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OIL £ G A S CORP. 

Gary C. Johnson 
Senior Vice President & 
General Counsel 

June 1, 1997 

Chevron U.S.A. Inc. 
Post Office Box 1635 
Houston, Texas 77251 

Atlantic Richfield Company 
P. O. Box 1610 
Midland, Texas 79702 

E/2 Section 20, Township 21 South, Range 36 East 
Lea County, New Mexico 

Gentlemen: 

When accepted by Chevron U.S.A. Inc. ("Chevron") and Atlantic Richfield Company 
("Arco") in the manner hereinafter indicated, this Letter Agreement ("Agreement") shall evidence 
the agreement between Chevron, Arco and Citation Oil & Gas Corp., as general partner of Citation 
1987 Investment Limited Partnership ("COGC") pertaining to: (i) the ownership and operation of 
the East Half (E/2) of Section 20, Township 21 South, Range 36 East, Lea County, New Mexico, 
INSOFAR AND ONLY INSOFAR as to the oil, gas and other liquid or gaseous hydrocarbons that 
may be produced from the vertical limits of the Eumont Gas Pool only, as defined in the New 
Mexico Oil Conservation Commission's Order No. R-520, dated August 12, 1954, and effective as 
of November 1, 1954 (the "Communitized Acreage"); (ii) the resolution of issues pertaining to 
certain proceeds of production, operating expenses and capital costs arising out of gas production 
from three wells located on the Communitized Acreage and known as the Devonian State 2, 
Devonian State 3, and Janda NCT A 2; and (iii) the disposition of Case No. 11638, a proceeding 
now pending before the Oil Conversation Division of the State of New Mexico Energy, Minerals 
and Natural Resources Department, which pertains to the Communitized Acreage. 

1. Contemporaneously with their execution of this Agreement, but effective as of 7:00 
o'clock a.m. on June 1, 1997 (the "Effective Date"), the parties shall execute and enter into that 
certain A.A.P.L. Form 610-1989 Model Form Operating Agreement in the form attached hereto as 
Exhibit A (the "Operating Agreement"), which shall govern the ownership of production from and 
operation of the Communitized Acreage. 

2. As of the Effective Date ofthe Operating Agreement, all existing wells associated with 
the Communitized Acreage, whether or not such wells are currently producing or capable of 
producing oil and/or gas in paying quantities or are temporarily or permanently abandoned 
(including but not limited to the Devonian State 1, Devonian State 1Y, Devonian State 2, Devonian 
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State 3, Devonian State 4, Devonian State Com 1, State DI , Janda NCT A 1, Janda NCT A 2, State 
2 20 1) and all future wells associated with the Communitized Acreage shall be owned and 
operated and in all other respects subject to the terms and provisions of the Operating Agreement. 

3. The Operating Agreement shall be subject to the terms and provisions of that certain Gas 
Communitization and Pooling Agreement dated October 8, 1958 (the "Communitization 
Agreement"), except with respect to any provisions thereof that allocate or purport to allocate the 
ownership of oil, gas or other minerals from the Communitized Acreage, and with respect to those 
provisions, the percentages or fractional interests of the parties set forth under Paragraph 3 of 
Exhibit "A" to the Operating Agreement shall govern and control over any such provisions of the 
Communitization Agreement. 

4. On the Effective Date of the Operating Agreement, that certain Agreement for Use of 
Well (including the interests assigned therein) dated October 8, 1958 between the predecessors in 
interest to the parties to this Agreement, pertaining to the sharing of revenues and expenses arising 
out of production from the Devonian State Com 1, shall terminate and be of no further force and 
effect. 

5. Simultaneous with its execution of this Agreement, COGC shall pay Chevron $321,663, 
and COGC shall pay Arco $339,992, representing the net amount due from COGC to such parties 
as of 04/30/97, as a result of reconciliation of those certain revenues, expenses and capital costs 
associated with the Devonian State 2, Devonian State 3, and Janda NCT A 2, as reflected on the 
schedule attached hereto as Exhibit "B" entitled "Eumont - Preliminary Adjustment.'''' Within 
sixty days of the date of execution of this Agreement by all parties hereto and using the same 
methodology as is used in Exhibit "B", the parties shall agree on and pay the net amount due one 
another with respect to revenues and expenses arising out of operations of the Devonian State 2 
and Devonian State 3 for the period of time from 04/30/97 to the Effective Date. 

6. Upon receipt and in consideration of the payments provided for in paragraph 5 and the 
mutual promises made to each other under this Agreement, Chevron and Arco release COGC, 
Chevron and COGC release Arco, and COGC and Arco release Chevron from any and all claims 
and/or causes of action arising prior to the Effective Date and pertaining to the costs and/or 
expenses associated with, or the revenue from gas production from any and all of the wells 
associated with the Communitized Acreage, including any such claims and/or causes of action 
covered by that certain Statute of Limitations Tolling Agreement dated effective May 1, 1990. 

7. Within ten days of the date of execution of this Agreement by all parties hereto, Chevron 
shall withdraw its opposition to the relief sought by COGC in Case 11638, insofar as it seeks to:(a) 
reclassify the Devonian State 2 (Unit B) and the Devonian State 3 (Unit A) from Eumont oil 
wells to Eumont gas wells; (b) simultaneously dedicate those two wells to the Communitized 
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O p e r a t o r s h a l l m a k e no charge f o r services rendered by its s t a f f a t t o r n e y s or o t h e r personne l i n : h e p e r f o r m a n c e o f the above 

func t ions . 

3 No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Dr i l l ing Unit, if 2ppropriate, has 

A been examined as abave provided, and (2) the title has been approved by the examining attorney or title has been accepted by 

5 all of the D r i l l i n g Parties in such well. 

G B. Loss or Failure of Tit le: 

' . failure of Ti t le . Shjuld'a:^ Oi l a w i ' d s l iu iwt^ i ur Oi! and G:II> i^ r^r 'bv iusi through f j i : i : i c uf Title whiih-rr^crh's.'nva—-

\cduction of interest from that shown on Exhibit "A," the parry credited w i t h contributing the affected Lease or Interest / 

(ihr/luding, if applicable, a successor in interest to such parry) shall have ninery (90) days f rom final determination of t i d t 

failuV to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition wil 

to Artrcjc VII I .D. , and failing co do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas 

Leases and Interests; and, 

(a) parry credited wi th contributing the Oi! and Gas Lease or Interest affected by the title failure (including, if 

applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to /ccovcr f rom 

Operator or rhe>other parties any development or operating costs which it may have previously paid or inr / t rcd, but there 

shall be no additional liability on its part to the other parties hereto by reason of such title failure; 

(b) There sh*|! be no retroactive adjustment of expenses incurred or revenues received from the operation of the 

Lease or Interest whicrkhas failed, but the interests of the parties contained on Exhibit " A " shall be/revised on an acreage 

basis, as of the time it is^dctermincd finally that title failure has occurred, so that the interest of the parry whose Lease or 

Interest is affected by the tit Ik failure wi l l thereafter be reduced in the Contract Area by the amount olAhe Lease or Interest failed; 

(c) If the proportionate interest of the other parties hcrero in any producing well previously drilled on the Contract 

Area is increased by reason of tnfe title failure, the party who bore the costs incurred in connection with such well attributable 

to the Lease or Interest which has Vailed shall receive the proceeds attributable to the increase in such interest (less costs and 

burdens attributable thereto) until iKhas been reimbursed for unrecovered costs paid Jby it in connection with such well 

attributable to such failed Lease or Inten 

(d) Should any person not a panVto this agreement, w h o is determined tcrbe the owner of any Lease or Interest 

which has failed, pay in any manner any part of the cost of operation, developmecK, or equipment, such amount shall be paid 

to the parry or parties who bore the costs which are so refunded; 

(c) Any liability to account to a person not a party to this agreement i6 t pr ior production of Oil and Gas which arises 

by reason of title failure shall be borne severally\y each party (including a predecessor to a current party) who received 

production for which such accounting is required basc\] on the amount or such production received, and each such party shall 

severally indemnify, defend and hold harmless all other parties hereto for any such liability to account; 

(f) N o charge shall be made to the joint account f tk legal expenses, fees or salaries in connection with the defense of 

the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title 

it shall bear all expenses in connection therewith; and V 

(g) If any parry is given credit on Exhibit " A " to j /Lease or Interest which is limited solely to ownership of an 

interest in the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remainder 

of the Contract Area shall be considered a Failure of Titfe as to such remaining Contract Area unless that absence of interest 

is reflected on Exhibit "A." / \ 

2 Loss by Non-Payment or Erroneous Payment/Of Amount Due: If , through mistake or oversight, any rental, shut-in well 

payment, min imum royalty or royalty payment, or other payment necessaryXp maintain all or a portion of cn Oil and Gas 

Incase or Interest is not paid or is erroneously f f t i d , and as a result a Lease or IrWerest terminates, there shall be no monetary 

liability against the party who failed to maJte such payment. Unless the party ^ h o failed to make the rccuired payment 

secures a new Lease or Interest covering tjHe same interest w i th in ninety (90) days horn the discover)' of the failure to make 

proper payment, which acquisition will-not be subject to Article VHl.D., the interests o/ the parties reflected on Exhibit " A " 

shall be revised on an acreage basis, infective as of the date of termination of the Lease\pr Interest involved, and the party 

who failed to make proper paymcnVwill no longer be credited w i t h an interest in the Contract Area on account of ownership 

of the Lease or Interest which ha/ terminated. If the party who failed to make the required payment shall not have been fully 

reimbursed, at the time of the/loss, f rom the proceeds of the sale of Oil and Gas a t t r ibutable^ the lost Lease or Interest, 

calculated on an acreage basis, for the development and operating costs previously paid on accounVof such Lease or Interest, 

it shall be reimbursed foVunrecovered actual costs previously paid by it (but not for its share of the cost of any dry hole 

previously drilled or wehs previously abandoned) f rom so much of the following as is necessary to effecrsj'cimbursement: 

(a) Proceeds oi Oil and Gas produced prior to termination of the Lease or Interest, less operating\expcnses and lease 

burdens chargcable/hereunder to the person who failed to make payment, previously accrued to the credit orSxhe lost Lease or 

Interest, on an socage basis, up to the amount of unrecovered costs; \ 

(b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the persoo who failed 

to make payment, up to the amount of unrecovered costs attributable to that port ion of Oil and Gas thereafter produced and 

marketed/(excluding production f r o m any wells thereafter drilled) which, in the absence of such Lease or Interest termination, 

would attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Imrrest 

termination is credited to other parties, the proceeds of said port ion of the Oil and Gas to be contributed by the other parses 

in/proportion to their respective interests reflected on Exhibit " A " ; and, \ 

/ (c) Any monies, up to the amount of unrecovered costs, that may be paid by any parry who is, or becomes, the owner 

•of (lie Leeag-or 4merc3f lojt, for tin :* — • _ i . __ _. * — 

I 
ilege qf-pgrtreiparfng in the Ojntiaet-Area -o-r-beeomtng i 

I - or •imertsti committed to-this agrcement.-otrtcr-t-rn 

party w-thtJ-agree 

f o r t h 3 Other Losses: All losses of '. 

IV.R l . and 4V.B.B.—abo-rc, shall be joint losses and shall be borne by all parties in proportion to their interests shown on 

Exhibit "A . " This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 

xpress or implied covenants have not been performed (other than performance which requires only the payment of money), 

and the loss o f any Lease by expiration at the end of its primary term if it is not renewed or extended. There shaU be no 

readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. ' • " / ' • ! 

A. Curing Ti t le : ln the event of a Failure of Title under Art ic le IV .B . l . or a loss of title under Article IV.B.2. above, any 
, t • . 

Lease or Interest acquired by any party hereto (other than the parry whose interest has failed or was lost) during' the ninety 

(90) day period provided by Article I V . B . l . and Article IV.B.2. above covering all or a portion of the in ter f tu lhakh^s Failed 

or was lost shall be offered at cost to the parry whose interest has failed or was lost, and the provisions "of Article "VI1LB. 

shall not apply to such acquisition. 
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A R T I C L E V . 

O P E R A T O R 

3 A. I3estgnation and Responsibilities of Operator: 

4 C i t a t i o n shali be the Operator of the Contract Area, and shall conduct 

5 and direct and have ful l control of all operations on the Contract Area as permitted and required by, and within the limits of 

6 this agreement. In its performance of services hereunder for rhc Non-Operators, Operator shall be an independent contractor 

7 not subject to the control or direction of the Non-Operators except as to the rype of operation to be undertaken in accordance 

8 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 

9 Non-Operarors wi th authority to bind them ro any obligation or l iabili ty assumed or incurred by Operator as to any th i rd 

10 parry. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 

11 manner, w i t h due diligence and disparch, in accordance w i t h good oi l f ie ld practice, and in compliance with applicable law and 

12 regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred 

13 except such as may result f rom gross negligence or w i l l f u l misconduct. 

