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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between PENNZOIL COMPANY

hercinsfier desigmamad and
referred to as ' ‘Operator*’, and the signatory party or parties other than Operator, sometmes hereinafter referred 10 ETIETY heren
as **‘Non-Operator’’, and collectively as ‘‘Non-Operators’”.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the lzad KemsZed

Exhibit ‘A", and the parties hereto have reached an agreement to explore and develop Lhese leases and/or oil and gzs Inrresss §xr the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here 2scribed to them:

A. The :erm *‘oil and gas’’ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseoas bydroaczbens
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically sared.

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

C. The term ‘‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of 1znd Iring whza cthe
Contract Are: which are owned by partes to this agreement.

D. The term ‘‘Contract Area’’ shall mean all of the lands, oil and gas leasehold interests and oil and £as Interesss frendad 1o be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oll @ g2s ir=ress
are described .0 Exhibit A", )

E. The term ‘‘drilling unit”’ shall mean the area fixed for the drilling of one well by order or rule o =v sezre o
federal body having authority. If 2 drilling unit is not fixed by any such rule or order, 2 drilling unit shall be the drillng et zs eshlh-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Partes.

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

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

H. The terms ‘“‘Non-Drilling Party’’ and ‘‘Non-Consenting Party’* shall mean a party who decs oct o parsdpee
in a proposed operation. .

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

ARTICLE II.
EXHIBITS

The follewing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
I A. Exhibit ““A”", shall include the following information:
(1) Identificadon of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties 1o this agreement,
(4) Cl and gas leases and/for oil and gas interests subject to this agreement, *
(5) Addresses of parues for notice purposes.
Exhibit “‘B"’, Form of Lease.
Exhibit *‘C’", Accounting Procedure.
. Exhibit “‘D"’, Insurance.
Exhibit “‘E"’, Gas Balancing Agreement.
Exhibi: “F" Non-Discriminau'on and Certification of Non-Segregated Fadilities.

&
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)i an) provision of any exhibit, except Exhibits ‘‘E’’ MEEPREP¥ is inconsistent with any provision conmined m.:nc by
of this agreement, the provisions in the body of this agreement shall prevail.
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: ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Ges Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for 20l purposes of tais aemne
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B"", and the or._v_; et
shall be deemed (0 own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests o’ Parties in Costs and Production:

Unless charged by other provisions, all costs and labilities incurred in operations under this zzreemen: stz e o2 =8
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the pardes 25 Thes miersex =2

forth in Exhibit **A"". In the same manner, the parues shall also own all production of oil and gas from the Contract Arez s:¥e o e
payment of rovaltes to the extent of one-eighth (1/8th)

which shall be borne 25 heensiz s v,
Repardiess of which party has contributed the lease(s) and/or oil and gas interest(s) hereto o which revaly 5 cue =&
payable. each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and RLpe it o
cause to be paid cr delivered, to the extent of its interest in such p}oduction, the royalty amount stpulzted tereinzhove ;.: maZ
other parues free from any liability therefor. No party shall ever be responsible, however, on a price basis hizher thas 17z orice rezsver
by such party, tc any other party’s lessor or royalty owner, and if any such other party’s lessor or royaity owner s2ousd demind and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additionz rovaly burden zmoerzila o
such higher pricz.

iz

Nothing ccntained in this Article IIIB. shall be deemed an assignment or cross-assignment of inierests coversd heest

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered heredy is sublex 0 =y rovzizy.
overriding rovalty, production payment or other burden on production in excess of the amount stpul2ied in Ardci2e E 3 & reny o

burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other pertiss hereto harm==s o v
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequertly Created Interests:

1f any pary should hereafter create an overriding royalty, production payment or other burden pevabie cut &f r=dosSon
attribuzable to its working interest hereunder, or if such a burden existed prior to this agreement and is nat set forth & Ex&=: * o=

