' AUTHORITY FOR EXPENDITURE
. TXO PRODUCTION CORP

FORM 23 Rev 3 81 DRILLING WELL
District __West Texas Well Name __Sprinkle=Federal. Weh No.—3 -
Well Location _ 2310' FNL and 330' FWL Section 26, T-18-S, R=32-F Depth 8700
Field Querecho Plains (Upper Bone Springs) County Lea State NM
b \ Yy
(reoared By: Randall §. Cate WA&V Submitted By: : Dailas District
cAT ESTIMATED COST
: NATURE OF EXPENDITURE QUANTITY
NO. . CASH [MAT.L ON ~HAND TOTAL
I DRILLING . i
! o1 Casing 350' 11 3/4", 2600' 8 5/8" 31 000 . . 31 000;
? 02 Casinghead 8 |000 8 000!
f 03 Location, Road & Dirt Work 28 OOOi 28 000§
| o4 Drilling - Footage/Turnkey @ S14/ft ; 121 }8005 , 121 800!
. 05 Drilling - Davwork ) : . ! ] i |
06 Orilling - Rig Support ! { I . i ;
L 07 sits i o L o
| o8 Supervision 25 days @ $250 i 6 1250 | 6 1250!
! 09 Overhead i 5 ; I | !
© 10 Mud &Chemicals & wtr 1 | 32 '000: L 32 1000:
b1 Cementing Services & Supplies & csg crew ‘ 1, 16 000: ; 16 000
12 Testing & Logging & mud logger ! 20 .000 | 20 /000!
(' 13 Rentals i ‘ Q f(m() I | ol 50005
i 14 Other IDC ; 10 '000; ! 10 000!
i 15 Other Equipment | 5 '000: | 5 |000:
i ‘ A | i | L
i TOTAL DRILLING | 286 1050 286 {050
! COMPLETION |
17 Casing - 8700" 54" 1 79 {000 79 oooi
I 18 Tubing 8700' 2 7/8" N-80 i 32 {000 32 [000l]
| 19 Wellhead & pmp tree i 8 1000/ 8 000
l 20 . Subsurface Equipment [ 5 1000 : 5 1000l
El 21 Supervision 8 dyas @ $250 | 2 1000! z 2 !000!
22 Mud & Chemicals  § wtr . | 3 {OOO 3 {000
3 23 Testing, Logging & Perforating ; 20 EOOQ; i 20 !000
24 Stimulation acid & sand frac , i " 45 '000] f 45 {000
25 Overhead | | | | |
W28 Rentals : 5:000 e 5 1000
| 27 serviceRig 8 days @ $1400/day i i 12000 T 21000
( 28 Cementirg Services & Suppties | 21 000 ! 21 000!
L0029 Other 1DC : | 5 000 ! 5,000
. TOTAL COMPLETION i | 237.000 L 237 000
il PRODUCTION EQUIPMENT. § | v e
i 32 Pumping Unit | , 32 000 E 32000
[ 33 Engine & Motor j i 12 000 : . 12,000
{ . 1 : H
. 34 Rods | | 13 500 | 13:500
I 35 Flow Lines : 2 000 : i 2:000Q
136 Meters : -i 6 000 ' ' 6 000i
1 37 Insuliation | i 3000 | 3000
[ 38  Storage ’ 5 | 10 000 N 10 000
;39 Separation & Treating f | 9-000 _ 9000
L 10 Other Ezuipment ' | 5 000 5" 000!
i TOTAL PRODUCTION EQUIPMENT ' |{ 9o 500' i 92 ; Sodi
B TOTALS | | 615:550 , 615555(1]
BILLING INT DATE APPROFD: (this space for approval °”'V;I
‘A OWNER NAME {7 decimals) APPROVED
& TXO PRODUCTION CORP.

Case No. 8755
11/21/85 Examiner Hearing
Exhibit No. 3

AFE No. Property No.
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TXO PRODUCTION CORP.
Case No. B755 .
11/21/85 Exgminer Hearing FORM I -
Exhibit No. 4

Proposed Operating Agreemént
for Sprinkle-Federal #3

R MODIFICATIONS AMP COVPLETION OF

MODEL_FORM OPERATING AGREEMENT A.A.P.L. FORM 610 - 1977

Title Page: Fill in blanks as applicable.
Table of Contents: Delete VIILG. - "Preferential Right to Purchase”.
Preamble. Pige 1: Enter name of Operator.

Article 1. - Exhibits: Indicate that all Exhibits are to be attached.

Article [IL.B. - Interast of Parties in Costs and Production: Delete the words "which will be borne by the
Joint Account” in lines 1Y ano 20, on page 2.

Article V.A, - Title Examination: ¢
(3a) Select Option No. 2.

(b} Change the word "or" in line 61 on page 2 to "and".

Article V.8, - Loss of Title - Make the following changes on page 3:

(a) Insert "for” after the word “costs" in line 1.

(b)  Insert "been responsible” after the word "therefore” in line | and delete the word "paid” in line 1.
(c) Insert "subsequently incurred” after the word “for” in line 2.

