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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between Amerind_Qil Co,
' , hercinafter designated and

referred tc as "Operator”, and the signatory party or parties other than Operator, sometimes hercinafter
referred te individually herein as “Non-Operator”, and collectively as “Non-Operators™,

WITNESSETH:

WHEREAS. the parties to this agrcement are owners of oil and gas leases and/or oil and gas in-
terests in “he land identified in Exhibit “A”, and the partics hereto have reached an agreement to explore
and develop these leases and ‘or oil and gas inlerests for the production of oil and gas to the extent and
as hereinaffer provided:

NOW, THEREFORE, it is agrced as follows:

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shall have the mcanings here ascribed
to them:

A. The term "oil and gas’ shall mean oil, gas, casinghcad gas, gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. Tha terms *‘oil and gas lease”, “lease” and “leaschold” shall mean the oil and gas lcases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreecment.

C. The term ‘'0il and gas interests” shall mean unlcased fee and mineral interests in tracts of
land lying within the Coniract Area which are owned by parties to this agreement.

D. The term “Contiract Area” shall mean all of the lands, oil and gas leasehold interests and oil
and gas inlerests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leaschold interests and oil and gas inlerests are described in Exhibit “A”.

E. Th2 term ‘*‘drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

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

H. The terms “Non-Drilling Party” and “Non-Conseniling Party” shall mean a party who elects
not to participate in a proposed operation.

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

ARTICLE 1L
EXTHBITS

The following exhibits, as indicated below and attached hereto. are incorporaled in and made a
part hereof:
Xj A. Exhibit “A", shall include the following information:
(1) Identification of lands subject to agrecement,
(2} Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
$A0 O AR R X X KX XX X LXK X 00X X T KA B KK HHKK KT X AKX KB X KK HXK
(5) Addresses of parties for notice purposes.
TR XELRICK FXTK KPR R HAXK
C. Exhibit “C”, Accounting Procedure.
D. Exhibit “D”, Insurance.
E. Exhibit “E", Gus Balancing Agreement,
T ORI R R XORXK KKK KH KK KX X AXIXITE 30X 0K KX XXX HXASXAH KX NI KA KK KHX

SEal W

I any provision of any exhibit, except Exhibit “E", is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agrecement shall prevail
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ARTICLE 1L
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessce interest.

B. Interest of Parties in Costs and Production:

Exhibit “A” lists all of the parties and their respeclive percentage or fractional interests under this
agrecmant. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agrcement shall be borne and paid. and all equipment and material acquired in operations on the
Contract Arca shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Area. subject to the payment of lessor's royalties which will be
borne by the Joint Account. shall also be owned by the parties in the same manner during the term
hereof; provided, however, this shall not be deemed an assignment or cross-assighment of interests cov-
cred hereby.

ARTICLE 1IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and ‘or oil and gas interests included. or planned te be included, in the drilling unit around such well.
The opinion will include the ownership of the working interest, minerals, royalty, overriding royalty
and production payments under the applicable leases. At the time a well is proposed, each party con-
tributirg leases and ‘or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Fcderal Lease Status Reports). title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but nccessary for the examination of title, shall be obtained
by Opcrator. Operator shall cause title to be examined by attorneys on ils staff or by outside attorneys.
Copies of all title opinions shall be furnished i{o cach party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

7] Oplion No. 1: Costs incurred by Operator in procuring absiracts and title examination (including
preliminary. supplemental, shut-in gas royalty opinions and division order title opinions) shall be a
part of the administrative overhead as provided in Exhibit “C,” and shall not be a direct charge, whether
performed by Opcrator’s staff attorncys or by outside atiorneys.

XX Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside atlorneys
for tit]g—:;amination (including preliminary. supplemental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
Drilling Party bears to the total interest of all Drilling Parties as such inferests appear in Exhibit “A™.
Operator shall make no charge for services rendered by its staff atlorneys or other personnel in the
performance of the above funclions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements
required in connection with leases or oil and gas interests contributed by such party. The 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
chall no! prevent any party from sppearing on ils own behalf at any such hearing.

No well shall be drilled on the Contruct Arca until after (1) the title to the drillsite or drilling unit
has been examined as above provided. and (2) the title has been approved by the examining attorney or

title has Leen aceepted by all of the parties who arce to participate in the drilling of the well.

B. Loss of Title:

50 IR XL I T2 | .. 1.8 a4 LY ES-TUE DSRSUTE S R VPSR T SN SRS SNCT S S DRSS D
S Eamman i ~~ + e
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3 ability—on—t
part to the other parties hereto for drilling, development, operating or other similar costs by reason Af
such title failure: and

(b) There shall be no retroactive adjustment of expenses incurred or revenues received fyém the
operation of the interest which has been lost, but the interests of the parties shall be revised oy’an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the/interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced i the Contract
Arca by the amount of the interest lost; and

(c) If the proportionale interest of the other parties hereto in any producing wellfheretofore drilled
on the Contruct Area is increased by reason of the title failure, the party whose title has failed shall.
receive the procecds attributable 1o the increase in such interests (less costs ang? burdens attributable
therete) until it has been reimbursed for unrecovered costs paid by it in corAnection with such well;
and

(d) Should any person not a party to this agreement, who is determingl to be the owner of any in-
terest in the title which has failed, pay in any manner any part of the/ost of operation, development,
or cquipment, such amount shall be paid 1o the party or parties who bore the costs which are so refund-
ed; and

(e) Any liabilily to account to a third party for prior prodydlion of oil and gas which arises by
reason of title failure shall be borne by the parly or parties in yhe same proportions in which they shared
in such prior production; and

(f) No charge shall be made to the joint account for
with the defense of the interest claimed by any party
hereto that each shall defend title to its interest and beay

gal expenses, fees or salaries, in connection
1ereto, it being the intention of the parties
all expenses in connection therewith.