- .
TXERI A
N

accepted obligat on of all parties (any such interest being hereinafier referred to 25 *‘subsequentiy creaisd interest™ L’T‘_‘(_tt":;
tming of its crestion and the party out of whose working interest the subsequently created interest is deived being hareinzler mefered
to as ‘‘burdened party’’), and:
£
1. If the burdened party is required under this agreement to assign or relinquish to any other paty. or pert=. 27 cr 2 prdie
of its working interest and/or the production attributable thereto, said other party, or parties. shal receve said asglgm— = = Jd o
~~~~~ ¥ oy = oo,
or partizs, harmless from any and all claims and demands for payment asserted by owners of the subsequenty cz=el -:_:-::&_
and,

2. If the bardened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of A VT 5. s b
enforceable against the subsequently created interest in the same manner as they are enforceabls 2gainst the woricn; ==

the burdened party.

{
@,

ARTICLE IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior t0 commencement of drilimg m‘_; . ¥
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests induded. or plrmned = he Daiud-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interes:, mineraks. revery. overricny
royalty and production payments under the applicable leases. At the time a well is proposed, each party conuibutng lezses zmlioer :

ol 3
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abswrazs fincludis

‘wlorzl amxe sTzTUS
reports), title opinions, title papers and curative material in its possession free of charge. All such informzton not = 2 neesSm X or
made available to Operator by the parties, but necessary for the examination.of the title, shall be ohwinad by Operzuzr. ’"—;;-z::: =T
cause tite to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinicns shall be fur—ihe? T

wroshed s et pacty
hereto. The cost incurred by Operator in this title program shall be borne as follows:

~~

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (incluZing preliminary, wrriemezal
shut-in gas royalty opinions and division order title opinions) shail be a part of the administrative everhead as pronided = =52 "7,
and shall not te a direct charge, whether performed by Operator’s siaff ztierneys er by outside amemevs,
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ARTICLE IV
continued

L Opuen No. 20 Costs incurred by Operator in procuring absiracts and iees paid ourside atuorneys for tide examination
(inciucing preiminary, suppiemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Driliing Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

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

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

No well saall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined 2s above
provided, and SR title has been accepted by all of the parges who are to par-

ticipate in the 3rilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein. be lost through failure of title, which loss results in 2
reduction of interest from that shown on Exhibit **A’", the party contributing the affected lease or interest shall have mnen (90) days
from finzl determination of title failure to acquire a new lease or other instrument curing the entrety of the tide failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as 1o all remaining oil
and gas leases ind interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled 1o recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional Liability on its part to the other parties hereto by reason of such e failure:

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Conract
Area by the arnount of the interest lost;

(c) If the proportionate interest of the other parties hereto in anv producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

{d} Should any person not 2 party to this agreement, who is determined to be the owner of any interest in the tide which has
failed, pay in any manner any part of the cost of operation, development. or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

{e) Any liability to account to a third party for prior production of oil and ges which arises by reason of tide failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and.

() No charge shall be made to the joint account for legal expenses, fees or salaries. in connection with the defense of the interest

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

2. Loss by Non-Payment or Erroneous Pavment of Amount Due: If, through mistake or oversight, any rental. shutin well
payment, mininum royalty or rovalty payment, is not paid or is erroneously paid. and as a result a lease or interest therein terminates.
there shall be no monetary liability agzinst the party who failed to make such payment. Unless the party who failed to make the required
pavment secur=s 2 new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payvment,
which acquisiton will not be subject to Article VIILB., the interests of the parties shall be revised on an acreage basis, effectve as of the
date of terminztion of the lease involved, and the party who failed to make proper payment will no longer be credited with zn interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed 1o make the
required paymznt shall not have been fully reimbursed. at the time of the loss. from the proceeds of the sale of oil and gas azributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such im.cx:st_ it
shall be reimbursed for unrecovered actual costs theretofore paid by it {but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary 1o effect reimbursement:

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

{b) Proceads, less operating expenses, thereafter accrued arttributable to the lost interest on an acreage basis, of that portion of
oii and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which. in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, &5

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

3. Other Losses: All losses incurred, other than those set forth in Articles TV.B.1. and IV.B.2. above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjusanent of interests in the remaining pomon of
the Contract Area, ' : -:’ .

>
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ARTICLE V.
) OPERATOR
A. Designation and Responsibilities of Operator:
PENNZOIL COMPANY
5320 be the
Operator of the Contract Area, and shall conduct and direct and have full control of ali operations on the Conmas Ares 2s perzimed aod

required by, and within the limits of this agreement. It shall conduct all such operations in 2 good and workmanFkxe mar—er, bext &t sh2ll
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such s may resck from gross
negligence or willful misconduct.

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

L

th 1y,

"
IR}

1. Resignation or Removal of Operator: Operator may resign at any zize v giy<n-
written notice thereof to Non-Operators., If Operator terminzies its Je-z" éx%s:s:ig
no longer owns an interest hereunder in the Contract Area, or is no loncer cepezble
of serving as Operator, Operator shall be deemed to have resicned without znv ac<i=n
by Non-Operators, except the selection of a successor. Opera;or may be rezoved =t
the election of Non-Operator if it fails or refuses to carry cut its cuzizs hersen<z:
or becomes irsolvent, -bankrupt or is placed in receivership or for any re:sen oyz-
1ined in Article XV.E. Such resignation or removal shall not becoms ef<szrzive wr=3t
7:00 o'clock A.M. on the first day of the calendar month following the exsirzticn cf

~ ninety (90) cays after the giving of notice of resignation by Operatcr cr zctien
by the Won-Operators to remove Operator, unless & successor Operzisr rzs :zzn ssiszc=
and assumes the duties of Operator at an earlier date. Operator, afier s=7fzctiv: ¢z
of resignation or removal, shall be bound by the terms hereof as a hon-Cosrator. =2
change of a corporate name or structure of Operator or transfer of Opzrzizr's inzesrs
to any single subsidiary, parent or successor corporation shzll not bz ths bzsis for

removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removzl of Zrerzticr

o -

a successor Operator shall be selected by the parties. The successor Cosrzzeor shafi
be selected from the parties owning an interest in the Contract Ares 2% 2Rz timsz cu-h
successor Operator is selected. The successor Operator shall bs selzctzZ v ths
affirmative vote of one {1) or more parties owning a majority intersst tzs=2 gon
ownership as shown on Exhibit "A" remaining after excluding the veiting intsz-es® oF
the Operator that was removed.
P T OO S AT UTC ST TS Pt I i e L= 5

41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not excead &= ety Tl

42 ratesin the are: and the rate of such charges shall be agreed upon by the parties in writing before driliing operanons e cormena =2

43 such work shall be performed by Operator under the same terms and conditions as are customary and usval in the ar2 = crrars & &=

44 - -dependent contractors who are doing work of a similar nature.

45

46

47

48

49 ARTICLE V1.

S0 DRILLING AND DEVELOPMENT

51

52 A. Initial Well:

53

54 On‘or before the day of , 19 , Operator shall commence the érilEnz of 2 we fox

55 oil and gas at the following location:

56

57 1980" FNL & 1980" FEL Section 4-T17S-R37E, N.M.P.M., Lea County, Mew Mzxico

58 ‘

59 ~’-;

0

61 the Strawn Formation or to a depth of 11,500', whichever is the lesser de;

62

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient to zcec.

unless granite or other practcally impenetrable substance or condition in the hole, which renders further drilin g e
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. TS

e . M

Operator shall make reasonable tests of ail formations encountered during drilling which give indicadon mz ol =2
gas in quantities sufficient to test, unless this agreement shall be limited in its application 10 2 specific formation or m—-:;:::x« [ il S tnd
event Operator shall be required to test only the formation or formations to which this agreement may apply. ™ -

- -

i -
T T
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ARTICLE V1
continued

I, in Operator’s judgment, the well will not produce oil or gas in paving quantities. an¢ it wishes to piug anc zhandon the

well as 2 dry hole, the provisions of Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Arucle VLA, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or 2 well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such 2 well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, chiecive forma-
ton and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receip: of the nodce
within which tc notfy the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a propasal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited 1o forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parry receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be prompdy confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) davs after expiration of the nosice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loce-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
aminatiun ©f curative metter required for title appreval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operatior. has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and

if any party hereto stll desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Partes: If any party receiving such notice as provided in Article VIB.1. or VILD.1. {Opsen
No. 2) elects nct to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when z é-lling rig is
on location, s the case may be) actually commence the proposed operation and complete it with due diligence. Operator shzll perform ali
work for the aczount of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, an¢ if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the acosunt of the Consenting Parties, or (b) designate one (1) of the Consenting Parties 2s Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with ! terms 2ad con-
ditions of this agreement.

If less then all parues zpprove any proposed operation, the proposing party, immediately after the expiraton of the zpplicabie
notice period, thall advise the Consenting Partes of the total interest of the parties approving such operation and its recommendation 2s
to whether the Consentng Partes should proceed with the operation as proposed. Each Consenting Party, within fortyeight (48) hours
{exclusive of Saturday, Sunday and legal holidays) after receipt of such norice, shall advise the proposing party of its desire 0 (2) Limi: par-
ticipation to such party’s interest as shown on Exhibit **A’” or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election unéiﬁrc(i)ulg (Ku/e event a drilling rig is on location, the time permitted for
such 2 response shall not exceed a total of forty-eight (48) hours (s of Saturda , Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Partes in the proportions they have
elected 10 bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operationis free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consen ;n;g Pardes.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locz:zcn at thelr
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Artcie r&_xs m a pro-
ducer of oil andfor gas in paying quantities, the Consenting Parties shall complete and equip the well 1o produce at their sole cost 934 risk,

e
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ARTICLE V]
continued _
and the well shaii then be turmed over 1o Operator and shall be operated by it at the expense and ior the account of the Core===g Psr-
uies. Upon commiencement of operations for the drilling, reworking. deepening or plugging back of any such well by Consen=—g P_z.'as
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished tc; Come::t; sz:x
and the Consenung Parties shall own and be entitled to receive, in proportion to their respective interest, all of such NooCoosenmg
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated 2: the well., or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, rovalry, overriding rovaiy zo¢ ocher -

terests not excepted by Article IILD. payable out of or measured by the production from such well accruing with respect w soct interes
until it reverts) shall equal the total of the following:

(a) 100% cf each such Non-Consenung Party’s share of the cost of any newly acquired surface equipment bevord te welend
connections (inc.uding. but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% o exch sixch
Non-Consenting Party's share of the cost of operation of the well commencing with first production and condnuing undl ez such Neo-
Consenting Panty’s relinquished interest shall revert to it under other provisions of this Article, it being agreed ozt ezch Noo-

Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Coasenting
Party had it participated in the well from the beginning of the operations; and

@)ﬂ.% of that portion of the costs and expenses of drilling, rewo

366ing. deepening, plugging back, testing zad CopREnE.
after deducting <ny cash contributions received under Article VIII.C., and % of that portion of the cost of newly acqzired equin

ment in the well (to and including the wellhead connections), which would have been chargeable 1o such Non-Consendng Pi=v & & kad
participated therein.