(d) Insert the words "whose title failed" after the word "parties” in line 19.

Article V. - Operator: Enter name of Operator in line 62 on page 3.

Articie VILA, - Initial Well: Delete Article VLA,

Article V1B .2, - Qoerations bv Less Than All Parties:

(3) Add the following language to the sentence ending on line 37 on page 5:

" and failure to advise the
proposing party shail constitute an election under (b)."

(b) Change 100% to 300% in line 60, and insert 400 in line 69 on page 5 and in line 1, on page 6. Also.
in line 3, on page 6, after "therein.”, insert "See Article XV.G. for additional provistons.”

-

Article VI.C. - Right to Take Production in Kind: Insert the words "prior written” after the word "days"
tn line 19 on page 7.

Article VILD. 1, - Limitation of Expenditures: Select Option No. 2 in line 10 on page 9.

Article VILLD, 3. - Limitation of Expenditures - In lines 30 and 38, on nage 9, for limitation of exoenditure
ot Operator tor single project and amount adove which Operator mav furnish information AFE, enter 5$10,080.00.

Article VIL.E. - Rovalties, Overriding Rovalties and Other Pavments: Inline 43 on page 9, enter "cne-eighth
SYETEN

Article VILG. - Taxes: Inline 17, on page 10, enter "See Article XV.D. for additional provisions.”

Article VIIL.B. - Renewal or Extension of Leases: On page 11, in line 35 after "leases.”, add the following:
"See Articie AV.E. {or aadaitional provisions.”

Article VIII.G. - Preferential Right to Purchase: Delete entire paragraoh (lines 39 through 52 on page 12).

..

Article IX. - Internal Revenue Code Election: If. and oniv if. a tax partnershio is provided in the Farmout
Agreement to wricn this Exhudit IV is attached. insert in line 56 on page 12 "SEE EXHIBIT "G" ATTACHED.”
and delete the remainder of the Article {lines 57 through 70 on page 12, and lines | through 3 on page |3).

Articte X. - Claims and Lawsuits: Enter on page 13, "Four Thousand” in line 14, and "4,020.00" in line 15,

Article X1l - Term of Agreement:

(a)  Select Option No. 2 in line | on page l4.

{b)  In Ootion No. 2, enter "120" in blanks in lines 4 and 11.

Article XV. - Other Provisions - Add the Iollowir.'n_z:




FORM U

A. Sale of Gas Productionz \

It is recognized by the parties hereto that in addition to each party's share of working interest production as
shown in Exhibit "A", such party shall have the right, subject to existing contracts, to rnarket the royalty gas
attributable 1o each lease which it contributes to the Contrac: Area and to recetve pavments due for such rava:ty
gas produced from or allocated 16 such lease or leases. [t is agreed that, regardless of whether each party markets
or contracts for its share of gas, including the royalty gas under tl‘;e\leases which it contributed to the Contract
Area, such partvy agrees 10 pay or cause to be paid to the royalty owners under its lease or teases the proceeds

atrributable to their respective rovalty interest and to hold all other parties hereto harmless for its failure to do
s0.

B. Billing Additional Interestss

Notwithstanding the provisions of this agreement and of the accounting procedure attached as Exhibit "C”,
the Parties to this agreement specifically agree that in no event during the term of this contract shall Operator be
required to make more than one billing for the entire interest credite'd to each Party on Exhibit "A", [t is further
agreed that if any Party to this agreement (hereafter referred to as "Selling Party") disposes of part of the interest
credited to it on Exhibit "A", the Selling Party shall be solely resoonsible for billing its assignee or assignees. and
shall remain primarily liable to the other parties for the interest or interests assigned and shall make prompt
payment to Operator for the entire amount of statements and billings rendered to it. [t is further understood and
agreed that if Selling Party disooses of all its interest as set out on Exhibit "A", whether to one or several
assignees, Operator shall continue to issue statements and billings to the Selling Party for the interest conveved
until such time as Selling Party has designated and qualified one assignee to receive the billing for the entire

interest. In order to qualify one assignee to receive the billing for the entire interest credited to Selling Party on
Exhibit "A", Selling Party shall furnish to Operator the fallowing:

l. Written notice of the conveyance and photostatic or certified copies of the assignments by which the
transfer was made.

2. The name of the assignee to be billed and a written stat=ment signad by the assignee to be billed in which
it consents to receive statements and billings for the entire interest credited to Selling Party on Exhibit "A"

hereol; and, further, consents to handle any necessary sub-billings in the event it does not own the entire interest
credited to Seiling Party on Exhibit "A".

C. Disbursement of Royalties:

If a purchaser of any oil, gas or other hydrocarbons produced from the Contract Area declines o make
di—sbursements of all royalties, overriding royalties, working interests, and other pavments out of, or with respect
to, production revenues which are payable on the Contract Area, Onerator may, at its ootion, from time to time,
make disbursements on behall of any Non-Operator who requests in writing that Qperator do so.