2. Loss bv Non-Payment or Erroneous Pavmegfit of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum rgfally or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest thereip/terminates, there shall be no monetary liability against
the party who failed to make such payvment. Anless the party who failed to make the required payment
secures a new lease covering the same iplerest within ninety (90) days from the discovery of the fail-
ure fo make proper payment, which 2 guisition will not be subject to Article VIIL.B., the interests of
the parties shall be revised on an acrfage basis, effective as of the date of termination of the lease in-
volved, and the party who failed make proper payment will no longer be credited with an interest in
the Contract Arca on account of 4wnership of the lease or interest which has terminated. In the event
the party who failed to makeAhe required pavment shall not have been fully reimbursed, at the time of
the loss, from the proceeds the sale of oil and gas attributable to the lost interest, calculated on an
acrcage basis, for the deyélopment and operatling costs theretofore paid on account of such interest,' it
shall be reimbursed for” unrecovered actual costs theretofore paid by it (but not for its share of the
cost of any dry hole greviously drilled or wells previously abandoned) from so much of the following
as is necessary to ¢ffect reimbursement:

(a) Proceeds”of oil and gas, less operating expenses, therefofore accrued to the credit of the lost
interest, on an/creage basis, up to the amount of unrecovered costs;

(b) Progleds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage bydis, of that portion of oil and gas thereafter produced and marketed (excluding production
from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable

.\

and
(c) Any monies. up to the amount of unrecovered costs, that may be paid by any party who is, or

an - Cad o AR PR TN £ 41 I 1.2 4 L il - : SO SR T R I3m 41 (ramdynnt A e av Q
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3. Other Losses: A”H(};lces incurred, XK ERRX K HEHX XX HXXXXAK XK XEIODPIXXIFLLEX XK RX KR IKX
AR IXEH XY R LXK LYY I XEYORXNKKXHK ¢hall he joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Arca.

ARTICLE V.
OI'ERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPIRATOR:

— Amerind_0il_Co._ shall be the
Operator of the Contract Arca. and shall conduct and divect and have full control of all operutions on
the Contract Area as permitted and reguired by, and within the limits of, this agrecement. It shall con-

duct all such operations in a good and workmunlie manner. but it shall have no liability as Operator
to the other purties for losses sustained or linbilities incurred. cxcept such us may sesult from gross

neglizence or wiilful misconduct.
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign al any time by giving written notice
thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the
Contract Arvea, or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or
refuses to curry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A", and not on the number of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators 1o remove Operator, unless a successor
Operator has been sclected and assumes the duties of Operator at an earlier date. Operator, after effect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operalor or transfer of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2. Seclection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
erator shall be sclected by the Parties. The successor Operator shall be seleeted from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more partics owning a majority interest based on ownership as shown
on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employces:

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

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual
rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in the
drilling of wells. but its charges therefor shall not exceed the prevailing rates in the area and the rate
of suck charges shall be agreed upon by the parties in writing before drilling operations are com-
mencec, and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VI,
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__15th_day of ___September__ , 19_84. Operator shall commence the drill-
ing of a well for ¢il and gas at the following location:

660' FNL & 510' FWL Section 28, T-16-S, R-37-E, Lea County,
New Mexico

and shall thercafter continue the drilling of the well \_'.'ilh due diligence to

a depth sufficient to test the Strawn formation

unless granite or other practically impenctrible substance or condition in the hole. which renders
further drilling impruactical, is encountered at a lesser depth, or unless sl parties agree to complete or

abanden the well at a lesser depth.

Opcrautor shall make reasonable tests of all formations encountercd during drilling which give in-
dication of containing oil and gas in quantitics sufficient 1o test. unless this agreement shall be limited
in its upplicstion to a specific formation or formations. in which e¢vent Operztor shall be required to

test only the formution or formations to which this agreement may apply.
. in Opcerator's judgment. the well will not produce oil or gas in paying quantitics, und it wishes

to plug and abandon the well as a dry hole. it shall {irst sccure the ‘consent of all parties und shall

plug and cbandon same as provided in Aiticle VLE.L hereof.

-4
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B. Subscquent Opcerations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Coniract Area
other than the well provided for in Article VILA., or to rework, deepen or plug back a dry hole drilled
at the joint expense of all parties or a 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 a well shall give the
other partics written notice of the proposed operation, specifying the work to be performed, the loca-
tion. proposed depth. objective formation and the estimated cost of the operation. The partics receiv-
ing such a notice shall have thirty (30) days after recceipt of the notice within which to notify the
partics wishing to do the work whether they elect to participate in the cost of the proposed operation.

If a drilling rig is on location, notice of proposal to rewo l\ n%:uq chk o< gn)xllhdeeper may be given
by 1o]ephone and the response period shall be limited to fast .;*‘ AN U ,s, :
Srday—sidezaldralidavs:  Failure of a party receiving such notice to reply within the period above fned

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 prompily confirmed in writing.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1. or VILE.1. elects nol {o participate in the proposed operation, then, in order io 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 sixty (60) dayvs after the expiration of the noZlce period of
thirty [30) days (or as promptly as possible after the expiration of the ;tﬂéllt.;/b_,f.ﬁ_u_fy} Dn‘ period
where the drilling rig is on location, as the case may bhe) actuallv commence work on the proposed
operation and complete it with due diligence. Operator shall perform all work for the account of the
Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator {o perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
conducting operalions on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after rcceipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”",
or (b) carry its proportionate part of Non-Consenting Parties’ interest. 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 Parties in
the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leaschold estates involved in such operations free and clear of all liens and
encumbrances of every kind crealed by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk. and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consentling Parties.
Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Party
shall be deemed to have relinquished to Consenting Parties, und the Consenting Parties shall own and
be entitled to receiveXim—prepertion to thels wopistive =-i—=is- all of such Non-Consenting Party's
interest in the well and share of pxuduc.mn thierefrom until the procceds of the sale of such share,
calculaled at the well, or market value thereof if such share is not sold (after deducting production
taxes, rovally, overriding royalty and other interests existing on the cffective date hercof, payable out of
or measured by the production from such well accruing with respect to such interest until it reverts)
shall eqgual the total of the following:

(a)1150% of cach such Non-Consenting Partly’s share of the cost of any newly acquired surface
cguipment bevond the wellhicad conncctions (including, but not limited to, stock tanks, separators,
tresters. pumping ecquipment and piping). plus 100% of cuch such Non-Consenling Purty's share of the
cost of operation of the well commencing with first preduction and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being
agreed that cach Non-Consenting Party’s share of such costs and cquipmient will be that inlerest which
would huve been chargeable to each Non-Consenting Party had it p‘.‘X.l(‘lyu.Cd in the well from the be-

ginning of the operation: and
(b"oo °> of that porfion of the costs and cxpuenses of drilling reworking, deepening, or plugging
Lack, testing und completing, after deducting any cash contributions reccived under Article VIILC., and

-5 )
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150 9% of that portion of the cost of newly acquired equipment in the well (1o and including the well-
head connections), which would have been chargeable {o such Non-Consenting Party if it had partici-
pated therein,

Gas production attiributable to any Non - Consenting Party’s relinquished interest upon such Party’s
clection, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direet to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party's share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties arc entitled to reccive Non-Consenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, severance, gathering and other taxes, and all royalty, overriding royalty and other
burdens applicable to Non-Consenting Party’s share of production.

In the case of any reworking, plugging back or dceper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, .all casing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
plugging back or deeper drilling, the Consenting Farties shall account for all such equipment to the
owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
salvage.

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the opcrations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back, testing, completing, and equipping the well for production; or, at its option,
the operating party, in licu of an itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of oil and gas produced from it and the
amount of proceeds realized from the sale of the well’s working interest production during the preceding
month. In determining the quantity of oil and gas produced during any month, Consenting Parties
shall use industiry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly'acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Pariy shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
the arnounts provided for above, the relinguished interests of such Non-Consenting Party shall auto-
matically revert 1o it, and, from and after such reversion, such Non-Consenting Party shall own the same
interest in such well, the material and equipment in or pertaining thereto, and the production there-
from as such Non-Consenting Parly would have been entitled to had it participated in the drilling,
reworking, decpening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and, shall pay its proportionate part of the further costs of the operation of said well in
accordunce with the terms of this agreement and the Accounting Procedure, attached hcereto,

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 eclsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever 1o the drilling of the initial
well deseribed in Article VI A, except {(a) when Option 2, Article VIILD.1, has been selected, or (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thercafter shall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
VLA.

C. Right to Take Production in Kind:

Ezch party shall have the right to take in kind or separately dispose of its proportionate thare of
all wil und gas produced from the Contract Area, exclusive of production which may be used in de-
velopment und producing operations and in preparing and treating oil for muarketing purposes and
production unaveidubly lost.  Any extra cxpenditure incurred in the taking in kind or scpuarute dispo-
sition by uny party of its proportionate tharce of the production shall be borne by such party. Any
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party tsking its share of production in kind shall be required to pay for only its proportionate share
of such part of Operator's surface facililies which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its
interest in production from the Contract Arca, and, except as provided in Article VII.B,, shall be entitled
to receive payment direct from the purchaser thereof for its share of all production,

In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of ils proportionate share of the oil and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas or sell it 1o others at any {ime and from time to time, for the account of the non-taking
party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
erator shall be subject always to the right of the owner of the production to exercise at any time its
right to take in kind. or separately dispose of, its share of all oil and gas not previcusly delivered to a
purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no cvent for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
share of gas production without first giving such other party/&sis texa notice of such intended
sale. : 72 hours

In the event one or more parties’ separate disposition of its share of the gas causes split-stream de-
liveries to separate pipelines and ‘or deliveries which on a day-to-day basis for any reason are not
exactly equal to a party’s respective proportionate share of total gas sales to be allocated to it, the
balancing or accounting between the respective accounts of the parties shall be in accordance with
any Gas Balancing Agreement between the parties hereto, whether such Agreement is attached as
Exhibit “E", or is a separate Agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations. and shall have access at reasonable times {0 information pertaining to the de-
velopment or operation thereof, including Operator’s books and records relating thereto. Operator, upon
request, shall furnish ecach of the other parties with copies of all . forms or reports filed with govern-
mental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports
of stock on hand at the first of each month, and shall make available samples of any cores or cuttings
taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well
which has been drilled under the iferms of this agreement and is proposed to be completed as a dry hole

shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
twenty:f; Zurs

effort, be unable to contact any party, or shou]d any party fail to reply within < :

FSaturdey-Siedas lestth 39 after receipt of notice of the proposal to plug and
abandon such well, such palty shall be deemcd to have consented 1o the proposed abandonment. All
such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
jects 1o the plugging and abandoning such well shall have the right to take over the well and conduct
further operations in scarch of oil and ‘or gas subject 1o the provisions of Article VI.B.

