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OPERATING AGREEMENT 

T H K AKBEFMENT, inte Ky .nd O X Y U S A T m ? . 

, bottoaitrr designated and 
referred to at "Operator", aod tbe signatory party or pcrtiea other than Operator, somjtinKS hereinafter referred to Individually herein 
ts "Non-Operator", and cotkctrvely as "Non-Operators". 

WITNESSETH: 

WHEREAS, tht parties to thia agreement art owners of oil and {as leases and/ojr, oil and gas interest! in the land identified in 
Exhibit "A", and the partita hereto bane reached as agreement to explore and developj these leases eodfor oil and gat Interest! ior the 
production of od and gas to the extent and aa hereinafter provided. 

NOW, THEREFORE, it it agreed aa follows: 

ARTICLE I. 

DEFINITIONS 

At und in this agreement, the following words and terms thai have the meanings here ascribed to them: 

interests ta tracts of land lying whhin tht 

A. The term "oil and get" shall mem oil, gas, casinghead gaa, gu condensate;'and ai other liquid or gaseous hydrocarbons 
and other marketable substances produced therewith; unless an intent to Hntit the mctyiiveness of thia term it speciflcally stated.. 

B. The terms "oil aad gat lense", "lease" and "leasehold" shall mean th; od and gas leases covering tracts of land 
lying within the Contract Area which are owned by the parties to this agreement. 

C. The term "oil and gas Interests" shall mean unleased fee and (sinerat 
Contract Area whkh are owned by parties to this agreement. 

' D. The term ''Contract Area" shall mean aB of the Uusda, ou and gu kasehold interests and oil and gas interest! intended to be 
developed and opsratrd for oil and gu purposes under this agreement. Such lands, oil ant gas leasehold interests and oil and gaa interests 
are described m Ifctbibit "A". ! . . ' . . ' ! • 

E. The term "driBmg unit" shall mean the area fixed for the (biffing of one well by order or rule of any state or 
federal body having authority. If a drilling unit is not fixed by any such rule oc order, a d & g unit shtS be the cVUBng unit ts etubKah-
cd by the pattern of drillng in the Contract Area or M fixed by express agreement ol 'the Drifting Parties. 

" F. The term "driBske" thai mean the oil and gat lease or interest on whkh a oropoted weS tsjeo be located. 
", G. The tenia "Drfflhig P a r ^ 

any operation conducted under the provtstora ci thn agreement. . 
| H. The terms ''Non-Driumg Party" and "Ncai-Conaentsng Party" shall mean a party who elects not to participate 

ln;a proposed operation. I-

Unless the context otherwise clearly indicates, words used In the angular ! Include tbe plural, the plural includes the 
singular, and the neuter gender irjcrudes tha masculine and the Eernmne. 

ARTICLE II. 

EXHIBITS 

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

x, &aiii*rAn; etaii riiTtVifi tsy'taigwhg t t w » t a w i t t » t » v ! 
(IJi Ideneifkadon cd lands subjsct to thk agreement, '. 
(2) Restrictions, if any, ea to depths, formations, or aihwannra, 
(3) Percentage* or fractional interests of parties to this agreement, •. 
(4) Oil tod gat tenet tndjor cd sod gts tatemts subject to this agreement, P 
(5) Addresses of parties ior notice purtwei. !;. 
Exliibit "B'YForm of L e c i t . [ ' ] ' 
Exhibit "CV, Accowldng Procedure. !'"' 
Exhibit "D*1,lntvaiictt. : 

Exhibit "F" , Noii-Daaiminalka and CertiracttJon of NIon-Segregated Facpstsji. 

o'a 
B_C 
H b. 

E. 
a F. 
• G. Eih&t 

If any provision of any exhibit, except Exhibks " E " and "G", it ncoruJttej»t with any pcoWoa coertsmed ta 
cd"thii agreement, the proviticia ta the body ol tha a^ j ' 

, au. 
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ARTICLE ITI, 
INTERESTS OF PARTIES 

A. Oil and Gaa In (emeu 

II any party own an oil aod (at interest in the Contract Area, that interest shal 
and during the term hereof as if it were covered by tbe form of oil and gas lease attach d 
shall be deemed to own both the royalty interest reserved in such lease and tbe 

B. Interests of Parties In Coats and Productioai 

apertSBhs' . . Unless changed by other provisions, al coats and SahSitin Incurred in 
paid, and all equipment and material! acquired In operations on the Contract Area 
forth in Exhibit "A". In the same manner, tht parties shall'abb own aH production of 
payment of royal ties to the extent ontr-eighth f l / 8 ) 

under thia agreement shall be borne and 
shall jbt owned, by the parties as their interests are set 

i il and gat from die Contract Area subject to the 
.which shall be bome is hereinafter set forth. 

Regardless of which party haa cam-stated the leasefs) and/or oil and gas 
payable, each party entitled to receive a share of production of oil and gas from the 
cause tb be paid or delivered, to tht extent of is Interest in such production, the royalty 
other parties free from any liability therefor. No party shall ever be responsible, however, 
by such party, to any other porty't lessor or royalty owner, and if any such other 
receive settlement on s higher price basis, the party contributing the affected lease shall 
such higher price. 

irjtertst(t) hereto ,on whkh royalty is due and 
Area shall bear and shall pay or deliver, or 

junount stipulated hereinabove aivf sluU. hold the 
; on I price basis higher than Ihe price received 
''t lessor or royalty owner should demand and 

iear-the additional royalty burden attributable to 

Corfu-act v 

pery' 

Nothing contained in this Article Q B . shall be deemed an assignment or crosseiti&nrnent of interests covered hereby. 

C. Eicssa Royaltiaa, Overriding Royalties and Other Payments! 

k i te Unless changed by other provisions, if the Interest of any party in any 
overriding royalty, rjroducrioa payment or other burden on r*roductkx> in excess of the 
burdened shall assume and alone bear aB such excess obligations and shall indemnify antj, 
and all claims snd demands for payment asserted hy owners of such excess burden. 

O. Subsequently Created Intcrestai' 

If any party should hereafter erects t* overriding royalty, production pxyeneil 
attributable tola working interest hereunder, or if such a burden existed prior to this 
was Dot disclosed in writing to |B other parties prior to tht neculioo of this agreement 
accepted obligation of all pcrtiea (any such Interest being hereinafter referred to as "i 
tihung of Its creation end the party out of noose working interest the subsequently created 
to as "biirdened party**); andt 

1. H the burdened party Is required under this agreement to assign or reSnquisl to any other party, or parties, aH or a portion 
' of ta working it»ier*tl'e»^ 

productscafrcet^'cletvofsa^ 
or partita;'Karaites m>nt 
and. L 

be treated for. all purposes of this agreement 
hereto at Exhibit "B". and the owner thereof 
of the lessee thereunder. 

covered hereby it subject to any royalty, 
imount stipulated in Article m.B., such party so 
hold the other parties hereto harmless from any 

,t or other burden payable out of production 
aireemcnt end is norset forth in Exhibit "A", or 
I ftH parties, or is not a'jointly acknowledged and 

1 'created interest" irrespective of the 
interest! it derived being hereinafter referred 

2. U *Ju burdened party fsib a 
eruVxcetPbagiirMthtsuhtfirj^ 
the burdened party. 

ARTICLE tv: 
"' TITLES 

r, at precisions of Article VUB. shall be 
r art enforceable against the working interest of 

A. Title Prtmlnatiotii 

Title exariirutioB thaS To* mada on the driTstite of soy proposed wcO prior i> comnwKtmeht of drilling operatunt or, if 
the Drilling 
ed.'ta the drilling unit aroarrf njcS wB. The opinion xrS bKJtde the ownership of th > working tnterett, ninertK royalty, *erridiig 

royalty ssidnroAicta 
tjikvarttatothtdiiS^ 

1 reports), tab opsnoss, dtts pspers t»^ ca«r« oWial fai ks potaoton fret of durgejAll tucli irdtsrrMtfon not in the possesion of or 
i & t i M M i i ' O j i ^ y ' l * a s s & . V twrjlaawry'tot totiittWntHM of the due, iftafl.be c^mea by Opereto^Ctii^sban 
wise title to' be exmaned by tttorntys oai its ttetf or i f otaUt attorneys.Copies of alii tide opinions shall be furm^-wewfj party 

l»iwf*t*>»rt»e»s9uows-' " ' ;"?( f 1*5 t \ 

• 1 " '-WiM. 
• ' C-prioa No. I; Cbsti trained fryC*vW*>r ia ccotwing slawtctj and title exaction (Iftjudmg preUmirv-"--^---' 
slvm-ui go^oytu^ op ir^ snd tfrrssfin^^o^ iiaa oixWw) stall be a pert oi the aoai&ttrasiTe overhead as p 
and shall not be a direct dtirge, wlatthssr'eertorttEt] by Chelator's staff atwtneys or W outsidt attorneys. 

' hereto". The rxtt.fncurred by Opercsor in this title program sea! t 
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ASnCLEIV 

continued 
Ei Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside j attorneys for title examination 
(irKktding preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parries 
in the proportion that the interest of each Drilling Party bears to the total interest of sll drilling jrVties as such interests appear in Ex
hibit "A". Operator shall make ho charge for services rendered by its staff attorneysor odier personnel in the performance of the shove 
functions. ! . i 

Each party shall be responsible for securing curative matter md pooling amendments or agreement] required in connection 
with leases or oil snd gas interests contributed by such party. Operator shad be responsible-for the preparation and recording of pooling 
designations or declarations as weU as the conduct of hearings before governmental agencies br the| securing of spacing or pooling orders. 
This shall not prevent any party from appearing on its own behalf at any such hearing.' ! ' 

No wel shall be drilled on tbe Contract Area until after (1) the title to the drillsite )jr drilling unit has been examined as above 
provided, and (2) the title has been approved by the examining attorney or tide has been accepted by! all of the parties who are to par
ticipate in tbe drilling ot the well. j 

B. Lou of TItlai 

1. rtiluit of Titki Sir wold any eel and cas-i i leuti i I thaaain)ktleet through failure ef Bile, whiah la 

ngoil 

reduction of interest from that shown on Exhibit "A", the patty contributing the affected leaae or interest shal have ninety 
from final determination of tide failure to acquire a new lease or other msrrument curing the entirety 'of the title failure, which 
•On will not be subject to Article V0J3., and failing to do so, this agreement, nevertheless, shal continue in force as to tH 
and gaa leasts and interests: and, j 

(a) The party whose oil and gas lease or interest is affected by the title failure shall Bear alcjne the entire loss andTit shall not be 
entitled to recover bom Operator or tbe other parties any development or operating coats which it may have theretofore paid or incurred, 
but there shall be no additional liability on its part to the other parties hereto by reason pf tucbj d de failure; 

(b) There shall be no retroactive adjustment of expenses Incurred or revenues received from the operatsoofof the interest which has 
been lost, but the interests of the parties shall be revised on an acreage basis, u of the tune id is dett|mir|ed^ally that title failure has oc
curred, so that the interest of the party whose lease or interest b affected by. the title failure wiH thereafter be reduced in the Contract 
Area by the amount of the interest lost; 

(c) If the proportionate Interest of the other parties hereto In any producing well 
increased by of tbe title failure, the party whose title has failed shall receive the pi 
terest (lest costs snd burdens attributable memo) until it has been reimbursed for unreci 
well; 

(d) Should any person not s party to this agreement, who it determined to hr'the owner qf arty interest in the title which has 
failed, pay in any manner any part of the cost of operation, development, or equi assent, such amount shall be paid to the party or parties 
who bore the costs which are so refunded! 

(e) Any liability to account to a third party for prior production ô oil and gu which ariset by reason of title failure shall be 

jdrilled oo the Contract Area it 
attributable to the increase in such in-

paid by it ra connection with such 

borne by the party or parties whose tide failed in ihe same j 
(f) No charge shall be made to tbe joint account for legal e 

claimed by any patty hereto, it being the intention of tht patties J 
connection therewith. 

in which they shared injsuch prior production; snd. 
, fees or salaries, of 

i that each shall defend title 
with the defense of the interest 

its interest and bear all expenses in 

2.. loss by Non-Payment or Erroneous Paymenp̂ f Amount Due: If, through mhkake os- overnight, any rental, shut-in weU 
payment, minimum royalty or royalty payment, is 
mere shall be no monetary liability against 
payment secures a new lease covering the 
which ttqunition trill not be subject to Ai 
date of termination pf the leaee ihvohri 
the Contract Area on account of 
required payment ahall not have 
the tost Interest, calculated 

f paid 
whot 

I acreage 
shall be reimbursed for 
or weUt previously 

(s) Proceeds 
up to the 

0)Pi 
oil and 
tfi num 

or is erroneously paid, and as a result a least or interest therein terminates, 
failed to make such payment. Unless the party who failed to make the required 

within ninety (90) days from the discovery 4 tr«; failure to make proper payment, 
VULB., tht interests of tht parties shall be revised on aa acreage basis, effective as of the 

the party who failed to make proptr payment will oo Jonger bl credited with an interest in 
of the lease or interest which has terminated. Id the evjent the party who failed to make the 

hilly reimbursed, at the time of the lots, from the proceeds o( the sale of od and gas attributable to 
basis, for tbe development and operating costs theretofore paid on account of such interest, it 

•and t 

actual coat theretofore paid by tt (but not for its share it the pat of any dry hole previously drilled 
from so much of the following as ts necessary to effect reunbarsernent 

ga, tees operating expenses, theretofore rxcraed to the credit of the lost interest, on an acreage basis, 
unrecovered costs; 
3 operating expenses, thereafter accrued attributable to the lost interest on!an acreage basis, of that portion of 

_ produced end marketed (excluding produs^ frtaTI assy waist thereete 
be attributable to the lost interest on an acreage basis, up to the amount of uflrecovered costs, the proceeds of ssid 

of the oil and gu to be contributed by the other parties in proportion to their respective bterests; and, ' • 
Any monies, up to the amount of unrecovered costs, that rMyryp^ by any party who it, c* 

ul, far ihe piivilegii <il •ertltipaang in the Ceailftat Arte ut eeiuniug a pally tu thlt sgiwiiatt. " " 

, would t 

3. Other Losses: All losses iocnrred, other then those set forth in Articles IV3.I. and JV:B.2- above, shall be 
and ahal be borne by al parties io proportion to. their, interests. There shall be no readjustment of interests in the remaining 
the Contract Area. 

