all parties consent thereta,

Flowever, should any perty desire 1o surrender its interest in any lease or in auy porton thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be locaied therecn and any rights in production
therealter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shail execute and deliver to the party or parties not consentitig to such surrender an oil and gas lease covering
such oil and pas interest for a term of one (1) year and so lony thereafter as oil andlor gas is preduced from the Iand covered therebysueh
lease—todi-os-thedorn-atache d-herato ws-iinkilnii—=B"", Upon such assignmient or lease, the assigning party shall be relieved from all
obligations therealter aceruing, but not theretofore accrued, with respect to the interest assigned or leased annd the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigined or leased premises and its equipment and pro-
ducticn other than the royalties retained in any lease made under the terms of this Article. The party assigner or lessee shall pay to the
party assignor ot lessor the reasonable salvage value of the latter’s interest in any wells and equipraent zitributable to thie assipned or leas-
ed acreage. The vatue of all material shall be determined in accordance with the provisions of Exhibit “*C*', less the estitnated cost of
salvaging and the estimated cos: of plugging and abandening. Hf the assignment or lease is in favor of niore than one party, the interest

shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assipnment, lease or surrender made under this provision shali rot reduce or change the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contrzct Area; and the acreage

assigned, leased or surrendered, and subsequent operations thereon, shiall not thereaiter be subject to the terms and provisions of this

agreement,
3. Renewal or IExtension of Leases:

If any party sccures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days folowing receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar as such lease alfects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the

interests held at that time by the parties in the Contract Arca.

If some, but less than all, of (he parties clect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to pacticipate therein, in a ratio based upon the relationship of their respective percentage ol parlicipation in the Contract Area
o the agpregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

Any rencwal lease in which less than all parties elect to participate shall not be subject to this agreement.

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

by the acquiting party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only & portion of its area or an interest thercin, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing fease shalt be subject to this provision; but any lease taken or con-
tracied for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not bc,.sful.sjccl to

the provisions of this agreement,

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

C. Acreage or Cash Contributions: [

While this apreement is in force, il any party contracts for a contribution of cash towards the drilling of & well or; ;m'y other
operation an the Contract Area, such contribution shall be paid 1o the party who conducted the drilling or other u‘parulioh and,shall he
applicd by itagainst the cost of such drilling or other operation. i the contribution be in the form of acreage, the |m.r(y'm whom the con-
tibution is made shadl promipiy tender an assipnment of the acreage, without watranty of title, to the Drilling Partics jo_the profiortions

[ e e
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ARTICLE Vil
continued

said Drilling Parties shared the cost of drilling the well. Sucl: acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly nolify 2l! other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contiuct Arca. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which arc in support of 2 well drilied inside the Contract Area.

If any party contracts {or any consideration relating o disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Articie VILC.

D. Maintenance of Uniforin Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

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

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

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expendizures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute ali contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partiticn:

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

interest therein.
F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which shall include the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the purchas-
ing partics shall share the purchased interest in the proportions that the interest of each bears 1o the total interest of all purchasing par-
ties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage its mtcxiests or to
2, sale or trensfer

. . . . . . or
dlipow of jts mlcreﬁts b{ me rgcr rcov ganization, consolidation, or sale of 2l or substantially all Cvx its as%ets oAt hiiliary or parés

1ts int ere°t<2 51oizr‘ or a parent company, op subsidiary o 2 par ent com fal g
, or td any company in’which any onc party owns 4 majority of tock

ARTICLE 1X.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision: herein that the rights and liabilities hereunder are several
and not joint or coliective, or that this agreement and operations hereunder shali not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter ‘K", Chapter 1, Subtitle *“A”’, of the Internal Revenue Code of 1954, as per-
mitted and autherized by Section 761 of the Code and the regulations promulpated thereunder. Operator is authorized and directed to ex-
ecute on behalf of cach party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data requircd by Federal Regulations 1.761. Should there be any requirement that cach party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hercby. If any present or future income tax laws of the state or states in which the Contract
Arca is located or uny future income tax laws of the United States contain provisions similar to those in Subchapter **K**, Chapter |,
Subtitle **A”", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-
mitted, cach party hereby affected shall make such election as may be permitted or rcqmrul by such laws. In making the foregomg, elec-

tion, each such party states that the income derived by such party from operations hereunder can be adequately determined withaut the
IR .

computation of partnership taxable income.

-12-
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ARTICLE X,
CLAIMS AND LAWSUI'YS

Operitor may settle any single uninsared third party damage claim or suit arisisg from operations hereunder if the expenditure
Fiv '] sand a )
e Thousand and no/100 Dollars

dovs not exceed :
3 9 . . . . . ; .
(3 9,000.00 Yaad i the payment is in complete settlement of such clain or suit. If the amount required for settiement ex-

ceeds the above amount, the partics hereto shall assume and tike over the further handling of the claim or suit, unless such authority is
delepated 1o Operator, All costs and expenses of handling, setiling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hercuinder ever which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operations liercunider.

ARTICLE X1
FORCE MA)EURE

H any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money paymients, that party shall give to all other parties prompt written notice of the force majeure with
reasonably (il particuiars concerning ity thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continusnce of the force majeure. The alfected party shall use all reasonable

diligence o remove the force majeure situation as quickly as practicable,

The requirement that any force majeure shall be remedied with all reasonable dispateh shall not require the settlement of strikes,
| y J }
lockouts. or other fabor difficuity by the party involved, contrary to its wishes; how ull such difficulties shall be handled shall be entirely

within the discretion of the party concerned.

