March 15, 1990

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Texaco, Inc.
P. O. Box 2100
Denver CO 80201-2100

Attn: Gary Cox
Gentlemen:

Subject: Well Proposal
Mesa's Aztec Prospect
FC State Com #17
W/2 Section 36-T29N-R10W
San Juan County NM

Mesa Operating Limited Partnership hereby proposes the drilling of an approximate 2050’ Fruitland Coal
well to be located 1580’ FSL and 1325° FWL of Section 36-T29N-R10W. Mesa'’s estimated cost for the
drilling of this weil is $71,800 for a dry hole and $367,600 for a completed well.

Enclosed herewith is Mesa's AFE/Cost Estimate and an Operating Agreement which Mesa is proposing
to be used to govern the drilling of this well. Upon Texaco’s election to participate in the drilling of the
subject well, please return a signed copy of the AFE/Cost Estimate and two executed copies of the
signature page to the enciosed Operating Agreement.

Due to the number of wells Mesa plans to drill in 1990 to qualify for the Section 29 gas credit, it may be

necessary for Mesa to commence *force pooling' proceedings to insure Mesa can adhere to its drilling
schedule.

Mesa looks forward to receiving an expeditious reply from Texaco relative to this drilling proposal.
If you have any questions or would like to discuss this matter further, please contact me.

Very truiy yours,

2279 deat_

Mark W. Seale RETNRE EXAMINER STOGNER
Landman CONSERVATION DIVISION
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March 15, 1990

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Amoco Production Company
P. O. Box 800
Denver CO 80201-0800

Attn: Michael Cuba
Gentlemen:

Subject: Well Proposal
Mesa’s Aztec Prospect
FC State Com #17
W/2 Section 36-T29N-R10W
San Juan County NM

Mesa Operating Limited Partnership hereby proposes the drilling of an approximate 2050’ Fruitland Coal
well to be located 1580’ FSL and 1325’ FWL of Section 36-T29N-R10W. Mesa’s estimated cost for the
driliing of this well is $71,800 for a dry hole and $367,600 for a completed well.

Enclosed herewith is Mesa’s AFE/Cost Estimate and an Operating Agreement which Mesa is proposing
to be used to govern the drilling of this well. Upon Amoca’s election to participate in the drilling of the
subject well, please return a signed copy of the AFE/Cost Estimate and two executed copies of the
signature page to the enclosed Operating Agreement.

Due to the number of wells Mesa pians to drill in 1990 to qualify for the Section 29 gas credit, it may be

necessary for Mesa to commence *force pooling* proceedings to insure Mesa can adhere to its drilling
schedule.

Mesa locks forward to receiving an expeditious reply from Amoco relative to this driilling proposai.
If you have any questions or wouid like to discuss this matter further, please contact me.
Very truly yours,

2 7endts . oot

Mark W. Seale
Landman
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FC STATE COM #17

OPERATING AGREEMENT
DATED

March 15 L1990

OPERATOR MESA OPERATING LIMITED PARTNERSHIP

CONTRACT AREA Blanco Creek Prospect

T29N-R10W

Section 36: W/2

COUNTY OR PARISH OF __5an_dJuan STATE OF __New Mexico

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102. APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED
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OPERATING AGREEMENT

THIS AGREEMENT. enterec 1nto by ana between MESA OPERATING LIMITED PARTNERSHIP

Seremarer ges:gnatea and
“terreq to as Operator . ind the sIgNAtOry Party Of parues otner tnan Uperator. somenmes nerematter reterred to tndividualiv heren
s “Non-Overator . ana coliecuveiv as “Non-Uperators .

WITNESSETH:

'WHEREAS. the parues to this agreement are owners ot oil and gas ieases ana/or ol and gas wnterests 1n te land idenufied in
Exhibit "A'". und the parues hereto nave reached an agreement to expiore and deveiop these ieases ana/or ot and gas interests tor the
~roauction ot oi and gas to the extent and as hereinaster provided.

NOW. THEREFORE. it is agreed as toilows:

ARTICLE 1.
DEFINITIONS

As used 1n this agreement, the following words and terms shall have the meamngs nere ascribed to them:

A. The term oil and gas’~ shall mean otl. gas. casinghead eas. gas condensate. and ail other liquid or gaseous hvdrocarbons
.nd otner marketabie substances produced therewitn. unless an intent to limit the inciusiveness of this term ts specifically stated.

B. The terms '‘oil and gas lease’”. '‘lease’” and '‘leasehoid’’ shall mean the oii and gas ieases covenng traces of land
ving within the Contract Area which are owned by the parues to this agreement.

C. The term ‘‘oil and gas interests’ shall mean unieasea fee and munerai interests in tracts ot land lying within the
Contract Area which are owned by parues to this agreement.

D. The term "‘Contract Area’’ shall mean ail of the lands. oil and gas leasehold interests and oil and gas interests intended to be
:eveioped and operated for o and gas purposes under this agreement. Such lands. o4 and gas ieasenoid interests ana oil and gas interests
ire gescriped in Exhibic ‘A"

E. The term '‘drilling unit’’ shail mean the area fixed for the drilling of one weil by order or rule of any state or
{ederai body having authority. If a drilling unit is not tixed by any such ruie or order. a driiling unit shall be the driiling unic as establish-
ed by the pattern of driiling in the Contract Area or as fixed by express agreement ot the Drilling Parues.

F. The term *‘drillsite’” shall mean the oil and gas lease or interest on which a proposed weil 1s to be iocarted.

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

H. The terms “'Non-Drilling Partv’" and *'Non<{onsenung Party ' shail mean a party who elects not to parucipate

1N a proposed operauon.

Unless the context otherwise cleariv indicates. words used in the singular inciude the piural. the plurai inciudes the
singuiar. and the neuter gender includes the masculine and the feminine.

ARTICLE IL
EXHIBITS

The foliowing exhibits. as indicated below and attached hereto. are incorporated in and made a part nereot:
A. Exhibit '*A’’, shall include the following intormauon:
1) Identfication of lands subject to this agreement.
12) Restricuons. ¢ any, as to depths. tormauons. or substances.
(3) Percentages or fractional interests of parues to this agreement,
1) Oil and gas ieases and/or o1l and gas interests subject to this agreement,
i5) Addresses of parties for notice purposes.
Exhibit **B*’, Form of Lease.
Exhibit '*C"". Accounung Procedure.
Exhibit '*'D"’, Insurance.
Exhibit "'E’’, Gas Balancing Agreement.
Exhibit *'F'", Non-Discrimination and Certfication of Non-Segregated Facilities.
. Exhibit *‘G"", Tax Partnership.
If any provision of any exhibit. except Exhibits “'E'* and *‘G'", is inconsistent with any provision contaned in the body
of this agreement. the provisions in the body of this agreement shall prevaii. '
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

[ any oarty owns an ol and gas interest in tne {ontract Area. UNat WNterest snaiy de treated tor iy ourposes of this agreement
.1a dUriNg tNe term Nereot as if it were covered OV tfie torm Of Oli and gas lease arracned nereto as Exmubit "8°° .ng the owner tnereot
nail be deemed to own both the rOvaity IMTerest reserveq n such iease ana the interest or the iessee tnereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. ail costs and labiliues incurred (0 operanons under tnis agreement shail be vorne and
~aid. and all equipment and matenais acquired in operations on the Contract Area shall be ownea. bv the parues as tneir interests are set
torth in Exhibit **A’". [n the same manner. the parues snal aiso own all proaucnon ot o1l ana gas trom the Conwact Area subiect to the
~ayment ot royaities to the extent of one-eignth (1/8th ~nich shail be borne as neremnatter ser torth.

Regardiess of which party has conuibuted the leasets) andjor ol and gas mteresus) hereto on wnich rovaity s due and
~avabie. eacn party enttled to receive a share ot producton ot oil and gas trom the Contract Area shall bear and shail pay or deliver. or
-4use to be paid or delivered. to the extent ot its wnterest in such producton. the rovaity amount supulatea heremavove and shail hoid the
..ther parues tree from any liability theretor. No party shail ever oe responsibie. however. on a price basis hugher than the price recetved
5v such party. to any other party s lessor or rovaity owner. and if anv such other party s iessor or rovaity owner snouid demand and
recetve sertiement on a higher price basis. the party contributing the atfected lease snaii bear tne additionai rovaitv burden attributable to
such higher price.

Nothing contained in this Arucle {[I.B. shall be deemed an assignment or cross-assignment ot nterests covered hereby.
C. Excess Rovaities, Overriding Rovaities and Other Payments:

Unless changed by other provisions. if the interest ot any party in any lease covered herepy 15 subiect to anv rovaity.
2verriding royalty, production pavment or other burden on production in excess ot the amount stipulated 1in Aructe {I1.B.. such party so
burdened shall assume and aione bear ail such excess obligatons and shall indemmtv and hoid the other parues hereto harmiess irom any
and ail claims and demands for payment asserted by owners of such excess burden.

D. Subsequenty Created Interests:

If any party shouid hereatter create an overriding rovaity. production payment or other burden pavable out of production
attributabie to its working interest hereunder. or if such a burden existed prior to this agreement and is not set torth in Exhibit "*A"". or
was not disclosed in writing to all other parues prior to the execuuon of this agreement dy ail parties. or s not a iomntiv acknowiedged and
1ccepted obligation of all paruesNany such interest being hereinaiter referred to as subsequentlv created interest  irrespectve of the
iming of its creauon and the party out of whose working interest the subsequentiy created interest 1s derived being hereinatter referred
‘0 as "‘burdened party '), and:

L. If the burdened party 1s required under this agreement to assign or reiinquisn to anv other partv. or parues. all or a portion
of 1ts working interest and/or the production attributable thereto, said other party. or partes. shall recerve said assignment andjor
producuon free and clear of said subsequentiy created interest and the burdened party shail indemmty and save said other party,
or parues, harmiess from any and all claims and demands for payment asserted by owners ot the suosequentiv created interest:
and,

2. If the burdened party fails to pay. when due. its share of expenses chargeable hereunaer. all provisions ot Artcie VILB. shail be
enforceable against the subsequentiv created interest i the same manner as thev are entorceabie against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Tide Examination:

Title examinaton shall be made on the drillsite of anv proposed weil prior to commencement of drilling operauens or. if
the Drilling Parties so request, title exarminauon shall be made on the leases and/or o1l and gas interests nciuded. or pianned to be inciud-
ed. 1n the dnilling unit around such weil. The opiion wiil include the ownership of the working interest. minerais. rovaity. gverniding
rovaity and production payments under the appiicabie leases. At the ume a weil is proposed. each partv contributing ieases andigr il and
4as wnterests to the drillsite, or to be inciuded in such driiling umt. shail furnish to Operator ail abstracts (inciuding federai lesse status
reportsl. utie opinions. ttle papers and curauve material in 1ts possession tree ot charge. All such information not in the possession of or
made avaiable to Operator by the parues. but necessarv for the examunaunon of the utie. shail be obtainea bv Operator. Operator shail
cause titie to be examined by attorneys on its statf or by outside atcorneys. Copies of ail title opmions shail be furmshed to each party
hereto. The cost incurred by Operator in this utie program shail be borne as tollows:

— Option No. 1: Costs incurred by Operator in procuring abstracts and title exanunauon tincluding preliminarv, suppiswsentai,
shut-in gas royaity opinions and division order titie optnions) shall be a part of the administrauve overnead as provided: irr-EdHiite e,
and shall not be a direct charge, whether pertormed by Operator's staf attorneys or by outside attornevs.

2.
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ARTICLE IV
conunued
R Oouon No. 2: Costs wncurred dpv Operator in procuring apstracts anad lees pad outside attormevs tor utie examunation
‘nciuding preurmimnary. suppiemental. shut-n gas rovaity optnions ana division orger title opunons) shall be borne oy the Drilling Parties

1 the proporuon that the mnterest ot eacn Drilling Party bears to tne totai mnzerest ot ail Drilling Parties as suchi interests anpesr 1n £x-
bt AT Ocerator shail make No cnarge 10r services renaerea Ov (LS stagt attornevs or otner personnet int tne perrormance ot the a.bove

rincuons.

Zircn oarty snall be responsibie tor securing curative matter and POOUNg AMendments Or Jureements recuired In connecuon
.10 leases Or Olf and gas iNlerests Contriputea DV SUCN party. Uoerator snail De responsiole tor tNe preparaucn ana recoramng of pooiing
.USIZNANoNs or deciarations as wetl as tfle CONAUCT O Nearings perore gOVErn(mental aRencies (or the Securing of Scacing or pooung orders.

This shai not prevent any party [rom appearing on its own oenait at anv such neanng.

N weil shail be driiled on te Contract Area unui atter (1) the utie to tne drilsite or ariling unit nas deen examined as above
~rovided. and (2) the utie has Deen approveag Dv the examuning attorney or tiue nas peen acceptea bv ad of the partes wno are to par-

:cipate n e driiling ot the wei.

B. Loss or Title:

|. Failure ot Title: Shouid anv o1i and gas interest or iease. or interest therein. pe lost through tatlure ot utie. which loss resuits in a
“eQUCTION Of interest {rom that sNOwn on £xiubit *A'", the party contriouting tne aitected lease or interest snail have nnety 190) days
‘rom tnai determinauon ot titie fatlure to acquire a new iease or other MNSICUMENt CUrNg tne enuretv of the utte tatiure. which acquisi-
:10n wiil not pe subject to Aructe VIILB.. ana 1ailing to do so. tnis agreement. nevertneiess. stiail continue in torce as 10 ail remamnng ot
ind gas ieases and interests: and.

a1 The party whose o1 and gas iease or interest 1s atfected by the title farlure shall bear aione the enure t0ss and it shall not be
=nutied to recover from Operator or the otner parties any deveiopment Or OPeraung costs wiich 1t mav have theretotore paid or incurred.
but there shall be no additionai liabilitv on uts part to the other parues hereto by reason ot such title tailure:

b) There snail be no retroactve aaiustment ot expenses incurred or revenues recetved from the operauon of the interest which has
heen lost. but the interests of the parues snal be revised on an acreage basis. as ot the ume 1t 1s determinea tinailv that titie fatiure has oc-
.urred, so tnat the interest of the party wnose iease or interest is artected bv the utle taiure wui therearter ve requcea n the Contract
Area by tne amount of the interest iost:

¢} if the proporuonate interest ot the other parties hereto tn any producing weil theretotore dniled on the Contract Area ts
ncreaseg by reason of the title failure. the party whose title has failed shail recetve the proceeds attributable to tne increase in such in-
-erest (less costs and burdens attributable thereto) unul it has been retmbursea for unrecovered costs pawd by 1t 1n connection sath such
well:

) Shouid anv person not a party to this agreement. who is determined to be the owner ot any interest in the ute which has
failed. pav 11 any manner any part ot the cost ot aperation. deveiopment. or equipment. such amount shali be paia 1o the party or parues
who bore the costs which are so retunded:

‘e) Any liability to account to a third party tor prior production ot oil and gas which arises by reason ot title failure shall be
borne by the party or parties whose utie failed in the same proporuons in which they shared in such prior production: and.

if) No charge shall be made to the joint account tor legal expenses. fees or saiaries, in connection with the detense ot the interest
claimed by any party herero. it being the intention ot the parues hereto that each shaii defend utle to its interest and bear all expenses 1n
connection therewith.