An electior. not to participate in the drilling or the deepening of a well shall be deemed an election not to pariciner m ==y re-
working or plug zing back operation proposed in such a well, or portion thereof, to which the initial Non-Consent elecion 2p7ied that is
conducted at an: time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment accownz Aay such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operazion of szid wel
and there shall bz added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that porgoz of tze coss of
the reworking o1 plugging back operation which would have been chargeable to such Non-Consenting Party had it parcaipetes theren. If
such a reworkin 3 or plugging back operation is proposed during such recoupment period, the provisions of this Article VL B. shzl be 2
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of producion. o the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, exdise. gatheriz; ==d cther

taxes, and all royalry, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not exceted tr As-
ticle J1.D.

In the cas: of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permized 0 vse. free
of cost. all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain vnchznped: 202 npoz
abandonment of a well after such reworking, plugging back or deeper drilling. the Consenting Parties shall accoun: fer o2& such equin-

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

Within sicty (60) days after the completion of any operation under this Article, the party conducting the operzzons fox the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the el zod zn
itemized statement of the cost of drilling, deepening, plugging back, testing, completing. and equipping the well for procucion: or. & Fis
option, the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed statemen: of memthly BI-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided zbove, the party cocoductizg the
operations for 1the Consenting Parties shall furnish the Non-Consenting Parties with an itemnized statement of all coss znd Ea™iSes -
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the zmouz: of procesds
reaiized from tie sale of the well’s working interest production during the preceding month. In determining the qumIr of 62 =2 &=
produced durir.g any month, Consenting Parties shall use industry accepted methods such as, but not limited to, meterinz o perixic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connecton with aay secz eperzsioa
which would have been owned by a Non-Consenting Party had it participated therein shall be credited zgainst the tozzl vorensred coss
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Punty shal revet ot =
above providec; and if there is a credit balance, it shall be paid to such Non-Consenting Panty.
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ARTICLE V]
continued

It and whex the Consenting Parues recover from a Non-Consenting Party's relinquished interes: the amounis p.’O:-')::‘."f for axcne
the relinquished interests of such Non-Consenung Party shall automatically revert to it, and, from and aiter such reversizz, such Nem
Consenting Pary shall own the same interest in such well, the material and equipment in or pertaining thereto. and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling. reworking, deepeaing o plugsg
back of said well. Thereafter, such Non-Consenting Party shal} be charged with and shall pay its proportionate part of the further coszs of

the_operation o said well i accordance with the terms of this agreement and the Accounting Procedure arached hereto.

unless such Non-Consenting Party notifies Operator. within thi
the date of such recoupment, of its eTectiog NOT to STy \30), days after

case such Non-Consenting Party shall have no furtherbagéﬁ%g gg gg%h N ans miypich
pect to said well unless and untfl a proposal is made to plug back

Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties. no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producnz. unless sk
well conforms t> the then-existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the ininal well described i Arode VA
except (a) as to Article VILD.1. (Opton No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such inida! wel
after it has been drilled to the depth specified in Article VLA. if it shall thereafter prove to be 2 dry hole or, ¥ initally compisted for oo
duction, ceases 10 produce In paying quantities. )

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tesss have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response w0 a party’s nosice propesing 2
reworking, deepening, plugging back or completing operation in such 2 well shall be charged and borne as part of the drillizg or deepe=-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response ime perminied, whicheve
frs: occu-s, and prior to agrsement as to the participaring interests of all Consenting Parties pursuant to the terms of the second ga-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequentiy
withdrawn beca 1se of insufficient participation, such stand-by costs shall be allocated berween the Consenting Pardes iz the propordion

each Consenting, Party’s interest as shown on Exhibit “*A™ bears to the total interest as shown on Exhibit “*A”" of 2ll Censenting Pe--
ties.

4. Sidevacking: Except as hereinafter provided, those provisions of this agreement applicable 10 a *‘deepening™ coeraticn shzll
also be applicat:leTany proposal to directionally control and intentionally deviate a well from vertical so as to changs th2 bonom hsie
location (herein called ‘*sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or bemuse of ortar
mechanical diff culties. Any party having the right to participate in a proposed sidetracking operation that does not own 2z interest 1 the
affected well bere at the time of the notice shall, upon electing to participate, tender 1o the well bore owners its proporticnzie share {equzl
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as folicws:

{a) If the proposal is for sidetracking an existng dry hole, reimbursement shall be on the basis of the acrual cosss mcurred
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b} If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the bess of the =el's
sajvable materials and equipment down to the depth at which the sidetracking operation is initiated. determined in 2cvoriznce aizh e
provisions of Exhibit *‘C’, less the estimated cost of salvaging and the estmated cost of piugging and abandoning. T

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty€ight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request =nd
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paving for 2~ stand-by tme
incurred durin ; such extended response period. If more than one party elects to take such additional time to respond to the nogice, sznd-
by costs shall te allocated between the parties taking additional time to respond on a day-to-day basis in the proportion ezch electing per-
tv's interest as shown on Exhibit ““A™ bears to the total interest as shown on Exhibit **A’" of all the eiecting pardes. a2 other fn-
stances the respense period to a proposal for sidetracking shall be limited to thirty (30) days. -

C. TAKINS PRODUCTION IN KIND: KN
. T
Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Commant Ares,
exclusive of production which may be used in development and producing operations and in preparing and trezdcz o and ros i
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate c.s:x:&:x:c v any
party of its proportionzte share of the production shall be borne by such party. Any party taking its share of proc'u;’.ior__. nigndshal be

RSP & S T

igations with res-
or deepen said well.
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ARTICLE V1
continued

requires 1o pay for only its proportionate share of such part of Operator s surface facilities which it Lees.

Each party shall execute such division orders and contracts as may be necessary for the sale cf its interest & prodeSe= Fom

the Contract Area, and. except as provided in Article VILB., shall be entitled to receive pavment directy from the purcheser theex B
its share of all sroduction.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispase of its peoporiiarzse share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the perty ownzg & ber nx
the obligation, o purchase such oil or sell it to others at any time and from time to time, for the account of the nontaking rerty zx e
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be scbject always e the r‘.z‘_-x-: of e
owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of 2l 0T o ;-mw
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be oniy for such reasomatie neriods a

time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for 2 mesio? = sxpoacs
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separzie pins s e
deliveries whict: on a day-today basis for any reason are not exactly equal to 2 party s respective proportonate shire of 2otz £as szies =
be allocated 1o it, the balancing or accounting between the respective accounts of the parties shall be in accordance sith z=v 25 Melec=s
agreement berween the partes hereto, whether such an agreement is attached as Exhibit ““E™", or is 2 separate 2gresme—r.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe ooerzso=s.
and shall have zccess at reasonable times to information pertaining to the development or operation thereof. including Operzzer’s Sooxs
and records relzting thereto. Operator, upon request, shall furnish each of the other parties with copies ¢f a2 forms o repers ek w3
governmental agencies, daily drilling reports, well logs, tank tables. daily gauge and run tckets and repors of stock on hzmd = the 3o of
each month, ard shall raake available samples of anv cores or cuttings taken from any well drilled o2 the Contramt Arez, Tos ooz of
gathering and furnishing information to Non-Operator, other than that specified above. shall be charged 1o the Noz-Operztor st z=
quests the infor mation.

E. Abandonment of Wells:

Any

1. Abandonment of Dry Holeswinasisnsssmratissi it ST ety wel whi-h hs been
drilled or d 1ed under the terms of this agreement and is pto; to be completed as 2 drv hole shal not be piugped =2 ghrrSmnad
without th:ec:sem of all pardesrgé?mgulg %r:;é;tgg, %%Z%éiggnrf:ﬁne, bézm\a Ii]tg (c]onégtearn?%iﬁy. or shoulg zng-y Pty 25 o repty
within fortyeight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice cf the proposz! 1o plug =& z3mdom
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged 223 e~ dmec &
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost o éril=p =1 desmentng
such well. Any party who objects to plugging and abandoning such well shall have the right 10 take over the wel z=d coniue &>
operations in search of oil andfor gas subject to the provisions of Article V1.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent cperadon has beem confuceed
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any weZ which has been ccmrlemed 2s 2
‘producer shall not be plugged and abandoned without the consent of all paruies. If all pardes consent to such abandonment. Sie wel <=0
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of 2ll the parties e

berey B xi2n
thirty (30) days after receipt of notice of the proposed abandonment of any well. all parties do not zgree 15 the 2bazdenmen: ¢

QCTEmI I RS ws

those wishing to continue its operation from the interval(s) of the formation(s) then open to producdon shal tencer > ezz2 ¢f e o

.
parties its proportionate share of the value of the well's salvable material and equipment. determined in 2xmordance wih Sz crovisizs o
Exhibit **C’", l=ss the estimated cost of salvaging and the estimated cost of plugging and 2bandoning. Ezch zbandenin =37 aexism

the nor-abandcning partes, without warranty, express or implied, as to tide or as to quantity, or fimiess for use of th2 =7
material, all of its interest in the well and related equipment, together with its interest in the leasehold esate 25 to. bz cziv s zo.
terval or intervals of the formation or formations then open 1o production. If the interest of the abandoning party is o inSides zm of =3
gas imtetest, suzh party shall execute and deliver to the non-abandoning party or parties an oil and gas lease. imited 1o e
tervals of the formation or formations then open to production, for a term of one (1) vear and so long thereafrer as o 222 2¢ 2

duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form a2 20 SxtTN:

!
F.
]
!
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ARTICLE V1
continued
"B Tne assignments or izzses so limited shall encompass the “drilling unit™" upon which the well is laczted. The pIVIIEE S By, 208 the
assgrments of leases to, the assignees shall be in 2 ratio based upon the relaonship of their respective percenage of pardciesos o the

Contract Area to the aggregate of the percentages of participation in the Contract Ares of all assignees. There shall be no readrusment of
interests in the remaining poruon of the Contract Area. ‘

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or producka from
the well in the int>rval or intervals then open other than the royaities retained in any lease made under the terms of this Arode. Upoa re-
gquest, Operator shall continue 10 operate the assigned well for the account of the non-abandoning parties at the rates and czpes con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the vmgned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the optoa 10

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

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VI.E.2. above shall be applicabie 25 berwesn
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no %27 shal be
permanentdy plugged and abandoned unless and until all parties having the right to conduct further operations therein have bees pogSed

of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions & ths Ardde
VLE.

‘ ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the Eezs granzad
among the parder. in Artcle Vil.B. are given to secure only the debts of each severally. It is not the intendon of th: partes o cezie. ade

shall this agreem=nt be construed as creating. 2 mining or other partnership or association, or to render the parties lizbie 2s permers.

The lability of the parties shall be several, not joint or collective. Each party shall be responsibie only for its ob¥gz=ons, and

B. Liens and ”ayment Defaults:

Each Non-Crperator grants to Operator 2 lien upon its oil and gas rights in the Contract Arez, and 2 security imerest in its share
of oil andfor gas s/hen extracted and its interest in all equipment, to secure payvment of its share of expense. together with Int=est thereon
at the rate provided in Exhibit *‘C*’. To the extent that Operatcr has a security interest under the Uniform Commercial Cade of the

zate, Operator shall be entitled to exercise the rights and remedies of 2 secured party under the Code. The bringing of 2 sui: zd the ob-
taining of judgment by Operator for the secured indebtedness shall not be deerned 2n election of remedies or otherwise z5e= t5e Een
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the pavme=: ¢f its shere
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the Froceeds from
the sale of such Non“*Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interesz, has been raid Ezch