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

15 L Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof ro Non-Operators. 

16 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 

17 serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 

18 successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 

19 based on ownership as shown on Exhibit " A " remaining after excluding the voting interest of Operator; such vote shall no: be 

20 deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 

21 Operator has failed to cure the default within thirty (30) days f rom its receipt of the notice or, if the default concerns an 

22 operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, ' good cause" shall 

23 mean not only gross negligence or wil lful misconduct but also the material breach of or inability to meet the standards of 

24 operation contained in Article V.A. or material failure or inabiliry to perform its obligations under this agreement. 

25 Subject to Article V I I . D . l . , such resignation or removal shall not become effective until 7:00 o'clock A.M. on the f i rs t 

26 day of the calendar month fol lowing the expiration of ninety (90) days after the giving of notice of resignation by Operator 

27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 

28 Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 

29 Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 

30 subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 

31 2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 

32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 

33 interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the 

affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit " A " ; 

provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 

36 succeed itself, the successor Operator shall be selected by the aff irmative vote of the party or parties ou-ning a majori ty 

37 interest based on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was 

38 removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating ro 

39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 

40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 

41 account. 

42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 

43 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 

44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 

45 Non-Operators and Operator shall comprise an inter im operating committee to serve until Operator has electee to reject or 

46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator 2s a debtor in 

47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 

48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 

49 require the approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit " A . " In 

50 the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 

51 operations, a third parry acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 

52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 

53 committee without regard for their interest in the Contract Area based on Exhibit "A." 

54 C. Employees and Contractors: 

55 The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 

56 hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 

57 contractors shall be the employees or contractors of Operator. 

58 D . Rights and Duties of Operator: 

59 1. Competitive Plates and Use of Affiliates: A l l wells drilled on the Contract Area shall be drilled on a competitive 

63 contract basis at the usual rates prevailing in the area. I f it so desires. Operator may employ Its own tools and equipment in 

61 the d r i l l i ng of wells, but jts charges therefor shall not exceed the prevailing rates in the area and the rate of such charges 

62 shall be agreed upon by the parties in writ ing before dr i l l ing operations are commenced, and such work shall be performed by 

63 Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 

6^ who are doing work of a similar nature. Al l work performed or materials supplied by affiliates or related parties of Operator 

65 shall be performed or supplied at competitive rates, pursuant to wr i t t en agreement, snd in accordance with customs and 
r < standards prevailing in the industry. ( 

2. Discharge of loint Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay 

and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall 

69 charge each of the parties hereto wi th their respective proportionate shares upon the expense basis provided in Exhibit "C* 

70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and charges and credits 

71 made and received. 

72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payabic^ajl accqunts 

73 of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or m 

74 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free f r o m 



A.A.P.L FORM 610 - MODEL foVM OPERATING AGREEMENT - \%y 

3 
4 

5 

6 

7 

8 

9 

10 

11 

1? 

13 

:A 
15 

I f 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

26 

29 

30 

31 

52 

*3 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

liens and encumbrances resulting therefrom except for chose resulting from a l>ona fide dispute as to services rendered or 

materials supplied. 

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 

or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production f rom the 

Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 

used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 

provided in Article VII.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 

and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided Noth ing ir. 

this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

parties otherwise specifically agree. 

5. Access to Contract Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 

or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 

all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 

operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 

rights shall not be exercised in a manner interfering wi th Operator's conduct of an operation hereunder and shall not obligate 

Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such 

interpretive data was charged to the joint account. Operator wi l l furnish to each Non-Operator upon request copies of any 

and all reports and information obtained by Operator in connection wi th production and related items, including, without 

l imitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 

purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 

information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 

shall be conducted in accordance w i t h the audit protocol specified in Exhibit " C " 

6. Filing and Furnishing Governmental Reports: Operator wi l l f i le , and upon writ ten request promptly furnish copies to 

each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications 

required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 

Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings. 

7. D r i l l i n g and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 

limited to the Ini t ia l Well : 

(a) Operator wi l l promptly advise Non-Operators of the date on which the well is spudded, or the date on which 

drilling operations arc commenced. 

(b) Operator will send to Non-Operators such reporrs, test results and notices regarding the progress of operations on the well 

as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 

(c) Opeaior shall adequately test al! Zones encountered which may reasonably be expected to be capable of producing 

Oil and Gas in paying quantities as a resu!: of examination of the electric log or any other logs or cores or tests conducted 

hereunder. 

8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs 

incurred for the joint account at reasonable intervals during the conduct of any operation pursuant rc this agreement. 

Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 

Inti . i r .ncc. . At—ail—ri.T»c;—t^hilc—op*;;:iar>c—a-c«—conducted—horo^rnuer,—QfH-rotor——totrvply—*w*h—five—>wfKeFt 

compensation~-hM"_4ifthe state where the operations are being conducted; provided, however, that Opera for j^ j^ -e^T 'Tsr i i -

insurer for liability undersl7^---«*a^censauor. laws in which event the only charge that shall be ma^it-*er-r^Tej o i n: account shuli 

>e as provided in Exhibit "C." Operator snTtT^iio^c^rry or provide insurance for thj^ii4-fTrfTf"of the joint account of the parties 

as outlined in Exhibit " D " artached hereto and made a parT*hfrceQf Oja&eerrjr^shall require all contractors engaged in work on 

K for the Contract Area to comply wi th the workcrsc^i^aprTTsTtion la worTfr$-£i£ te jwhere the operations are being conducted 

ind to maintain such other insurance asJ^U^rfTuTrnay require. 

In the event automoJixic-4friTn7ty insurance is specified in said Exhibit "D," or subsequently rece7v^s*~rm--i^prova! of the 

I! h/* ma.-i" hy H vrnr.-ir fnr rnyraiiimt ntlid ,for .tuch—incurs n.TC Lot-Sir. 

r***M*. See A r t i c l e XVT. Page 17 f o r s u b s t i t u t e Paragraph V. D. 
ARTICLE VI . 

DRILLING AND DEVELOPMENT 
A . In i t i a l W e l l : 

4 * f o r -OtH lh ( . I f 

(hp followH 

I t i s specifically understood and agreed t h a t the Shell O i l Ccnrany - Devonian 
State Well No. 1, located in the Northeast Quarter Q f Section 20, T21S, R36E, 
Lea County, New Mexico, shall f o r a l l purposes hereunder be considered as the 
" I n i t i a l Well" under that certain Gas Cc*munitization and Pooling Agreer.ient dated 
October 8, 1958, by and between Shell O i l Company, as Operator, and Gulf O i l 
Corporation, et a l , as Non-Operators, reference to which i s hereby rrade for a l l 

<y' thai! rUraaf ior rant in we l l . f d f i l l j ng v\ li .t ^ u i i u Jw» Jilig.«mi> n 

purposes, and that such well i s hereby designated as the " I n i t i a l Weil" under t h i s 
Operating Agreement. 

-The drilling of the Initial e,rnj tin :ipi»*on • 

08 

69 

70 

71 

72 

73 

74 

rirlt, V I Ti O H 

B. Subsequent Operations: 

1. Proposed Operations: If any parry hereto should desire to drill any welt on the Contract Area other than the Initial Well , or 

if any parry should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no longer capable of 

producing in paying quantities in which such parry has not otherwise relinquished its interest in the proposed objective_Zonc under 

this agreement, the party desiring to dril l . Rework, Sidetrack, Deepen, Recomplete or Plug Back such a weL shall give written 

notice of the proposed operation to the parties who have not otherwise relinquished their interest in such objective Zone 
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under this agrnrm:n( and 10 ail other parries in the case of a proposal for Sidetracking or Deepening, specifying the work to be 

performed., the location, proposed depth, objective Zone and the estimated cost of the operation Tne parties to whom s j :h a 

3 notice is delivered shall have thirry (30) days after receipt of the notice within which to notify the party prcpcsir.g to do the work 

4 whether they elect to participate in the cost of the proposed operation. If a drilling rig is on location, notice of a proposal to 

5 Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forry-

6 eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parry to whom such notice is delivered to reply 

7 within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation 

8 Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to all parties 

9 within the time and in the manner provided in Article V1.B.6. 

10 If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be 

11 contractually committed to participate therein provided such operations are commenced wi th in the time period hereafter set 

12 for th , and Operator shall, no later than ninety (90) days after expiration of the notice period of thirty (30) days (or as 

13 promptly as practicable after the expiration of the forty-eight (4S) hour period when a dr i l l ing rig is on location, as the case 

14 may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 

15 the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 

16 by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 

17 additional time is reasonably necessary to obtain permits f rom governmental authorities, surface rights (including righrs-of-

18 way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 

19 acceptance. If the actual operation has not been commenced w i t h i n the time provided (including any extension thereof as 

20 specifically permitted herein or in the force majeure provisions of Article X I ) and if any parry hereto still desires to conduct 

21 said operation, writ ten notice proposing same must be resubmitted ro the other parties in accordance herewith as if no prior 

22 proposal had been made. Those parties that did not participate in the dr i l l ing of a well for which a proposal to Deepen or 

23 Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation, 

24 reimburse the Dr i l l i ng Parties in accordance w i t h Article VI.B.4. in the event of a Deepening operation and in accordance 

25 wi th Article VLB.5. in the event of a Sidetracking operation. 

26 2. Operations by I^rss Tfian A l l Parties: 

27 (a) Determination of Participation. I f any party to whom such notice is delivered as provided in Article V I . B . l . or 

28 V I . C . l . (Option No. 2) elects not to participate in the proposed operation, then, in order ro be entitled to the benefits of this 

29 Article, the parry or parties giving the notice and such other parties as shall elect to participate in the operation shall, no 

30 later than ninety (90) days after the expiration of the notice period of thirry (30) days (or as promptly as practicable after the 

31 expiratinn of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the 

32 proposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting 
5 3 Parties; provided, however, if no dri l l ing rig or other equipment is on location, and if Operator is a Non-Consenting Parry, 

the Consenting Parties shall cither: (i) request Operator to pe r fo rm the work required by such proposed operation for the 

j } account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The 

36 rights and duties granted to and imposed upon the Oi>erator under this agreement are granted :o and imposed upon the party 

37 designated as Operator for an operation in which the original Operator is a Non-Consenting Parry. Consenting Parties, when 

38 conducting operations on the Contract Area pursuant to this Art icle VI.B.2., shall comply wi th all terms and conditions of this 

39 agreement. 

40 If less than all parries approve any proposed operation, the proposing parry, immediately after the expiration of the 

41 applicable notice period, shall advise all Parties of the total interest of the parties approving such, operation and its 

42 recommendation as to whether the Consenting Parties should proceed wi th the operation as proposed Each Consenting Parry, 

43 wi th in forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after delivery of such notice, shall advise the 

44 proposing party cf its desire to ( i) limit participation to such parry's interest as shown on Exhibit "A" cr (ti) carry oniy its 

45 proportionate part (determined by dividing such parry's interest in the Contract Area by the interests of all Consenting Parties in 

46 the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (Ii)) of 

47 Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non-Consenting Parties' 

48 interests that any Consenting Parry did not elect to take. Any interest of Non-Oonsenting Parties that is not carried by a 

49 Consenting Parry shall be deemed to be carried by the party proposing the operation if such party does not withdraw its 

50 proposal. Failure to advise the proposing parry wi th in the time required shall be deemed an election under (i) . In the even; a 

51 dr i l l ing rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 

52 total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The proposing parr), a: its election, may 

53 withdraw such proposal if there is less than 10091; participation and shall notify all parties of suci decision within ten (10) 

54 days, or wi th in rwenry-four (24) hours if a dr i l l ing rig is on location, fol lowing expiration of the applicable response period. 

55 I f 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties 

56 of their proportionate interests in the operation and the party serving as Operator shall commence such operation within the 

57 j>criod provided in Article VI .B . l . , subject to the same extension right as provided therein. 