Each Non-
Operator for whom such dishursement is made shall furnish Operator with the following:

l. Such documents as may be necessarv in the opinion of Cperator to enadle Operator to receive all
payments for oil, gas or other hydrocarbons directlv from the purchaser thereoi.

N

2. An initial list of names. addresses, and interests (to a seven place decimal), on a tract, unit, purchase
contract, or other such basis as, in the opinion of Overator. is necessary for efficient administration, for all
royalty, overriding royalty and other interest owners who are entitled to proceeds trom the sale of production

attributable to such Non-Operator’s interest. Also, any changes to the initial list shall be furnished promptly to
Operator in writing.

Operator will use its best efforts to make disbursements correctly, but will be liable for incorrect
disbursement only in the event of gross negligence or willful misconduc:. Any Non-Ooerator for whom such
disbursements are. made hereby agrees to indemnifv and hold harrnless Oacratar for any loss, including court costs
and attorney's fees. which may be incurred as a result of Ooerator's making such dishursements in the manner

prescribed by Non-Ooerator.
D. Article YILG., Addition:

It the Operator is required hereunder to pav ad valorem taxes hased in wnole or i1n part upon scparate
valuations of each party's working interest, then notwithstanding anvthing to the econtrarv herein, charges to the

joint accouni shall be made and paid by the parties hereto in accoarcance with the percentace of tax value
generated bv each partv's warking intarest,



FORM I

E. Article VIII.D— Additore

Norwithstanding anything to the contrary contained herein, each partv committing a lease or {eases to this
agreement snall have the ootion upon the exniration of each lease to renew or extend such lease and to bear the

renewal or éxtension Costs and expenses and thereby retain its original interest and title in said lease. 3y

ing such osption. the parties’ working interests shall remain unchanzed. If the original lease owner <ces not
exercising ¢ 2

exercise its option within sixty (60) days after the expirarion date of the original lzase, the renewal or extension
lease will then be subiect to the terms of this article as written above. If any working interest owner other than
the original lease owner renews or extends the lease, the renewing or extending party shall furnisn the original
lease owner an itemized statement of the coinplete renewal or extension costs and expenses of such lease. The
original lease owner shall have sixty (60) days after the receint of such itemized statement to reimburse the
renewing or extending party in full. Failure of the original lease owner to do so shall result in the forfeiture of its

option hereunder. The provisions hereof shall only apoly to leases or partions of leases located in the Contract
Area.

F. IF APCOT-FINADEL 3JOINT VENTURE (FINA) becomes subjectrbto this Operating A;,reement the following
provision shall be apolicable:

As between the interests of TXO and FINA, this Agreement shall be subject and subordinate to that certain
Oil X Gas Lease Acquisition and Davelopment Agreement dated October 22, 1932, between TXO PRODUCTION
CORP. and APCOT-FINADEL JOINT VENTURE. In the event of a conflict between this Agreement and the Qil &
Gas Lease Acquisition and Development Agreement, the terins of the Qil & Gas Lease Acqguisition and
Development Agreement shall prevail., Upon termination of the Qil & Gas Lease Acquisition and Development

Agreement, this Agreement shall be amended as between TXO and FINA in the manner provided in Article XXI of
the Oil & Gas Lease Acquisition and Development Agreement.

G. If APCOT-FINADEL JOINT VENTURE becomes subject to this Operating Agreement the [ollowing provision
shall be applicable:

As between APCOT-FINADEL JOINT VENTURE and any other party hereto the non-consent penalties
specified in Article VI.B. 2(a) shall be 100%/100%; and the non-consent penalties specitied in Article VI.B. 2(b) shall

be 300%/300% as to all wells drilled to a depth of 10,000 feet subsurface or less. and 400%/400% as to all wells
drilled to a depth greater than 10,000 feet subsurface.

H. Change of Operator:

In addition to any other rights expressly provided herein, after any Operator has acted in that caoacity for a
period of not less than six months, then any Non-Operator mav call a meeating of 2ll working interest owners for the
purpose of selecting a new Operator by giving sixty (50) days written notice to all working interest owners. By
approval of a total of more than 50% in interest of the u}orking interest owners, a new Operator may be selected,
from among the working interest owners, who shall take over operation of the unit area on the first day of the
calendar month which occurs after the passing of thirty (30) days from the date of the selection of the new
Operator. Such successor Ogerator shall be required to perform the duties of Operator in accorcance with this
Agreement. In such case, the retiring Operator shall surrender possession of and deliver to the successor Operatar
the exclusive possession of the premises and all common wells, facilities and funds in the possession of Operator,
and all pertinent books of account, records pertaining to the operation of the Caontract Area, and all documents,
agreements and other papers relating thereto. llpon the delivery thereof, the retiring Operator shall be released
and discharged from and the successor Operator shall assume all of the duties and obligations of Operator
hereunder, except any unfulfilled duties and obligations of such retiring Ocerator which have accrued prior to the

successor Operator’'s assurning opesrations hereunder, for which the retiring Operator shail remain liable and
respansible notwithstanding the reason for its discharge.

. [4 .
22. Sienature ¥are: Enter effective date and names of parties.
rd -
23. Acknowledements: [nsert approoriate acknowledgments for all parties.