purchaser shall b= entitled to rely upon Operator’s written statement coﬁcéming the amount of any defzuli. Operaier gra= 2 Fie Een
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If anv parts fails or is unable to pay its share of expense within sixty (60) days after rendition of a statemen: therefor by
Oéerator. the noa-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the preperson ':.12:
the interest of each such party bears to the interest of all such parties. Each party so paving its share of the unpaid 2moun: s=27_ to obzzin
reimbursement thereof, be subrogated 1o the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the deveiopment
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respecive propor-
tionate shares upon the expense basis provided in Exhibit **C’". Operator shall keep an accurate record of the joint accous: mereunder,
showing expenses incurred and charges and credits made and received. ’

Operator, - its election, shall have the right from time 10 time to demand and receive from the other partes payment & advence
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimatad expense. 1opezher
with an invoice {or its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be subminted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estim#e aithia
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said esumate within said e 1he 2ount
due shall bezr inerest as provided in Exhibit **C"’ until paid. Proper adjustment shall be made monthly between advances 203 acrval ex-
pense to the enc that each party shall bear and pay its proportionate share of actual expenses incurred. and no more. N

D. Limitation of Expenditures: S

1. Drill or Deepen: Without the consent of all parties, no well shall be ‘drilled or deepened, excep: any well dritied or devpensed
pursuant to the provisions of Article V1.B.2, of this agreement. Consent to the drilling or deepening shall include: -

G.
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ARTICLE VII
continued
 Opuon No. 11 Al necessary expenditures for the drilling or deepening. testing. completing and equipping of the ==l Induding
necessary tankage and/or surface facilives,

{X Opton No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notee
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the serting of casing and the compietan at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
consttute an electicn by that parry not to participate in the cost of the completion attempt. i one or more, but less than all of the pargies,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2, hereof (the phrase *‘reworking. deepening or plugging

back ™" as contzined in Article VI.B.2. shall be deemed to include *‘completing’") shall apply to the operations thereafier conducied by less
than all parties. .

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except 2 wel reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of 2 well shall

include all necassary expenditures in conducung such operations and completing and equipping of said well. including tecesszry tankage
and/or surface facilities.

3. Other Operations: Without the consent of all partes, Operator shall not undertake any single project reasonabiv esimated
to require an expenditure in excess of_Twenty Thousand Dollars & nn/100--- Doliars (5_20 L0000 an )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which hes been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emerpency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinioa are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operater so requesdng
an information co(gv thereof for any single project costing in excess of_Ten Thousand Dollars & nn/100
Dollars (§ 1J,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be peid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or maore parties 0% 252 have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for 2nd oa
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payvmenz. Ia the event of
failure to mak: proper pavment of any rental. shut-in well payment or minimum royalty through mistake or oversigh: where such pay-
ment is requir 2d to continue the lease in force, any loss which results from such non-payment shall be borne in accordznce with the pro-
visions of Article IV.B.2. :

Qperator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shuniing in or returm o producdon
of a producing pas well. at least five (5) davs (excluding Saturday, Sunday and legal holidays), or at the earliest opporiunity perminied by
circumstances. prior to taking such action. but assumes no liability for failure 10 do so. In the event of failure by Operator to so nodfy
Non-Operator , the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well pz}-mm.:

- shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxason 2L property
subject to this agreemen: which by law should be rendered for such taxes, and it shall pay all such taxes assessed therecn befere they
become delingent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens {0 inclzde but no
be limited to, royalties, overriding royaltes and production payments) on leases and oil and gas interests contributed by such Non-
Operatar. If the assessed valuation of any leasehold estate is reduced by reason of its being subject 1o outstanding excess royaiges. over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such: leasehold estate, and Operator shall adjust the charge to such owner or owners so as to refiect the benefi: of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest. thea notwithsnding
anything to the contrary herein, charges 1o the joint account shall be made and paid by the parties hereto in accordance with the tax

value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of 3l zx paymens
the manner provided in Exhibit “*C”’.

-

-

If Operaor considers any tax assessment improper, Operator may, at its discretion, protest within the ©me 2nd rnznner
prescribed by ‘aw, and prosecute the protest 10 a final determination, unless all parties agree to abandon the protest prior w0 fiaal deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes 2nd any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for e wintac-
coun:, together with any interest and penalty accrued. and the total cost shall then be assessed a2gainst the parties, and be peid by them. as
provided in Esxhibit ©*'C™". :_

—

Each party shall pay or cause to be paid all production, severance. excise. gathering and other taxes imposed upon or with respect to
the production: or handiing of such party’s share of oil and/or gas produced under the terms of this agreement. -7
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ARTICLE Vil
continued

G. Insurance

At all umes while operations are conducted hereunder, Operator shall comply with the workmen's compenszsoe baw of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for Liabilinv under s5d com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit C Operazor shall
also carry or previde insurance for the benefit of the joint account of the parties as outlined in Exhibit ‘D™, anached 10 20d made 2 part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensarion
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public Lisbility insurance is specified in said Exhibit ‘D", or subsequently receives the zoproval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equEten:

ARTICLE VIIL ,
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Arez, shall not be surrendsred o whow
or in part unless all parues consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other p=wiss do not
agree or consen!: thereto, the party desiring to surrender shall assign, without express or implied warranty of gtle. all of its interest @
such lease, or portion thereof, and any well, material and equipment which may be located therecn and any righs m producnon
thereafter secured, to the parties not consenting to such surrender. 1f the interest of the assigning party is or indludes za ofl 2nd gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an ofl 2nd gas lezse Covering
such oil and gas interest for a term of one (1) vear and so long thereafter as oil and/or gas is produced from the land covered thereby. such
lease to be on t1e form atiached hereto as Zxhibit “*B™". Upon such assignmant or lezse, the 2ssigning party shall be reSevad :-c: 2l
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operztion of zay well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment 2a¢ pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee s=at pey o the
party assignor o- lessor the reasonable salvage value of the latter's interest in any wells and equipment aruributable to the essigned or jezs-
ed acreage. The value of 2ll material shall be determined in accordance with the provisions of Exhibit **C"", less the escmrad cost of
salvaging and the estimated cost of plugging and abandoning. If the zssignment or lease is in favor of more than one party. the inzerest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of 2ll such pardes.

Any assigrment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor's or s:rendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Conmaa Arez: 2=d the acezpe

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms znd provisons of :5‘3
agreement.

B. Renewal or Extension of Leases:

If any par:y secures a renewal of any oil and gas lease subject to this agreement, all other pardes shall be ncifie¢ promzty. 2od

- shall have the right for a period of thirty (30) days following receipt of such notice in which 1o elect to participate in the ozlnasl:.ip‘c-i 0e

renewal lease. insofar as such lease affects lands within the Contract Area, by paying to the party wio acquired it their sevesal proper pro-

portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be in proacrtios 1o the
interests held at that time by the parties in the Contract Area.

If some, tut less than all, of the parties elect to participate in the purchase of a renewal lease. it shall be onned br the pars

who elect 10 pa ticipate therein, in a ratio based upon the relationship of their respective percentage of parddpation in the Coomaz As

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

g &

Each parts who participates in the purchase of a renewal lease shall be given an assignment of its proportionaze tnteres: theretn
by the atquirirg party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lezse
or cover only 2 portion of its area or an interest therein. Any renewal lease 1aken before the expiration of its predecessor lease. oc taken oc
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but zny lezse tzken .o con-

tracted for mor: than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease 2nd sha!] not be sub3ect 10
the provisions of this agreement. )

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

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of 4 we? or 2=y ocher
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other cperzacn 22d shal be
2pplied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage. the pemtv 10 w372 e con-

tribution is maje shall promptly tender an assignment of the acreage, without warranty of title, 1o the Driliing Paties in (52 roporsoes

~
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ARTICLE VIII
continued

said Drilling Parises shared the cost of drilling the well. Such acreage shall become a separate Conract Arez and. to the exten: possibie, be
governed by pro-isions identical to this agreement. Each party shall prompdy notify all other parties of any acreage o cash conTibusians
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
vonal rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Concrac Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
considerauon shill not be deemed a contribution as contemplated in this Ardcle VII.C.

D. Maintenarce of Uniform Interest:

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

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

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to ths agresment
and shall be made withour prejudice to the right of the other parties.

If, at any t:me the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such coowners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve anc pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an

undivided interest in the Contract Arez waives any and all rights it may have to partition and have set 2side to it in severalty irs unédhvided
interest therein.
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of parmership or an associagon
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter **K’, Chapter 1, Subtide **A’", of the Internal Revenue Code of 1954, zs per-
mitted 2nd authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized 2nd directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of imitation, all of the returns, sztemests,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take iﬁv ozher
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in «hich th;;_Com::ct
Area is located or any future income tax laws of the United States contain provisions similar to these in Subcha'pzer K, Ch}pzer 1,
Subtitle ** A", f the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Codes per-
mitted, each party hereby affected shall make such election as may be perminted or required by such lzws. In making the fcreg:.i‘.‘ng elec-
tion. each such party states that the income derived by such party from cperations hereunder can be adequately determined =ithout the
computation of partnership taxable income.

TN
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ARTICLE X.V
CLAIMS AND LAWSUITS

rator may settle any single uninsured third damage claim or sui ereunder

e T s and. Dollars & na/]00 pul wrsing lrom operadons Do

s 10,000.00 }and if the payment is in complete settiement of such claim or suit. If the amount required for seiement -
ceeds the above amount, the parties hereto shall assume and take over the further handling of the daim or suit, umless sach authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suir shall be 2t the jourz ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or £ -y pety s
sued on account of any matter arising from operations hereunder over which such individual has no control becarse of the righs £ven

Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated s znv odher Gz
or suit involvir g operatons hereunder.

- = -

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement. ocher then
the obligation to make money payments, that party shall give to all other parties prompt written notice of the foree maeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notce, so far as they are affected by the force
majeure, shall be suspended during, but.no longer than, the continuance of the force majeure. The affected party shall use i7 rezscezbie
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the setdemen: of s—ixss,

lockouts, or other labor difficulty by the party involved, contrary 1o its wishes; how all such difficuldes shall be handied s=27 be ensirsly
within the discretion of the party concerned.

The term ‘‘force inajeure’’, 2s here employed, shall mean an act of God, strike, lockouat, or ciher indusiriz! dsurtznce, 21 of