-3-
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ARTICLE V. 
OPERATOR 

A. Designation and Responsibilities ol Operator! 

OXY USA I n c . • jhaabethe 
Operator of the Contract Am, and shal conduct ind direct and have (ul control of •& operitiona On trie Contract Area as permitted and 
required by, and within the limits of this agreement. It shall conduct au such operations n a good and |worlmsteuuu! manner, but it shal 
have no liability as Operator to the other parties for losses sustained or liabilities incurVed, except such as may result from gross 
negligence or willful misconduct. ; 

B. .Resignattion or Removal of Operator and Selection of Successor! 

1. Rengnatioo or Remove! of Operators Operator may resign st any time by gdvinji written notice thereof to Non-Operators. 
If Operator terminates its legal existence, no longer owns sn interest hereunder in the Contract Are^ orj is no longer capable of serving ts 
Operator, Operator ahaU be deemed to have resigned without soy action by r4onOjperamr*̂ exorpt !the selection of • successor. Operator 
may be removed if it faus or refuses to carry out its duties hereunder, or becomes insolvent̂  rankrupl or is placed in receiVershtp, by the 
affirmative vote of two (2) or snore Noa-Operators owning a majority interest bated on ownership 'ft shown oo Exhibit "A" remaining 
after excluding tbe voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resfgrudon by Operator or actios, 
by the Non-Operators to remove Operator, unless a successor Operator has been selected and asturocs the dories of Operator at en earlier 
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof si a Noa Operator. A change of a cor
porate name or structure of Operator or transfer of Operator's interest to any single sukacSary, parent or successor tie potation shall not 
be the basis for removal of Optrator. I I 

2. Selection of Successor Operator: Upon the resignation or removal of Operator̂  a snesjessdr Operator shad be selected by 
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area a the time such wcxesaor 
Operatrar b sektxied. The successw 
based on ownership as shown on Exhibit "A"; provided, however, if an Operator whkh lap been removed faib to rote or votes only to 
succeed itself, the successor Operator shal be selected by the affirmative vote of two (2) or rtWe rnjties|owmng a majority interest based 
on ownership as shown o<f Exhibit "A" remaining after excluding the voting interest ofthe Operator that waa removed. 

C. Employ tea: 

The number of employees used by Operator in cctsducting operationa hereunder, their tettcWtnl, and the hours of labor and the 
rompentatioo for services performed shall be dttermfned by Operator, and aU such employ eat srja&.v* the employees of Operator. 

D. Drilling Coatrocts: 

ADwehdriMontheContnrt Area 
desires, Operator may employ hs own toots and e<n>iptnent ia tht drilling of weSj, but its charges therefor thai not exceed the prevoling 
rates in the area and the rate of such charges shall be sgrttd upon by the parties in writing before dsattihja, operations ar* commenced, end 
such work shufl be performed by Operator undar the same terms aod condiubra as art customary asd usual io the area in contracts of in
dependent con tractors who are doing work of a similar nature. 

ARTICLE VL 
DRILLING AND DEVELOPMENT 

A. Initial Welli 

On or before the. 1 s t Jay of J u l y , 19jLL.C-pesitWthaacn^aanettM 
oil end gaa tt the following location: j j 

a t O p e r a t o r ' s c h o i c e i n e i t h e r S e c t i o n 8 or! 9, {Township 19 South, 
Range 29 Eaat, Eddy County, New Mexico j ' 

and shall thereafter continue the drilling of the wel whh due diligence to t h e M o r r o w j 

unless granite or other practically irrrperuxrabie tuhettrrr or crxsdirion fa the hole, whicfi rerjdejrt farther drUong 
countered at a leaser depth, or unless aB parties agree to complete or abandon the wel af a lesattr depth. 

Operator shall make reasonable tests of ail forriuaSocs encountered during drittiag which give inrlirwion 
gas in quantities sufficient to test, unless this agreement shall be Unuted in kt application to'a specific fomsttion or' 
event Operator shall be required to test only the formation or fevmatiosa to which thai afceemact •Uy 
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U. to Operator's judgment, the well wil not produce oil or go ia prying quantities, tftd ii withe* to plug end abandon the 
well a t dry hole, the provisions of Article VLEI. thaB thereafter apply. * ' 

B. Subsequent Operational 

thity 

1. Proposed Operations: Should any party hereto desire to driU any wel on the ;Cotwri * 
for in Article VLA., or to rework, deepen or prug back t dry hok oWled et the jotat exptpM ̂  
the parties aod not then producing tn paying quantities, the party deairing to drill, rework, deepes 
other parties written notice of the proposed operation, specifying the work to be performed1, the 
tion and the estimated cost of the opesxtion. The parties receiving such a nodce shall hive 
within which to notify the party wishing to do the work whether they elect to participate m the 
Ins rig is oo kxukn, notice of a proposal to rework, phig back or drill deeper may be given by 
Urnked to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a 
the period above fixed shall constitute an election by that party not to participate in the post 
response given by telephone shall be promptly corjfirroed ia writing. ' 

spar y 
ofthe 

k m other than the weU provided 
or a well jointly owned by all 

or plug hack such a v/efl thai give the 
, proposed depth, objective forma-

(•50) days titer receipt of the notice 
of the propoeed operation. H a drill-

end the response period shall be telephone 
receiving such notice to reply within 
- proposed operation. Any notice or 

Ii an parties eUtt n participate in such a proposed operation, Operator shall, wtdan ninety p0)deyt after ts^xnroon of tht notice 
period of thirty (30) daya (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig it oo loca
tion, as the case may be\ actuary commence the propcced operation and complete it with due dtHctnc t at the risk and expense of all par
ties hereto; provided, however, add cornmencernent date may be extended upon written notice of same by Operstor to the other parties, 
for a period of up to thirty (30) additioaal doys if, in the sole opinion of Operator, such additioruujtinse ia reasonably rtecessary to obtain 
permits from goverrunental aurhoritits, surface rights (bscluding rights-of-way) or wrecriite drilling ec,uipraent, or to complete thb ex
amination or curative matter required for title approval or acceptance. Notwithstanding the farce jnajeWe provisions of Article XI, if the 
ertual operation has not been commenced within the time provided (bcludfag any extension thereof as specifically permitted herein) and 
If any party hereto still desires to conduct said operation, written notice proposing atrne must be resubmitted to the other parties b accor
dance with the provisions hereof as il co prior proposal had been made. \ i 

2. Operations by Less than AJ Parties: If any petty receiving such notice as provided irj Article VL8.1. or VD.D.l. (Option 
No. 2) elects not to participate In the proposed operation, then, in order to bt entitled to tht btnefcts; of thai Article, the party or parties 
grvmg the rntice and such c^er piruâ  
me notice period of iru^ (30) dt^ (or 
on location, as the can may be) actotfiy cotnmcsce the propoecd operation end ccenplete USnth due dSgenrr, Operator shal perform tH 
work for the account of the Consenting Parties; provided, however, if no drilling rig or other ê itprotttt is oo location, and if Operator is 
t Non-Consenting Party, the Consenting Parties shal either: (a) request Operator to perforin the woes' reqiiired by such proposed opera
tion for the account of tht Consenting Parties, or (b) nVtignatt one (1) of the Corisenting Pa>tjs aa! Operator to perform such work. Con
senting Parties, when conducting operations on the Contract Area pursuant to tba Article. VLB.2V, thai comply with aB terms aasd con
ditions of tins agreernent. j 

. If less than aB partita approve any propoaad opesxtion, the proposing party, itninejdtaatiyiahajr the expiration of the appneabte 
notice period, shal edvitt th; Cnrirrmring Parties of the total interest of the parties apuj uviug eech opjctsxjtei and tes resxwirrtrnn̂ tion as 
to whether tbe Contenting Parties should proceed with the operation es proposed. Etch Ccmssnaag Party, within forty-eight (48) hours 
(exclusive of Saturday, *ntod̂  end' 
ticipation to tneb party's interest aa shown oa Exhibit "A" or (b) carry its pisuurttreiale part of h(oit<ixMenting Perots' interests, and 
faihu* u urviu the propoamg party 
tech a response shaS not exceed a total of forty-eight (48) boors (mdusive of Seturday, Sunday and legal holidays). The proposing party, 
at its election, may withdraw such proposal if there is avnirfirimr participation and shasf protnptly notify aB parties of such decision. 

Tbe entire cost and risk of conducting such operations sbaB bt borne by the CnraWrtrng juries ia the proportions they have 
elected lo bear aarrxl under the terms of the prectdieg paragraph. Consenting Parties snail keep rhe leasehold estates 
opentiens frta sed clear of aH baa cad tiscoroerancet of tvgy kind crtettd by or arising from rhc ĉ ertnorai of the 
If such tn operation results in a dry hole, tbe Consenting Parties thai pmg aod asaadon the weS and restore the surface 
sol( cost, risk and expense. If any wcB drilled, reworked, dtepened or phigged back under the provuuont of due Article 
ducer of as! tndfcr gas in paying qiientitirS, the Consenting Parties thai complete and equip': rhe wel to |produee at their aota 

t . J . 
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AOTTCLBVI 
COrSt&SUOd 

1 and the well shag toco bt turned over to Operator snd ihcul be operated by it tithe expense and far tĥ  account of tht Crmenring Par-
2 tic*. Upon controenoerne« of operations for the drilling, reworking, deepening or plugging f*ck of anyisuch wel by Cootenoruj Parties 
3 in aroftrnWg aith the pmvkinfM nj* thk Antra*, —rh MrmifrmMjafag PtrTy fhtfl H dfftflfd rff hvn f^ltyi^htri W Offiifnring Partita. 

4 ind the Contenting Parties shall own and be entitled to receive, in proportion to their retpcctne mrerW a of tnch Non-Consenting 
3 Party's interest m the wefl rod share of production therefrom until the proceeds of the salt of such share, caiculsted at the wefl, or 
6 market value thereof if such lime is not sold, (after otducting prcxbction Matt, esdse taxes, roytky, override rovnlry aod other bs-
7 tertsts not excepted by Article OLD. payable out of or measured by the ra-oduction from such weU ironing vith respea to such interest 
8 until it reverts) shal equal the total of the following: 
9 •' i 

10 ; 
i i 
12 (a) 100% of each such Non-Coctenting Party's shart of the cost of any newly acquired surface jrquipment beyond the wellhead 

rxrasnctions gnrlndmg, but not limited to, stock tanks, separators, treaters, purnping equiptnent and ptping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of tbe weQ commencing with Erst traduction and contimting until each such Non-
15 Consenting Party's relinquished interest shall revert to h under other provisions of thai Article, i 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 iNkxvConseriting 
17 Party had it rjarticipated in tbe weil from the beginning oi the orxrations; snd [ 
18 ! 
19 
20 
21 (b) 3W % of that portion of the costs and expenses of clrilitng, reworking, deepenug, ptuggirig back, resting and completing, 
22 after deducting any cash rxmtrirwtioos received under Article VDLC, and 300 * of uHot ̂ portion of the cost of newly acquired equip-
23 ment jn the wel (to end including tbe wellhead connections), which would have been chargeable to such NcoCoraenting Party if it bad 
24 participated therein. 
25 

.26 
27 1 . . , 
28 An election hot to participate in the drilling or tbe deepening of t wel shall be deemed an election not to participate In any rc-
29 working or plugging back operation proposed in such a well, or portion thereof, to which mê mitial NonjGsnsent election ippHcd 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 thai be (itemed part of the cost of operation of said vrdl 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100̂ 4) of that portion, of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Nou-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the ̂ provisions of this Article VLB. shall be ap-
33 plkable as between said Consenting Parties in said well ' 
36 i 
37 L 

38 • , 
39 During the period of lime 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 there of. production not excepted by Ar-
42 ticleHI.D. 

44 - i 
4 5 ; 
46 In Ihe case of any reworking, plugging back or deeper drilling operation, the Consenting Psrtiej abal be permitted to use, fret 
47 of cost, all eating, tubing and other eojoiprnem in the weU, but the owsterthip of al) such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drfflmg, the (Vwnffrig Parties, shall account for al such equip-
49 mtnt to the owners thereof, with each party receiving its proportionate part in kind or uv value, leatjeost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the contptttion of any operation under thia Article, thjt party conducting the operations for the 
54 Oxuentiru] Paroes thai furnish each NotvCoosenting Party with an inventory of the equipment m and connected to the wel, and an 
55 itentited statement of the cost of drilling, deepening, plugging beck, testing, completing, endjequipping the wet for production; or, at its 
56 option, the operating party, in lieu of an itemised ttstemtnt of such coats of operation, may subtest a aetatled statement of tnonthly bifl-
57 ings. Each month thereafter, durhvj the lime the Oxwriti^ 
58 operations for the Contenting Parties shaB forntsh the Non-Consenting Partita with in ittrnrred sutement of tD costs and liabilities in-
59 curred in the operation of the oeJ, together with a statement of tht quantity of oa and gat produced front it and the amount a 
60 realized from tbe sale of the well's writing interest production during the preceding month'. In determining the quantity c' 
61 produced during any month, Contentlrig Partial shall ate Industry accepted methods such it, but nwjKnnted tOt'Detcrtog i 
62 weU tests. Any amount realixed from the tale or other fapxiuon of equiprnent newly acquired in rrttorvtino with my s 
63 whkh would have been owned by a Non-Consenting Party bed it participated therein shall be credited against the total u 
64 of the work done and of the equipment purchased in rjrtermining when the interest of such! Nro-Gxuentmg Party shall I 
63 above provided; and if there is t credit balance, it shal be paid to such Non-Consenting Party. 
66 : 
67 
68 
69 
70 I 
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ARTICLE VI 

If and when the Consenting Parties recover from a Non-Consenting Party'* rtHnmriihrd interest the amounts provided for above, 
the retinrpiiihrd intereata of aueh Non-COCMII ting Patty shaQ auectRarically revert td it, aod, irocn and after such reversion, such Non*, 
Cooaentiag Party shell asm the sense Interest in such weB, the rntttritl end equipment in orjpertaining thereto, and tbe production 
therefrom at such Npo-Comentmg Party would have been entitltd lo had it participated in the drilling, marring, oeepening or plugging 
back of said wast Thereafter, such Non<̂ xuenung Party shall be charged with and soafi pay its proportionate part ofthe further costs of 
the operation of said well k aoccrdance with the terms of this agreement and the Accounting Procedure attached hereto. 