26, Exhihit "V - Coentract A\rea:
tnlormaton,

Use forin attached hereto and inarked “Exhibit \'. inserting aporoprigge

25, Exhihit "7 - Foarm al Lease: Use the form of lease attached hereto and labeled "Exhibit A™.

>~
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26. Fxhinie " - scconntinT Procedure - Use the COPAS - 19746 u.\v\\thc tallowing selections and ins=c-

ans: \ .

1. Secuon I, Paragrach ). Advances and Pavments by Non-Ooerators. shall be revised to read in its
entircty as [ollows: -

tinless otherwise nrovided for in the agreement, the Onerator inav recuir= the Non-Ooerators to

A0van~o tnsic 3Nare Ot INe esUMIieG CISN IV 190 Tte-cdsCestiny MoniNts 2NSratidn, Joeralor

. shall 2djust each monthiv billing to reflect advances received ira:n the Non-Oosrators. Each Non-
Ooerator shatl pav its proportion of all bills within tifzesn {I5) davs after receint. lf payment is

B not made within such titne, the unnaid halance shall hear interest rnonthly at the maximum tegal
rate pecrmitled hy the aoplicable usury laws 10 the state in which the joint prooerty is located: of,

if the maximum legal oermitted rate is less than eighteen percant (1S%) per annum and such rate

may be modified as agreed between the parties. then. in such event, the unoaid balance shall bear

interest monthly at the rate of eighteen percent (13%) per annum. However, pursuant to sither

rate, attorney's fees, court costs, and all other costs incurred in connection with the collection of

these unpaid amounts shall be recoverable.

2. Section I, Paragraoh 1. Overhead-Drilling and Producing Operations: )
(i)  Select: "Fixed Rate fj&asis. Paragraph 1A" oW
(ii) Select: "shall not*

A. Overhead-Fixed Rate Basis
Drilling Producing .
Vell Neoth Well Rare Well ate
g - 4,070 {x.
4,020 - 8,000 [t.
8,000 - 12,090 ft. $5,374 $538
Over - 12,000 (1.,
B. (Not Aoplicable) ) i o
3. Section I, Paragrapn 2. Overhead-Major Constriuction
Line 5 - $25.000 - -
-A - 595, $25.590. $109.100
B - 3%, §102.000 : )
c-2%

27.- Exhibit "N" - Insurance: Use the form attached herceto and marked “Exhibit D™,

N 23. Exhibit "€" - Cas Ralancing: Use the torm attached hereto and marked "Txhibit E™.

29. Exhibit "F" - Non-Dis~riminatinn and Ceartification of Nan-Senrevated Tacilities: Use the form attached
hereto and tmarked "Cxniit £,

30. If used —- Sxhihit "G" - Provisions Concernine Taxation: Use the form aizached hereto and marked
"Exnioir G onty if there 13 a tax aartnersiup.

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

1.

111,

dated November 1, 1985 hy and hetween TXO
Production Corp. yas Operator, and Joseph S.
Sprinkle et al , as Non-Operators.
EXHIBIT A"

CONTRACT AREA:

T-18-3, R-32-E, 'NMPM :
Section 26: SW/4 NW/4 )
Lea County, New Mexico

Such lands are subject to the following restrictions as to depths or
formations:

from 4825' beneath the surface of the earth down to 8700' or a
depth sufficient to test the Bome Spring formation.

NAMES, ADDRESSES AND PERCENTAGES OF THE PARTIES:

V//TXO Production Corp. et al .6354166 Lewis B. Burleson .0130209
900 Wilco Building P. 0. Box 2479
Midland, Texas 79701 Midland, Texas 79702
Joseph S. Sprinkle ©T 03125000 /' J. Cecil Rhodes  .0390625
P. 0. Box 6483. 511 W. Texas
Denver, Colorado 80206 : Midland, TX 79701

Iv.

N
,e‘;?-;ﬁﬁfw

e 8
Qil and Gas Leases and/or Qil and Gﬁy Y’ﬂ{e:‘ests subject to this Agreemens:
NM 40452 §J7
Dated: January 1, 1973 : )
Recorded: Book 284, Page 620, 0il and Gas Records, Lea County,
New Mexico

Lessor: United States - Department of the Interior BLM
Lessee: Joseph S. Sprinkle

F. L. Shogrin

James L. Harden
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FORM II

RN

~_ -

EXHIBIT "2

SCHEDULE OF INSURANCE

Unit Operator shall carry the following insurance covering operations under
this agreement at the expense and for the benefit of the parties heret> and
shall require contractors and subcontractors to carrv the same, to-wit:  *

i. Workmen's Compensation and Emplover's Liabilitv Insurance as required

by the laws of the state where the property is located.

Comprenensive General Liability Insurance covering both bodily injury
liability and property damage liability with a Combined Singie Limit of
$500,000 for each occurrence.

3. Comorehensive Automobile Public Liabilitv and Property Damaze

Insurance with a combined single 'imit of $500.000 for each occurrence.