The term “force majeure”, as here employed, shall mean an act of God, strike, fockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightuing, fire, storn, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specitically enuiierated above or otherwise, which is

not reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES

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

specilically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit “*A". The originating notice given under any provision hereol
shall be deemed given only when received by the party to whon such notice is directed, aud the time for such party to give any notice in
response thereto shall run {rom the date the originating notice is received. The second or any responsive notice shall be déemed piven
when deposited in the mail or with the telegraph company, with pastage or charges prepaid, or sent by telex or telecopier. Each party

shall have the right to change its address at any time, and from time 1o time, by giving written notice thereof 1o all other parties.

ARTICLE XI11L
TERM OF AGREEMENT

This agreement shall resmain in [ull force and effect as to the oil and gas leases andior oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any

fease or oil and gas interest contributed by any other party beyond the term of this agreement,

L3 Option No. 1: So lonp as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part

of the Coniract Arca, whether by production, extension, renewal or otherwise,

X Option No. 2: In the event the well described in Article VIA., or any subsequent welt drifled under any provision of this
agreement, results in production of oil andfor gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of __90 ___ days from cessation of all production; provided,
however, il, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plupging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force uatil such opera-
tions have been completed and if production results therelrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no ather well is producing, or capable
of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plupging back orllrcwr)rk~
Vi

60 days from the date of abandonment of said well. ;i
Lo

ing operations are commenced within
It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has
S

accrued or attached prior to the date of such termination.
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ARTICLE X1V,
COMPLIANCE WitH LAWS AND REGULATIONS

A. lLaws, Regulutions and Orders:

Fhis agreement shall be subject to the conservation laws of the state in which the Contract Area is Tocated, to the valid rules,
repulations, and orders of any duly constituted regulatory body of said state; and 1o all other applicable federal, state, and local laws, or-
dinances, roles, regulations, and orders.

B. Governing Law:
This agreement and ail muatters pertaining hercto, including, but not Limited to, nitters of perlormance, non-performance, breach,

remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which

the Contract Area is located. f the Contract Area is in two or more states, the faw of the state of

shall govern.
C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed 1o grant, Operator the right or suthority (o waive or release any rights,
privilepes, or obligations which Non-Operators may have under federal or state laws or under reles, regulations or orders promulgated
uncler such taws in reference to ofl, pas and nineral operations, including the location, operation, of production of wells, on tracts olfset-

ting or adjacent to the Centract Arca.

With respect to eperations hercunder, Non-Operators ugree to release Operutor from any and all losses, damages, injurics, claims
and causes of action arising out of, incident to or resulting dicectly or indirectly from OQperator’s interpretation or application of rules,
rulings, repulations or orders of the Department of Energy or predecessar or successer agendcics o the extent such interpretation or ap-
plication was made in good faith. Fach Non-Operator further sgrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of praduction that Operator may be required to refund, rebaie or pay as a resnlt of such an incorrect interpretition or

application, together with interest and penaliies thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Opcrators authorize QOperator 1o prepare and submit such documents as muy be required to be submitted to the purchaser
of any crude ail sold hereunder or to any other person or entity pursuant to the requirements of the " Crude Oil Windfall Profic Tax Act
of 1989 as same may be amended from time to time "*Act”), and any valid regulations or rules which niay be issued by the Treasury
Department from time to time pursuant to said Act. Fach party hereto agrees to furnish any and all certifications or other informution

which is required to be furnished by said Act in a timely manner and in safficient detail to permit compliance with suid Act.

ARTICLE XV,
OTHER PROVISIONS




EXHIBIT A-1
TO OPERATING AGREEMENT

Between Sun Exploration and Production Company as Managing General
Partricr o7 Sun Operating Limited Partrership, Operator and Arco 0il
and Gas Ccwmpany, et al, as Non-Operators.

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT

Serial No.:
Effective Date:
Lessor:

Lessee:

Covers:

Royalty:

Overriding Roya]ty;

Serial No.:
Effective Date:
Lessor:

Lessee:

Covers:

Royalty:

Overriding Royalty:

Serial No.:
Effective Date:
Lessor:

l.essee:

Covers:

Royalty

Overriding Royalty:

Serial No.:
Effective Date:
Lessor:

Lessee:

Covers:

Royalty:

Overriding Royalty:

1L11/2275 - (1) ~

NM 194129

December 1, 1973

United States of America

Franklin S. Mainord

(among other lands) SE/4 SW/4 Section 15,
T-18S, R-27t

12.5%

4%

NM 29277

September 1, 1948

United States of America

Malco Refineries, Inc.

(among other lands) N/2 NW/4 Section 15, T-18S,
R-27E

12.5%

3.125%

NM 55122

April 1, 1983

United States of America

Yates Petroleum Corporation

(among other Tands) SW/4 SW/4 Section 15,
T-18S, R-27E

12.5%

None

NM 29272

July 1, 19849

United States of America

Malco Refinerijes, Inc.

(among other lands) SE/4 Section 15, T-18S,
R-27E

12.5%

3.125%



EXHIBIT "B"

Attached to and made a part of that certain Operating Agreement between
Sun Exploration and Productior Company as Managing General Partner of

Sun Operating Limited Partnership, Operator and ARCO 0il1 and Gas Company,
et al, Non-Operator.

There are no unleased minerals within the contract arca.
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Attached to and made a part of that certain Joi m Operat1
between Sun -"ploP
Operating Linited Dori ‘arinership as Operator, and ARCO (7] and Gas_Company, et al,

Non-bperators., ] L
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EXHIBIT Yoo

ng_ ﬁ”rceert dated September 15, 1987,
fanaging _General Partner of Sun

tion “and Production C

mpany as.

CACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Deflinitions

“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 mainte-
mince of the Joint Property.
“Joint. Account” shall imean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Naoa-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 lubor directly employed on the Joint Property in a field operating capacity.
“Pechuical Ivmployees” shall mean those employees having spui U and specifie engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
fm the benefit of the Joint Property.

“Personal Ioxpenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall miean personal praperty, equipment or supplies acquirad ar held for use on the Jaint Property.
“Controtlable 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.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanicd by statements which identify the authorvity for expenditure,
loase or Meility, and all charges ind eredits summarized by appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall he separately identificd and fully described in
detail.

Advanees and Payments hy Non-Operators
Yy

A.  Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash ontlay for the succeeding month’s operation within fifteen (15) days alter receipt of the bill-
ing or hy the st day of 1he month for which the wdvanee is vequived, whichever is later. Operator shall adjust each
muonthly bilting to reflect advances reeeived from the Non-Operators.

B.  Each Non-Operator shall pay its proportion of all bills within {ifteen (15) (h\ys after mu*mL If pavment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Jhe_Chase____
Manhattan Baink, NA____ on the fivst day of the month in which delinguencey oceurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attarney'’s fees, courl costs, and other costs in connection with the collection of unpaid amonnts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills and statements rendered to Non-Operators by Operator during any ¢ calendar year shall con-
elusively be mcsumed to be true and corrcet after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written v\wpu(m thereto and makes elidm on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same presceribed
period, ‘The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable

Material as provided for in Section V.,

COPYTRIGITT® 1985 hy the Council of Petroleum Accountants Societies.

0
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Operator shall charge the Joint Account with the fallowing items:

3.

i

SUH

h-th

Aundits

A A Non-Operator, upen notice in writing to Overatar and il other Non-Operators, shall have the right to audit Opera-
tor's acconnts and records relating to the Joint Acconnt Tor any catendar year within the teeerty-four (21) month
period following the end of such calendur vear; provided, however, the making of an audit shall not extend the time
for the taking ol writlen exeeption to and the adjustments of accounts as provided for in Paragraph -1 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shali make every reasonable effort to conduct a
Jointaudit in a manner which will vesult in o minimuro of inconvenience o the Operator, Operator shadl hear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The andits
shall not be conducted morve than once cach year without prior approvid of Operator, except upon the resignation or
removil of the Operator, and shall be mide at the expense of those Non-Operators approving such audil.

B, The Operator shall veply in writing to an audit report within 180 days aflter receipt of sueh veport.

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly veaunired under other sections of this
Accounting: Procedure and if the agreement o which this Accounting Procedure is altached contains no contrry provisions

in regard thereto, Operator shaidl notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall e controlling un all Non-Operators,

I1. DIRECT CHARGES

Beological and Fnviromuaental

Costs incurred for the benefit of the Joint Property as a reault of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joinl Operations. Such costs may include surveys of an ccological or archueological
mature and pollution control procedures as required hy appheable laws and regulations.

Rentals and Royalties

Lease rentals and royvalties paid hy Operator for the Joint Operations,

[abor

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

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

(3) Salaries and wages of Teehnical Employees diveetly emploved on the Joint Property if such charges are excluded
from the overhead rates.

(1) Salaries and wages of Technical Fmployees cither temporarily or permanently assigned fo and divectly employed
in the operation of the Joint Property it such charges are exelnded from the overhead rates.

B, Operator’s cost of holiday, vacation, sickness and disability benefits and wther castenuuy wlovianices paid to employees
whose saluries and wages ave chavgeable to the Joint Aceount under Paragraph 3A of this Section 1 Suelr costs under
this Paragraph 30 may be charged on a “when and as paid basis” or hy “pereentage assessment” on the amount of
salaries and wages churgeable to the Joiat Aceount under Paragraph 54 ol Lhis Section H.H percentage assessiment
is usecd, the rate shall e based on the Operator’s cosl experience,

¢, Ixpenditures or contributions made pursnant to assessments imposed by govermmental authority which are applicable
o Operidor’s costs chargeable (o the doint Acconnt ander Parmgraphs 34 and 30 of this Bection 1L

1. Personal Fixpenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
SA ol (his Scetion 11,

mployee Benefils

Operator's current costs of estallished plans for employees’ group life insurance, hospitalization, pension, retirement, stock

purchuse, theift, bonus, and other benelit plans of a like natuie, applicable te Operalor's labor cost chargeahle to the Joint

Aceount under Parugeraphs 324 and 382 6f this Section Hoshadl he Operators acinad cost not o execed the pereent maost recent

ly recommended by the Couneil of Petroleum Accountants Socicties.

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section TV, Only such Material

shadl e purchased for or transferved lo the Joint Properly as may be requirved Jor immediate use amd is reasonably practical

antd consistent with efficient and economical operations. The aceumulation of surplus stocks shall he avoided.

Transportalion

Transportation of employees and Matevial necessarvy for the Joint Operations but subjeet to the following limitations:

A Material i3 moved to the Joint Property Drom the Operator’s warchionse or other properties, no charge shall he made
1o the Joint Account for @ distinee greater than thie distance from the neaeest veliabile supply store swhere like maderiad
is normally availabde ov railway receiving point nearest the Joint Property untess arreed to by tee Parties.

P
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B. 17 surplus Material is meved to Operator’s wirchause or other storage point, no charge shall be made to the Joint Ae-
count for a distance greater than the distance to the nearest retiable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
;l)l:uig la the Jaint Account for moving Material o othier properties belonging to Operator, unless agreed to by the

arties,

C.  In the application of subparagraphs A and B ahove, the option to equalize or charge actual trucking cost is available
when the actual charge is $100 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Sacietics.