58 (b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be 

59 borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding 

60 paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear cf all liens and 

61 encumbrances of every kind created by or arising f rom the operations of the Consenting Parties. If such an operation results 

62 in a dry hole, then subject tn Articles VLB.6. and VI.E.3., the Consenting Parties shall plug and abandon the well and restore 

63 the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties that 

6-• participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate 

65 shares of the cost of plugging and abandoning the well and restoring the surface location insofar only as those costs were not 

increased by the subsequent operations of the Consenting Parties. I f any well drilled, Reworked, Sidetracked, Deepened, 

Recompleted or Plugged Back under the provisions of this Art icle results in a well capable of producing Oil and/or Gas in 

1>E paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the 

69 well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the 

70 expense and for the account of the Consenting Parties. Upon commencement of operations for the dri l l ing. Reworking, 

71 Sidetracking, Recomputing, Deepening or Plugging Back of any such well by Consenting Parties in accordance with the 

72 provisions of this Article, each Non-Consenting Parry shall be deemed to have relinquished to Consenting Parties, »nd the 

73 Consenting Parties shall own and be entitled to receive, -in—fr&uf*aruoa, to t l i t i r raepaaiu* ir.tarotJf-, all of such Non-

74 Consenting Parry's interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking. 
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Deepening, Recomputing or Plugging Back, or a Completion pursuant to Article V I . C l . Option No. 2, a!! of such Non-

Consenting Party's interest in the production obtained from the operation in which the Non-Consentinr, Parry did no: elect 

3 to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or 

4 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 

5 royalry, overriding royalty and other interests not excepted by Article I I I .C payable out of or measured by the production 

6 f rom such well accruing with respect to such interest until it reverts), shall equal the total of the following: 

7 ( i) —e=J^0— % of each such Non-Consenting Parry's share of the cost of any newly acquired surface equipment 

8 beyond the wellhead connections (including but no: limited to stock tanks, separators, treaters, pumping equipment and 

9 piping), plus 100% of each such Non-Consenting Parry's share of rhc cost of operation of the well commencing with first 

10 production and continuing un t i l each such Non-Consenting Parry's relinquished interest shall revert to it under other 

11 provisions of this Article, it being agreed thai each Non-Consen:ing Parry's share of such costs and equipment wi l l be that 

12 interest which would have been chargeable to such Non-Consenting Parry had it participated in the well f rom the beginning 

13 of the operations; and 

14 ( i i ) 2 0 0 _ % 0 f ( a ) that portion of the costs and expenses of dri l l ing, Reworking. Sidetracking. Deepening. 

15 Plugging Back, testing, Completing, and Recomputing, after deducting any cash contributions received under Article V I I I . C , 

16 and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections), 

17 which would have been chargeable to such Non-Consenting Parry if i t had participated therein. 

18 Notwithstanding anything to the contrary in this Article VLB. , i f the weii does not reach the deepest objective 2Ionc 

19 described in the notice proposing the well for reasons other than the encountering of granite or practically Impenetrable 

20 substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each 

21 Non-Consenting Parry who submitted or voted for an alternative proposal under Article VLB.6. to dri l l the well to a 

22 shallower Zone than the deepest objective Zone proposed in th t notice under which the well was drilled, and each such Non-

23 Consenting Parry shall have the option ro participate in the initial proposed Completion of the well by paying its share of the 

24 cost of d r i l l ing the well to its actual depth, calculated in the manner provided in Article VLB.4. (a). If any such Non-

25 Consenting Party does not elect to participate in the first Completion proposed for such well, the relinquishment provisions 

26 of this Art ic le VI.B.2. (b) shall apply to such party's interest. 

27 (c) Reworking, Recomputing or Plugging Back. A n election not to participate in the drilling. Sidetracking or 

28 Deepening of a well shall be deemed an election no: to participate in any Reworking or Piugging Back operation proposed in 

29 such a wel l , or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to fu l l 

30 recovery by the Consenting Parties of the Non-Consenting Parry's recoupment amount. Similarly, an election not to 

31 participate in the Completing or Recomputing of a well shaL be deemed an election not to participate in any Reworking 

32 operation proposed in such a wel l , or portion thereof, to which the initial non-consent election applied that is conducted at 

33 any time prior to full recovery by rhc Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 

Reworking, Recomputing or Plugging Back operation conducted during the recoupment period shall be deemed part of the 

,>5 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 2 0 0 (%, 0 f 

36 that por t ion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to 

37 such Non-Consenting Party had it participated therein. If such a Reworking, P.ecomplcting or Plugging Back operation is 

38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 

39 Parties in said well. 

40 (d) Recoupment Matters. During the period cf time Consenting Parties are entitled to receive Non-Consenting Party's 

41 share of production, or the proceeds therefrom, Consenting P-rrics shall be responsible for the payment of all 2d valorem, 

42 production, severance, excise, gathering and other taxes, and al: royalry, overriding royalty and other burdens applicable to 

43 Non-Consenting Parry's share of production not excepted by Article I I I . C 

44 I n the case of any Reworking, Sidetracking, Plugging Esck, Recompleting or Deepening operation, the Consenting 

45 Parties shall be permitted ro use, free 0/ cost, all casing, tubing and other equipment in rhe well, bur the ownership of all 

46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 

47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 

48 ' party receiving its proportionate part in kind or in value, less cost of salvage. 

49 W i t h i n ninety (90) days after the completion of any operation under this Article, the parry conducting the operations 

50 for the Consenting Parties shall furnish each Non-Consenting Parry wi th an inventory of the equipment in and connected to 

51 the well , and an itemized statement of the cost o: dr i l l ing. Sidetracking, Deepening, Plugging Back, testing, Completing, 

52 Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized starement 

5! of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the 

54 Consenting Parties are being reimbursed as provided above, the parry conducting the operations for the Consenting Parties 

55 shall furnish the Non-Consenting Parties w i t h an itemized statement of all costs and liabilities incurred in the operation of 

56 the well , together with a statement of the quantity of Oil and Gzs produced from it and the amount of proceeds realized f rom 

57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 

58 produced during any month, Consenting Panics shall use industry accepted methods such as but not limited to metering or 

59 periodic well tests. Any amount realized f rom the saie or other disposition of equipment newly acquired in connection wi th 

60 any such operation which would have been owned by 3 Non-Consenting Parry had it participated therein shall be credited 

61 3gainst the total unrcturned costs of the work done and of the equipment purchased in determining when the interest of such 

62 Non-Consenting Party shall revert to it as above provided; and if rhrre is a credir balance, it shall be paid to such Non-

63 Consenting Parry. '" 

64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided 

65 for above, the relinquished interests of such Non-Consenting Parry shall automatically revert to it as of 7:00 a.m. oh the day 

'6 fol lowing the day on which such recoupment occurs, and, f rom and after such reversion, such Non-Consenting Party shall 

Own the same interest in such well , the material and equipment in or pertaining thereto, and the production therefrom as 

68 such Non-Consenting Parry would have been entitled to had it participated in the dri l l ing. Sidetracking, Reworking, 

69 Deepening. Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Parry shall be charged with and 

70 shall pay its proportionate part of the further costs of the operation of said well in accordance with the terms of this 

71 agreement and Exhibit "C* attached hereto. ~. •• : 

72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth and all_tests-have 

73 been completed and the results thereof furnished to the parties, or when operations on the well have been otherwise 

74 terminated pursuant to Article VLF. , stand-by costs incurred pending response to a parry's notice proposing a Reworking, 
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Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required 

under Art ic le VI.E.6. to resolve competing proposals) shall be charged and borne as part of the drilling or Deepening 

3 operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 

4 whichever f irst occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 

5 of the second grammatical paragraph of Article VI.B.2. (a), shall be charged to and borne as part of the proposed operation, 

6 but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 

7 between the Consenting Parties in the proportion each Consenting Parry's interest as shown on Exhibit "A" bears to the total 

S interest as shown on Exhibit " A " of all Consenting Parties. 

9 In the event th2t notice for a Sidetracking operation is given while the dri l l ing rig to be utilized is on location, any parry 

10 may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 

11 Article V I . B . l . w;thin which to respond by paying for al! stand-by costs and other costs incurred during such extended 

12 response period; Operator may require such parry to pay the estimated stand-by time in advance as a condition to extending 

13 the response period. If more than one parry elects to take such additional time to respond to the notice, standby costs shall be 

14 allocated berween the parties taking additional time to respond on a day-to-day basis in the proportion each electing parry's 

15 interest as shown on Exhibit ' A " bears to the total interest as shown on Exhibit " A " of all the electing parties. 

16 4. Deepening: If less than all the parties clecr to participate in a d r i l l ing , Sidetracking, or Deepening operation proposed 

17 pursuant to Articie VI .B . l . , the inrerest relinquished by the Non-Consenting Parties to the Consenting Parties under Article 

18 VI.B.2. shall relate only and be l imited to the lesser of ( i) the total depth actually drilled or ( i i ) the objective depth or Zone 

19 of which the parties were given notice under Article V I . B . l . ("Initial Objective"). Such well shall not be Deepened beyond the 

20 Initial Objective without first complying with this Art ic le to afford the Non-Consenting Parties the opportuniry to participate 

21 in the Deepening operation. 

22 In the event any Consenting Parry desires to d r i l l or Deepen a Non-Consent Well to a depth below the Init ial Objective, 

23 such party shall give notice thereof, complying w i t h the requirements of Article VI .B .L , to all parties (including Non-

24 Consenting Parties). Thereupon, Articles VI.B. l . and 2. shall apply and all parties receiving such notice shal; have the right to 

25 participate or not participate in the Deepening of such well pursuant to said Articles V I . B . l . and 2. If a Deepening operation 

26 is approved pursuant to such provisions, and if any Non-Consenting Parry elects to participate in the Deepening operation, 

27 such Non-Consenting parr)- shall pay or make reimbursement (as the case may be) of the following costs and expenses: 

28 (a) I f the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 

29 quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 

30 and expenses incurred in connection with the dr i l l ing of said well f r o m the surface to the Initial Objective which Non-

31 Consenting Parry would have paid had such Non-Consenting Parry agreed to participate therein, plus the Non-Consenting 

32 Party's share of the cost of Deepening and of participating in any further operations on the well in accordance wi th the other 

^3 provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 

incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 

sole account of Consenting Parties. 

36 (b) I f the proposal is made for a Non-Consent Wel l that has been previously Completed as a well ccpabie of producing 

37 in paying quantities, but is no longer capable of producing in oaying quantities, such Non-Consenting Party shall pay (or 

38 reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and 

39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 

40 those costs recouped by the Consenting Parties f r o m the sale of production from the well. The Non-Conscnring Party shall 

41 also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 

42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 

43 Well) of the costs of salvable materials and equipment remaining in the hole and saivablc surface equipment used in 

44 connection wi th such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 

45 cost of d r i l l ing , Completing, and equipping the well at the t;me such Deepening operation is conducted, then a Non-

46 Consenting Parry may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 

47 well for Deepening. 

48 The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Wel! prior 

49 to the d r i l l i ng of such well to its Ini t ia l Objective without the consent of the other Consenting Parties as provided in Article 

50 VI.F. 

51 5. Sidetracking: Any party having the right to participate jn a proposed Sidetracking operation that does not own an 

52 interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its 

53 proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore 

54 to be utilized as follows: 

55 (a) I f the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs 

56 incurred in the initial drilling of the w^ell down to the depth at which the Sidetracking operation is initiated 

57 (b) I f the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 

58 such party'5 proportionate share of drilling and equipping costs tncurred in the initial dri l l ing of the well down to the depth 

59 at which the Sidetracking operation is conducted, calculated in the manner described in Article VLB 4(b) above. Such party s 

60 proportionate share of the cost of the well's salvable materials and equipment down to the depth at whi:h the Sidetracking 

61 operation is initiated shall be determined in accordance wi th the provisions of Exhibit "C." - ' 

62 6. Order of Preference of Operations. Except as otherwise specifically provided in this agreement, if any party desires to 

63 propose the conduct of an operation that conflicts w i t h a proposal that has been made by a party under this Ar t ic le -VI , such 

64 party shall have fifteen (15) days f r o m delivery of the initial proposal, in the case of a proposal to drill a well or to perform 

65 an operation on a well where no dr i l l ing rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal 

holidays, f r o m delivery of the ini t ia l proposal, if a dr i l l ing rig is on location for the well on which such operation is to be 

conducted, to deliver to all parties entitled to participate in the proposed operation such parry's alternative proposal, such 

VJ-J alternate proposal to contain the same information required to be included in the initial proposal. Each party receiving such 

69 proposals shall elect by delivery of notice to Operator wi th in five (5) days after expiration of the proposal period, or within 

70 twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) i f a drilling rig is on location for the well that is the 

71 subject of the proposals, to participate in one of the competing proposals. Any parry not electing within the time required 

72 shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest aggregate ̂ percentage 

73 interest of the parties voting shall have priority over all other competing proposals; in the case of a tic vote, the 
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initial proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to participate in the operation 

within five (5) days after expiration of the election period (o: within rwenry-four (24) hours, exclusive of Saturday, Sunday 

3 and legal holidays, if a dri l l ing rig is on location). Each parry shall then have two (2) days (or twcnry-four (24) hours if a rig 

4 is on location) f rom receipt of such notice to eiect by delivery of notice to Operator to participate in such operation or to 

5 relinquish interest in the affected well pursuant to the provisions of Article VI.B.2.; failure by a parry to deliver notice wi th in 

6 such period shall be deemed an election not to participate in the prevailing proposal. 