9 
10 
11 
12 
13 
14 
13 
16 
17 
18 
19 
20 
21 
22 
23 
24 
23 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
43 
46 
47 
48 
49 
50 
51 
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34 
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Notwitbatanding the provisions of tha Article VT.B.2, it is agreed that without the mutual consent of all parties, no wells shall 
be completed in or produced from a source of supply from which ( weB loared elsewhere on the Contract Ana is produdng, unlets such 
well conforms to the then-existing wefl spacing pattern for such source of supply. , 

The provisions of this Article shall have no application whatsoever to the drilling of the! initial well described in Article VIA. 
except (a) aa to Article VUJJ.1. {Option No. 2), if selected, or (b) as to the reworking, dtetwmig and plugging back of such initial weU 
after it haj been drilled to the depth specified tn Artkit VI.A. if it shall thereafter prove to be a dry hole or, if initially corrspteted ior pro
duction, ceases to produce tn paying quantities. ' 

3. Stand-By Thng When a wel wliich hat been drlBed or deepened has reached io authorised depth and alt tests have beea 
completed, and the results thereof furnished to the parties, stand-by costs ascorrtd̂ pending response to a party's notice proposing a 
reworking, dtBtpenitlg, plugging b ^ 
ing operation hettexxripta^ 
fast occurs, snd prior eo.agreerntttt aa to the participating interests of aB Conttntingj Parties pursuant to the terms of ths second grsm-
mtttictJ paragraph of Article VTB.2, shefl bt duaged to and borne as part of the proposed operation, but if the proposal is subsequently 
withdrawn because of imxifftrirnt participation, such stand-by coats shall be allocated, between the Consenting Parties ia the proportion 
each Consenting Party's interest as shown on EU^OM: "A" bears to the total mtereŝ  ss shown joo Exhibit "A" of all Consenting Par
ties. ' I 

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to e "deepening" operation shall 
also be applicable to any proposal to dtrectionaOy control snd mtentioatlly deviate a; wel from |vtrtjcal so as to change the bottom hole 
locsaon (herein called ''tidttradring''), unless done to straighten the hole or to drill around junk in the hole or because of other 
mrrharrlrsl difficulties. Any party having the right to participate in a proposed sideuecking operation that does not own an interest in the 
af!ectedwellra-«atrietuTtt 
to its interest in the sidetracking operation) of the value of that portica of the exalting wel bore to bt utilted a) follows: 

>) 11 the proposal it for sidetracking aa existing dry hole, reimbursement thjtl be on the basil of the actual costs incurred in 
the initial drilling of the weB down to the depth at which tbe sidetrsa-king operation is initiated. 

(b) If the proposal b for sWetrecxing a well which bet previously produced, ;reimbursement thai be on the basis of the weB's 
sstvaixkt materials and equipment down to the depth at which the sidetracking operation it iatiated, dettTinincd in accordance with the 
provisions of Exhibit "C", teas the estimated cost of salvaging and the estimated cost of plugging and shartdonJng. 

In the event thai notice for a aidetrackmg operation is given whfle the drilling rig to be utilised is m location, the response period 
shall be Kinked m forty-eight (48) boc^e 
receive up to eight (8) sxWtirasd daya after exi* 
Incurred during rojch extendi 
by coats shall ba allocated between the parties taking additional time to respond on a day-today ̂ aeie in the proportion each abating par-
ty't interest as shown on Exhibit "A" bears to the total Interest at thows oa Exhibit "A" of tl tbe electing parties. In pother in
stances tbe response period to • propose! for sidetracking shall be brnittd to thirty (30) days.: " 

C. TAKING PTIODIJCTION IN KINDi 

Each party thai take in land or separately dispose of its proportionate share of all oil and gae produced, fro^fj 
exclusive of producooa which may be used la development and producing operations and (n preparing and tneprij 
rnerteting purposes and production uarvoidabty Vx*. Any extra exsKzafture incurred in tbt taking ta kind or 
party of irs prct^«tioru« share of the p 
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CtllttenSBBSX 

1 recjuired to r«y far only iO ptopoctkxMt share of such part ol Operator's surface fsyKties which it uses, 

3 Bach party shall execute such division orders and contracts as may be neceasarjv for the sale ol its interest m production front 
4 the Contraa Area, snd, except at rxovidtd in Artide VTI.B., shall be entitled to receivi payment tjirecû  front the purchaser thereof far 
3 ia there of tl production, 1 

6 • j j. 
7 In the event any party shaB fail to make the arrangements necessary to take in kimj or separately dispose of its rxoewt-onate shire of 
8 the oil produced from the Contract Area, Operator shsB have the right, subject to the revocation Itt wiB by tbe party owning it, but not 
9 die obligation, to purchase such oil or seH it to others at any time and from dme to tube, for the account of the non-taking party itt the 

10 best price obtainable in the area for such production. Any such purchase or tale by Operator thai be subject always to the right of the 
11 owner of the production to exercise st any time its right to take in Und, or separately dispose! of, its share of aO oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of aay other party's thereof oil shall be only fot such reasonable periods of 
13 time as are ccrtustent with the minimum needs of the industry under the particular rircurnstancesj but in no event lor a period in excess 
14 of one(l)year. • '• 
1 5 ' : 
16 In the event one or more parties' separate disrxakion of its share of the pe causes spHt-stresrd deliveries to separate pipelines endtor 
17 deliveries which on s dayto-diy basis for any reason are not exactly equal to a party's Respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shal be in accordance with any gas biuandng 
19 agreement between tbe parries hereto, whether such an agreement It attached as Exiibit "B", ior it a separate agreement. 
20 
21 O, Access to Contract Ana end Information: 1 

22 : 

23 Etch perry shal 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 banes to information pertaining to tbe development or operation thereof, incloding Operator's books 
23 and records relating thereto. Operator, upon request, shall furnish each of the other paroes with c ipies of all forms or reporut filed with 
26 governmental agrxicies, daily drilling reports, weB lop, tank tables, dairy gauge and run tickets snd reports of stock on band at the first of 
27 eoch month, and shall make avtilable samples of any coca or cuttings taken from any weB drift d on the Contraa Arec The cost of 
28 gathering end furnithirig atucrrnatioo to Non-Operator, other than that specified abovf, shell be barged to tbe Non-Operator that re-
29 quests the iruormation. 
30 . ; j 
31 8. Armvtaattvani of Weflei 

*-
33 1. Abarsdortment of Dry Holes: Except fot any well drilled or deepened partuaiit to Articie .VLB.2., aay weU which hat been 
34 drifltd or deepened under the terms of this agreement and It proposed to bt completed at a dry half shell not be plugged and abandoned 
33 without the consent of aD parties. Should Operator, after diigent effort, be nnable to coptsct toy party, or should any party fail to reply 
36 witluaforty-eigbt (48) hours (txclusto 
37 such wefl, such party shal be deemed to have consented to the propoaad alxsndonment AB such wells shall be plugged aad abessdoned In 
38 accordcnce with ffHaiik regulation! and at the cost, risk and expense of the parties who perricqnted In the cost of drilling or deepening 
39 such west. Aay party who objects to plugging snd abtatdcrung such well shall have the right to take over the wefl and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VI.B. 
41 
42 2. Abaraforiment of WeB» that have Produced: Except for any weB m which'; t Non-Content operation hat been ocoducted 
43 hereunder for which the Conscntiag Parties have not been fully reiniburstd as herein provided, any wel which hat been completed at a 
44 producer shaB not bt plugged snd al-endoned without the consent of ifi parties. If aB pefties coristnt to such atjandonroent, the well shall 
43 be plugged and abandoned in >xxxvdxnce with applicable regulations aod tt the cost, risk and expense of aB the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed atMndanroent of any well, all parties do not agree to tht abanckximent of such west, 
47 those wishing to continue its operation from the interval̂ ) of the formation^) then open to prrxhsction shaB lender to each of the other 
48 parties its proportionate share of the value of the wtg'i taKablt rnaterial aod equipment, detxstsaned m arxorrrtrtcr with tht provoiooi of 
49 Exhibit "C", lets the estimated cost of salvaging and the estirnared cost of plugging and abandoning. Each rixrtotsrung party shall assign 
•50- - tht non-abenoxning parties, without warranty, express or implied, at to title or at to tjuarrrity, or] fitness for use of the equipment and 
31 material, aB of ks Uttereet in tht well end related eouipment, together with itt interest in the leasehold estate as to, but only as to, the in-
32 tervsl or mtervala of the fatminon or formations then open to production. If the interest of the ahnridcning party is or includes an oil and 
'3 gas interest, aurh petty shaB execute and deliver to the nctwboodct-ing party or parties'an oil and pts lease, limited to the interval or In-
34 tervals of the formation or formations then open to production, for t term of one (1) year and ao long thereafter as oB and/or gu is pro-
33 duced from the interval or intervala of the formation or formations covered thereby, such lease tp be cat the form attached as Exhibit 
36 
57 i 

.58 

59 ; : 
60 . 
61 ; 
62 : : 
63 
64 
65 : 
66 : 
67 
68 
69 \ 
70 

[Tlrr ,| lain »̂ %HVi>, M'k * p«l***>' 
j ; . Q n ^ > - W%*^«^^ajtia '̂«l«--t« 
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ARTICLE VI 

j G-o-f«« Arte fo the aggregiited 
4 interests in the rrt-u-miiig pra-tion of tb« Concract Am. ; 1 

» • i 
6 Thereafter, aharidoning parties shall hare no further respooiibilirr, liibtUrr, or Ihterett m tbe operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made unqer the terms of thia Article. Upon re-
8 quest, Operator shall continue to operate the assigned well for the account of the ra-e-tearjdorung 'pertiet et the rates and charges con-
9 templated by this agreentent, plus any additional coat and charges which may arise at tha; result of tfw separate ownership of the aasignod 

weB. Upon proposed abwirlonmeTit of the producing interval̂ ) assigned or leased, the 'assjeaor or'lessor shall then hare the option to 
11 repurchase its prior interest in the well (using tbe same vahiaaon formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Ahmdoreaent of Non-Consent Operations: The provisions of Article VT.Ei.pr VXH2. above shall be applicable as between 
13 Consenting Parties in the event of the proposed abandonment of aay wefl excepted from said Articles; provided, however, oo well shall be 
16 permanently plugged and abeodoned unless and until all parties having the right to conduct further operationa therein have been oonGod 
17 of the proposed abandootnent and afforded the orâ srtunity tb elect to take over the well )n accordance with the prcftriskau of thit Articie 
18 VI.E. " ' 
19 ; ' : • 
20 ARTICLE VII, . 

21 EXPENDITURES AND LIABILITY OF PARTIES . j 
22 . - , ; . . . . . . 

23 A. Liability of Paxtksi 

M . . . . . . . . . . 
-3 The liability of the parties shaB be several, rjot jcust or coBerf 
26 shall be liable only for hs prr̂ xmrrionate share of the costs of developing and operating tbji Contract Area. Accordingly, the Bens granted 
27 among the parties in Arucb VTIJs. sre given to secure caJy tbe der« of a 
28 shall this agreement be construed es creating, a mining or other partrsetshlp or association, or to render the parties liable as partners. 
29 . '. ' . ' ' . : .:' j " . ' - ; ' 
30 8. Liens aad Payment Detaultii ' 
31 
32 Each Ncai-Oprratoc grants to Operator a Ken upon its oil and gas rights in the Cohirect Area, and a security Interest ia Its share 
33 of oil and/or gas when exo-acted aad its interest in all equipment, to secure payment of rrfshere of expense, together with interest thereon 
34 at the rate provided bs Exhibit "C". To the extent that Operator bat a security mterett, under the Uniform Corrimercisl Code of 5* 
35 state, Operator shaB be untied to exercise ths rights end remedies of a secured petty tinder the Code. The bringing of a suit and the ob-
36 taining of judgment by Optrator for the secured indebtedness shall not be deemed tn etrctioa of reiriedies or otherwise affect the ben 
37 rights or security Interest as security for the payment thereof. In addition, upon defank by say NonjOceretor as tbe payment of Its share 
38 of expenee, Operctor shaD have tbe right, without prejudice to other rights or remedies, to collect from the pnrrfvwrr tbe proceeds, from 
39 tht salec^snchNotikjpersttx'ssnared 
40 porchaser shsD be entitled to rery upon Operator's written statement corjcerning the amount of any default. Operator grants a Like lien 
41 and security interest lo the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 ! ' • • . ' • : 
43 If any party fails or it unable to pay its share of expense within sixty (60) days after reriditioo of t statement therefor by 
44 . Operator, tht non-defaulting parties, including Operator, shaB, upon request by Operator, pay the unpaid amount ia the proportion that 
43 tbe interest of each such party bears tp the interest of aH such parties. Each party to payhig Its share of the unpaid amount ahaU, to obtain 
46 reimbursement thereof, be subrogated to the security righta described in the foregoing paragraph; 
47 _ ' • : ' . . 
48 C. Payments and Accounting: 
49 ; 
50 Except at herein otherwise specifically provided, Operator thttt promptly pay and ditchargt txpenats ira-urrtd ia the ikiilopment. 
31 end operatipa of the Contract Area pursuant to this agreement and shall charge each ofthe penidrlerttn with their respective proper 
52 donate shares upon the expense basis provided ia Exhibit " C " . Operator shaB keep ah accurate record of the joint accoomhett-onder, 
53 sbxswing expenses incurred and charges and credits made snd received. ] 
54 
55 Operator, at its election, shsB have rhe right from time to time to demand tod receive from the other partial payment in advance 
56 of their respective shares of the estimated amount of. the expense to be incurred ta operations hereunder during the next ttitcttvBhg 
57 month, which right may be exercised oeu> by snbtnissk-n toe 
58 with BO mvoice for its share thereof. I V h s ^ 
59 on or before tha 20th day of the next ptrccdjng month. Each party shaB pay to Operator its proportionatf share of. such estirrste within 
60 fifteen (13) days arhtr such estimate ar^ 
61 due shaB bear foerrestssprc-ridrf 
62 pease to tbe end that each party shaB bear end pay its proportionate share of actual es-ptaaea bcurrcd, and no more. 
63 ' • | 
64 Q. Limitation of Bs pesad ite res: ' 
65 •' . . i . 
66 1. Drill or Deepen: Without tht consent of tfl parties, no well shall be driged oi, deepened, [except any wefl; 
67 pursuant to tha provisions of Article VI.B.2. of this urtx-m*M. Center* to the drifting or deefammg shaB 1 
68 . ' ; ! . ' 
(fi 
70 : • 
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ARTICLE VTI 