Services

The cost of contract services, equipment and utilities provided by outside sources, exeept services excluded by Paragraph
10 of Scetion IT and Paragraph i, 1, and iii, of Scction HIL The cost of professional consultant services and contract ser-
vices of technieal personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consullant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Fqguipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Aecount for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed
dwelve_ percent (__1.2___ %) per annum. Such rates shull not exceed average commercial rates currently pre-
vailing in the immediate arca of the Joint Property.

. In lien of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may eleet to use rates published by the
Petroleum Motor Transport Association,

Damages and Losses to Joint Property

AN costs or expenses necessary for the repair or replacernent of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, exceptl those resulting from Operator’s gross negligence or
willful misconduet. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicuble
alter a report thereof has been received by Operator.

Legal Expense

Fxpense of handling, investigaling and scttling litigation or claims, discharging of liens, pavment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or neeessary 1o protect
or rceover the Jeint Property, except that no charge for services of Operator's legad stalf or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legral expense is constdered to be covered by the
overhend provisions of Section I unless otherwise agreed to by the Parties, exeept as provided in Sccetion 1, Paragraph

4
el

Taxes

Al taxes of every kind and nature assessed or levied upon ar in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have heen paid by the Operitdor for the benefit of the Parties. 11 the ad valo-
rem taxes are based in whale or in part upon separate valuations of each party’s working interest, then notwithstanding
anvthing Lo the contrary herein, charges to the Joint Account shall be made and paid by the Purties hereto in accordance
with the tax value generated by cach party’s working interest

Insurance

Net premiums paid for insurance required te be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducled in a state in which Operator may act as =elf-insurer for Worker’s Compensation and/
or mployers Liability under the respective state’s laws, Operator may, al its election, include the risk under its self-
imsurance program and in that event, Operator shall include o charge at Operator's cost not to exceed manual rates.

Abandonment and Reclamation

Casts inenrred for abandonment of the Joint Property, including costs required by govermmental or other regulatory
anthority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities diveetly serving the Joint Property. In the event communication fucilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section [l

Other Expenditures

Any other expenditure not covered or dealt with in the foregroing provisions of this Scetion H, or in Section 1 and which
is of divect benefit to the Joint Property and is incurved by the Operator in the necessary and proper conduct of the Joint
Operations, -

-3-
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HI. OVERITEAD

. Overhead - Drilling and Produeing Operations

i, As compensation for adeninisteaiive, supervision, office services aid warchonsing costs, Operator shall charge drilling

and producing operations on either:

( x) Fixed Ruate Basis, Paragraph 1A, or

{ ) Percentagre Dasis, Paragraph 18

Unless otherwise agreed to by the Parties, such charge shall be in Heu of costs and exvenses of al! offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those dircetly chargeable under Paragraph
SA, Section 1, The cost and expaense of services from ontside sourees in connection with matters of taxation, tratlic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above solected Parasraph of this Section HI unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

i, The salaries, wages and Personal Expenses of Technieal 1mployees and/or (he cost of professional consaltant services
and contraet services of technical persomnel divectiy employed on the Joint Property:

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

i, The salaries, wages and Personal Bxpenses of Technical Iimplayees and/or costs of professional consultant services
andd conlract services of technical personnel either tempararily or pernumently assigned o and diveetly employed in
the operation of the Joint Property:

() shall be covered by the overhead rates, or
( %) shall not be covered by the overhead rites,

A. Overhead - Fixed Rate Basis . —.

/ .
“Account at the following rates per well per month:

(1) Operator shall charg

Drilling Well Rate § 9, 717007
(Prorated for less than « I'pHmanTy{

Producing Well Rate § 572.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded und terminale on the date the drill-
ing rig, completion rig, or other units used in cormpletion of the well is released, whichoever is later, except

that no chargre shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

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

(b)Y Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall he considered as a one-
well eharge Tor the entire month,

(2) ach active completion in o multi-completed well in which production is not commingled down hole shall
be considered s a one-well charpe providing each completion is considered a separate well by the govern-
ing regulatory authovity.

(3) An inactive gas well shut in hecause of everprodaction or failure of purchaser to take the production shall
be considered as o one-well chavge providing the gras well is diveetly connected Lo i permanent sales
outlet.

(1) A one-well charge shall be made for the month in which phizging and abandonment operations are com-
pleted on any well. This one-well eharge shall be made whethier or not the well hus produced except when
dritting well vate applies.

(5) Al other inactive wells (including hut not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, etelg shall not qualify for an overhead cliorge.

3) The well rates shall bhe adjusted as of the first day of April each yeur following (he effeetive date of the ayreement
to which this Aceounting Procedure is attached. The adjustnent shall he computed by maahiiplying the rate eur-
rently inuse by the percentapre increase or decroase in the averige weekly carnimges of Crade Petrolenm and Gas
Produetion Waorkers for the Inst cadendar year compared to the cadendar year preceding: as shown by the index
of avermre weekly earnings of Crode Petrolennm and Gas Production Workers as published by the Hoited States
Department of Labor, Burcau of Labor Statisties, or the equivatent Canadian index as published by Statistices
Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or minus ithe computed -
Justinent,
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s-—\——-—-—{u)—Deve] spment
\ Percent ( %) of the cost of development of the Joint Property o_x(w,msim:ed

\hdu' Pm ag aph 10 of Section 1T and all salvage credits,

h) Opemting\\\
\\

Percuh\%) of the cost of eperating the Joint Troperty exelusive of costs provided under