the public ener1y, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmentl dezy. resraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or others=e. wbich is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, uniess otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by teiex or teiecopier and zdd-essed 10
the parties to whom the notice is given at the addresses listed on Exhibit ‘*A"”. The originating notice given under 2ay provisica bereof
shall be deemec given only when received by the party to whom such notice is directed, and the time for such party to give ==y nodice
response thereto shall run from the date the originating notice is received. The second or any responsive notce shali be dzemed given
when depositec in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Ezch perty
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all cher pardes.

ARTICLE XIIL.
TERM OF AGREEMENT

This agrezment shall remain in full force and effect as to the oil and gas leases andior oil and gas interests sutiea bereto o
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, dile or interet in or 0 =
lezse or oil and gas interest contributed by any other party bevond the term of this agreement.

-
<

]

T3 Opton No. 1: So long as any of the oil and gas leases subject to this agreement remain or are contnued i force 25 w a2y parx
of the Contract Area, whether by production, extension, renewal or otherwise.

© Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provison of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force o locg zs zay such w2l oc
wells produce, or are capable of production, and for an additional period of __2x1 94 days from cessation of all production: provided,
however, if, pr.or to the expiration of such additional period, one or more of the parties hereto are en gaged in drilling. reworicns. deepen-
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force 1m=l sch operz-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided hergn. In e yemtthe
well described in Article VI.A., or any subsequent well drilled hereunder, results in 2 dry hole, and no other well is producze. (x' cz::zb-c
of producing oil andior gas from the Contract Area, this agreement shall terminate unless drilling, deepening, p}.:gg-;:g Yak of rewock-
ing operations are commenced within __Q0  days from the date of abandonment of said well. =

i
It is agreed, however, that the termination of this agreement shali not relieve any party hereto from any Eaiifry winch b

accrued or attached prior to the date of such termination. -
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ARTICLE XIV,
- COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreernent shall be subject to the conservation laws of the state in which the Contract Ares is located. to the va5d rales.

regulations, and orders of any duly constituted regulatory body of said state; and 10 all other applicable federal, state, 20d locz! lews, oc-
dinances, rules, -egulations, and orders.

B. Governing Law:

This agreeraent and all matters pertaining hereto, including, but not limited to, matters of performance, non-peiormence. beeach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the szze .o which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of NEW MEXICO
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or relesse z=v righe.
privileges, or obiigations which Non-Operators may have under federal or state laws or under rules, regulations or orders prommigated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wels, oo Tacts affset-
ung or adjacent to the Contract Area.

With respezt to operztions hereunder, Non-Operators agree to release Operator from any and all losses, damages, mjries, cairas
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretarion or wpphczion of rokes,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interprestion or zp-
plication was maide in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicble ® soch Noa-
Operator’s share of production that Operator may be required to refund, rebate or pay 2s a result of such an incorrea inteprezation oc
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or 2onbzson.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be subminted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the *‘Crude O Windall Prof: Tex A
of 1980, as sarne may be amended from time to time (**Act’"), and any valid regulations or rules which may be issued by ¢ Tresery
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certfications or other mformztion
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance wih =id Act

ARTICLE XV.
OTHER PROVISIONS

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

to Contractor" shall refer to Operator hereunder.

B. Surplus material and equipment from the Unit Area which in the judgment of
Operator is not necessary for the development and operation thereof, may te sold by
Operator =o any of the parties hereto or to others for the benefit of all parties
hereto, or may be divided in kind between such parties. Proper charges and credits
shall be made by Operator as provided in the Accounting Procedure. The provisions
of this paragraph shall not apply to any single item of surplus material or ejuipment
with an original cost in excess of Five Thousand and No/100 Dollars. (S$5,000.00)

C. Notwi:hstanding any language set out in Article VI(B)(2) to the contrary, each
Non-Consenting Party to a reworking operation on a well conducted pursuent to said
Article VI(B)(2) shall, upon commencement of such operation, be deemed to hzve
relinquished to Consenting Parties, and the Consenting Parties shall own znd be
entitled to receive, in proportion to their respective interests, all of such
Non-Consenting Party's interest in the well, its leasehold operating richtsgsnd sheare
of production therefrom, only insofar as the interval or intervals of the fermztion
or formations which are being reworked and to which such Non-Consenting Pariy dces
not desire to join in the reworking thereof, until the proceeds or market vafue
thereof (after deducting production taxes, roya]ty, overriding royalty and &®Rer
interests payable out of or measured by interval or intervals of the formetisn cor
formations which are subject to said reworking operations occurring with re,-sct to
such inte-~est until it reverts) shall equal the total of those certain gcsﬁs;a

further d2scribed in Sub-paragraphs (a) and (b) of the third grammat1cai/*~r~graph
under said Article VI(B)(2). :

Pe
-
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D. TUBULAR GOODS: Notwithstanding any provisions conteined hersir =
the contrary, it is agreed and understood that durinc such *

major supply stores are charging out-of-stock prices, Operatocr shzil,
when furnishing tubular goods for the account of Non-Operator, price
such tubular goods to Non-Operator on the same basis. Operator shall
add to mill base the same percentage as major supply stores are adding
for out-of-stock prices on the date that tubular goods are moved from
stock inventory. Provided further, that should Operator be requirzé to
purcrase Eastern mill price tubular goods shall be charged to the joint

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

[ ]

r
. ——— -
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Mon-Operator shall have the right to furnish its proportionate shzre
of all tubular goods required for drilling the Test Well as well as any
other wells which may be drilled under the terms of the agreement.
Should Non-Operator elect to furnish its proportionate share of tubular
goods in kind, Operator reserves the right to inspect such tubular gcocs
and reject same should it not satisfy Operator's inspection. Operzter
will not unreasonably withhold acceptance of any tubular goods offered.

E. The duties of the Operator for which its failure or refusal to carry
shall give rise to its removal as referenced in Article V.B.i shz7]
include the following acts or omissions:

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

k. Failure to furnish daily driliing reports and copies of locs
and other test data as soon as practicable to Kon-Operator(s)
and failure to notify Non-Operator(s) 1in advance of any
logging, coring, testing or similar operations of the csare
when such failure is not the result of mere error or inzdver-
tence;

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

d. Allowing a lien filed by laborer, materialmen or & furnishsr
of labor, materials, equipment or services to remein against
the property for more than thirty (30) days in the absence of
a bona fide dispute between Operator and the party or par<ies
filing the lien;

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

f. Conducting operations in a manner not consistent with
standards of a prudent operator which materially affscts
Non-Operator(s).

F. If the lien conferred in Article VII. B has been enforced, for so
long as the affected party remains in default it shall have no
further access to the Contract Area or information obtained in
connection with operations hereunder and shall not be entitlec to
vote on any matter hereunder. As to any proposed operation in which
it otherwise would have the right to participate, such party shall
have the right to be a Consenting Party therein only if it pays the
amount it is in default before the operation is commenced; otherwise
it automatically shall be deemed a Non-Consenting Party fo <hzt
operation.

G. The establishment, either voluntary or by order or rule of z
or Federal regulatory body, of a drilling or production unit fo
well as to any sand, horizon or strata which includes a1}
portion of the Contract Area and other lands outsice the Ccnir
Area shall not serve to change the interests hereuncer as to
lands and/or depths covered hereby which are included in such
unit. Except for any prior liability which has accrued or attzchsd
hereunder, upon the unit operating agreement becoming effective cn
all parties hereto, it shall be deemed to supersede this acreersn:

(=4 A
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but only during the term of the unit operating agreement and oniy es
to the particular sands, horizon, or strata of that portion cf this
Contract Area, or all of it, subject thereto. This agreement shzil
continue in full force and effect in accordance with its terms as to
all other lands and/or depths subject hereto.

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

If any well 1is proposed to be drilled, deepened or sidetracked
through and below any reservoir productive in paying quantities
(herein defined as an amount of petroleum substances capable of
being produced from a well sufficient to pay the costs of operztion
plus a reasonable profit) in the Contract Area and such well conforms
to the then existing well spacing pattern for such a reservoir, any
party having the right to participate therein may elect, within the
time permitted for responding to such a notice, to participate in
the operation either (1) to the depth proposed or (2) only down to
the base of any said reservoir it specifies in its response to the
notice (hereinafter called "Specified Depth"). If a party so elects
to 1imit its participation only down to a Specified Depth, it shzll
be deemed a Consenting Party in the proposed operation down to the
Specified Depth and a Non-Consenting Party subject to the applica-
tion of Article VI.B.2 in the proposed operation below the Specified
Depth. Drilling the well to the deepest depth proposed and atitempt-
ing a completion below any Specified Depth shall have priority in
the event of conflicting proposals. If the operation results in the
well being plugged and abandoned as a dry hole after being drilied
below any Specified Depth, each party participating only down to tha
Specified Depth shall be obligated only for its proportionate pzrt
of what otherwise would have been the plugging and abandoning costs
of the well at the respective Specified Depth. If a party partic-
ipating only down to a Specified Depth has proposed a completion
attempt at or above that depth and, as a result of operations below
that depth, the proposed completion is mechanically impossible or
impracticable, promptly upon final determination of the hole’'s
condition, the Drilling Parties responsiblie therefor shall reimburse
the well bore owners precluded from said completion attempt for the
actual costs paid by such owners in the drilling, deepening or
sidetracking operation. Thereafter that portion of the well bore-
and newly acquired equipment therein and thereon for which reimburse-
ment has been made shall be owned in 1its then condition by the
reimbursing parties.

This agreement is made subject to all the provisions of that certain
Farmout Letter Agreement dated June 17, 1985, from The Estate o7
David Fasken to Pennzoil Company. 1t is understood and agreed that
Pennzoil Company and The Superior 0il1 Company will pay, in the
proportions set forth in Exhibit "A", all costs attributable to
The Estate of David Fasken's interests in the initial test well
provided for in Article VI-A.

This agreement is made subject to all the provisions of that certain
Farmout Letter Agreement dated June 4, 1985, from Amerind 0il Cc.,
to Pennzoil Company. It 1is wunderstood and agreed that Pennzoil
Company and The Superior 0il Company will pay, in the proporticns
sat forth in Exhibit "A", all costs attributable to Amerinc Cil
Co.'s interest in the initial test well provided for in Article
VI-A.
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure 1o the benefit of the parties hereto and to their respecdive heirs, devisess,
Jegal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of _10th day of _September 19_8%

OPERATOR

PENNZOI COMPANY

ByNV\ [ \ / /}th:))/'o;i~<fzfil~

M1chae] t. McCullough
Agent & Attorney-in-Fa;t

NON-OPERATORS

THE SUPERIOR OIL COMPANY

By:

TX0 PRODUCTION CORP.

By:

APCOT-FINADEL JOIKT VENTURZ,
A GENERAL PARTNERSHIP

By:

SHELL WESTERK E&P INC

By:

ATLANTIC RICHFIELD COMFANRY

By: :

TEXACO PRODUCING INC.

By:

J. H. Van Zant 11 -

T

Jeanne Van Zant Sanders ;i_
‘5

J. R. McGinley, Jr. &
LANROY, INC. ST,
By: S L



CLEROY, INC.

By:

SOHIO PETROLEUM COMPANY

By:

BLACK BEAR OIL & GAS CORP.

By:

Max W. Coll II

James N. Coll

Chartes H. Coll

Jon F. Coll

Harry A. Miller II1

Harry A. Miller, Jr.

Margaret Ann Miller Carrico

E. B. White, Jr.
REBEL OIL COMPARY

By:

Pat ATston Ward



EXHIBIT "A"

To be completed at a later date.



and 'be%ween Pennzoil Company, as Operator, and The Superior 0il Company, et el, &s !

.net amount received by iesses after giving ettect 1o applicable reguiatory orders and after application of any applicabie price adjustments specified 1n sush cor™a

Ettached her2to and made a part of that certain Operating Agreement deted S-17

Producer's 88 —Producer's Revised 1981 New Mexico Form 342P, Pald-up Printed and for sale by Hall-Poorbaugh Press. Foswell N.W.

OIL & GAS LEASE

THIS AGREEMENT mazetrus cayc' 18 ,Detween

of

(Post Otiice Az
herein calied isssor iwhether one or more) and

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowieagec, anc of the royalties hersin provioed and of the a——re—e—=s -ssee
herein contained, heredby prants, lsxses and lets exciusively unto Jessee tor the purpose of investigating, expioring, prospecting, orilling, and :pemmg tor 2na a":c:ac.:- - .:;N g