2. Abhandonment_of Wells that have Produced: Except for any well which has been drilled or re-
worked pursuant to Article VI.LB.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
of all “he parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonment
of such well, all parties do not agree to the sbandonment of any well, those wishing to continue its op-
cration shall tender to each of the other parties its proportionate shure of the value of the well's salvable
material and equipment, determined in accordunce with the provisions of Exhibit “C™, less the estimated
cost of salvuging and the estimated cost of plucging and abandoning. Each abundoning party shall
assign fto the non-abandoning parties, without warranty, express or implied. as to title or as to quantity,
guality, or fitness for use of the equipment and material, ol of its interest in the well and related equip-
ment, together with its interest in the Jeaschold estate as to, but only as to, the interval or intervals of the
formation or formations then open to production. If the interest of the abandoning party is or includes
an oil and gas interest, such party shall exceute and deliver to the non-sbhandoning party or parties an
0il and gas lesse, limited to the interval or intervils of the formation or formations then open to produc-
tion, for 2 term of one year and so long thereafter as oil and or gas is produced from the interval or inter-

g
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vals of the formation or formations covered thereby. such lease to be on the form attached as Exhibit
“B". The assignments or leases so limiled shall encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of intcrest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of
the separate ownership of the assigned well,

ARTICLE VII,
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

B. Licns and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
securily interest in its share of oil and ‘or gas when extracted and its interest in all equipment, to secure
payment of ils share of expense, together with interest thereon at the rate provided in the Aécounting
Procedure attached hereto as Exhibit *C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the Stale, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the right, without prejudice to
other rights or remedies, to collect from the purchaser the proceeds from the sale of such Non-Operator’s
share of cil and or gas until the amount owed by such Non-Operator, plus interest has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
erator’'s nroportionate share of expense,

If any party fails or is unable to pay ils share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion that the interest of cach such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, 1o obtain reimburse-
ment thereof, be subrogated to the sccurity rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses
incurred in the development and operation of the Contract Arca pursuant to this agreement and shall
charge cach of the parties hereto with their respective proportionate shares upon the expense basis pro-
vided in the Accounting Procedure attached hercto as Exhibit “C”. Operator chall keep an accurate
record of the joint account hereunder, showing expenses incurred and charges and credits made and
reccived. )

Operator, at its election. shall have the right frem time to time to demand and receive from the
other parties payvment in advance 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 excercised only
by submission to each such party of an itemized stalement of such estimated expense, together with
an invoice for its share thercof. Euach such stutement and inveice for the payvment in advance of eosti-
mated expense shall be submitted on or before the 20th day of the next preceding month. Each party
shall pay to Operator its proportionate share of such cstimate within fiflecen (13) days after such es-
timate and invoice is received. I any party fails to pay its shure of said estimute within said time, the
smount due shall bear interest as provided in Exhibit ~C™ until paid. Proper uwdjustment shall be
made monthly between cdvances and sctual expense to the end that cach party shall bear and vay its
proportionate share of actual expenses incurred. and no more.

-8 -
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or decpened, ex-
cept any well drilled or decpened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent {o the drilling or deepening shall include:

] Option No. 1: All necessary expenditures for the drilling or decpening, testing, completing and
equipping of the well, including necessary tankage and/or surface facilities,

XJ ©Option 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, Operator shall give im-
mediale notice to the Non-Operators who have the right to participate in the completion costs. The parties
receiving such notice shall have forty-cight (48) hours (exclusive of Saturday, Sunday and legal holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, ‘ncluding necessary tankage and,’or surface facilities. Failure of any party 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 completion attempt. If one or more, but less than all of the parties, elect to set pipe and
to attempt a completion, the provisions of Article VI.LB.2. hereof (the phrase “reworking, deepening or
plugging back™ as contained in Article VIL.B.2. shall be decemed to include ‘“‘completing”) shall apply to
the operations thereafter conducted 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 a well reworked or plugged back pursuant t{o the provisions of Article VI.B.2. of this agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
consent to all necessary expenditures in conducting such operalions and completing and equipping of
said well, including necessary tankage and/or surface facilities.

3. Other Opcrations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of JTwenty-Five Thousand and no/100----- Dollars ($.25,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
Operator, upon request, shall furnish copies of its ““Authority for Expenditures” for any single project

costing in excess of _Twenty-Five Thousand_and no/1Q00----~----pollars ($ _25,000.00 ).

E. Royalties, Overriding Royallies and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent xocX
XXX A AX XXX XXX XXX XX XX XX due on its share of production and shall hold the other parties free
from any liability therefor. If the interest of any partiy in any oil and gas lease covered by this agree-
ment is subject to any royaltly, overriding royally, production payment, or other charge over and above
the aforesaid royally, such party shall assume and alone bear all such obligations and shall account
for or cause to be accounied for, such interest to the owners thereof, .

No party shall ever be responsible, on any price basis higher than the price received by such party,
to any other party’s lessor or royally owner; and if any such other party's lessor or royalty owner should
demand and receive settlements on a higher price basis, the party contributing such lease shall bear the
royalty burden insofar as such higher price is concerned.

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

Rentals, shut-in well 'puymenls and minimum royalties which may be required under the terms of
any lcase shall be paid by the party or parties who subjected such Jease to this agreement at its or their
expense. In the event two or more parties own and have contributed interests in the same lease to this
agreement, such parties may designate one of such parties to make said payments for and on behalf of all
such purties. Any party may request, and shall be entitled to receive, proper cvidence of all such pay-
ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum
royvalty through istuke or oversight where such payment is required to continue the lease in force,
any loss which results from such non-payment chall be borne in accordarnice with the provisions of Article
1V.B.2.

Opcrutor shall notify Non-Operator of the anticipated completion of a shut-in gas well. or the shut-
ting in or return to procduction of a producing gus well, at least five (5) days (excluding Suaturday, Sun-
day and holidays), or ot the carliest opportunity permitted by circumstances. prior to tuking such action,
but asstumes no Nability for failure to do so. In the cevent of fuilure by Operator to so notily Non-
Opcrator, the loss of any lease contributed herclo by Non-Operator for fuilure to muxe timely jayments
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of any shut-in well ‘paymcnt shall be borne jointly by the -parties hereto under the provisions of Article
1V.B.3. '

G. Taxes:

Beginning with the first calendar year after the effective date hercof, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes, and it shall puay all such taxes assessed thercon before they become delinquent. Prior to the ren-
dition date, cach Non-Operator shall furnish Operator infermation as to burdens (to include, but not be
limited to, royvalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding 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 reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C".