Paragraphs 2 and 10 of Section T all salvage credits, tlvuvﬂuo of injected substances purchased for secondary

recovery and all taxes and ussessments™w hzch are levied, assessed and paid upon the mineral interest in and

to the Joint Property. - \\
(2) Application of Overhead - Pe zcenmpn/ﬂ.t shall be as r'n‘.m'x:\
~——

For the purpose of deter wifing charges on a percen{age basis under Paragraph 1B of this Seetion T, development
shall include all eost€’in conneetion with drilling, redritling, deepening, or dnv\mmmiml operations on any or all
wells invol rﬁ)ae use of driiling rig and crew capable of drilling to the nmduun;, imtervid on the Joint Prop-
erty; Tpreliminary expenditures necessary in preparation for drilling and expenditures Mewred in abandoning
en the well 1s not Lomplvte(l as a producer, and original cost of construction or installation of assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major unslr 410N u4s
e ——defined- 2 M%f)hﬂéaﬁ—mim%eebmwh -AH-othercosti-shall-baconsidorsd-us-operatings

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construetion and installution of fixed assets, the expansion of
fixed assets, and any other project elearly discernible as a fixed asset reqguired for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint
Acceonnt for overheud based on the following riutes for any Major Construction project in excess of 5 _25,000

o=
o

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

B. 3 %of costs in excess of $100,000 hut less than $1,006,000, plus
C. _’2____ % of costs in excess of 31,000,000,

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

excluded.

3.  Catastrophe Overhead

To compensate Oparator for overhead costs incurred in the event ef expenditures resulting from a single cecurrence due
to oil spill, blowout, explosion, lire, storm, hurricane, or other catastrophes as agreed to by the Partios, whieh are necessary
{o restore the Joint Property to the equivalent condition that exlstwl prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A. ___.5______ % of total costs through $100,000; plus
B.__3 %ol total costs in excess of $100,000 hut less than $1,000,000; plus
C.__2 % of tolal costs in excess of $1,000,000.

Expenditures subject to the overheads ahove will not be reduced by insurance rceoveries, and no other overhead provi-
sions of this Seection I shall apply.

4. Amendment of Rates

The overhead rates provided for in this Seetion TIT may be amendad frem time to time only by mutual agreement between
the Parties hereto if, in praciice, the rates are found to be insufficient or excessive.

IV. PRICING OF JOINT ACCOUNT MATEKRIAL PURCHASES, TRANSEFERS AND DISPOSI'TTONS

Operator is responsible for Joint Account Material and shall male proper and timely charges and credits for all Material move-
ments alffecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, al Operator’s
option, such Material may be supplied by the Non-Operator, Operator shall inuke timely disposition of idle and/or surplus
Muaterial, such disposal being made cither through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation Lo purchase, interest of Non-Operators in surplus condition A or B
Matervial. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties,

1. Purchases

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

2. Transfers and Digpositions

Material furnished to the Joint Property and Material transferved from the Joint Property or disposed of by the Operator,
unless otherwise agrreed to by the Parties, shall he priced en the Tollowing basis exclusive of cash discounts:
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A.

~
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New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goeds, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of mavement plus transportation cost using the 80,000 peund carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
Lubular goads exist. If the 80,000 pound rail rate is nol offered, the 70,000 pound or 80,000 pound rail rate
may be used. Freight charges for tubing will be caleulated from Lorain, Chio and casing from Youngstown,

Ohio. :

(h) Tor grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)a). For transportation cost from points other than Fastern mills, the 30,000 pound Qi Field
Haulers Association interstate truck rate shall be used,

(e) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 1o
the railway receiving point nearest the Joint Property. ,

(d) Macaroni tubing (size less than 23 inch OD) shall be priced at the lowest published out-of-stock prices f.o.h.
the supplier plus transportation costs, using the OQil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Juint Property.

(2) Line Pipe

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

{b)} Linec pipe movements (except size 24 inch OD and larger with walls 3{ inch and over) less than 30,000 pounds
shall be priced at Inastern il published earload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph Ax(1)(a) as provided above. IPreight charges shall be caleulated fram Lorain, Ohio.

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.h. the point of manufacture
at current new published prices plus transportation cost to the ratlway receiving point nearest the Joint
Property.

(1) Line pipe, ircluding fabricated line pipe, drive pipe and conduit not listed on published price lists shall be
priced al quoted prices plus {reight to the railway receiving point nearest the Jaint Property or al prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliuble supply
store nearest the Joint Property, or psint of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

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

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved Lo the Joint Property

Al sevenly-live pereent (76%) of current new price, as determined by Paragraph A,
(2) Materia) used on and moved from the Joint Property

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

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

{3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until alter recon-
ditioning shall be priced at fifty pereont (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cosl of reconditioning
does not exceed Condition 13 value. .




(2) Condition D

A, e sy 141 N . y A oSl H Jort

tnterial, excluding junk, no longrer suitable Tor its original purpose, hut usable for come other purpose shall he
priced on a busis commensurate with its use. Operator may dispose of Condition 1D Materind under prozedures
noruiatly used by Operitor without prior approval of Non-Operators.

(a) Casingr, t\‘ihinp:, or drill pipe used as line pipe shall he priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall he priced at used line
pipe prices.

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

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

(3) Condition To

Junlc shall be priced at prevailing prices, Operator may dispose of Condition 15 Material under procedures nor-
mally utilized by Operator withoul prior approval of Non-Operalors.