Insurance coverage on equipment as the Operator deems necessary for
the protection of the joint account.

Unit Operator may carry and maintain in force for its benefit insurance of the

type and in the amount which Operator in its sole opinion deerns necessary to
protect it from loss resulting from any claims. damages, causes of action or
legzl liability in favor of a surface or minaral owner of lands covered hereby,
arising out of, in connection with, or as an incident to any act or omissicn of
Operator, its oificers, agents or emplovees in carrving out its responsibilities
under this Agreement.

*Insofar as concerns the interests of APCOT-FINADEL JOINT VENTURE
(FINA), Operator shall carry and shall bill FINA for its proportionate share of
only the following insurance coverage:

Workers Compensation as required by the laws of the state where the
property is located and Employer's Liability Coverage with not less than
$500,000.60 for each accident. Any such policy of insurance shall contain

a waiver of subrogation in favor of FINA.



ZXHIBIT "E"

GAS BALANCING AGREEMENT

I.

From and after the date of initial delivery of gas from the pronerty, a pary
owner taking ‘and disposing of, during any monthly accounting period, less than its full
share of the gas as it is produced, shall be an "underproduced party”, ii such lesser %2kin~
and disposition is not a consequence of other provisions of this Agreement. A party
owner's "full share" shall be the amount of a party owner's gas determined in accordance
with the provisions of the Operating Agreement. A party owner taking and disposing of
during any monthly accounting period, more than its full share of the gas as it is produced,
shall be an "overproduced party", if such excess taking and disposition is not a
consequence of other provisions of this Agreement. "Underproduction”" of any under-
produced party, during any monthly accounting period, shall be the difference between
such party's full share of gas production, less its full share of gas used in property
operations, vented and lost, and the gas delivered to the pipeline(s) for the account of
such party owner. "Overproduction" of any overproduced party, during any monthly
accounting period, shall be the difference between the gas delivered to the pipeline(s) for
the account of such party owner and such party's full share of gas production, less its full
share of gas used in property operations, vented and lost.

11.

This Agreement shall become effective on the date of initial deliveries of gas
from the property to the pipeline, and shall continue in force and effect until deliveries of
gas from the property have ceased and, except as otherwise provided herein, each party
shall have the right to take in kind its full share of each separate "gas classification.”
"Gas classification", as used herein, shall mean each of the price categories provided or
established pursuant to the Natural Gas Policy Act of 1978, as same may be amended, by
any authority having the right to establish categories thereunder, or pursuant to any other
applicable statute or judicial decision establishing gas price categories, including gas not
subject to price regulation, which shall be considered as a separate category. Where the
gas qualifies for more than one category, the category having the highest price anplicable
to the source (each separate identifiahle geologic source or production contained in a well
bore) of gas production shall be used for the determination to be made hereundar.
Whenever the gas price category changes, from and after the date of such change, the gas
shall no longer be accounted for or be considered in the [ormer category, but shall be
accounted for and thereafter he considered to be gas in the new category, until such time
as the category is again changed.

111.

Should a party fail to take its full share of the diffarent gas classifications
produced from the property, except as provided hereinbelow where such party is to furnis!
make-up gas, such party's underproduction shall be regarded as remaining in storage in the
reservoirs, subject to later recovery in accord with the terms hereof. During any monthly
accounting period when a party is unable to take and market its full share (as such
quantity may be reduced in accordance with provisions nerein for providing make-up gas)
of each gas classification, the other joint interest owners shall be entitled to produce and
sell all or a portion of such quantity which the party has failed to take. If two or more
parties are capable of taking and marketing quantities of gas to which such party was thus
entitled but which it failed to take, in the absence of other agreement between them,
each may take a share of such underproduction in the direct pronortion of its joint
interest therein to the total joint interest therein of all parties desiring to take such
underproduction, provided, however, that any party or parties having a cumulative
underproduction status shall have a first priority to take and market the undarproduction
over a party or narties having a cumulative overproduction status.

Any party having cumulative undernroduction of a particular gas classification
category shall be entitled to take a quantity of gas of such particular gas classification
("make-up™ in excess of its full share of such gas up to twenty-five percent (25%) of the
full share of gas of parties having cumulative overaoroduction of such particular
gas classification. In the event there is more than one cuinulative underproduced party
seeking to make up underproduction, each such cumulative undernroduced party shall be
entitled to make up 3as in the direct proportion that the cumulative underproduction of
such party bears to all cumulative underoroduction of all narties then desi.ring make-un
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gas of the particular 3as classification category. In the event there is more than one
cumulative overproduced party required to furnish gas for make-up of undernroduction, in
absence of agreement between the affected parties, each such cumulative overoroduced
party shall furnish make-up gas (up to the twenty-five gercent (25%) lirnitation heretofore
prov'ided) in the direct proportion that the cumulativg‘{o\v@rgmduction of such party bezars

to all cumulative overproduction of all parties supplving gas of the particular gas
classification category.