2. Loss bv Non-Pavment or Erroneous Pavment ot Amount Due: If. through mistake or oversieht. anv rentai. shutan weil

Cavment. MINIMUM rOVAIty OF rovaity pavment. 1s not paid or 15 erroneousiv paid. and as a resuit a lease or interest theren terminates.
“here snail be no monetary liability against the party who failed to make such payment. Unless the party who tailed to make the required
payment secures a new lease covering the same interest within ninety (90) davs trom the discovery ot the tailure to make proper payment.
which acquisition wiil not be subiect to Arucle VIILB.. the interests of the partes shail be revised on an acreage pasis. etfective as of the
Jate ot termnation of the lease invoived. and the party who failed to make proper pavment wiil no loneer ve credited with an nterest 1n
the Contract Area on account of ownersnip ot the lease or interest which has termtnated. [n the event the party who tailed to make the
required pavment shall not have been tully reimoursed. at the ume of the ioss. from the proceeds of the saie of oti and gas attributable to
the lost interest. calculated on an acreage basis. for the development and operaung costs theretotore paid on account ot such tnterest. it
shall be reymbursea for unrecovered actuai costs theretotore paid bv it (but not tor 1ts share ot the cost ot anv drv hole previousiv drilled
or wells previously abandoned) from so much of the following as 1s necessary to etfect reimoursement:

'a) Proceeas of oil and gas. less operaung expenses, theretofore accrued to the credit of the lost interest. on an acreage basis.
up to the amount of unrecovered costs:

(b) Proceeas. less operaung expenses. thereatter accrued attributable to the lost interest on an acrcage basis. of that portion of
ot and gas thereatter produced and marketed (excluding production from any weils thereatter driiled) which. in the absence of such iease
termnauon. wouid be attributabie to the lost interest on an acreage basis. up to the amount of unrecovered costs. the proceeds of said
portion of the otl and gas to be contributed by the other parues in proporuon to their respective interests: and. o

i) Any montes, up to the amount of unrecovered costs. that may be paid by any party who is. or becomes. the owner oi the interest
lost, for the privilege of participaung n the Contract Area or becoming a party to this agreement.

3. Other iLosses: All losses ncurred. other than those set forth in Articles [V.B.1. and IV.B.2. ibove. shail be oimt-losses
4nd shall be borne pv ail parues in proportion to their mterests. There shail be no readiustment of interests n the remaiming poruon ot
the Contract Area. )
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities ot Operator:

MESA OPERATING LIMITED PARTNERSHIP <hail be the
. perator of the Contract Area. ana shali CONQUCt ana Qirect ana nave (Ut CONtrot of ali OPerations on tne LonNwact Area as permicted and
-squirea bv. ang within the limits of this agreement. it shail conduct al sucn operauons 1n a 2004 ana workmanuke manner. but 1t shali
ha\;-e no iiability as Operator to the other parues for (osses sustamned or habilites incurred. except sucn as mav resuit from gross

aegngence or wiilful misconauct.
B. Resignation or Removal of Operator and Selection ot Successor:

.. Resignauon or Removai of Overator: Operator mav resign at any tume bv giving written nouce thereot to Non-Operators.
If Operator terminates its iegai existence. no jonger OWns an interest flereunder in the Contract Area. or 15 no longer capadie of serving as
Operator. Operator shall be deemed to have resignea wathout any acuon by Non-Operators. except the seiecuon ot a successor. Operator
mav ve removed if it fails or retuses to carrv out 1ts duues hereunder, or becomes insoivent. bankrupt or is piaced in recevership, by the
Jtfirmanve vote of two (2) or more Non-Operators owning a majority interest based on ownership as snown on Exhibit '*A"" remaming
uiter exciuding the voung interest ot Operator. Such resignation or removal shail not become etfective unui 7:00 o'clock A.M. on the
‘irst dav of the calendar month following the expiranon ot mnety (90) days atter the givine o1 nouce ot resignauon bv Operator or acnon
v the Non-Operators to remove Operator. uniess a successor Operator Nas been seiected and assumes te dutes ot Operator at an earlier
Jate. Operator. aiter effective date ot resignaton or removai. shail be bound by the terms nereot as a Non-Operator. A change of a cor-
corate name or structure ot Operator or transter ot Operator 's 1terest to any singie supsiAlary. parent or successor corparaton shall not

be the basis tor removai of Operator.

2. Selection of Successor Operator: Upon the resignauon or removal of Operator. 1 successor Uperator shail be selected by
:he parues. The successor Operator snail be seiected from tne parues owning an interest tn tne Contract Area at the ume such successor
Operator 1s seiected. The successor Operator snaii be seiected bv the atfirmauve vote ot two (2} or more parues owning a majority interest
based on ownership as shown on Exhibit **A’'; provided. however. 1if an Operator which has been removea tails to vote or votes only to
succeed itself, the successor Operator shail be selected by the atfirmauve vote of two (2) or more parties OWning a Majority interest based
on ownership as shown on Exhibit " A" remammg atter exciuding the voung interest ot the Operator that was removed.

C. Employees:

The number of emplovees used bv Operator 1n conductuneg operations hereunder. their selection. and the hours ot labor and the
compensauon tor services pertormed shail be determined bv Operator. and all such empiovees shail be tne empiovees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shail be drilled on a compenuve contract basis at the usuai rates prevaiiing in the area. if it so
desires. Operator may empioy 1ts own toois and equipment tn the driiling ot weils. but 1ts charges theretor shali not exceed the prevaiiing
rates i the area and the rate ot such charees shail be agreea upon bv the parues in wriung betore drilling operations are commenced. and
sucn work shail be pertormed by Operator under the same terms and conditons as are customary and usuai in the area 1n contracts of in-
Jependent contractors wno are doing work of a simiiar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A.  Iniual Well:

On or before the dav of .19 . Operator shall commence the drilling of a well for
o1l and gas at the following iocation:

1580' FSM and 1325' FWL
Township 29 North, Range 10 West
Section 36: W/2

ind shail thereaiter conunue the drilling of the weil with due diligence o 2050' to the Fruitland Coal Formation

Jniess granite or other pracucaily impenetrable substance or condition 1n the hole. which renders turther drtiling nmprac!li is en-
counterea at a lesser depth, or uniess ail parties agree to compiete or abandon the weil at a lesser depth.

Operator shall make reasonabie tests of all formauons encountered during drilling which give ndication of conmmng oil and
£as 1n quanudes sufficient to test. unless this agreement shail be limited in its application to a speaific formation or tomznm: ln whtch
event Operator shall be required to test oniv the formation or tormatons to which this agreement mav apply.
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ARTICLE VI
condnued
. :n Operator s judgment. tne weil wiii not proauce oti or gas 1 Daving quanuties. ana it wisnes to owug and abanacn tne

vetl as a arv noie. the provistons ot Arucie VI.E 1. shail thereatter aopiy.

3. Subseauent Uperations:

Proposed Uperadons: Shouid any Darty Nereto desire © arii anv Wew on Ule Lonuract Area owter tnan mev weti providea

r i Arucie VILA.. or to rework. deepen Or Dlug Dack a urv noie driiled at te 1omt expense of all parues or 3 weu 1omm./ ownea ov ail
‘ne parues and not then Producing m paving quanuues, the Darty desiring to arti. rework. deepen or oiug oack sucn a weti shail give the
ner parues written noﬂce of Ue Proposed ODEration. speciving Uie work (o be perrormea. e iocauoxil. Proposea deptn. obiecuve torma-
on ahcl the esumated COSt Of the operauon. Ine parues recewing sucn a souce snai have unrty (30) davs atter recetor of the nouce

A1tNm which to noufv the party wisiing to 4o the Work whetiler thev etect 10 Darucipate 1n ule cost ot the proposea ooeranon. if a drill-
nErig s on iocauon.'noucé ot a proposai (o rework. plug back or ariil deeper mav oe g1ven ov teiephone ana the response penod shail be
.mitea 1o torty-etent (48) hours. exciusive ot Saturaav. Sunday and iegai hoiidavs. Failure ot a partv recetving such notce 10 repty within
‘ne period above fixed shall constitute an eiecuon DY tnat party not to parucipate 1n the cost of e proposead overauon. Any nouce or
-esponse given by teiepnone snail be prompuv connrmed i wrnung.

f all parues eiect to participate 1n such 2 proposea operauon. Uperator shail. witiin nunety (900 davs arter expiration ot the nouce
~eriod ot t'ﬁxrtv (130} davs (6r as brompuy as possiDie atter the expiranon of the torty-eignt 148) hour perioa when a ariiling n1g 15 on ioca-
10N, as tne case mav be, actuaily commence tne proposea operation and compiete 1t with due diigence at the risk and expense ot ail par-
“ies nerero: orovxde&. however. said commencement date mav be extended upon written nouce ot same ov Operator to the other parues.
tor a period of up to thirty 30) addiuonar davs 1. in the soie opmion ot Operator. such additionai ume ts reasonaniv necessarv to obtain
hermx}s trom zo;'emmemai authorites. surtace rights inciuding rights-of-wav) or approprate driiling equipment. or 10 compiete tide ex-
‘.mmauon or éurauve marter required tor ttie approvai or acceptance. Notwithstanaing the torce maieure provisions ot Arucie X1, if the
sCtual operation nas nNot been commenceg WiUlin the tme provided (inciuding anv extension wereot as specuicaiiv permittea herem) and
1t inv party nereto suil desires to conduct said operagon. Written noOuUCe Proposing same Must De resudmItied to tne otler parnes m accor-
dance with the provisions hereof as if no prior proposai had been made.

2. Operauons bv Less than All Parwes: If anv party recetving such nouce as provided in Arucle VIB.1. or VILD.1. (Opton
No. 2) elects not to parucipate 1n the proposea operation. then. in order to be enutied to the benetits ot this Arucie. the party or parties
gIvIng the nouce and such other parties as shail elect to parucipate in the operauon shail. within minety (90} davs arter the expiranon of
;he nouce period of thirty (30) days (or as promptiy as possible after the expiration ot the forty-etgint 48) hour period when a dniiling rig is
on tocation. as the case may be) actually commence the proposed operauon and complete 1t with due diligence. Operator shail perform ail
~ork tor the account of the Consenung Parues: provided. however. 1t no drilling r1g or other equipment 1s on tocauon. and 1f Operatar 15
1+ Non-Consenung Party. the Consenung Parues snail either: 1a) request Operator to pertorm tne work requirea bv such proposed opera-
uon tor the account ot the Consentng Partes. or (b) designate one 11) of the Consenung Partes as Operator to pertorm such work. Con-
senung Partes. wnen conducting operatons on tne Contract Area pursuant to this Articte VI.B.2.. shall compiv witn all terms and con-

:fittons or this agreement.

If less than ail parues approve anv proposed operauon. the proposing partv. immediatelv atter the exoranon ot the appiicable
notice pertod. shail advise the Consenung Parties o1 the totai interest ot the partes approving such operation and its recommendation as
to whether the Consenung Parties shouid proceed with the operauon as proposed. Fach Consenune Party. witnin fortv-eight (48) hours
rexciusive ot Saturaav. Sundav and legai holidavs) atter recetpt ot such nouce. shall advise the proposing partv ot s desire to (a) limit par-
tic1panion to sucn party s interest as shown on Exhibit " A'" or (b) carry 1ts proporuonate part ot Non-Consenung Parties interests. and
talure to aavise the proposing party shatl be deemed an election under (a). In the event a driiling rig 1s on locaton. the ume permirted for
such a response snail not exceeq a totai ot fortv-eight (48) hours tinciusive ot Saturday. Sundav ana legal hotidavs). The proposing party,
Jt 1ts election. mav withdraw such proposai if there s insutficient paructpanion and shall prometiv nouty ail parues ot such decision.

The enure cost and risk of conducting such operations shall be borne by the Consenune Parties 1n the proporuons they have
elected to bear same under the terms of the preceding paragraph. Consenung Parties shail keep the leasenoid estates invoivedin such
operations tree ang clear of ail liens and encumbrances ot every kind created by or ansing from the operauons ot the Consenung Parties.
If such an operation resuits in a dry hole. the Consenting Parties shail piug and abandon the weil and restore tne surtace jocation: st their
sote cost. risk ana expense. If any weil drilled. reworked. deepened or piugged back under the provisions ot this Articie resuits'm a pro-
ducer ot oul anasor gas in paying quanuues. the Consenung Parties shall compiete and equip the weii to proauce at thetr sofe cosc.and risk,
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ARTICLE VI
continued
.na the weti shall then be turned over to Uperator ana snall be operatea DV 1t at the exvense ang for the account of the Consenmg Par-
“1es. Upon commencement ot operaucns tor e driiling, reworxing, deepentng or Pu@gINg dack of anv such weil by Consenung Parties
‘n accordance with the provmoﬁs ot this Arucie. eacn Non-Consenung Party snai be deemed to have reunguished to Cansenang Parues.
.na the Consenung Parnes snail own and be enttied to receive. 1 proporuon to theyr respectve nterests. ail of such Non<Consenung
Zarty's interest mrme wetl and share ot proaucuon theretrom unui the proceeds of Uie sale Of SUCh snare. caicuiatea at the wedl. or
~irKet vatue tiereof 1t suca snare ts not soid. (alter deductng proauction taxes. eXCISe 1aXes. rovalty. OvVernamng rovaity and ocher m-
- casts not exceptea bv Aructe 111.D. pavaoie out ot or measurea DV tne DroauCLon (rom SUCN wel aCCruing With respect 1o such interest
SO reverts! sAal equal e total ot tne totiowing:

150

1; AM% or eacn sucn Non-Consenung Party’s share of the COst Of any Newiv acquired surtace equipment beyona the weithead
_:rinections nnciuding, put Not limited tO. STOCK tanKs. Separarofs. trealers. PUMDINE equipment and piping). pius186% of each such
Non-<Consenung Parﬁ s share ot the cost Ot operation of the weti commencing with Hrst production and conunuing unui each such Non-
tlonsenung Paﬁv"s relinguished iaterest shail revert to 1t under other provisions ot this Artcle, tt being agreea that each Nom-
_cnsenung Party s share 6: such costs and eawpment wiil be that interest which wouid have oeen cnargeapie to sucn Non<Consenung
Pirty nag it parucipated n the weil from the beginmng ot e operauons: and

5. 300 7, ot that poruon ot the costs and expenses ot driling, reworking. deepeming, plueging dack. tesung ang compieung,
_ter deducting anv cash contributions recervea under Arucie VIIILC.. ana _300_% ot that portion ol the cost o1 newtv acquired equip-
~ent m the weit (to ana inciuding the weiihead connectionsi. which woutd have peen chargeapie to such Non-Consentng Party if it had

rarucioated theremn.

An election not to parucipate i the dniling or the deepening ot a weil shall be deemed an eiection not to parucioate m any re-
OrKINg Or piugging back operatton Proposed in such a wetk. or poruon thereot. to wiich the ininai Non+“Consent etection appued that 1s
-onaucted at any time prior to full recovery oy the Consenung Parues ot the Non-Consenung Partv's recoupment account. Anv such
rewarking or piﬁgging pack operation conducted during the recoupment period shail he_deemed pa the cost ot operatton of said weli
1nd there shail be added to the sums to be recouped by the Coasenung Parues one hunqrec;ipercem %) of that poruaon ot the costs of
‘e reworking or piugging back operation which wouid have been chargeabie to such Non-Consenung Party had it parucipated therem. if
such a reworking or piugging back operauon is proposed during such recoupment period. the provisions ot thus Arucle V1.B. shail be ap-
plicable as between said Consenung Parties in said well.