ting gas, waters, other tiuids, and ai” into subsurtsce strata, laying pipe lines, storing oli, buliding tanks, roadways, telephone lines, ang other structures and things e = Ee - Y- % M

take care of, treat, process, store an3 transport said minerals, the foliowing described iand in

Cor . Srw Mexcr e

Said tand is estimated 10 comprise

acres, whether it sctually comprises more or less.

2. Subject 10 the other provisions herein contained. this lease shall remnain in force tor a term of ONF (1) ears from this gas ;- . am
long thereatier as oil or gas is procuced from said 1and of trom land with which said fand is pooied. 7 Y Gaieicdiec "y ray e as
3. Theroyalties 10 be paid by less»e are: {a)on oll, and other liquid hydrocarbons saved at the wail 1/4 of that Drocuses a== sevas “o— g3
same 10 be Gelivered at tne welia or to the credit of iessor in the pipeline 10 which the welis may be connecied; (D) on gas, including casingheas gas or othes m_; ;_;1-,“ orac.cec
from said land and used of! the premises or used in the manutacture of gasoline or other products, the marxet vaiue at the well of 1/4 o e Cas e
7
provided that on gas soid on or off the premises, the royalties shail be lj4

: e of the amount reailzed from such saie; (£) 29¢ 2 27y ti—e e~ Tiis wzse g
not validated by other provisions hereof and there is a gas and/or condensate well on sa:d lanc, of iand pooied therewith, but gas of concensaie is ACT Deing S0 $3:C o weZ A C Sy wa ! iy

shut in, either before or after production theretrom, then on or before 90 days after said well is snut in, and thareatier at annual intervals, iessee May Day 0f teAde” = A1~ S L= ThL "V
equal 10 $1.00 per net acre of lessor's gas acreae then held under thus lease by the pany making such payment or 18nger, And $C 10NG 23 5aid $™Ut-n royalty is Sa-= o ‘s Cergs. 3 "l
shall not terminate ano it shall be censidered under all clauses hereof that gas is being produced irom the leased premises in paying guantities. Each such payme~t s~ s =2 or tamdere=
10 the party of parties who at the time of such payment would be entltied 10 receive the royaities which would be paid under this sase if the wall were in Rttt oG Toe cav—e— or
tender of royalties ang shut-In royalties may be made by check or draft. Any timely payment or tender of shut.in royalty which 15 mace in 4 bona lioe at:emzs 1€ Mare Troter spvme— =
which Is erroneous in whole or in part as 10 parties or amounts, shali nevertheless be sufficient to prevent termination of this isase in the same manne- as thaug™ 2 oroder Szv—es ,‘:‘m,.
made If lessee shall correct such error within 30 days after sssee has received written notice thereot Dy certified mail trom the pany of pasties entitie= 10 reCerve —avy—e = ToC omer w=— =
written instruments (or certified copies thareof) as are necessary 10 enable lessae to make proper payment. The amount realized from the sale of fas cn of oF the Sra=-32c 2" ze ~:e :'cé
es1ablished by the pas sales contract enterec into in pood faith by lessee and gas purchases tor such term and under such concitions as 2re cusicTary in the NSS! g

TPceT stal e e
d X R T e b
the event lessee compresses, trea's, purifies, or dehydrates such gas (whether on or off the ieased premises] or transports gas off the jeasec premises. lesses 'nﬁo.-:‘-v- '3:.-‘
hereunder may deduct from such price a reasonable charge for each of such functions performed. G

4. This is a paig.up lease and lessee shall not be obligated during the primary term hereof to commance or continue any operations of whzisoever charasier ¢ iz ~a<a 2~¢ Sprmem=s
hereuncer in order to maintain this lease in torce during the primary term; however, this provision is not intended 10 relieve iessee of the ObIIGALICH IC Loy OyR.148 om 20 4 Drasucsiom =i -
suant 1o the provisions or Paragraph 3 hereof. -

5. Lessee is hereby granted the r ght and power, from time to time, to poo! of combine this lease, the lanc covered by it or any part or horizon the-e0! with any o2~ 2~ 2. mates. — e
estates or parts thereo! for the prod Jction of oil or pas. Units pooled hereuncer shall not exceed the stancard proration unit fixed by law or by ine Oil Conservatios L-vscn =% =ne ._:_% 1~
Minerals Department of the State ot New Mexizo or by any other lawful authority for the pool or area in which said land is situated, plus a 10ierance of ten Darce~ (oceas s~2 S = .'-'—g-
unit designations in the county in which the premises.are iocateC and such units may be designatec from time to time anc either before or after the comzienon of ae & 2~ . a7 o:-a,v-;::-.o:
on or production trom any pan of ar y such unit shalt be considered for all purposes, except the payment of royaity, a8 operations conausted upon of production tre= e @~ ';gs:—;..n -
1his lease. There shall be allocated 1 the iang covered by this lease included in any such unit tha: pontion of the total procuction of pooied minesa:s from welis in1ne _== 3 e :ac_,.,_—'r:-a:'v
used in lease or unit operations. which the net oit or gas acreage In the 1and coversc by this lsase Iincluded in the unit bears 1C the total number of surface acres in iha wnm. Tra oe .o 5=
silocated shall be consigered tor alt purposes, Including the dayment! or gelivery of royaity, 10 be the entire production of pooied minerais from tne portion of $2is la~= sove = naresy amC i~
ciuded in said unit in the same manner as though produced from said land under the terms of this lease. Any pooied unit designated by lessee, as provices ree'n 3> D2 Zssoves =y
lessee Dy recording an appropriate instrument in the County where the 1and is situaiec at any time after the compietion of a ory hole or the cessaticn o! drotucTo~ m o sac v

6. 1 at the expiration of the primary term there is no weil upon said land capable of progucing olt or gas, but lessee has commenced pperations tor Crtling of rew o-wisng o
shall remain in force so long as operations are prosecutsd with no cessation of more than 62 consecutive days, whether such operations be on ihe same weli o~ o= .
well or wells, and if they result in tre production of oil or gas, 50 long thers‘ter as oil or gas is proguced trom said Ing. If, atter the expiration ¢! the pnmary te~=_ 2" ve' 2 22 32 a~C
should become incapabie of progucing for any cause, this iease shall not terminate if lessee commences operations for additionat drilling or tor rewonung wit~:~ & 27.% g er oy
drilling, additional drilling. of reworking operations hereunder result in production, then this lease snall remain in full force so long therea'ter as oil o gas is S DCLTIE SerparCer. :

SRS TS se

ting any 85 usec: Lessee shali have the right at any time oufing or after tne expiration of this lease 10 remove 8!l propeny and fixtures placed by iessee on 332 a~C. FCiv =7 e ::.:
draw and remoxe all casing. When required by jessor, lessee will bury all pipe lines on cultivaied iands below ordinary piow deptn, and no weil sha'l be drileC witT i Tard ..~.,_._!._.'.,'_!.- ;.'3:'_._ i
of any residence or barn Now ON Bairs 1ang withoul lessor's tonsent. Lessor shall have the priviiege, &1 his Tisx and expense, of using £&s from any g2s weh ON $3 2 L2~C 37 S owet 252 it =
lights in the principal dwefling therson, out of any surplus gas nct neeced for operations hereuncer. -

2. The rignts ot either party here. nder may be assigned in whole o in pant and the provisions hereof shail extend 10 their heirs, executors, aCMinistTalors, suiTesss T 1~ 238 5~ Do ~C
change in the ownershig of the Janc or in the ownership of, or fights 10 recelve, royalties of shut-in royatiies, however accomplishes shaii operzie (o enarge 1ns o2 sac-s .
rights of lessee: and no such change or division shall be binging upon lessee for any purpose untit 30 cays atter lessae has been furnishez ty cenifiesd ma - 'easss s = -
business with acceptable instrume 1ts or certified copies therec! constituting the chain of titie from the original lessor. If any such change in ownersfd ogL s IO GT Te lexr C' e
owner, iesses Mmay, 81 {15 OPlion, Pay Of tender any roya!ties or shut-in royalties in the name o! the deceased or to his estate of to his heirs, exeLyidr Or ASTINISIEY L~ 3o T—e a's rree
has bean furnishec witn evigence satistactory to lesses a3 10 the persons entitled to such sums. An assignment of this iease ir whoie Of iIn art SHAIL1C 1o exTe~D ™ S_ = iss 7=~e~L
relieve and gischarge lessee of any obligations hereunder anc, if lessee or assignee of part of pa-ts hereo! shal! fail or make default in the payment of the srecon oo 1 -
in royaity gue from such iessee Of assignee or fail to comply with any of the pravisions of this lease, such cefault sheli not atfect this leass insaleras N cerers 2 san ~saz
lessee or any assignee therof shali properly comply or make such payments,

8. Should lessee be prevented trem complying with any express of implied covenant of this lease, or from conducting drilling or reworking operations hereyntes, o “=— s mmg 5 o
gas hereunder by reason of scarcit or inability to obtain or use equipment or material, or by coeration of force majeure, or by any Feceral or state law Of Ay oo L ¢ > =g, &=om 2*
govermentmentai authority. then wt.ile so prevented, lessee’s duty shall be suspendec, and lessee shall not be liable for fallure 10 comply therewith; and this iease 52 = e can um 2
ang 30 long as lessea is prevented by any such cause trom congucting drilling of reworking operations o7 from producing oll or gas hereuncer; anc the tire whire ieg 32+ 3 83 Trpve—aC A
not be counted against lessee, any hing in this iease to the contrary notwlithstanding.

10. Lessor hereby warrants and agrees 1o defend the titie 1o said land and agrees that lessee at its option may discharge any tax, mortgage or other lien Loor 52+2 2-C 3°C = e sver—
fesses does so it shall be subrogates to such lien with the right 1o enforce same and to apply royalties ang shul-in royalties payable hereunde: lowars satisfying se™e. A —o . roa —e—:
lessee's rights under the warranty, i* this lease covers 8 fess interest in the oll of pas in all or any pant of said land than the entire and unGiviced tee Simple e812te w-=T"2" 28333 ra-set 3
herein specified or not) then the royaities, shut-in royalty, and other payments, I any, accruing from any part as to which this leass covers less than such tull inteesT. $*2 I2 2.2 Oy im T
proportion wheh the interest thereir, if any, covered by this lease, bears to the whoie and undivicec fee simpie estate therein. Shouid any one or more of the ZaT e “a~es ZoCwa 2% -'.5&-_,1
fail to execute this lease, it shall nevertneless be binding upon the party or parties executing the same.

11, Lessee, its or his successors, heirs and assigns, shall have the right a1 any time 10 surrenoer this lease. in whole or in part, 10 iessor of his heirs. successs T a-7 &8 73 T¢ 2o ve =3
or mailing & release thereot to the lessor, or by placing a release thereof of record in the county in which saiC iand Is situated: thereupon jessee shaii be reiieve? v= 37 o2 [3° === exmvaes

ed or implied, of this agreement as to acreage so sufrendered, anc therafter the shut-in royally payadie hereundes shall be reguced in the proporicn that the A es g4 sovest "2 2oy = —.-,,,..c: -
ed by said release Of teleases,

Tax *

=any s
&SI LTCE e

E€xecutes the day and year first above written.
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EXHIBIT “C "

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

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

“Joint Account” shall mean the account showing the charges paid and credits received in the corsdust of the Joint
Operations and whaich are to be shared by the Parties.

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

“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall m2an Operator and Non-Operators.

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

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

“Personal Expens2s” shall mean travel and other reasonable reimbursable expenses of Opera:or’s exmplovees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Join: Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classificz¢ion Manu E

Sl

as most recently :ecommended by the Council of Petroleum Accountants Societies of North Americz i

2. Statement and Billings i
Operator shall bill Non-Operators on or before the last day of each month for their proportionate shzre of ihe

- =dica -

Joint Account for the preceding month. Such bills will be accompanied by statements which dentisy the zuthor-

~blas

ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classificztions of in-

vestment and expense except that items of Controllable Material and unusual charges and credits s32’! de sep-
arately identified and fully described in detail. -

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators 10 aivance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust ezck monthly billing
to reflect advances received from the Non-Operators. -

) thirty (30
“ach Non-Operator shali pay its proportion of all bills within & ays after_receipt. If pavrrernt is not
made within sucl time, the unpaid balance shall bear interest monthly at the rate of mre T

e 1 R e sty DO T

annum or the maximum contract rate permitted by the applicable usury laws in the state in whi:n tre Jon=
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs ir. connection with
the collection of unpaid amounts. *1% over prime interest rate o7 Chase Manhattan

4. Adjustments Bank of New York.

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or guestior the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during anv
calendar year shzll conclusively be presumed to be true and correct after twenty-four (24) monthas fCHO“ﬂ;n.g
the end of any such calendar year, unless within the said twenty-four (24) month period a Noa-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorabie to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shzll ‘not prevent

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

5. Audits
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the rigk: 10 audit Ope-

rator’s accounts and records relating to the Joint Account for any calendar year within the t'a'e:t}'-fc;u: (24) montk
period following the end of such calendar year; provided, however, the making of an audit sha!! rc: extend :ke
time for the taking of written exception to and the adjustments of accounts as provided for in Parzzrach 4 of this

Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every rezscrztle effort to

conduct joint or simultaneous audits in a manner which will result in a minimum of inconveriernce 5 1ne Opera-

tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph wunlzss agreed
to by the Operator.

6. Approval by Non-Operators

tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attzched centains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of tre Operator’'s proposal. and

the agreement or approval of a majority in interest of the Non-Operators shall be controliing on &l! Nen-Opera-
tors.



II. DIRECT CHARGES

Operator shall chargz the Joint Account with the following items:

1.

(]

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

A. (1) Salaries and wages of Operator’s field emplo.yees directly. employed on the Joint P in th aé
of Joint Operations. roperty in the conduct

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