7 7. Conformity to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., it is agreed that no wells shall be 

8 proposed to be drilled to or Completed in or produced f r o m a Zone f r o m which a well located elsewhere on the Contract 

9 Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone. 

10 8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or 

11 Sidetracking operation under this agreement with respca to any well then capable of producing in paying quantities except 

12 with the consent of all parties that have not relinquished interests in the well at the time of such operation. 

13 C. Complet ion of Wells; Rework ing and Plugging Back: 

14 1. Completion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well 

15 drilled. Deepened or Sidetracked pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the dr i l l ing , 

16 Deepening or Sidetracking shall include: 

17 D Opt ion No. 1: A l l necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and 

18 equipping of the well, including necessary tankage and/or surface facilities. 

19 G£ Opt ion No. 2: A l l necessary expenditures for the dril l ing, Deepening or Sidetracking and testing of the well. When 

20 such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results 

21 thereof furnished to the parties, Operator shall give immediate notice to the Non-Operators having the right to 

22 participate in a Completion attempt whether or not Operator recommends attempting to Complete the well , 

23 together with Operator's APE for Completion costs Ef not previously provided. The parties receiving such notice 

24 shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect by delivery of 

25 notice to Operator to participate in a recommended Completion attempt or to make a Completion proposal wi th an 

26 accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting 

27 w i t h Operator's proposal, to the other parties entitled to participate in such Completion in accordance wi th the 

28 procedures specified in Article VI.B.6. Election to participate in a Completion attempt shall include consent to all 

29 necessary expenditures for the Completing and equipping of such well, including necessary tankage and/or surface 

30 facilities but excluding any stimulation operation not contained on the Completion AFE. Failure of any parry 

51 receiving such notice to reply within the period above fixed shall constitute an election by that parry not ro 

32 participate in the cost of the Completion attempt; provided, that Article VI.B.6. shall control in the case of 
a * conflicting Completion proposals. If one or more, but less than all of the parties, elect to attempt a Completion, the 

provisions of Article VI.B.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 

Back" as contained in Article VI.B.2. shall be deemed to include "Completing") shall apply to the operations 

36 thereafter conducted by less than all parties; provided, however, that Article VI.B.2 shall apply separately to each 

37 separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 

38 Party as to one Completion or Recompletion attempt shall not prevent a parry from becoming a Consenting Party 

39 in subsequent Completion or Recompletion attempts regardless whether the Consenting Parties as to earlier 

40 Completions or Recompletions have recouped their costs pursuant to Article VI.B.2.; provided further, that any 

41 recoupment of costs by a Consenting Parry shall be made solely from the production attributable to the Zone in 

42 which the Completion attempt is made. Election by a previous Non-Consenting Party to participate in a subsequent 

43 Completion or Recompletion attempt shall require such party to pay its proportionate share of the cost of salvable 

44 materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt, 

45 insofar and only insofar as such materials and equipment benefit the 2!one in which such party participates in a 

46 Completion attempt. 

47 2. Rework, Recomplete or Plug Back: No well shall be Reworked, R.ecompleted or Plugged Back except a well Reworked, 

48 Recompleted, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the Reworking, 

49 Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and 

50 Completing and equ:pping of said well, including necessary tankage and/or surface facilities. 

51 D . Other Operations: 

52 Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of 

53 Tv/p.nty-f jyp rhnnsqnrl Dollars (j ?5, 000.00 ) except in connection wi th the 

54 dri l l ing, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 

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

jC- emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion 

*>> arc required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 

5S emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so 

59 requesting an information copy thereof for any single project costing in excess of T W ? T T T w - f i T r ' ? t } ~ O i l S _ r v f l Dollars 

60 ( J * QQ ~ " ) . Any parry who has not relinquished its interest in a well shall have the right to propose that 

61 Operator perform repair work or undertake the installation of artificial l i f t equipment or ancillary production facilities such as 

62 salt water disposal wells or to conduct additional work w i t h respect to a well drilled hereunder or other similar project (but 

63 no; including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall 

64 be governed by separate agreement between the parties) reasonably estimated to require an expenditure in excess of the 

65 amount f i rs t set forth above in this Article VI .D. (except in connection wi th an operation required to be proposed under 

Articles V I . B . l . or V I . C l . Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver such 

proposal to all parties entitled to participate therein. I f w i t h i n thirry (30) days thereof Operator secures the written consent 

b& of any party or parties owning at least "35 % of the interests of the parties entitled to participate ir. such operation, 

69 each party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated 

70 to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursuant to the terms 

71 of the proposal. -> 

72 E. Abandonment of Wells: *^ •^....j.r-- r^">. l 

73 1. Abandonment of Dry Poles: Except for any well dri l led or Deepened pursuant to Article VI.B.2., any well which has 

74 been drilled or Deepened under the terms of this agreement and is proposed to be completed as ajdry hole shall not be 
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plugged and abandoned without the consent of all parties. Should Operator, after diligent effort, be unable to contact any 

parry, or should any parry fail to repiy within forry-eight (48) hours (exclusive of Saturday, Sunday and legs! holidays) 2::er 

3 delivery of notice of the proposal to plug and abandon such well, such parry shall be deemed to have consented to the 

4 proposed abandonment. A l l such wells shall be plugged and abandoned in accordance wi th applicable regulations and at the 

5 cost, risk and expense of the parties who participated in the cost of dr i l l ing or Deepening such well. Any party who objects to 

6 plugging and abandoning such well by notice delivered to Operator w i t h i n forry-eight (48) hours (exclusive of Saturday, 

7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over the well as of the end of such 

8 forry-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 

9 Article VLB. ; failure of such parry to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and 

11 abandon such well shall entitle Operator to retain or take possession of the w-ell and plug and abandon the well. The parry 

12 taking over the well shall indemnify Operator ( i f Operator is an abandoning parr)-) and the other abandoning parties against 

13 liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 

14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 

15 2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Gonsent operation has been 

16 conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has 

17 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 

18 such abandonment, the well shall be plugged and abandoned in accordance wi th applicable regulations and at the cost, risk 

19 and expense of all the parties hereto. Failure of a party to reply w i t h i n sixty (60) days of delivery of notice of proposed 

20 abandonment shall be deemed an election to consent to the proposal. If , w i th in sixty (60) days after deliver)- of notice of the 

21 proposed abandonment of any well , all parties do not agree to the abandonment of such well, those wishing to continue its 

22 operation f rom the Zone then open to production shall be obligated to take over the well as of the expiration of the 

23 applicable notice period and shall indemnify Operator ( i f Operator is an abandoning party) and the other abandoning parties 

24 against liability for any further operations on the well conducted by such parties. Failure of such parry or parties to provide 

25 proof reasonably satisfactory to Operator of their financial capability to conduct such operations or to take over the well 

26 wi th in the required period or thereafter to conduct operations on such well shall entitle Operator to retain or take possession 

27 of such well and plug and abandon the well. 

28 Panics taking over a well as provided herein shall tender to each of the other parties its proportionate share of the value of 

29 the well's salvable material and equipment, determined in accordance wi th the provisions of Exhibit "C," less the estimated cost 

30 of salvaging and the estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 

31 the estimated plugging and abandoning and surface restoration costs and the estimated cost of salvaging are higher than the 

32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties continuing 

^3 operations their proportionate shares of the estimated excess cost. Each abandoning parry shall assign to the non-abandoning 

parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and material, all 

of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only 

36 insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the 

37 interest of the abandoning parry is or includes an Oil and Gas Interest, such parry shall execute and deliver to the non-

38 abandoning parr; or parties an oil and gas lease, limited to the wellbore and the /lone then open to production, for a term of 

39 one (1) year and so long thereafter as Oil and/or Gas is produced f rom the 2Lone covered thereby, such lease tc be on the form 

40 attached as Exhibit "B." The assignments or leases so limited shall encompass the Dri l l ing Unit upon which the well is located. 

41 Trie payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of thc:r 

42 respective percentage of participation in the Contract Area to t h ; aggregate of the percentages of participation in the Contract 

43 Area of all assignees. There shall be no readjustment of interests in the remaining portions of the Contract Area. 

44 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production 

45 f rom the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon 

46 request. Operator shall continue to operate the assigned well for the account of the non-abandoning parties a: the rates and 

47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 

48 ownership of the assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the assignor or lessor 

49 shall then have the option to repurchase its prior interest in the well (using the same valuation formula) and participate in 

50 further operations therein subject to the provisions hereof. 

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

52 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, 

53 however, no wel! shall be permanently plugged and abandoned unless and until all parties having the right to conduct further 

54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to take over the well 

55 in accordance with the provisions of this Article VI .E . ; and provided further, that Non-Consenting Parties who own an interest 

56 in a portion of the well shall pay their proportionate shares of abandonment and surface restoration costs for such well as 

57 provided in Article VI.B.2.(b). 

58 F. Terminat ion of Operations: 

59 Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing, 

60 Completion or plugging of a well, including but not limited to the Initial Wel l , such operation shall not be terminated without 

61 consent of parties bearing 6 5 % 0 f che costs of such operation; provided, however, that in the event granite or other 

62 practically impenetrable substance or condition in the hole is encounrered which renders further operations impractical, 

63 Operator may discontinue operations and give notice of such condition in the manner provided in Article VI .B . l , and the 

64 provisions of Article VI.B. or VI.E. shall thereafter apply to such operation, as appropriate. 

65 G. Tak ing Production in K i n d : 

' 6 E3 Opt ion N o . 1: Gas Balancing Agreement Attached 

Each party shall take in kind or separately dispose of its proportionate share of ali Oil and Gas produced from the 

68 Contract Area, exclusive of production which may be used in development and producing operations and in preparing and 

69 treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in rhc' taking 

70 in kind or separate disposition by any parry of its proportionate share of the production shall be borne by such parry. Any 

71 P a r r v taking its share of production in kind shall be required to pay for only its proportionate share of such pan of 

72 Operator's surface facilities which it uses. . .^J*. 

73 Each party shall execute such division orders and contracts as may be necessary for the'sale of its interest in ' j 

74 production f rom the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment j 
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direaly f rom the purchaser thereof for its share of all production. 

If any parry faih^j^mzVe^ the arrangements necessary to rake in kind or separately dispose of its proportionate 

3 share of the OM'p^o^ucecTfrcrn the Contract Area, Operator shall have j h c right^subject to the revocation at w i l l by 

4 the party owning it, but not the obligation, to purchase such Oil rjPseU ^t^to'cntiers at any time and from time to 

5 time, for the account of the non-taking parr)'. Any such purchase or sale by Operator may be terminated by 

6 Operator upon at least ten (10) days wri t ten notice to the owner of said production and shall be subject always to 

7 the right of the owner of the production upon at least ten (10) days wri t ten no^ce to Operator to exercise at any 

8 time its right to take in kind, or separately dispose of, its share of all Oi l 'no^^re^ibujiy* ac!i\ered to a purchaser. 

9 Any purchase or sale by Operator of any other party's share of O i l m a n b? 1onpj'lor such reasonable periods of time 

10 as are consistent wi th the minimum needs of the industry under the particular circumstances, but in no event for a 

11 period in excess of one (1) year. 

12 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances but Operator 

13 shall have no duty to share any existing marke er any existing 

14 market The sale or delivery by Operator of a non-taking parry's share of Oil under the terms of any existing 

15 contract of Operator shall not give the non-taking parry any interest in or make the non-taking party a party to said 

16 contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days 

17 writ ten notice of such intended purchase and the price to be paid or the pricing basis to be used 

18 A l l parties shall give timely wri t ten notice to Operator of their Gas marketing arrangements for .the lo4-l<jwtf>g 

19 - w w t t h , excluding price, and shall not i fy Operator immediately in the event of a change in such arrangements 

20 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which. 