During the period of time Consenung Parties are enutied to receive Non-Consenung Party’s share ol proauction. or the
rroceeds theretrom. Consenung Parues shail be responsibie for the pavment ot all proguction, severance. excise. gatnering and other
taxes. and ail rovaity, overriding rovaity and other burdens appiicable to Non-Consenting Partv s share ot proauction not excepted by As-
aele 11D,

In the case of anv reworking. plugging back or deeper driiling operation. the Consenung Parties shall be permuted 10 use. free
ot cost. all casing, tubing and other equipment n the weil. but the ownerstip of ail such equipment shail reman unchaneed: and upon
ipandonment of 2 weil after such reworkime, plueging back or deeper drilling, the Consenung Parues shail account tor ail such equip-
ment to the owners thereot. with each party recetving (ts proportonate part 1n kind or in value, less cost ot saivage.

successful
Within sixty (60) davs after the/compietion of any operauion under this Article. the party conducting the operations for the

Consenung Parties shail furnish each Non-Consentung Party with an inventory of the equipment 1n and connected to the well. and an
wrernized statement of the cost of drilling, deepeming, plugging back. testing, compieting. and equipping the well for proguction: or. at its
“puon. the operatng party. in lieu of an itermzed statement ot such costs of operaton. may submit a detailed statement ot monthly bill-
ings. Each month therearter, during the ume the Consenting Parties are being resmbursed as provided abave., the party conductng the
operations tor the Consentng Parties shail furnish the Non-Consenung Parties with an wtermized statement ot all costs and kiabilities m-
curred in the operation of the weil, together with a statement of the quantity of oil and gas produced from 1t and the amount okproceeds
realized from the saie of the weli’s working interest production during the preceding month. In determining the quanuty of odt and gas
produced during any month. Consennng Parties shail use industry accepted methods such as. but not limited ta. metering or periodic
~ell tests. Any amount reaiized from the sale or other disposition of equtpment newiv acquired in connection with any such operation
which wouid have been owned by a Non-Consenting Party had it partucipated therein shail be credited agamst the toraj unreturned costs
>t the work done and of the equtpment purchased in determining when the interest ot such Non-Consenung Partv shail reverr-to 1t as
1bove provided: and if there 1s a credit balance. 1t shail be paid to such Non-Consenting Partv.
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ARTICLE VI
contnued

n the Consenung Parues recover trom a Non-Consenung Party s reunquisned tnterest the amounts orovided for above.
| interests ot sucr; Non-Consenung Partv snali automaticaily revert 10 1t. and. from ang aiter such reversion. sucnh Non-
v shall own the same tnterest tn such weil. the materiai and equipment (n Or pertaning therero. anad the producton
.n Non-Consenung Partv wouid have been enntie to had it parucipatea in the dniling, reworking. deevening or piugging
. Thereatter. sucn Non-Consenung Partv shatl be cnargea witn and shail oav its proportionate parr of the turther costs ot
' said well In accorgance witn the terms of this agreement ana the Accountung Procegure attached hereto.

namng the orovisions of ts Arucie VI.B.2. it 1s agreea that without the mutuat consent ot all partes. no weds shall

or produced Ifom a source ot supply trom which a weil located eisewnere on the Contract Area 15 produUCINR, uniess sucn
) the then-exisung well spacing pattern tor such source of suppty.

ons ot this Arucie shail have no appitcation whatsoever to the drilling ot the iniual weil described in Aructe VILA.

\rticle VIL.D.1. :Opuon No. 2i. i selected. or 1b) as to the reworking, deepening and plugging back ot such imnai weil

drilled to the depth specitied 1n Arucle VILA. if it shall thereatter prove to be a drv hole or. 1t iniuaily completed for pro-
0 proguce m paving gquanuues.

- Time; When a well which has been drilled or deepened has reached its authonized depth and all tests have been
he resuits thereot furnisned to the parues. stand-by costs wcurred pending response to 4 party s notice propoung a
ning, plugging back or compienng operation 1t such a weil shall be charged and borne as part ot the driiling or deepen-
: completed. Stand-by costs supsequent to all parties responaing, or expirauon ot the response time permitted. whichever
oriOr 10 agreement as to the parucipaung interests ot all Consenung Parties pursuant to the terms ot the second gram-
1 of Article VI.B.2. shail be charged to and borne as part ot the proposed operauon. but if the proposai ts subsequentiy
se of insutiicient parucipation. such stand-Dy costs shall be allocated between the Consenung Parties mn the proportion
Party 's interest as shown on Exhibit "*A’’ bears to the total interest as shown on Exhibit ** A" of ail Consenung Par-

ing: Except as heremnatrer orovided. those provisions of this aereement appiicable to 3 ‘Jeepenmne * operauon shall
;-any proposal to directionailv control and intentionaily deviate a well from verucal so as to change the bottom hole
alled *‘sidetracking "), uniess done to straighten the hole or to drill around junk in the hole or because of other
jues. Any party having the right to participate in a proposed stdetracking operation that does not own an interest in the
it the ume ot the nctice shall. upon electng to participate. tender to the weil bore owners 1ts proportionate share (equal
he sidetracking operanion: ot the vaiue of that portion ot the exisung weil bore to be uulized as tollows:

»osal 15 for sidetracking an evisung ary hole. reimbursement shail be on the basis ot the actuat costs incurred in
it the wetl down to the deptnh at which the sidetracking operation ts utiated.

osal is for sidetracking a weil which has previously produced. reimbursement shail be on the basis of the weit's
'd equipment down to tne deptn at which the sidetracking operation 1s initiated. determined in accordance with the
t 7"C™". less the esumatea cost of saivaging and the estmated cost ot pluggiag ang abandoning.

t nouce for a sidetracking operauon s given while the drilling r1g to be uuiized is on location, the response period
ty-eight (48) hours, exciusive ot Saturday. Sunday and legai holidays: provided. however. any party mav request and
additional days atter expirauon of the forey-eighe (48) hours within which to respond by paving for all stand-bv tme
extended response period. If more than one partv elects to take such additional time to respond to the notice. stand-
ited between the parues taking additional time to respond on 2 dav-to-day basis 1n the proporuon each elecung par-
on Exhibit **A"’ bears to the totai interest as shown on Exhubit **A "' of all the electing parues. In ail other

eriod to a proposal for sidetracking shall be limicted to chirty (30) days.

DUCTION IN KIND:

:ake 1 kind or separatetv dispose of 1ts proportionate share ot ail oil and gas producea from the Contract Area.
1 which mav ve usea in deveiopment and producing operauons and in preparing and treaung od and gas tor
1 production unavoidably lost. Any extra expenditure incurred in the taking 1n kind or separate disposiuon by anv
te share ot the production shail be borne by such party. Aay party taking its share ot production n kind shall be

ILLEGIBLE
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ARTICLE VI
continued

required to pay for oniy its proporuonate share of sucn part of Operator s surtace taciiiues whuch it uses.

Each party shall execute such division orders and contracts as mav De necessary for the saie of its interest n producnon from
-ne Contract Area. and. except as . -ovided mn Arucie VII.B.. shail be enutied to receive pavment airecuv trom e purchaser tnereot for

s snare of a proqucuomn.

‘2 the event anv partv snail fail to maxe the arrangements necessarv to take 1N Kind Of separateiv diSDOSE Of 1S DroPOTUONate snare ot
‘e ol produced trom the Contract Area. Uperator snai have tne rignt, subiect (O Ne revocayuon ar wii by tne party ownimg ¢, but not
‘ne opiigation. to purcnase such oi or seil it to otners at anv time and trom UMe (O UMe. 107 the aCCouNt of tne NoN-KINg party at tie
sest price optamnable in the area for such producuon. Any such purcnase or saie by Operator snail be subiect aiwavs to tne fight of the
Jwner of the production (0 exercise at any ume its right to take in kind. Or separateiv dispose of. 115 snare ot ail ait not previousiv
_eliverea to a purchaser. Any purchase or saie by Operator ot anv other party's share ot oi shail be oniv tor such reasonabie perods of
‘\me as are consistent wath the mummum needs of the industry under the parucuiar CirCUMSIANCES. DUL IN N0 event {or a penod tn excess

>t one (1) vear.

In the event one or more parties separate dispasiuon of 1ts share ot the 2as causes spiit-stream geliveries to separate pipeiines andjor
Jeliveries wnich on a day-to-day basis for anv reason are not exactiv equal to a party s respecuve proporuonate share of totai gas saies to
2e ailocated to 1t. the balanang or accounung between the respectuve accounts of the partes shail be in accorgance with anv gas dalancing
igreement petween the parues hereto. whether such an agreement s attacned as Exhibit “"E™", or is a separate agreement,

D. Access to Contract Area and [nformation:

Each party shall have access to the Contract Area at ail reasonable times, at its sole cost and risk to inspect or observe operaaons.
and shall have access at reasonable times to informaton pertaining to the development or operation thereot. inciuding Operator s books
ind records reiaung thereto. Operator. upon request, shail furrush each of the other parties with copies ot ail forms or reports tiied with
governmentai agencies, daily drilling reports, weil logs, tank tables. daily gauge and run tickets and reports ot stock on hand at the first of
zach mont. and shall make avaiiabie sampies of anv cores or cutungs taken trom anv weil drilled on tne Contract Area. The cost of
zaunering ana furnisning nidrmauon to Non-Jperator. other than that specited above. shall be chargea o the Non-Operator that re-
Juests the wntormauon.

E: Abandonment of Wells:

1. Abandonment oi Drv Holes: Except for any weii drilled or deepened pursuant to Arucie VI.B.2., iny weil which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shail not be plugged and abandoned
without the consent of ail partes. Shouid Operator. after diligent etfort. be unabie to contact any party. or shoud any party fail to reply
within forty-eignt (48) hours (exciusive of Saturday. Sunday and legal holidays) after receipt ot notice ot the proposai to plug and abandon
such well. such party shall be deemed to have consented to the proposed abandonment. All such weiis shail be piugged and abandoned in
accordance with applicable reguiations and at the cost. risk and expense of the parties who participated in the cost of drilling or deepening
such weil. Any party who objects to piugging and abandoning such weil shali-eve-eme-rreme—e~taie over the weil and conduct further
operations in search of oil and/or gas subject to the provisions ot Article VL.B.

2. Abandonment of Wells that have Produced: Except tor anv weil in wiich a Non-Consent ooeration has been conducted
hereunaer tor which the Consenting Parties nave not been tuily reimobursed as heremn provided. anv weil which has peen compieted as a
crogucer shail not be piugged and abandoned without the consent of all parues. if all parties consent to sucn abanaonment. the weil shail
be plugged ana abandoned in accordance witn applicable regulacions and at the cost, risk and expense ot ail the parties hereto. If. within
thirty (30) davs after recerpt of nouce of the proposed abandonment ot any weil. all parues do not agree 1o the abandonment of such weil,
those wishing to continue its operaton from the intervai(s) of the formationts) then open to production shail tender to each of the other
parues 1ts proporuonate share of the value ot the well 's salvable matenal and equipment, determined 1 accorgance with the provisions ot
Exhibie *'C™". less the esumated cost ot salvaging and the esumated cost ot plugging and abandoning. Each abandoning party shall assign
the non-abandoning parues. without warranty. express or implied. as to titie or as to guanuty. or fitness tor use of the equipment and
materual. ail of its interest in the weil and related equipment. together with its interest in the leasenoid estate as to. but onlv as to. the in-
terval or intervais of the formauon or tormatons then open to producuon. if the interest ot the abandoning party 1s or inciudes an ou and
Ras interest, such party shail execute and deliver to the non-abandoning party or partes an oii and gas iease. imited to the intervai or in-
tervals of the formation or formauons then open to production. for a term ot one (1) year and so long thereatter as o1l andfor gas 1s pro-
duced from tne interval or intervais of the formation or tormations covered thereby, such lease to be on the form artached as Exhibit
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ARTICLE VI
cortinued
"B The assignments or ieases so umitea shail encompass tne *"drilling umit’” upon wnicn the wed 1s iocatea, The payments ov. and the
issignments or leases t0. the assignees snail be 1n a ratio baseq upon the refauCNSMD Of their respectve percentage of ParuCIPauon m the
ontract Area o te aggregate of the percentages ot participauon 1n the LContract Area ot ai assignees. There snail be no reaawustment ot
terests in te remawmng poruon ot the Coneract Area.

Therearter. ipandoming parties snail have no turther responsiointy. LJDIiItY, Of [terest  {Ne 0peration of of oroducuon rom

-~ well 1n the :terval Or MNtervats ten open Otner than the rovaities retainea i anv 1ease made unger the terms ot s Arucie. Upon re-
-esr. UCerator snali Continue [C operate Ule assignea weu lor (e account of (Né non-abanaoning parues at the rates ana charges con-

- 'mplatea DV tNIS agreement. DIUS anv agditional cost and charges WNICA MAav arse as tne resutt ol ne separate OWNersmp of the assignea
veii, Uon oroposea abandonment of the DroQUCIR INLErvaus; assigned or leased. Lne 3assienor or lessor snad then nave me opuon ©
c2pUrcnase 1ts prior interest in the wetl wusing e same vaiuauon tormuta) and parucipate 1n {urtier Operatons therem suDiect to the pro-

-1510ns nereot.

* Abandonment ot Non-Consent Uperanons: The provisions ot Arucle VIE.L or VI.E.2. ubove snail be appucabie as berween
> _nsenting Parties (m the event o te Proposeéd aDandonment ot any weil excepted trom sud Arucies: pravided. however. no weii shail be
~ermanentv piuggea and abandoned uniess ang unui ail parnes naving tne r1gAt t0 CONAUCT fUrther OPerauons Uerein nave been notitied

I the proposed adandonment and atforded the opporturuty to eiect to take over the wetl 1n accoraance with the provisions ot this Article
VILE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability or Parties:

The babuiity of the parues shail be severai. not jount or coilective. Each party shail be responsible oniv tor 1ts oblieauons, and
.aail be iiabie oniv for its proporuonate share ot the costs of deveiopmng and operaung the Contract Area. Accoraingiy, the liens granted
.mong tne parues in Arucle VIL.B. are given to secure oniv the debts ot each severaily. [t 1s not the intenuon ot the parues to create. nor

-nail this agreement be construed as creaune. 4 minng or otner partnersnip of 3ssoClauon. or to render tne parues itadie as partners.
Ie is not the intention or the parties that this contract is made or intended for

he_benerif of a ird persomn.
B LLens and savment%!’aupu: P

Each Non-Operator grants to Operator a iien upon 1ts aif and gas ngnts in the Contract Area. and a security interest in its share
ot o1l andror gas wnen extracted and its interest in ail equipment. to secure payment of 1ts share of expense. togetner with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operatcr has a security interest under the Uniform Commerciai Code of the
<tate. Operator shall be enutied to exercise the rights and remedies of a secured party under the Code. The bringing ot a suit and the ob-
:aming ot judgment by Operator tor the secured indebtedness shall not be deemed an eiection ot remedies or otnerwise affect the lien
rights Of Ssecurity interest as security for the pavment thereot. in addition. upon detauit by any Non-Operator in the payment o its share
of expense, Operator shall have the right, without prejudice to other rights or remedies. to coilect from the purchaser the proceeds from
the sale of such Non“Operator s share of oil andior gas unul the amount owed bv such Non-Operator. plus interest. has been pard. Each
surchaser shail be enutied to reiv upon QOperator s written statement concerning the amount ot anv default. Operator graats a like lien
1ind secunty interest to the Non-Operators to secure payment of Operator's proportionate share of expense.