1 • Option No. 1: All necessary expenditures tor the drilling or deepening, testing, depleting ind equipping of the weU, indiiding 
2 necesssry tankage snd/or surfsce fscilities. J ! 

i ! : • 
4 H Option No. 2: AD necesserjr expenditures for the drilling or deepening snd restirlg of the weB. When such weB has reached its 
5 authorized depth, and aB tests have been completed, and the results thereof furnished to die parties, Operator shaB give imnwrHtre notice 
6 to the Non-Operators who have the right'to participate in the completion costs. The pa|ties receiving such notice shaB have forty-eight 
7 (48) hours (exclusive oi Saturday, Sunday and legal holidays) in which to elect to participate in the setting of rasing snd the completion at-
8 tempt Such election, when made, shall include consent to sB necessary expenditures fot the completing and equipping of such wefl, in-
9 eluding necessary tankage end/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shaB 

10 constitute an election by that party not to participate in the cost of the cornpleuon auemtSt. If one or [more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Articie VI3.2. hereof (the phrase {"reworking, deepening or plugging 
12 back'' as contained in Article VT.B.2. shaB be deemed to include ''completing'') shaB apply to the operations thereafter conducted by less 
13 than all parties. 
14 . t I 
13 2. Rework oc Plug Back: Without the consent of all parries, no well shall bt reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VT3.Z. of this agreement Consent to the reworking or plugging back of a well shall 
17 include aB necessary expenditures is conducting such operations and completing and equipping of tiid weU, including necessary tankage 
18 and/or surface faculties, j 
19 j j 
20 3. Other Operations: Without the consent of aB parties, Operator shall not undertake snyj single project reasonably estimated 
21 '" " I " ' " « -vp-v*".-* in rJ . . . F i f t y Thmiganr l \ rwh,. (1 .6Q;000'. 00 ) 
22 except in amnectjea with t well, the druuug. reworking, deepening, completing, recompleting, oV plugging back of which has been 
23 previously authorized by of pursuant to this agreement; provided, however, that, in-case of explosion, fare, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps tad incur such expenses as in its opinion are required 
25 to deal with tbe emergency to safeguard Bfe and property but Operator, ts promptly as possible, shall report rhe emergency to the other 
26 parties. If Operator prepares an authority lor expenditure (APE) for its own use, Operstor shafl (urrlith any Non-Operator so requesting 
27 an information copy thereof (or any single project costing in excess of_ Tweritv-ifive Thousand 
28 Dollars (1 25.. .0QQ.00 ) but less than the amount first set forth above In tjilt paragraph. 
29 " i 
30 B. Rentals, Shut-in WeU Payment! snd Minimum Royaltiesi t \ 

31 ; i " 
32 Rentals, shut-in weB payments and trunimutn royskiet which may be required under the terms of any lease shall be paid by the 
33 Ptrty or parties who subjected such lease to this agreement at la or their expense. In thk event two cr more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one of: such parties to make said payments for and in 
33 behalf of aH such parties. Any party may request, and shaB be entitled to receive, proper evidence ctf all such payments. In the event of. 
36 failure to make proper payment of aay rental, shut-in.weD payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any lots which results from such non-payment shaB |ie borne in accordance with the pro-

38 vitions of Article IV.B.3. ! 

» • I 
40 Operator shaB notify NonOperator of the anticipated completion of • ihut-m gas WeU, or tht!shuttmg in or return to production 
41 of a producing gat) wefl, at least five (3) days (extruding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes ao liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by NonOperator for failure to make timely payments of any shut-in well payment 
44 shaB be bome jointly by tbe parties hereto under the provisions of Article IV.B.3. | 
45 ; j 
46 f . Taxcsi ' j 
47 j 
48 Beginning with the first calendar year after the effective date hereof, Operator shal render for ad valorem taxation aB property 
49 subject to thtt agreement which by law should be rendered for such taxes, and it shall pay al such taxes assessed thereon before they 
30 become delinquent. Prior to tbe rendition date, eech Noa-Operator shall furnish Operator reformation as to burdens (to include, but not 
51 be limited to, loyalties,, overriding royalties sad prodisction payments) oa leases and 0̂1 and gas interests contributed by such Non-
52 Operator. 1] the assessed vafoation of any leasehold estate is reduced by reason of Its being subject th outstanding excess royalties, over-
53 rid^ royalties or production payments, Dhe reduction fo ad valorem taxes resulting therrsrom shaBjinure to the bene£t of the owner or 
54 Cramers of such lecisehold estate, nnd Operator shall adjust tbe charge to such owner or cjwners so as to reflect the benefit of such reduc-
33 tion. If the ad valorem taxes are based in whole or in part upon separate vthavirew of each' party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shaB be made and paid by the pertiti hereto in accordance with the tax 
37 value generated by each party's working interest. Operstor shaB biU Use other parties for fheir pcxapotrionate shares of all tax payments in 
58 the manner provided in Exhibit " C " . j 
59 A. 
60 If Operator considers any tu assessment improper. Operator may, at its discretion, protest within the time sndajnanner . 
61 prescribed by law, and prosecute the protest to a final detennination, unless al parties agree tn sbahdoo the protest prior to fî tsst deter-
62 raimtioa. During the rxrsdency of tdtrdhistrative or judicial proceedings. Operator may eject to pay, [aider protest, all such t 
63 interest and penalty. When any such protested asscsunent shaB have been finely detrrntiried, Operstor shall pay the tax for t 
64 count, together with any interest and penalty accrued, and the total cost shal then be assisted againsp the parties, and be paid b£tt 
65 provided in Exhibit "C". . [ . ' . ' , . st 

67 Each party shaB pay or cause to be paid aB production, severance, excise, gathering and other t 
68 the production or handling of such party's share of oil and/or gas produced under that terms of this < 

» : • i ' "j #f 'XlM 
70 • ! V i W A i t t 
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ARTICLE VTl 
ttBSB^aiatti 

G. Insurancei 

Al iQ times smile operstiooi are conducted hereunder, Operator shall comply with jthe workmen's compensation law ol 
the state where the operations art being conducted; provided, however, that Operator maybe a seU-tnsurei tor liability under said com
pensation laws in which event the only charge that shail be made to the joint account sWll be as provided in Exhibit' 'C". Operstor shag 

; also carry or provide insurance for the benefit of the joint SKC 
hereof. Operator shall require all ooatractors engaged in work on or for the Contract Area to comply with the workmen't compermtioo 
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

ly receives the approval of the 
tux's tutornotive equipment. 

In the event auinntobile public liability insurance is specified in said Exhibit "D", or sul 
parties, no direct charge shall be made by Operator for premiums pak) for such insurance for 

ARTICLE Vin. 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
... , j 

A. Surrender of Leasesi i 
i I 

The leases covered by this agreement, insofar as they enibrace acreage in the Contract Aijet, shall not be surrendered m whole 
or in pert unless all parties consent thereto. i j 

However, should any party desire to ara render its interest in any lease or m ajry portion thereof, aad the other parties do not 
agree or consent thereto, the party desiring to surrender shall assign, without exaresejor Implied warranty of title, el of ita interest in 
such lease, or portioa thereof, and any well, material and eoutnosent which may be located tjiereoa and any rights hi production 
thereafter secured, to the parties not entreating to such surrender. If tbe Interest of tht assgnir 
lerest, the assigning party shall execute and deliver to the party or ptsrtks not cocMtirig to such 
such oil and gat interest lor a term of one (1) ymandsoloogrhercsiWaaoUaraUvgssIa 
lease to be on the form attached hereto at Exhibit "6"'. Upon tuch assignment or lease, the as 
otuigauons thereeftrr accruing, but not theretofore iwcrued, with respect to the interest assigned 
sttributable thereto, and the assigning party shaB have no further interest ia tbe assigned or 
ducuoa other than the royotties teamed in say lease made under the terms ol this Article. The 
party assignor or lessor tbe reesonatuc sahagc value of tte 
ed acreage. The value of cfl material shall bt determined in accordance with the raw&onti of 
salvaging and the estimated coal of plugging and abandocuhg. If the assignment or lease is in 
shaB be shared by such parties in the proportions thet the interest of eech bears to the total inl 

it or irhtiudea an oil and gas lo
an oil and gat lease covering 

the land covered thereby, such 
ig party shaB be relieved bom aB 

letted and the operation of any weB 
premises snd its equipment and pro-

assignee or lessee shaB pay to the 
attributable to the assigned or leat-

"C", lest the estimated cost of 
of more than one party, the interest 

of aB such parties. ' 

Any tmpuaat, lease or surrender made under this provision shaB not reduce oi dunge thje assignor's, lessor's or surrendering 
party's interest at it was immediately before the assignment, lease or surrender ia fhi balance of the Contract Arc*; and the acreage 
assigned, leased or surrendered, and subsequent eyeranons thereon, shaB not thereafter be subject, to the terms and provisions of dut 
agreement. . i 

B. Renewal ot Extensioa of Letseai 
j 

If any party secures a renewal of any oil and gas lease subject to this agreesnent,[aB other p fuel thtfl be notified promptly, and 
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the Ownership of the 
renews! lease, insofar as such Ieste afircta hnds within the Contract Area, by paying to the party wi > acquired it their several proper pro
portionate shares of the acquisruxm cost allocated to that part of such lease within the Contract Are i, which shaB be in proportion to the 
interests held st that time by the parties ia the Contract Area. 

! "' 
If tome, but lest than all, of the parties ded te participate bt the purchase nf eSrmewel lease, k shaB be owned by the parties 

who elect to participate therein, fo a fADO aXMn) upon the relationship of their respectiWperteiuxgejof parrkipauon m the Contract Are* 
to the aggregate of the percentages of participation at the Contract Area of tO parties parnclpatisig in the purchase of such renewal lease. 
Any renewal lease ia which leaa than aU parties elect to participate shall not be subject to this agreement. 

Each patty who participate! In the purchase of a renewal lease shell be gtvta • 
by the requiring party. 

i assignment [of its proportionate interest therein 

The provisions of this Article shall apply to renewal leases whether they art for (Jte entire interest coveted by the expiring lease 
or cover only a portion of irs are* or an metrest therein. Any renewal lease taken before the , 
contracted for within ax (6) months after the expiration of rhe existing lease shaB be subject to 
tttcttd for more than six (6) ir»oth< after rheexptaata 
the precisions of this agreement, 

. The provisions ia this Article thsfl slao be applicable to arenafont of ad and gas'leases. 

C Acreage or Cash Contributions: 

predecessor lease, or taken or 
but any lease li 

lease and shall not bei 

While thit agreement it it) force, if any party contracts for a attribution of cash towards 
operation on the Contract Area, tuch cceitrirjurioo shall be paid to the party who 
applied by it against the coat of such drulinj or other operation. If tbe coeorlbutfon be in 
tribution is made shaB promptly render an astignrnent of the acreage, without warranty cjf title, to the Drilling 

form of 

•li

the cHBing of. 
tht dri ling or other 

icteage.tht 
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ARTICLE VTU 

ssidl>iuuig Parties shared the c ^ 
governed by provbidra Identical to this agreement, Eech party »h»ll promptly notify ah other parries of any acreage or cash cccraTtctioni 
tt may obtain in support of taywtU or any other operation on tbe Contract Am. The above rlcovisioM shall alao be applicable to op
tional rights to earn acreage outside the Contract Area which are in support of a weB drilled inside the Conn-act Area. 

substances produced hereunder, such 

covered by this agreement, no 
within the Contract Area and in welle, 

If any party contracts for any oarisideration resting to disposition of such parry's share 
consideration shall not be deemed a contribution as contemplated ia this Article VHLC. . 

O. Maintenance of Uniform Interest! 

For the purpose of maintaining uniformity of ownership in tbe oil and gas leasehold i 
patty than teS, encumber, transfer or make other reposition of its interest in the leases embraced 
equipment and production unless such disposition covers either:, 

1. the entire interest of tbe party ia al leases and equipment and production; or 
i 

2. an equal undivided Interest in al leases and equipment and prcditcrioa bs tae Contract Area. 

Every such sale, encumbrance, transfer or other disposition made by any party 'shall be mi ie expressly subject 10 this agreement 
and shal be made without prejudice to the right of the other parties. 

If, at aay tirae the interest of any party is divided among and owned by four or more coo men. Operator, at its discretion, may 
require such co-owners to appoint a single trustee or agent with ful authority to leceivi notices, i | prove expenditures, receive ralbngs for 
and approve and pay such party's share of the joint expenses, and to deal generally with, and wit i power to bind, tbe coownera of such 
party's interest within the scops of the operstiomernbrscxd m thb igreisient; nowever, all such ; 
into and execute aH contracts or agreements for the dupooticm of their respective shares of the c 1 and gas produced from the Coturact 
Arte and they shal have tbe right to receive, separately, payment of the salt proceeds thereof. 

E. Waiver of Rights to Partition: 

If pennitted by the laws of the title or slates in wliich tbe property .covered [hereby is I xated, each party hereto owning an 
A'uUvt :..*-^j# .'_ , L . — a -~ .' — r .11 _ c - *. I _ i c. . .'J_ : : 11. : i'...w I undivided hiterest in the Contract Area waives any and all rights it may have te partition- aad have 

interest therein. 