Any party having cumulative overoroduction in any particular gas <lassifizo-
tion category shall at all times be entitled to seventy-i: -e percent (75%) of its full share
of gas of the particular gas classification category in which it is cumulatively over-
produced as long as such party remains overprcduced. Any portion of such twenty-{ive
percent (25%) make-up gas to which a party is entitled and which is not taken by such
party may be taken by other cumulative underproduced party or parties up to the full
twenty-five percent (25%) heretofore provided. If there is more than one party desiring
make-up gas under this circumstance, the pacrties taking such make-up gas shall be
entitled to such quantities of make-up gas in proportion to the cumulative
underproduction of the affected parties, determined as heretofore provided.

All gas taken by a party in accord with the terms of this Agreement,
regardless of whether such party is overproduced or underproduced, shall be regarded as
gas taken for its own account with title thereto being in such party, whether such gas b=
attributable to such party's full share of production, or whether it is being taken as
overproduction, or whether it is being taken as make-up gas, and shall pay any and all
production taxes and royalty due on such gas. All burdens and obligations, other than such
royalty and production tax payments, shall be borne by the party having such burden or
obligation.

Iv.

The Unit Operator (hereinafter referred to as "Operator”) will maintain a
separate running account of the quantities of gas, by gas classification category, each
party is entitled to, and the quantities of such category taken and marketed by each of
the parties. The Operator will also furnish each party monthly statements showing the
total quantity of gas produced by each gas classification category, the amount of such
category used in the Unit operations, vented or lost, the volu:ne of gas by each such
category delivered to pipeline purchaser(s) for the account of each party, and the

cumulatie overproduction and underproduction status of each party by each gas classifica-
tion category.

. For purposes of balancing, the measurement point of the gas taken (hoth
quantity and quality) shall be the party's discharge measurement point at or near the well
from which the gas is produced. All narties hereto shall share in and own the concomitant
crude and condensate {not including gas plant liquids) produced in accordance with their
respective interests established pursuant to the provisions of the Operating Agreement,
regardless of whether they are able to market their full share of gas.

. V.

Recovery from storage by a cumulative undernroduced party from a cumula-
tive overproduced party shall be on a first-in, first-out basis and the cumulative
underproduced party shall pay the cumulative overproduced party a storage fee for storing
its gas. The storage fee shall be due and payable by such underproduced party to such
overproduced party during any monthly accounting period such underproduced party
removes gas from storage. The fee to be paid for storing gas in accordance with the
provisions of this Agreement, shall be the deficiency in cash between the price that the
overproduced party received for 2as at the time the underproduction was had, and the
price for gas the overproduced party is receiving at the time the underproduction is made
up by the underproduced party multinlied by the volume of male-up gas which qualifies
for the storage fea charges, less royalty and taxes pavable thereon.

Each party shall furnish the Operator upon his request the gas prices necessary
to make the gas storage fee computation hereby orovided, and the underoroduced
party(ies) shall remit to Operator -noathly the amounts so determined to be due for
storage fees. Operator shall in turn make monthly distrihution of the storage fees
received from the underproduced party(izs) to the party(ies) entitled to be paid the
storage fees.



Vi,

At the termination of gas production for a given gas classification category
from the property, the overproduced party or parties shall make a monetary settlement of
the imbalance by nayment to the Operator for the account of the party or parues
underproduced in that particular gas classification category, based on the price per et
the overproduced party or parties actually received for each Mcf of the overcrocduced 22s.
The price used for the above calculation shall be the overproduced party's or parties’
honafide collected gas sales price(s) less rovalties, severance, and other production taxes
which have been paid with respect to such overproduction. Each of the parties agrees to
maintain complete records as to the volume of gas it sold and the price received, so that
the above computations can be made. The Operator shall distribute the payments it has
received hereunder (from the overproduced party) to the underproduced party or parties
entitled thereto in the proportion that each party's cumulative underproduction, for the
category of gas for which payment is to be made, bears to the total of such cumulative
underproduction. It is understood, however, that the Operator shall rely on the

statements made to it, and shall have no liability with respect to the correctness of the
funds received by it. ;

-

Vil. .

Royalties shall be paid in accordance with provisions of the Operating
Agreement. The Operator shall be reimbursed by each party taking gas for all royalty dus
and payable by Operator with respect to production taken by such party. Each party
taking gas under the terms hereof shall pay any and all anplicable taxes due on or with
respect to such production. Each party shall be obligated to pay its working interest share
of all costs and liabilities incurred in Unit operations, in accordance with the provisions of
the Operating Agreement. Nothing herein shall be construed so as to deny to any party
the right, from time to time, to produce and take or deliver to its purchaser its full share
of the allowable gas production to meet the deliverability tests required by its purchaser.

VIIIL.

If any portion of the storage fee provided for in Article V or the settlement
provided for in Article VI shall be based on prices subject to refund upon order of the
Federal Energy Regulatory Commission or any authority having jurisdiction, the paying
party or parties shall withhold such amounts subject to refund until prices are fully
approved by the Federal Energy Regulatory Commission, unless the narty or parties
receiving payments furnish a corporate undertaking satisfactory to the paying partyfies).