{f anv party fails or 1s unable to pav ws share ot expense wutnun sixev (00} davs atter rendition ot a statement therefor by
Operator. the non-defauiting parues. wnciuding Operator. shail. upon reaquest ov Operator. pay the unpaid amount :n the proporuon that
*1e interest o each such party bears to the mterest ot ail such parues. Each party so paving us share ot the unpara amount shail. to obrain
reimoursement tnereof. be subrogated to the security rights described in the toregoing paragrapn.

C. Pavments and Accounting:

Except as nerein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurrea in the deveiopment
and operanon ot the Contract Area pursuant to this agreement and shall charee each of the parues hereto with their respecuve propor-
uonate shares upon the expense basis provided in Exhibit *"C"’. Operator shall keep an accurate record of the joint account hereunder.
showing expenses incurred and charges and credits made and received.

Operator. at its election. shall have the right from ume to tme to demand and recerve from the other parties pavment 1n advance
ot their respecuve shares ot the esumated amount ot the expense to be incurred in operauons hereunder during the next succeeding
manth. which right may be exercised oniv by submission to each such party of aN HeRHAeSIA iRt il e e Al AREte4aaeUaass

~Suimai Invoice lor its share thereof. Each such statement and invoice for the payment in advance of esumated expense shall be submitted

on or before the 20th day of the next preceding month. Each party shail pay to Operator its proportionate share ot such esumase within
tifteen (13) davs atter such estimate and invoice is recerved. If anv party tails to pay uts share ot said estimate within said time. the amount
due shall bear interest as provided in Exhibit "'C"" unui paid. Proper adjustument shail be made monthly between advances and-actual ex-
Dense to the end that each party shall bear and pay 1ts proporuonate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

[. Drill or Deeven: Without the consent of ail parues. no weii shaii be drilled or deepened. except anv weil drilled or deepened
pursuant to e provisions of Artcie VI.B.2. ot this agreement. Consent to the dnlling or deepening snail (nciude:

-
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ARTICLE VII
contnued

% Opuon No. 1: All necessarv expenaitures tor the drilling or deepemng. tesung, COMDIEUNE und equwipping of the we. including

ecessary tanxage andjor surtace taciiues.

—_ Option No. 2. All necessarv expenaitures tor tne driling or ceepening ina tesung of the wett. When sucn weil has reacned tts
-itROrized 4ept. and ail tests nave peen completed. and the results thereot [UCNISAed 10 tne Darties. LJperator snail wive immeaiate nouce

e Non-<Jperators wno nave the rignt to Oarucipate m (e COMPIEUON COStS. 1Tie turues receving suCh notce snai hiave tortv-ement
.<1 hours (exclusive of Saturaav. Sungayv anad legal toiidavs) in WNICA 1O eiect 10 DArtCiDALe 1N (e setung ot Casing and tne compieton at-
“MDL. Such electon. wnen made. SNl INclude COMsent to ali necessary expenaitures 107 tne COmDIeUne and eyuIppIng ot such weil. -
_JdINg Necessary tankage and/or surtace taciisties. Faliure of any party recelving sucn NOUCE (O reptv within tne pertod abave tixed shall

nsutute an eiection by that party not (0 parucipate 1 the cost of the compieuon stempt. 1t one or more. out less than aii of the parues.
1eCt to set prpe and to attempt a COMpienon. the provisions ot Arucle VI.B.2. hereot 1the prrase *reworking. deepentng or piugging
~ick ' as contamed in Arucie VI.B.2. shail be deemed to inciude “compteung 1 shall appiy to the operauons thereatter conaucted by less

‘nan al partes.

2. Rework or Plug Back: Without tne consent ot ail parues. no weil shall be reworked or piueged back except a weil reworked or
~iuggea back pursuant to the provisions of Acucie VI.B.2. o this agreement. Consent to the reworking or plugging oack of a weil shall
:nciude ail necessary expenaitures in conducung such operauons and Compieung and equIppINg ot said weil. inciuding necessarv tankage

.nd/or surtace !acilities.

1 QOther Operanons: Without tne consent ot all parues. Operator snail not undertake anv singie project reasonadiv esumated
"0 Tequire an expenditure 1n excess ol Twenty-five thousand Doilars 13 22 ,000.00 \
~Xcept 1n connection with a weil. the driling. reworking. deepening. compieune. recompleune. or piugging dack ot which has been
~reviousiy authonized by or pursuant to tmis agreement: provided. however. that. in case ot explosion. tire. tlood or other sudden
~mergency. whether of the same or different nature. Operator may take Such steps and incur Sucil expenses as in its opinion are required
‘0 ae:;i with the emergency to sateguard itfe and property but Operator. s prompuy as possible. shail report the emergency to the other

o~ . if Operator authoriry tor expenditure (AFE) for its own use, Operator shail furnish anv Non-Overator so requesting
e peraton prepares an au re Fi fpéeen thousana

il INfOrmMaton copy thereot tor any singie project cosung in excess ot
Dollars (3 i5 9000- _ Sut less than the amount Hrst set toren above in tnis paragraph.

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

Rentais. shut-in weil pavments and mimmum royaities which mav pe requirea under the terms ot anv iease shail be pad by the
party or parues who subiected such lease to this agreement at its or their expense. [n the event two or more parties own and have con-
tributed interests in the same lease to this agreement. such parties mav designate one ot such parties to make said pavments tor and on
behalf of all such paruies. Any party mav request. and shall be enutled to recetve. proper evidence ot ail sucn pavments. [n the event of
failure to make proper pavment ot anv rental. shut-in weil pavment or minimum rovaity through mustake or oversight where such pay-
ment is requred to continue the lease in force. any loss which results from such non-pavment shail be borne 1n accordance with the pro-
visions of Article [V.B.2.

Operator shall notifv Non-Operator ot the anticipated completion of a shut-in gas weil. or the shutuny i or return to production
of 2 producing gas weil. at least five 1 3) davs iexcluding Saturday. Sundav ana legai holidavs:. or at the eariiest opportunitv permitted by
CIFCUMStances. prior to taking such action. but assumes no iabilitv tor tatiure to do so. ln the everr ~ :nure ov Operator to so notify
Non-Operator. the loss ot anv iease contributed hereto bv Non-Operator tor tailure to make ume:+ pavments ~  av snut-n weil pavment
shall be borne jointiv by the parties hereto under the provisions ot Articie IV .B.3.

F. Taxes:

Beginning with the first calendar vear atter the etfective date hereot. Operator shall render tor ad valorem taxation ail property
subject to this agreement which by law shouid be rendered for such taxes. and it shall pay ail such taxes assessea thereon before they
become deiinquent. Prior to the rendition date. each Non-Operator shall furnish Operator information as to ouraens (to inciude. but not
be limited to. royaities, overriding rovaities and production payments) on leases and oil and eas interests contributed bv such Non-
Operator. if the assessed valuation of anv leasehoid estate 1s reduced by reason ot its being subiect to outstanding excess rovaiues. over-
riding royvaiues or production payments. the reduction in ad valorem taxes resuiting theretrom shail inure to the benetit of the owner or
owners ot such leasehold estate. and Operator shall adiust the charge to such owner or owners so as to retlect the benent of such reduc-
tion. If the ad valorem taxes are based in wnole or in part upon separate valuations ot each party 's working mterest. then notwithstanding
anvthing to the contrary herein. charges to the joint account shail be made and paid by the parties hereto in accordance with the tax
value generated by each party s working interest. Operator shal bill the other parues for their proportionate shares ot all tax pavments in
the manner provided in Exhibit ‘*C"".

If Operator considers any tax assessment improper, Operator may, at its discretion. protest within the ume and> manner
prescribed by law. and prosecute the protest to a final determmnation. uniess all parties agree to abandon the protest prior to finai deter-
minanon. During the pendency of administrative or judicial proceedings. Operator mav elect to pay. under protest. all such taxes-and anv
interest and penaity. When any such protested assessment shall have been nnailv determined. Operator snail pav the tax for thesjofnt a‘_;.
count. together with any interest and penaitv accrued. and the total cost shail then be assessed against the parues. and be paid by them. as
provided in Exhibir **C"".

Each party shall pay or cause to be paid ail production. severance. excise. gatherine and other taxes imposed upon or.with respect to
the production or handling ot such party's share of oil and/or gas produced under the terms of this agreement. - -

-10-
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ARTICLE VII
conunued

G. Insurance:

At ail times while operauons are conducted hereunder. Operator shall compiv with the workmen s comoenszuon law of
‘ne state wnere the ooerzuo.ns are being conaucted: provided. however. tnat Uperator mav oe a seif-insurer 10r iiabiiity under said com-
-¢nsauon 1aws 1n which event tne onty cnarge tnat snail be maae to the 1ot account snail be as provided 1 Exhubit “"C"". Operaror snail
.50 Carry of provide insurance [of the denent of the 10Nt aCCOUNC Ot the parues as outined 1 Exubie "D, ittacned to ana maae a part
“creotr. Uperator snail require al CONtractors engaged i work Ofl Of (Or tie Lonuwract Area to COMDIV with the workmen s compensaton
2% Ol te state wnere tne OPerauocns are DN CONAUCted anad (O MAIALAIN SUCA OLher INsurance as UDerator mav requrre.,

A the event automobtie puoiic liabiiity insurance 1s specuied 1 said Exhubit "'D™". or subsequenuv recewves the approvai of the
~iruies. no direct charge snail be macge by Operator tor premums paia tor such insurance tor Operator s auiomouve eguipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender ot Leases:

The leases covered bv this agreement. insotar as they embrace acreage in the Contract Area. shail not be surrendered m whoie

’f 1n part uniess ail parues consent tnereto.

However. should any party desire to surrender its interest il any lease or n any poruon thefeor. ana the other parues do not
lgree or consent thereto. the party desiring to surrender shall assign, without express or impiied warranty ot utie. ail of its interest 1n
such lease. or porton thereof. and anv weil. maternai and equipment which mav be located thereon and anv rights in production
thereatter secured. to the parties not consenung to such surrender. If the interest ot the assigning party 1s or inciudes an ol and gas in-
terest. the assigmung party shall execute and deltver to the party or parties not consenting to sucn surrendger an oii and gas lease covering
such oil and gas interest tor a term of one (1) vear and so long thereatter as o and/or gas 15 produced from e iand covered therepy, such
ivase to de on the form attached hereto as Exhibit **B’". Upon such assignment or lease. the assigning party shail be retieved from ail
obiigauons thereatter accruinig, but not tneretotore accrued. with respect to the interest assizned or ieased and the operation ot any wetl
attriputapie thereto, and the assigning party shail have no turtiter interest m the assigned or ieased premises ana its equipment and pro-
ducuion otner than the royaiues retamned in anv iease made under the terms ot this Arucie. The party assignee or iessee shall pay to the
party assignor or lessor the reasonabie saivage vaiue of the latter s mnterest i any weils and equipment attributapie to the assigned or leas-
ed acreage. The value of ail matenai shall be determined in accordance with the provisions ot Exhibit **C"’, less the esumated cost of
salvaging and the esumated cost ot plugging and abandoning. if the assignment or lease is in favor of more than one party, the interest
shall be shared by such parues in the proporuons that the tnterest of each bears to the totai interest ot ail such parues.

Any assignment. lease or surrender maae under this proviston shall not reduce or change the assignor 's. iessor s or surrendering
party s intefest as it was immediateiv Defore the assienment. lease or surrender in the balance of the Contract Area: and the acreage
assigned. leased or surrendered. and subsequent operations thereon. shall not thereatter be subiect to the terms and provisions of this
igreement.

B. Renewai or Extension of Leases:

If anv party secures a renewai of anv oli and gas iease subiect to this agreement. ail other parties shaii be noutied orompry, and
shall have tne night for a pertod of thirtv (30) davs toilowing recetpt ot such notice 1n which to eiect to parucipate in tne ownership of the
renewai lease. insotar as such iease attects iands within the Contract Area. by paving to the party who acquired 1t their severai proper pro-
portionate shares of the acquisition cost ailocated to that part ot such lease within the Contract Area. which shail be 1n proporuon to the
interests neid at that ume by the parues in tne Contract Area.

If some. but less than ail. of the parues eiect to parucipate 1n the purchase of a renewai lease. it shail be owned bv the parties
who elect to parucipate theremn. in a rato based upon the rejationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages ot participation n the Contract Area of all parues parucipaung in the purcnase of such renewai lease.
Any renewai lease in which less than aii parties etect to parucipate shall not be subject to this agreement.

Each partv who parucipates 1n the purchase of a renewai lease shail be given an assignment of its proportionate interest theretn
bv the acquiring party.

The provisions of this Article shail appiy to renewai leases whether they are for the enure interest covered by the expiring lease
or cover only a poruon of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease. or taken or
contracted tor within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease taken-or con-
tracted for more than six (0) months after the expiration of an existing iease shall not be deemed a renewal iease ana shali not be subtect to
the provisions of this agreement.

The provisions 1n this Arucle shall also be appiicable to extensions ot oil and gas ieases.
C. Acreage or Cash Contributions:

While this agreement s in force. if anv party contracts for a contribution of cash towards the driling ot a weil of any other
vperaton on the Contract Area, such contrioution shall be paid to the party who conducted the drilling or other operanion and shall be

appiled by 1t agamst the cost of such drilline or other operation. If the contribution be in the torm ot acreage. the party to whom the con-
tribution 1s made shall promptly tender an assignment of the acreage. without warranty of title. to the Drilling Parues in the proporuons



A un
wWota — O

A
A

wn

wnoon
~4 &

E8 3w

S .APL FORM 610 - MOLC “ORM OPERATING AGREEMENT -~

ARTICLE VIII
conunued
:a1d Drilling Parties shared the cost of driliing the weil. Such acreage snail become a sevarate Contract Area ana. to the extent posuiple. be
Jovernea o\} orovisions 1denucat to this agreement. Each party snail promptiy noutv ali ocer parties ot anv acreage Of Casii contnibunons
:«[ may obta‘u‘; i support ot any weii or any other operation on the Contract Area. The apove provisions snaii also be aopucabie to op-
“:onai rghts to earn acreage outside the Contract Area wnich are 1n support ot 2 weil driiied insige the Contract Area.

{ anv partv contracts tor anv consideration refaung to aisposiuon ot SUCn partv s <snare ot substances produceg hereunuer. such
.nsigerauon snaud not be ceemed 2 contripution as contemotatea i (Nis Arucle VIILC.

D. Maintenance ot Uniform interest:

For the purpose of mantaning uMUIOrMIty of ownersmp in the oif and eas ieasenold interests coverea DY this agresment, N0
~artv snatl seil. encumber. transter or make otner disposition of its mterest i the leases emoracea withun the Contract Area and in weils.
~quipment and production uniess sucn disposiuon covers eher:

!, the enure interest of the party 1 ail leases and equipment and producucn: or

2. in equat undivided interest in ail leases and equipment and production in tne Contract Area.
Every sucn sale. encumbrance. transter or other disposiuon made by any partv snail be made expressiv subiect to this agreement
.na shall be maae without prejudice to the rignt of the other parues.