21 records shall be made available to Non-Operators upon reasonable request. 

22 In the event one or more panics' separate disposition of its share of the Gas causes split-stream deliven_-s to separate 

23 pipelines and/or deliveries which on a day-to-day basis for any reason arc not exactly equal to a party's respective proportion-

24 ate share of total Gas sales to be allocated to it, the balancing or accounting berwecn ttve panics shall be in accordance with 

25 any Gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" or is a 

26 separate agreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement. 

27 D Option N o . 2: N o Gas Balancing Agreement; 

28 Each party shall take in kind or separately dispose of its proportionate share of all Oi l and Gas produced f rom 

29 the Contract Area, exclusive of production which may be used in development and producing operations and in 

30 preparing and treating Oi! and Gas for marketing purposes and production unavoidably lost. Any extra expenditure 

31 incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shall 

32 be borne by such party. Any party taking its share of production in kind shall be required to pay for only Jts 

33 proportionate share of such part of Operator's surface facilities which it uses. 

Each parry shall execute such division orders and contracts as may be necessary for the sale cf its interest in 

j produc:ion from the Contract Area, and, except as provided in Article VII .B. , shall be entitled to receive payment 

36 directly from the purchaser thereof for its share of all production. 

37 If any party fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 

38 share of the Oil and/or Gas produced from the Contract Area, Operator shall have the right, subject to [hu 

39 revocation at will by the party owning i t , but no; the obligation, to purchase such Oil and/or Gas or sell it to others 

40 at any time and from time tn time, for the account of the non-taking party. Any such purchase or sale by Operator 

41 may be terminated by Operator upon at leas: ten (10) days written notice to the owner of said production and shall 

42 be subject always to the righ: of the owner of the production upon at least ten (10) days written notice to Operator 

43 ro exercise its right to take in kind, or separately dispose of, its share of all Oi! and/or Gas not previously delivered 

44 to a purchaser; provided, however, that the effective date of any such revocation may be deferred at Operator s 

45 election for a period not to exceed ninety (90) day:; if Operator has committed such production to a purchase 

46 contract having a term extending beyond such ten (10) -day period. Any purchase or sale by Operator of any other 

47 party's share of Oil and/or G2S shall be only for such reasonable periods of time as are consistent wi th the 

48 minimum needs of the industry under the particular circumstances, but in no event for a period in excess of one (1) 

49 year. 

50 Any such sale by Operator shall be in a manner commercially reasonable under the circumstances, but Operator 

51 shall have no duty to share any existing market or transportation arrangement or to obtain a price or transportation 

52 fee equal to that received under any existing market or transportation arrangement. The sale or delivery by 

53 Operator of a non-taking parry's share of production under the terms of any existing contract of Operator shall not 

54 give the non-taking parry any interest in or make the non-taking party a parry to said contract. No purchase of Oil 

55 and Gas and no sale of Gas shall be made by Operator without first g iving the non-taking party ten days wri t ten 

56 notice of such intended purchase or sale and the price to be paid or the pricing basis to be used. Operator shall give 

57 notice to all parties of the first sale of Gas from any wel! under this Agreement. 

58 A l l parties shall give timely written notice to Operator of their Gas marketing arrangements for the fol lowing 

59 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements 

6C Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 

61 records shall be made available to Non-Operators upon reasonable request. 

62 A R T I C L E V I I . 

63 E X P E N D I T U R E S A N D L I A B I L I T Y OF PARTIES 

64 A . L iab i l i ty of Parties: 

65 The liability of the parties shall be several, no: joint or collective. Each party shall be responsible only for its obligations, 
r<(> and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area Accordingly, the 

liens granted among the parties in Article VII.B. arc given to secure only the debts of each severally, and no parry shall have 

08 any liability to third parties hereunder to satisfy the default of any other parry in the payment of any expense or 'obligation 

69 hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, a mining or other 

70 partnership, joint venture, agency relationship or association, or to render the parties liable as partners, co-venrurers, or 

71 principals. In their relations wi th each other under this agreement, the parties shall not be considered fiduciaries or to have 

72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance . witherheir o w n 

73 respective self-interest, subject, however, to the obligation of the parties to act in good faith in their dealings with each orher 

74 wi th respect to activities hereunder. 
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1 B. Liens and Security Interests: 

Each parry grants to the other panics hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas 

j Leases and Oi l and Gas Interests in the Contract Area, and a security interest and/or purchase money security interest in any 

4 interest it now owns or hereafter acquires in the persona! property and fixtures on or used or obtained for use in connection 

5 therewith, co secure performance of all of its obligations under this agreement including but no: limited to payment of expense, 

6 interest and fees, the proper disbursement of ail monies pa id hereunder, the assignment or rehncuishmen: of interest in Oi! 

7 and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien 3nd security interest 

8 granted by each party hereto shall include such parry's leasehold interests, working interests, operating rights, and royalry and 

9 overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pocied or unitized therewith or 

10 otherwise becoming subject to this agreement, the OI! and Gas when extracted therefrom and equipment situated thereon or 

11 used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 

12 (including, without limitation, accounts arising f rom gas imbalances or from the sale of Oil and/or Gas at the wellhead), 

13 contract rights, inventor)- and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 

14 foregoing. 

15 To perfect rhc lien and security agreement provided herein, each parry hereto shall execute and acknowledge the recording 

16 supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 

17 following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herew ith as 

18 a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the U n i f o r m 

19 Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate 

20 to perfect the security interest granted hereunder. Any party may file this agreement, the recording supplement executed 

21 herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 

22 financing statement with the proper officer under the U n i f o r m Commercial Code. 

25 Each party represents and warrants to the other parties hereto that the lien and security interest granted by such party to 

24 the other parties shall be a first and prior lien, and each parry hereby agrees to maintain the priority of said !:en and sccuriry 

25 interest against all persons acquiring an interest in Oi! and Gas Leases and Interests covered by this agreement by, through or 

26 under such parry. A l l parties acquiring an interest in Oi l and Gas Leases and Oil and Gas Interests covered by this agreement, 

27 whether by assignment, merger, mortgage, operation of lav;, or otherwise, shall be deemed to have taken subject 

28 to the lien and security interest granted by this Article VII.B. as to all obligations attributable to such interest hereunder 

29 whether or not such obligations arise before or after such interest is acquired. 

30 To the extent that parties have a security interest under the Uni f .-rm Commercial Code of the state in which the 

31 Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 

52 The br inging of a suit and the obtaining of judgment by z parry for the secured indebtedness shall not be deemed an 

33 election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In 
1 addition, upon default by any party in the payment of its share of expenses, interests ot fees, or upon the improper use 

of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 

'jC f r o m the purchaser the proceeds f r o m the sale of such defaulting party's share of Oil and Gas unti l the amount owed by 

3 ' such parry, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 

38 owed against th t proceeds f r o m the sale of such default ing party's share of Oi l and Gas. A I ! purchasers of product ion 

39 may rely on a notification of default f rom the non-defaulting party or parties stating the amount due as a result o f the 

AO default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in 

41 this paragraph. 

42 If any parry fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 

43 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpa:.. amount in the 

44 proportion that the interest of each such party bears to the interest of all such parties. The amount paid by each parry so 

45 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VII.B., and each 

46 paying party may independently pursue any remedy available hereunder or otherwise. 

47 If any party does not perform all of its obligations hereunder, and the failure to perform subjects such parry to foreclosure 

48 or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 

49 parry waives any available right of redemption f rom and after the date of judgment, any required valuation or appraisement 

50 of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshalling of assets 

51 and any required bond in the event z receiver is appointed. In addition, to the extent permitted by applicable law, each party 

52 hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted 

53 hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

54 manner and upon reasonable notice. 

55 Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and G25 lien law or other lien 

56 law of any state in which the Contract Area is situated to enforce the obligations of each parry hereunder. Without l im i t i ng 

57 the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator msy invoke or 

58 utilize the mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to sercure the 

59 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. 

60 C. Advances'. 

61 Operator, at its election, shall have the right f r o m time to time to demand and receive f r o m one or more of the other 

62 parties payment in advance of their respective shares of the estimated amount of the expense 10 be incurred in operations 

63 hereunder during the next succeeding month, w-hich right may be exercised only by submission to each such party of an 

64 itemized statement of such estimated expense, together wi th an invoice for its share thereof. Each such statement and invoice 

65 for the payment in advance of estimated expense shall be submitted on or before the 20;h day of the nex: preceding month. 

66 Each party shall pay to Operator its proportionate share of such estimate wi th in fifteen (15) days after such estimate and 

invoice is received. If any parry fails to pay its share of said estimate within said time, the amount due shall bear interest as 

provided in Exhibit *'C until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 

69 that each party shall bear ind pay its proportionate share of acrual expenses incurred, and no more. 

70 D . Defaults »nd Remedies: » 

71 If any parry fails to discharge any financial obligation under this agreement, including without limitation the failure to 

72 make any advance under the preceding Article VII.C or any other provision of this agreement, within the P^£jc^_I^i:PJllsS^.Jor 

73 such payment hereunder, then in addition to the remedies provided tn Article VII .B. or elsewhere in this agreement, the 

7< remedies specified below shall be applicable. Tor purposes of this Article VI I .D . , all notices and elections shall be delivered 
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only by Operator, except thai Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 

and when Operator is the parry in default, the applicable notices and elections C2n be delivered by any Non-Operator. 

3 Election of any one or more of the following remedies shall no: preclude the subsequent use of any other remedy specified 

4 below or otherwise available to a non-defaulting parry. 

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

6 specify the acton ro be taken to cure the default, and specify that failure to rake such action wil l result in the exercise of one 

7 or more of the remedies provided in this Article. If the default is not cured wi th in thirry (30) days of the delivery of such 

8 Notice of Default, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the 

9 default is cured, without prejudice to the right of the non-defaulting parry or parties to continue to enforce the obligations of 

10 the defaulting parry previously accrued or thereafter accruing under this agreement. If Operator is the parry in default, the 

11 Non-Operators shall have iri addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area 

12 after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting 

13 party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right 

14 to receive informat ion as to any operation conducted hereunder during the period of such default, the right to elect to 

1$ participate in an operation proposed under Article V L B . of this agreement, the right to participate in an operation being 

16 conducted under this agreement even i f the parry has previously elected to participate in such operation, and the right to 

17 receive proceeds of production f rom any well subject to this agreement. 

18 2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 

19 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 

20 until the date of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party f rom 

21 suing any defaulting party rt) collect consequential damages accruing to such parry as a result of the default. 

22 3- Deemed Non-Conserir The non-defaulting parry may deliver a wri t ten Notice of Non-Consent Election to the 

23 defaulting parry a: any time after the expiration of the thirry-day cure period fol lowing delivery of the Notice of Default, in 

24 which event if the bill ing is for the dri l l ing of a new well or tht Plugging Back, Sidetracking, Reworking cr Deepening of a 

25 well •» - - — \ - j - f L - r j f ] J * j l '•' r- or for the Completion or Recompletion of any well, the defaulting 

26 party wi l l be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Parry with 

27 respect thereto under Article VLB. or V I C , as the case m::y be, to the extent of the costs unpaid by such parry, 

28 notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then rhe 

29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VILD.2. 

30 Unt i l the delivery of such Notice of Non-Consent Election to the defaulting party, such parry shall have the right to cure 

31 its default by paying its unpaid share of costs plus interest at the rate set fo r th in Exhibit "C," provided, however, such 

32 payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-

33 defaulting parties as a result of the default. Any interest relinquished pursuant to this Article VI I .D.3 . shall be offered to the 

non-defaulting parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership 

of such interest shall be required ro contribute their shares of the defaulted amount upon their election to participate therein 

36 4. Advance Payment: If a default is not cured wi th in thirty (30) days of the delivery of a Notice of Default, Operator, or 

37 Non-Operators if Operator is the defaulting parry, may thereafter require advance payment from the defaulting 

38 party of such defaulting party's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may 

39 be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of 

40 the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 

41 drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the 

42 defaulting parry fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 

43 in this Article V I I D . or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining 

44 when the operation is completed and alt costs have been paid shall be promptly returned to the advancing parry. 

45 5. Costs and Attorneys' Fees. In the event any party is required to bring legal proceedings to enforce any financial 

46 obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of 

47 collection, and a reasonable attorney's fee, which the Hen provided for herein shall also secure. 

48 E. Rentals, Shut-in Well Payments and M i n i m u m Royalties: 

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

50 by the parry or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties 

51 own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to 

52 make said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper 

53 evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in well payment or 

54 min imum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 

55 results f rom such non-payment shall be borne in accordance with the provisions of Article IV.B.2. 