If Opcrator considers any tax assessment improper, Opcrator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may eclect to pay, under protest, all such taxes and any interest and
penally. When any such protesied asscssment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C".

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party’s share of oil and/or gas pro-
duced “under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hercunder, Operator shall comply with the Workmen'’s
Compensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joinl account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation 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 Liability Insurance is specified in said Exhibit “D", or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator’s fully owned automotive cquipment.

ARTICLE VIIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
not be surrendered in whole or in part unless all parties consent thereto.

Hewever, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thercto, the party desiring to surrender shall assign, without express
or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and
cquipment which may be located thereon and any rights in production thereafter secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing party shall exccute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for a term of onc year and so long thereafter as oil and,'or gas
is produced from the land covered thercby. such lease to be on the form attached hereto as Exhibit “B™.
Upon =uch assignment, the assigning party shall be relicved from all obligations thereafter accruing,
but not therctofore accrued, with respect to the acrcage assigned and the operation of any well thercon,
and the ussigning party shall have no further intercst in the lease assigned und its equipment und pro-
duction other than the royalties retained in any lease mude under the terms of this Article. The purties
uesignee shall pay to the party assignor the reasonable salvige value of the lutter’s interest in any wells
and equipment on the assigned :.cx’cdgc. The vazlue of all material shall be determired in accordance
with the provisions of Exhibit “C™, less the cstimated cost of salvaging and the estimiated cost of plug-
ging and ahindoning. If the assignment js in favor of more than one party, the assigned interest shull
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be shared by the parties assignee in the proportions that the interest of cach bears to the interest of all

parties assignee,

Any assignment or surrender made under this provision shall not reduce or change the assignor's or
surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
Area; and the acreage assigned or surrendered. and subsequent operations thereon, shall not thereafter
be subzect to the terms and provisions of this agreement.

B. Renewal or Extension of Leases:

If any party secures a rencwal of any oil and gas lease subject to this Agreement, all other parties
shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
of suck notice in which to elect to participate in the ownership of the renewal Jease, insofar as such
lease affcets Junds within the Contract Area, by payving to the party who acquired it their several proper
proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
which zhall be in proportion to the interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
their respective percentage of participation in the Contract Area to the aggregate of the percentages
of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participales in the purchase of a renewal lease shall be given an assignment of its
proportionate interest therein by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its area or an interest therein. Any rencwal lease
taken tefore the expiration of its predecessor lease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision: but any lease taken or cox_ﬂracted
for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
lease and shall not be subject to the provisions of this agreement.

The provisions in this Article shall apply also and in like manner to extensions of oil and gas
leases.

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
of a well or any other operation on the Contract Area. such contribution shall be paid to the party who
conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
other operation. 1f the contribution be in the form of acreage. the party to whom the contribution is
made shall promptly tender an assignment of the acrcage, without warranty of tille, to the Drilling
Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
accept such tender, such acrcage shall not become a part of the Contract Area. Each party shall prompt-
ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
any other operation on the Contract Arca.

If any party contracts for uny consideration relating to disposition of such party’s share of substances
produced hereunder, such consideration shall not be dcecemed a contribution as contemplated in this
Article VIIL.C,

D. Subsequently Created Interest:

Notwithstanding the provisions of Article VIILE. and VIII.G., if any party hereto shall. subsequent
fo exccution of this agreement, create an overriding rovalty. production pavment. or net proceeds inter-
cst. which such interests are hereinafter referred to as “subscguently created interest”, such subsequently
created interest shall be specifically made subject to &1l of the terms and provisions of this agreement, as
follows:

1. If non-cons<ent operations are conducted pursuant to any provision of this agrcement, and the
purty conducting such operations becomes cntitled to receive the production attributable to the interest
out of which the subsequently created interest is derived. such party shall receive sume {ree and clear
of such subzcquently created interest. The party cresting sume shall Bear and pay all such subzequently
created interests and shall indemnify and hold the other parties hereto free and harmless from any und

all lability reculting therefrom.
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2. If the owner of the interest from which thé subsequently created interest is derived (1) fails to

1
2 pay. whon due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
3 visions of Article VLE. hereof, or (3) elects to surrender a lcase under provisions of Article VIILA.
4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
5 hereunder in the same manner as if such interest were a working interest. For purposes of collecting
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above
7 shall have the right to enforce all provisions of Article VILB. hercof against such subscquently created
8 interest.
9
10 E. DMaintenance of Uniform Interest:
11
12
13
14 In the event of transfer, sale, encumbrance or other disposition of interest
15 within the Contract Area which necessitates separate measurement of production,
16 the party creating the necessity for such measurement shall alone bear the
17 cost of purchase, installation and operation of such facilities.
18
19
20
21 Every such sale. encumbrance, transfer or other disposition made by any party shall be made ex-
22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.
23
24 If, at any time the interest of any party is divided among and owned by four or more co-owners,
25 Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
26  authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
27  share of the joint expenses. and to deal generally with, and with power to bind, the co-owners of such
28 party’s interests within the scope of the operations embraced in this agreement; however, all such
29  co-owners shall have the right to enter into and execcute all contracts or agreements for the disposition
30  of their respective shares of the oil and gas produced from the Contract Areca and they shall have the
31 right t¢ receive, separately, payment of the sale proceeds hereof. )
32
33 F. Waiver of Right to Partition:
34
35 If permitted by the laws of the stale or states in which the property covered hereby is located, each
36 party hereto owning an undivided interest in the Contract Arca waives any and all rights it may have
37 to partition and have set aside to it in severalty its undivided interest therein.
38
39
40
41 Shetldryperirdesirete—rell sl ar anrpartalileinlereds—underthisagreement—or-itsishic ondr
42  interests in the Contract Arca. it shall promptly give written notice to the other parties, with—da1l infor-
43  mation concerning its proposed sale, which shall include the name and address of € prospeciive pur-
44 ite, and all other terms of
45 for a period of ten (10) days after
46 ‘onditions the interest which the other party
47 ¢rcised, the purchasing parties shall share the pur-
48 e interest of cach bears to the total interest of all purchasing
49 no preferential right to purchase in those cases where any party wishes
50 #rT51s, or to dispose of its interests by merger, reorganization, consolidation, or sale
51  of all oreaDstuntially all of its assets to a subsidiary or parent company or {o a subsidiary of a parent
52 e erta L cngnmane I cachieh aaee apa poete ouonpe o gomssinelde af the oinel
53
54 ARTICLE 1X.
55 . INTERNAL REVENUE CODE ELECTION
56
57 This sgreement is not intended fo create, and shall not be construed to create, a relationship of part-

58 nership or an associalion for profit between or among the parties hercto. Notwithstanding any pro-
59  visions herein that the rights and liubilities hereunder are scveral and not joint or collective, or that this
60 agreement and operations hercunder shall not constitute a partnership, if, for Federal income tax pur-
61 poses. this agreement and the operations hereunder are regarded as a partnership. cach party hereby
62  affected cleets to be excluded from the application of all of the provisions of Subchupier "K', Chaptler
63 1. Subtitle A", of the Internal Revenue Code of Y934, as permitted and authorized by Section 761 of
61 the Cude und the regulations promulcated thercunder. Operator is authorized and directed to exccute on
65  bchalf of cach purty hereby affected such evidence of this clection as may be required by the Sceretary
66  of the Treussury of the United Stutes or the Federal Internal Revenud Scervice, including specifically, but
67 not Ly wuy of limitation, all of the returns, statements. and the dota required by Federal Regula-
68 tions 1.761. Should there be any rcequirement that cach party hereby affecied give further evidence of
69 this clection, cuch such party »hall exceute such decuments and furnish such other cvidence as may be
T requtived by the Federal Internal Revenue Scrvice or os may be necessary to evidencee this election, No

-12-
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is Jocated or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K”,
Chapter 1, Subtitle A", of the Internal Revenue Code of 1954, under which an clection similar {o that
provided by Section 761 of the Code is permitted, cach party hereby affected shall make such clection as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Operations hercunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Opecrator may setile any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed —--=-=Ten_Thousand_and no/100--~=-—-=ecen-cmceccacaw==-- Dollars
($.10,000,00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlemont excceds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising {rom operations hereunder over which such individual has no control because of the rights given
Operator by this agrecement, the party shall immediately notify Operator, and the claim or suit shall
be trecated as any other claim or suit involving operations hercunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
under this agreement, other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
thereupon, the obligations of the party giving the notice, so far as they are affecled by the force majeure,
shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
shall use all reasonable 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 settlement of sirikes, lockouts, or other labor difficulty by the party involved, contrary to its
wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
concerned.

The term “force majeure”, as here emploved, shall mean an act of God, strike, lockout, or other
industrial disturbance. act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment,
and any other cause, whether of the kind specifically enumecrated above or otherwise, which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIIL
NOTICES

All notices authorized or required between the parties, and required by any of the provisions of
this agrcement, unless otherwise specifically provided, shall be given in writing by United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the parly to
whorn the notice is given at the addresses listed on Exhibit “A’". The originating notice given under any
provision hereof shall be deemed given only when received by the party to whom such notice is directed,
and the time for such party to give any notice in response thereto shall run from the date the originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when scent by teletvpe. Each party shall have the right to change its address at any time, and from
time to time, by giving written notice hereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT
This sgreement shall remain in full force and effect zs to the oil and gas leases and ‘or oil and gas in-
terests subjected hereto for the period of time sclected below: provided, however, no party hercto shall
ever he construed as having any right, title or interest in or to any lease, or oil and gas mterc=t con-
tributed by any other party beyond the term of this agreement.

] Opt:m No. 1: So long as any of the oil and gas lcases subject 1o this agreement remain or are con-
tinued in furce os to any part of the Contract Arca, whether by production, extension, renewal or other-
wise, and,‘or so long as oil and/or gas production continues from any lcase or oil and gas interest.

-13 -
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3 P_-g_iion No. 2: In the event the well deseribed in Article VI.A., or any subsequent well drilled
under any provision of this agreement, results in production of oil and ‘or gas in paying quantities, this
agreement shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, ard for an additional period of 120 days from cessation of all production; provided, however,
if, prior {o the cxpiration of such additional period, one or more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been compleled and if production results therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VI.A, or any subsequent well
drilled hereunder, results in a dry hole, and no other weii is producing, or capable of producing oil
and,'or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
tions are commenced within __120___days from the date of abandonment of said well.

It is agrced, however, that the termination of this agrcement shall not relieve any party hereto from
any liability which has accrued or attached prior to the date of such termination.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is localed, to the valid rules, regulations, and orders of any duly constituted regulatory body of
said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-~
ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in-
terpretation or construction, shall be governed and _determined by the law of the state in which the
Contract Areca is located. If the Contract Area is in two or more states, the law of the state whe}'e most
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER I'ROYVISIONS

-14 -
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ARTICLE XVI.
MISCELLAKEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be exceuted in any number of counterparts, cach of which shall be considered

an original for all purposes.

IN WITNESS WHEREOF, this .agrccmcnl shall be effective as of _15t dayof _July

19_84_.

OPERATOR

AMERIND OIL CO.

By: ! ~

Robert C. Leibrock
One of its Partners

NON-OPERATORS

Dorothy Jean Van Zant Sanders

J.R. McGinley, Jr.

Attest:

By :

Attest:

By:

Attest:

By:

Attest:

By:

Attest:

By:__-

Assistant Secreté;&

Attest:

By:

J.H. Van Zant, II

SHELT. WESTERN E&P, INC.
BY:

SOHIO PETROLEUM CO.
BY:

LANROY, INC.

BY:

CLEROY, INC.

-BY:

FEIMONT OIL CORPORATION
BY: .

-

BLACK BEAR OIL & GAS CORP,
BY: -

* Subject to Letter Aareement dated August 22, 1984, by and between Fe1honf Oif
Corporation and Amerind 0i1 Company.
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EXHIBIT "A"

Attached to and made a part'df‘that certain Operating
Agreement dated July 1, 1984, between Amerind 0il Co.,
as Operator, and Sohio Petroleum Company, et al, as

Non-Operator.

IDENTIFICATION OF LANDS SUBJECT TO AGREEMENT:

Northwest Quarter (NW/4) of Section 28, Township 16
South, Range 37 East, N.M.P.M., Lea County, New Mexico,
from the surface of the earth down to the base of the

Strawn formation.

WORKING INTEREST OF THE PARTIES:

Owners

Amerind 0il Co.
Felmont Oil Corp.
Shell Western LE&P, Inc.
- Sohio Petroleum Co.
Black Bear 0il & Gas Corp.

- J.R.

McGinley, Jr.

~Cleroy, Inc.
~— Lanroy, Inc.

J.H.

Van Zant, 11

Dorothy Jean Van Zant Sanders

ADDRESSES AND NOTICES OF THE PARTIES:

1.

Dorothy Jean Van Zant Sanders
Suite 508

Sinclair Building

106 W. Fifth Street

Fort Worth, Texas 76102

J.H. Van Zant, II

1730 Commerce Building
307 West 7th

Fort Worth, Texas 76102

Shell Western E&P, Inc.
P.0. Box 991

Fouston, Texas 77001
Attn: Mr. Rick A. Goenner

Amerind 0il Co.

500 Wilco Building
Midland, Texas 79701
Attn: Mr. Robert Leibrock

Felmont 0il Corp.

P.0. Box 2266

Midland, Texas 79702
Attn: Mr. Frank McCabe

Sohio Petroleum Co.

Two Lincoln Center

5420 LBJ Freeway

Suite #1000/LB 03
Dallas, Texas 75240
Attn: Mr. Gary Fusfield

J.R. McGinley, Jr.
Lanroy, Inc.

Cleroy, Inc.

512 Mayo Building

P.C. Box 3405

Tulsa, Oklahoma 74101

Percent

72.5011
.6250
.6875
.3750
.1250
.0413
.0413
.0413
. 78125
. 78125
100.00000

HEREWOASOD

Black Bear 0il & Gas Corp.
505 N. Big Spring

Suite 404 '
Enetgy Square Building
Midland, Texas 79701

Attn: Mr. Jim Leeton
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EXHIBIT  * ¢ "

Attached to and made a part of _Operating Agreement dated July 1,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Opecrator and Non-Opcrators.

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

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

“Personal Expenses’” shall mean travel and other reasonable reimbursable expenses of Operator’'s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint:- Property.

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the X-X)(‘Xtéayl‘us attorney’s fees, court costs, and other costs in connection with

the collection of unpaid amounts. grea

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and staltements rendered to Non-Opcrators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator {akes
written exception thereto and makes claim on Operator for adjustiment. No adjusiment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and rccords relating to the Joint Account for any calendar year within the twenty-four (24) month
period follewing the end of such calendar ycear; provided, however, the making of an audit shall not extend the
time for the taking of writlen exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audils in a manncr which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion ‘of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Cperator.

Approval by Non-Opcrators

Where an zpproval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Opcrator’s proposal, and
the agreement or approval of a majority in interest of the Non-Opcrators shall be controlling on all Non-Opera-
tors.

—_1 —



II. DIRECT CHARGES'’

Operator shall charge the Joint Account with the following items:
1. Rentals and Royalties
Lcase rentals and royalties paid by Operator for the Joint Operations.

2. Labor

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

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

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

B. Opcrator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
emplovees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 213 may be charged on a *when and as paid basis” or by ‘“percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of 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 asscssments imposed by governmental authority which are
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 Account under
Paragraph 2A of this Section IL

3. Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeatle to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to excced twenty -three percent (23%), or the percent most recently recommended by the

g?a%ﬁll] of Petroleum Accountants Societies of North America.

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

plus stocks shall be avoided.

5. Transportation ; )
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed

to by the Parties.

B. If surplus Material is moved to Operator’s warchouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

6. Secrvices
The cost of contiract services, cquipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Secction II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel! not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Opcrator
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and opcration. Such rates shall include costs of maintenance, repairs,.other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed cight per cent (8¢¢)
per annum. Such rates shall not cxceed average commercial rates currently prevailing in the immediate area
of the Joint Property. -
. In jicu of charges in Paragraph 7A above, Opecrator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 207, For automotive cquipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replocement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm. thelt, accident, or other cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shuil furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thercof has been received by Operator.

9. Lcgal Expense
Expense of hundling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts puid for scttlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’'s legal staff
or fees or expense of outside attorneys shall be mude unless previously agreed to by the Parties. All other legal
expense is considered to Le covered by the overhead provisions of Secction HI unless otherwise agreed to by the
Parties, except as provided in Section 1, Paragraph 3.
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10.

11.

12,

1.

Taxes

All taxes of every kind and nature assessed or Jevied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Opecrator for the benefit of the
Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and or Employers Liability under the respective state's lJaws, Operator may, at its election,
include the 1isk under its self-insurance program and in that cvent, 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.

111. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operatlions 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 applicabic burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matiers before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreced to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employces and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not () be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Opcrator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $_4000.00
Producing Well Rate $400.00

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

(a) Drilling Well Rate . .
re-entry or be for a minimum of one month to

[1] Charges for onshore/dri]]ing wells shall/begm on the date the well is spudded and {erminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and {erminate on the date the drilling or completion equipment moves off loca-
tion or rig is relcased, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for {ifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from dale workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more 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 commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

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

[5] AN other inactive wells {including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement 1o which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plving the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum snd Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum und Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Burcau of Labor Statistics, or the.
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overheuad - Percentage Basis .
(1) Operator <hall churge the Joint Account at the following rates:

(a}) Development
Percent (<) of the cost of Development of the Joint Property exclusive of costs
px ovided under Paragraph 9 ()f Section IT and all salvage credits.

(b) Operating
. _Percent ( 7)) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property. ‘

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all cosis in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of constiruction or installation of {ixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de:.red in
Parazraph 2 of this Section III. All other costs shall be considered as Operating.

Overhead - Major Construction T0 BE NEGOTIATED

‘J‘«

of § :
A. % ] costsare more than $_______~_ but less than § ; plus

B. but less than $1,000,000; plus
C.

Total cost shall mean the gross cost of any one project.
of a single project shall not be treated separately and the cost of

the purpose of this paragraph, the component parts
dlling and workover wells shall be excluded.

Amendment of Rales

The Overhezd rates pr ovided for in this Sectlon III may be amended from tlme to tiy nly by mutual agreement
RN £ PECTET o o ~4.
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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 credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and, or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to cutsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-QOpera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the 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 received. In case
of Matlerial found 1o be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operalor, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A)
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Properly where such Material is nor-
mally available,

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.o.b. railway recciving point ncarest the Joint Property where such Material is normally
available.

B. Good Used Alaterial (Condition B)

Aaterial in sound and serviccable condition and suitzble 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 this Section 1V,

(2) Miaterial moved from the Joint Property .
(a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of this Section 1V,
if Material was originally chuarged to the Joint Account as new Matenial, or
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{b) «t sixty-five percent (65%) of current new price,, as determined by Paragraph 2A of this Scction
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (759 ) of current new price, K
The cost of reconditioning, if any, shall be absorbed by the transferring property.

- C. Other Uscd Material (Condition C and D)

The

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (507¢) of current new price as.determined by Para-
graph 2A of this Scction 1V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition 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 ils original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Naterial under procedures normally utilized by the Operator without prior approval
of Non-Qperators.

D. Obsolete Alaterial

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 ren-

dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (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 cqualized under provisions of Paragraph 5 of Section II.

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may 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 -0 billing Non-Operators for such Material. Each Non-Operator shall have the right, by so électing and
notifying Opcrator 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.

Warranty of Material Furnished by Opecrator

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

V. INVENTORIES

Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
{ory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Invenfories

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

Special Inventories

Special Inventories may be taken whenever there is uny sale or change of interest in the Joint Property. It shall
be the duly 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.

Expense of Conducting Periodiec Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement
dated July 1, 1984 between Amerind 0il Co., as Operator,
and Sohio Petroleum Company, et al, as Non-Operator

OPERATOR agrees to contract for and keep in full force and effect for the
duration of this agreement, insurance policies as follows:

(a) Workman's Compensation and Employers Liability Insurance
as may be required by the Taws of the state in which the

properties are located.

(b) General Public Liability in an amount not less that $100,000
for injuries to one person and $300,000 for injuries in any
one accident.

(c) Property damage insurance in an amount not Tless that $100,000.

(d) Automotive Public Laibility and Property Damage in an amount
not less that $100,000 for injuries to one person, $300,000
for injuries in any one accident and $100,000 property damage.

Such insurance may contain exceptions as. are reasonable in the sole judgement
of the operator, including but not limited to blowouts, underground damage,

etc.



EXRIBIT “E"

fttached to and made a part of that certain Operating fgreement
dated July 1, 1934 between Ffmerind 0i1 Co., as Operator,
and Sohio Petroleum Company, et al, as hon-Operator

GAS BALENCING AGREEMENT FOR GRS WELL FRODUCTION

During the period or periods when any party hereto hes no

market for, or its purchaser is unable to teke or if any party fails
to take its share of gas, the other parties shall be entitled to
produce cach month one hundred percent of the alloweble gas produc-
tion assigned to the Unit Arca by the e&ppropriale governmental
entity having jurisdiction, &and cach of such parties shall have the
right %o take all or any part of its pro rata .share. A1l pearties
herceto shall share in &and own the condensate recovered at the
surf{ace in accordance with their respective interest, but each party
tzxing svuch gas shall own all of the gas delivered to its purcheser.
Each party unable to market its share of the gas produced shall be
credited with cas in storage egual to 1ts share of the gas produced,
less its share of gas used in lease operations, vented or 1lost.
Operator shall meaintain a current account of the cas balance between
the parties and shall furnish all parties hereto monthly stetements
showing the total quantity of c¢as produced, used in lease operation,
vented or lost, and the total quantity of condensate recovered.

rfter written notice to Operalor, any perty may begin takxing
or delivering its share of the g¢ges produced. In &ddition to 1its
share, each party, until it has recovered its cas in storage and
balanced its gas &eccount, shall be entitled to take or deliver a
volume of gas eqgual to twenty-five percent of each over produced
party's shere of gas produced. I1f more thean one party is entitled
to the additional ces produced, they shall divide such &additional
gas in accordance with Unit participation.
In the event production of gas permanently ceases prior to
the time that the accounts of the parties have becen balanced, a
complete balancing shall be accomplished by a money settlement.
Such settleiment shall be based on the price or prices received by
each over produced party, less taxes, for its shere of the over

produced ges, without interest.

At 211 times while cas is produvced from the Unit krea, each
party shall make eapproprizte settlement of 211 royvelties, overriding
end other peyments out of, or in lieu of produc-
tion {or which is it responsible, &s if cach perty were leking or
delivering to a purchaser its shere, &nd its share only, of such ges
Fech perily hercto agrees to nold cech other perty herm-
end &1l clezims for royalily paymentis 2cscriced by

royelty interest,

production.
less froim any
royelty cwners 10 vwhem cach parly is eccounteble.