If. at anv ume the interest ot anv party 1s divided among ana owned by four or more co-owners. Operator. at its discretion, may
require such éoowners to appoint a singie trustee or agent with full authority to receive nouces. approve expenaitures, recerve billings tor
.na approve and pay such party’s share ot the joint expenses. and to deal generatly witit. ana with power to oind. the co-owners of such
party’'s interest waithin the scope of the operauons embraced in this agreement: however. ail such co-owners snail have the right to enter
:.molancx execute all contracts or agreements tor the dispostuon ot their respecuve snares ot the oti and gas proauced trom the Contract
Area and they shall have the right to recewe. separateiv. payment ot the saie proceeds thereot.

E.  Waiver ot Rights to Partition:
If permitted by the laws of the state or states 1 which the property covered herebv 1s located. each party hereto ownmng an

undivided interest 1n the Contract Area waives any and all rights 1t may have to parution ana have set aside to 1t in severaity its undivided
interest therein.

b 1 A:]l‘ R SO bl

ues. However, there shall be gg t1al right to purchase in those cases where any party wisnes to mortgage its interests, or to
V merger, reorgamzauon. consolidation. or sale of all or substanuativ all of 1ts assets to a subsidiarv or parent com-
DOt R =CORIRaRY RGO RRRR e S MMMt b b SGln

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create, a reiationship of partership or an association
tor protit between or among the parues hereto. Notwithstanding any provision heremn that the rights and liabilities hereunder are severai
and not foint or coilective, or that this agreement and operanons hereunder shail not consutute a parmersip, 1. for federai income tax
purposes. this agreement and the operations hereunder are regarded as a partnership, each partv herebv atfected eiects to be exciuded
from the appiication of all of the provisions of Subchapter **K™*, Chapter 1. Subutie **A ", of the Internal Revenue Code of 1954, as per-
mutted and authorized by Section 761 of the Code and the reguiations promuigated thereunder. Operator 1s authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this elecuon as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service. inciuding speaificaliv, but not by way of limitation, all of the returns, statements,
and the data required by Federal Reguiauons 1.761. Shouid there be any requirement that each party herepy aifected give further
evidence of this election. each such party shall execute such documents and furnish such other evidence as mav be required-by the
Federai Internai Revenue Service or as may be necessary to evidence this election. No such party shall give any notces or take any other
action inconststent with the election made herepy. If any present or future income tax iaws of the state or states 1n which the-Contract
Area 15 located or any future income tax laws of the United States contain provisions stmiiar to those 1n Subchapter 'K "', Chapeer |,
Subtitie "* A", of the internai Revenue Code of 1954. under which an eiection similar to that provided by Section 761 of the Code'ts per-
mitted. each party hereby aifected shail make such election as mav be permirted or required bv such laws. in making the toregoing elec-
uon. each such party states that the income aerived by such party from operations hereunder can be adequatety determined without the
computation of parmership taxable income. )

12-
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may seme anv singie unwnsured third party damage ciaun Of SUIL arisINg IFOM operanons hereunder 1f the expenditure

s pot exceeq_T€N_170USANG and N0/100==z==z==mmmmommzooosoos oo e oo oo o gy
+0,000.00 <nd it the pavment 1s 1n compiete settlement ot SUCA ciaum or suit. if the amount requirea for seruement ex-
-2Qs the above amount. te parues Nereto snal assume ang take over tne further Nanaung ot the Claum or suit. uniess such JuLthoriey s
:2tegated to Uverator. Al Costs ana expenses of Nangung. setting. or Otnerwise QsCNargINg such claim or suit snatl be at tne joint ex-
“ense of e parues PArUCIDaUNE 1N e ODEraton (rom wAICH the ciaum or sult arises. it a ciaum 1s made aganst anv party or i any party is
-Lied On account Of anv Matter arisiig Ifom Operauons nereunder over which sucn indiviauai has no controi because ot the nghrs given
Operator pv tnis agreement. such party snail immeaiateiv noutv all other parues. ana the ciaum or suit shall be treatea as anv other cium

©T SUIL INVOIVINR Operauons nereunaer.

ARTICLE XIL
FORCE MAJEURE

If anv party s rendered unabie. wnoiiy or 1n part. by lorce majeure tO Carry out its ooigauons under this agreement. other than
*he opiigation to make monev pavments, that party shail give to all other parues prompt written notuce ot the force majeure with
relsonabiv tuil parucuiars concerning 1t: tnereupon. the opiigauons of the party 2ving the nouce, so tar as they are atfected by the force
mareure. snail be suspended during. but no ionger than. the continuance of the torce maieure. The aftecteq partv shall use ail rezsonabie

:tiigence to remove the torce majeure situauon as quickly as pracucaple.

The requirement that any torce maseure shall be remegied with all reasonaole dispatcn shall not require the settiement of strikes.
iockouts. or atner labor ditficuity by the party mvoived. contrary to 1ts wishes: how ail sucn difficulties shail be hanaied shall be enurely
vithin the discreton ot the party concerned.

The term "‘force maieure . is nere empioved. shail mean an act ot God. strike. lockout. or other industriai disturbance. act of
:ne pupiic enemyv, war. biockade. pupuc riot. lightming, tire. storm. tlood. expiosion. governmental acuon. governmental delay. restraint
'r inaction. unavailability of equipment. ana any other cause. whether ot the kind specinicaily enumerated above or otherwise, which is
not reasonabiv within the controi of the party claiming suspension.

ARTICLE XII.
NOTICES

All nouces authorized or required between the parties and required by anv of the provisions of this agreement, unless otherwise
specifically provided. shall be given in writing by mai or telegram. postage or charges prepaid. or by telex or teiecopter and addressed to
the parties to wiom the nouce is given at the addresses listed on Exhibit **A’". The origtnaung notice given under any provision hereof
shall be deemed given oniy when recetved by the party to whom such notice 1s directed. and the time for such party 10 give any notce in
response thereto shall run from the date the originaung notce s recerved. The second or anv responstve notice shail be deemed given
when depostied in the maii or with the teiegraph company. with postage or charges prepaid. or sent by telex or telecopier. Each party
<hall have the right to change 1s address at any time. and from ume to ume. by giving written notice thereot to ail other parties.

ARTICLE XIIIL
TERM OF AGREEMENT

This agreement shail remarn 1n iuil force and effect as to the oii and 2as leases and/or oii and gas interests subiect hereto for the
period of ume setected beiow: provided. however. no party hereto snall ever be construed as having any rigne. title or mterest in or to any
lease or o1 and gas interest contributed bv anv other party bevond the term ot this agreement.

— Opton No. 1: So long as anv of the oil and gas ieases subiect to this agreement remam or are conunued i force as to any part
ot the Contract Area. whether by production. extension. renewai or otherwise.

X Option No. 2: In the event the weil described in Article VI.A.. or any subsequent weil drilled under anv prowvision of this
agreement. resuits in production of oil and/or gas in paying quanuties. this agreement shail conunue 1n force so long as any such weil or
weils produce. or are capaoie of production. and for an additionai period of days from cessation of all production: provided.
however. 11, prior to the expiration of such additional period. one or more of the parues hereto are engaged in driiling. reworking, deepen-

ing. plugging back. testing or attempung to complete 2 weil or weils hereunder. this agreement shall conunue 1 torce unui such opera-
uons have been compieted and if production resuits therefrom., this agreement shali continue m force as provided herein. In the event the
weil described in Article VI.A., or anv subsequent weil drilled hereunder. resuits in a drv hole. and no other weil 15 producing. or capable
of produaing oii and/or gas trom the Contract Area. this agreement shall terminate unless drilling, deepening. piugging back or rework-

ing operauons are commenced within days from the date of abandonment of said weil.

[t 1s agreed. however. that the termination of this agreement shall not reiieve any party hereto trom anv liability winch has
iccrued or attached prior to the date of such terminaton.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

\. Laws. Reguiauons ang Orders:

s agreement snal be suoiect to tne CONServation 1aws of the state I WIcn e Lontract sArea ts weated. (0 (e vaug rutes.
CUIAUONS. and orders of anv guiv consttuted regulatory podv of sdid stdiel 4nd o 4 Olner Iecucioie tederal. stue. und 10Cat laws. or-

-dnces. ruies, regutauons, ang oraers.

B, Gouverning Law:

This aereement ang ail matters pertainmg nerero. inciudmng, dut NOC LIMited to. Marters ot vertormance. non-pertormance, dreacn.,
- megies. procequres. rignts. duues and interoretation of construction. snail be governed ang determinea bv the law ot the state i wnich
‘e Contract Area is iocatea. If the Contract Area 1s (n two or more states. tne iaw ot the state ot Vew Mexico

nai govern.
C. Regulatory Agencies:

Nothing neremnt contamneg shall grant. or pe construed to grant. Operator the riznt or authority 0 Waive or reledse anv rignts.
rrivieges, or oblieauons wnich Non-Operators mav nave under tederai of StdI€ [aws OF UNQEr ruies. regulations or oraers promuigated
.7der sucn faws in reterence 1o oi. gas and (Minerat operations. nciuding the {ocation. operanion. Or Proauction ot wetis. on tracts ottset-
“ng or adiacent to the Contract Area.

“Vith respect 10 operauons nereunaer. Non-Operators agree (o reiease Uperator trom anv 4nd all losses. samaves. inwries, ciums
.Nd causes of action arising out of. Incident to or resuiting directiv or INAIFECtiv trom Uperator s interpretation or appiication of ruies.
riunes. regutauons or orders ot the Department ot Energy or predecessor or successor agencies (0 the extent sucn interpretation or ap-
Tucaton was made i good taith. Each Non-Uperator turther agrees to remourse Uperator tor anv amounts appucabie to sucit Non-
{perator s share of production that Operator mav pe requireg 1o retuna. repate or pay as a resuit o sucCh an incorrect interpreration or
.pplicauon. togetner with interest and penaities thereon owing by Operator as a resuit ot such INCOrrect INterpretation or appticauon.

Non-Operators authorize Operator to prepare and submt such documents as mav be required to De suomitted to the purcnaser
-1 any crude oti soid hereunaer or to any other person or enuty pursuant o the requiremnents ot the ~"Crude Oid Windtail Protit Tax Act
o1 1980"". is same mav be amended from time to ume (' Act’ "), and any vaiid reguistions or ruies which may oe 1ssued by the Treasury
Department from ume to ume pursuant to said Act. Each party hereto aerees to turnish anv and all cectiications or other informauon
wnich 1s required to be furmished by said Act in 4 umeiv manner and i sutficient detad to permit complance witn said Act,

ARTICLE XV.
OTHER PROVISIONS

[
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A.A.P.L. FORM 610 - MODE. .ORM OPERATING AGREEMENT - :=

ARTICLE XVL
MISCELLANEOUS

This agreement snail be binduiz upon ang shail inure to tne penent of L€ DAruUes NEreto ana o their resbecuve hews, devisees.

2gal represenuauves. SUCCessors and assigns.

TRis wmstrument mav De eXecutea@ i aNV NUMODer Ol COUNIerparts. eacf of WNiCH snau be considerea an oriINAl 10 ay purposes.

N WITNESS WHEREOQOF. this agreement snail be ertecnve as of Zav ot 9

OPERATOR

MESA OPERATING LIMITED PARTNERSHIP
Pickens Operating Co., General Partner

WA/ /m

R1chard W. Petrie
Manager-Land & Acau1s1t10ns

NON-OPERATORS

AMOCO PRODUCTION COMPANY

By:-

TEXACO, INC.

By:

EVKO DEVELOPMENT COMPANY

By:

-15-



EXHIBIT "A"

ttached to and made & oart of that certain Operating Agreement dated March
15, 1990, by and between Mesa Operating Limited Partnersnip as Operator and
Amoco Production Company, Texaco. Inc. and Evko Deveiopment Company as Non-
Operacors.

(1) TIdentification of lands subject to agreement:
Township 29 South., Ranae 10 West

Section 36: WfZ
San Juan County, New Mexico

(2) FRestriction, if any, as to depths or formations: Fruitland Coal

(3) Percentages or fractional interest of parties to this agreement:

Mesa Operating Limited Partnership 62.5%
Amoco Production Company 12.5%
Texaco, Inc. 12.5%
Evko Development Company 12.5%

Addresses:

Mesa Operating Limited Partnership
P. 0. Box 2009
Amarillo TX 79189-2009

Texaco, Inc.
P. 0. Box 2100
Denver CO 80201-2100

Amoco Production Company
P. 0. Box 800
Denver CO 80201-0800

Evko Development Company
471C Cabrille Street
San Francisco CA 94121
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EXHIBIT v O

\ttached to and made a part of _that certain Operatina Aareement dated March 15, 1990
Sy ana between Mesa Uperating Limitea Partnersnip, &s Operator., zna
Amoco Proauction Company. 1exaco. .nc, and Evko Deveijopment Company, 3s Nopn-Operatrors

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

"~ “lsint Property’ shall mean the reai and personal property subject o the agreement to which this Accounting Procedure
'3 attached.

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

~Joint Account” shall mean the account showing the charges paid and credits received in the conauct of the Joint QOpera-
tions ana which are to be shared by the Parties.

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

“Non-Uperators” shail mean the Parties to this agreement other than the Uperator.

“Parties” shall mean Operator and Non-Uperators. ' ) o , o N
“First Levei Supervisors” shail mean those empioyees whose primary function in Joint Uperations 1s the direct supervision

f other empiovees and/or contract labor airectiy empioved on the Joint Property in a fieid operaung capacity.
~Technicai Empiovees” shail mean those empioyees naving speciai and specific engineering. geologicai or other profes-
sionai skills. and whose primary function in Joint Operations is the handling of specific operating conaitions and problems
‘or the benefit of the Joint Property.

“Personai Expenses” shall mean travei and other reasonable reimbursable expenses of Operator's emplovees.
“Materiai” shall mean personal property. equipment or suppiies acquired or held for use on the Joint Property.
“Controilable Materiai” shall mean Materiai which at the time is so classified in the Materiai Classification Manual as
most recently recommended by the Councii of Petroieum Accountants Societies,

(R
H

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac- .
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure.
lease or facilitv. and all charges and credits summarized by appropriate classifications of investment and expense except
that items of Controilable Materiat and unusual charges and credits shall be separately idenufied and fullv described in
detail.

3. Advances and Payments by Non-Operators

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

B.  Each Non-Operator shall pay its proportion of all bills within fifteen (15) davs after receipt. [f pa?'mem 1s_not made
‘.éuhin su}c_in time. the J‘mpaid balance shall bear interest monthly at the prime rate in effect a¢ _ €XdS Commerce
ank, nouston., lexas on the first dav of the month in which delinquency occurs plus 1% or the maximum
contract rate permitted by the appiicable usury laws in the state in which the Joint Property is located. whichever

is the lesser. plus attorney's fees. court costs. and other costs in connection with the coilection of unpaid amounts.

1. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided. however. alil bills and statements rendered to Non-Operators by Operator during anv calendar vear shall con-
clusiveiy be presumed to be true and correct after twenty-four (24) months following the end of any such calendar vear.
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made uniess it is made within the same prescribed
period. The provisions of this paragrapn shall not prevent adjustments resulting from a physicat inventory of Controilabie
Materiai as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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3. Audits

. Non-Uperator. upon notice in writing to t)perator ana ail vther Non-t)nerators. snail have tne rignt to audit Opera-
“5r'S ACCOUNLS and records relating to the Joint Account for anv catenaar vear within tne twentv-four 124) montn
~sr10d foilowing tne ena of such caiendar vear: proviaed. however. the making of an audit snali not extend the time

r tne taKINgZ of Written exception (0 and the adiustments Ol ACCOUNLS A4S Drovinea for in raragraon 4 of this Section

“Uhere there are UWn or more NON-UDErators. (ne Non-uUDeriators snitl make everv reisondnle eifort to conguct 3

ANt audlt In 4 manner wniehn Wl resutt in 4 mimmum ol neonvenience Lo the vperator. vinerawor snail bear no vor-
“-on of the Non-Uperators udit cost Incurreq unger tNis paragrabn uniess agreea o nv tne toerator. [he auailts
hail not De conqueted More LNAn UNCe 4cn Vear Withoul Brior apProvai o ()nerator. eXcent UDON tne resignation or
~smoval of the Uperator. and shail be maae 4t the expense ol those Non-tperators approving sucn audit.

3. The Operator shail repiy in writing to an audit report within 130 davs atter receipt of sucn renort,

6. Approval By Non-Operators
‘Vhere an approvai or other agreement of the Parties or Non-Uperalors 1s expressiv requiret under otner sections of this
Aceounting Procequre and if the agreement to which this Accounting Proceaure 1s attacned contains no CONLrary provisions

‘n regard thereto. Uperator shall noufy ail Non-Operators of the Uperator's proposal. ana the agreement or approvai of
1 majoritvy in interest of the Non-Uperators shall be controlling on atl Non-Uperators.

{I. DIRECT CHARGES
Oiperator shail charge the Joint Account with the following items:
1. Ecological and Environmental
'usts tneurred for the benefit of the Joint Provertv as a resuit of governmentai or reguiatorv requirements to satisfv environ-

mentai considerations appiicable to the Joint Uperauons. duch cosis mav inciude survevs ot an ecotogical or archaeological
nature and poilution controi proceaures as required by appiicabie laws and reguiations.

89

Rentais and Royaities
Lease rentais and rovalties paid by Operator for the Joint (perations.

3. Labor

A. 11 Salaries and wages of Operator's {ield emplovees directly empioved on the Joint Propertyv in the conduet of Joint
(perations.

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

(3) Salaries and wages of Technical Empiovees directly empioved on the Juint Property 11 sucn charges are exciuded
from the overhead rates.

i14) Salaries and wages of Technicai Empiovees either temporariiv or permanently assigned to ana directly empioved
'n the operation of the Joint Propnerty if sucn charges are exciuded trom the overnead riues.

B. Operator's cost of holiday. vication. sickness and disability benefits ana sthar customary wilowinces paid to employees
whose saiaries and wages are chargeanie to the Joint Account under Paragrann 3A of this Section {[. Sueh costs under
this Paragraph 3B mav be charged on a “when and as puwid basis™ or by "percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragrapn 5 A of this Secuion (1. [T jercentage assessment
is used. the rate shall be based on the Uperator's cost experience.

[ xpenaitures or contributions made pursuant to assessments Imposed by governmental autiority which are applicable
to Uperator's costs chargeable to the Juint Account under Paragrapns 32 and 3D of this Secuon 1.

D. Personai Expenses of those emplovees whnose saiaries and wages are chargeapie to the Joint Account under Paragraph
3A of this Section I1.

4. Emplovee Benefits

(perator’s current costs of established plans for emplovees’ group iife insurance. hospitalization. pension. retirement. stock
purchase. thrift. bonus. and other benefit plans of a like nature. applicabie to Operator's lubor cost chargeable to the Joint
Account under Paragrapns 3A and 3B of this Seetion [1 shall be Operztor's uctual cost not to exceed the percent most recent-
v recommenaed by the Councii of Petroleum Accountants Societies.

3. Material

Material purcnasea or turnished by Uperator for use on the Joint Property as provided under Section [V. Only sucn Material
<hall be purcnasea for or transierred to the Joint Propertv 2s mav be required for immediate use ana 1s reasonably practical
and consistent with efficient and economicai operattons. The accumutation of surpius stocks shall be avoided.

6. Transportation

Transportation of empioyvees and Materiai necessary for the Joint Operations but subject to the foilowing limitations:

A. If Materiai is moved to the Joint Propertv from the Operator’'s warehouse or other properties. no charge shall be made
to the Joint Account for a2 d;st.ance greater than the distance (rom the nearest reiiable supply store where tike materiaj
is normatly avaiiabie or ratiwayv receiving point nearest the Joint Propertv uniess agreed to bv the Parties.

[




ulfil

If surpius Materiai is moved to Operator's warehouse or other storage point. no charge snall be made to the Joint Ac-
count for a distance greater than the distance to tne nearest reiiable suppiy store wnere like matenai is normaliv
wvallable. or railiway receiving point nearest the Joint Property uniess agreeq to oy the Parties. No charge shall be
made 10 tne Joint Account for moving Materiai to other properties beionging 1o Uperator. uniess agreed to by the
Parties.

joe}

' the apptication of subparagrapns A ana B above. tne oplion 10 eguailzZe or cnarge actual LrucKing cost is avaliable
-nen tne actuat charge 1s 3400 or tess excluaing accessorial cnarges. Lhe 540U will be uqiusted to the amount most
*ocentlv recommended by the Councii of Petroleum Accountants dociettes.

services

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by Paragraph
10 of Section il and Paragrapn i. ii. ana iii, of Seetion I[I. The cost ot proressional consuitant services and contract ser-
“ices of technical personnel directiv engaged on the Joint Property 1f such charges are exciuded from the overnead rates.
The cost of professional consuitant services or contract services of lechnical personnei not directlv engagea on the Joint
Property snaii not be charged to the Joint Account untess previousiy agreed to by tne Parties.

s. F.quipment and Facilities Furnished By Operator

. Uperator snail charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
vith costs of ownership ana operation. Such rates shail include costs of maintenance. repairs. other operating expense.
insurance. laxes, u'epreciar.icirb ana interest on gross investment less accumulated depreciation not to exceed
_CWeIVe  percent(__LtZ _ ') per annum. Such rates shail not exceed average commerciai rates currently pre-
vailing in the immediate area of the Joint Propertv.

&

In lieu of charges in paragraph 3A above. Uperator mav efect to use average commerciai rates prevaning in the immedi-
ate area of the Joint Property less 20%. For automouive equipment. Uperator mayv etect to use rates published by the
Petroieum Motor Transport Association.

9. Damages and Losses to Joint Properiy

All costs or expenses necessarv for the repair or replacement of Joint Propertv made necessarv because ot damages or losses
incurred by fire. flood. storm. thett, acciuent. or other cause. except those resuling lrom Gperutor’s vross negligence or
willful miseconduct. Operator shall furnisn Non-Operator written notice of damages or {0sses incurred as s0on as practicable
after a report thereof has been received by Uperator.

16. Legai Expense

Costs and expense of handling, investigating and settling iitigation or claims, dischargirg of liens, payment
of judgments and amounts paid for settlement of claims incurred in or resulting from operations under the
agreement or necessary to protect or recover the Joint Property, and the costs and expenses incurred in con-
nection with hearings and other matters pefore governmentail bodies and agencies and costs and expenses jn-
curred in examining and curing title, except that no charge for services of Operator's legal staff shall be
made.

[1. Taxes

All taxes of everv kind and nature assessen or levied upon or in connection with the Joint Preverty. the operation thereof.
or the production therefrom. and which taxes have been paid by the Uperator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part unon separate vaiuations of each partv's working interest. then notwithstanding
anything to the contrary herein, charges to the Joint [Account shail be made und paid bv the {’uarties hereto in accordance
with the tax vaiue generated by each partv's working interest.

12. Insurance (See Exhibit "D" attached)

Net premiums paid for insurance required to be earried for the Joint Operations for the protection of the Parties. In the
event Joint Uperations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation and/
or Employvers Liability under the respective state's laws. Uperator mav. at its election. inciude the risk under its seif-
insurance program and in that event. Operator shall inciude a charge at Uperator's cost not to exceed manual rates.

13. Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property. including costs requirea by governmental or other reguiatory
authority.

14. Communications

Uost of acquiring. leasing, instailing, operating, repairing and maintaining communication svstems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities, svstems serving the Joint
Property are Uperator owned. charges to the Joint Account shall be made ius provided in Paragrapn 5 of this Section (i,

15. Other Expenditures

Any other expenditure not covered or deait with in the foregoing provisions of this Section il. or in Section [II and which
is of direct benefit to the Joint Property and is incurred by the Uperatar in the necessary and proper conduct of the Joint
Operations.




1. Overhead - Drilling and Producing Operations

B.

iy

II1. OVERHEAD

As compensation for administrative. supervision, oifice services ang warenousing costs. Uperatwor snail charge ariiling

iNnd Proaucing operations on einer: 1

: x) Fixed Rate Basis. Paragrapn 1A.or  "Sae 3Scheduie I Attacnea nereto ang mage a part hereof|"
' ) Percentage Basis. Paragrapn 1B

Unless otherwise agreed to by the Parties. such charge snail be in iieu of costs and expenses of ail offices and salaries
or wages pius appiicabie burdens and expenses of all personnet. except those airectly chargeanie unger Paragra;_m
3A. Section il. The cost and expense of services from outside SOUrces in connection with matters of taxation. traffic.
accounung or matters before or invoiving governmentai agencies shall be considered as inciuded in the overnead rates
provided for in the above seiected Paragraph of this Section Il uniess sucn cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The saiaries. wages and Personal Expenses of Technical Empioyees and/or the cost of professional consuitant services
and contract services of technicai personnei directly empioyea on the Joint Property:

¢ ) shail be covered by the overnead rates. or
{ X ) shaii not pe covered by the overneada rates.

The saiaries. wages and Personai Expenses of Technicai Empioyees andor costs of proiessional consuitant services
and contract services of technicai personnei either temporariiy or permanentiy assigned to ana directiy employed in
the operauion of the Joint Property:

¢ X) shall be covered by the overhead rates. or
i ) shall not be covered by the overneaaq rates.

Overneaq - Fixed Rate Basis
t1) Operator snail charge the Joint Account at the following rates per weii per month:

Driiling Well Rate $ _3831
{Prorated for less than a full montn)

Producing Well Rate $ 382
(2) Appiication of Overnead - Fixed Rate Basis shail be as follows:
(a) Drilling Well Rate

(1) Charges for drilling weils shall begin on the date the well is spudded ana terminate on the date the drill-
ing rig. compietion rig. or other units used in completion of the weii Is reieased. whichever is later, except
that no charge shail be made during suspension of driiling or compietion operations for fifteen (15) or
more consecutive caiendar days.

(2) Charges for weils undergoing any type of workover or recompietion for a period of five (5} consecutive
work days or more snall be made at the driiling well rate. Such charges snaii be aopiied for the period
from date workover operations. with rig or other units used in workover. commence tnrough date of rig
or other unit reiease. excent that no charge shail be made during suspension of operations for fifteen
15) or more consecutive caiengar davs.

{b) Producing Well Rates

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

(2) Each active compietion in a muiti-compieted weil in which proguction is not commingied down hole shall
be considered as a one-weil charge providing eacn completion is considered a separate weil by the govern-
INg reguiatory authority.

{3) An inactive gas weil shut in because of ovgrproduction or failqre of pu;chaser 1o take the production shall
be considered as a one-weil charge providing the gas well is directiy connected to a permanent sales
outlet.

{4} A one-well charge shall be made for the month in which piugging and abandonment operations are com-
pleted on any weil. This one-weil charge shail be made whether or not the well has produced except when
drilling well rate appiies.

(5) All other inactive welis (inciuding but not limited to inactive wells covered by unit allowable. lease allow-
able. transierred ailowabie. etc.) shail not qualify for an overnead charge.

(3) The weti rates shall be adjusted as of the first dav of April eacn vear following the effective date of the agreement
to wnich this Accounting Proceaqure is attached. The adjustment shall be computed by muuinlving the rate cur-
rently 1n use by the percentage increase or decrease In the average weekiv earnings of Crude Petroieum and Gas
Production Workers for the iast caiendar year compared to the caienaar vear preceaing as snown by the ingex
of average weekiy earnings of Crude Petroteum and Gas Production Workers as published by the United States
Department of Labor. Bureau of Labor Statistics. or the equivaient Canadian tndex as published by Statistics
Canaaa. as appiicable. The adjusted rates shail be the rates currentiy in use. pius or minus the computed ad-

Justment.
Overhead - Percentage Basis

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

-4




[£%

Hiy

Percent ( %) of the cost of development of the joint Property exciusive of costs provided
inaer Paragrapn 10 of Section I and all salvage credtts.

ta) Development

h1 Operating

Percent ( -} of the cost of operating the Joint Property exciusive of costs provided under

Paragrapns 2 and 10 of Section il. ail saivage creaits. the vaiue of injectea suostances purcnasea for secongary
recovery and ail taxes ana assessments wnich are levied. assessed and paid upon tne minerai interest in and
0 the Joint Property.

i2) Application of Overnead - Percentage Basis shail be as {oilows:

For the purpose of determining charges on a percentage basis under Paragrapn 1B of this Section {ll. deveiopment
shaii inciude ali costs in connection with dritling, redrilling. deepening. or any remeatai operations on any or ail
weils invoiving the use of drilling rig and crew capable of driiling to the producing intervai on the Joint Prop-
arty: aiso. preliminary expenditures necessary tn preparation for driling ana expenditures incurred in apandoning
when the well is not completed as a producer. and originai cost of construction or instailation of fixed assets. the
expansion of fixed assets and any other project cieariy discernible as a fixed asset. except Major Construction as
Jefined in Paragrapn 2 of this Section III. All other costs shall be considerea as operaung.

Overnead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instaliation of fixea assets. the expansion of
‘ixed assets. and any other project cleariy discernible as a fixed asset required for the deveiopment and operation of the
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction. or s'na.g c{))mrge the Joant
Account for overhead based on the following rates for any Major Construction project in excess of 3¢2.500.00 .

n

A

% of first $100.000 or total cost if less. pius

B. .~ _ %of costs in excess of $100.000 but less than 31.000.000. pius

ra

C.
*

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the comoonent parts of a single
project shail not be treated separately and the cost of driiling and workover weils and artificiai lift equipment shall be
excluded.

% of costs in excess of $1.000.000.

Catastrophe Overhead

To compensate Operator for overnead costs incurred in the event of expenditures resuiting from a single occurrence due
to oil spill. blowout. expiosion. fire. storm. hurricane. or other catastrophes as agreed to by the Parties. which are necessary
to restore the Joint Property to the equivalent condition that existed 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 overnead based on
the following rates:

AL __5___ " of total costs through $100.000: plus

B. _.3___ % of total costs in excess of $100.000 but less than 31.000.000: plus
3

C. % of total costs in excess of $1.000.000.

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

Amendment of Rates

The overhead rates provided for in this Section {II may be amended from time w time oniy by mutuai agreement between
the Parties nereto if, in practice. the rates are found to be insufficient or excessive.

*dhen design and engineering is furnished by third party contractors and charged to

the Joint Account, the construction overnhead charges on projects in excess of
$25,000.00 shall be 1-1/2% of total cost.