(3) Salaries and wages of Technical Employees directly employed on the Joint P perty i ctar 2
excluded from the Overhead rates. © i such ges are

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customarv allowarces paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragrai:h 2A of :_h_s Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentaoglu
sessment” on the amount of salaries and wages chargeable to the Joint Account under Pa:égrapb 2 :f this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Accoun: wnder
Paragraph 2A of this Section II .

Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, persion. re

tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s }azx‘);
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operztor’s actual

cost not to exceed W TEGeEGE Percent most recently recommended of the Council of
Material Petroleum Accountants Societies of America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV Oziy
such Material shzll be purchased for or transferred to the Joint Property as may be required for in:nedi:;te :se
and is reasonably practical and consistent with efficient and economical operations. The accumulztion of sur-
plus stocks shall be avoided.

Transportation

Transportation o employees and Material necessary for the Joint Operations but subject to the folloxirg limia-
tions: =

A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charee shzll
be made to tke Joint Account for a distance greater than the distance from the nearest relizble sipnls s-o-e
recognized barge terminal, or railway receiving point where like material is normally available, tnless agreeé
to by the Parties. : =

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be mzde to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recosmizes Earze
terminal, or riilway receiving point unless agreed to by the Parties. No charge shall be made to t=e Join: Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the applicztion of Subparagraphs A and B above, there shall be no equalization of actual gross —uckinz cost
of $200 or less excluding accessorial chax_‘ges. =

. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluied bv
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant se—vices z=d cea-
tract services of “echnical personnel directly engaged on the Joint Property if such charges are excluced iror the
Overhead rates. The cost of professional consuliant services or contract services of technical persoznel =o: &i-
rectly engaged orn: the Joint Property shall not be charged to the Joint Account unless previously zzreed io bv
the Parties. g

Equipment and Facilities Furnished by Operator

A. Operator sha.l charge the Joint Account for use of Operator owned equipment and facilities 21 rztes com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance. repzirs. o'te
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight pe.- cer: (3%
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immedizte arez
of the Joint Froperty.

B.. In iieu of ckarges in Paragraph 7A above, Operator may elect to use average commercial rates prevzailing in

the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elec: 0 tse rates
published by the Petroleum Motor Transport Association.

A0

1

N

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary beczusze ¢f ézm-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting fro= Operztor's

gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of camzges ¢r losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

and amounts paid for settlement of claims incurred in or resulting from operations under the zgree—ent or
necessary to pro:ect or recover the Joint Property, except that no charge for services of Opera:or‘vs tezal steil
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. Al other iz
expense is considared to be covered by the overhead provisions of Section III unless otherwise agresd to cx
Parties, except as provided in Section I, Paragraph 3.

“
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10.

11.

12,

L

(VRN

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Properv. <ne opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benzfit of the

Parties.

Insurance

Net premiums pzid for insurance required to be carried for the Joint Operations for the protection of the Par-

ties. In the even! Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-

men’'s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its electior,
include the risk tnder its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,

and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

II1. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensat.on for administrative, supervision, office services and warehousing costs, Operator skhal! charge
drilling and producing operations on either:

( X ) Fixed Rate Basis, Paragraph 1A, or

{ ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargesable
under Paragreph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shzll be coasidered
as included in the Overhead rates provided for in the above selected Paragraph of this Section I unlsss such
cost and expense are agreed to by the Parties as a direct charge to the Joint Accourt.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professiornz! cozsultant
services and contract services of technical personnel directly employed on the Joint Property shell ( X) shall
not ( ) be ccvered by the Overhead rates.

A. Overhead - Fixed Rate Basis '

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $ 5.500.00
Producing Well Rate $ 550.00
(2) Applicaticn of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminzte on
tae date the drilling or completion rig is released, whichever is later, except that nc crasge shall
te made during suspension of drilling operations for fifteen (15) or more consecutive dz¥s.
[2] Charges for offshore drilling wells shall begin on the date when drilling or completion ecuipmern:
arrives on location and terminate on the date the drilling or completion equipment maves off locz-
t.on or rig is released, whichever occurs first, except that no charge shall be made during suspen-

sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of Zive (3) con-
szcutive days or more shall be made at the drilling well rate. Such charges shall t= zpplied fc:
tae period from date workover operations, with rig, commence through date of rig rsiezse, excer:
taat no charge shall be made during suspension of operations for fifteen (15) or rmor2 conseculive
days.

(b) Producing Well Rates -

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

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

¢ &
§.
d

eparate

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
t.on shall be considered as a one-well charge providing the gas well is directly connected 10 a per-
manent sales outlet.

[4] £ one-well charge may be made for the month in which plugging and abanconmernt coperations
are completed on any well.

[5] A1l other inactive wells (including but not limited to inactive wells covered b
lease allowable, transferred allowable, etc.) shall not qualify for an overhead ch

urit allowabie,

Tge

v
arge.

(3) The well rates shall be adjusted as of the first day of April each year following the effectiv
agreement to which this Accounting Procedure is attached. The adjustment shall be compu

v (D

Crude Pe:roleum and Gas Production Workers for the last calendar year compared to the cziendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fieids Procduz-
tion Workers as published by the United States Department of Labor, Bureau of Labor Staiisiics, or the
equivalen. Canadian index as published by Statistics Canada, as applicable. The adjusied rates shall be

the rates currently in use, plus or minus the computed adjustment.

—3—
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(1)_ Operator thall charge the Joint Account at the following rates:

(a) Development

Percent ( %¢) of the cost of Development of the Joint Ity exciusive of ‘
. . 3 us: costs
provided under Paragraph 9 of Section II and all salvage credits. ®

(b) Operating

— Percent (%) of the cost of Operati e Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salva redits, the value of injected substances purchased
for secondary recovery and all taxes and ass ents which are levied, assessed and paid upcz the min-
eral iaterest in and to the Joint Pro g

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

For the purpose of determinjre”charges on a percentage basis under Paragraph 1B of this Section O de-

velopment shall includ costs in connection with drilling, redrilling, deepening or any remsz=cizl opera-

tions on any or a ells involving the use of drilling crew and equipment; also, prelimi}:a.-v expenditures

necessary i eparation for drilling and expenditures incurred in abandoning when the well s not com-

plete a producer, and original cost of construction or installation of fixed assets, the expzrson cf fixed
5 anc. any other project clearly discernible as a fixed asset, except Major Construction zs cet:red in

Paragrapl. 2 of this Section III. All other costs shall be considered as Operating

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed zssets ‘he ex-
pansion of fixed zssets, and any other project clearly discernible as a fixed asset required for the develorment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of constr‘.:c:ic":. or shzll
charge the Joint Account for Overhead based on the following rates for any Major Construction projsci in excess

of § 25,000,

A. ___g___% >f total costs if such costs are more than $.29,000.00 byt less than $100,000.00 . plus
B. —2—% of total costs in excess of § 00,000.00 put 1ess than $1,000,000; plus
C. = 9% »>f total costs in excess of $1,000,000.

Total cost shall rnean the gross cost of any one project. For the purpose of this paragraph, the comzorert parts
of a single projec: shall not be ireated separately and the cost of drilling and workover wells shzil Se excladed.

3. Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and ecrediis for 21l ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joir: Preoesty: how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make drei+ c.s.:éstmn
of idle and/or surplus Material, such disposal being made either through sale to Operator or N on-Ope:a:o:-. civision in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-~
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased br t=e Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts rece:ved. In case
of Material founc to be defective or returned to vendor for any other reason, credit shall be pzssed :0 tke 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 disposzd of by the

Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of czsh dis-
counts:

A. New Material (Condition A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in efiect on date ¢ mcvement on a

maximum carload or barge load weight basis, regardless of quantity transferred, equalizéd——‘-:c the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available. )

(2) Line Pipe

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in efect 2zt date of
movement, as listed by a reliable supply store nearest the Joint Property where suchk \z:erial is nor-
mally available.

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, zs listed oy z reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Aateriz} is rormally
available.

B. Good Used Material (Condition B)

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

(1) Material moved to the Joint Property '

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of t2iz Section IV.

(2) Material moved from the Joint Property :

(a) At seventy-five percent (75¢¢) of current new price, as determined by Paragraph 24 cf t=is S=ction IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65% ) of current new price, as determined by Paragraph 24 of i=is Sectiz-

IV, if Material was originally charged to the Joint Account as goocd used Material a: severtv-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Conditior. 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 Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving properiy, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Conditior D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall b;
priced on a basis comparable with that of items normally used for such other purpose. Operator mayv dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior ap;.:roval
of Non-Cperators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL

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

3. Premivm Prices

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

4. Warranty of Ma'erial Furnished by Operator

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

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

At reasonable irtervals, Inventories shall be taken by Operator of the Joint Account Controllzble Material
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days befcre any inven-

‘tory is to begin s3> that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be representec at an inventory shall bind Non-Operators to accept the inventory taken by Opera‘or.

2. Reconciliation ard Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages znd shortages
shall be furnishei to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall ke made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence. .

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

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




(ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT BY AND BETWEEN
PENNZOIL COMPANY AS OPERATOR AND THE SUPERIOR OIL COMPANY, ET AL, AS
NON-OPERATORS, DATED SEPTEMBER 10, 1985

EXHIBIT "D"
INSURANCE

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

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

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

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

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



EXHIBIT "E"

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

GAS BALANCING AGREEMENT

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

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

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

During the period or periods when any party hereto has no market for its share of ges
produced from the Unit Area, or its purchaser is unable to take its share of gas pro-
duced from the Unit, the other parties shall be entitled to produce each month on2
hundred percent (100%) of the allowable gas production assigned to such Unit by the
regulatory body having jurisdiction and shall be entitled to take and deliver to its cor
their purchaser all of such gas production; however, no party shall be entitled to taks
or deliver to a purchaser gas productioen in excess of three hundred (30C%) of its
current share of either the volumes capable of being delivered or the allowable ges
production if assigned thereto by the regulatory body having jurisdiction unless thet
party has gas in storage. All parties hereto shall share in and own the liguid hycro-
carbons recovered from such gas by lease equipment in accordance with their respective
interest and subject to the Operating Agreement to which this gas storage is attachec,
but the party or parties taking such gas shall own all of the gas delivered to its cr