EXHIRIT "F"

NONTISCRIMINATICN AND CIRTIFICATICN OF NONSEGRECATED SACILITIES

A. Teoal Oesortunity Clause (61 CE2 £0-1.4). (Applicadle only t9 contracss or ;u:.;h\.\\ orders for more than $10,£39.)

During the perisrmance of thus contract, the Operator agres=s as {ollows:

{1) The Coerator will not discriminate against any emclovee or asplicant for emoloyment beczuse of racs, color, rotizisa, 58x, €7 Raticr
origin. The Coerator will take allirmative aclion 10 ensure that apoplicents are emoloyed, ang that :mplgyc_:s are treated curing Sm:}oym:f
witnout regare to tneir racs, calar, religicn, sex, or national origia. Such 3ctizn shall include. Sut not te limitad 19 the fellowing: TmIlayme
upgras.ng, £2motian, of Wansier, JICTUILMENT OF recruilment acvernsing, 1aval S LSrmMINAoNs, (ACIUCING 2C0reNtITesN0. LS SRITIII0 23
to pest (n ccnspicuous places, available to emplovees and ap

fortn the provisions of this nondiscrimination clause.

plicants for employment, noticzs to de provided 2y the contracting offizzr setl:

(2) The Cperator will, in all solicitations or advertisements for employe=s placed by or on bzhalf of the Cperator, state tnat all qualill
asplicants will receive consideration for employment without regarg to race, color, religion, sex, of ragional origin.

(3) The Operator will send to each labor union or representative of workars with which it has a collective bargaining azrez=ment or otF

contract or uncerstanding, a notice o be Drovided by the agency coatracting oificer, advising the labor union of wockers' regresentative of

Operator's commitments uncer seciion 202 of Executive Crcer 11246 of September 24, 1965, and shall pest copies of the notice in canspicus
places availabie to employe=s and applicants {or employment.

() The Operator will camply with all provisions of Executive Qrder 11256 of Se
orders of the Secretary of Labor.

stember 24, 1955, and of the rules, regulations, and releva

{5} The Operator will furnish all information and reports requiced by Exacitive Crder 11256 of September 2%, 1963, and by the rul-
regulations, and orders of the Secrzrary of Labor, or pursuant therets, and will permit access to its books, records, and agccsunts 3
cantraciing agency and the Secrs=

cretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations, and ordsrs.

(6} In the event of the Operator's noncompliance with the nondiscriminaticn clauses of this contract or with any of such rules, regulations,
orders, this contract may be canceled, terminated, or susoenced in wnole or in part and the Oderator may be declared ineligidie for furir
Government contracts in accordancs with procsdures autharized in Sxecutive Crder 11236 of Sectemoer 24, 1265, and such other sanclicns ™
be impaosed and remedies invokes as provided in Executive Order 11256 of Septamber 24, 1565, or by rule, regulation, or order of the Secre
Labor, or 2s otnerwise provides by law.

~ (7) The Operator will include the provisions of paragragh (1} through (7) in every subconzract or purchase order unless exempted Sy
regulaticns, or orders of the Secretary of Labor issued pursuant to seclica 204 of Executive Order 11256 of Septembder 25, 1955, so n v
provisizns will be binding upon each subcontractier or vendor. The Operator will take such action with resped? 10 any sudC3niragt or purchz
ordsr as the contracting agency may direct 2s 2 means of enforcing such provisions including sanclions {or noncompiiance: Provided. ©
that in the event tha Operator Secomes involved in, or is threatansd with, litigation witn a subconiraciar or vendor 2s a result ot suca ¢ :
the contracting agency, the Operator may request tae United States 0 enter 1nto such litigation fo protect the interests of the United Stztes.

B. Cer:ification of Nonsegrezated Facilities (81 CFR £0-1.8). (Applicable only to contraces or purchase orders which are not exempt Irom 2
pravistons ot tne fqual Opportunity Clause set out adove,}

o
€
]

The Qperator certifies that it daes not, and will not, maintain or provide for its employees any segregated facilities atany o i

and that it ¢ses not, and will not, permit its employees 0 perform their servicss 2t any location, uncer its contrel, where segre

2
maintainad., The Operazor agrees that a breach of this certilication is a violation of the Zcual Cpportunity Clause in this coatract or purchase oic

As used in this certfication, the term “segregated facilities” means any waiting rooms, work areas, rest rooms and wash rooms, restaurants and ol