Y. OS9ICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

‘perator ‘s responsible for Joint Account Material and shail make proper and timely
-marages ana cregits for all Materiai movements arfecting the Joint Property. Operator
-nall orovide ail Materiai for use on the Joint Propertv; however, it Operator‘s option,
sucn  ‘“aterval nmay be suppiied by the Non-Uperator. Jperater snail make timeiy
iisposition of idle andfor surpius Material, such disposal being maae either through
sale to Operator or Non-Operator, division in kind, or saie to outsiders. Operator may
surcnase, Sut shall be under no obligation to purchase, interest of Non-Operators in
surpius condition A or B Material. The disposail of surpius Controilable Material not
surcnased by the Operator shall be agreed to by the Parties.

. furchases

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

2. Transfers and Dispositions

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

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

{a) Tubular goods, sized 2-3/8" 0D and larger, except line pipe shall be
priced at the current market price based on the average monthly spot
market price as determined by Pipe Logix, Inc. which is published in
the American Metal Market Magazine effective on the date of movement
plus transportation cost to be calculated by using the 0il Field
Haulers Association's published interstate 30,000 pound truck rate
from the nearest reliable supply store to the Joint Property which
handles such material.

(b) For grades which are special to one mill only shall be priced at the
actual cost of that material plus transportation cost to be
calculated by using the 0il Field Haulers Association's published
interstate 30,000 pound truck rate from the nearest reliable supply
store to the Joint Property which handles such material.

(c) Special end finish tubular goods shall be priced at the actual cost
of that material plus transportation cost to be calculated by using
the 0il Field Haulers Association's published interstate 30,000
pound truck rate from the nearest reliable supply store to the Joint
Property wnich handles such material.

fd) Macaroni tubing (size less than 2-3/8 inch 0D) shall be priced at
the actual cost of that material plus transportation cost to be
calculated by using the 0il Field Haulers Association's published
interstate truck rate per weight of the tubing transferred from the
nearest reliable supply store to the Joint Property which handles
such material.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch 0D and larger with walls
3/4 inch and over) 30,000 pounds or more shall be priced under
provisions of tubular goods pricing 1in Paragraph A.(1)(a) as
provided above,
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‘'b) Line pipe movements (except size 24 incn UU ana larger with wails
3/4 inch and over) less than 30,000 pounds shail be priced under
provisions of tubular goods pricing in Paragraph A.(1)(a) as
provided above.

‘c) Line pipe 24 inch 0D and over and 3/4 inch wall and larger shall be
priced under provisions of tubular goods pricing in Paragraph
A.{1)(a) as provided above.

“ther Material shall be priced at the actual cost orf that materiail, plus
-ransportation costs tO0 De caiculatea by usina (il Field Haulers
Association‘s published interstate :3C,000 pouna truck rates from the
nearest reiiable supply store to the Joint Property wnich handies such
materiai.

Unused new Material moved from the Joint Property shall be priced as
provided above in Paragrapn 2 A (1) and (2).

jo0d Used Material (Condition B)

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

/1)

(2)

Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined
by Paragraph A.

Material used on and moved from the Joint Property

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

(b) 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.

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 absorbed 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 after reconditioning shall be priced at
fifty percent (50%) of current new price as determined by Paragraph A.
The cost of reconditioning shall be charged to the receiving property,
provided Condition C vaiue plus cost of reconditioning does not exceed
Condition B value.

Condition D

Material, excluding junk, no longer suitable for its original purpose,
but usable for some other purpose shall be priced on a basis commensurate
with its use. Operator may dispose of Condition 0 Material under
procedures normally wused by Operator without prior approval of
Non-Operators.

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



Hliy

'5) Casing, tubing ar driil pipe used as higher pressure service ]ines
than standard line pipe, e.g. power oil lines, shall be priced under
normal pricing proceaures for casing, tubing, or drill pipe. Upset
tubular gooas snhall be priced on a non upset basis.

“3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of
Condition E Material under procedure normally utilized by Operator
without prior approval of Non-Operators.

J. Tbsoiete Material

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

m
.

Pricing Conditions

(1) Loading or unioading costs may be charged to the Joint Account at the
rate of twenty-five cents (25¢) per hundred weight on all tubular goods
movements, in lieu of actual loading or unloading costs sustained at the
sto;king point. The above rate shall be adjusted as of the first day of
April each year following January 1, 1985 by the same percentage increase
or decrease used to adjust overhead rates in Section III, Paragraph
1.A(3). Each year, the rate calculated shall be rounded to the nearest
cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum
Accountants Societies.

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

Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material,

V. INVENTORIES

The Operator shail maintain detailed records of Controilable Materiai.

1.

tv
H

Periodic Inventories. Notice and Representation

At reasonable intervals. inventories shall be taken by Operator of the Joint Account Controliable Materiai. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory 1s to begin so that
Non-Uperators may be represented when any inventory is taken. Failure of Non-Operators (0 be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken oy Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resuiting from the reconciliation of a physical inventory shail be made within six
months following the taking of the inventory. Inventory adjustments shail be made t;y Operator to the Joint Account for
overages and shortages. but. Operator shall be heid accountabie oniy for shortages due to lack of reasonable diligence.

Special [nventories

Speciai inventories may be taken whenever there is any sale. change oi interest. or change of Operator in the Joint Property.
[t shall be the duty of the party seiiing to notify all other Parties as quickly as possibie aiter the transfer of interest takes
niace. In sucn cases. both the seiler and the purchaser shall be governed by sucn inventory. In cases invoiving a change
of Operator. ail Parties shail be governea by sucn inventory.

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such tnventories. except in-
ventories required due to change of Operator snatl be chargea to the Joint Account.

-8~




SCHEDULE I

Attached to and made a part of Joint Operating Agreement dated March 15 ,

Sv and berween  Mesa Operating Limited Partnersnip ., as Operator, and

imoco Production Company, |exaco, .nc. and tvko Uevelooment Comoanv, as Non-Operators.

“he Cl:mpined Fixea Rates, a&s heretotrore crovided unger cfection (I,
“aragrapn 4. ST the COPAS Accounting Procequre T3 wnich Inis scnedule s
sttacnea, snail be in lieu of all charges to the Joint Account for tne inairect
costs ana expenses incurrea by Operator in proviaing the joint operations with
~he producing and development functions and services nereinatter 1dentified as
Compensation for Administrative, Supervision, Gffice Services and Warenousing
COsts.

The tcilowing reflects a representative abridged listing of the functions
ind/or services which shall be considered as included in the Operator's Jistrict
Zxpense and Warehousing, and should serve as a guide for similar functions in-
tended ta be covered by the Combined Fixed Rates even thougn some of the

functions may be contract services performed by third parties.

Salaries, Benefits and Related Costs of Field, Area and/or District:
Managers and/or Superintendents
Foreman - Superintendent
Oriiling - (Except when permitted as a direct charge under
Para. 1.ii, Sec. III)
Production - {Except when permitted as a direct charge unaer
Para. 1.ii, Sec. III)
Construction - (Except when permitted as a direct charge under
Para. 1.i1, Sec. III)
Production Engineers - (Except when permitted as a direct charge
under Para. 1l.ii, Sec. [II)
Production Geologists - {Except when permitted as a direct charge
under Para. 1.ii, Sec. [II)
Other Technical Empioyees - (Except when permitted as a direct
charge under Para. 1.ii, Sec. [II)
Office Stenographers
Qffice Clerks
Time Keeping
Preparation of Boat, Automotive and QOther Vehicle Reports
Local Purchasing (Field Orders)
Preparation and Coding of Invoices
Preparation of Material Requisitions
Preparation of Field Transfers
Preparation of Field Receiving Reports
Posting of Production Reports
Preparation of Over and Short Reports
Reading and Integration of Charts
Preparation of Field Gas Production and Consumption Report
Preparation of Field Office Reports to State and Federal
Requiatory Bodies
Miscellaneous Routine Field Office Clerical Duties
Field Office Inventory Men
Conducting Physical Inventories
Preparation of Fieid Inventory Records

Office Equipment, Suppiies, Stationery and Forms

Maps, Photostats and Blueprints, when required for general
District Use.

Rentals

Rentals paid for buildings, office and storage space used by
District empioyees.

Rentals paid in connection with sites for District production
offices, camps, warehouses and other facilities used specificaily
for District purposes.

Ad Valorem Taxes
Taxes paid on buildings and equipment charged to Operator's
Field, Area, and/or District investment accounts.



Insurance . . _
Net cost of all types of insurance, including workmen's
compensation and pubiic Tiability insurance; wnen such insurance
is applicable to District.

The following reflects a representative abridged listing of the functions
and/or services which shall be considerea as included in the Operator's Adminis-
-rative Qvernead, and snould serve as a guide for simiiar functions intended to
>2 covered by the compinea Fixed Rates even thougn some of the rtunctions may be
ZONTract services perrormea by thira parties.

General Management

Generail Operating Administration

Orilling Managers and/or Superintenaents and Office Staffs

Production Managers and/or Superintendents and Office Staffs

Civil Engineers - (Except when permitted as a direct charge under

Para. 1.ii, Sec. III)

Reservoir Analysis and Engineering

Petroteum Engineers - (Except when permitted as a direct charge
under Para. 1l.i1, Sec. III)

Negotiation of Production and Residue Gas Sales

Negotiation of Major Gas Sales

Preparation and Negotiation of Joint Operation Agreements

Preparation of General Production Records

Traveiing and Transportation Expense of Home, Division, Area,

Region, or similar Administrative Office Employees

General Accounting and Services
Checking of invoices
Preparation of Paychecks
Responsibility of Account Distribution or Coding
Payment of Vendor's Invoices
Maintaining Property Investment Records
Preparation of Joint [nterest Billing
Preparation of Royalty Checks
Machine Accounting and Data Processing Functions
Photostat and Other Reproduction Service
Ad Valorem Tax Service and/or Counsel
Systems and Procedures
Internal Auditing

Communications Expense - Telephone, telegraph and teletype
service rendered to the district; also operating expenses
of radio communication systems which serve the district
and which are not chargeable to any particular lease or facility
operation. The costs appiicable to communication service
and/or equipment directly employed on and serving the joint
property shall be direct charge to the joint property.

Area and/or District Office Utility Services

Local Field, Area and/or District Recreation Facilities

Safety Meetings and/or Dinners

Area and/or District Office Safety Equipment

First Aid Supplies

Physical and Medical Examinations - Cost of pre-employment and
me@ical examinations of personnel to be employed in the dis-
trict, including costs of annual or periodic examinations and
immunizations.

Transportation, including freight and express costs when such
costs are incurred directly in the operation and/or maintenance
of district offices, buiidings, and facilities.

Traveling Expense of district employees when such expense is for
the sole benefit of the district. Traveling and personal ex-

penses of district employees attending oil show, API meetings,
and company training schools, etc., which are for the primary



benefit of the Operator shall be borne soiely by the Operator.

“Yoving Expenses - Costs of moving and transfer of district
employees including relocation expenses such as real estate fees,
closing cost, compensation for loss on sale of home, carpeting
and draperies, etc., wnen transterred within or into the
district. Costs incurrea for the primary benetit of the
Operator, sucn as transter of trainees. snall be borne soliely by

“he QOperator.

‘'embersnips, dues and Subscriptions for Field, Area and/or District
Personnel.

Depreciation on Operator's wholly-owned Fieid, Area, and/or
District production offices, eguipment, buiidings, camps, roads,
fences, canals, docks, marine terminals, and slips etc., used for
District purposes.

Repair and Maintenance on Operator's wholly-owned Field, Area,
and/or District production offices, equipment, buildings, camps,
roads, fences, canals, cocks, marine terminals, and slips, etc.
including the cost of small tools and supplies used specifically
for District purposes.

Warehouse - wholly-owned
Depreciation
Operating and Maintenance Expense
Cost of Storing and Handling Material

Title Record and Division Order Administration
Landman and Titlemen
Maintenance of Division of Interest Records
Obtaining Royalty Signatures

Exploration Administration
Geologist - (Except when permitted as a direct charge under
Para. 1.ii, Sec., III)
General Research
Geophysicists

General Purchasing Administration

Industrial and Public Relation Administration
Empioyee Relation Counselor
Safety Engineer
Industrial Nurse and/or Doctor
Dinners, Parties, etc.
Safety Awards
Incentive Awards
Thanksgiving Turkeys or Christmas Baskets
Contributions to Charity and/or Civic Organizations
Special Investigators
Administration of Benefit Plans

General 0il and Gas Well Proration and Pricing Administration
Preparation of Reports to and Representation before
Governmental Agencies

General Legal Counsel (Operator's Legal Staff)
Preparation of Contracts
Claims and Litigation
Title and Other Opinions

Transportation and Traffic Administration

Insurance Administration



EXHIBIT "O"

Attached to and made a part of that certain Operating Agreement dated March 15

, 1990 , by and between lesa Operating Limited Partnersnio

is Overator, and Amoco Production Company, 7Texaco, inc. ana Evko Developbment
_cmpany, as Non-0Operators.

II.

[T1.

Iv.

Operator shall at all times while operations are conducted by it for the
Joint Account on the jointly-owned acreage, carry or cause to be carried,
pay for, and charge to the Joint Account Worker's Compensation and
Occupation Oisease Insurance including Empioyer's Liability Insurance
covering the empioyees of Operator engaged in operations hereunder in
compliance with all applicable State and Federal Laws. Such policies shall
contain underwriters waiver of subrogation in favor of the Parties.

Operator shall carry for its interest and for the interest of any
non-operator so electing to participate in writing, within 60 days of the
date of the Operating Agreement, the following types and limits of
insurance:

(A) Comprehensive General Liability covering operations conducted
hereunder by Operator for the Parties with Limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurence
$1,000,000 Aggregate

(B) Automobile Liability covering all vehicles owned, non-owned, or
hired and used in connection with operations conducted hereunder by
Operator for the Joint Account with limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurence
$1,000,000 Aggregate

The premiums for all such optional insurance so carried in Paragraph II
shall be paid by Operator and may be charged directly to such non-operators
as elect in writing to participate to the extent that their interest is
insured.

Each party hereto may acquire at its own expense, any additional
insurance to protect itseif. Each such policy shall provide for
underwriters waiver of subrogation in favor of the other Parties.

Operator shall have the right, but not the c¢bligation, to require
satisfactory evidence of insurance or self-insurance from each non-operator
which does not elect to participate in the optional insurance in Paragraph
[T above.

Operator shall have the right, but not the obligation, to require
satisfactory evidence of adequate insurance or self-insurance for cost of
control of well and poliution liability from each non-operator. Operator
shall not provide this coverage for the benefit of the Joint Account. In
the event that any party fails to provide evidence of insurance as required
herein ("failing party"), the Operator may, at its sole discretion, provide
such insurance for and at the direct expense of the failing party. Such
expense shall be a Joint Account expense if not paid by the failing party.
The Operator is under no obligation to provide such insurance for the party
so failing to provide satisfactory evidence of 1its own insurance and
nothing contained herein shall be construed to alter the obligations of any
party hereunder.



Rev. 06/07/90

Attached to and made a part of that certain Operating Agreement dated

March

Operators.

15 , 1990, by and between Mesa Operating Limited Partner-
ship, as Operator. : ..d _Amoco Production Company and Texaco Inc., as Non-
EXHIBIT "E"

GAS BALANCING AGREEMENT
ONSHORE

THIS GAS BALANCING AGREEMENT is entered into by the parties named below who
own and are entitled to share in the oil and gas production from the Contract Area covered by
the Operating Agreement described below.