D, Obsolete Material

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

I5. Pricing Conditions

(1) Ywoading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movemaents, in lieu of actual toading or unloading costs sustained at the stacking
point. The above rate shall be adjusted as of the fivst day of April cacely year following January 1, 1985 by the same
percentage inerease or decrease used (o adjnst overhead rates in Section TH, Paragraph LAG). Fach year, the
rate caleulated shall be rounded to the nearest cent and shall be the rate in effect until the lirst day of April next
year. Stich rate shall be published each year by the Council of Petrolenm Accountants Socielies,

(2) Material involving creetion costs shall be eharged at applicable percentage of the current knocked-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
unusuil causes aver which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for sach Materinl, Bach Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind «ll or part of his share of such Material suitable for vse
and aceeptable o Operator.

4, Warranty of Material Furnished By Operalor

Operator does not warrant the Material furnished. In case of defeetive Material, eredit shall not he passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents,

V. INVENTORIES

The Operetor shall maintain detailed records of Controllable Material.

1. Periodic Tnventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention W take inventory shall be given hy Operator at least thirty (30) days belore any inventory is to hegin so that
Non-Operators may be represented when any inventory is taken, [railnre of Non-Operators to bhe represented at an inven-
tory shall bind Noun-Operators to accepl the inventory taken by Operitor,

2, Reconcilintion and Adjustment of Inventories

Adjustrients to the Joint Account resulling rom the reconciliation of a physi ral inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shull be made by Operator o the Joint Account for
averages and shortages, but, Operator shall he held aecountable only Tur shortages due to lack of reasonable diligence.

3. Special Tnventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
1 shadl be the duty of the party selling o nolify all other Parties as quickly as possible alter the tramsfer of interest tukes
place. Tn soch cases, both the seller and the porehaser shall bie governed by such inventory. o cases involving a change
of Operator, all Parties shall be governed by such inventory.

4. Fxpense of Conducting Inventories

A. The expense of condueting periodie inventaries shall not be eharged to the Joint Account unless agrreed to by the
Parties.

B, 'The expense of condueting speeial inventaries shall be eharged to the Parlies requesting such inventories, excepl in-
ventories required doe to change of Operator shall be eharged to the Joint Account. -
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REHIBIT D
TO OFPERAVING AGREEMENT

IRSURANCE

1. COVERAGE

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

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

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

{¢) Comprchensive General Liability Insurance with limits of not
less than $500,600 Combined Single Limit Per QOccurrence for
both Bodiiy Injury and Property Damage.

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

2. PREMIUMS AND ADDITIONAL COVERAGE

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

parties.

2.2 It is recognized that ARCO is self-insured as to risks covered by
1.1 (c) and (d), and 2.1 above.
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EXHIBIT E
TO OPERATING AGREEMENT

GAS GALANCING AGREEMENT
(UNSHORE)

1. Gas Imbalances.

Notwithstanding anything to the contrary in the Operating Agreement to which this Gas Balancing Agreement is
attached, if any party hereto takes and disposes of less than its percentage interest share of gas (i1ncluding
casinghead gas) produced and saved during any calendar month, then the volume not taken by such party may be
taken by any other party or parties hereto. [If such volume is taken by more than one garty, then each taxing
party shall be entitled to take the proportion thereaf that {ts perceatage {ntereit bezrs to the sux of the
percentage interests of all taking parties, or 1in such other proportions as the taking parties may aqree upon
among themselves.,

2. Volumetric 8alancinag,

2.1 Balancing by Category. Volumetric balancing hereunder shall apply scparately to each category
established by law, requlation or governmental order for the purpose of setting a ceiling price for gas,
including but not Vimited to the categories established by the Natural Gas Policy Act of 1378 and the Federal
Energy Regulatory Commission. All gas which is now or hereafter becomes unregulated as to price shall be caon~
sidered a single category, and any Cumulative Overproduction or Ctmulative Underproduction accrued in a previous
requlated category shall, upon deregulation, be carried forward into the unreqgulated category. In all other
cases involving the revision of a category, any Cumulative Overproducticn and Cumulative Underproduction accrued
prior to the revisfon shall remain in the previous category and not he carried forward to the categery as
revised.

2.2 Definitions. The term “Cumulative Underprcduction® means the amount by which the cumulative volume of
gas taken by a party within a particular cateqory is less than the cumulative volume that party was entitled to
take within such category according to its percentage interest; the term "Cunulative Overproduction means the
amount by which the cumulative volume of gas taken by a party within a category exceeds the cusulative volume
that party was entitled to take within such category according to its parcentage interest; the ters "Under—
producer" means a party credited with Cuwmulative Underproduction; the term "Overproducer” means a party charged
with Cumulative Overproduction; and the term “Make-Up Gas" mcans the volumae taken by an Underproducer to mare up
Cumulative Underproducticn pursuant to Paragraph 2.4 or Paragraph 2.5 below.

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

2.4 Balancirg - Sirgle Purchaser. When gas within a particular category is delivered by the parties to a
single purchaser, an Underproducer may give written nctice to Operator and 31l other parties hereto at least 15
days before the beginning of a calendar menth, stating its desire to take Hake-Up Gas during that msonth. Each
Overproducer shall promptly notify its purchaser so that such purchaser will adjust its takes to accomaodate the
make-up. The Underpreducer shall thereupon be entitled to take Hake-Up Gas equal to its Cumulative Underpro-
duction in addition to its full percentage interest share of gas during that month, provided that to acccz=odate
such make-up no other party (including an Overproducer) shall ever be reguired to take less than 75% of its
percentage interest share of gas during the month, and provided that the right to take Make-Up Gas shall te
subordinate to the right of any other party to take its full percentage interest share of gas from time to time
to satisfy the deliversbility test requirements of fts gas contract, If two or more Underproducers desire to
take Make-Up Gas during the same month and the combined volume they desire to take exceeds the volume availasdle
as Make-Up Gas, the volume available as Make-Up Gas shall be shared by such Undsrproducers in proportion to their
respective Cumulative Underproduction. Subject to the 75% limitation specified above, the volume taken as
Make-Up Gas during the month shall be deducted from the volume of gas otherwise available to the Overproducers,
in proportion te their respective percentage interest shares of gas.