56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 

57 production of a producing well, at least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking such 

58 action, or at the earliest opportunity permitted by circumstances, bu: assumes no liability for failure to do so. In the event of 

59 failure by Operator to so notify Non-Operators, the loss of 2ny lease contributed hereto by Non-Operators for failure to make 

60 timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 

61 IV.B.3-

62 F. Taxes: 

63 Beginning w i t h the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all 

64 property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed 

65 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as 

•'-A to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oi l and 

Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of jts being 

« J subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem' taxes 

69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operaror shall adjust the charge to 

70 such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based in whole or in pan 

71 upon separate valuations of each party's working interest, then notwithstanding anything to the contrary herein, charges to 

72 the joint account shall be made and paid by the parties hereto in accordance wi th the tax value generatedJ3y__eachjparry's 

73 working interest. Operator shall b i l l the other parties for their proportionate shares of all tax payments in the manner 

74 provided in Exhibit "C." 
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1 If Operator considers any tax assessment improper, Operaror may, at its discretion, protest within the time and manner 

prescribed by law, and prosecute the protest to a final determine:kaa, unless all parties agree to abandon the protest prior to final 

deicrmuiation During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, sU such taxes 

and any inieresr and penalry. When any such protested assessment shali have been finally derermined, Operaror shall pay ihe tax /or 

5 the joint account, together with any interest and penalry accrued, and the total cost shall then be assessed against the parties, and be 

6 paid by them, as provided in Exhibit "C" 
7 Each parry stiall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect 

S to the production o r handling of such party's share of Oil and Gas produced under the terms of this agreement. 

9 A R T I C L E VLU. 

10 A C Q U I S I T I O N , M A I N T E N A N C E O R TRANSFER OF INTEREST 

U A . Surrender of Leases: 

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

13 or in part unless all parties consent thereto. 

14 However, should any parry desire to surrender its interest in any Lease or in any portion thereof, such parr) shall give written 

15 notice of the proposed surrender to all parties, and the parties to whom such notice is delivered shall have thirty (30) days after 

16 delivery of the notice within which to notify the parry proposing the surrender whether they elect to consent thereto. Failure of a 

17 parry to whom such notice is delivered to reply within said 30-day period shall constitute a consent to the surrender of the Leases 

18 described in the notice. If all parties do not agree or consent thereto, the parry desiring to surrender shall assign, without express or 

19 implied warranty of tide, all of its interest in such Lease, or portion thereof, and any well, material and equipment which may be 

20 located thereon and any rights in production thereafter secured, to the parties not consenting to such surrender. If the interest of the 

21 assigning parry is or includes an Oil and Gas Interest, the assigning parry shall execute and deliver to the parry or parties not 

22 consenting to such surrender an oil and gas lease covering such Oi l and Gas Interest fur a term of one ( I ) year and so long 

23 thereafter as Oil arvJ/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit " I i " 

24 Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore 

25 accrued, with respt-rt to the interest assigned or leased and the operation of any well attributable thereto, and the assigning parry 

26 shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties retained 

27 in any lease made under the terms of this Article. The parry assignee or lessee shall pay to the parry assignor or lessor the 

28 reasonable salvage value of the latter's interest in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less 

30 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less 

31 than such costs, then the parry assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the 

32 assignment or lease is in favor of more than one parry, the interest shall be shared by such parties in the proportions that the 

33 interest of each bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made 

34 varies according to depth, then the interest assigned shall similarly reflect such variances. 

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

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

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

38 agreement but shall be deemed subject to an Operating Agreement in the form of this agreement. 

39 B. Renewal or Extension of Leases: Except es set f o r t h b e l o w , i f 

40 V-any parry secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties 

4 1 shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing I-case, 

42 promptly upon cxp.jratiun of the existing Lease. The panics notified shall have the right for a jxiriod of thirry (30) d^ys following 

-13 delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such I,ease 

44 affects lands wi th in the Contract Area., by paying to the parry who acquired it their proportionate shares of the acquisition cose 

45 allocated to that pan of such Lease within the Contract Area, which shall be in proportion to the interests held at that time by the 

46 parties in the Contract Area Each parry who participates in the purchase of a rencv-a! or replacement Lease shall be given an 

47 assignment of its proporcionate interest therein by the acquiring party. 

48 If some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned 

49 by the panics who elect to panicipate therein, in a ratio based upon the relationship of their respective percentage of participation in 

50 the Contract Area to the aggregate of the percentages of participation in the Contract Area of all panics participating in the 

51 purchase of such renewal or replacement I .ease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

52 shall not cause a readjustment of the interests of the panics stated in Exhibit "A," but any renewal or replacement l,ease in which 

53 less than all parties elect to participate shall not be subject to this agreement but shall Ix: deemed subject to £ separate Operating 

54 Agreement in the form of this agreement. 

55 If the interests of the panies in the Contract Area vary according to depth, then their right to participate proportionately in 

56 renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances. 

57 The provisions of this Aniclc shall apply to renewal or replacement Leases whether they are for the entire interest covered by 

58 the expiring Least or cover only a portion of its area or an interest therein. Any renewal or replacement Incase raker r-Lt i ore -rhr 

59 eTptTftwon af i n predeeewor Leaae, or taken or contracted for or becoming effective within six (6) months after the expiration of the 

60 existing Lease, shall be subject to this provision so Jong as this agreement is in effect at the time of such acquisition or af the time 

61 the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than l i x (6) months after the 

62 expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisions of this 

63 agreement. See Ar t i c l e XVT. Page 17A for Continuation. * more than 60 days, but not 
64 The provisions in this Anicle shall also be applicable to extensions of Oil and Gas Leases. more than 6 months 
65 C, Acreage or Cash Contributions: 

66 While this agreement is in force, if any parry contracts for a contribution of cash towards the drilling of a well or any other 

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

be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the parry to whom 

o j t\\c contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the 

70 proponions said Dril l ing Panies shared the cost of drilling the w e l l Such acreage shall become a separate Contract Area and, to the 

71 extent possible, be governed by provisions identical to this agreement. Each parry shall promptly notify all other parties of any 

72 acreage or cash Contributions it may obtain in suppon of any well or any other operation on the Contraa' Arc^_Thie^«bove 

73 provisions shall also be ipplicable to optional rights to earn acreage outside the Contract Area which are in suppon of well drilled 

74 inside the Contract Area. 
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If any parr/ conrracts for any consideration relating to disposition of such parry's share of substances produced hereunder, 

such consideration sha!! no: be deemed a contribution as contemplated in this Article VIII C 

3 D . Assignment; Maintenance of Un i fo rm Interest: 

4 For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas 

5 Interests, wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other 

6 disposition of its inr-rest in the Oi! and Gas Leases and Oi! and GJ« Inrcresrs embraced within the Conrraa Area or in wells, 

7 equipment and pro-demon unless such disposition covers either: 

8 1. the enure interest of rhe parry in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production, or 

9 2. an equal undivided percent of the parry's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

10 equipment and production in the Contract Area. 

11 Every sale, encumbrance, transfer or other disposition made by any parry shall be made expressly subject to this agreement 

12 and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 

13 Gas I-ease or Intetcst shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of 

\A the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such salt, 

15 encumbrance, transfer or other disposition for any purpose hereunder until thirry (30) days after they have received a copy of the 

16 instrument of transfer or other satisfactory evidence thereof in writing f rom the transferor or transferee. No assignment or other 

17 disposition of in teres', by a party shall relieve such parry of obligations previously incurred by such parry hereunder with respect 

18 to the interest transferred, including without limitation the obligation of a parry to pay all costs attributable to an operation 

19 conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 

20 interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 

21 I f , at any rime the interest of any parry is divided among and owned by four or more co-owners, Opcr2tor, at its discretion, 

22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 

23 receive billings for and approve and pay such parry's share of the joint expenses, and to deal generally with, and with power to 

24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, al! such co-

25 owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of 

26 the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 

27 proceeds thereof. 

28 E. Waiver of Rights to Partit ion: 

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

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

31 undivided interest therein. 

32 F. Preferential Right to Purchase: 

G3 (Optional, Check if applicable.) 

Should any parry- desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contract 

Area, i t shall prompriy give written notice to the other parties, with ful l information concerning its proposed disposition, which 

36 shall include the name and address of the prospective transferee (who must be ready, will ing and able to purchase), the purchase 

37 price, a lega! description sufficient to identify [ | i r - ° j f f r : ' v ^ a ' ' ° ' n c r terms of the offer. The other panies shall then have an 

38 optional prior right, for a period of KX>QZ>; days atrer inc notice is delivered, to purchase for the stated consideration on the 

39 same terms and conditions the interest which the other parry proposes to sell, and, if this optional right is exercised, the 

40 p, . chasing parties sr.ali share the purchased interest in the proportions that the interest of each bears to the total interest of all 

41 purchasing parties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage 

42 its interests, or to transfer title to its interests to its mortgagee in lieu of or pursuant to foreclosure of a mortgage of its interests, 

43 or to dispose of its interests by merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets 

44 to any parry, or by transfer of its interests to a subsidiary or parent company Or to a subsidiary of a parent company, or to any 

45 company in which SLth parry owns a majority of the stock. 

46 A R T I C L E I X . 

47 I N T E R N A L REVENUE C O D E E L E C T I O N 

48 If, for federal income tax . urposcs, this agreement and the operations hereunder are regarded as a partnership, and if the 

49 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 

50 party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K," C'sapver 1, Subtitle 

51 "A," of the Interna! Revenue Code of 19S6, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 

52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected 

53 such evidence of th i ; election as may be required by the Secretary of the Treasury of the United States or the Federal Internal 

54 Revenue Service, including specifically, but not by way of limitation, all of the rerurns, statements, and the data required by 

55 Treasury Regulations §1.761. Should there be any requirement that each party hereby affected give further evidence of this 

56 election, each such p-rry shal! execute such documents and furnish such other evidence as may be required by the Federal Internal 

57 Revenue Service or is may be necessary to evidence this election No such party shall give any notices or take any other action 

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

59 Area is located or ar;. future income tax laws of the United States contain provisions similar to those in Subchapter "K," Chapte-

60 1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 

61 hereby affected shal: make such election as may be permitted or required by such laws, in making the foregoing election, each 

62 such parry states that the income derived by such parry from operations hereunder can be adequately determined without the 

63 computation of partnership taxable income. 

64 A R T I C L E X . 

65 C L A I M S A N D L A W S U I T S 

Operator may sertle any single uninsured third parry damage chirr, or suit arising from operations hereunder if the expenditure 

docs no: exceed T e n t h o u s a n d Dollars ($ 1 0 . 0 0 0 . 0 0 ) and if the payment is in complete settlement 

68 of such claim or suit. If the amount required for senlemen: exceeds the above amount, the panies hereto shal! assume and take over 

69 the further handling of the claim or suit, unless such authority is delegated to Operator. A l ! costs and expenses of handling, senbng. 

70 or otherwise discharging such claim or suit shal! be at the joint expense of the panies participating in the operation from which the 

71 claim or suit arises. If a claim is made against iny party or if any parry is sued on account of any matter arising from operations 

72 hereunder over which such individual has no control because of the rights given Operator by this 3greerr«nt,_such_party shall 

73 immediately notify *Z other parties, and the claim or suite shall be treated as any other cbim or suit involving operations hereunder. 

See Article XVI. Page 17A for Continuation m 



A.A.P.L. FORM 610 - MODE*. ORM OPERATING AGREEMENT - \^-) 

1 A R T I C L E X L 

FORCE M A J E U R E 

t> If any parry is rendered unable, wholly or in part, by force majeure co carry our its obligations under this agreement, other 

4 than the obligation to indemnify or male money payments or furnish security, that party shall give co ali other parties 

5 prompt written notice of the force majeure with reasonably fu l l particulars concerning it; thereupon, the obligations of the 

6 party giving the notice, so far as they arc affected by the force majeure, shall be suspended during, bu: no longer than, the 

7 continuance of the force majeure. The term "force majeure," as here employed, shall mean an act of God, strike, lockout, or 

8 other industrial disturbance, act of the public ei.emy, war, blockade, public riot, lightning, fire, storm, flood or other act of 

9 narure, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

13 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the parry 

I I claiming suspension. 

\2 The affected parry shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 

13 requirement that any force majeure shall be remedied with all reasonable dispatch shall net require the settlement of strikes, 

M lockouts, or other ljtx>r difficulty by the parry involved, contrary to its wishes; how all such difficulties shall be handled shall 

15 be entirely wi th in the discretion of the party concerned. 