There

may by periods when one (or more) of the parties has no market for, or its

purchaser is unable to take, or for some other reason it does not dispose of its interest, or a
portion thereof, in the gas production. Therefore, to permit each party to produce and dispose

of its interest

in the gas production from the Contract Area with as much flexibility as possible,

to provide an equitable method of balancing accounts and to discourage undue seasonal marketing
manipulations, the parties hereto agree to this Gas Balancing Agreement as hereinafter set forth:

1. For the purposes of this Agreement, the following terms shall be defined as hereinafter set out:

(a)

(b)
(©)
(d)

(e)

0

S
~~
ot}
—

(b)

"Operating Agreement" means the Operating Agreement dated March 15, 1990,
and executed by the parties or their predecessors.

"Gas" shall mean natural gas or oil well gas obtained from primary field separation.
"Liquid Hydrocarbons” are those liquids obtained from primary field separation.

"Percentage Ownership" is the percentage interest of each party as set forth in the
Operating Agreement.

"Over-produced Party” is a party who has utilized or sold a greater volume of gas
at any given time (individually or through its gas purchaser) than the party’s

Percentage Ownership of the total cumulative volume of gas produced and utilized
or sold.

"Under-produced Party" is a party who has utilized or sold a lesser  volume of gas
at any given time (individually or through its gas purchaser) than the party’s

Percentage Ownership of the total cumulative volume of gas produced and utilized
or sold.

If fewer than all the parties are producing gas, the parties so producing shall have
the right and option, but not the obligation, to produce and dispose of all or any
part of such gas that may be produced. The parties hereto shall share in and own
the liquid hydrocarbons, as produced, in accordance with their respective interests,
as set forth in and subject to the terms of the Operating Agreement. The gas

attributable to the interest of each non-producing party shall remain in the reservoir
for production at a later date.

Each Under-produced Party shall, upon commencing the sale of gas, have the right
to take a greater percentage of the current gas production than such
Under-produced Party’s Percentage Ownership, subject to the following limitations:

(1)  For the purposes of balancing gas production accounts, as soon as practical,
any Over-produced Party or Parties will make available to any
Under-produced Party or Parties a portion of the Over-produced Party’s or
Parties’ share of gas production, but Over-produced Parties shail not be
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liable to Under-produced Parties under this paragraph except as provided
in Section 3 hereof. In no event wiil any Over-produced Party be required
to reduce the volume of gas which it is entitled to take from the Unit Area
during any calendar month to less than 50% of Such Over-produced Party’s
Percentage Ownership in the gas produced: provided. however, during a
winter peak season (November through March) and Over-produced Party
shall not be required to reduce the volume it is entitled to take from the
Unit Area to less than 75% of such Over-produced Party’s Percentage
Ownership in the gas produced. If at any time more than one
Under-produced Party is taking in excess of its gas production account, then
each such Under-produced Party shall be entitled to a share of the gas
production made available by the Over-produced Parties in the ratio that the
Percentage Ownership of each Under-produced Party bears to the total
Percentage Ownership of all Under-produced Parties currently taking gas.

(2)  For the purposes of balancing production accounts as provided in Section
3 hereof, the Under-produced Party, to the extent it is taking gas in excess
of that attributable to its Percentage Owmership, shall be deemed to be
recovering volumes of gas offsetting prior over production by the
Over-produced Party on a last-in, first-out basis. (Last over-production
volume is offset by First Makeup volume).

(3)  Each party’s gas production account is in balance when such party has uti-
lized or sold the same percentage of the total cumuliative production from
joint wells in a reservoir as such party’s Percentage Ownership.

(4) It is contemplated that some of the parties may arrange to have their gas
processed in a gas processing plant for the recovery of liquefiable hydrocar-
bons. This Agreement does provide a basis for balancing any liquefiable
hydrocarbons recovered from a gas processing plant.

When production from a proration unit permanently ceases, there shall be an accounting
between the parties hereto so that any Under-produced Party shall receive a sum of money
equal to the lesser of: (1) the Under-produced Party’s contract price if contracted for or
(2) the amount actually received, (including processed liquid proceeds), less applicable
taxes, royalty, and costs, such as processing, dehydration, compression and transportation,
if not participated in by the Under-produced Party, by any Over-produced Party from the
sale or utilization by it of that part of the total cumulative volumes of gas produced from
the proration unit to which any Under-produced Party was entitled. If a portion of a Party’s
gas is taken for its own use and a portion thereof is sold, the gas value will be based on the
price received simuitaneously by such Party for gas being sold from the proration unit.
During periods in which a party is taking all of its gas for its own use, any gas so taken will
be valued at the maximum price which such party couid have received for such gas if
actually delivered under such party’s contract, or if not, the weighted average price received
simuitaneously by all parties for gas sold from the proration unit. All Over-produced
Parties shall maintain adequate records of prices and volumes of over production and

provide same to Under-produced Parties at the time of settlement when production
permanently ceases.

During the term hereof, each party selling gas from a proration unit in any month will
furnish or cause to be furnished to each of the other Parties a statement showing the
volume utilized and sold. The Operator shall furnish monthly to each party a statement
showing the status of the over and short accounts of all parties.

Each Party taking gas shall pay any and all production taxes due on the gas.

At all times while gas is produced from the proration unit, each Party hereto shall make
settiement with the respective royaity owners to whom they are each accountable, just as
if each party were taking or delivering to its purchaser its share, and its share only, of the
total gas production. The Over-produced Party will report said production within 30 days
following the month of production so that the Under-produced Party can make his royalty

2.
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payments in a timely manner. Each party hereto agrees to hold each other party harmiess
from anv and all claims for royaity payments asserted by royalty owners to whom each
party is accountable. The term "royaity owners" shall include owners of royaity, overriding
royalties. production payments and similar interests.

The operating expenses are to be borme as provided in the Operating Agreement.
regardless of whether ail parties are selling or using gas or whether the saies and use ot
cach are in proportion to Percentage Ownership. The Operator under the Operating
Agreement is authorized to carry out the provisions ot this Agreement. but shall not be
liable for its failure to do so as long as it acts in good faith and as wouid a reasonably
prudent Operator in the same or similar circumstances.

This Agreement shall constitute a separate agreement as to each weil and as to each
separately metered reservoir produced from each well within the proration unit.

This Agreement shall terminate when production permanently ceases and the parties’ gas
production accounts are balanced according to this Agreement.

Each party indemnifies the other parties against all liability for and agrees to defend the
parties against all claims which may be asserted by third parties who now or hereafter
stand in a contractual relationship with such indemnifying party whenever such claims are
based upon said contractual relationship and arise out of the operation of this Agreement
or activities of any party under its provision, and further agrees to save the other parties

harmiess from all judgments or damages sustained and costs incurred in connection
therewith.

The terms, covenants and conditions of this Agreement shall be binding upon and shall
inure to the benefit of the parties and their respective successors and assigns. The parties
agree 1o give notice of the existence of this Agreement to any successor in interest and
make any transfer of any interest subject to the terms of this Agreement.

This Agreement may be signed in counterpart and each counterpart when taken with all
other counterparts shall constitute a binding agreement between the parties. This
Agreement shall become effective as to the parties who have executed the Agreement,
even though it has not been executed by all parties named herein.

Any party to this Agreement who, as a resuit of taking less than its share of the gas
produced from the lands covered by this Agreement, is unable or does not claim or utilize
all of the tax credits arising under Section 29 of the Internal Revenue Code of 1986, as
amended to which such party would otherwise have been entitled had it taken the full
share of gas to which it was entitled, hereby waives and releases any claim or cause of

action against any other party to this agreement for the value or amount of such tax credits
not so claimed or utilized.

Executed before the undersigned competent witnesses as of the date shown below, to be

cttective as of the date of first production.

WITNESSES: By:

OPERATOR:

MESA OPERATING LIMITED PARTNERSHIP

By: Pickens Operating Co.,
General Partner

Claude B. Jenkins
Vice President Marketing

Date:

cn:rwp600



.2tached ts ana maae a .- 2f that certain Uperatinz s ment datea
“arcn 1o , -390, -y and between Macg Jpere 0109 Limited

Jartnersiip , as Operactor, and Amoco Production Comoany, Texaco, Inc.

and Evko Deveiopment Company as Non-Operators.
EXHIBIT "F"

CONTRACTOR'S CERTIFICATION FOR
MESA OPERATING LIMITED PARTNERSHIP

AL “SUAL ZMPLOYMENT OPPORTUNITY

it is hereby agreed that :he following provisions, which are also set
forth in Section 202 of Executive Order 11246, are made a part of each
agreement and purchase order presently existing or which may be entered into
herearter, between Contractor and Mesa Operating Limited Partnersnip.

1. Contractor will not discriminate against any empioxeq or
applicant for empioyment because of race, coior, rei1g1qn,
sex or national origin. Contractor will take affirmative
action to ensure that appiicants are empioyed, and that
empioyees are treated during empioyment, without regard to

R their race, color, reiigion, sex or nationai origin. Such
action shall include, but not be limited to the following:
Empioyment, upgrading, demotion or transfer, recruitment or
recruitment advertising; layoff or termination: rates of
pay or other forms of compensation; and selection for the
training, including apprenticesnip. Contractor agrees to
post in conspicuous piaces, avaiiable to empioyees and
applicants of empioyment, notices to be provided by the
contracting officer, setting forth the provisions of this
nondiscrimination clause.

2. Contractor will, in all solicitations or advertisements for
empioyees placed by or on behalif of Contractor, state that
all qualified applicants will receive consideration for
employment without regard to race, color, religion, sex or
national origin.

3. Contractor wiil send to each labor union or representative
of  workers with which he has a collective bargaining
agreement or other contract or understanding, a notice to
be provided by the agency contracting officer, advising the
labor union or workers' representatives of the Operator‘s
commitments under Section 202 of Executive Order No. 11246
of September 24, 1965, and shail post copies of the notice
in conspicuous places available to empioyees and appiicants
for empioyment.

4. Contractor will comply with all provisions of Executive
Order No. 11246 of September 24, 1965, and of the rules,
regulations and reievant orders of the Secretary of Labor.

5. Contractor will furnish all information and reports
required by Executive Order No. 11246 of Septempber 24,
1965, and by the rules, reguiations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit
access to his books, records and accounts by the
contracting agency and the Secretary of Labor for purposes
of investigation to ascertain compiiance with such rules,
requiations, and orders.

6. In Fhe event of Contractor's non-compliance with the
nondiscrimination clauses of this contract or with any of
such ruiles, regulations or orders, this contract may be
cancelled, terminated, or suspended in whole or in part and
the Contractor may be declared ineligible for further
Government contracts in accordance with procedures
authorized in Executive Order No. 11246 of September 24,
1965, and such other sanctions may be imposed and remedies
invoked as provided in said Executive Order No. 11246 of
Septemper 24, 1965, or by rules, reguiation or order of the
Secrerary of Labor, or as otherwise provided by Taw.

7. Contractor will include the provisions of Paragraphs (1)
througn (7) in every subcontract or purchase order uniess



exempted by ruies, regulations, or orders of the Secretary
of Labor issued pursuant to Section 204 of Executive Order
No. 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontracter or vendor.
Contractor will take such action with respect to any
subcontract or purchase orager as the contracting agency may
direct as a means of entorcing such provisions inciuding
sanctions for noncompliance; provided, however, that in the
event Contractor becomes involved in, or 1s threatened with
litigation with a subcontractor or vendor as a resuit of
such direction by the contracting agency, the Contractor
may request the United States to enter into such litigation
to protect the interest of the United States.

B.  EQUAL EMPLOYMENT OPPORTUNITY REPORTING

Contractor agrees to file with the appropriate federal agency a complete
and accurate report on Standard Form 100(EEQ-1) within 30 days after the
signing of this agreement or ‘the award of any such purchase order, as the case
may be, (unless such a report has been filed in the last 12 months), and agrees
to continue to file such reports annually, on or before March 31. (41 CFR
60-1.7(a)).

C. AFFIRMATIVE ACTION COMPLIANCE PROGRAM

Contractor agrees to develop and maintain a current written affirmative
action compiiance program for each of its establishments in accordance with the
requlations of the Secretary of Labor promuigated under Executive Order No.
11246, as amended. (41 CFR 60-1.40).

D.  CERTIFICATION OF NONSEGREGATED FACILITIES

Contractor, by entering into this contract, certifies that it does not
maintain or provide for its employees any segregated facilities at any of its
establishments, and that it does not permit its employee to perform their
services at any location, under its control, where segregated facilities are
maintained. It certifies further that it will not maintain or provide for its
employees any segregated facilities at any of its establishments, and that it
will not permit its employees to perform their services at any location, under
its control, where segregated facilities are maintained.

Contractor agrees that a breach of this certification is a violation of
the Equal Opportunity clause in this contract. As used in this certification,
the term "segregated facilities" means, but is not limited to, any waiting
rooms, work areas, restrooms and washrooms, restaurants and other eating areas,
time clocks, locker rooms and other storage or dressing areas, parking lots,
drinking fountains, recreation or entertainment areas, transportation, and
housing facilities provided for employees which are segregated by explicit
directive or are in fact segregated on the basis of race, creed, color, or
national origin, because of habit, local custom, or otherwise. [t further
agrees that (except where it has obtained identical certifications from
proposed subcontractors for specific time periods), it will obtain identical
certifications from proposed subcontractors prior to the award of subcontracts
exceeding $10,000 which are not exempt from the provisions of the Equal
Opportunity clause; that it will retain such certifications in its files; and
that it will forward the following notice to such proposed subcontractors
(except where the proposed subcontractors have submitted identical
certifications for specific time periods):

NOTICE TO PROSPECTIVE SUBCONTRACTORS
OF REQUIREMENT FOR CERTIFICATIONS
OF NONSEGREGATED FACILITIES

A Certification of Nonsegregated Facilities, as required by the May 9,
1967 Order (32 F.R. 7439, May 19, 1967) on Elimination of Segregated
Facilities, by the Secretary of Labor, must be submitted prior to the award of
a subcontract exceeding $10,000 which is not exempt from the provisions of the
Equal Opportunity Clause. The certification may be submitted either for each

subcontractor or for all subcontracts during a period (i.e. quarterly,
semi-annually, or annually).
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EMPLOYMENT OF VETERANS

l.

(%]

The Affirmative Action for Disabled Veterans and Veterans
of the Vietnam Era Clause set forth at Section 60-250.4 of
Title 41 Code of Federai Reguiations is hereby incorporated
nerein by reference. (This clause is applicable to all
contracts aor purcnase orders tor $£10,000 or more.)

Contractor agrees further to place the above provisions in
any subcontract nonexempt under the rules and reguiations
promulgated by the Secretary under the Vietnam Era Veterans
Readjustment Assistance Act of 1974.

EMPLOYMENT OF HANDICAPPED PERSONS

l.

The Affirmative Action for Handicapped Workers Clause set
forth 1in Section 60-741.41 of Title 41 Code of Federal
Requlations is hereby incorporated herein by reference,
(This clause is applicabie to all contracts or purchase
orders for $2,500 or more.)

Contractor agrees further to place the above provision in
any subcontract nonexempt under the rules and reguiations
promuigated by the Secretary under the Rehabilitation Act
of 1973.