their purchaser. Each party unable to market its share of the gas produced shail te
credited with gas in storage equal to its share of the gas produced under this agree-
ment, less its share of gas used in lease operations, vented or lost.

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

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

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

At all times while gas is produced from the Unit Area, each party hereto wiil rake
settlement with the respective royalty owners to whom they are each accountzble, just es
if each party were taking or delivering to a purchaser its share, and its share only, cf
such gas production. Each party hereto agrees to hold each other party harmiess- frem

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

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

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

Should production of gas be discontinued before the gas account is balanced, 2 monetary
settlement will be made between the underproduced and overproduced parties. In making
such settlement, each overproduced party shall remit to the operator an amount of mcnsy
that such party received for its overproduction, less taxes theretofore paid, for &
volume of gas equal to its overproduction. As to gas sold in interstate coswierce, the
price basis shall be the rate collected, which is not subject to possible refund, s
provided by the applicable regulatory authority pursuant to final order cor settlerz-<

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

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

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

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

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

force and effect for a term concurrent with the term of the Unit Operating Agreement
between the parties.

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



{nLicCnEC LO and maGd & part of thal certein Upsratving Agreersrnt C:itle <
September 10, 1985, D% and between Pennzoil Company, as 0Op:
formo1.aszy and The Superior 011 Company, et al, as Non-Operators)
SCHEDULE "“C”
Ex!lIBII H! "
EQUAL EMPLOYMENT, SAFETY AND HEALTH REQUIREMENTS

AND CERTIFICATE OF COMPLIANCE

- 1t being understood that : {Compeny),
may be @ Government contractor as defined by law, and therefore required to obtain certification of compliance
with certain applicable laws, orders, regulations and requirements promuigated by Federal and State authorities
from vendors, sappliers, parties, contractors and subcontractors, (Contractor), with whom it does business.

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

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

EQUAL EMPLOYMENT
A.  Eaqual Opportunity Clause (OFCC) (41 CFR §60-1.4)

Except as othe-wise provided, each nonexempt Government contract and modification shall include the foliowing
equal! opportunity clause:

During the performance of this contract, Contractor agrees:

{1)  The Contractor will not discriminate against any employee or applicant for employment because
of race, color, religion, sex, or national origin. The Contractor will take affirmative action to
ensure that applicants are empioyed, artd that employees are treated during employment, without
regard to their race, color, religion, sex, or national origin. Such action shall include, but not be
limited to the following: Employment, upgrading, demotion, or transfer, recruitment or
recruitment advertising; layoff or termination; rates of pay or other forms of compensation: and
selection for training, including apprenticeship. The Contractor agrees to post in conspicuous
places, available to employees and applicants for employment, notices 0 be provided by the
contracting officer setting forth the provisions of this nondiscrimination clause.

(2) The Contractor will in all solicitations or advertisements for employees placed by or on behalf of
the Contractor, state that all qualified applicants will receive consideration for emplioyment
without regard to race, color, religion, sex, or national origin.

{3) The Contractor will send to each labor union or representative of workers with which h2 has a
collective bargaining agreement or other contract or understanding, a notice to be providad by the
agency contracting officer, advising the labor union or workers’ representative of the Contractor's
commitments under section 202 of Executive Order 11246 of September 24, 1965, and shzll post
copies of the notice in conspicuous piaces available 10 employees and applicants for emplevment.

{4) The Contractor will comply with all provisions of Executive bkder 11246 of Septembar 24, 1263,
and of the rules, regulations, and relevant orders of the Secretary of Labor.

(5} The Contractor will furnish al! information and reports required by Executive Orcer 112486 cf
September 24, 1865, and by the rules, regulations, and orders of the Secretary of Lzsor, or
pursuant thereto, and will permit access to his books, records, and accounts by the coniracting
agency and the Secretary of Labor for purposes of investigation to ascertain compliance with such
rules, regulations, and orders.

(6} in the event of the Contractor’s noncompliance with the nondiscrimination clauses of tis conzract
or with any of such rules, regulations, or orders, this contract may be czncelled, terminzies cr
suspended in whole or in part and the Contractor may be declared ineligible for “urther
Government contracts in accordance with procedures authorized in Executive Ordar 11245 of
September 24, 1965, and such other sanctions may be imposed and remedies invoked as provides
in Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of the Szaratary
of Labor, or as otherwise provided by law.

{7) The Contractor will include the provisions of paragraphs (1} through (7) in every subconirast or
purchase order unless exempted by rules, regulations, or orders of the Secretary of La5or issused
pursuant to section 204 of Executive Order 11246 of September 24, 1965, so that such preovisions
will be binding upon each subcontractor or vendor. The Contractor wiil take such acticn with
respect 10 any subcontract or purchase order as the contracting egency may direct as & mzans of
enforcing such provisions including sanctions for noncompliance: Provided, however, Thaz in ths
event the Contractor becomes involved in, or is threatened with, litigation with a subcontractor or
vendor as a result of such direction by the contracting agency, the Contractor meay rego:s: the
United States to enter into such litigation to protect the interests of the United States.

B. Reporting

OFZC regulations (41 CFR §60-1.7) require that if you have fifty or more employess ¢ Fzva
contract or purchase order with Company amounting to $50,000 or more, you, as a Contrzcter with cr
supplier to Company, may be required to file annuzlly, on or before March 31, complete a~c T
reports on Standard Form 100 (EEO-1) promulgated jointly by the OQifice of Federz! Coriract
Cornpliance {OFCC), the Equal Employment Opportunity Commission {EEQC) and Plens for Preoz-ass.

C. Certfication of Nonsegregated Facilities

To comply with obligations under the Equal Opportunity Clause, employers must ensure thzt emsioyes
facilities are provided in such a manner that segregation on the basis of race, color, relizion
origin cannot result. This obligation {41 CFR &60-1.8] exiends to &l contrects enc oorc
cortaining the Equal Opsortunity Clause.



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

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

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

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

EMPLOYMENT OF THE HANDICAPPED

Al Affirmative Action

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

Employment of the Handicapped

(This clause applies to all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1} Part A applies
to contracts and subcontracts which provide for performance in less than 90 days, {2) Parts A and B apply to
contracts and subcontracts which provide for performance in 80 days or more and the amount of the contract or
subcontract is less than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for
performance in 90 days or more and the amount of the contract or subcontract is $500,000 or more.}

(a)

{b)

(c)

(d)

(e}

{f)

{g)

{h)

(i)

PART A

The Contractor will not discriminate against any employee or applicant for employment because of
physical or mental handicap in regard to any positions for which the employee or applicant for
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in
employment and otherwise treat qualified handicapped individuals without discrimination based upon
their physical or mental handicap in all employment practices such as 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 training, including apprenticeship.

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

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

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

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

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

The Contractor agrees {1} to establish an affirmative action program, including appropriate procedures
consistent with the guidelines and the rules of the Secretary of Labor, which will provide the affirmative
action regarding the employment and advancement of the handicapped required by P.L. 983-112, {(2) to
publish the program in his employee’s or personnel handbook or otherwise distribute & copy to all
personnel, (3) to review his program on or before March 31 of each year and to make such changes as
may be appropriate, and (4) to designate one of his principa!l officials to be responsible for the
establishment and operation of the program.

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

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

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

PARTC

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

The Contractor agrees to submit a summary report to the Assistant Secretary for Employment
Standards, by March 31 of each year during performance of the Contract, and by March 31 of the year
foltowing completion of the contrect, in the form prescribed by the Assistant Secretary, COvering

employment and complaint experience, sccomodations made and &!l steps taken to effectuzte and carry
0ouT the commitments set forth in the affirmative action program.



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

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

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

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

EMPLOYMENT OF THE HANDICAPPED

A.  Affirmative Action

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

Employment of the Handicapped

{This clause appli2s to all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1) Part A applies
to contracts and subcontracts which provide for performance in less than 90 days, (2} Parts A and B apply to
contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract or
subcontract is les:. than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for
performance in 9(: days or more and the amount of the contract or subcontract is $500,000 or more.)

(a)

(b}

{c)

{d)
{e)

1

{g)

(h)

(i)

{i

(k)

)

PART A

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

The Contractor agrees that, if a handicapped individual files a3 complaint with the Contractor thathe is
not complying with the requirements of the Act, he will (1) investigate the complaint and take
appropriate action consistent with the requirements of 20 CFR 741.29 and (2} maintain on file for three
years, the record regarding the complaint and the actions taken.

The Contractor agrees that, if a handicapped individual files a complaint with the Department of Labor
that h2 has not complied with the requirements of the Act, (1) he will cooperate with the Department in
its investigation of the complaint, and (2) he wiil provide all pertinent information regarding his
employment practices with respect to the handicapped.

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

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

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

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

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

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

The Ccntractor will notify each labor union or representative of workers with which he has a collective
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of
Sectior 503 of the Rehabilitation Act, and is committed to take affirmative action to empioy &5
advance in employment physically and mentally handicapped individuals.

PARTC

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

The Contractor agrees to submit a summary report to the Assistant Secretary for Employment
Standards, by March 31 of each year during performance of the Contract, and by Narch 31 of the yzzr
following compietion of the contract, in the form prescribed by the Assistant Secretary, covering
employment and complaint experience, accomodations made and all steps taken to effectuzte and ca-ry
out the commitments set forth in the affirmative action program.



OCCUPATIONAL SAFETY AND HEALTH ACT OF 1970

Contractor hereby agrees to devote special attention to its responsibilities under the Occupational Safety and Health
Act of 1970 (OSHA), as amended, and all rules and regulations promulgated thereunder, to assure so far as possible,
safe and healinful working conditions. Observance of and compliance with the requirements thereof -shall be the
responsibility of Contractor, without reliance on, or superintendence of, or direction by Company.

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

CLEAN AIR AND WATER CERTIFICATIONS

Wherever applicable, pursuant to 40 CFR § 30.420-1 and related Environmental Protection Agency (EPA) reg-
ulations, Contractor agrees that, for all nonexempt grants, contracts, and subcontracts valued in excess or $100,000

over a 12 month period or where work may be performed at facilities convicted of a Clean Air or Water Pollution
Actviolation,

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

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

FAIR LABOR STANDARDS ACT

Wherever applicable to work done pursuant to an agreement between Company and Contractor, Contractor

agrees to abide by the hiring and employment provisions and applicable regulations and standards of the Fair Labor
Standards Act as it exists or may be amended.

Contractor further agrees and understands that a breach of the Certifications contained herein may subject it
to the provisions of the Order of the Secretary of Labor at 41 CFR Chapter 60, dated May 28, 1969, and the
provisions of the Equal Opportunity Clause enumerated in Executive Order 11246, as amended.

Contractor further certifies that where necessary it will obtain identical certifications from its contractors and
subcontractors and notify its subcontractors of their responsibilities under Executive Order 11248, as amended.

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

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

By:

Title:

Whose Address is:




