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i OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and between Devon Energy Production Companv. L.P. 

4 , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

[0 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

11 Exhibit "A", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 productbn of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 

16 ARTICLE I . 

17 DEFINITIONS 

18 

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

20 A- The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 

22 B. The terms "oil and gas lease", "lease'* and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 lying within the Contract Area which are owned by the parties to this agreement. 

24 C. The lerm "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which are owned by parties to this agreement. 

26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas purposes under this agreement Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit "A". 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 

30 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 cstablish-

31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement ofthe Drilling Parties. 

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

33 G. The terms 'Drilling Party" and "Consenting Parly" shall mean a party who agrees to join in and pay its share of the cost of 

34 any operation conducted under the provisions ofthis agreement. 

35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 

36 in a proposed operation. 

37 See Article XV.A. for additional defined terms. 

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

39 singular, and the neuter gender includes the masculine and the feminine, 

40 

41 ARTICLE I I . 

42 EXHIBITS 

43 

44 The following exhibits, as indicated below and attached hereto, are incorporated bi and made a part hereof: 

45 0 A. Exhibit "A", shall include the following information; 

46 (1) Identification of lands subject to this agreement, 

47 (2) Restrictions, i f any, as to depths, formations, or substances, 

48 (3) Percentages or fractional interests of parties to this agreement, 

49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 

50 (5) Addresses of parties for notice purposes. 

51 • B. Exhibit "B", Form of Lease. 

52 0 C. Exhibit "C", Accounting Procedure. 

53 0 D. Exhibit "D", Insurance. 

54 0 E. Exhibit "E" Gas Balancing Agreement. 

55 0 F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 

56 • G. Exhibit "G",-Tax Partnership. 

57 I f any provision of any exhibit, except Exhibits "E"-<md "G", is inconsistent with any provision contained in the body 

58 of this agreement, the provisions in the body of this agreement shall prevail. 
5 9 JL H. Model Form Recording Supplement to Operating Agreement and Financfaig Statement 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

I ARTICLE i n . 

a INTERESTS OF PARTIES 

3 
4 A. Oil and Gas Interests: 

5 

6 IT any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 

7 and during the term hereof as i f it were covered by the form of oil and gas lease attached hereto as Exhibit "B ' \ and the owner thereof 

5 shall be deemed lo own both the royalty interest reserved in sucb lease and the interest of the lessee thereunder. 

9 

10 B. Interests of Parties tn Costs and Production: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be bome and 

13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

14 forth in Exhibit "A". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
and overriding royalties 

15 payment of royalties/ to the extent or one-eighth f l / a i which shall be bome as hereinafter set forth. 

16 

17 Regardless of which party has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due and 

18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 

19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 

20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 

21 by such party, to any other party's lessor or royalty owner, and tf any such other party's lessor or royalty owner should demand and 

22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 

23 such higher price. 

24 

25 Nothing contained in this Article HI. B. shall be deemed an assignment or cross-assignment of interests covered hereby. 

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 

29 Unless changed by other provisions, i f the interest of any party in any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other burden on production in excess ofthe amount stipulated in Article III.B., such party so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

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

33 

34 D. Subsequently Created Interests: 

35 
36 I f any party should hereafter create an overriding loyalty, production payment or other burden payable out of production 

is not.recorded with the QerkofLeaCounrKNm Mexico prior to uie execution of this aereement or 
butable to its working interest hereunder, or i f such a burden existed prior to this agreement and / is not set forth in Exhit 

ts not.recorded with tne Clerk or. Lea Couiiry-,. flew JVjexico prior to the execution or this a element or 

37 attributable to its working interest hereunder, or i f such a burden existed prior to this agreement and / is not set forth in Exhibit "A", 

38 was not disclosed in writing to all other parties prior to the execution ofthis agreement by all parties, or is not a jointly acknowledged and 

39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest1* irrespective of the 

40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: / 

42 

43 1. I f the burdened party is required under this agreement to assign or relinquish to any other parry, or parties, all or a portion 

44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 

45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

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

47 and, 

48 

49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 

50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 

5 ] the burdened party. 

52 

53 ARTICLE IV. 

54 TITLES 
5 5 . I 
56 A. Title Examination: 

57 
and 

58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations—er,/ if 
Operator so elects, entire 

Tthe /Dulling Partian DO reqaeot, title examination shall be made on the / faageo and/or oil and gaa interests tnolud*d,-or- planned to be inolud 
or maximum anticipated drifting unit, of the well. 

woh-weH. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
59 
60 ed, in the drilling unit'/ apettftd-

61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 

62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 

63 reports), title opinions, title papers and curative material in its possession free of charge. All such information nol in the possession of or 

64 made available to Operator by the parties, but necessary for the examination of the litle, shall be obtained by Operator^^Operatoivshal! 

65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each / party 

66 hereto The cost incurred by Operator in this title program shall be bome as follows: 

68 B—Option Ner-4r—Coats incurred -by Operator in-procuring -abstraot»--an^--»rtli>-eMaminfllwri (ino! tiding preliminary, oupplemwital, 

69 shut-in-gag royalty opiniww and divioion ordor-title'opinions) shall be a part of tho adminiotrotivo overhead as provided-w-^xhibit "C", 

70 and shall not be o-diwot oharg*;-whether performed by Opwator-'n staff attomeyn or by outoide attomeyo. 

- 2 -
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ARTICLE IV 
continued 

and field landmen 
j 0 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys / for title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be bome by the Drilling Parties 

3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

4 hibti "A". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

5 functions. 

6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

8 wilh leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 

9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any parry from appearing on its own behalf at any such hearing. 

11 

12 No well shall be drilled on the Contract Area until after £i) the title to the drillsite or drilling unit has been examined as above 

13 Provided. , and (ii) tho title hao been approved by the oxamining attorney or title hae-boeft-aooepted byaH-ef 4ho-portieo who ofo-to-par 

14 lioipato in tho drilling of the wall. 

15 

16 B. Loss of Title: 

17 

18 1. • Failure-of Tttlo; Should any-oil and goo interest or-knflo, or interest thoroin.-oo-lost through failuro of title, whioh loss rosutifl-tn o 

19 reduction of interest from thai shown on Exhibit "A", the part)1 oontributing-the •afTootod leaoo or interest shall novo ninety (90) days 

20 frem final determination of title fnilure-to-aoquire o new lease or other-instrument ouring tho entirety of the title failure, whioh aoquisi-

21 tion-will-not be subject to Article-VIlt/B., and failing to do DO. this agreemonty-novorthoioaa, shall oontmuo in force as to-all •remaining oil 

22 and gas leases and interests; and, 

23 (a)--The-party whose oil and gaa loose or interest is afibotod by -the title failure-shall boar -alone tho •entire tooo aftd-4t shall-not be 

24 entitled to recover from Operator-or the other portico any development or operating ooats whioh it may havo-thorotoforo paid or inourred, 

25 but there shall be no-odditional-Uability»n-ns part to tha other parties hereto by-reason of such title failure^ 

26 • (b) There ohaH be no retroactive adjustment of oxponooa inourred or -revenues reooived from the oporation-oZ-the-fflterert-whioh hao 

27 boon-toot; but mo-intcrooto of the parties-shall be revised on on-ooroagc-basis, oo of thotimo—it io dotormraod finally that title failure -hes-oo 

28 ourrcdy-ao-that the-interoat of the party whose lease or-intere9*4s-oifeoted-by the title-failure will thereafter bo reduced tn the Contract 

29 Aron-by the amount of fee interest loot', 

30 • —(o) I f the proportionate interest -ofthe other parties ••hereto-in-any producing well theretofore drilled on the Contraot Area ip 

31 inofooaed-by-reaaon of tha title failure, the party whooo title hao foiled ahall rooeive tho-prooeedo attributable to-the-mopeeae m euoh in 

32 toroaV-fteoo oooto and burdeno attributable thereto) until it has-been reimbuwod for unreoovered ootrto paid by rt in connection with ouoh 

33 weHi 

34 (d) Should any person • not -a-party-lo- thin agreement, who ia determined to be the owner of ony-interest in tho titlo-whioh has 

35 failed, poy in ony manner any part of the oost of-operation, development, or equipment, suoh amount ohall be paid to the party or partieo 

36 who bore tho oooto which ore so refunded-; 

37 -(e) Any liability- to-oooount to o third party for prior production of oil and-gas-whioh arises by reason oE-tttle-foiluro ahall be 

38 bome by die party or porties-whoeetitle failed in the same proportiono in which feey shared •rn-woh-prior production; nnd, 

39 (f) No charge ohall bo-made to-trto joint-twoount for4egal eKponoeo, feeo-or ontarioo, m eewnootion with-the defense ofthe interact 

40 claimed by -any -party hereto, it being the-intention of the parties hereto that eaoh shall defend title-to ite interest and-beer ail expenseo in 

41 connection therewith. 

42 

43 &—Loop bv Non Payment or- Erroneous Payment of Amount Que?—If, through mintako or overflight, any rental, chut-in well 

44 payment,-minimum-royalty er royalty payment, is-not paid or-w erroneously paid, and as-a result-a loaso or interest therein terminate;), 

45 thewHthall bo-no-monetary liability against the party who foiled to make aueh payment; Unlesathe party who failed te make the required 

46 payment-secures a new lease-covering the oame interest within-ninoty (W) dayo ftem-the diaeovery of the failure to make -proper payment, 

47 whwrr-ooquisruon will not be oubjeot to Arttole VI11.B., the intoreoto-of trtc-partieo ahall bo roviaod on an-aoreoge baoia, effaotive as -of the 

48 date of termination ef-the lease involved, and tho party who-failed to make proper payment will no longer be oredited with-afrinterost in 

49 the Contraot Area on account of ownership ofthe lease or-intcreot which-hag terminated-.- In-the event the party who failed to make the 

50 required payment ohall-not-have been fully reimbursed, at tho time ofthe loos, from-the proceeds of the oale of oil and gea attributable to 

51 tho loot tntereat, calculated on art-acreage baoio, for the developmerd-ond operating oosts theretofore paid on oeeount of such intereot, it 

52 shall be rehnburood for unrooovorod aotual oooto theretofore paid by H (but not for ito oharo-of the oootof any-dry riolo previously drilled 

53 or wo Ho previously-abandoned) from ao muoh of the following as b necessary to effoot reimbursement! 

54 • —(a)—Prooeedo of oil and gas, lano-operaling enpenaee, theretofore aeewied to the or edit -of-4he loot intereot, oa-e^-eweftge--baaia, 

55 up to-the omount-of-unreoovered costs* 

56 (b)- -Prooeedo, leoo operating expensoo, thereafter aocrued-attributable to tho lest intereot on an acreage baoio, of thot portion of 

57 oil and-gaa thereafter produced and markotod (oxoluding produotion from any-wells-thereofter drilled) whioh; in the absence of suoh loooo 

58 teawinotion, would be attributable to the lest interest on an acreage basis, up to the omount-e-f unrooovorod oooto, the-prooeedo of oaid 

59 portion-o£the oil and gas to be oorrtributod-by the other partieo in proportion te thoir respective intereot; and, 

60 (o) • Any monioa, up to the amount of unrooovorod oooto; that may be paid by any party who io, or beoomos,- the owner ofthe interest 

61 lost, for tite priviloge of participating in the Contraot Area or beoommg-e-party to this-agroomont. 
62 

through failure of title 

63 3. Other Losses: All losses rincurred, other than those--set forth in Articles 1 V.B.I, and IV.B.2. above, shall be joint losses 

64 and shall be bome by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 

65 the Contract Area. 

66 

67 

68 

69 

70 
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1 ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

5 

6 Devon Energy Production Companv. L.P. shall bc the 

7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 

good and workmanlike manner, but it shall 

9 

required by, and within the limits of this agreement. It shall conduct alt such operations in a good and workmanlike manner, but il 
their officers, ernplo vees and agents .whewer or due to me ne^gence of Operator 

have no liability as Operator to the other parties / Tor losses sustained or liabilities incurred / , except sucn as may result from gross 

10 negligence or willful misconduct. See Article XV.R. 

11 

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

13 

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

15 If Operator terminates Hs legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 

16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 

17 may be removed i f it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

18 affirmative vote of two (3) or more Non-Operators owning a majority interest based on ownership / as shown on Exhibit "A" remaining 

19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M, on the 

20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 

21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 

22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
aftuiate. 

23 porate name or structure of Operator or transfer of Operator's interest to any / swipe-subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 

26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 

27 the parties. The successor Operator shall be selected from the parties owning an interest ̂ jn the ̂ Contract Area at the time such successor 

28 Operator is selected "The successor Operator shall be selected by the affirmative vole of / two-ffl)1 or-more- parties owning a majority interest 

29 based on ownership / as shown on Exhibit "A"; provided, however, i f an Operator which has been removed fails to vote or votes only to 
the party or 

30 succeed itself, Uie successor Operator shall be selected by the affirmative vote of / two \1) or more parties owning a majority interest based 

31 on ownership / as shown on Exhibit "A" remaining after excluding Ihe voting interest ofthe Operator that was removed. 

32 See Articie XV.B, Effect of Bankruptcy. 

33 C. Employees and Contractors; 

34 
_ or contractors 
35 The number of employees / used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 

or contractors or contractors 
36 compensation for services performed shall be determined by Operator, and all such employees / shall be the employees / of Operator. 

37 

38 D. Drilling Contracts: 

39 

40 All wells drilled on the Contract Area shall be drilled on a competitive contact basis at the usual rates prevailing in the area. I f it so 

41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 

42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

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

45 
46 # in the formation producing as of the time of the resignation or removal of Operator (or, i f more than one formation is producing, 
^ the deepest producing formation) 

48 

49 ARTICLE VL 

50 DRILLING AND DEVELOPMENT 

51 

52 A. Initial Well: 

53 

54 On or before the 1st day of September , (ya-j 2005 . Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 

57 1980 FSL and 990 FWL 

58 Section 4 Township 23 South, Range 35 East, Lea County, New Mexico 

59 

60 

61 and shall thereafter continue the drilling of the well with due diligence to 

62 a depth of 14,200 feet or a depth sufficient to test the Morrow/Atoka formation, whichever is the lesser depth, 

63 

64 

65 

66 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-

67 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth, 

68 
„ zones 
69 Operator shall make reasonable tests of all / formations encountered during drilling which give indication of containing oil and 

zone or zones 
70 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific / formation or formationo, in which 

zone or zones 
event Operator shall be required to test only the / formation or formations to which this agreement may apply, 

- 4 -
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1 

2 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

3 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply, 
4 

5 

6 
7 B. Subsequent Operations: See Article XV for additional provisions affecting Subsequent Operations. 
8 

^ 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
.„ recomplete, , sidetrack 
1 0 for in Article VI. A., or to rework, / deepen / or plug back a dry hole drilled at the joint expense of all parties or a weU jointly owned by all 
, , recomplete, , sidetrack 
1 1 the parties and not men producing in paying quantities, uie party desiring to drill, rework, / deepen / or phig back such a well shall give the 

12 other parties written notice ofthe proposed operation, specifying the work to be performed, the location, proposed depth, objective &rma-

13 tten-and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 

1 4 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. I f a drill-
. . _ recomplete. , sidetrack 
J 3 ing ng is on location, notice °* a j £ r

| ° ^ ^ & " 0 r e w o 1 * ' ' plug back / or drill deeper may be given by telephone and the response period shall be 
1 6 limited to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within 

17 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 

18 response given by telephone shall be promptly confirmed in writing See Article XV.C. 
19 

20 

21 

22 i f all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days alter expiration of the notice 

23 period of thirty (30) days (or as promptly as possible after the expiration ofthe forty-eight (48) hour period when a drilling rig is on loca-

24 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-

25 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 

26 for a period of up to thirty (30) additional days if, in the sole ophion of Operator, such additional time is reasonably necessary to obtain 
2 7 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

^8 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, i f the 

29 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

30 i f any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

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

32 

33 

34 

35 2. Operations bv Less than All Parties: I f any party receiving such notice as provided in Article VI.B.1. or VII,D.l. (Option 
3 6 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 

3? giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 

38 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 

3^ on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
4 0 work for the account ofthe Consenting Parties; provided, however, i f no drilling rig or other equipment is on location, and i f Operator is 
4 1 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
4 2 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work, Con-

43 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
4 4 ditions of this agreement See Article XV.D. 
45 

46 

47 

48 j f less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
4 ^ notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 

50 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
5 1 (exclusive of Saturday, Sunday and legal hoSdays) after receipt of such notice, shall advise the proposhg party of its desre to (a) limit par-

52 ticipau'on to sucb party's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' interests, and 

53 failure to advise the proposing party shall be deemed an election under (a). In the event a drillingrie is on location, the time permitted for 
- . and failure to so advise the proposing parrv shall constitute an election under (a). 
3 q such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday ana legal holidays) /. The proposing party, 
5 5 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 

S6 

57 

58 

53 The entire cost and risk of conducting such operations shall be bome by the Consenting Parties in tho proportions they have 

elected to bear same under the terms ofthe preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 

operations free and clear of all liens and encumbrances of every kind created by or arising from the operations ofthe Consenting Parties. 

60 

61 

62 i f Such an operation results in a dry hole, the Consenting Parties shall plus and abandon the well and restore the surface location at their 
# completed, sidetracRed, 

0 J sole cost, risk and expense /. I f any well drilled, reworked, / deepened or plugged back under the provisions of this Article results in a pro-
6 4 ducer 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, 
65 

gg # provided, however, that those Non-Consenting Parties that participated in the drilling, deepening or sidetradking of the well shall 

£ 7 remain liable for and shall pay their proportionate shares of the cost of plugging and abandoning the well and restoring the surface 

6 g location, insofar as those costs were not Increased by the subsequent operations ofthe Consenting Parties. 

69 

70 
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1 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 Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 

5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

6 market value thereof i f such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-

7 terests not excepted by Articie III.D. payable out of or measured by the production from such well accruing with respect to such interest 

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

9 

10 

11 

12 (a) 100% of each such Non-Consenting Party's share ofthe cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 

14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the well from the beginning ofthe operations; and 

18 

19 

20 
2 ] (b) 400 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 

22 after deducting any cash contributions received under Article VIII.C, and 400 % of that portion ofthe cost of newly acquired equip-

23 ment in the well (lo and including the wellhead connections), which would have been chargeable to such Non-Consenting Party i f it had 

24 participated therein. 

25 

26 

27 

28 An election not lo participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 

31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 

32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion ofthe costs of 

33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 

34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions ofthis Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 

36 

37 

38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 ticleHLD. 

43 

44 

45 

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

47 of cost, all casing) tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

4g abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-

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

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement ofthe cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 

56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-

57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 curred in the operation ofthe well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 

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

61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretumed costs 

64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 

65 above provided; and if there is a credit balance, i l shall be paid to such Non-Consenting Party. 

66 

67 

68 

69 

70 
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1 I f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part ofthe further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 

9 
10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

be proposed^ zone 
11 Be/ completed in or produced from a / souroe-of supply from which a well located elsewhere on the Contract Area is producing, unless such 

12 well conforms to the then-existing well spacing pattern for such source of supply, zone or has been approved for drilling, completion in 

13 and production from such zone by order ofthe regulatory agency with responsibility for such matters. 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling ofthe initial well described in Article VI. A. 

17 except (a) as to Article V1I.D.1. (Option No. 2), i f selected, or (b) as to the reworking, deepening and plugging back of such initial well 

18 after if has been drilled to the depth specified in Article VI. A. i f it shall thereafter prove to be a dry hole or, i f initially completed for pro-

] 9 duction, ceases to produce in paying quantities. 

20 

21 

22 

23 3. Stand-Bv Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and bome as part ofthe drilling or deepen-

26 >ng operation just completed. Stand-by costs subsequent to all parties responding, or expiration ofthe response time permitted, whichever 

27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

28 matical paragraph of Article VI.B.2., shall be charged to and bome as part of the proposed operation, but i f the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 

30 each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par-

31 ties. 

32 

33 

34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein call "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

40 to its interest in the sidetracking operation) of the value of that portion of the existing welt bore to be utilized as follows: 

41 

42 
43 
44 (a) I f the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

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

46 

47 

48 
49 (b) I f the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

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

52 

53 

54 
55 In the event that nolice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 

inclusive 
56 shall be limited to forty-eight (48) hours, / exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

57 receive up to eight (8) additional days after expiration ofthe fortyreight (48) hours within which to respond by paying for all stand-by time 

58 incurred during such extended response period. I f more than one party elects to take such additional time to respond to the notice, stand 

59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-

60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the olecting parties. In all other in-

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

62 

63 

64 
65 C. TAKING PRODUCTION IN KIND: 

67 Each party shal!^\a^ein*l!md'Cor separately dispose of its proportionate share of alt oil and gas produced from the Contract Area, 

68 exclusive of / production which may be used in development and producing operations and in preparing and treating oil and gas for 

69 marketing purposes and / production unavoidably lost Any extra expenditure incurred in the taking in kind or separate disposition by any 

70 party of its proportionate share of the production shall be bome by such party. Any party taxing ita nhore of production in kind ahall bc 
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1 required to poy--fof-on4y tio p«»rH>rt*Ottalo-share-of ouoh-part of Oporeior'o nurfooo faoilitioa whioh-it-aoea. 

2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 
Article VLB. and r 

4 the Contract Area, and, except as provided in /Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 

5 hs share of all production. 

6 

7 * In4ho-event-any-party shall fail to rookc-the arrangements D&oessary to take in kind or separately dispone of ito proportionate share of 

8 the oil produoed from the Contract Aroa.-^^porator shall-have the-rightyflubjeot to tho rovooatiea-al will by tho party owning it, but not 

9 tho obitgMtenr-to--purohaae aueh oil or soil it to others at any time and from-time- to time, for-the-aooount of the non taking party-ot-the 

10 beat prioo obtainablo-tn-the -oreo for auoh production.—Any aueh purchase or oalo by Operator-shall be oubjoot always-to-the right of-the 

11 owner of the produotion-to exoroiao at any time ito right to take in-kind, or oeparately diopose of, ito oharo of -all -oil- not previously 

12 delivered to a purchaser, • Any purchase-or-sak fey Operator af any-other party'o-oharo of oil ohftU be only for suoh reasonable periods--of 

13 time ao ore oonsistont with the minimum neods- of fee industry undor the portioulor oiroumstanoes, but in no-event for a period in ewoeag 

14 of one (l)year-. 

15 

16 In the event one or more parties' separate dispostaon of its share of the gas causes split-stream deliveries to separate pipelines andVor 

17 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 safes to 
die 

18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with / any gas balancing 
which hereto. 

19 agreement between the parties hereto, / whother-oueh an agreement is attached as Exhibit "E" / , or IB a oeparnW-ogfeemerrt. 
20 
21 D. Access to Contract Area and Information: 

22 
Subject to Article XV.F., each 

23 / Baeh party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

25 and records relating thereto. Operator, upon request, shall furnish each ofthe other parties with copies of all forms or reports filed wilh 

26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 

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

29 quests the Information. 

30 

31 E. Abandonment of Wells: 

32 

33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2,, any well which has been 

34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 

36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 

37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged artd^andoned in 

38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling / ordeepening 

39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 

40 operations in search of oil and/or gas subject to tbe provisions of Article VLB. 

41 

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

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
, , , , . , „ , who participated in Uie cost of drilling the welt 

44 producer shall not be plugged and abandoned without the consent of all parties /. I f all parties consent to such abandonment, the well shall 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 

46 thirty (30) days after receipt of notice ofthe proposed abandonment of any well, all parties do not agree to the abandonment of such well, 

47 those wishing to continue its operation from the intervals) oflne formation^) then open to production shall tender to each of the other 

48 parlies its proportionate share of the value of the well's solvable material and equipment, determined^in accwdaniw with the provisions of 

49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning / . "^ch^bandoning party shall assign 

50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 

51 material, alt of its interest in the 7 well and related equipment, together with its interest in the leasehold estate /-as-to, but only aa to; the in-

52 larval or intervals- of tho formati on or formations then open to produotion. I f the interest of the abandoning party is or includes^ oil and 

53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the *mtoivtif o"m-

54 lervab Of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
zone 

55 duced from the / interval or mterval8-of-4he-formflUon or formations-covered thereby, such lease to be on the form attached as Exhibit 

56 

57 
58 *In the event any Party shall fall to make the arrangements necessary to take In kind or separately dispose of its proportionate share 
59 of the oil and gas produced from the Contract Area, Operator shall have the right, but not the obligation, to purchase such oil and gas 
g0 or sell i t to others at any time and from time to time, for the account of the non-taking party and Operator vrnl use its best efforts to 
^ market Non-Operators share of oil and gas on the same terms that Operator markets its own share of such production. Any such 

purchase or sale by Operator shall be subject always to (he right of the owner of the production to exercise at any time its right to 
6 2 take in kind or separately dispose of its share of allot] and gasnot previously delivered to a purchaser by the giving of written notice 
63 thereof to Operator at least thirty (3)0) days prior to tb requested taking (the "Taking Date"); such notice shall be deemed effective on 
64 the first day of the next month following the Taking Date. Any purchase or sale by Operator of any other party's share of oil and gas 
6 5 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 event for a period in excess of one (1) year. 
67 
68 # insofar and only insofar as such leasehold estate covers the right to obtain production from that wellbore in the zone then open to 
69 production. 
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1 required to pay for only hs proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 

5 its share of all production. 

6 

7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 

8 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, 

9 but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-

10 taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to 

11 the right of the owner of the production to exercise al any time its right to take in kind, or separately dispose of, its share of all oil and gas 

12 not previously 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 

13 reasonable periods of time as are consistent with the minimum needs ofthe industry under the particular circumstances, but in no event 

14 for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-

15 mercc, of any other party's share of gas production without first giving such other party thirty (30) days notice of such intended sale. 

16 

17 D. Access to Contract Area and Information: 

18 

19 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

20 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

21 and records relating thereto. Operator, upon request, shall furnish each ofthe other parties with copies of all forms or reports filed with 

22 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

23 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 

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

25 quests the Information. 

26 

27 E. Abandonment of Wells: 

28 

29 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

30 drilled or deepened under the terms ofthis agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 

31 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 

32 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 

33 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 

34 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 

35 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 

36 operations in search of oil and/or gas subject to the provisions of Article VLB. 

37 

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

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

40 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 

41 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 

42 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 

43 those wishing to continue its operation from the interval(s) of the formation^) then open to production shall tender to each of the other 

44 parties its proportionate share ofthe value ofthe well's solvable material and equipment, determined in accordance with the provisions of 

45 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 

46 the non-abandoning parties, without warranty, express or implied, as to title or its to quantity, or fitness for use of the equipment and 

47 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-

48 terval or intervals of the formation or formations then open to production. I f the interest of the abandoning party is or includes an oil and 

49 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-

50 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-

51 duced from the interval or intervals ofthe formation or formations covered thereby, such lease to be on the form attached as Exhibit 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

- 8 alternate -
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1 "B". Tbe assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning^iarties shall have no further responsibility, liability, or interest in the operation of or production from 

7 tbe well in the / interval or intorvalii then open other than the royallies retained in any lease made under the terms ofthis Article. Upon re 
At Its option, 

8 Quest? / Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

9 tempi ated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership ofthe assigned 

10 well. Upon proposed abandonment ofthe producing mterval(s) assigned or leased, the assignor or lessor shall then have the option to 

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

12 visions hereof. 

13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article VLE.l. or VI.E.2 above shall be applicable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 

16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

17 ofthe proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 

18 VI.E. 

19 

20 ARTICLE VI I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 

22 

23 A. Liability of Parties: 

24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 

27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 

29 

30 B. Liens and Payment Defaults: 

31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 

33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of hs share of expense, together with interest thereon 

34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-

36 tabling of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 

39 the sale of such Non-Operator's share of oil andVor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 

41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. See Articie XV. N. 

42 

43 I f any party fails or is unable to pay its share of expense wilhin sixty (60) days after rendition of a statement therefor by 

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

45 the interest of each such party bears to the interest of all such parties. Each party so paying its share ofthe unpaid amount shall, to obtain 

46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

47 See Article XV. O. 

48 C. Payments and Accounting: 

49 

50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

51 and operation ofthe Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-

52 tion ate shares upon the expense basis provided m Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 

53 showing expenses incurred and charges and credits made and received. 

54 

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
. , „ , , „ , .all operations other than routine monthly 

56 oi their respective shares of the estimated amount of the expense to be incurred in / operations hereunder during the next sueoecding 

57 month? which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 

58 with an invoice for its share thereof. Each nuoh statement and invoioe for the payment in-advanoe of estimeted-ewpenoe ohnll be'submitted 

59 on < | n j e ^ O 0 p ^ 0 S0th-day ofthe next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 

60 fifteen-^) / days after such estimate and invoice is received. I f any party fails to pay its share of said estimate within said time, the amount 

61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual ex-

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

63 Also see Articles X V . L , XV.M., XV.R.1, and XV.T. 

64 D. Limitation of Expenditures: 

65 

66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened 

67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: 

68 

69 

70 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VII 
continued 

1 5—Option •Ner-tr—All nooeosnry expenditures for-the drilling or deepening, testing, oomplaUng and equipping of-tho well, including 

2 neoeasary tankage and/or surface faoilitios. 

3 

4 0 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached hs 

5 authorized depth, and all tests have been completed, and the results thereof? Banished to the parties, Operator shall give immediate notice 

6 t ° ^ n e Non-Operators who have ihe right to participate in the completion costs. The parties receiving such notice shall have^f^otghl 

7 f**)-hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-

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

9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt I f one or more, but less than all ofthe parties, 

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 

12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 man all parties. Operator's notice shall be written and delivered via telefax where feasible, and Non-Operator's election shall be 

Suwe by telephone or telefax. An election made by Non-Operator by telephone shall be confirmed In writing within forty-eight (48) 
ours. 

15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 

16 plugged back pursuant to the provisions of Article VI.B.2. ofthis agreement. Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 andVor surface facilities. 

19 

20 3. Other Operations: Without the consent of all patties, Operator shall not undertake any single project reasonably estimated 

21 to require an expenditure in excess of twenty-five thousand Dollars f$ 25.OO0.0fJ ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

24 emergency, whether ofthe same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 

25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

26 parties. I f Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of fifteen thousand 

28 Dollars ($ 15.000.00 ) but less than the amount first set forth above in this paragraph. 

29 

30 E. Rentals, Shut-in WeB Payments end Minimum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-

34 tributed interests in the same [ease to this agreement, such parties may designate one of such parties to make said payments for and on 

35 behalf of al! such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 

36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

37 ment is required to continue the lease in force, any loss which results from such non-payment shall be bome in accordance with the pro-

38 visions of Article IV.B.& 3. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator lo so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

44 shall be bome jointly by the parties hereto under the provisions of Article IV.B.3, 

45 

46 F. Taxes: 

47 

48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 

49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 

50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 

51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 

54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such tcduc-

55 tion. I f the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 

56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 

57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 

58 the manner provided in Exhibit "C". 

59 

60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 

61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-

62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any 

63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-

64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 

65 provided in Exhibit "C". 

66 

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect 

68 to the production or handling of such party's share of oil and/or gas produced under the terms ofthis agreement. 

69 

70 
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ARTICLE V I I 
continued 

1 G, Insurance : 

2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-

5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 

6 also carry or provide insurance for the benefit ofthe joint account ofthe parties as outlined in Exhibit "D", attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the stale where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

10 In the event automobile public liability insurance is specified in said Exhibit "D", or subsequently receives the approval of the 

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

12 

13 ARTICLE VHL 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

15 

16 A. Surrender of Leases: 

17 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in part unless all parties consent thereto?; however, no consent shall be necessary to release a lease which has expired or otherwise 
terminated. 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. If the interest ofthe assigning party is or includes an oil and gas in-

25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
in commercial quantifies 

26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas ts produced / from the land covered thereby, such 

27 lease to be on the form attached hereto as Exhibit "B". Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 duction other than the royalties retained in any lease made under the terms ofthis Article. The party assignee or lessee shall pay lo the 

31 party assignor or lessor the reasonable salvage value ofthe Jatter's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C", less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. I f the assignment or lease is in favor of more than one party, the interest 

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

35 

36 Any assignment, lease or surrender made under this provision shall nol reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

44 shall have the right for a period of thirty pO) days following receipt of such notice in which to elect to participate in the ownership ofthe 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 

49 I f 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 

50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease fn which less than all parties elect to participate shall not be subject to this agreement 

53 

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

55 by the acquiring party, without warranty of title, except as to acts by, through or under the acquiring party. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 

58 or cover only a portion of its area or an interest therein Any renewal lease taken before the expiration of its predecessor lease, or taken or 

59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-

60 traded 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 

61 the provisions ofthis agreement. 

62 

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

64 

65 C. Acreage or Cash Contributions: 

66 

67 While this agreement is in force, i f any party contracts for a contribution of cash towards the drilling of a well or any other 

68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be 

69 applied by it against the cost of such drilling or other operation. I f the contribution be in the form of acreage, the party to whom the con-

70 tribution is made shall promptly tender an assignment of the acreage, without wairanty of title, to the Drilling Parties in the proportions 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

ARTICLE VLTI 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 

2 governed by provisions identical to this agreement Each party shall promptly notify all other parties of any acreage or cash contributions 

3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-

4 tional tights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 

5 

6 i f any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 

7 consideration shall not be deemed a contribution as contemplated in this Article VIILC. 

8 

9 D. Maintenance of Uniform Interests: 

10 

11 For-tho-purpooo of maintaining uniformity of ownership -HI -the- and gas leasehold interesta oovored by thia agreement, no 

12 party ohall oell, enoumber, transfer-OF- moke other disposition of <to intereot in the leoaao embraoed within the Contraot Area ond in wells, 

13 equipment and production unless ouoh deposition oovore either: 

14 

15 h—the entire interest of the party in all loanon and equipment and production; or 

16 

17 &—an equal-undwwled^nteroflt in all looses and-equipmenl and production in the Contract-Awa-: 

18 

19 Every sueh-sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

20 and shall be made without prejudice to the righl of the other parties. 

21 

22 If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may 

23 require such co-owners to appoint a single trustee or agent with full authority lo receive notices, approve expenditures, receive billings for 

24 and approve and pay such parry's share ofthe joint expenses, and to deal generally with, and with power to bind, the co-owners of such 

25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 

27 Area and they shall have the righl to receive, separately, payment of the sale proceeds thereof. See Articles XV. K. and XV.L. 

28 

29 E. Waiver of Rights to Partition; 

30 

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

32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

33 interest therein. 

34 

35 Fn Preferential Right to Purchonci 

36 

37 Should any party - desire-te-sell-all or any part of 4ts intereets-undor thia agreement, or ito rights nnd interests in the Contraot 

38 Area, it snail promptly give written-netiee to the other-porti»,-with f u l H n f o ^ tte-proposed gale, whioh shall inokide the 

39 namo and address ofthe prospective, purchaser (who must be ready,-wi»mgartd-ab4»4o purchase), tho purchase priee, and all other tormo 

40 of the offer. -The -ethef-portieo -oho 11 then hove an optional prior fight,-for a-period often (10) daya after-reoeipt of the notice,-to-purchase 

41 on the aame terms and oonditiong the-mtereot whioh the other party proposes to sell'-and, i f thia-optional right io exorcised,-tho-purohao 

42 ing partieo ohall oharo tho purohaaed intoroat in tho proportions that-the intopaot of each-beam to the total intereot of all purchasing- -par 

43 ties:—Howeverv-there^halM>OHW-preforential right-to-purohaao in thooe oases whoro any party—wishes to mortgage its iwteroatav-er-to 

44 dispose of its interesta by mergory-roorganiBation, oonsoltdotion,-or oalo of all or substantially all of its assets-to a subsidiary or parent oom 

45 peny-of-to a auboidiory of a parem company, or to any oompany in whioh any one party owns a majority-of the stock. 

46 

47 ARTICLE DC. 

48 INTERNAL REVENUE CODE ELECTION 

49 

50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 

51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
as amended ("Code") 

54 from the application of all ofthe provisions of Subchapter "K", Chapter 1, Subtitle "A", ofthe Internal Revenue Code of 1986 I , as per-

55 mitted and authorized by Section 761 ofthe Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-

56 ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 

57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 

60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 

61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 

62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter **K", Chapter 1, 

63 Subtitle "A", of the Internal Revenue Code of IMte, under which an election similar to that provided by Section 761 of the Code is per-

64 mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

65 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the 

66 computation of partnership taxable income. 

67 

68 

69 

70 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 

4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder i f the expenditure 

5 does not exceed Twenty-Five Thousand Dollars 

6 (S 2S.OO0.OO ) and if the payment is in complete settlement of such claim or suit I f the amount required for settlement ex-

7 ceeds the above amount the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated lo Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. I f a claim is made against any party or i f any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. All claims or suits involving title to any Interest subject to mis agreement shall be treated as a 
^ claim or suit against all parties hereto. 

14 ARTICLE XL 

15 FORCE MAJEURE 

16 

17 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement other than 

18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations ofthe party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspending during, but no longer than, the continuance ofthe force majeure. The affected party shall use all reasonable 

21 diligence to remove tbe force majeure situation as quickly as practicable. 

22 

23 The requirement that any force majeure shall be remedied wilh all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion ofthe party concerned. 

26 

27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control ofthe party claiming suspension. 

31 

32 ARTICLE XIL 

33 NOTICES 

34 

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

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

37 the parties to whom the notice is given at the addresses listed on Exhibit "A". The originating notice given under any provision hereof 

38 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 

39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 

40 when deposited in the mail or with tite telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

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

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 

46 This agreement shall remain in ful l force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right title or interest in or to any 

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

49 

50 0 Option No., 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part 

51 ofthe Contract Area, whether by production, extension, renewal, or otherwise. 

52 

53 9—Option Nor-2f in-tho -event tho-~v^ll--ae&oribe4-in Artiole V1.A.. or anv suboequent well drilled under any provision of thia 

54 agreement, reourts in production of oil and/or-gas-ia-paying quantitieo, this agreement shall continue in force oo long aa-any auoh-weH-er-

55 wells produoo, or-aro capable oPoroduotton. and for an-additional period of- —ninety (90) dow from ooooation of-ail produotioiK-provided. 

56 however,-tf,"prior4e- the ewptratien-of-euoh additional period,--one of-moro-of4ho part too hereto are engaged-Hi dritl«g;-tworking,-deepen 

57 ingrplugging back, testing or attempting to complete a well or wells hereunder,- this agreement shall oontinue in-foroo until ouch opera 

58 tions have been •completed and iP-produetion rctwltn therefrom{-4hio ogrcomont-ohell continue -w-foroe ao provided heroin.-In the-ovent-the 

59 well desoribcd-in-Artiolo VI.A., or any suboequent well drilled-hereuBder, reoulto in-e-dry hole, awd-*o other well is producing, or oapable 

60 of producing oil-enoVer-gas from-ihe Contraot Area, this agreement shall topminato nnlooa drilling, deepening, plugging-baok or-rework-

61 ine-operations are-oommenoed-within n4netv-f»0) —daw from the dale of abandonmenl-of said well 

62 

63 [l is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 

64 accrued or attached prior to the date of such termination. 

65 

66 

67 

68 

69 

70 
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1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 

4 A. Laws, Regulations and Orders: 

5 

6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to tbe valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said slate; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 

10 B. Governing Law; 

11 

12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 

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

14 the Contract Area is located.' I f the Contract Area is in two or more stales, the law ofthe state of _ ^ New Mcilco 

15 shall govern. See Article XV.I . 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 

20 privileges, or obligations which Non-Operators may have undor federal or state laws or under rules, regulations or orders promulgated 

21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to the Contract Area. 

23 

24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 

25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 

26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. See 
^ Article XV.J. 

31 Non Oporotoro authorise Operator to prepare and nubmit nuoh documents an may bo required to be submitted to tho purohooor 

32 of any oruds oil sold hereunder or ta any other pernon or entity pursuant to tha faquirumeiita of the "Crude Oil Windfall Profit Tair Aot 

33 of 1980", ao oame may be amended from time to tima ("Aot"), and any valid rogulationo or mien whioh may be issued by the Treasury 

34 Department from time to time purouant to oaid Aot—Eaoh party hereto agrees to fumiflh any and nil oertifioationn or other information 

35 whioh in required to be fuminhedby naid Aot in a timely manner and in nuffioient datail to permit oomplinnoe with flaid Aot. 

36 

37 ARTICLE XV. 

38 OTHER PROVISIONS 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

See attached for additional provisions. 
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12 

1 ARTICLE XV. 

2 OTHER PROVISIONS 

3 to that certain Joint Operating Agreemeni dale!March I, 2005, 

4 by and between DEVON ENERGY PRODUCTION COMPANY, LP. 

5 and YATES PETROLEUM CORP. ,et al 

6 

7 

g A. Additional Definitions: 

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

j0 1. The term "completion" or "complete" shall mean a single operation intended to 

complete a well as a producer of oil and gas in one or more zones, including, but not limited to, the setting of production casing, perforating, 

well simulation and production testing conducted in such operation. 

^ 2. The term "deepen" shall mean a single operation whereby a well is drilled to an objective zone below the deepest zone in which the 

j 4 well was previously drilled, or below the deepest zone proposed in the associated cost estimate, whichever is the lesser depth. 

3. The term "plug back" shall mean a single operation whereby a deeper zone is abandoned in order to attempt a completion in a 

j ̂  shallower zone. 

4. The term "recompletion" or "recomplete" shall mean an operation whereby a completion in one zone ts abandoned in order to a 

j g attempt a completion in a different zone within the existing wellbore. 

| 0 5. The term "rework" shall mean an operation conducted in the wellbore of a well after it is completed to secure, restore, or improve 

2Q production in a zone which is currently open to production in the wellbore. Such operations include, but are not limited to, well stimulation 

2j operations but exclude routine repair or maintenance work or drilling, sidetracking, deepening, completing, recompleting, or plugging back 

22 of a well. 

2^ 6. The term "sidetrack" shall mean the directional control and intentional deviation of a well from vertical so as to change the bottom 

24 hole location unless done to straighten the hole or to drill around junk in the hole to overcome other mechanical difficulties. 

25 7. The term "zone" shall mean a stratum of earth containing or thought to contain a common accumulation of oil and gas separately 

2^ producible from any other common accumulation of oil and gas. 

2 7 B. Effect of Bankruptcy: 

2g I f Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have resigned without any action by 

2Q Non-Operators, except the selection of a successor. I f a petition for relief under the federal bankruptcy laws is filed by or against Operator, 

and the removal of Operator is prevented by the federal bankruptcy court, all Non-Operators and Operator shall comprise an interim 

^ ̂  operating committee to serve until Operator has elected to reject or assume this Operating Agreement pursuant to the Bankruptcy Code, and 

22 ui election to reject this Operating Agreement by Operator as a debtor in possession, or by a trustee in bankruptcy, shall be deemed a 

23 resignation as Operator without any action by Non-Operators, except the selection of a successor. During tbe period of time tbe operating 

^ committee controls operations, all actions shall require the approval of two (2) or more parties owning a majority imerest based on ownership 

2 j as shown on Exhibit "A". In the event there are only two (2) parties to this Agreement, during the period of time the operating committee 

controls operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a member of the 

3-, operating committee, and all actions shall require the approval of two (2) members ofthe operating committee without regard for their 

3 g interest in the Contract Area based on Exhibit "A". 

j 0 If, following the granting or relief under the Bankruptcy Code lo any party hereto as debtor thereunder, this Agreement should be 

^ held to be an executory contract within the meaning of 11 U.S.C. § 365, then the Operator, or (if the Operator is the debtor in bankruptcy) 

41 any other party, shall be entitled to a determination by debtor or any trustee for the debtor within thirty (30) days from the date an order for 

42 relief is entered under the Bankruptcy Code as to the rejection or assumption ofthis Operating Agreement. In the event of an assumption, 

4^ Operator or said other party shall be entitled to adequate assurances as to future performance of debtor's obligation hereunder and the 

44 protection ofthe interest of all other parties. 

4^ C. Priority of Operations: 

4g Where a well has been authorized under the terms of this Agreement by all parties (or by one or more, but less than all parties under 

4^ Article VI.B.2) and the parties participating in the well cannot agree upon the sequence and timing of further operations regarding such well, 

4g the following elections shall control in the order enumerated below: 

45 1. Prior to reaching the objective depth or zone: 

a. Drilling a well to hs objective depth or objective zone shall have first priority over all other operations and proposals. 

b. In the event that impenetrable conditions or mechanical difficulties prevent reaching the objective depth or zone, a proposal to 

5 2 sidetrack in an effort to reach the objective depth or zone shall have priority over a proposal to attempt a completion in a zone 

j2 already reached. 

^4 2. After the objective depth or zone has been reached: 

^ a. An election to do additional logging, coring or testing; 

jg b. An election to attempt to complete the well at either the objective depth or objective zone; 

y i c. An election to deepen said well; 

jg d. An election to plug back and attempt to complete said well; 

j Q e. An election to sidetrack the well; 

gQ f. An election to rework said well by generally accepted stimulation techniques whether or not said well had previously produced in 

commercial quantities or is capable of commercial production, subject to the provisions of Article XV.I (Reworking of Producing 

g2 Completion) hereof; 

g. An election to temporarily abandon the well; 

g4 h. An election to plug and abandon the well. 

^ It is provided, however, that i f at any time said participating parties are considering the above elections, the hole is in such a condition 

gg that, in the opinion ofthe party(ies) owning a majority in cost-bearing, possessory interest as set forth on Exhibit "A" hereto, a reasonably 

^ prudent operator would not conduct the operations contemplated by the particular election involved for fear of placing the hole in jeopardy or 

gg losing the same prior to completing the well in the objective depth or objective zone, such election shall not be given the priority hereinabove 

g Q set forth. In such event, the operation which, in the opinion of the partyfies) owning a majority in cost-bearing, possessory interest as set 

- 0 forth on Exhibit "A" hereto, is less likely to jeopardize the well, will be conducted. It is further understood that i f some, but not all parties, 
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1 elect to participate in the additional logging, coring, or testing, they may do so, and the party or parties not participating in such operations 

2 shall not be entitled to the logs, cores or the results of the tests but shall suffer no other penalty. 

3 D. Operations by Less Than All Parties: 

4 Notwithstanding anything herein to the contrary, Article VI.B.2 shall apply separately to each separate completion or recompletion 

5 attempt undertaken hereunder, and an election to become a Non-Consenting Party as to one completion or recompletion attempt shall not 

6 prevent a party from becoming a Consenting Party in subsequent completion or recompletion attempts, regardless of whether the Consenting 

7 Parties as to earlier completions or recompletions have recouped their costs pursuant to Article VI.B.2; provided, further, that any 

8 recoupment of costs by a Consenting Party shall be made solely from the production attributable to the zone in which the completion attempt 

9 is made. Election by a previous Non-Consenting Party to participate in a subsequent completion or recompletion attempt shall require such 

10 party to pay its proportionate share ofthe cost of salvable materials and equipment installed in the well pursuant to the previous completion 

11 or recompletion attempt, insofar and only insofar as such materials and equipment benefit the zone in which such party participated in a 

12 completion attempt. 

13 E. Proposal to Plug and Abandon: 

14 Notwithstanding anything herein to the contrary, i f no written response to a proposal to plug and abandon the well is received within 

15 thirty (30) days ofthe date ofthe receipt ofthe proposal, it will be conclusively deemed for all purposes that an affirmative election to plug 

16 and abandon the well has been made. 

17 F. Access to Contract Area and Information: 

18 Notwithstanding anything herein to the contrary, it is agreed and understood that any Non-Consenting Party under Article VLB or 

19 Article VI1.D. 1 (Option 2) who is not an Operator shall be denied access to the well site until thirty (30) days following the date of the release 

20 of the rig used to conduct the operation, and further, such Non-Consenting Party shall be denied any information relating to said operation 

21 until the Consenting Parties have recouped the non-consent penalty provided for in Article VI.B.2. 

22 G. Public Announcement; 

23 No public announcement or statement regarding operations hereunder shall be made or released without the approval of the parties 

24 unless required by law or regulation or such announcement or statement is the requirement of an applicable Stock Exchange. Any party 

25 making a public announcement as required by law, regulation, order, or applicable Stock Exchange shall immediately furnish the other party 

26 with a full transcript of such public announcement or statement. Except as otherwise provided in this paragraph, a public announcement or 

27 statement regarding a well drilled under the terms of this Operating Agreement shall contain at a minimum the following information: 

28 1. Name of well; 

29 2. Location of well by section, township, range, county and stale; 

30 3. Tested zone(s), i f appropriate; 

31 4. Test results, i f appropriate; 

32 5. Development/confirmation plans, i f appropriate; 

33 6. Participants and percentages; 

34 7. Acreage controlled, i f appropriate. 

35 Ehher party may elect to exclude its name from a proposed public announcement or statement and thus remove itself from the approval 

36 process. The Operator, i f it elects to be named in the announcement, of an affected well or operation will coordinate the approvals of any 

37 proposed public announcement or statement. The Operator of an affected well or operation may make such public announcements as it 

38 deems appropriate in the event of an emergency or imminent harm to people, property or environmental without prior consultation with the 

39 Non-Operator. 

40 H. Other Operations: Article XV.H. Is deleted from this Agreement 

41 

42 L Laws and Regulations: 

43 All of the provisions of this Agreement are expressly subject to all applicable laws, orders, rules and regulations of any governmental 

44 body or agency having jurisdiction in the premises, and all operations contemplated hereby shall be conducted in conformity therewith. Any 

45 provision of this Agreement which is inconsistent with any such laws, orders, rules or regulations is hereby modified so as to conform 

46 therewith, and this Agreement, as so modified, shall continue in full force and effect. 

47 J. Regulatory Filings: 

48 Operator will file, and upon written request promptly furnish copies to each requesting Non-Operator, all operational notices, 

49 filings, reports and applications required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over 

50 operations hereunder. Each Non-Operator shall provide to Operator on a timely basis all information necessary for Operator lo make such 

51 filings. Operator shall use its best judgment in making any ofthe filings, and preparing any ofthe notices, reports and applications referred 

52 to above. However, in no event shall Operator have any liability to any Non-Operator in making and prosecuting any such filing or in 

53 rendering any notice, report or application, absent bad faith, gross negligence or willful misconduct. Any penalties incurred as a result of any 

54 incorrect filing, notice, report or application shall, in absence of bad faith, gross negligence or willful misconduct, be charged lo the parties 

55 owning the production lo which the penalty pertains. 

56 K. Al l Transfers Subject to this Agreement 

57 Each party hereto covenants and agrees for itself, its successors and assigns, that any sale, assignment, sublease, mortgage, pledge or 

58 other instrument affecting the leases and lands subject to this instrument (whether of an operating or non-operating interest or a mortgage, 

59 pledge or other security interest) will be made and accepted subject to this instrument and the party acquiring the interest or security shall 

60 expressly agree to be bound by all its terms and provisions. Any party hereto who executes any instrument in favor of any party without 

61 complying with the provisions of this paragraph shall indemnify, defend and hold the other parties hereto harmless from and against any and 

62 all claims or causes of action by any person whomsoever and for any expenses and losses sustained as a result ofthe failure of such party to 

63 comply with these provisions. 

64 L. Operator's Billing Requirements: 

65 Notwithstanding anything to the contrary contained herein, or in the accounting procedure attached hereto as Exhibit "C", the parties to 

66 this agreement specifically agree that in no event during the term of this contract shall Operator be required to make more than one billing for 

67 the entire interest credited to each party on Exhibit "A". It is further agreed that i f any party to this agreement (hereinafter referred to as 

68 "Selling Party") disposes of part of the interest credited to it on Exhibit "A", the Selling Party will be solely responsible for billing its 

69 assignee(s), and shall remain primarily liable to the other parties hereto for the interest or interests assigned and shall make prompt payment 

70 to Operator for the entire amount of statements and billings rendered to it or accountable to it by virtue of such interests as shown on Exhibit 
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1 "A", l l is further understood and agreed that i f Selling Parry disposes of all its interest as set out on Exhibit "A", whether to one or to several 

2 assignees. Operator shall continue to issue statements and billings to the Selling Party for the entire interest conveyed until such time as 

3 Selling Party has designated and qualified one assignee to receive the billings for the entire interest and such designated assignee has been 

4 approved and accepted by Operator. 

5 In order to qualify one assignee to receive the billing for the entire interest credited lo Selling Party on Exhibit "A", Selling Party shall 

6 furnish to Operator such information as may be requested, including, but not limited to, the following: 

7 1. Written notice to Operator ofthe conveyance followed by photostatic or certified copies of the recorded assignments as soon as 

8 available. 

9 2. The name ofthe assignee to be billed along with such assignee's written consent lo receive statements and billings for the entire 

10 interest credited to Selling Party on Exhibit "A", hereto, and further, agreeing to handle any necessary sub-billings attributable to such 

11 interest in the event such designated assignee does not own the entire interest credited to Selling Party on Exhibit "A". 

12 The parlies agree that the sale of any interest in the leases covered by this Agreement shall be made specifically subject to the 

13 provisions ofthis section. 

14 M. Billings to Direct Account: 

15 All expenses, including salaries, wages and expenses of personnel, legal or consultant fees, and administrative filing fees and court 

16 costs, shall be a direct charge, borne by the Joint Account as provided in Exhibit MC" and shall not be included in administrative overhead 

17 Part HI on Exhibit "C" i f incurred for obtaining spacing, pooling or other orders or rulings from state regulatory bodies or courts deemed by 

18 the Operator, in its sole judgment, as necessary. 

19 N. Lien: 

20 The lien and security interest granted by each Non-Operator to Operator and by Operator to the Non-Operator under Article VII.B. 

21 shall extend not only to such party's oil and gas rights in the Contract Area (which for greater certainty shall include all of each party's 

22 leasehold interest and leasehold estate in the Contract Area), the oil and/or gas when extracted and equipment (as mentioned in said Article) 

23 but also to all accounts, contract rights, inventory and general intangibles constituting a part of, relating or arising out of said oil and gas 

24 rights, extracted oil and gas and said equipment or which are otherwise owned or held by any such party in the Contract Area. Further, the 

25 lien and security interest of each of said parties shall extend to all proceeds and products of all of the property and collateral described in this 

26 paragraph and in Article VILB. as being subject to said lien and security interest Any party, to the extent it deems necessary to perfect the 

27 lien and security interest provided herein, may fife this Operating Agreement as a lien or mortgage in the applicable real estate records and as 

28 a financing statement with the proper officer under the Uniform Commercial Code. Further, and not in limitation of the foregoing, each party 

29 hereby grants to Operator full right, power and authority to execute in each such parry's name and on its behalf any financing statement which 

30 Operator deems necessary in order to perfect the security interest hereby granted under the applicable Uniform Commercial Code. 

31 O. Memorandum: 

32 At the request of any party, all the parties hereto shall execute the Model Form Recording Supplement to Operating Agreement and 

33 Financing Statement attached hereto as Exhibit "H" referring to this Agreement, the Contract Area of this Agreement, and the rights and 

34 obligations ofthe parties under this Agreement. 

35 P. Legal Costs: 

36 In the event Operator shall ever be required to bring legal proceedings in order to collect any sums due from any Non-Operators under 

37 this Agreement, then Operator shall also be entitled to recover all court costs, costs of collection and a reasonable attorney's fee, which the 

38 lien provided for herein shall also secure. 

39 Q- Controlling Language: 

40 In the event of a conflict between the provisions of this Article XV. and any other provision of this Operating Agreement, the 

41 provisions of this Article XV. shall control and prevail. Should the provisions of this Operating Agreement conflict with the provisions of 

42 that certain Exploration and Development Agreement dated September 1, 2004 between Devon Energy Production Company, L.P. and 

43 Chesapeake Exploration Limited Partnership, the terms of the Exploration and Development Agreement shall control and prevail. 

44 R. Operator Indemnity: 

45 1. Notwithstanding any provision contained herein to the contrary, Operator shall not be obliged to perform nor shall be liable for its 

46 failure to perform or to continue any work or incur any expenditure or indebtedness hereunder for the Joint Account until all funds requested 

47 of Non-Operators pursuant to cash calls given in accordance with the applicable provisions hereof have been received by Operator. 

48 2. Any provision of this Agreement to the contrary notwithstanding, and without limiting any other provision of this Agreement 

49 (including, again without limitation Article V.A.), Operator shall nol be liable to the other parties for any failure of Operator, except such 

50 failures as may result from willful misconduct, to comply with the requirements of any Federal, state or local ordinance, statute, law, rule, 

51 regulation or procedure, pertaining to the establishment of prices for oil, gas or other minerals, or to the classification of wells for such 

52 purpose, or pertaining to any other matter related to the regulation of entitlements, supply, demand, allocation, delivery, contracting for or 

53 pricing of oil, gas or other minerals, it being understood and agreed by all parties that compliance with current laws and regulations is subject 

54 to confusion and to numerous risks, uncertainties, conflicting opinions and burdensome filing requirements. Any liability for refund of sums 

55 obtained because the parties have been paid amounts in excess of lawful prices shall be borne severally by the parties to the same extent that 

56 such excess funds were paid to the parties. 

57 S. AFE: 

58 An AFE is an estimate only of costs; in no way shall the execution of an AFE limit the liability ofthe party. 

59 T. Defaults and Remedies: 

60 I f any party fails to discharge any financial obligation under this agreement, including without limitation the failure to make any 

61 advance under Article VII.C. or any other provision of this agreement, within the period required for such payment hereunder, then in 

62 addition to the remedies provided in Article VII.B. or elsewhere in this agreement, the remedies specified below shall be applicable. For 

63 purposes of this paragraph, all notices and elections shall be delivered only by Operator, except that Operator shall deliver any such notice 

64 and election requested by a non-defaulting Non-Operator, and when Operator is the party in default, the applicable notices and elections can 

65 be delivered by any Non-Operator. Election of any one or more ofthe following remedies shall not preclude the subsequent use of any other 

66 remedy specified below or otherwise available to a non-defaulting party. 

67 1. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specify the default, specify the 

68 action to be taken to cure the default, and specify thai failure to lake such action will result in the exercise of one or more ofthe remedies 

69 provided in this Article. I f the default is not cured within thirty (30) days ofthe delivery of such Notice of Default, all ofthe rights ofthe 

70 defaulting party granted by this agreement may upon notice be suspended until the default is cured, without prejudice to the right of the non-
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1 defaulting party or parties to continue to enforce the obligations of the defaulting party previously accrued or thereafter accruing under this 

2 agreement I f Operator is the party in default, the Non-Operators shall have in addition the right, by vote of Non-Operators owning a 

3 majority in interest in the Contract Area after excluding the voting interest of Operator, to appoint a new Operator effective immediately. 

4 The rights of a defaulting party that may be suspended hereunder at the election of the non-defaulting parties shall include, without 

5 limitation, the right to receive information as to any operation conducted hereunder during the period of such default, Uie right to elect to 

6 participate in an operation proposed under Article VLB. of this agreement, the right to participate in an operation being conducted under this 

7 agreement even i f the party has previously elected to participate in such operation, and the right to receive proceeds of production from any 

8 well subject lo this agreement. 

9 2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint account expense) to 

10 collect the amounts in default, plus interest accruing on the amounts recovered from the date of default until the date of collection at the rale 

11 specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from suing any defaulting party to collect consequential 

12 damages accruing to such party as a result of the default 

13 3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election lo the defaulting party at any 

14 time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in which event i f the billing is for the 

15 drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a well which is to be or has been plugged as a dry hole, 

16 or for the Completion or Recompletion of any well, the defaulting party will be conclusively deemed to have elected not to participate in the 

17 operation and to be a Non-Consenting Party with respect thereto under Article VLB. or VI. G, as the case may be, to the extent of the costs 

18 unpaid by such party, notwithstanding any election to participate theretofore made. I f election is made to proceed under this provision, then 

19 the non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article X V.T.2 above. 

20 Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure its default by 

21 paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such payment shall not prejudice the 

22 rights ofthe non-defaulting parties to pursue remedies for damages incurred by the non-defaulting parties as a result ofthe default Any 

23 interest relinquished pursuant to this Article XV.T.3. shall be offered to 1he non-defaulting parties in proportion to their interests, and the 

24 non-defaulting parties electing to participate in the ownership of such interest shall be required to contribute their shares ofthe defaulted 

25 amount upon their election to participate therein. 

26 4. Advance Payment: I f a default is not cured wilhin thirty (30) days ofthe delivery of a Notice of Default, Operator, or Non-Operators i f 

27 Operator is the defaulting party, may thereafter require advance payment from the defaulting party of such defaulting party's anticipated share 

28 of any item of expense for which Operator, or Non-Operators, as the case may be, would be entitled to reimbursement under any provision of 

29 this agreement, whether or not such expense was the subject of the previous default. Such right includes, but is nol limited to, the right to 

30 require advance payment for the estimated costs of drilling a well or Completion of a wel! as to which an election to participate in drilling or 

31 Completion has been made. I f the defaulting parry fails to pay the required advance payment, the non-defaulting parties may pursue any of 

32 the remedies provided in the Article XV. T. or any other defaull remedy provided elsewhere in this agreement. Any excess of funds advanced 

33 remaining when the operation is completed and all costs have been paid shall be promptly returned to the advancing party. 

34 

35 5. Costs and Attorneys' Fees: In the event any party is required to bring legal proceedings to enforce any financial obligation of a party 

36 hereunder, the prevailing party in suoh action shall be entitled to recover all court costs, costs of collection, and a reasonable attorney's fee, 

37 which the lien provided for herein shall also secure. 

38 U. Mandatory Operations: 

39 Notwithstanding the other provisions hereof, and particularly Article VL i f any well proposed hereunder is an obligation well, a party 

40 not participating in drilling the well shall assign to the participating parties its interest in tbe leases or portion thereof which would be lost or 

41 not earned i f the well was not drilled. Such assignment shall be due upon the commencement of operations for such well and shall be free 

42 and clear of all mortgages (unless such mortgages are subordinated to this Agreement), claims, liens, overriding royalty interests, production 

43 payments, net profits interests, and other encumbrances or leasehold burdens placed thereon by or resulting from the Assignor's ownership 

44 and operations subsequent to the date of this Operating Agreement, but otherwise without warranty of title, either express or implied. An 

45 "obligation well" is defined as a well which must be drilled to earn or maintain a lease or portion thereof which cannot otherwise be 

46 maintained. A well proposed within the last one hundred eighty (180) days of the primary term of a lease (whether as a unit well or lease 

47 well) shall constitute an "obligation well". 

48 In the event a party should propose to rework or recomplete a well which has ceased to produce and such operation is necessary to 

49 perpetuate a lease or leases which would otherwise expire, a party choosing to go non-consent on such operation shall assign lo the 

50 Consenting Parties its interest in the lease or leases or portion thereof which would expire i f the proposed operation was not conducted. Such 

51 assignment shall bo made in the manner provided for hereinabove for the drilling of an obligation well. 

52 V. AREAS OF OPERATION: Article XV.V. is deleted from this Agreement. 

53 W. NON-CONSENT ELECTION: 

54 Should any party hereto be deemed a Non-Consenting Party in the initial well in a proration unit, and such well is timely commenced 

55 and completed as a commercial well, such Non-Consenting Party shall forfeit all of its right, title and interest in and to the proration unit for 

56 such well. 

57 X. WELL PROPOSAL LIMITATION: 

58 No party to this Operating Agreement shall propose the drilling of more than one well at a time nor shall any party to this Operating 

59 Agreement propose the drilling of a well during the time that another well is being drilled except: 

60 1. By mutual consent of all parties hereto; or 

61 2. In the event a well (or wells) is required to maintain any interest subject to this Operating Agreement, or to maintain any 

62 contractual rights jointly entered into by the parties which are subject to this Operating Agreement; or 

63 3. In the event a parry outside of this Operating Agreement is drilling or producing a well in a contiguous section which may be 

64 draining lands in the Contract Area. 

65 

66 

67 

68 

69 

70 
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1 ARTICLE XVI. 

2 MISCELLANEOUS 

3 

4 This agreement shall be binding upon and shall inure to the benefit ofthe parties hereto and to their respective heirs, devisees, 

5 legal representatives, successors and assigns. 

6 

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

8 

9 IN WITNESS WHEREOF, this agreement shall be effective as or lat day of March , (year) 2005 

10 

11 . who hao prepared and oiroulated thia form for owooution. reproeontfl and warrants that tho form 

12- woo printed from and with tho oitooption listed below, is idontioal to tho AAPL Form 610 1982 Modol Form Operating Agrooment, an 

13 publiahod in diolcotto form by Forms On A Diolc, Ino. No ohanees. alterations, or modifioationo. other than those in Artiolos 

Devon tncrgy Production Company, L.P. 

14 . have been made to the form. 

15 

16 O P E R A T O R 

17 

18 

19 

20 

21 
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23 

24 

25 

26 N O N - O P E R A T O R S 
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30 
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34 

35 

36 
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48 

49 
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62 

63 

64 

65 

66 

67 

68 

69 

70 
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Exhibit "A" 

Attached to and made a part of that certain Operating Agreement 
dated March 1,2005 by and between DEVON ENERGY PRODUCTION COMPANY, UP. 

and YATES PETROLEUM CORP., et al 

Identification of lands subject to this agreement: 

Township 22 South, Range 35 East, Lea County, New Mexico 

Section 33: S/2 

Township 22 South, Range 35 East, Lea County, New Mexico 

Section 4: All 
Section 9: AU 
Section 16: All 
Section 21: AU 

Restrictions, i f any, as to depths, formation, or substances: 

None 

Percentages or fractional interests of parties to this agreement and their addresses for notice 
purposes: 

PARTNER INTEREST 

Devon Energy Production Company, L.P. 73.589520% 
20 North Broadway 
Oklahoma City, Oklahoma 73102-8260 

Yates Petroleum Corporation 9.717900% 
105 S. 4* Street 
Artesia, NM 88210 

Magnum Hunter Production, Inc. 9.717900% 
P.O. Box 140907 
Irving, TX 75014 

Robert Landreth 4.198130% 
505 N. Big Spring, Suite 507 
Midland, TX 79701 

Amerada Hess Corp 1.388273% 
P O. Box 2040 
Houston, TX 77252 

Oxy USA WTP, L.P. .174645% 
6DestaDrive 
Midland, TX 79705 

Kerr-McGee Onshore Oil and Gas, LLC .349012% 
P.O. Box 809004 
DaUas,TX 75380 

Sid R. Bass, Inc. .216155% 
201 Main, Suite 3100 
Fort Worth, TX 76102 

Thru Line, Inc. .216155% 
201 Main, Suite 3100 
Fort Worth, TX 76102 

Robert M. Bass Group, Inc. .216155% 
201 Main, Suite 3100 
Fort Worth, TX 76102 

Lee M. Bass, Inc. .216155% 
201 Main, Suite 3100 
Fort Worth, TX 76102 

Oil and gas leases and/or oil and gas interests subject to this agreement: 

Lessor 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

State of New Mexico 
Devon Energy Production Company, L.P. 
STNMV0-6334 
August 1,2001 
Township 23 South, Range 35 East 
Section 21: N/2 
Lea County, New Mexico 

Lessor 
Lessee: 
Serial Number 

State of New Mexico 
Devon Energy Production Company, L.P. 
STNMVO-6317 



Lease Date: 
Land Description: 

Lessor 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

Lessor: 
Lessee: 
Serial Number: 
Lease Date: 
Land Description: 

Lessor 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

Lessor: 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

Lessor 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

Lessor 
Lessee: 
Serial Number 
Lease Date: 
Land Description: 

August 1,2001 
Township 23 South, Range 35 East 
Section 21: S/2 
Lea County, New Mexico 

State of New Mexico 
Devon Energy Production Company, L.P. 
STNMVO-6366 
September 1,2001 
Township 23 South, Range 35 East 
Section 4: Lot 1, S/2N/2, S/2 
Lea County, New Mexico 

State of New Mexico 
Devon Energy Production Company, L.P. 
ST NM V0-6368 
September 1,2001 
Township 23 South, Range 35 East 
Section 9: W/2 
Lea County, New Mexico 

State of New Mexico 
Devon Energy Production Company, L.P. 
STNMV0-6399 
October 1,2001 
Township 22 South, Range 35 East 
Section 33: S/2 
Lea County, New Mexico 

State of New Mexico 
Yates Petroleum Corp./Matador Exploration 
ST NM V0-6369 
September 1,2001 
Township 23 South, Range 35 East 
Section 21: N/2 
Lea County, New Mexico 

United States of America 
Daniel Gonzales 
NMNM - 108047 
March 1,2002 
Township 23 South, Range 35 East 
Section 4: Lots 2,3, & 4 
Lea County, New Mexico 

State of New Mexico 
Amerada Hess Corp 
STNMBO-1040-001 
August 1,1932 
Township 23 South, Range 35 East 
Section 16: E/2SE/4 
Lea County, New Mexico 

END OF EXHIBIT 



EXHIBIT "B" 

Attached to that certain Operating Agreement dated March 1, 2005 
by and between Devon Energy Production Company, L P., as Operator, 

and Yates Petroleum Corp., et al, as Non-Operator. 

There is no Exhibit "B" to this Operating Agreement. 

h:\custer mountaui\custeimtjoa.exb.doc Page 1 
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EXHIBIT " C " 
1 Attached to and made a part of that certain Operating Agreement dated March 1. 2005 by and between Devon 
2 Energy Production Companv. LP. and Yates Petroleum Corp.. et al 
3 

A 

5 

6 

l ACCOUNTING PROCEDURE 

JOINT OPERATIONS 
i i 
1 2 I . GENERAL PROVISIONS 

13 
14 1. Definitions 

IS 

16 "Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 

17 is attached. 

15 "Joint Opera tions" shall mean all operations necesiary or proper for the development, operation, protection and 

19 maintenance of the Joint Property. 

20 "Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 

21 Operations and which are to be shared by the Parties. 

22 "Operator" shall mean the party deajnated to conduct the Joint Operations. 

23 "Non-Operators" shall mean the Parties to this agreement other than (he Operator. 

24 "Parties" shall mean Operator and NoiOperators. 

25 "First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 

2fi supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 

27 capacity. 

28 'Technical Employees" shall mean those employees having special and specific engineering, geological or other 

29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 

30 problems for the benefit ofthe Joint Property. 

31 "Personal Expenses" shall mean travel and olher reasonable reimbursable eoopes of Operator*! employees. 

32 "Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

33 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 

34 most recently recommended by the Council or Petroleum Accountants Societiei. 

35 
36 2. Statement and Billings 

37 

38 Operator shall bill Non-Operators on or before the last day of each month for (heir proportionate share of the Joint 

39 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for 

40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and 

41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and 

42 fully described in detail. 

43 

44 3. Advances and Payments by NofOperator* 

45 
46 A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 

thirty (30) 
47 share of estimated cash outlay for the succeeding month's operation within fifteen (ISy days after receipt of the 

48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 

49 cadi monthly billing to reflect advances received from the NotDperators. 

50 

51 B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. I f payment it nol made 

52 within such time, the unpaid balance shall bear intereahoiithly at the prime rate in effect at Bank of America. Dallas, Texas 

53 on the fust day of the month in which delinquency occurs plus J% or the 

54 maximum contract rale permitted by die applicable usury lawi in the state in which the Joint Property is located, 

55 whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 

56 amounts. 

57 

58 4. Adjustments 

S9 

(50 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 

61 provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 

62 conclusively be presumed to bc true and correct after twenty-four (24) months following the end of any aueh calendar 

63 year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 

64 claim on Operator for adjustment. No adjustment favorable lo Operator shall be made unless it is made within the same 

65 prescribed period The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 

66 Controllable Material as provided for in Section V. 

67 
6 8 COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 
69 
?o 
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1 5. Audits 

2 

3 A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 

4 Operator's accounts and records relating to the ' Joint Account for any calendar year within the twenty-four 

5 (24) month period following the end of such calendar year; provided, however, the making of an audit shall not 

6 extend the lime for the taking of written exception to and the adjustments of accounts as provided for in 

7 Paragraph 4 of this Section 1. Where there are two or more Non-Operators, the Non-Operators shall make 

g every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience 

9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

10 paragraph unless agreed lo by the Operator. The audits shall not be conducted more than once each year 

11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 

12 at the expense of those NoiOperators approving such audit 

13 

14 B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report 

15 

16 6. Approval By NonOperaiors 

17 

Ig Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this 

19 Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 

20 contrary provisions in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and Die 

21 agreement or approval of a majorityn interest of the NonOperators shall be controlling on all NoiOperators. 

22 
23 

24 I I - DIRECT CHARGES 

25 

26 Operator shall charge the Joint Account with the following items: 

27 
28 1. Ecological and Environmental 
29 
30 Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements lo satisfy 

31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 

32 archaeological nature and pollution control procedures as requirddy applicable laws and regulations. 

33 
34 2. Rentals and Royalties 

35, 

36 Lease rentals and royalties paid by Operator for the Joint Operalions. 

37 
38 3. Labor 

39 

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

41 Joint Operations. 

42 

43 (2) Salaries of First level Supervisors in the field. 

44 

45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 

46 excluded from the overhead rates. 

47 

4g (4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly 

49 employed in the operation or the Joint Property if such charges are excluded from the overhead rates. 
5(1 
51 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 

2̂ employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II . 

53 Such costs under (his Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 

54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Soction I I If 

55 percentage assessment is used, the rate ahall be based on the Operator's coat experience. 

56 
57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 

58 applicable to Operator's costs chargeable to the Joint Account under Pangraphi 3A and 3B of this Section H. 

59 

60 D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 

61 Paragraphs 3A and 3B ofthis Section I I . 

62 

63 4. Employee Benefits 

64 
65 Operator's current costs or established plans for employees' group life Insurance, hospitalization, pension, retirement, 
66 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the 

67 Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent 

68 most recently recommended by the Councief Petroleum Accountants Societies. 

69 
70 

- 2 -
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I 5. Material 

2 

3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such 

4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 

5 reasonably practical and consistent wilh efficient and economical operations. The accumulation of surplus stocks shall be 

6 avoided. 

7 

S 6. Transportation 

9 

10 Transportation of employees and Material necessary for the Joint Opekbns but subject to the following limitations: 

11 

12 A. I f Material is moved to the Joint Property from the Operator1! warehouse or other properties, no charge shall be 

13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 

14 material is normally available or railway receiving point nearest the Joint Properly unless agreed to by the Parties. 

15 

16 B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 

17 Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 

18 available, or railway receiving point nearest the Joint Properry unless agreed to by the Parties. No charge shall be 

19 made lo the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 

20 Parties. 

21 

22 C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is 

23 available when the actual charge is S400 or lest excluding accessorial charges. The $400 will be adjusted to the 

24 amount most recently recommended by the Council of Petroleum Accountants Societies. 

25 

26 7, Services 

27 

28 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 

29 10 of Section I I and Paragraph i , ii , and iii, of Section ITI. The cost of professional consultant services and contract 

30 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead 

31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 

32 Joint Property shall not be charged to the Joint Account unless previously agreed t f the Parties. 

33 

34 8. Equipment and Facilities Furnished By Operator 

35 

36 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate 

37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 

38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 

39 exceed eight percent ( 8 %) per annum. Such rates shall not exceed average comnreial 

40 rates currently prevailing in the immediate area of the Joint Property. 

41 

42 B. In lieu of charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 

43 immediate area of the Joint Property less 20%. For aulomotve equipment, Operator may elect to use rates 

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses lo Joint Property 

47 

48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or 

49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 

50 negligence or willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as 

51 soon aspracticabie after a report thereof has been received by Operator. 

52 

53 10. Legal Expense 

54 

55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments and 

56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 

57 protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of 

58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 

59 covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 

60 I , Paragraph 3. 

61 

62 11. Taxes 

63 

64 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 

65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad 

66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 

67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties 

68 hereto in accordance with the tax value generated by each party's working interest. 

69 

70 

- 3 -
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1 12. Insurance 

2 

3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 

4 event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation 

5 and/or Employers Liability under the respective state's laws, Operator may, al its election, include the risk under its self-

6 insurance program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 

7 

8 13. Abandonment and Reclamation 

9 

10 Costs incurred for abandonment of the Joint Property, including costs roquired by governmental or other regulatory 

11 authority. 

12 

13 14. Communications 

14 

15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 

16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 

17 Property are Operator owned, charges to the Joint Account shall be made as provided Ihragraph 8 of this Section II . 

18 

19 15. Other Expenditures 

20 

21 Any other expenditure not covered or dealt with in the foregoing provisions of this Soction I I , or in Section HI and which 

22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 

23 Operations. 

24 

25 

26 I I I . OVERHEAD 

27 

28 1. Overhead- Drilling and Producing Operations 

29 

30 i . As compensation for administrative, supervision, office services and warehousing coats. Operator shall charge 

31 drilling and producing operations on either: 

32 

33 ( X ) Fixed Rate Basis, Paragraph IA, or 

34 ( ) Percentage Basis, Paragraph IB 

35 

36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 

37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 

38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection with matters of 

39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 

40 the overhead rates provided for tn the above selected Paragraph of this Section III unless such cost and expense are 

41 agreed to by the Parties as a direct charge to the Joint Accost. 

42 

43 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 

44 services and contract services of technical personnel directly employed on the Joint Property: 

45 

46 ( ) shall be covered by the ovetheadratcs, or 

47 ( X ) shall not be covered by the overhead rates. 

48 

49 ' iii . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 

50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

51 the operation of the Joint Property: 

52 

53 ( X ) shall be covered by the overhead rates, or 

54 ( ) thall not be eovwd-by-tha overhead fates. 

55 

56 A. Overhead-Fixed Rate Basis 

57 

58 (1) Operator ahall charge the iint Account at the following rates per well per month: 

59 

60 Drilling Well Rate S 6.000.00 

61 (Prorated for less than a full month) 

62 

63 Producing Well Rate S 600.00 

64 

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

66 

67 (a) Drilling Well Rate 

68 
69 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date 

70 the drilling rig, completion rig, or other unite used in completion of the well is released, whichever 
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1 is later, except that no charge shall be made during suspension of drilling or completion operations 

2 for fifteen (15) or more consecutive calendar days. 

3 

4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 

5 consecutive work days or more shall be made at the drilling well rate. Such charges ahall be 

6 applied for the period from date workover operations, with rig or other units used in workover, 

7 commence through date of rig or other unit release, except that no charge shall be made during 

8 suspension ofcperations for fifteen (15) or more consecotive calendar days. 

9 

10 (b) Producing Well Rates 

11 

12 (1) An active well either produced or injected into for any portion of the month shall be considered as 

13 a one-well charge for the entire month. 

14 

15 (2) Each active completion in a multi-completed well in which production is not commingled down 

16 hole shall be considered as a one-well charge providing each completion ia considered a separate 

17 well by the governing regulatory authority. 

18 

19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 

20 production shall be considered as a one-well charge providing the gas well is directly connected to 

21 a permanent sales outlet. 

22 

23 (4) A one-well charge shall be made for the month in whioh plugging and abandonment operations 

24 are completed on any well. This one-well charge shall be made whether or not the well has 

25 produced except when drilling well rate applies. 

26 

27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, IcaBe 

28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

29 

30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 

31 agreemeni to which this Accounting Procedure ia attached. The adjustment shall be computed by multiplying 

32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 

33 Petroleum and Gas Production Workers for the lasl calendar year compared to the calendar year preceding as 

34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 

35 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 

36 published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or 

37 minus the computed adjustment. 

38 

39 B< Overhead - Percentage Ban is 

40 

41 (4)—Operator- ahall ahnfge-the-Joint-Aooount ot-the-foHowing-rates: 

42 

43 fa)—Development 

44 

45 • — ' • Percent f %\ of the cost of development of the Joint Property exeluoive of oonts 

46 provided under Paragraph 10 of Section jl-ond-all oalvage credits. 

47 

48 (b)—Oper oting 

49 

50 - " ' ' Parent ( W) of the-cost of operating the Joint Property-cxeluaivcfooato provided 

51 under • Paragraph*" 3—and—W—of" •Bcetioa - l l , all—salvage credit^ tha value of injected—auhatoneca pur-ehaocd 

52 fct—oeooadary—recovery—&&4—ati—tan——ami—esocoamcnta—whioh—an—levied,—aaDcaoed and—paid—apea—the 

53 mineral intareat in-ond to tha JcM Property. 

54 

55 (2)—Appliootion-of Overhead Percentage Bask •shall ba oa follows: 

56 

57 For—the—purpose—of determining—charges -on—a—percentage- -baste—undar—Paragraph—IB »f thia-•-SeatHHi—IB-, 

58 development—shall—include all eoeta—in connection—with—drillings—redrilling^ deafenings—er—any—yemcdiol 

59 operations on any or all walla involving tha uaa of drilling rig •and" -araw oapablo of drilling to tha producing 

60 interval • on—the—Joint—Property-—alae?—preliminary expenditufco—ncoeaBary—in—preparation—for—drilling—and 

61 awp—diturao—incurred—in—ebcndoniag—whan—tha—wall—is—aot completed—aa—a—producer,—and—original—ceat—of 

62 eonatruaiion—or—mctollaUon—sl—fitted—aaeebh—tha • expansion——fixed—aaoate -and—any—ether—project—ele&fiy 

63 discernible an a—fixed aaaeV-awaepl Major Conotniatioa-aa-dcfined in-Paragraoh-3 -of -thia•••Section IFJi AH other 

64 eo*tfl'»koll be-eonotdered as-operating. 

65 

66 2. Overhead-Major Construction 

67 

68 To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 

69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 

70 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
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1 Account for overhead based on the following rates for any Major Co ru miction project in excess of S 2S.000.00 : 

2 
3 A. 5 % of first $100,000 or total cost if leas, plus 

4 

5 B. 3 % of costs in excess of $100,000 but less than 51,000,000, plus 

6 
7 c - 2 % of costs in excess of $1,000,000. 

8 

9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 

11 excluded. 

12 

13 3. Catastrophe Overhead 

14 

15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 

16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 

17 necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 

18 expenditures, Operator shall either negotiate a rate prior lo charging die Joint Account or shall charge the Joint Account 

19 for overhead based on the following rates: 

20 

21 A. 5 % of total costs through $100,000; plus 

22 

23 B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus 

24 

25 C. 2 % of total costs in exess of $ 1,000,000. 

26 

27 Expenditures subject to the overheads above will nol be reduced by insurance recoveries, and uo other overhead 

28 provisions ofthis Section I I I shall apply. 

29 

30 4. Amendment of Rates 

31 

32 The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement 

33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

34 

35 

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

37 

38 Operator is responsible for Joint Account Material and ahall make proper and timely charges and credits for all Material 

39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 

40 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 

41 surplus Material, such disposal being made either through sale lo Operator or Non-Operator, division in kind, or sale to 

42 outsiders. Operator may purchase, but shall he under no obligation to purchase, interest of Non-Operators in surplus condition 

43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

44 

45 1. Purchases 

46 

47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. Tn case of 

48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 

49 when adjustment has been rcccivd by the Operator. 

50 

51 2. Transfers and Dispositions 

52 

53 Material furnished lo the Joint Property and Material transferred from the Joint Properry or disposed of by the Operator, 

54 unless otherwise agreed to by the Parties, shall be priced on the following lis exclusive of cash discounts: 

55 

56 A. New Material (Condition A) 

57 

58 (1) Tubular Goods Other than Line Pipe 

59 

60 (a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastern mill 

61 published carload base prices effective as of date of movement plus transportation cost using the 80,000 

62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 

63 published rail rates for tubular goods exist. I f the 80,000 pound rail rate is not offered, the 70,000 pound 

64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 

65 and casing from Youngstown, Ohio. 

66 

67 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 

68 transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 

69 above in Paragraph 2.A.(l)(a). For transportation cost from points other than Eastern mills, the 30,000 

70 
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1 pound Oil Field Haulers Assocation interstate truck rate shall be used. 

2 

3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 

4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 

5 to the railway receiving point nearest the Joint Property. 

6 

7 (d) Macaroni tubing (size less than 2 3/8 inch OD) shall he priced at the lowest published out-of-stock prices 

8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 

9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 

11 (2) Line Pipe 

12 

13 (a) Line pipe movements (except size 24 inch OD and larger with walls V« inch and over) 30,000 pounds or 

14 more shall bc priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. 

15 Freight charges shall be calculated from Lorain, Ohio. 

16 

17 (b) Line Pipe movements (except size 24 inch OD) and larger with walls V* inch and over) less than 30,000 

18 pounds shall be priced at EM tern mill published carload base prices effective as of date of shipment, 

19 plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 

20 goods pricing in Paragraph A(l)(a) as provided above. Freight charges shall be calculated from Lorain, 

21 Ohio. 

22 

23 (c) Line pipe 24 inch OD and over and Vo inch wall and larger shall bc priced f.o.b. the point of 

24 manufacture at cunent new published prices plus transportation cost to the railway receiving point 

25 nearest uie Joint Property. 

26 

27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 

28 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at 

29 prices agreed lo by the Parties. 

30 

31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 

32 supply store nearest the Joint Property, or point of manufacture, plus traniportatbn costs, if applicable, to the 

33 railway receiving point nearest the Joint Property. 

34 

35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 

36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 

37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 

38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A(1) andX2 

39 

40 B. Good Used Materia! (Condition B) 

41 

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

43 

44 (1) Material moved to the Joint Property 

45 

46 At seventy-five percent (75%) of current new price, as detennined by Paajraph A 

47 

48 i (2) Material used on and moved from the Joint Property 

49 

50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 

51 originally charged to Uie Joint Account as new Material or 

52 

53 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was 

54 originally charged to the Joint Account as used Material 

55 

56 (3) Material not used on and moved from the Joint Property 

57 

58 At seventy-five percent (75%) of current new price aiietermined by Paragraph A 

59 

60 The cost of reconditioning, if any, shall be absorbed by the transferring property, 

61 

62 C. Other Used Material 

63 

64 (1) Condition C 

65 

66 Material which is not in sound and serviceable condition and not suitable for its original function until 

67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 

68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 

69 C value plus cost of reconditioning doenot exceed Condition B value. 

70 

- 7 -



COPAS 1984 ONSHORE 
Recommended by the Counci 
of Petroleum Accountants 
Societies 

1 (2) Condition D 

2 

3 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose 

4 ahall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 

5 under procedures normally used by Operator without prior approval of Neaperators. 

6 

7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 

8 of comparable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be 

9 priced at used line pipe prices, 

10 

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

12 power ail lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 

13 Upset tubular goods shall be priced on a non upset basis. 

14 

15 (3) Condition E 

16 

17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 

18 procedures normally utilized by Operator without prior appral of Non-Operator*. 

19 

20 D. Obsolete Material 

21 

22 Material which is serviceable and usable for its original function but condition and/or value of such Material 

23 is not equivalent lo that which would justify a price as provided above may bc specially priced as agreed to by 

24 the Parties. Such price should result in the Joint Account being charged with the value of the service 

25 rendered by such Material. 

26 

27 E. Pricing Conditions 

28 

29 (1) Loading or unloading costs may bc charged to the Joint Account at the rate of twenty-five cents (25(S) 

30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 

31 sustained at the stocking point The above rate shall be adjusted as of the first day of April each year 

32 following. January 1, 1985 by the same percentage increase or decrease used to adjust overhead rales in 

33 Section I I I , Paragraph l.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and 

34 shall be the rate in effect until the first day of April next year. Such rate shall be published each year 

35 by the Council of Petroleum Accountants Societies. 

36 

37 (2) Material involving erection coats shall be charged it applicable percentage of the current knocked-down 

38 price of new Material. 

39 

40 3. Premium Prices 

41 

42 Whenever Material is not readily obtainable at published or lilted prices because of national emergencies, strikes or other 

43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 

44 Material at the Operator's actual cost incurred tn providing aueh Material, in making it suitable for use, and in moving it 

45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 

46 Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 

47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 

48 and acceptable to Operator. 

49 

50 4. Warranty tf Material Furnished By Operator 

51 

52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 

53 Account until adjustment has been received by Operator from the manufacturers or their agents. 

54 

55 

56 V. INVENTORIES 

57 

58 The Operator shall maintain detailed records of Controllable Material. 

59 

60 1. Periodic Inventories, Notice and Representation 

61 

62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Co.nttalla.blc Material. Written notice 

63 of intention to take inventory shall be given by Operator al least thirty (30) days before any inventory is to begin so that 

64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to bc represented at an 

65 inventory shall bind NoaQperators to accept the inventory taken by Operator. 

66 

67 2, Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 

70 months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
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1 overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

2 

3 3. Special Invenbries 

4 

5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 

6 Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of 

7 interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases 

8 involving a change of Operator, all Persies shall bc governed by such inventory. 

9 

10 4. Expense of Conducting Inventories 

11 

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

13 Parties. 

14 

15 B. Tlic expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 

16 inventories required due b change of Operator shall be charged to the Joint Account. 

17 

18 

19 

2(1 
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23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 
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EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement dated March 1, 2005, by and 
between Devon Energy Production Company, L.P. and Yates Petroleum Corp., et al. 

The Operator shall carry insurance for the benefit of the joint account covering Operator's 
operations upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is 
attached as follows: 

a) Workmen's compensation insurance: In compliance with the workmen's 
compensation laws of the State of New Mexico, including employer's liability with 
miriimum limits of $1,000,000.00. 

b) Comprehensive general liability insurance, excluding products: A limit of 
$1,000,000.00 each occurrence for bodily injuries, $2,000,000.00 aggregate. 
Property damage liability limit being $1,000,000.00 each occurrence, 
$2,000,000.00 aggregate. 

c) Automobile public liability and property damage insurance. Limits of bodily injury 
$1,000,000.00 each person; $1,000,000.00 each occurrence; property damage 
$1,000,000.00 each occurrence. 

The Operator shall require its contracts and subcontractors working or performing services 
upon the Unit Area subject to the Operating Agreement to which this Exhibit "D" is attached to 
comply with the workmen's compensation laws of the State of New Mexico and to carry such other 
insurance and in such amounts as the Operator shall deem necessary. 

During drilling operations, Operator shall also carry Operator's Extra Expense Indemnity 
insurance during drilling and completion including coverage for well seepage, pollution, cleanup and 
containment and evacuation expenses. The limit of such insurance is $50,000,000.00 any one 
occurrence, which should apply to all coverage except (a) above. Non-Operators shall elect, in writing 
prior to spudding, to be covered under such policy or shall jurnish Operator with evidence that it 
carries for its own account such insurance with minimum limits corresponding to those provided for in 
Operator's policy. At all times while operations are being conducted under this agreement, Operator, 
or the designated Operator for the account of the Non-Operators, shall maintain insurance in 
accordance with this Exhibit. If a Non-Operator elects to be an additional insured on Operator's policy, 
it shall bear its proportionate part of the expense of such policy. 
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1 NOTE: Instructions For Use of Gas Balancing 

2 Agreement MUST be reviewed before finalizing 

3 this document 

4 

5 

6 

7 EXHIBIT "E* 

8 GAS BALANCING AGREEMENT ("AGREEMENT") 

9 ATTACHED TO AND MADE PART OF THAT CERTAIN 

10 OPERATING AGREEMENT DATED March 1.2005 

11 BY AND BETWEEN Devon Energy Production Company. L-P. 

12 AND Yates Petroleum Corp.. et at ("OPERATING AGREEMENT") 

13 RELATING TO THE North Custer Mountain State Unit AREA, 

14 I>ea COUNTY/PARISH, STATE OF New Mexico . 

15 

16 I . DEFINITIONS 

17 The following definitions shall apply to this Agreement 

15 101 "Arm's Length Agreement" shall mean any gas sales agreement with an unaffiliated purchaser or any gas sales 

19 agreement with an affiliated purchaser where the sales price and delivery conditions under such agreement are 

20 representative of prices and delivery conditions existing under other similar agreements in the area between 

21 unaffiliated parties at the same time for natural gas of comparable quality and quantity. 

22 1-02 "Balancing Area" shall mean (select one): 

23 0 each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. I f a 

24 single well is completed in two or more producing intervals, each producing interval from which the Gas 

25 production is not commingled in the wellbore shall be considered a separate well 

26 8 all of tho-aoroogo and depths subject to the Opemting-Affloement 

27 B 

28 -

29 -

30 ===========^======================^ 

31 1.03 "Full Share of Current Production" shall mean the Percentage Interest of each Party in the Gas actually produced 

32 from the Balancing Area during each month. 

33 1.04 "Oas" shall mean all hydrocarbons produced or producible from the Balancing Area, whether from a well classified 

34 as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which are or may be made 

35 available for sale or separate disposition by the Parties, excluding oil, condensate and other liquids recovered by 

36 field equipment operated for the joint account "Gas" does not include gas used in joint operations, such as for fuel, 

37 recycling or retnjection, or which is vented or lost prior to its sale or delivery from the Balancing Area. 

38 1-05 "Makeup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing Area in excess of its Full 

39 Share of Current Production, whether pursuant to Section 3.3 or Section 4.1 hereof. 

40 1.06 "Mcf 1 shall mean one thousand cubic feet. A cubic foot of Gas shall mean the volume of gas contained in one cubic 

41 foot of space at a standard pressure base and at a standard temperature base. 

42 1.07 "MMBtu" shall mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heal 

43 required to raise one pound avoirdupois of pure water from 58.5 degrees Fahrenheit to 59.5 degrees Fahrenheit at a 

44 constant pressure of 14.73 pounds per square inch absolute. 

45 1-08 "Operator" shall mean the individual or entity designated under the terms of the Operating Agreement or, in the 

46 event this Agreement is not employed in connection with an operating agreement, the individual or entity 

47 designated as the operator of the well(s) located in the Balancing Area. 

48 1 09 "Overproduced Party" shall mean any Party having taken a greater quantity of Gas from the Balancing Area than 

49 the Percentage interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 

50 1.10 "Overproduction" shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in 

51 the cumulative quantity of all Gas produced from the Balancing Area. 

52 1.II "Party" shall mean those individuals or entities subject to this Agreement, and their respective heirs, successors, 

53 transferees and assigns. 

54 1.12 "Percentage Interest" shall mean the percentage or decimal interest of each Party in the Gas produced from the 

5 5 Balancing Area pursuant to the Operating Agreement covering the Balancing Area. 

56 1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners of royallies, overriding 

57 royalties, production payments or similar interests. 

58 1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas from the Balancing Area than 

5 9 the Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 

60 1.15 "Underproduction" shall mean the deficiency between the cumulative quantity of Gas taken by a Party and its 

61 Percentage Interest in the cumulative quantity of all Gas produced from the Balancing Area. 

62 h U - B (Optional) "Winter Period" ohall mean the monthfo, of in one 

63 oaiendar yoaf-end-the monthfa) of — - — — . • in- the suoooeding-oaJendnf voof-

64 2. BALANCING AREA 

65 2.1 If this Agreement covers more than one Balancing Area, it shall be applied as i f each Balancing Area were covered 

66 by separate but identical agreements. All balancing hereunder shall be on the basis of Gas taken from the Balancing Area 

67 measured in (Alternative 1) 13 Mcfs or (Alternative 2>S M.MBtuo, 

68 2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject to one or more 

69 maximum lawful prices, any Gas not subject to price controls shall be considered as produced from a single Balancing Area 

70 and Gas subject to each maximum lawful price category shall be considered produced from a separate Balancing Area. 

71 3. RIGHT OF PARTIES TO TAKE GAS 

72 3.1 Each Party desiring to take Gas will notify the Operator, or cause the Operator to be notified, of the volumes 

73 nominated, the name of the transporting pipeline and the pipeline contract number (if available) and meter station / relating 

74 to such delivery, sufficiently in advance for the Operator, acting with reasonable diligence, to meet all nomination and other 

- 1 -
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in accordance with each Parties' interest fai the well 
' and confirmed ( i f confirmation is required) to the 1 requirements. Operator is authorized to deliver the volumes so nominated 

2 transporting pipeline in accordance with the terms ofthis Agreement-, provided, however, the WeU is capable of detivering me nominated volume for 
the applicable Party or Parties. 

3 3.2 Each Party shall make a reasonable, good faith effort to take its Full Share of Current Production each month, to the 

4 extent that such production is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to 

5 preserve correlative rights, or to maintain oil production. 

6 3.3 When a Party fails for any reason to take its Full Share of Current Production (as such Share may be reduced by the 

7 right of the other Parties to make up for Underproduction as provided herein), the other Parties shall be entitled to take any 

S Gas which such Party fails to take. To the extent practicable, such Gas shall be made available initially to each Underproduced 

9 Party in the proportion that its Percentage Interest in the Balancing Area bears to the total Percentage Interests of all 

10 Underproduced Parties desiring to take such Gas. I f all such Gas is not taken by the Underproduced Parties, the portion not 

] 1 taken shall then be made available to the other Parties in the proportion that their respective Percentage Interests in the 

12 Balancing Area bear to the total Percentage Interests of such Parties. 

13 3.4 All Gas taken by a Party in accordance with the provisions of this Agreement, regardless of whether such Party is 

14 underproduced or overproduced, shall be regarded as Gas taken for its own account with title thereto being in such taking 

15 Party. 

16 3.5 Notwithstanding the provisions of Section 3.3 hereof, no Overproduced Party shall be entitled in any month to take any 

17 Gas in excess of three hundred percent (300%) of its Percentage Interest of the Balancing Area's then-current Maximum 
unless agreed to by all Parties hereto. 

IS Monthly Availability /; provided, however, that this limitation shall not apply to the extent that it would preclude production 

19 that is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative 

20 rights, or to maintain oil production. "Maximum Monthly Availability" shall mean the maximum average monthly rate of 

21 production at which Gas can be delivered from the Balancing Area, as detennined by the Operator, considering the maximum 

22 efficient well rate for each well within the Balancing Area, the maximum allt>wable(s) set by the appropriate regulatory agency, 

23 mode of operation, production facility capabilities and pipeline pressures. 

24 3.6 In the event that a Party fails to make arrangements to take its Full Share of Current Production required to be 

25 produced to maintain leases in effect, to protect the producing capacity of a well or reservoir, to preserve correlative rights, or 
. i f It so elects, 

26 to maintain oil production, the Operator may sell / any part of such Party's Full Share of Current Production that such Party fails 

27 to take for the account of such Party and render to such Party, on a current basis, the full proceeds of the sale, less any 

28 reasonable marketing, compression, treating, gathering or transportation costs incurred directly in connection with the sale of 

29 such Full Share of Current Production. In making the sale contemplated herein, the Operator shall be obligated only to obtain 

30 such price and conditions for the sale as are reasonable under the circumstances and shall not be obligated to share any of its 

31 markets. Any such sale by Operator under the terms hereof shall be only for such reasonable periods of time as are consistent 

32 wilh the minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one 

33 year. Notwithstanding the provisions of Article 3.4 hereof, Gas sold by Operator for a Party under the provisions hereof shall 

34 be deemed to be Gas taken for the account of such Party. 

35 4. IN-KIND BALANCING 
reasonable notice of 

36 4.1 Effective the first day of any calendar month following / at least thirty f 30 1 days' pnor 
, i f required by Operator 

37 written notice to the Operator /, any Underproduced Party may begin taking, in addition to its Full Share of Current 

38 Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current production determined 

39 by multiplying thlrty-flye percent ( 35 %) ofthe Full Shares of Current Production of all Overproduced Parties by 

40 a fraction, the numerator of which is the Percentage Interest of such Underproduced Party and the denominator of which 

41 is the total of the Percentage Interests of all Underproduced Parties desiring to take Makeup Gas. In no event will an 

42 Overproduced Party be required to provide more than thlrtv-five percent f 35 %1 of its Full Share of Current 

43 Production for Makeup Gas. The Operator will promptly notify all Overproduced Parties of the election of an Underproduced 

44 Party to begin taking Makeup Gas. 

45 4T£—S—(-Optional Seasonal—Limitation on—Makeup Option—1)—Netwithotanding—the—provioiono—of—Seethon—4rl?—tho 

46 average—monthly—amowrt of—Makeup Gaa—taken—by - an—Underproduced—Party—during—tho Winter—Period—pursuant—te—Seotiofl—4ri 

47 shaH—net—etteeed—tha • —overage—monthly—amount—ef—Makeup GOD—token by—sueh—Underproduced—Party during—the 

48 all-- •• ( 6 ) months irrtfw»<UetelYpfooedmR the Winter Period. 

49 4T3—13—(Optional Seasonal—Limitation—en—Makeup Option—2)—Notwithstanding—the—provisions-- of—Saction- d.l,—ne 

50 Overproduced Party-will bo required 4o provide roofft than •• - — — —poroent (—• 34) of ifa Full Share 

51 of Cuwent Production for Makeup-Gog during-tiie Winter Period. 

52 4.3 0 (Optional) Notwithstanding any other provision of this Agreement, at such time and for so long as Operator, or 

53 (insofar as concerns production by the Operator) any Underproduced Party, determines in good faith that an Overproduced 

54 Party has produced all of its share of the ultimately recoverable resorves in the Balancing Area, such Overproduced Party may 

55 be required to make available for Makeup Gas, upon the demand of the Operator or any Underproduced Party, up to 

56 one hundred percent ( 100 %) of such Overproduced Party's Full Share of Current Production. 

57 5. STATEMENT OF GAS BALANCES 

58 5.1 The Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumes of Gas that each 

59 Parry is entitled to receive and the volumes of Gas actually taken or sold for each Party's account. Within / (15) days 

60 after the month of production, the Operator will fumish a statement for such month showing ( l ) each Party's Full Share of 

61 Current Production, (2) the total volume of Gas actually taken or sold for each Party's account, (3) the difference between 

62 the volume taken by each Party and that Party's Full Share of Current Production, (4) the Overproduction or 

63 Underproduction of each Party, and (5) other data as recommended by the provisions of the Council of Petroleum 

64 Accountants Societies Bulletin No. 24, as amended or supplemented hereafter. Each Party taking Gas will promptly provide to 

65 the Operator any data required by the Operator for preparation ofthe statements required hereunder. 

66 5.2 If any Party fails to provide the data required herein for four (4) consecutive production months, the Operator, or 

67 where the Operator has failed to provide data, another Party, may audit the production and Gas sales and transportation 

68 volumes of the non-reporting Party to provide Uie required data. Such audit shall be conducted only after reasonable notice and 

69 during normal business hours in the office of the Party whose records are being audited. All costs associated with such audit 

70 will be charged to the account of the Party failing to provide the required data. 

71 6. PAYMENTS ON PRODUCTION 

72 5.1 Each Parry taking Gas shall pay or cause to be paid ajl production and severance taxes due on all volumes of Gas 
73 actually taken by such Party. 
7 4 fea—B (Alternative 1 Entitlements) Eaoh Party ahall pay or eouae to be paid all Royalty due with reopeot to Royalty 
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1 owncro to—whom i t is aooountabio ag—if-wen- -Forty -wore taking its Full -Share • of - Curr ent - Production;—and only its—Full—Share—ef 

2 Current Production; 

3 feVSr4-9—(Optional For HOC—only—wfcfe—Section— Alternative—I Entitlement)—XJpen—written—request—af—a—Party 

4 taking—4eaa than ito Full—Shore—of Current Production in—a- -given - "month -{-Current- Undofpfoduoer"),—any—Party taking more—then 

5 its—Full—Snare—ef—-Current—Production—in—sueh—month—("•Current—Overproduoer") • •• will—pay—to • such—Current—Undcrproduoer—an 

6 amount—eaeh—month—equal—to—the—fteyolty—percentage—of the—proceeds—received—by—the—Current—Qverproduoer for that—portion" -of 

7 the—Current—Undefproduoer'fl—¥vM—Shore—of—Current—Production - -taken—by—tho -Cwrent—Overproduoer,—provided,—however,—that 

8 ouoh—payment—witi—net—owoeed—the—Royalty—percentage—that—is—common to oil—Royalty—burdens—m—the—Balancing—A*e*—Payments 

9 made—pursuant—to thio—Section—6.2 1—wiU—be—deemed—payments—te—the Underproduced—Part/a—Royalty owners—f&f—purposes—ef 

10 Section 7.1 

11 6.2 0 (Alternative 2 - Sales) Each Party shall pay or cause to be paid Royalty due with respect to Royalty owners to 

12 whom it is accountable based on the volume of Gas actually taken for its account 

13 6.3 In the event that any governmental authority requires that Royalty payments be made on any other basts than that 

14 provided for in this Section 6, each Party agrees to make such Royalty payments accordingly, commencing on the effective date 

15 required by such governmental authority, and the method provided for herein shall be thereby superseded. 

16 7. CASH SETTLEMENTS 

17 7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the Balancing Area, the termination 

IS of the Operating Agreement or any pooling or unit agreement covering the Balancing Area, or at any time no Gas is taken 

19 from the Balancing Area for a period of twelve (12) consecutive months, any Party may give written notice calling for cash 

20 settlement of the Gas production imbalances among the Parties. Such notice shall be given to all Parties in the Balancing Area. 

21 7.2 Within sixty (60) days after the notice calling for cash settlement under Section 7.1, the Operator will distribute to each 

22 Party a Final Gas Settlement Statement detailing the quantity of Overproduction owed by each Overproduced Party to each 

23 Underproduced Party and identifying the month to which such Overproduction is attributed, pursuant to the methodology 

24 set out in Section 7.4. 

25 W — B (Alternative j Direct Party to Party •Settlement) Within - sixty- (60) days after rooeipt of the Final Gas Settlement 

26 Statement,—eeeh—Ovorproduood—Party—will—pay—te—aaen—Underproduced—Party—entitled—to—eetUemont—the—approprinto—eash 

27 settlement,—oooompanied—by—appropriate—accounting—detail;—A*—the—time—ef—peymetri;—the—Overproduced—Party—wtU—notify—the 

28 Operator of the -Gas imbolnnoe- nettled by the Overproduoed Party's payment. 

29 7.3 BI (Alternative 2 - Settlement Through Operator) Within sixty (60) days after receipt of the Final Gas Settlement 

30 Statement, each Overproduced Party will send its cash settlement, accompanied by appropriate accounting detail, to the 

31 Operator. The Operator will distribute the monies so received, along with any settlement owed by the Operator as an 

32 Overproduced Party, to each Underproduced Party to whom settlement is due within ninety (90) days after issuance of the 

33 Final Gas Settlement Statement. In the event that any Overproduced Party fails to pay any settlement due hereunder, the 

34 Operator may tum over responsibility for the collection of such settlement to the Party to whom it is owed, and the Operator 

35 will have no further responsibility with regard to such settlement. 

36 7.3.10 (Optional - For use only with Section 7.3, Alternative 2 - Settlement Through Operator) Any Party shall have 

37 the right at any time upon thirty (30) days' prior written notice to all other Parties to demand that any settlements due such 

38 Party for Overproduction be paid directly to such Party by the Overproduced Party, rather than being paid through the 

39 Operator. In the event that an Overproduced Party pays the Operator any sums due to an Underproduced Party at any time 

40 after thirty (30) days following the receipt of the notice provided for herein, the Overproduced Party will continue to be liable 

41 to such Underproduced Party for any sums so paid, until payment is actually received by the Underproduced Party. 

42 7.4 0 (Alternative 1 - Historical Sales Basis) The amount of the cash settlement will be based on the proceeds 

43 received by the Overproduced Party under an Arm's Length Agreement for the Gas taken from time to time by the 

44 Overproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any Makeup Gas taken by the 

45 Underproduced Party prior to monetary settlement hereunder will be applied to offset Overproduction chronologically in the 

46 order of accrual. 

47 ?r4—B (Alternative—2 Meat—Recent—Sales—Boats)—The—amount—of the—cash—Bottlomorrt—wiU—be- • -baaed on—the—prooeedo 

48 received—by—the—Overproduced -Party—under—en—Arm^s—tength—Agreement—for—the—volume- • -of •Gas—that -constituted—Overproduction 

49 by—the—Overproduced—Party—from—the -Bahmomg—Area:—For the—purpose -of—implementing-- -the - cash—settlement provision of the 

50 Section •••?-,—an Overproduced—Party will—not—ba oonoidered to—have produoed—any—of - -an—Underproduced—Party'D "nhare—of Gas - until 

51 the—Overproduced- • Party—has—produoed—cumulatively—all cf its—Perocntnge—Intereot—share of the Oaa ultimately—produoed—from—ti» 

52 Balancing Area. 

53 7.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds received for the sale of the 

54 Gas by the Overproduced Party calculated at the Balancing Area, after deducting any production or severance taxes paid and any 

55 Royalty actually paid by the Overproduced Party to an Underproduced Party's Royalty owner(s), to the extent said payments 

56 amounted to a discharge of said Underproduced Party's Royalty obligation, as well as any reasonable marketing, compression, 

57 treating, gathering or transportation costs incurred directly in connection with the sale ofthe Overproduction. 

58 7.5.10 (Optional - For Valuation Under Percentage of Proceeds Contracts) For Overproduction sold under a gas 

59 purchase contract providing for payment based on a percentage of the proceeds obtained by the purchaser upon resale of 

60 residue gas and liquid hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will 

61 include proceeds received by the Overproduced Party for both the liquid hydrocarbons and the residue gas attributable to the 

62 Overproduction. 

63 7.5.2-B—(Optional Valuation—tor—Processed—Gas Option—1)—Per—Overproduction—processed—fe*—the—aocount—ef—the 

64 Overproduced—Party—at—a—gas—processing—ptant—for • the—eKtraetion—of--liquid—hydrocarbons,—the—full quantity—of the—Overproduction 

65 will—be—valued—far—purposes—of cash—settlement—at—the • prioes—received—by -the—Overproduced—Party—far—the—sale—of the—residue—gas 

66 attributable—to—the Overproduction—without—regard—to prooeedo—altributnblo—to liquid—hydrooarbons—whioh—may—have boon 

67 extracted from the Ovcrpfoduotioni 

68 7.5.2 0 (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account of the 

69 Overproduced Party at a gas processing plant for the extraction of liquid hydrocarbons, the values used for calculating cash 

70 settlement will include the proceeds received by the Overproduced Party for the sale of the liquid hydrocarbons extracted from 

71 the Overproduction, less the actual reasonable costs incurred by the Overproduced Party to process the Overproduction and to 

72 transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale 

73 7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length Agreement, the cash 

74 settlement wilt be based on the weighted average price received by the Overproduced Party for any gas sold from the 
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1 Balancing Area under Arm's Length Agreements during the months to which such Overproduction is attributed. In the event 

2 that no sales under Arm's Length Agreements were made during any such month, Uie cash settlement for such month will be 

3 based on the spot sales prices published for the applicable geographic area during such monlk in a mutually acceptable pricing 

4 bulletin. 

5 7.7 Interest compounded at the rate of twelve percent ( 12 %) per annum or the maximum lawful 

6 rale of interest applicable to the Balancing Area, whichever is less, will accrue for all amounts due under Section 7.1 beginning 

7 the first day following the date payment is due pursuant to Section 7.3. Such interest shall be bome by the Operator or any 

8 Overproduced Party in the proportion that their respective delays beyond the deadlines set out in Sections 7.2 and 7.3 

9 contributed to the accrual ofthe interest The Operator shall also be required to pay such interest i f i t has received payment from any Overproduced 
Part/ bat Jailed, to timely pay the Uiidcrprodiiced Party. i r-v r / 

10 7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Party may deliver to the Underproduced Party 

11 an offer to settle its Overproduction in-kind and at such rates, quantities, times and sources as may be agreed upon by Uie 

12 Underproduced Party. I f the Parties are unable to agree upon Uie manner in which such in-kind settlement gas will be 

13 furnished within sixty (60) days after the Overproduced Party's offer to settle in kind, which period may be extended by 

14 agreement of said Parties, the Overproduced Party shall make a cash settlement as provided in Section 7.3. The making of an 

15 in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parlies 

16 fail to reach agreement on an in-kind settlement. 

17 7.9 0 (Optional - For Balancing Areas Subject to Federal Price Regulation) That portion of any monies collected by an 

18 Overproduced Party for Overproduction which is subject lo refund by orders of the Federal Energy Regulatory Commission or 

19 other governmental authority may be withheld by the Overproduced Party until such prices are fully approved by such 

20 governmental authority, unless Uie Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced 

21 Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such governmental 

22 authority. 
23 

26 

27 

28 

TrW-fl (Optional Interim Cash Bnloweme)—At any time—during Uie—terni of thin—Agroomont,—any—Overproduced— -Party 

. 

"p'l'nli 

flettlomenta.—The Overproduced—Party—w+14-—provide Operator—a detailed—aooounting—e-f--e»y—suoh cash—settlement—within—thirty 

29 doyo aftor4he settlement ia made. 

30 8. TESTING 

31 Notwithstanding any provision of this Agreement to the contrary, any Party shall have Uie right, from time to time, to 

32 produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the reasonable deliverability test(s) 

33 required by such Party's Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Party lo 

34 conduct such tests; provided, however, that such tests shall be conducted in accordance with prudent operating practices only 

3 5 after thirty < 30 ) days' prior written notice to Uie Operator and shall last no longer than 

36 , seven ( 7 ) hewer days including prior shut-in time. 

37 9. OPERATING COSTS 

38 Nothing in this Agreemeni shall change or affect any Party's obligation lo pay hs proportionate share of all costs and 

39 liabilities incurred in operations on or in connection with the Balancing Area, as its share thereof is set forth in the Operating 

40 Agreement, irrespective of whether any Party is at any time selling and using Gas or whether such sales or use are in 

41 proportion to its Percentage Interest in the Balancing Area. 

42 10. LIQUIDS 

43 The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field equipment operated 

44 for the joint account in accordance with their Percentage Interests in the Balancing Area. 

45 11. AUDIT RIGHTS 

46 Notwithstanding any provision in this Agreement or any other agreement between the Parties hereto, and further 

47 notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years from Uie end of the calendar 

48 year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Party shall have Uie right to audit 

49 the records of any other Party regarding quantity, including but not limited to information regarding Btu-content. 

50 Any Underproduced Party shall have the right for a period of two (2) years from the end of the calendar year in which any 

51 cash settlement is received pursuant to Section 7 to audit Uie records of any Overproduced Party as to all matters concerning 

52 values, including but not limited to information regarding prices and disposition of Gas from the Balancing Area. Any such 

53 audit shall be conducted at the expense of Uie Party or Parties desiring such audit, and shall be conducted, after reasonable 

54 notice, during normal business hours in Uie office of the Party whose records are being audited. Each Party hereto agrees to 

55 maintain records as to the volumes and prices of Gas sold each month and Uie volumes of Gas used in its own operations, 

56 along with the Royalty paid on any such Gas used by a Party in its own operations. The audit rights provided for in this 

57 Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement. 

58 12. MISCELLANEOUS 

59 12.1 As between the Parties, in the event of any conflict between Uie provisions of this Agreement and the provisions of 

60 any gas sales contract, or in Uie event of any conflict between Uie provisions of this Agreement and Uie provisions of the 

61 Operating Agreement, Uie provisions ofthis Agreement shall govern. 

62 12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against any and all liability for 

63 any claims, which may be asserted by any third party which now or hereafter stands in a contractual relationship wilh such 

64 indemnifying Party and which arise out of Uie operation of this Agreement or any activities of such indemnifying Party under 

65 the provisions of this Agreement, and does further agree to save the other Parties harmless from all judgments or damages 

66 sustained and costs incurred in connection therewith. 

67 12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer the provisions of this 

68 Agreement, but shall have no liability to Uie other Parties for losses sustained or liability incurred which arise out of or in 

69 connection with Uie performance of Operator's duties hereunder, except such as may result from Operator's gross negligence or 

70 willful misconduct. Operator shall not be liable to any Underproduced Party for the failure of any Overproduced Party, (other 

71 than Operator) to pay any amounts owed pursuant to the terms hereof. 

72 12.4 This Agreement shall remain in full force and effect for as long as Uie Operating Agreement shall remain in force and 

73 effect as to Uie Balancing Area, and thereafter until the Gas accounts between Uie Parties are settled in full, and shall inure lo 

74 Uie benefit of and be binding upon the Parties hereto, and their respective heirs, successors, legal representatives 
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1 and assigns, i f any. The Parties hereto agree to give notice of the existence of this Agreement to any successor in interest of 

2 any such Party and to provide that any such successor shall be bound by this Agreement, and shall further make any transfer of 

3 any interest subject to the Operating Agreement, or any part thereof, also subject to the terms of this Agreement 

4 12.5 Unless the context clearly indicates otherwise, words used in Ute singular include the plural, Uie plural includes the 

5 singular, and the neuter gender includes Uie masculine and Uie feminine. 

6 12.6 In Uie event that any "Optional1' provision of this Agreement is not adopted by the Parties to this Agreement by a 

7 typed, printed or handwritten indication, such provision shall not form a part of this Agreement, and no inference shall be 

S made concerning Uie intent of the Parties in such event. In Uie event that any "Alternative" provision of this Agreement is not 

9 so adopted by the Parties, Alternative 1 in each such instance shall be deemed to have been adopted by Uie Parties as a result 

10 of any such omission. In those cases where it is indicated that an Optional provision may be used only i f a specific Alternative 

11 is selected: (i) an election to include said Optional provision shall not be effective unless the Alternative in question is selected; 

12 and (ii) the election to include said Optional provision must be expressly indicated hereon, it being understood that the 

13 selection of an Alternative either expressly or by default as provided herein shall not, in and of itself, constitute an election to 

14 include an associated Optional provision. 

15 12.7 This Agreement shall bind Uie Parties in accordance with Uie provisions hereof, and nothing herein shall be construed 

16 or interpreted as creating any rights in any person or entity not a signatory hereto, or as being a stipulation in favor of any 

17 such person or entity. 

18 12.8 If contemporaneously with this Agreement becoming effective, or thereafter, any Party requests that any other Party 

19 execute an appropriate memorandum or notice of this Agreement in order to give third parties notice of record of same and 

20 submits same for execution in recordable form, such memorandum or notice shall be duly executed by Uie Party to which such 

21 request is made and delivered promptly thereafter to Uie Party making the request. Upon receipt, Uie Party making Uie request 

22 shall cause Uie memorandum or notice to be duly recorded in Uie appropriate real property or other records affecting Uie 

23 Balancing Area. 

24 12.9 In the—event—Internal—Revenue- Service—regulations—require a—uniform—method1 -of computing—taxable— inoomo—by—ell 

25 Pofli»9;—caoh Party agrees to—compute—and report inoomo • to -the Internal Revenue—Service—(select - one)—g ao -if such Party—were 

26 taking—its—Full—Shore ef Current—Production—during—each—relevant tax—poriod—in—noeordanoo- with—sueh—regulations;—insofar—as—seme 

27 relate—te—entitlement method—tan computations;—or—Q—boned—en—Uie quantity—of Geo—taken—far—its—account—in—aeoofdanee—with 

28 suoh regulations j-insofor aa same roloto-to-salesmethod tow computations! Sec 14_3 on Page -Sa-. 

29 13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

30 13.1 Subject to Uie provisions of Sections 13.2 (if elected) and 13.3 hereof, and notwithstanding anything in this Agreement 

31 or in the Operating Agreement to Uie contrary, i f any Party assigns (including any sale, exchange or other transfer) any of its 

32 working interest in Uie Balancing Area when such Party is an Underproduced or Overproduced Party, the assignment or outer 

33 act of transfer shall, insofar as Uie Parties hereto arc concerned, include all interest of Uie assigning or transferring Party in the 

34 Gas, all rights to receive or obligations to provide or take Makeup Gas and all rights to receive or obligations to make any 

35 monetary payment which may ultimately be due hereunder, as applicable. Operator and each of Uie other Parties hereto shall 

36 thereafter treat the assignment accordingly, and the assigning or transferring Party shall look solely to its assignee or other 

37 transferee for any interest in the Gas or monetary payment that such Party may have or to which it may be entitled, and shall 

38 cause its assignee or other transferee to assume its obligations hereunder. 

39 44T3-B —(Optional Cosh—Settlement—Upon—Assignment)—Notwithstanding—anything—m—tins—Agreement—(iaoluding—but • not 

40 limited to the—provtaiong—ef -Seotion—1*4—hereof)-or in the—Operating Agreement to -the—contrary?—and—oubjeot to Uie proviaiona 

41 of -Section—13i3 hereof,—n—Ute event—an—Overproduced—Party—intends—to -sell,—assign, OHohonge • cr—ethcrwiso transfer -any—of its 

42 interest—m—a—Balancing—Area,—sueh—Overproduced—Party—shell—notify—in—writing—UM—ether—working—interest—owners—whe—are 

43 Parties hereto in ouch Bekmewie Area of such foot at leapt _ • ( . • )dave prioMo closing the 

44 transaction. Thereafter, any Underproduced Party may • demand fren suoh •• --Overproduced P-erty m writing; within 

45 • , — • • • • •, —(• • •- ) days -after-receipt ofthe Overproduced-Forty's notice, a oosh settlement of its 

46 Undefpfoduotion—freer,—the—BeJojwtng—Arena—The Operator shall- -be- -notified of any—sueh—demand -end of—any—eash—oottloment 

47 pursuant to this Seotion—14;—end—the—Overproduction—and—Underproduction—of--each—Party—shall—be—adjusted—accordingly—Any -cosh 

48 settlement—pursuant to this—Seetion—13—shall he-paid -by1 the Qverpf<xkjo&d—Party en-or—before- tho—corner to eoour -(i)—of oiirty (60) 

49 days—after—receipt—of -the—Underproduced—Party's—demand or—(tr)—at—the closing—of -Ute—transaction—in—which—the—Overproduced 

50 Party - -setlst • ensigns, -ewohongos -or—otherwise twwofero its interest—in a -Balancing—Area on the -same baoio ao otherwise • set --forth - in 

51 Sections—7.3 through—?T6—hereof;—and-—shell—beer—interest at the rate set—forth—in—Seotion—7r7—hereof; -beginning—sixty—(60) daya 

52 after tho Overproduced Party's sole,—assignment, OMohongc- or transfer of its interest in Uie Balancing Area for any amounts—not 

53 paid:—Provided, however, i f any Underproduced Party dees not so demand suoh eaoh—oottlemont- -of its Underproduction from tho 

54 Balancing—Area,—sueh—Underproduced Party—shall—leek—exclusively—te—the—assignee or other—successor—in—interest—of—the 

55 Overproduced—Party—g+ving—notice—hereunder—for—the satisfaction of—sueh—Underproduced—Party's Underproduction—m—aooordnnoe 

56 with4he-provioiona ef Seotion 13-.4 hereof, 

57 13.3 The provisions of this Section 13 shall not be applicable in the event any Party mortgages its interest or disposes of its 

58 interest by merger, reorganization, consolidation or sale of substantially all of its assets to a subsidiary or parent company, or to 

59 any company in which any parent or subsidiary of such Party owns a majority ofthe slock of such company. 

60 14. OTHER PROVISIONS 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

71 

72 

73 

74 

See Attachment 

-5-



14. OTHER PROVISIONS 

14.1 Any Underproduced party can require cash settlement from the Overproduced 
Parties in January of each even numbered year by providing written notice to the 
Operator. Section 7 of this Gas Balancing Agreement shall govern cash settlement 
under this provision. 

14.2 In the event any Party feels a Party has produced more than its share of 
recoverable reserves and wants to prohibit said Party from selling additional Gas, 
the Party shall notify the Operator, including its estimate of remaining recoverable 
reserves. The Operator shall notify all other Parties. If Parties concur with the 
recoverable reserve estimate, said Overproduced Party shall be prohibited from 
selling Gas until the Overproduced Party is back in balance. If the Parties cannot 
agree on the remaining recoverable reserves, the Operator shall retain an 
independent reservoir engineer, experienced and competent in the geographical 
areas ofthe well(s) in question, to compute the reserves. Its decision shall be final. 
Costs incurred by the independent engineer shall be borne by the Parties hereto. 

14.3 The Parties to this Agreement agree to abide by Regulation 1.761-2(d)(2) as 
promulgated by the Internal Revenue Service. Regulation 1.761-2(d)(2) requires 
that all co-producers of natural gas operating under the same joint operating 
agreement must use the cumulative gas balancing method, as described under this 
regulation, to report gas balancing for tax purposes. In the event of a conflict 
between the provisions ofthis Section and any other provisions ofthis Agreement, 
the provisions of this Section shall control. 
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1 15. COUNTERPARTS 

2 This Agreement may be executed in counterparts, each of which when taken with all other counterparts shall constitute 

3 a binding agreement between the Parties hereto; provided, however, that i f a Party or Parties owning a Percentage Interest in 

4 the Balancing Area equal to or greater than a percent ( Vo) therein fail(s) to execute this 

5 Agreement on or before , this Agreement shall not be binding upon any Party and shall be of 

6 no further force and effect 

7 IN WITNESS WHEREOF, this Agreement shall be effective as ofthe 1st day of March , 2005 . 

8 

9 

10 ATTEST OR WITNESS; OPERATOR 

28 

36 

37 

38 

12 BY: 

13 

14 Type or print name 

15 Title 

16 Date _ 

17 Tax ID or S.S. No. 

18 

19 NON-OPERATORS 

20 

21 BY: 

22 

23 Type or print name 

24 Title 

Date 

26 Tax ID or S.S. No.. 

27 

29 BY: 

31 Type or print name 

32 Title 

33 Datt_ 

Tax ID or S.S, No. 
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ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The 

validity and effect of these forms in any state will depend upon the statutes of that state. 

Individual acknowledgment: 

State of ) 

) ss. 

Counly of ) 

9 

10 

11 

12 (Seal, if any) 

13 

15 

16 

17 

18 

19 

20 

21 

22 

23 

This instrument was acknowledged before me on _ 

Title (md Rank) _ 

My commission expires:. 

Acknowledgment in representative capacity: 

State of ) 

)ss. 

County of ) 

This instrument was acknowledged before me on 

(Seal, i f any) 

Title (and Rank) _ 

25 

26 

27 

28 

29 

30 

31 

My commission expires:. 



EXHIBIT "F" 
Attached to and made a part of that certain Operating Agreement dated March 1,2005 

by and between DEVON ENERGY PRODUCTION COMPANY, L.P. 
and YATES PETROLEUM CORP., ET AL. 

FEDERAL GOVERNMENT CONTRACT COMPLIANCE CERTIFICATION 

The subsidiaries and affiliates ofthe party with whom you are contracting (Company), may be a Government contractor as defined by law, and 
therefore required to obtain certificationof compliance with certain applicablelaws, orders, regulations and requirementspromulgafed by Federal and 
State authorities from the party designated or acting as contractor, Operator or Seller (Contractor) in the foregoing agreement of which this supplement 
is a part. 

Contractorhereby agrees to comply wilh the provisionsof the Equal Oppotunity clause, and any amendments thereto, all of which are incorporated in 
this agreementby reference, and as are set forth in paragraph 64.4 ofthe regulations ofthe Secretary of Labor (41 CFR Chapter 60), issued pursuant 
to Executive Order 11246 dated SeptembeT24, 1965, as well as all other rules and regulations set forth herein. Contractor is also aware of and 
informedof his responsibilitiesunderthe Rehabilitation Act of 1973 Section 503 (41 CFR 60-741) and Executive Order 11758 dated January 15, 
1974 (41 CFR 60-250) and hereby agrees that it shall comply with the requirementof said order. To ensure compliancewith such requirements and 
to direct attention to such laws, Contractorhereby agrees that the provisionsset forth below which may be applicableto contracts and purchase orders 
between the parties shall, i f applicable, apply to all such transactions, and certifies its compliance as follows: 

WRITTEN AFFIRMATIVE ACTION COMPLIANCE PROGRAM 

The contractorcertifiesthat it has 50 or more employeesand is covered by a Federal Govemmentcontractor subcontractvalued at $50,000 or more, 
and haa developedwritten Affirmative Action ComplianceProgramsfor each of its establishmenlsconsislentwith the rules and regulations published 
by the Eepartment of Labor in 41 C.F.R. Chapter 60. 

(41 C.F.R. §60-1.4] 

EMPLOYER INFORMATION REPORT EEOl STANDARD FORM 100 

The contractor certifies that it files an annua] Employer Information Report EHCBlandard Form 100. 

(41 C.F.R. §60-1.7] 

CERTIFICATION OF NON-SEGREGATED FACILITIES 

The contractor certifiesthal it does not, and will not maintain any facilities for employeesin a segregatedmanner or pennit its employ eesto perform 
their services at any location under its control, where segregatedfacilitiesare maintained. The contractor or subcontract will insure that facilities 
providedfor employeesare provided in such a mannerthat segregationof the basis of race, color, religion, or national origin cannot result The term 
"facilities" means any waiting rooms, work areas, restaurants and other eating areas, time clocks, restrooms, washrooms, locker rooms, and other 
storage or dressing areas, parking lots, drinking fountains, recreation or entertainment areas, transportation and housing facilities provided for 
employees. 

The contractorfurther certifies that, where necessary, it will obtain identical certificationfrom its subcontractorsand notify its subcontractorsof their 
responsibilities under Executive Order 11246, as amended. 

[41 C.F.R §60-1.8J 

EQUAL OPPORTUNITY CLAUSE 

(A) The contractor will not discriminate against any employeeor applicant for employmenlbecause of race, color, reIigion,sex, or national origin. 
The contractorwill take afiirmativeaction to ensure that applicant are employed.and that employeesare treated during employment,without regard 
to their race, color, religion,sex, or national origin. Such action shall include, but not be limited to the following: Employment, upgrading, demotion, 
or transfer, recruitment or recruitment advertising; layoff or termination; rates of pay or other forms of compensation.and selection for training, 
including apprenticeship. The contractor agrees to post in conspicuous places, available to employeesand applicants for employment, notices to be 
provided by the contracting officer setting forth the provisions of this nondiscrimination clause. 

(B) The contractorwill, in all solicitationsor advertisementsfor employeesplaced by or on behalf of the contractor, state that all qualified applicants 
will receive consideration for employment without regard to race, color, religion, sex, or national origin. 

(C) The contractorwill send to each labor union or representative of workers with which it has a collective bargaining agreement or contractor 
understanding, a notice, to be provided by the agency contracting officer, advising the labor union or workers' representative of the contractor's 
commitmentunder Section 202 of Executive Order 11246 of September24, 1965, and shall post copiesofthe notice in conspicuousplacesavailable 
to employees and applicants for employment 

(D) The contractorwill comply with all provisions of Executive Order 11246 of September 24, 1965, and ofthe rules, regulations, and relevant orders 
of the Secretary of Labor. 

(E) The contractor will furnish all information and reports required by Executive Order 11246 of September 24, 1965, and by the rules and 
regulations, and orders ofthe Secretary of Labor, or pursuant thereto, and will permit access to his books, records, and accounts by the contracting 
agency and the Secretary of Labor for purposes of investigation to ascertain compliance with such rules, regulations and orders. 

(F) In the event of the contractor'snoncompliancewith the nondiscrimiration clauses ofthis contractor with any of such rules, regulations, or orders, 
this contract may be canceled, terminated, or suspended in whole or in part and the contractor may be declared ineligible for further Government 
contracts in accordance with procedures authorized in Executive Order 11246 of September24, 1965, and such other sanctions as may be imposed 
and remedies invoked as provided in Executive Order 11246 of September 24, 1965, and any other such sanctions may be imposed and remedies 
invoked as provided in Executive Order 11246, or by rule, regulations, or order of the Secretary of Labor, or as otherwise provided by law. 

(G) The corrtractor will include the provisionsof Paragraphs (1) through (7) in every subcontractor purchase order unless exempted by rules, 
regulations or orders of the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September24, 1965, so that such 
provisions will be bindingupon each subcontractoror vendor. The contractorwill take such action with respectto any subcontractor purchase order 
as maybe directedby the Secretary of Labor as a means of enforcingsuch provisions including sanctions for noncomplianderoWefetf, however, that 
in the event the contractor becomes involved in, or is threatened with litigation with a subcontractoror vendor as a result of such direction, the 
contractor may request the United States to enter into such litigation to protect the interest of the United States. 

[Executive Order No. 11246, 42 U.S.C. §200e and 41 C.F.R. §60- 1.4(a).! 

EQUAL EMPLOYMENT OPPORTUNITY FOR WORKERS WITH DISABILITIES 

The contractor agrees that the affirmative action clause for disabled workers as set forth in 41 C.F.R. 60-741.5(a) is incorporated by reference into 
each of its overed Government contracts or subcontracts. 

AFFIRMATIVE ACTION FOR DISABLED VETERANS 
AND VETERANS OF THE VIETNAM ERA 

(A) The contractorwill not discriminate against any employeeor applicant for employmentbecause he or she is a disabled veteran or veteran of the 
Vietnam era in regard to any position for which the employeeor applicant for employment is qualified. The contractor agrees to take affirmative 
action to employ.advancein employment and otherwise treat qualified disabled veterans and voter of the Vietnam era without discrimination based 
upon their disability or veterans status in all employmentpracticessuch as the following: employmentupgrading,demotionor transfer, recruitment, 
advertising, layoff or termination, rates of pay orhflr forms of compensation, and selection for training, including apprenticeship. 
(B) The contractor agrees to list all employmentopenings which exist at the time ofthe executionofthis contract and those which occur during the 
performance of this contract, includingthose not generated by this contract and includingthose occurring at an establishmentof the contractor other 
than the one wherein the contract is being performed, but excludingthoseof inde^endentivoperated corporate affiliates, at an appropriate local office 
of the State employment service system wherein the opening occurs. The contractor fiirther agrees to provide such reports to such local office 
regarding employmentopenings and hires as may be required. State and local government agencies holding Federal contracts of $10,000 or more 
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shall also list all of their employmentopenings with the appropriate office ofthe State employmentservice, but are not required to provide those 
reports set forth in paragraphs (D) and (E). 

(C) Listing of employmentopenings wif t we employm shall be made at least concurrently with ue use of 
any other recruitment source or effort and shall involve the normal obligations which attach to the placing of a bona fide job order, includinglhe 
acceptance of referrals of veterans and nonveterans. The listing of employmentopeningsdoes not require the hiring of any particular job applicant or 
from any particular group of applicants, and nothing herein is intended to relieve the contractor from any requirements in Executive orders or 
regulations regarding nondiscrimination in employment 

(D) The reports required by paragraph (B) of this clause shall include, but not be limited to periodic reports which shall be fafeitast quarterly with 
the appropriate local office or, where the contractor has more than one hiring location in a State, with the central office of that State employment 
service. Such reports shall indicate for each hiring location (1) the number of the individuals hired during the reporting period, (2) the number of 
nondisabled veterans of the Vietnam era hired, (3) the number of disabled veterans of the Vietnam era hired, and (4) the total number of disabled 
veterans hired. The reports should include coveredvet*ranshiredfororrthfrjobtramingunder38 U.S.C. 1787. The contractorshallsubmita report 
within 30 days after the end of eachreportingperiodwhereinanyperformanceis made on this contract identifyingdata for each hiring location. The 
contractorshall maintain al each hiring location copiesof the reports submitted until the expiration of one year after final paymentunder the contract, 
during whichlime these reports and related documentation shall be made available, upon requefax examination by any authorized representatives of 
the contracting officer or of the Secretary of Labor. Documentation would include personnel records reflecting job openings, recruitment and 
placement 

(E) Whenever the contractor becomes conlractuaibound to the listing provisions of this clause, it shall advise the employment service system in each 
State where it has establishments of the name and location of each hiring location in the State. As long as the contractor is contractually boundeo th 
provisionsand has so advised the State system there is no need to advise the State system of subsequent contracts. The contractor may advise the State 
system when it is nol longer bound by this contract clause. 

(F) This clause does not apply to the listing of employmentopenings which occur and are filled outside of the 50 States, the District of Columbia, 
Puerto Rico, Guam, and the Virgin Islands. 

(G) The provisionsof paragraphs (B), (C), (D), and (E) ofthis clause do not apply to openings whidi the contractorproposesto fi l l from within his 
own organization. This exclusiondoesnot apply to a particular opening once an employer decides to consider applicants outside his own organization 
for that opening. 

(H) As used in this clause: (1) "All employmentopenings"includesall positionsexceptexecutiveand top management,thosepositionsthat will bc 
filled from wiuiin the contractor's organization, and positions lasting three days or less. This term includes full-time employment, temporary 
employment of more than three days' duration, and pdsftie employment. 

UTILIZATION OF SMALL BUSINESS CONCERNS 
AND SMALL DISADVANTAGED BUSINESS CONCERNS 

(A) It is the policy of the United States that small businessconcemsand small businessconcemsownedand controlled by socially and economically 
disadvantagedindividuabshall have me maximum p agency, including 
contracts and subcontractsforsubsystems,assemblies,components,and related servicesformajorsystems. It is furtherthe policy ofthe United States 
that hs prime contractors establish procedures to ensure the timely payment of amounts due pursuant to the terms of their subcontracts with small 
business coieems and small business concerns owned and controlled by socially and economically disadvantaged individuals. 

(B) The contractor hereby agrees to carry out this policy in the awarding of contracts to the fullest extent consistent with efficient contract 
performance. The contractor further agrees to cooperate in any studies or surveys as may be conducted by the United States Small Business 
Administration or the awarding agency of the United States as may be necessaryto determine the extent of the undersigned's compliance with this 
clause. 

(C) As used in this contract, the term "small business concern" shall mean a small business as defined pursuant to Section 3 ofthe Small Business Act 
and relevant regulations promulgated pursuant thereto. The term "small business concern owned and controlled by socially and economically 
disadvantaged individuals" shall mean a small business concern: 

(1) Which is at least fifty-one percent owned by one or more socially and economicallydisadvantagedindtvidualsjor in the case of any 
publiclyowned business, at I east fifty-one percent of the stock of which is owned by one or more socially and economically disadvantaged 
individuals; and 

(2) Whose management and daily business operations are controlled by one or mnreh individuals. 

The contractor shall presume that socially and economically disadvantaged individuals include black Americans, Hispanic Americans, native 
Americans, Asian-Pacific Americans, Asian-Indian Americans and other minorities or any other individual found to be disadvantaged by the 
administration pursuant to Section 8(a) of the Small Business Act 

(D) The contractor acting in good faith may rely on written representationsby its subcontractorsregardingtheir status as either a small business 
concern or a small business concern owned and controlled by socially and economically disadvantaged individuals. 

(48 C.F.R. §52.219-8) 

PREFERENCE FOR LABOR SURPLUS AREA CONCERNS 

(A) Applicability This clause is applicable i f the contractexceedsthe appropriate small purchase limitation in Part 13 of the Federal Acquisition 
Regulation. 

(B) Policy, It is the policy of the govemmentto award contracts to concemsthal agree to perform substantially in labor surplus areas (LSA's)when 
this can be done consistentwith the efficientperformanceof the contract and at prices no higherthan are obtainable elsewhere. The contractor agrees 
to use its best efforts to place subcontracts in accordance with this policy. 

(C) Order of Preference In complying with paragraph B above and with paragraph C of the clause ofthis contract entitled Utilization of Small 
Business Concerns and Small Disadvantaged Business Concerns, the contractor shall observe the following order of preference in awarding 
subcontracts: (1) small business concerns that are LSA concerns, (fcjher small business concerns, And (3$ther LSA concerns. 

(D) Definitions "Labor surplus area," as used in this clause, means a geographicalarea identified by the Department of Labor in accordanwith 20 
C.F.R. 654, Subpart A, as an area of concentrated unemployment or underemployment, or an area of labor surplus. 

"Labor surplus area concern" as used in this clause, means a concern that togetherwith its first tier subcontractorswill peiformsubstantiallyin labor 
surplus areas. Performanceis substantially in labor surplus areas if the costincurredunderthe compact on accountofmanufactui^g.production.or 
performance of appropriate services in labor surplus areas exceed fifty percenthrfcontract price. 

(48 C.F.R. §52.220-3] 

UTILIZATION OF WOMEN-OWNED SMALL BUSINESSES 

(A) "Women-owned businesses"as used in this clause, means small business concemsthal are at least fifty-one percent owned by women who are 
United States citizensmd who also control and operate the business. 

"Control" as used in this clause, means exercising the power lo make policy decisions. 
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"Operate" as used in this clause, means being actively involved in the day to day management of the business. 

"Small business concern" as used in this clause, means a concern mcluding Hs affiliates, that is independently owned and operated, not dominant in the 
field of operation in which it is bidding on governmentcontracts, and qualified as a small business under the criteria and size standards in 13 C.F.R. 
121. 

(B) It is the policy ofthe United States that women-owned businesses shall have the maximum practicable opportunity to participate in performing 
contracts awarded by any federal agency. 

(C) The contractor agrees to use its best efforts to give women-owned small businessesthe maximum practicable opportunity to participate in the 
subcontracts it awards to the fullest extent consistent with the efficient performance of its contract. 

(D) The contractor may relyon written representations by its subcontractors regarding their status as womumed small businesses. 

(48 C.F.R. 152.219-13) 

CERTIFICATION REGARDING A DRUGFREE WORKPLACE 
(MARCH 1989) 

(A) Definitions. As used in this provision, "Controlled substance" means a controlled substance in schedules I through V of section 202 of the 
Controlled Substances Act (21 U.S.C. 812) and as further defined in regulation at 21 CFR 130SJ308.15. 

"Conviction"meansa finding of guilt (including a plea of nolocontendere)or impositionof sentence, or both, by any judicial body charged with the 
responsibility to determine violations of the Federal or Stale criminal drug statutes. 

"Criminal drug statute" means a Federal or non-Federal criminal statute involvingthe manufacture, distribution,dispensing,possessionor use of any 
controlled substance. 

"Drug-free workplaceHmeans a site for the performanceof work done in connectionwith a specific contract at which employeesof the Contractorare 
prohibited from engaging in the unlawful manufacture, distribution, dispensing, possession, or use of a controlled substance. 

"Employee" means an employee of a Contractor directly engaged in the performance of work under a Government contract. 

"Individual" means an offer/contractor that has no more than one employee including the offeror/contractor. 

(B) By submissionof its offer,the offeror, i f otherthan an individual, who is making an offer that equals or exceeds $25,000, certifies and agrees, that 
with respect toall employees ofthe offeror to be employed under a contract resulting from this solicitation, it-will 

(1) Publish a statement notifying such employees that the unlawful manufacture, distribution, dispensing, possessionor use of a controlled 
substance is prohibited in the Contractor's workplace and speciryingthe actions that will be taken against employeesfor violations of such 
prohibition; 

(2) Establish a drugfree awareness program to inform such employees about 

(i) The dangers of drug abusanthe workplace; 

(ii) The Contractor's policy of maintaining a drtdjee workplace; 

(iii) Any available drug counseling, rehabilitation, and employee assistance programs; and 

(iv) The penalties that may be imposed upon employees for drug abuse violatioccurring in the workplace; 

(3) Provide all employees engaged in performance ofthe contract with a copy of the statement required by subparagraph (b)(1) of this provision; 

(4) Notify such employ ecsin the statement required by subparagraph (b)$ ofthis provision, that as a condition of continued employment on the 
contract resulting from this solicitation, the employee will 

(i) Abide by the terms ofthe statement; and 

(ii) Notify the employerof any criminal drug statute convictionfor a violation occurring in the workplace no later than five (5) days after 
such conviction; 

(5) Notify the contractingofficerwithinten (10) days after receivingnotice under subdivision(bX4)(ii) of this provision, from an employeeor 
otherwise receiving atual notice of such conviction; and 

(6) Within 30 days after receivingnotice under subparagraph (aX4) of this provision of a conviction, impose the following sanctions or remedial 
measures on any employee who is convicted of drug abuse violations offing in the workplace: 

(i) Take appropriate personnel action against such employee, up to and including termination; or 

(ii) Require such employeeto satisfactorilyparticipatein a drug abuse assistance or rehab ilitationprogram approved for such purposes by 
a Federal, State, or local health, law enforcement, or other appropriate agency. 

(7) Make a good faith effort to maintain a dru^ee workplace through implementation of subparagraphs (b)(1) through OX € ) ofthis provision. 

(C) By submissionof its offer, the offeror, i f an individual who is making an offer of any dollar value, certifies and agrees that the offeror will not 
engage in the unlawful manufacture, distribution, dispensing,possession,or use of a controlledsubstancein the performanceof the contract resulting 
from this solicitation. 

(D) Failure ofthe offeror to provide the certification required by paragraph (b) or(c) ofthis provision, renders the offeror unqualified and ineligible for 
award. (See FAR 9.104(g) and 19.602(aX2Xi) 

(E) In additionto other remedies available to the Govemment,the certifications paragraphs (b) and (c) of this provision concerns a matter within the 
jurisdiction of an agency of the United States and the making of a false, fictitious, or fraudulent certification may render the maker subject to 
prosecution under Title 18, United States Code, Section 1001. 

Custerlvttjoa.exf.DOC - 3 -