2.5 Balancing - Multinle Purchasers. When gas within a particular catagory is delivered by the parties to
more than one purchaser, the volumetric balancing provisians of Paragraph 2.4 shall apply except that a party's
“‘percentage interest share of gas" shall be considered (solely for the purpose of determining Make-Up Gas, and
not for the purpose of determining Overproduction and Underproduction during the month) equal to the total voluma
of gas delivered to that party's purchaser during the month, multiplied by a fractiecn, the numerator of which is
that party's percentage interest under the Operating Agreement, and the cenoainator of which is the sum of the
percentage interests of all parties delivering to that purchaser.

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

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

3. Final Cash Balancing.

3.1 Statements. If all parties have not achieved volumetric gas balance in al) categories upon teimination,
of the Operating Agreement or upon & permanent cessation of all gas production thereunder, Cparator shall furnish
to all parties a statement showing the final Cumulative Overproduction and Cumulative Underproduction of each
party by category, and the month and year in which it accrued. In determsining the timing of accruals, Make-Up
Gas shal' be applied against Cumulative Overproduction and Cumulative Underproduction on a first-in~first-out
basis. Within 60 days after receipt of Operator's statement, each Overpreducer shall furnish to all other
parties a statement showing the value of fts Cuaulative Overproduction for each category, based on the price the
Overproducer actually received for the gas in a sale to a HNonaffiliate during the month(s) in which the
Cumulative Overproduction accrued, less all payments made by the Overproducer pursuant to Paragraph 4 belov. In
the absence of a sale to a Nonaffiliate, value shall be based on the weighted average price received by the
parties hereto in sales to Honaffiliates during the month in question. For the purpose of this agreement, the
term “MNonaffiliate" as it relates to a party means any corporation or other business organization not in control
of, and not controlled by, and not under common contrel with, such party, Based upcn the statements furnished by
Overproducers, the net amount owed by or to each party for all categories combined shall be calculated by
Operator and furnished to all parties in a final cash balancing statement

3.2 Settlements. Within 60 days after receipt of Operator's final cash balancing statement, each Over—
producer shall pay each Underproducer in accordance with the statement and without interest. To the extent any
value used to calculate & cash settlement hereunder is subject to refund by the Overprodgucer pursuant to law,
regulation or governmental order, the Underproducer entitled to such cash settlement shall, prior to payeent
thereof, agreg in writing to indemnify the Overproducer against the Underpraducer's proportionate part of any
refund (including interest) which the Overproducer shall be required to make. Any party may challenge any
volumes or values or amounts specified in any of the statements furnished under Paragraph 2.3 or 3.1 abave, in
the same manner and subject to the same limitations as an invoice from Uperator may te challenged under the
Operating Agreement or the accounting procedure thereto.

4. Payments on Productinn.

fach party shall pay all production or severance taxes, excise taxes, royalties, overriding royalties,
production payments and other such payments on production for which it is abligated by law or by lease or by
contract (including the Gperating Agreement), and nothing in this Gas Balancing ﬁqrcement shall be construed as
affecting such obligations. Each party hereto aqrees to indemnify and hold harmless the other parties hereto
against all claims, losses or liabilities arising out of its failure to fulflll such obligations.
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EXHIBIT P

TO OPERATING AGREEMERT

Between Sun Exploration and Production Company as Managing General Partner
of Sun Operating Limited Partnership, Operator and ARCO 0il1 and Gas
Company, et al, Non-Operators.

NON-DISCRIMINATION AND CERTIPICATE OF NON-SEGREGATED FACILITIES

L Operator and Non-Operaters, hereinafter called “contractor/supplier”, hereby agree that the following, if epplicable, shall apply to
this Operating Agreement end &ll activities conducted hereunder: . )

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

The equal opportunity clause required by Executive Order 11246 of September 24, 1865, and prescribed in Section 60-1.4 of Title
4] of the Code of Federal Regulations is incorporated by reference (as permitted by Section 60-1.4(d) of said Regulations) as if sct out in

full at this point.

B. AFPIRMATIVE ACTION COMPLIANCE PROGRAM [Applicable to contracts amounting to $50,000 or more only if contractor/
supplier has 50 or more employees, 41 CFR 60-1.40.}
It required under 41 CFR Sec. 60-1.40, contractor/supplier affirms that it has developed and is maintaining current an

affirmative action program &t each of its establishments or that if such a program has not been esteblished, that it will be within 120 days
of receipt of eny contract of $50,000 or more. Contractor/supplier shall maintain such program until such time as it Is no longer required

by law or regulation.

C. EQUAL EMPLOYMENT OPPORTUNITY REPORTING REQUIREMENTS [Applicable to contracts amounting to $50,000 or more
only {f contractor/supplier hes 50 employees or more, 41 CFR 60-1.7.}

If required under 41 CFR Sec. 60-1.7, contractor/supplier agrees to file & complete and aceurate report on Standard Form 109
(EEO-1) within thirty (30) days of the date of contract or purchease order award unless such a report has been filed in the last twelve (12)
months and agrees to file such reports annually unless and until contractor/supplier is not required to so file by law or regulation.

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

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

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

If required under 41 CFR 80-741.5, contractor/supplier affirms that it has prepared and s maintaining or shall prepare and
maintaln an affirmative action program for handicapped workers &s preseribed in 41 CFR £0-741.5 and 41 CFR 60-741.6.