=atng areas, time clocks, locker rooms anc otner storage or cressing areas, parking lots, crinking fcuntains, racrealicn or enteridinment &ie

sranssortation, and housing facilities provided for emplovess which are segregated by exoncit Cirective or are in fact segregated on the aasis of ra:
2re=2, color, or naticnal origin, because of habit, local cusiom, or ctherwise. The Qoerator further agress that (excent wnere it has odrained icen
cert:fications {rom proposed subcontraciors fer specific t:me periocs) it will obtaia identical certifications from prooesed subcontracicrs gricr 19
award of sudcentracts excesding 510,000 wnich are not exempt from the zrovisions cof ine Zzual Obporiumity Clause; that it will retain st
carsifications in its filas; and that it will forward the f{cllowing notics 15 sucn oreooses suscontraciors {excent wners ne prooosed subconiracises b
submitied icantical cernificazions for soscific time perices): NOTICZ TO PRCSEZITIVI SUBSTNTRACTORS CF RIQUIRIMENT FOR CIRTIFC
TIONS CF NONSZIGRECATED FACILITIES. A Certificate of Nensegregated Facilities must Se submitted prior to tne award of a subcsats
exceading $1C,000 which is not exempt from the provisions of the Szual Coooriunity Clause, The cartification may be submitied eitner o7 ¢
subczatracs oo for all subcontracts during a period (i.e., quarterly, semiannually, or annualiy).

C. Affirmative Action Comaliance Prozram (] CF2 £C-1.23),

(Agplicanle only i (a) the Operator has 50 or more emplcyess and (b)
contract er purcnase oreer s tor 359,880 or moce.)

this contracs or purcnase order, shall maintain a copy of separats programs [or eacn estatiishment, inciuding evajuations of utilizazion of M

wroup personnel and the job classification tasles, at each Jocal ollice respansidle for the parsonnce! matlzrs of such estaslisament.

D. Emalcvar Infermation Ranact (41 CFR 68-1.7). {Aoolicable only if (a) the Oserator Ras 50 or mare emoiove=s, (B) the Ozeratar is nat
{pursuant 10 section bG-1.5 o itz vl ot the Cece of Feaderal Regulations) {ram the reguirement f{or fling Employer {aformaticn X
EZZ-1, and (¢} the contract or purchase order is for $50,030 o more.)

xXe!
Re

The Qperator 2gress to file with the aporopriate Fzderal agency annually, on or bzfzre the 3lst day of March, comniete and accurate raocrs
Stancard Ferm 100 (S20-1) promuigated jointly by the Office of Feceral Contract Compliance, the Zgual Empisyment Opportunity Cammissicn
Plans for Progress or such form as may hercafier be promuigated in its slacs.

2. Affirmative Action for Disablsd Verarans and Vererans of the Vistnam Zra (81 CT2 33.257). {Apolicable only to contracts or purchase cr
for 310,030 or more.}

The alfirmative action clause srescribed in section 60-250.5 of Titls &1 of the Code of Federal Regulations is incorporated herein by refsranc
sarmitied by section 63-236.22 of said Regulations) as if set out in full at this o, U the Coszrater (a) has 50 or more employees and {5) this gon:
3r purcnase oraze is for $30,520 or more, then within 123 cays from the =ileCiiveness of Ihis cSatract or purchase order, the Cperater shall pre
ind mantain 20 affirmative acticn program at each estabhishment which shall set {orin the Op=rator's policies, practicss and procedures in zccare
with section 63-250.6 of said Regulations.

F. Affirmative Acticn for Handicaonad Workers (61 CFR 8275 1.5) {Agnlicasle only

13 coniracts or surchase ordecs for $2,500 or morel)

The affirmative action clause orescribed in section 60-761.%5 of Title ¢1 of the Czde of Tazeral Regulations is incarsoratad herein by referenc
sermitted Sy secuion 63-741.22 of said Regutations) as if set aut in full at nis sointe 12 ihe Qzeratar {a) has 50 or moce emsloyess and (S) this con
:r surcnase orcer s for $30,2G0 or more, tnan, within 120 davs of the ellzcliveness ¢! Mg ¢3ntrast or purchase oress, 1z Operatar shall prezar
Tantain an aflirmative acuSn pragram at each estadlishment, which 2rogram sRall set locta the Cpecatar's policiss, praciices and gprocedur
sccercance with sectuion 60-741.6 of said Regutatons.

C. Usitizatien of “irority Rusiness Saternreisas (
whnicn may excesa 313,050

(1} 1t 13 the nolicy of the Covernmant that minority business =nterprises 1all have t™he maximum practicable opsortunity to particinate |
performance of Covernment centracss.

(2’) The Cnerator agrees 1o use his best efforts 19 Carry out this colicy in the award of Ris suocontracts o ths fullest extent consisten:
he ellicient cerfcrmances of this cantrac?. AS usec 10 RIS CSNITATT, e term “minaricy

) ) Susiness entesprise” MeEANs 3 dusiness, at least 19 ;e
9% wAICH 15 Ownec Y munarity grous MemDers or, i C33e ¢l Pudnlly owned Businesses, at least 31 percant Gl (Re $I0CK ©f whICA 13 Own

r:morxtv 2:oud memders. For tme curcoses af this celinilicn, munority groud memzers arm Negroes, S:m-sms::akmg American ne
il epnr - z. K P : . ’ ‘
Amensin-Crientals., American-lndians, American-Iiimes, INC Amer:iZan Aeurs, Coantrazsrs May rely CN wrilien rspreszniahd

edcantrsss
Avestigaton.

32I3ry regarcing their status as MINOrFIty DUSINSES EnieTETIte un hiew of an InCezencent |