P. Preferential Right to Purchase: 

let aside to it ia severalty its undivided 

Area, it shall promptly give arrhten rutice to the other parties, with fuil inforaiation copoerning î proposed sale, 
name and addrett of the prospective purchaser (whs oust be ready, wiling and able to 
Of the offer. The other parties thai then have rn optitattt prior right, for a j 
on tht some terms sod coahtioevs tbe interest whkh *e cther_p*s*y-ptoposei to sail; etjd, if thia optional righi 
ing parties shall share the purchased mterejtja-tbt-prcforucos that tb* Interest of each bears to 
ties. However, there shsJb ĵso^reterratial right to purchase in those cases where ijny party 
dispose oiittjniaresaroymerger, reorganisation, txetsolkjatioa. or sale of all or substantially all of 

rmdudtt the 
price, and another terms 

receipt of the notice, to purchase 
t is exercised, the purchtt-

total interest of sll purchasing par-
ID mortgage its interests, or to 

assets to a subsidiary or parent com-

tie 

slshet 

ARTICLE IX. 
INTERNAL REVENUE COOE ELECTION 

This agreement it not intended to create, and shall not he construed to creese; t relation hip of permership or an association 
for profit between or among the parties hereto. Notwitmttndwg any provision herein tnat the rigl s and aabtuties hertundtr are several 
and not joint or coUtctive, or that this agreement and operations hereunder shall not constitute a *rtaersbie>, if, foe federal Incorot tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, 'each party hereby affected elects to be excluded 
from tiSt triplication of aofuSeprovisforBof SuhcbarHtr''K",Chttiter 1. Subtitle "'A '̂.of then terrud Revenue Code of 1954,aspet-
mitttd and aurhoriied by Section 761 of the Code and tht regiuations promulgated thereunder. Opt -ator a tuthorlied tod directed to ex
ecute on behalf of eech party hereby affected such evidence of this election at may be Required by the Secretary of the Treasury of the 
United States or the Federal Internal Revenue Service, induding srxcificafly, but not br!*ay of Bro ution, all of the retnma, statements, 
and the data required by Federal Reguktiorts 1.761. Should there' be any requirement that esc i party hereby affected give further 
evidence of this election, each such party shall execute such documents end furnish juch other evklence at may be reauinftby the 
Federal Internal Revenue Service or at may be necessary to evidence that election. No tuch party tl i l give any notices or take Hy other 
action rnoansitlent with the election tnade hereby. U any present or future income tax lews of the oat* or states ia which t 
Area is located or any future ttttxane tax law* of the United States contain pruvitiuni stm&ar u tl ose in Subchapter "X" 
Subdue "A", of At foternsl Revenue Code of 1934, under which an election stmtlar tcjthet provit rd r/y Section 761 of the ( 
mitted, each party hereby affected shaB make such election ts may be ptrrnitted or required by mc i bars. In making tht fore| 
tion, eech such party states that the tarjrjrne derived by such party from oratrationi hertonler can t • adequately determined I 
computation of partnership taxable inccane. 

»««« «SM wttKuw • wifrw Ii 
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ARTICLE X. 
CLAIMS AND LAWSUITS 1 

i 
t 

Operator may settle any single uninaared third party damage ctaitn or suit arisujg from r̂ anrjont hereunder if the experiditure 
Ar~™,~.r~i -Thirty . _ _ | cwun 
Ct 3 P , Off C>, 00 ) aid if tVpaymea* ism complex 
ceeds the above amount, the partita hereto shal assume and take over the furdser rjartiing of the 
delegated to Operator. AH costs aad expenses of baisdUng. setting, or otherwise discharging tuch 
pense of the parties participating m the operation from which the c^^ 
sued on account of any matter arising from operations reminder over which such indrvkfual has 
Operator by thit agreement, such party shaB imrriedistely notify all other parties, and the claim or 
or suit involving operationa hereunder. 

ARTICLE XI. 
FORCE MAJEURE 

obligats AS 

amount required for settlement ex-
ieim or suit, unless such authority is 
dakn or suit shall be at the joint ex

it to ale against any party or H any pat tytt 
i a> control because of the rights given 
list shall be treated as any other churn 

If any party is rendered unable, wholly or io part, by force majeure to carry out [ita 
the obligation to make money payments, that party shal give ta all other parties prompt 
reasonably fuB particulars concerning It; thereupon, the obligations of the party giviruj bV notice, 
majeure, shall be suspended during, but no longer than, the cnntiniiMye of the force ma jeure, 
diligence to remove die force majeure situation as quickly at practicable. 

under thit agreement, other than, 
notice of the force majeure with 

o far a* they are affected by the force 
Thicj affected party thai use aB reasonable 

The requirement that any force majeure thai be remedied with tB reasonable dispatch shaB 
lockouts, or other labor difficulty by tbe party involved, contrary to its wishes; how aB such daScippes 
within the discretion of the patty concerned. 

The term "force majeure", at here employed, shaB mean an act of God, strike; locknnt, 
the public enemy, war, blockade, public riot, Bghtnlng, Ore, storm, flood, explosion, gorernnsental 
or inaction, urMvaihbillty of equipment, and any other cause, whether of the kind specifically 
not reasonably within the control of the party claiming suspension. ' 

ARTICLE XH. 

NOTICES 
i 

AB notices authorited or required between the parties aod required by aay of the provision] 
rperificafly provided, shtfl be given in writing by mail or telegram, postage or charges prepaid, or 
me parties to whom the rjotlce ia given at the addresses listed on Exhibit "A". The ca-i^dog 
shall be deemed given only when received by the party to whom such notice it directed.'tnd the 

cnu aerated 

response thereto shaB run from the date the originating notice is received. Ihc lecoudjor my i 
when deposited In the mail or with the telegraph company, with postage or charges prepaid, or i 
shaB have the right to change Us addrett st any time, and from time to time, by giving written 

t 

ARTICLE xin. ; 
TERM OF AGREEMENT ; 

mi This agreement shell remain in fuU force and effect at to the cfl and gas leases and/or oB 
period of time selected below, provided, however, no party hereto shell ever bt ccettrrued at having 
lease or oil snd gss interest contributad by any other party beyond the term of this agreement, 

t 
i 

• Option No. 1: So long ts any of the oilsod gas leases subject to thit agreement reratWi of. 
of the Contract Area, whether by production, extension, renewal or omersrise. j 

9 Option No. 2: la tbe event the wet described ia Arbeit VI.A., or aay subsequent weB 
Sgreement, results in rjoduction of oil and/or gas in paying quantities, this agreement sfuui control e in force so long as any such well or 
wi l l pctwlnrt, <w nr» f«p«M» ni piyturtlm, «vl tne «« *Mllln~* j^inA * l 90 -<Uya hyn of aB production; provided, 
however, if, prior to tbe expiration of such addauoaul period, one or more of tbe parties hereto arc engaged in drilling, reworking, deepen
ing, plugging bacx, testing or attempting lo complete a wel or wells hereunder, thst agreement sh B continue ia force until such opera
tions hove been completed snd if production results therefrom, this agreement shal continue m fort i as provided herein. In the event the 
well described ia Article V1.A., or any subsequent weB chilled bertander, results in a drjr hole, and » other weB it producing, ĵ capebte 
of producing oil andfor gas from the Contract Area, thit agreement shaB terminate ussiest drilling, 
ing operations art commenced within 90 days from the date of aranrkwment of said wefl. 

not require the settlement of strikes, 
shall be handled shall be entirely 

other industrial disturbance, act of 
action, governmental delay, restraint 

above or otherwise, which is 

of this agreement, unlets otherwise 
t telex or telecopier and addressed to 

given under any provision hereof 
for such party to give any notice in 

notice shtfl be deemed given 
by telex or testcopter. Etch party 

notice thereof to aB other parties. 

noice 
tint 
res totnave 

gu interests subject hereto for the 
toy right, title or interest in or to toy 

ire continued m force at to any part 

drilled under any provision of .this 

deepening, pragging back 

It is agreed, however, thst the termination of this agreement shaB not relieve jsny party, bereto from any liability 
accrued or .attached prior to the date of such ttrmmtioo. ) 

-13-
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ARTICLE XIV. ; 
COMPLIANCE WITH LAWS AND REGULATIONS 

= 1 
A. laws, Rrsnilaticeu ud Orders: ; 

1 
Toil agreement shall bt subject to the ctmservatioa Urn of the state at which the Contract 

reguUtiont, and orders of any duly constituted regulatory body of ssid state-, and ao all opSer applicable 
dihences, rules, reguUuorts, and orders. 
D. Governing Lew: 

Thit agreement and all matters pertaining hereto, including, but not limited to, majters of 
remedies, procedures, rights, duties and interpretation or construction, shall be governed and deterrnioed 
the Contract Ares is located. If the Contract Ares is in two or more states, the bw of the slate of 
shall govern. 

paformance, nou-pcriorniance, breach, 
by the law of the state in which 

Ifew Mexico ; 

C Regulatory Agencies! 

bVirity Nothing herein contained shall grant, or be construed to grant, Operstor the right or sul 
privileges, or c*%acons whkh NonOperatori may have under federal or state laws or under rules 
under such laws in reference to oil, gas and mineral ctpertrjons, inducting the Icaaubn, operation, or 
Ling or adjacent to the Contract Area. 

With respect to operatic** hereunder, NonOperators agree to release Operator from toy and 
snd causes of action arising out of, incident to or resulting directly or indirectly from Operator's tt 
rulings, regulations or orders of the Dtpsrtnient of Energy of predecessor or successor agencies to' 
plication was made in good faith. Each NonOperator further agrees to reimburse Operator for r 
Operator's share of production that Operator may be required to refund, rebate or pay at a resnk 
appacatioa, together with interest and penalties thereon owing by Operator ts • result of such 

ant 

Noo-Operators tuthoru* Operator to prepare thd Submit such drscusMOts as may | be rtquirt I tn be snbtnitted to the purchaser 
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the 'Crude Oat Windfall Profit Tax Act 
of 19taT',at3anKraay beirr*ndedfrom tirri* to tirne ("Act''), end any valid r ^ the Treasury 
Department from time to time pursuant to said Act. Each party hereto agrees to furaisfrany and sl certifications or other uformatiuo 
which 'at required to bt turolibtd by stud Act in a timely mtrroer and m sufficient deteil to perm t cornpUtnce with said Act. 

i 
ARTICLE XV. 

OTHER PROVISIONS 

Are* is located, to the valid rules, 
federal, state, and local laws, or-

to waive or release any rights, 
regulations or orders promulgated 
Auction of wets, oa tracts offset-

all losses, damages, injuries, claims 
terpretahon or application of rule*, 

t te extent such interpretation or ap-
amounts ar̂ licsole to such Non

as' such an Incorrect interrelation or 
tecprrect interpreution or application. 

PWQMTY OF gLECTIPIVS; 

shall have been drilled to the 
cannot mutually agree upon 

dections shall control in 

NotwthataiKltng anything bescin to tbe comrary, it it agreed that whcjrc a well 
objective depth or the objective formation and the Consenting Parties'jn the well 
the sequence and timing of further operations regarding said well, the follow ng 
order of priority erwrnentted hereaxUr; , ! 

a. An elrxtion to do additional logging, axing or testing-, | 

b. An election to attempt to complete the well at either tbe objective depth » objective forroation; 

c. An election to plug back and attempt to crjoiplete gaid well at an altenuti ive depth or fonnation;. 

d An election to deepen said well; { 

i 

e. An election to Sidetrack said well. i 
\ 

It is provided, however, that if, at the time the Corcciituig Parties are cĉ isiderini 
the above eloctiont, the hole is in such a cancUtion that a reasonably r̂ udent Ope rator would 
not conduct tbe opaafceaucflrtat̂  
placing the hole in jeopardy or losing the same prior to cxm l̂cting the well in tht objective 
depth or objective farnation, such election shall be elirninated from the'prioritief 
hereinabove set forth. 
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AA.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 

ARTICLE XVI. 
MiSCBIXANEOUS 

This agreement shell be btodLaj; upon tad shell inure ta the tacts of the parties hereto end to their respective heirs, devisees, 
legal representatives, successors and assigns. 

Thit instrument may be executed in any number ot counterparts, each ol which ahall bt 

IN WITNESS WHEREOF, this agrremera shall be effaxive ts oi _ i § £ _ _ . i j of 

OPERATOR 

ot tsaidered as original for all purposes. 

_ larch 19 31... 

i 
OXY U3A Inc 

Attorney-in 

Leland HodgeB 

NON-OPERATORS 

Threshold Development Company 

Byt 

•Pact 

Broad Street Financial Company 

Herbert F. Boles 
By:. 

Norma J. Boles 
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Attached to and made a part of that certain Operating Agreement date! March 1, 1997 by and 
between OXY USA Inc., as Operator, and Threshold Development Cornj any, asNcrx-C'perator. 

m. 

Identification of lands subject to this agreement: \ 

Sections 8 and 9, T19S-R29E, N.M.P.M., Eddy County, r|ew Mej ico. 

Restrictions, if anv. as to depths, formations, or subslanceb: 

All rights below 3,000' subsurface j 
i 

Percentages or fractional interests of parties to this Agreement: 
i 

Wells completed below the base of the Rone Springs 

B£f4 m. 
OXY USA Inc. IOO ; 53.50000 
Broad Street Financial Company o: 17:43750 
Leland A. Hodges, et vir o; 5.521875 
Herbert F.Boies 0: .290625 
Threshold Development Company 23.250000 

IOO ; 100 

Wells completed above the >ase ofthe Bone Scrimp 

OXYUSAInc. 
Broad Street Financial Company 
Leland A, Hodges, et vir 
Herbert F. Boles 

Threshold Development Company 

IV. Addresses of parties for notice purposes: 

OXY USA Inc. 
Attention: Primary Oil & Gas Team LancbrtaivNM 
P. O. Box 50250 
Midland, Texas 79710 
Broad Street Financial Company 
37 West Broad Street, Suite 1100 
Columbus, Ohio 43215-4132 

Leland A. Hodges 
115 West 7th Street, Suite 1310 
Fort Worth, Texas 76102-7013 

Herbert F.Boies 
P.O. Box 2021 
Midland, Texas 79702-2021 

Threshold Development Company 
Attention: Bud Vinson 
Fort Worth Club Tower 
Penthouse H, Suite D 
777 Taylor Street 
Fort Worth, Texas 76102 

50.000% 
.18.750% 
5.938% 
0312% 
25,060% 
100 



Exhibit "A" 
Page 2 

V. Lease Schedule: 

LEASE DATE: 
LESSOR: 
LESSEE: 
SERIAL NO. 
RECORDING DATA: 

April 10,1939 
State of New Mexico 
Continental Oil Company 
B-8096 
Not Available 

DESCRIPTION: 

LEASE DATE: 
LESSOR: 
LESSEE: 
SERIAL NO. 
RECORDING DATA: 

All ofSection 8, the SW/4NE/4, the NW/4, the SE/4 and the SW/4 of 
Section 9, T19S-R29E, N.M.PM limited tb depths below 3000*. 
Eddy County, New Mexico. 