16 A R T I C L E X I I . 

17 N O T I C E S 

18 A l l notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 

19 specifically provided, shall be in wr i t ing and delivered in person or by United States mail, courier service, telegram, telex, 

20 relecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 

21 Exhibit "A." A l l telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by wri t ten 

22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the parry to 

23 w h o m such notice is directed, and the time for such parry ro deliver any notice in response thereto shall run from the date 

24 the originating notice is received. "R.eccipt" for purposes of this agreement wi th respect to written notice delivered hereunder 

25 shall be actual delivery of the notice to the address of the party co be notified specified in accordance with this agreement, or 

26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 

27 deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 

2B or facsimile, ot when j>ersona!ly delivered to the party to be notif ied, provided, that when response is required wi th in 24 or 

29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 

30 shall have the right to change its address at any time, and f rom time to time, by giving writ ten notice thereof to al! other 

31 parties. If a parry is not available to receive notice orally or by telephone when a party attempts to deliver a notice required 

32 to be delivered wi th in 24 or 48 hours, the notice may be delivered in writ ing by any other method specified herein and shall 

33 be deemed delivered in the same manner provided above for any responsive notice. 

M A R T I C L E X I I I . 

j T E R M OF A G R E E M E N T 

36 This agreement shall remain in fu l l force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject 

37 hereto for the period of time selectee! below; provided, however, no parry hereto shall ever be construed as having any right, nilc 

38 or interest in or to any Lease or Oil and Cas Interest contributed by any other party beyond the term of this agreement. 

39 D Option No. 1: So long as any of the Oi l and Gas leases subject to this agreement remain or art continued in 

•10 force as to any part of the Contract Area, whether by production, extension, renewal or otherwise. 

M u£ Option No. 2: In the event the well described in Article VI.A. , or any subsequent well drilled under any provision 

42 of this agreement, results in the Completion of a well as a well capable of production of Oi! and/or Gas in paying 

43 quant.ties, this agreement shall continue in force so long as any ruch well is capable of production, and for an 

44 additional period of 1 8 0 days thereafter; provided, however, if, prior to the expiration of such 

45 additional period, one or more of the parties hereto are engaged in dril l ing, Reworking, Deepening, Sidetracking. 

' 6 F*lugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall 

<• 7 continue in force until such operations have been completed and if production results therefrom, this agreement 

^8 shall continue in force as provided herein. In the event the well described in Article VI.A., or any subsequent well 

49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas f rom the 

50 Contract Area, this agreement shall terminate unless dril l ing, Deepening, Sidetracking, Completing, Re-

', 1 completing, Plugging Rack or Reworking operations are commenced within 1 8 0 ( i : i y S f r o r n 

>2 date of abandonment of said well. " Abandonment" for such purposes shall mean cither (i) a decision by al! parties 

53 not to conduct any further operations on the wel! or (i i) the elapse of 180 days from the conduct of any 

54 operations on the well, whichever first occurs. 

55 The termination of this agreement shall not relieve any party hereto from any expense, liability Or other obligation or any 

56 remedy therefor which has accrued or attached prior to the date of such termination. 

57 Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 

58 Operating Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices a 

59 notice of termination, and each parry hereto agrees to execute such a notice of termination as to Operator's interest, upon 

60 request of Operator, if Operator has satisfied all its financial obligations. 

61 A R T I C L E X I V . 

62 C O M P L I A N C E W I T H L A W S A N D R E G U L A T I O N S ,'. 

63 A . Laws, Regulations and Orders: ••• 

64 This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the valid rules, 

65 regulations, and orders of any duly constituted regulatory body of said state; and tn all other applicable federal, state, 

66 and local laws, ordinances, rules, regulations and orders. j 
7 B. Governing Law: j j > 

j Th i s agreement and all matters pertaining hereto, inc luding but not l imited to matters of performance, non-

69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall he governed and 

70 determined by the law of the state in which the Contract Area is located. I f the Contract Area is in two or 'more states, 
71 the law of the state of New M e x i c o $ h f t , j g o v c r n • ' : / 

72 C. Regulatory Agencies: t J .^ ^.—f^L'l.. 

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

74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or, 
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orders promulgated under such Uws in reference to o i l , gas and mineral operations, including the location, operation, or 

production of welL, on tracts offsetting or adjacent to the Contract Area, 

j W i t h respect to the operations hereunder, Non-Operators agree to release Operator f rom any and all losses, damages, 

4 injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation 

5 or application of rules, ruhngs, regulations or orders of the Department of Energy or federal Energy Regulatory Commission 

6 or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 

7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 

8 production or any refund, fine, levy or other governmental sanction that Operator may be required to pay 2s a result of such 

9 an incorrect interpretation or application, together wi th interest and penalties thereon owing by Operator as a result of such 

10 incorrect interpretation or application. 

11 A R T I C L E X V . 

12 M I S C E L L A N E O U S 

13 A. Execut ion: 

\A This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

15 executed by such Non-Operator and Operator norwithstanding that this agreement is not then or thereafter executed by all of 

16 the parties to which it is tendered or which are listed on Exhibit " A " as owning an interest in the Contract Area or which 

17 own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 

18 become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Wel l but in no 

19 event later than five days prior to the date specified in Article V I A . for commencement of the Initial Well, terminate this 

20 agreement i f Operator in its sole discretion determines that there is insufficient participation to justify commencement of 

21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 

22 as of such termination- In the event any Non-Operator has advanced or prepaid any share of drilling or other costs 

23 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 

24 with d r i l l i ng operations for the Ini t ia l Well without the execution hereof by all persons listed on Exhibit " A " as having a 

25 current working interest tn such well . Operator shal! indemnify Non-Operators with respect to all costs incurred for the 

26 Initial W e l l which would have been charged to such person under this agreement if such person had executed the same and 

27 Op ator shall receive all revenues which would have been received by such person under this agreement if such person had 

28 executed the same. 

29 B. Successors and Assigns: 

30 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs, 

31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 

32 Interests included within the Contract Area. 

33 C. Counterparts: 

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

purposes. 

36 D . Severability: 

37' Tor the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws, 

^8 this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any parry to 

39 this agreement to comply with all of its financial obligations provided herein shall be a material default. 

40 A R T I C L E X V I . 

41 . O T H E R P R O V I S I O N S 

42 Continuation of /article I I I . B. , Page 2: That portion of such production or the 
^ proceeds thereof (at the option of the party or parties e n t i t l e d to the d i s t r i b u t i o n 
/ A hereunder) required to pay royalty or other burdens, to the extent provided i n the 
^ sentence inrrediately preceding t h i s sentence, sh a l l be distributed to the party or 
A 6 parties hereto obligated to bear and pay or deliver or cause to be pale or delivered 
A 7 such portion of such royalties or burdens. 

42 Substitute Paragraph V. D. 9, Page 5: At a l l t i r e s while operations are conducted 
49 hereunder, Operator sh a l l comply with the workers cunpensation law of the state where 
50 the operations are being conducted; and i f permitted under state law, Operator may be 
51 a self-insurer for l i a b i l i t y under said compensation laws i n which event the only 
52 charge that shall be made to the j o i n t account s h a l l be as provided in Rcnibit "C". 
5 3 Operator shall also maintain i n force at a l l times with respect to operations hereunder 
54 such other insurance, i f any, as may be required by law. Operator shall require a l l 
55 contractors engaged i n work on or for the Contract /Area to comply "with the workers 
56 compensation law of the state where the operations are being conducted and to maintain 
57 such other insurance as Operator may require. To the extent permitted by applicable 
58 law, Operator shall attempt to require a l l contractors engaged i n work on or for the 
59 Contract Area to hold harmless and indemnify a l l parties to t h i s agreement from any 
60 l i a b i l i t y arising out of work performed by them f o r the benefit of the Contract TArea. 
61 A l l insurance required of contractors and subcontractors shall contain a waiver of 
62 subrogation against Operator and a l l parties to t h i s Agreement. No other insurance is 
63 required and no other insurance shall be charged to the j o i n t account. 
64 



ARTICLE XVI. OTHER PROVISIONS (CONTINUED) 

A. Continuation of Article VIII. B.. Pace 14: Each party ("contributing parly") contributing a lease 
ir leases ("original lease") to this Agreement shall have the option, but not the obligation, at any 

lime prior !o and for sixty (60) days after the expiration of the original lease lo renew such lease 
and to bear the entire renewal thereof. If more than one party owns an interest in the original 
lease, the option granted herein shall inure to the benefit of such parties jointly and severally. If 
any party hereto other than the contributing party ("renewing party") renews the lease at any 
time, the renewing party shall furnish the contributing party an itemized statement of the total 
cost and expense incurred in acquiring such renewed lease. The contributing party shall have 
sixty (60) days after receipt of such itemized statement to reimburse the renewing party in full. If 
the contributing party makes such reimbursement, it shall receive from the renewing party an 
assignment, subject to this Agreement, of all right, title and interest in and to the renewal lease. 
If the contributing party either renews such lease at its expense or reimburses the renewing 
party, the parties' interests hereunder in the Contract Area shall remain unchanged. If the 
contributing party exercises neither of the options provided above, it shall thereby forfeit its rights 
under this paragraph as to such renewal lease, and the renewal lease shall thereafter be subject 
to all the terms and conditions of this Article VIII.B. 

B. Continuation of Article X., Page 15: All damage or injury to the Contract Area and to any joint 
property thereon, not covered by insurance (if any) required herein, shall be shared by the 
parties hereto in proportion to their respective interests in the Contract Area. Any liability in 
damages arising out of personal injury to, or death of, third parties or injury to or destruction of 
property of third parties, resulting from operations conducted hereunder for the joint account, not 
covered by insurance (if any) required herein, shall be shared by the parties in proportion to their 
respective interests in the Contract Area. Notwithstanding the above, however, if less than all 
parties participate in such operations, such liability in damages shall be borne proportionately by 
the parties which participated in the operations from which such damages arose. 

Each party to this Agreement agrees lo hold the other parties indemnified and harmless from 
and against any loss, expense, claim or demand for its proportionate share of any damage or 
injury to joint property or liability in damages arising out of personal injury to, or death of, third 
parties or injury to or destruction of property of third parties. Any party individually may acquire 
such additional insurance as it desires to protect itself against any liability not covered by 
insurance (if any) required herein. All insurance purchased individually by a party to this 
Agreement shall contain a waiver by the insurance company of all right or subrogation in favor of 
the parties of this Agreement. 

C. This Operating Agreement, upon execution by Citation Oil & Gas Corp., as General Partner for 
Citation 1987 Investment Limited Partnership, successor in interest lo Roxana Petroleum Corporation, 
and Chevron U.S.A. Inc., as successor in interest to Devonian Oil Company, shall supersede that certain 
Agreement made and entered into on September 11,1928, by and betwe :n Devonian Oil Company and 
Roxana Petroleum Corporation, as amended, reference to which is hereby made for all purposes, 
INSOFAR AND ONLY INSOFAR as such Agreement affects the lands, leases, depths and substances 
covered hereunder. 

D. Additionally, this Operating Agreement, upon execution by all parties hereunder, shall supersede that 
certain Agreement for Use of Well dated October 8, 1958, by and between Shell Oil Corporation, Gulf Oil 
Corporation, The Atlantic Refining Company and Standard Oil Company of Texas. II is specifically 
understood and agreed by the parties hereunder that this Operating Agreement shall be applicable as lo 
any existing wells and/or wellbores situated on the lands described herein INSOFAR AND ONLY 
INSOFAR as such wells and/or wellbores affect the depths and formations described herein. 

E. No assignment or other disposition of interest by a party shall relieve such party of obligations 
previously incurred by such party hereunder with respect to the interest transferred. The other parties 
shall be provided wilh a fully executed copy of the instrument of transfer within five (5) business days of 
the closing of such sale, transfer or other disposition of interest. 

F. In the event of conflict between the provisions of this Article XVI and provisions contained elsewhere 
in this agreement, the provisions of this Article XVI shall control. 

G. This agreement is subject to that certain Letter Agreement dated J u n e 1 9 9 7 

1997 between Citation Oil & Gas Corp., as General Partner for Citation 1987 Investment Limited 
Partnership, Chevron U.S.A. Inc. and Atlantic Richfield Company. 
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i I N WITNESS WHEREOF, this agreement shal! be effective is of ihe 1 s t day of J u n e 

_ 10 97 

3 A T T E S T OR WITNESS 

4 

By 

for ( 
as General Partner 
t Limited Partnership 

Gary V.. Johnson 
lype or print name 

9 

10 

11 

12 

13 

U 

15 

16 
17 

-Title Senior Vice-President 

Ta* I D or S.S. No. 7 6 - 0 2 0 5 6 9 4 

N O N - O P E R A T O R S 

Chevron U.S.A. Inc . 