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

The affirmative action clause prescribed in Sectlon 60-250.4 of Title 41 of the Code of Federal Regulations is incorporated by
reference (es permitted by Seetion 60-250.22 of said Regulations) as If set out in full at this point,

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

more, 41 CFR 60-250.5.)

jt required under 41 CFR £0-250.5, contractor/suppller affirms that it has prepared and is maintalning or shall prepsre and
maintain an affirmative action program for disabled veterans and veterans of the Vietnam ersa.

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

It Is the policy of the United States Government that minority business enierprises shall have the maximum practicable
opportunity to partlcipate In the parfermance of Government contracts.

Contractor/supplier agrees to use its best efforts to cerry out this poliey in the awerd of iis subcontracts to the fullest extent
consistent with the efficient performence of this contract. As used in this contract, the term "minority business enterprise" meens a
business, at least 50 percent of which is owned by minority group members or, in case of publicly owned businesses, at least 51 percent of
the stock of which is owned by minority group members. For the purpose of this definition, minority group members are Negroes, Puerto
Ricans, Spanish-speaking American people, Americen Orientals, American Indigns, American Eskimos, and American Aleuts. Contractor/
supplier may rely on written representations by subcontracators regarding their status as minority buslness enterprises in llcu of

{ndependent Investigation,

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

1. Contractor/supplier egrees to establish and conduct a program which will enable minority business enterprises (as defined in
the above clause entitled "Utilization of Minority Business Enterprises'} to be conaldered fairly es subcontractors and suppliers under this

contract. In this connection, contractor/supplier shall:

(2} Designate a lialson officer who will administer contractor/supplier's minority business enterprises program.

(b) Provide edequate ond timely caonsideration of the potentialities of known minority business enterprizes in &1l "make-or-
buy" declsions,
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(¢} Assure that known minority business enterprises will have en equitsble opportunity to compete for subcontracts,
particularly by arranging sollcitations, time for the preparation of bids, quentities, specifications, and dellvery schadules 3o as (o
fecilitete the participation of minority business enterprises.

(d) Maintaln records ehowing (1) procedures which have been adopted to comply with the policies set forth In this clause,
Incluéing the estsblishment of a source Hrt of minority businsse snterprisss, (1) awards to minority buslness enterprlses on the source lisi,
and (1) spacific afforts to identify end award contrects to minority busineas enterprises.

(e) Include the ahove "Utilization of Minority Business Enterprises® cleuse In subcontracts which offer substantial minority
businezs enterprizes subcontracting opportunities,

{f} Cooperate with the Contracting Offlcer In any studies and surveys of contraetor/suppller's minor{ty business enterprises
procedires end practices that the Contracting Officer may from time to time conduct.

(g) Submit periodic reports of subeontracting to known minority busiiiess enterpeises wiil rezpect to the recerds referred tc
In subparagraph (d) above, in such form and meaner end at such time (not more often than quartecly) as the Contracting Officer may
prescribe,

2. Contractor/supplier further agrees to insert, in any subcontract hereunder.which may exceed $500,000, provisions which
shell con[orm substantially to the language of this clause, including this paragraph (2), and to notify the Contracting Officer of the names
- of such subcontractors.

J. . UTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS [Applicable to contracts amounting to $10,000 or.more, Feders)
Register, Vol, 45, No. 92, 5/58/80.)

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

The contractor/supplier agrees to use his best efforts to carry out this poliey in the award of subcontracts to the fullest extent
consistent with the efficient performance of this contract, As used in this contract, a "women-owned business” concern mecans a busines:
that is at least 51% owned by & woman or women who slso control and operate it. "Control" in this context means exercising the power to
meke policy decisions. "Operate” in this context means being actively involved in the day-to-day management. "Women" means &l!

women business owners.

K. WOMEN-OWNED BUSINESS SUBCONTRACTING PROGRAM [Applicable to contracts amounting to $500,000 or more, Federsl
Register, Vol. 45, No. 92, 5/9/80.]

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

(r) Designate & liaison officer who will administer the contractor/supplier's "Women-Owned Business Concerns Program",

(b) Provide adequate and timely consideration of the potentml]tles of known women-owned business coneerns in all "“makc-
or-buy" decisions.

(c) Develop a list of qualified bidders that are women-owned businesses and assure that known wviomen-owned business
concerns have an equitable opportunity to commpete for subcontracts, particularly by making information on forthcoming opportunitie:
aveilable, by arranging solicitations, time for the preparation of bids, quantities, specifications, and delivery schedules so as to facilitat:
the participation of women-owned business concerns.

(d) Maintaln records showing (i} procedures which have been adopted to comply with the policies set forth in this clause,
ineluding the establishiment of a scurce list of women-owned business concerns, (ii) awards to women-owned businesses on the source lis:
by minority and non-minority women-owned business concerns, and (iii) specific efforts to identify and award contracts to women-ownec

business concerns.

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

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

(z) Submit periodic reports of subcontrecting to women-owned business concerns with respect to the records referred to in
subparegraph (d) above, in such form and manner and et such time {not more often than quarterly) as the Contracting Officer may
prescribe,

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

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

L. UTILIZATION OF SMALL BUSINESS CONCERNS AND SMALL BUSINESS CONCERNS OWNED AND CONTROLLED BY
SOCIALLY AND ECONOMICALLY DISADVANTAGED INDIVIDUALS [Applicable to all contracts emounting to $10,000 or more, Federsl
Register, Vol. 45, No. 92, 5/8/80.]

It is the policy of the United States Government that small business eoncerns end small business concerns owned and controlled
by socially and economically disedvantaged individuals shall have the maximum practicable opportunity to participate in the performance
of contracts let by any Federul agency.