December 1,1991 
State of New Mexico 
Mitchell Energy Corporation 
VA-0465 
Not Available 

DESCRIPTION: 

LEASE DATE: 
LESSOR: 
LESSEE: 
SERIAL NO. 
RECORDING DATA: 

The NE/4NE/4 ofSection 9, T19S-R29E, N.M.P.M. limited to depths 
below 3000*, Eddy County, New Mexico. 

December 1,1995 
State of New. Mexico 
Ameristate Oil and Gas, Inc. 
VB-0455 
Not Available 

DESCRIPTION: The NW/4NE/4 and the SE/4NE/4 of Section 9, T19S-R29E, 
NJvtPJvf. limited to depths below 3000*, Eddy County, New Mexico. 
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Recommended by I h * Council 
af Petrolsum Accountant! 

EXHIBIT 
Attached to and made a part of that-, e e r t a l n O p e r a t i n g AcrrBwmant: r1ar«ri Marrrh 1 r 1997 
w i t h OXY PSA I n c . as O p a r a t o r and T h r n n h o l d Devftlnpiriftnr Company aa 
K f i n - f l p a r a t - n r . ; . 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting- Procedure 
is attached. 
"Joint Operations" shall mean all operationa necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account* shall mean the account showing- the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operationa. -
"Non-Operators" shall mean the Parties to thia agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations ia the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billing* 

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

8. Advance* and Payments by Non-Operators 

A. Unless otherwise provided for in tbe agreement, the Operator may require the Non-Operators to advance their 
share ef estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill
ing or by the first day of the month for which the advance is required, whichever is later. Operator ahall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (16) days after receipt If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at BanK o r Americja 

I n San P r a n n i tf'cn on the first day of the month in which delinquency occurs plua 1% or the maximum 
contract rate permitted by the applicable usury laws In the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court coats, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

COPYRIGHT® 1985 by the Council of Petroleurn Accountants Societies. 
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5. Audits 

A. A Non-Operator, upon notice in writing to Operator and ail other Non-Operators, shall have the right to audit Opera
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, tbe making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I. Where there are two or more Non-Operators, the Non-Operators shail make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except, upon Ute resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit 

B. Tbe Operator shall reply in writing to an audit report within 180 days after receipt of such report. 

ft. Approval By Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required tinder other sections of this 
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions 
in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of 
a majority in interest of the Non-Operators shall be controlling'on all Non-Operators. 

II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Cost* incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

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

3. Labor 

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

(H) Salaries of First Lewi Ouperviaars ia the field. 

. (9) Salaries and waaeu uf Technical Emplujuca directly employed en the Joint Property if ouch charges ore oaehided 
fium the ever head raiesi • 

(4) OniarsM and .migea ef Tcchnitivl Employees either tempaeaeiry er permanently aoaigntd te and directly Employed 
in tlie operation ef the Joint Property if such charges are eaeluded from she warhead ratesi 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph SA of this Section II. Such costs under 
this Paragraph SB may be charged on a "when and aa paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph SA of this Section II. If percentage assessment 
is used, tha rate shall be based on the Operator's cost experience. 

C. • Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section II. 

D. . Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Section II. 

4. Employee Benefits 

Operator's current coats of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operators labor cost chargeable to the Joint 
Account under Paragraphs 8A and SB of thia Section II shall be Operator's actual cost not to exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

5. Material 

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

«. Troroportatbm 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 

A If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest tbe Joint Property unless agreed to by the Parties. 
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B. If Burplua Material ia moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac
count for a distance greater than the distance to the nearest reliable supply store where like materia] is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. | 

C. In the application of subparagraphs A and B above; the option to equalize or charge actual trucking cost is available 
when the actual charge is $400 or less excluding accessorial charge*. The $400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section IT and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. j 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross Investment less accumulated depreciation not to exceed _! 
—ftlrjht percent ( B—%) per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. [ 

B. In lieu of charges in paragraph 8A above. Operator may elect to use average-commercial rates prevailing in the immedi
ate area of the Joint Property less 2094. For automotive equipment, Operator may elect to use rates published by the 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 1 

10. Legal Expense | 

Expense of handling, investigating and settling litigation .or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operationa under the agreement or necessary to protect 
or recover th* Joint Property, except that no charge for services of Operator's legal staff or fee* or expense of outside attor
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered'by the 
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest 

12. Insurance 

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

13. Abandonment and Reclamation 

Costs, incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority. 

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made aa provided in Paragraph 8 of this Section II. 

16. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III and which 
is of direct benefit to. the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 
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I I I . OVERHEAD 

Overhead - Drilling and Producing Operationa 

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

(x) Fixed Rate Basis. Paragraph IA, or 
(. ) Percentage Basis, Paragraph IB 
Unless otherwise agreed to by the Parties, such charge ahall be in lieu of costs and expenses of alt offices and salaries 
or wages phis applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
SA, Section I I , The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall ba considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shall be covered by the overhead rates, or 
(X) shall not be covered by the overhead rates. 

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property: 

< ) shall be covered by the overhead rates, or 
( x ) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge, the Joint Account at the following rates per well per month: 

Drilling Weil Rate $ 5500. 00 

(Prorated for leas than a full month) 

Producing Well Rate } • nn 

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

(a) Drilling Well Rate 
(1) Charges-for drilling wells shall begin on the date tha well is spudded and terminate on the date the drill

ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for tha period 
from date workover operations, with rig or other units used in workover, commence through data of rig 
or other unit release, except that no charge shall be made during suspension of operationa for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion ia considered a separate well by the govern
ing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered aa a one-well charge providing the gas well is directly connected to a permanent sales 
outlet 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com
pleted on any well. Thia one-well charge shall be made whether or not the well has produced except when 
drilling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. Tha adjustment shall be computed by multiplying the rate cur
rently in use by the' percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gaa 
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index 
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States 
Department of Labor, Bureau, of Labor Statistics, or the equivalent Canadian index as published by Statistics 
Canada, aa applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad
justment 

•Bf Overhead—Percentage Baste-

'—(1) OpemUit shall Uiatga the Juint Account at the follow inn tales. 
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Percent ( %) of the coet of development of the Joint Property exclusive of cost* provided 

under Paragraph 10 of Section II and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs jrrovided under Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest' in and 
to the Joint Property. 

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

For tbe purpose of determining charges on a percentage basis under Paragraph IB of'this Section III, development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the prefacing interval on the Joint Prop
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construeGon or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction aa 
defined in Paragraph 2 of this Section III. All other costs shall be cojtfdered as operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred In the construction and installation of fixed assets, the expansion of' 
fixed assets, and any other project clearly discernible aa a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to trie beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $. 

A. 5 % of first 1100,000 or total cost if less, plus 

B 2_ % 0 f rots In excess of $100,000 but les/than $1,000,000, plus 

C * of costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one/project For the purpose of this paragraph, the component parts of a single 
project shall not be treated separately andytne coat of drilling and workover wells and artificial lift equipment shall be 
excluded. 

3. Catastrophe Overhead 

To compensate Operator for oveycead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which, are necessary 
to restore the Joint Propertew the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall either negotiate a nyteprior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A 5 % otoStal costs through $100,000, plus 

8 1 .Jfot total costs in excess of $100,000 but less than $1,000,000; plus 

C. 2 y % of total costs In excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi
sion^ this Section III shall apply. 

endment of Rate* 

The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement between 
the Parties hereto if, in practice, she rates are found te bo inouffieiont os oseonaivê  : , 

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

Operator is responsible for Joint Account Material and ahall make proper and timely charges and credits for all Material move
ments affecting the Joint Property. Operator shall provide all Material for use oii the Joini Property; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators ln surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from tbe Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tabular goods, sired 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective aa of date of movement plus transportation cost using the 80,000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown, 
Ohio. 

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint Property aa provided above in 
Paragraph 2-MlXaX For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost using Oil Field Haulers Association interstate 30,000 pound truck rata, to 
the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 254 inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls V, inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing ia Paragraph A.(lXa) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walla Vt inch and over) less than 30,000 pounds 
shall be priced at Eastern mill published carload base price* effective as of date of shipment, plus 20 percent 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para
graph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, Ohio. 

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties. 

(3) Other Material shall bs priced at the current new price; in effect at date of movement as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

(4) . Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

(2) Material used on and moved from the Joint Property 

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

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as used Material. 

(8) Material not used on and moved from the Joint Property 

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

The cost of reconditioning, if any, shall be absorbed by the transferring properly. 

C. Other Used Material 

(1) Condition C 

Material which Is not in sound and serviceable condition and not suitable for ita original function until after recon
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of 
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning 
does not exceed Condition B value. 
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(2) Condition D 

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

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

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines, 
shall be priced- under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall 
be priced on a non upset basis. 

(8) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rite of twenty-five cents (25f) per hundred 
weight on al) tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point Tbe above rate shall be adjusted as of the first day of April each year following January 1,1986 by the same 
percentage increase or decrease used to adjust overhead rates in Section in, Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

8. Premium Price* 

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

4. Warranty of Materia] Furnished By Operator. 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical Inventory shall be made within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in
ventories required due to change of Operator shall be charged to the Joint Account 
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Exhibit "D* • Attached to ind made a part of that certain Operating Agreement dated March 1, 1997, by 
and between OXY USA Inc., as "Cfperatois" and Threshold Development Company as "Non-
Operator". 

Insurance Exhibit 

The Operator shall provide for Workmen's Compensation coverage in accordance with the 
law of tbe Stae in which operations are being oonductod. Tbe coat thereof shall be bome by the Joint Account 
accordance with the terms of the Accounting Procedure attached to the Operating Agreement referenced 
above. No other insurance shall be provided by the Operator for the benefit of the parties hereto. 



EXHIBIT "E" - Attached to aod made a part of that certain Operating Agreement dated March 1, 1997, by 
and between OXY USA Inc., as "Operator" and Threshold Development Company as "Non-
Operators". 

EXHIBIT "K" 
GAS BALANCING AGREEMENT ("AGREEMENT") 

ATTACHED TO AND MADE PART OF THAT CERTAIN 
OPERATING AGREEMENT DATED 

BY AND BJKTWEEN , . AND 
("OPERATING AGREEMENT") RELATING TO THE 

AREA, COUNTY, STATE OF 

1. DEFINITIONS 

Ihe following definitions shall apply to this Agreement: 

1.01 "Ann's Length Agreement* shall mean any gas sales agreement with an unaffiliated 
purcbaser or any gas sales agreement with an affiliated purchaser where the sales price and 
delivery cxtodrooos under such agreement are representative of prices and delivery conditions 
existing under other similar agreements in the area between umfflliated parties at the same 
time for natural gas' of comparable quality and quantity. 

1.02 " rfalmvine Area" shall mean each well subject to the Operating Agreement that produces Gas 
or is allocated a share of Gas production. If a single welt is completed in two or more 
producing intervals, each producing interval from which die das production is not 
conuningled in the wellbore shall be considered a separate well or Balancing Area. 

1.03 "Full Share of Current Production" shall mean the Percentage Interest of each Party in the 
Gas actually produced from tbe Balancing Area during each month. 

1.04 "Gaa" shall mean all hydrxxarboM produced or producible from the Balancing Area, whether 
from a well classified as an oil well or gas well by the regulatory agency having jurisdiction 
in such matters, which are or may be made available for sale or separate disposition by tbe 
Parties, excluding oil, condensate and other liquids recovered by field equipment operated for 
the joint account For tbe purposes of this Agreement, "Gas" does not include gas used in 
joint operations, such as for fuel, recycling or reinjecdon, or which is vented or lost prior to 
its sale or delivery from the Balancing Area. 

1.05 "Mafccup Gas" shall mean any Gas taken by an Underproduced Party from the Balancing 
Area in excess of its Full Share of Current Production, whether pursuant to Section 3.3 or 
Section 4.1 hereof. 

1.06 "Mcf shall mean one thousand cubic feet A cubic foot of Gaa shall mean the volume of gas 
contained te one cubic foot of at a staiidard pressure base arî  
base. 

1.07 "MMBtu" Aall mean one rnillion British Thermal Units. A British Thermal Unit shall mean 
the (faultily of heat required to raise one pound avoirdupois of pure water from 58.5 degrees 
Fahrenheit to 59.5 degrees Fahrenheit at a constant pressure of 14.73 pounds per square inch 
absolute. 

1.08 "Operator" shall mean the individual or entity designated under the terms of the Operating 
Agreement or, in the event this Agreement is not employed in connection with an operating 
agreement, the individual or entity designated as ihe operator of the well(s) located in the 
Balancing Area. 

1.09 "Ovexprodusxd Party" shall rneany any Party having taken a greater quantity of Gas from me 
Balancing Area than the Percentage Interest of such Party in tbe cumulative quantity pf all 
Gu produced from the Balancing Area. 

1.10 "Ĉ erpraJuction" shall mean the cumulative quantity of Gas taken by a Party ih excess of its 
Percentags Interest in the cumulative quantity of all Gas produced ftom the Balancing Area. 

1.11. "Party" shall mean those iixlividuals or entities subject to this Agreement, and their respective 
heirs, successors, transferees and assigns. 
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1.12 "Percentage Interest" shall mean the percentage or decimal Interest of each Party in tbe Gas 
produced, from the Balancing Area pursuant to the Operating Agreement covering the 
Balancing Area. For the purposes of applying tbe Oklahoma Production Revenue Standards 
Act beret) the terms. "Percentage Interest", "Proportionate Production Interest, and "Working 
Interest Share of Production" shall be considered equivalent terms.' 

1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners 
of royalties, overriding royalties, production payments or similar interests. 

1.14 "UrxJerjiroduced Party" shall mean any Party having taken a lesser quantity of Gas from the 
Balancing Area than the Percentage Interest of such Party in the cumulative quantity of all 
Gas produced from the Balancing Area. 

1.15 "Urjderproduction" shall mean the deficiency between the cumulative quantity of Gas taken 
by a Party and hs Percentage Interest in Ine cumulative quantity of all Gaa produced from the 
Balancing Area. 

1.16 "'Winter Period" shall mean the months of November, December, January and February.' 

2. BALANCING AREA 

2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each 
Balancing Area were covered by separate but identical agreements. All balancing hereunder shall be on tbe 
basis of Gas taken from the Balancing Area measured in MMBtus. 

2.2 In the event mat all or part of (he Gas deliverable from a Balancing Area is or becomes subject 
to one or more maximum lawful prices, any Gas not subject to price controls shall be considered as produced 
from a single Balancing Area and Gas subject to each maximum lawful price category shall be considered 
produced from a separate Balancing Area. 

3, RIGHT OF PARTIES TO TAKE GAS 

3.1 Each Party desiring to lake Gas will notify the Operator, or cause the Operator to be notified 
of tbe volumes rcmkated, the name of the transporting pipeline and the pipeline contract number (if available) 
and meter station relating to such delivery, sufficiently in advance for the Operator, acting with reasonable 
diligence, to meet all nomination and other requirements. Operator is authorized to deliver the volumes so 
nominated and oenfinned (if cemfmnatioo ia required) to the transporting pipeline in accordance with the terms 
of (bis Agreement 

3.2 Each Party shall make a reasonable, good faith effort to take its Full Share of Current 
Production each rnonth, lo the extent that such production is required to maintain leases In effect, to protect 
die producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production. 

3.3. When a Parry fails for any reason to take its Full Share of Current Production (as such Share 
may be reduced by the right of the other Parties to make up for Underproduction as provided herein), the other 
Parties shaB be entitled to take any Gas which such Party fails to take. To the extent practicable, such Gas 
ahaU be made available initially to each Underproduced Party In the proportion mat its Percentage Interest in 
the Balancing Area bears to the total Percentage Interests of all Underproduced Parties desiring to take such 
Gas. If all such Gas is not taken by the Underproduced Parties, the portion not taken shall then be made 
available to me other Parties in the proportion that their respective Percentage Interests in the Balancing Area 
bear to (he total Percentage Interests of such Parties. 

3.4 All Gas taken by a Party in accordance with the provisions of mis Agreement, regardless of 
whether such Party is underproduced ot overproduced, shall be tr̂ arded as Gas taken for its own account with 
title thereto being in such hiking Party. 

3.5 Notwitristsixfing me provisions of Section 3.3 hereof, no Overproduced Party shall be entitled 
in any month to take any Gas in excess of three hundred percent (300%) of Its Percentage Interest of the 
Balancing Area's fterKanent Maximum Monthly Availability; provided, however, that this limitation shall 
not apply to the extent (bat it would preclude production that is required to maintain leases In effect, to protect 
the producing capacity of a well or reservoir, to preserve correlative rights, or to maintain oil production. 
"Maximum Morahry Availability' ahaU mean (he maximum average monthly rate of production at which Gas 
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can be delivered from Ihe Balancing Area, as determined by the Operator, considering the maximum efficient 
well rate for each well within the Balancing Area, the maximum allowablê ) set by the appropriate regulatory 
agency, mode of operation, production facility capabilities and pipeline pressures. 

3.6 In the event that a Party fails to make arrangements to take ita Full Share of Current 
Prc<hiction required to be produced to maintain leases in effect, to protect the producing capacity of a well or 
reservoir, to preserve correlative rights, or to maintain oil production, the Operator may sell any part of such 
Party's Full Share of Current Production that such Party tails to take for the account of such Parry'and render 
to such Party, on a current basis, the full proceeds of the sale, less any reasonable marketing, compression, 
treating, gathering or transportafion costs incurred directly in connection with tbe sale of such Full Share, of 
Current Production. In mating the sale contemplated herein, the Operator shall be obligated only to obtain 
such price and conditions of the sale as are reasonable under the circumsiances and shall not be obligated to 
share any of its markets. Any tuch sale by Operator under the terms hereof shall be only for such reasonable 
periods of time as are consistent with lbs minimum needs of the industry under the particular circumstances, 
but in no event for a period in excess of one year. Notwithstanding the provisions of article 3.4 hereof, Gas 
sold by Operator for a Party under the provisions hereof shall be deemed to be Gas taken for the account of 
such Party. 

4 IN-KIND BALANCING 

4.1 Effective the first day of any auendar month following at least thirty (30) days' prior written 
notice to the Operator, any Underproduced Party may begin taking, in addition to its Full Share of Current 
Production and any Makeup Gas taken pursuant to Section 3.3 of this Agreement, a share of current 
production determined by multiplying fifty percent (SOX) of the Full Shares of Current Production of all 
Overproduced Parties by a fraction, use numerator of which Is the Percentage Interest of such Underproduced 
Party and the dewmlnator of which Is the total cf the Percentage Interests of all Underproduced Parties 
desiring to take Makeup Gss. In no event will an Overproduced Party be required to provide more than fifty 
percent (50%) of its Full Share of Current Production for Makeup Gss. The Operator will promptly notify 
aH Overproduced Parties of the election of an Underproduced Party to begin taking Makeup Gas. 

4.2 Notwithstanding the provisions of Section 4.1, no Overproduced Party will be required to 
provide more than twelve and one half percent (12.5%) of its Full Share of Current Production for Makeup 
Gas during die Winter Period. 

4.3 Notwithstariding anything herein to the contrary no Underproduced Party which is a Non-
Consenting Party under the Operating Agreement and is not then entitled to participate is any operation 
regarding a Balancing Area shall be entitled to take gas from said Balancing Area for wliich it is a Non-
Consenting Party. 

5. STATEMENT OF GAS BALANCES 

5.1 The Operator will maintain appropriate accounting on a moDthly and cumulative basis of the 
volumes of Gas mat each Parry is entitled to receive and the volumes of Gas actually taken or sold for each 
Parry's account Within forty-five (45) days after die month of production, the Operator will furnish a 
statement for such month snowing (1) each Party's Full Share cf Current Production, (2) the total volume of 
Gaa actually taken or sold for each Party' s account, (3) ihe difference between the volume taken by each Party 
and that Party's Full Share of Current Production, (4) the Overproduction or Unaeiproduction of each Party, 
and (5) other data as recommended by the provisions of the Council of Petroleum Accountants Societies 
Bulletin No. 24, as aroended or supplemented hereafter. Each Party taking Gas will promptly provide to the 
Operator any data required by the Operator for preparation of the statements required hereunder. 

5.2 If any Party fails to provide the data required herein for four (4) consecutive production 
months, the Operator, or where the Operator has failed to provide data, another Party, may audit the 
production aod Gas sales and transportation volume* of the non-reporting Party to provide the required data. 
Such audit shall be conducted only after reasonable notice and during normal business hours in the office of 
the Party whose records are being audited. All coats associated with such audit will be charged to the account 
of the Party failing to provide the required data. 

6. PAYMENTS ON PRODUCTION 

6.1 Each Party taking Gas shall pay or cause to be paid all production and severance taxes due 
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on all volumes of Gaa actually taken by such Party. 

6.2 Bach Party ahall pay or cause to be paid all Royalty due with respect to Royalty owners to 
whom it is accountable as if such Party were taking its Full Share of Current Production, and only its Full 
Share of Current Production. 

6.3 In the event mat arry governmental authority requires that Royalty payments be made on any 
other basis than that provided for in this Section 6, each Party agrees to make such Royalty payments 
accordingly, commencing on the effective date required by such governmental authority, and the method 
provided for herein shall be thereby superseded. 

7. CASH SKITLEMENTS 

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the 
Balancing Area, the termination ofthe Operating Agreement or any pooling or unit agreement covering the 
Balancing Area, or at any time no Gaa is taken from the Balancing Area for a period of twelve (12) 
consecutive months, any Party may give written notice calling for cash settlement of tbe Gas production 
imbalances among tile Parties. Such notice shall be given to all Parties m tbe Balancing Area. 

7.2 Within sixty (60) days after tba notice calling for cash settlement under Section 7.1, toe 
Operator will distribute to each Party a Final Gas Settlement Statement detailing the quantity of Overproduction 
owed by each Overproduced Parry to each Underproduced Party and identifying the month to which such 
Overproduction is attributed, pursuant to the methodology set out in Section 7.4. 

7.3 Witian sixty (60) days after receipt of the Final Gas Settlement Statement, each Cwerrrroduced 
Party wiH pay to each Underproduced Patty entitled to settlement the appropriate cash settlement, accompanied 
by appropriate accounting detail. At the time of payment, tbe Overproduced Party will notify the Operator 
of the Gas imbalance settled by the Overproduced Party' s payment. 

7.4 The amount of the cash setdement will be based on the proceeds received by the 
Overproduced Party under an Arm's Length Agreement for tbe Gas taken from time to time by the 
Overproduced Party in excess of the Overproduced Party's Full Share of Current Production. Any Makeup 
Gas taken by the Underproduced Party prior to monetary settlement hereunder will he applied to offset 
Overproduction chronologically in the order of accrual. 

7.5 The values used for calculating the cash settlement under Section 7.4 will include all proceeds 
received for file sale of the Gas by the Overproduced Party calculated at the Balancing Area, after deducting 
any production or severance taxes paid and any Royalty actually paid by the Overproduced Party to an 
Underproduced Party's Royalty owner(s), to the extent said payments amonmed to a discharge of said 
Underproduced Partyls Royalty obligation, as well as any reasonable marketing, compression, treating, 
gathering or transportation costs incurred directly in connection with the sale of the Overproduction. 

7.5.1 For Overproduction soJd under a gas purchase contract providing for payment based on a 
percentage of the proceeds' obtained by the purchaser upon resale of residue gas and liquid or liquifiable 
hydrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will include 
proceeds received by the Overproduced Party for both the liquid hydrocarbons (Tnduding liquinable 
hydrocarbons) and the residue gas attributable to the Overproduction. 

7.5.2 For Overproduction processed for the account of tbe Overproduced Party at a gas processing 
plant for the extraction of Squid bydrrxarbons, where settlement for the gas so processed was on a basis other 
than percentage of (be proceeds, the values used for calculating cash settlement will include the proceeds 
received by tbe Overproduced Party for the sale of (he liquid hydrocarbons extracted from the Overproduction, 
less the actual reasonable costs incurred by the Overproduced Party lo process the Overproduction and to 
transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale.. 

7.6 To the extent the Overproduced Party did not sell all Overproduction under an Arm's Length 
Agreement, the cash settlement will be based on the weighted average price received by the Overproduced 
Party for any gas sold from the Balancing Area under Arm's Length Agreements during the months to which 
such Overproduction is attributed. In the event that no sales under Arm's Length Agreements were made 
during any such moon, the cash settlement for such month will be based on the spot sales prices published for 
the applicable geographic area during such month in a mutually acceptable pricing bulletin. 
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7.7 Interest comprjuiided at the maximum lawful rate of interest applicable to the Balancing Area 
will accrue for all amounts due under Section 7.1, beguming the first day following the date payment is due 
pursuant to Section 7.3. Such interest shall be bome by the Operator or any Overproduced Party in the 
proportion that their respective delays beyond the dcarilinns set out in Section 7.2 and 7.3 contributed to the 
accrual of the interest. 

7.8 In lieu of the cash settlement required by Section 7.3, an Overproduced Parry may deliver 
to the Underproduced Party an offer to settle its Overproduction in-kind and at such rates, quantities, times 
and sources as may be agreed upon by the Underproduced Party. If the Parties are unable to agree upon the 
manner in which such in-ldnd settlement gas will be furnished within sixty (60) days after the Overproduced 
Party's offer to settle In kind, which period may be extended by agreement of said Parties, the Overproduced 
Party shall make a cash settlement as provided in Section 7.3 Tbe making of an in-kind settlement offer under 
this Section 7.8 will not delay the accrual of interest on the cash setdement should the Parties fail to reach 
agreement on an in-ldnd settlement. 

7.9 That portion of any monies collected by an Overproduced Party for Overproduction which 
is subject to refund by orders of the Federal Energy regulatory Cormmssion or other governmental authority 
may be withheld by the Overproduced Party until such prices are finally approved by such governmental 
authority, unless the Underproduced Party furnishes a corporate undertaking, acceptable to the Overproduced 
Party, agreeing to hold the Overproduced Party harmless from financial loss due to refund orders by such 
governmental authority. 

8. TESTING 

Notwithstanding any provision of this Agrees 
time to time, to produce and take up to one hundred percent (100*) of a well's entire Gas stream to meet the 
reasonable deliverability test(s) required by such Party's Gas purchaser, and the right to take any Makeup Gas 
shall be subordinate to the right of any Party to conduct tuch tests; provided, however, that such tests shall 
be conducted In accordance with prudent operating practices only after fifteen (IS) day'a prior written notice 
to the Operator and shall last no longer than seventy-two (72) hours. 

9. OPERATING COSTS 

Nothing in this Agreement shail change or affect any Party's obligation to pay its proportionate share 
of all costs and liabilities incurred in operations on or in connection with the Balancing Area, as its share 
thereof It set forth in the Operating'Agreement, irrespective of whether any Party is at any time selling and 
using Gas or whether such sales or use are in proportion to its Percentage Interest in the Balancing Area. 

10. LIQUIDS 

The Parties shall share proportionately in and own all liquid hydrocarbons recovered with Gas by field 
equipment cperated for the joint account in accordance with their Percentage Interests in the Balancing Area. 

11. AUDIT RIGHTS 

Notwithstanding any provision in this Agreement or any other agreement between tbe Parties hereto, 
and further iwtwithstarading any tennination or cancellation of tins Agreement, for a period of two (2) years 
from the end of (he calendar year in which any information to be furnished under Section 5 or 7 hereof is 
supplied, any Party shall have the right to audit (he records of any other Party' regarding quantity, including 
but not limited to information regarding Btu-content. Any Underproduced Party shall have the right for a 
period of two (2) years from the end of the calendar year in which any cash settlement is received pursuant 
to Section 7 to audit the records of any Overproduced Party as to all matters concerning values, including but 
not limited to mfbrrnation regarding prices and disposition of Gas from the Balancing Area. Any such audit 
shall be conducted at the expense of the Parry or Parties desiring such audit, and shall be conducted, after 
reasonable notice, during normal business hours in the office of ihe Party whose records are being audited. 
Each Party hereto agrees to maintain records as to the volumes and prices of Gaa sold each month and the 
volumes of Gas used in its own operations, along with the Royalty paid on any such Gas used by a Party In 
its own operations. The audit rights provided for in this Section 11 shall be in addition to those provided for 
in Section 5.2 of mil Agreement 
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12. MISCFXLANEOCS 

12.1 As between the Parties, in the event of any conflict between the provisions of this Agreement 
and the provisions of any gas sales contract, or in the event of any conflict between the provisions of this 
Agreement and the provisions of the Operating Agreement, tbe provisions of this Agreement sball govern. 

12.2 Each Party agrees to defend, indemnify and hold harmless all other Parties from and against 
any and all liability for any claims, which may be asserted by any third parry which now or hereafter stands 
in a contractual relationship with such indemnify ing Party and which arise out of the operation of this 
Agreement or any activities of such indemnifying Party under the provisions of this Agreement, and does 
further agree to save the other Parties harmless from all judgements or damages sustained and costs incurred 
in connection therewith. 

12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer the 
provisions of this Agreement, but shall have no liability to the other Parties for losses sustained or liability 
incurred which arise out of oc In coraection with tine performance of Operator' a duties hereunder, except such 
as may result from Operator's gross negligence or willful misconduct. Operator shall not be liable to any 
Underproduced Party for the failure of any Overproduced Party (other man Operator) to pay any amounts 
owed pursuant to the terms hereof. 

12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement 
shall remain in force and effect as to tbe Balancing Area, and thereafter until the Gas accounts between the 
Parties are settled in full, and shall inure to the benefit of and be binding upon the Parties hereto, and their 
respective heirs, successors, legal representatives and assigns, if any. The Parties hereto agree to give notice 
of the existence of this Agreement to any successor in interest of any such Parry and to provide thst any such 
successor shall be bound by this Agreement, and shall further mate any transfer of any interest subject to the 
Operating Agreement, or any part thereof, also subject to the terms of tins Agreement. 

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

12.6 This Agreement shall bind the Parties in accordance with the provisions hereof, and no thing 
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto, 
or as being a stipulation in favor of any such person or entity. 

12.7 If ccmtoroporaneously with this Agreement becoming effective, or thereafter, any Party 
requests tint any other Party execute an appropriate memorandum or notice of this Agreement in order to give 
third parties notice of record of same and submits same for execution in recordable form, such menwrandum 
or notice shall be duly executed by the Party to which such request is made and delivered promptly thereafter 
to tbe Party making toe request Upon receipt, the Party making the request shall cause the memorandum or 
notice to be duly recorded in the appropriate real property or other records affecting the Balancing Area. 

12.8 With respect to accounting treatment of any gas imbalances as may exist, the parties agree 
to use the "cumulative method" [as defined in Income Tax Regulation $1,761-2 (d) (4)} of accounting for 
federal income tax purposes. The "entitlements method" shall not be used for reporting gas sales from the 
properties subject hereto. 

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

13.1 Subject to the provisions of Section 13.2 hereof, and notwithstanding anything in this 
Agreement or in the Operating Agreement to the contrary, if any Party assigns (including any sale, exchange 
or other transfer) any of its working interest in the Balancing Ares when such Party is an Underproduced or 
Overproduced Party, the assignment or other act of transfer shall, insofar as tbe Parties hereto are concerned, 
include all interest of tne assigning or transferring Parry in the Gas, all rights to receive or obligations to 
provide or take Makeup Gas and all rights to receive or obligations to make any monetary payment which may 
ultimately be due hereunder, as applicable. Operator and each of the other Parties hereto shall thereafter treat 
the assignment accordingly, and the assigning or transferring Party shall took, solely to its assignee or other 
transferee for any interest ia the Gas or monetary payment that such Party may have or to which it may be 
entitled, and shall cause its assignee or other u-anjferee to assume its obligations hereunder. 

13.2 The provisions of this Section 13 shall opt be applicable in the event any Party mortgages its 
interest or disposes of its interest by merger, reorganization, consolidation or sale of substantially all of its 
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assets to a subsidiary or parent company, or to any company in which any parent or subsidiary of such Party 
owns a majority of the stock of such company. 



I I . I I O no-Mi 
EXHIBIT 1LF-

EQUAL OPPORTUNITY AND AFFIRMATIVE ACTION 

During ch* performance ot thte m U K t , th* Operator (meaning u l r*f*rrlng up*r*c«ly to aach party hereto) agr*** u 
follow* t 

I . HOmrrOMCamro MCIUTH8 HiymPOnrMi Th* proviaion* o( thl* Section epply only i f th* total contract u o n t 
omcaed* «10,000. A Certifications of Ifcmaegregated rmcll i t l**, « • required by 41 CTX $ l - l J . » 0 J - 1 0 ( d ) ( l ) and t O - l . t , 
ahall b* eubmlec*d prior eo th* rare , of « eubcoatreel exceeding 110,000 which 1* not exempt froa th* provialona 
ol che iquai opportunity elau**. Tea certification ear be Mbaletal either for each tubeoatract or foe al l 
aubcantract* during e parted. 

l« tWalterTjPTKIMr OPPCCTCTITTi . Th* pcoviiloae of thl* Section apply only If to* total contract aaouac Me*ed* 
$10,000, During th* pufomanca of thl* contr.ee, th* teller agr**a that It will comply with a l l proviaion* of 
Bxacutlv* Ordar lo. 112*6 vhleh la Incorporated lato thl* agreemant hy thl* raf*r*ae*. 

3. npLcrriaiT opporrmnrr nrpogrmo ucrniPonrrti nm following *ppu** only if teller ha* JO or aor* employee. 
and hold* contract*, aubeontracea or parch*** order* amounting to asn thaa 550,0001 taller trill complete aad ftl* 
Government Standard Tors 100, Equal employment Opportunity employer Information laport IIO-l (or aueh other font • • 
aay hav* auperaeded It ) , lo accordance with th* lutruetlooe contained th«r«la. 

4- AryiBtttm xenon COMrLIABCI rtocauai ' To* provision* of thia taction apply only If taller haa SO or aor* 
employ*** aad hold* eonttacta, aubcontraeta or purohao* otd«ra aaooatlaf to wore thaa (50,000. 

(*> la compliance with raragraph (0-1.40, and la accordance with taction* 60-2.1 through &0-1.31 of tha rut** 
of th* Offic* of T*d*ral Contract Coapllaiiea Program*, tallar ahall develop • « l t t*a affirmative action coaplianc* 
program for aach of ita aetabliehmuta.. Within 120 day* from th* law* data of tela contract, tallar ahall maintain 
a copy of aaparat* affirmative action compliance program* tor aach of ita eatebllebmenta. 

(h) tallae *h*ll raqolra <*ch of tt* aubcoutruur* oho have 50 or mot* employ*** and a aubcontrace placad 
har«und*r ot $30,000 or mora to dewnlop a written efflrmatlv* action oompllanc* progroa for each of i ta eeteblieh-
ment* in conforammc* with tho requirement* of thl*. S«etlon. 

3. ncrtOTMCTT or Quilirin) aaroiCAfPtJ lirornriUAlti Th* provialoaa of thia taction apply only if tha total contract 
aaouat exceed* $1,500": tailor agreee to comply with taction 303 of th* lahabllltatlea act of l»7J, taction 111 of 
th* JUtiebiUtetlon Act amaoimaota of 1)74 and 41 CTl S60-7»l.» ahleh ar* incorporated lato tM* agreement by thia 
raf*c*ne*. 

<• tMnopgJT OT YSTHABti Ih* ptovlaloo* ot thl* taction apply only if th* total contract amount exceed* $10,000. 
Seller *gr**a to compTy with taction 2012 of th* VUtnaa tea Tataraa* laadjuatamat det of 1374, and 41 CTI JtO-250.4 
which ar* lacorpor«t*d into thl* agraanant hy thl* r*f*r*oo«. 

7- uTir.ItaTI.oa Of iawtrrr tUtlBStt mtlJeT»S3l The proviaion* of thl* taction apply only If tha total contract 
aaouut exceed* \lO,SBb~. 

(a) It la th* policy of tha Covaraunc that, minority hualnea* aat«rprla*a ahall hav* eh* oaxlnu* practicable 
opportunity to participat* in th* performance of Cavarnmant coatraot*. 

(b) Contrnctoe egru* to a** it* heat afforta to carry out thl* policy in th* award of it* aabcontrecea to th* 
fullaet extent eoaelaceat with th* *tflcl«at performance of thl* contract. Aa uaad ta thl* contract, th* tar* 
'minority buaiaee* eatarprla** main* * boatneea, at l***t 30 pareant of which la ovn ad by minority group aaabare or, 
in cat* of publicly owned buelaueaa, at laaat 31 pareant af th* etock ot which la owned by minority group nanbere. 
for th* pturpea* of thia definition, minority group mambara « • Kegroee, Spenlah-*peaking Amarloan pereone, Amorlcan-
Oriantale, Anarlean-ladiao*, Aaarlcaa-takiaoa, and Aaarican Aleut*. Contractor* may r*ly oa writtva r*pr«aaat»tloaa 
by aabcoatraecert regarding thalr ita tna a* minority bualumu *at«eprl*«* tn Uaa of »« Independent lnv**tit»tioa. 
41 CTI ,l-l.UlO-2(e). 

t. OTrarATIoa OT Ult t tntn.Ul U U WtETJUWI Th* proviaion* of tht* taction apply only if th* total contract amount 
axcaada $10,800. 

(a) It ia th* policy of the Gov*mm*ne to award contracta te labor euxploe araa concern* that a gra* to 
perform *ubaeaatlally la labor aarpln* arte*, where thia caa ba dona coaaigteat with the efficient p*rfor*aaee of 
th* .contract and at prlc«* ao higher thaa ara obtaleabi* *la*wh*r*. Contractor *gr*«* to u«* it* bast *ffort« to 
place it* subcontract* la accordance with thl* policy. 

Cb) la complying with avibeactlon (a) of thia lection and with eubeaetleu (b) ot Section » ot thl* contract 
entitled "uclllutioa of Small eaelnus.'Conc*rti*," tba Controetor la placing hi* auhcoatrsct* *K*11 ob*err* th* 
{ollowiag otd*t of praf*r*ne«i (1) aaall bu*ln**a. concern* that *e« labor aurplu* *Tm* concern*, (2) othar ammll 
buain*** concama, aad (3) other labor aurpla* ara* concern*. 

(e)(1) Th* term -labor amrplu* ar**" maena m amographleal ac«* identified by th* Department of Labor ae an 
Arte of eoncaatratad unamployoant or un^*r*avloya*at' or aa area of labor aarplua. 

(2) The tana "labor eurplue araa concern" aaan* a coacera that together with Ita flrat-tiar aubcontractora 
wilT parfora aub«t*ntially in labor surplii* *r*«*. 

(3) Th* teem "parfora aubataatlally- la a labor aurplna *r*a" maana that th* coats Inemrred oo account of 
maaofacturlag, production, or approprlat* aarvlo** ia labor eurplu* *r«a* *xa*«d 30 pareant' of ch* ooatracc prlc*. 
41 era $t-l.tOJ-«*>. 

9. PirnmiOg Ot tKAU. ICtlMlt COICTOTI Th* proviaion* of thia taction apply only if th* total contract amount 

*xca«d* u6,m. 
(*> It 1* tha policy of th* Cove.raaent *• declared by Congran chat * fair proportion of th* porch**** and 

contract* for eupplia* «nd tervlcea for the Gov«raa«ne b* placed with email bu*ln*ea eoaeaen*. 

(b) Contractor agree* to accompllth th* eaalmum «aouat of *ubeoatr*etia| to amall tn*tn**a concern* that 
Contractor find* to be eonaiatoot with tha efficient parforaane* of thia coatraot. 41 CTI 11-1.710—3<a). 

10. Ayyrwttm ACrlOt1 roi Pltuum Vl-rnAW AW) VtTBLjult CT Ttt TiniUX U l l Th* proviaion* of thia Section' apply 
only if tha total contract aaoont *ico«da $10,000. tallar agr*** to comply with taction 402 of th* Vlatnam tr* 
Vateren* ta*dju*tm*nt A**l*tanc* Act of 1«74 and 41 era J44-250.1 which ate Incorporated into thl* agreement by 
thia r*f*r*ne*. 

I I . WrnzmtHI Of waay-CWat tPtrntSt COWCtuti Th* provteleae of thl* Saotloa apply oaly If th* total contract 
aaoont exceed* $10,000. 

(*> It i* tha policy of th* United Stat** Oovarnaaat that woamm-ovnad bualneeaaa *h*ll haw* th* auiaua 
practicabl* opportualty to participat* in th* performance of comtreeta awarded Vy amy foderel egmncy. 

(b) Contractor agr*** to oa* it* but effort* to carry out thl* policy ln th* award of auhcoatraeta to tb* 
follaat extant eouletant with ch* efficient performance of tht* contract, aa need ta thia coot reo t, a "*omma-«wa*d 
bufna**" concern aaan* * buelneee that ia at laeat SU owud by * worn** oe women who alao control and operete it . 
"Control" ln thl* context mwa* exerclalng the power to uh* policy declalona. -Operate- in thl* context aaeu 
being actively Involved l a th* day-to-day mmnagmmmnc. -women" amam.all woman bualnmee owner,. Tempormry amgwlatlon 
54, Appendix to 41 C f l Chapter 1. (See Xxmcutlwe Ordar 1213S). 