By 

Attomev-in-Fact 
Type or print name 

19 

20 

21 

22 

2} 

24 
25 

Ti t le 

Date 

Tax I D or S.S. No. . 

At lan t i c Richf ie ld Company 

By 

Type or print name 

26 

27 

28 

29 

30 

31 
32 

Ti t ie . 

Date . 

Tax I D . or S.S. No. 

B y . 

Type or print name 
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3 ATTEST OR WITNESS: 

A 
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12 

13 
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15 

16 
17 
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NON-OPERATORS 

Chevron U.S.A. I n c . 

B y . 

A t t o r n e y - i n - F a c t 
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21 

22 

23 

T i l l 

D; 

Tax I D or S.S. No. 

A t l a n t i c R i c h f i e l d Corrpany 
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28 

29 

30 
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Date . 

Tax I D or S.S. No. 

31 
32 Type or print name 

33 

34 

36 

37 

Ti t l e . 

Date . 

Tax I D or S.S. No. 
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as General Partner 
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By 
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A t l a n t i c FLLchfield Corrpany 

J'JL. HOLLAND 

Type or print name 

Title . 

Date . 

Tax ID or S.S. N 

Type or print name 

33 

56 

37 
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Date . 
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Exhibi t " A " 

Attached to and made a part of that certain Operating Agreement dated June I > , 1997 
by and between Citation Oil & Gas Corp., as General Partner for Citation 1987 Investment Limited 

artnership, as Operator, and Chevron U.S.A. Inc. and Atlantic Richfield Company, as Non-Operators. 

1. LANDS SUBJECT TO THIS AGREEMENT: 

Township 21 South, Range 35 East, Lea County, New Mexico 

Section 20: East Half (E72) containing 320.0 acres of land, more or less, as outlined on Exhibit 
"A -1 " attached. 

2. RESTRICTIONS AS TO DEPTHS, FORMATIONS OR SUBSTANCES: 

This Operating Agreement is limited to the oil, gas and other liquid or gaseous hydrocarbons that 
may be produced from the vertical limits of the Eumont Gas Pool, as defined in the New Mexico 
Oil Conservation Commission's Order No. R-520, dated August 12, 1954, and effective as of 
November 1, 1954. 

3. INTERESTS OF PARTIES TO THIS AGREEMENT: 

Citation 1987 Investment Limited Partnership 31.6849% 

Chevron U.S.A. Inc. 60.8241% 

Atlantic Richfield Company 7.4910% 

Total 100.0000% 

4. OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: 

TRACT 1 

DATE: November 26, 1928 f \ [ ' l o >•• ° c : ' 

LESSOR: The State of New Mexico 
LESSEE: Devonian Oil Company 
LANDS COMMITTED TO OPERATING AGREEMENT: 

Northeast Quarter (NE/4) of Section 20, 
T21S, R36E, Lea County, New Mexico 

WORKING INTEREST OWNERS: 
Citation 1987 Investment Limited Partnership 50.00% 
Chevron U.S.A. Inc. 50.00% 

TRACT 2 

DATE: September 9, 1931 
LESSOR: The State of New Mexico 
LESSEE: Gypsy Oil Company 
LANDS COMMITTED TO OPERATING AGREEMENT: 

East Half of Southeast Quarter (E/2 of SE/4) 
of Section 20.T21S, R36E, Lea County, New Mexico 

WORKING INTEREST OWNERS: 
Chevron U.S.A. Inc. 100.00% 

TRACT 3 

DATE: November 2 1 , 1931 
LESSOR: The State of New Mexico 
LESSEE: Atlantic Oil Producing Company 
LANDS COMMITTED TO OPERATING AGREEMENT: 

Northwest Quarter of Southeast Quarter (NW/4 of SE/4) 
of Section 20.T21S, R36E, Lea County, New Mexico 

WORKING INTEREST OWNERS: 
Atlantic Richfield Company 100.00% 

TRACT 4 

DATE: March 3 1 , 1933 
LESSOR: The State of New Mexico 
LESSEE: The California Company 
LANDS COMMITTED TO OPERATING AGREEMENT: 

Southwest Quarter of Southeast Quarter (SW/4 of SE/4) 
of Section 20.T21S, R36E, Lea County, New Mexico 

WORKING INTEREST OWNERS: 
Chevron U.S.A. Inc. 100.00% 



Exhibit "A", Page 2 

5. ADDRESSES OF THE PARTIES: 

Citation 1987 Investment Limited Partnership 
8223 Willow Place South, Suite 250 
Houston, Texas 77070-5623 
Attention: Mr. Brian Durman 
Telephone: (713)469-9664 
Telefax: (713)469-0043 

Chevron U.S.A. Inc. 
P. O. Box 1635 
Houston, Texas 77251-1635 
Attention: NOJV Manager 
Telephone: (713)754-5611 
Telefax: (713) 754-5787 

Atlantic Richfield Company 
P. O. Box 1610 
Midland, Texas 79702-1610 
Attention: Mr. Lee Scarborough 
Telephone: (915) 688-5270 
Telefax: (915) 688-5757 
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THERE IS NO EXHIBIT "B" TO THIS OPERATING AGREEMENT. 
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EXHIBIT " c " 

that certain Operating Agreement dated June 1, 397 b y 
Attached to and made a part of . 

and b e t w e e n C i t a t i o n O i l & Gas C o r p . , as G e n e r a l P a r t n e r f o r C i t a t i o n 1987 I n v e s t m a n t 

L i m i t e d P a r t n e r s h i p , as O p e r a t o r , and C h e v r o n U . S . A . I n c . and A t l a n t i c R i c h f i e l d CcrxpanyT" 

as N o n - O p e r a t o r s . 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . G E N E R A L PROVISIONS 

Definitions 

"Joint Property" shall mean the real and persona] property subject to the agreement to which this Accounting Pro ecure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing- the charges paid and credits received in the conduct of the Joint 
Operations and which arc to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
nrofcssional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 

iblems for the benefit of the Joint Property. 
. ersonal 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" shal! 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 Billings 

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

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the ^Norhf j^r i tors to advance their 
share of estimated cash outlay for the succeeding month's operation within XKaaacpc^ days after receipt of the 
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
each monthly billing lo reflect advances received from the Non-Operators. 

t h i r t y (30) 
B. Each Non-Operator shall pay its proportion of all bills within OUSOSffS) days after receipL If payment is •••ot made 

within such time, the unpaid balance shall bear interest monthly at the j . " - i m e r a t e in effect at The Chase 
M a n h a t t a n Bank . New Y o r k on the first day of the month in which delinquency occurs plus 1% or the 
maximum contract rale permitted by the applicable usury laws in the state in which the Joint Property is ].;- ated. 
whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 
amounts. 

Adjustments 

Payment of any such bills shall not prejudice Die right of any Non-Operator to protest or question the correctness thereof: 
prov : ed, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shal! 
conclusively be presumed lo be true and correct after twenty-four (24) months following the end of any such calendar 

r, unless wilhin the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 
..aim 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 Petroleum Accountants Societies. 
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1 5. Audits 
o 

3 A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 
-! Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 
5 (24) month period following the end of such calendar year; provided, however, the making of ar, audit shall not 
G extend the time for the taking of written exception to and the adjustments of accounts as provided for in 
7 Paragraph 4 of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make 
8 every reasonable effort to conduct a joint audit in a mar.ner which will result in a minimum of inconvenience 
9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 
9 paragraph unless agreed to by the Operator. The audits shal! not be conducted more than once each year 
1 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 
2 at the expense of those Non-Operators approving such audit 
3 
4 B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report, un less Operate 
dhas been g r a n t e d a w r i t t e n ex tens ion o f t ime f r o m the i n q u i r i n g Non-Operator, not t o exceed 
G 6. Approval By Non-Operators n i n e t y (90) clays. Any c l a i m ( s ) no t responded t o by Operator sha] 
7 be c r e d i t e d t o the J o i n t Account as requested u n t i l such c la im(s ) 
3 Where an approval or other agreemenloTuie" l^rlles or Non-Operators is expressly required under other sections of 
9 this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 
0 contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the 
1 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

3 
1 I I . DIRECT CHARGES 
5 
G Operator shall charge the Joint Account with the following items: 
7 
3 1. Ecological and Environmental 
9 
0 Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 
1 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
2 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
•i 

4 2. Rentals and Royalties 
5 
0 Lease rentals and royalties paid by Operator for the Joint Operations. 
7 
? 3. Labor 
3 
3 A. (I) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 
1 Joint Operations. 
o 

(2) Salaries of First Level Supervisors in the field. 
4 
D (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
6 excluded from the overhead rates. 
7 
3 (4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly 
9 ' employed in the operation of the Joint Property if such charges are excluded from the overhead rates. 
3 
1 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
2 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . 
3 Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 
1 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II . If 
5 percentage assessment is used, the rate shall be based on the Operator's cost experience. 

7 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
3 applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 
9 
9 D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
1 Paragraph 3A of this Section I I . 
I 
3 4. Employee Benefits 
4 
5 Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, 
G stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the 
7 Joint Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent 
3 most recently recommended by the Council of Petroleum Accountants Societies. 
9 
9 
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Material 

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

Transportation 

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 the Joint Property unless agreed to by the Parties. 

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 
Account for a distance greater than the distance to the nearest reliable supply store where like material 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 charges. The $400 will be adjusted to the 
amount most recently recommended by the Council of Petroleum Accountants Societies. 

Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section II and Paragraph i, ii, and iii, of Section I I I . The cost of professional consultant services and contract 
services 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. 

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 ratos shall include costs of maintenance, repairs, other operating 
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
exceed ^ i g l l t percent ( _§_iil__%) per annum. Such rates shall not exceed average commercial 
rates currently prevailing 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 
immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

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. 

IyCgal 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 operations under the agreement or necessary to 
protect or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of 
outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be 
covered by the overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section 
I , Paragraph 3. 

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 
valorem 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. 
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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 as 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 as provided in Paragraph 8 of this Section I I . 

15. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

( X ) Fixed P-ate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

Unless olherv/ise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 
salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under 
Paragraph 2A, 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 be considered as included in 
the overhead rates provided for in the above selected Paragraph of this Section III unless such cost and expense are 
agreed to by the Parties as a direct charge to the Joint Account. 

ii. 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: 

( X ) shall be covered by the overhead rates, or 
( ) 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 Wel! Rate $ 3.500.00 
(Prorated for less than a full month) 

Producing Well Rate $ i 5 0 - ° ° 

(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 the well is spudded and terminate on the date 
the drilling rig, completion rig, or other units used in completion of the wel! is released, whichever 
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is later, except that no charge shall be made during suspension of drilling or completion operations 
/or 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 the period from date workover operations, with rig or other units used in workover, 
commence through date of rig or other unit release, except that no charge shall be made during 
suspension of operations 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 is considered a separate 
well by the governing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 
production shall be considered as 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 completed on any well. This 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 
allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

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. The adjustment shall be computed by multiplying 
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as 
shown by the index of average weekly earnings of Crude Petroleum 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, as applicable. The adjusted rates shall be the rates currently in use, plus or 
minus the computed adjustment 

Operator shall charge the Joint Account at the following rates: 

Percent ( %) of the cost of development of the JomKrroperty exclusive of costs 
der Paragraph 10 of Section II and all salvage credits. 

Percent ( -~ fr.) of the cost of operating the Joint Property exclusive of costs provided 
under Paragraphs 2 and 10 of Sechoj I I , aUxstuvage credits, the value of injected substances purchased 
for secondary recovery and all taxes^Xj assessments which are levied, assessed and paid upon the 
mineral interest in and to the Joirj>-rroperty^ 

(2) Application of Overhead - Pe^-ntage Basis shall be as follows 

For the purpose of^JTetermining charges on a percentage basis unoe^Paragraph IB of this Section I I I , 
developmentshall include all costs in connection with drilling. redrillinESv^deepening, or any remedial 
operatioptrwi any or all wells involving the use of drilling rig and crew capableofvdrilling to the producing 
intepfal on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 
expenditures incurred in abandoning when the well is not completed as a producer, anĉ ^^ îg^n l̂ cost of 
construction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . Arh<her 
costs shall be considered 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 as a fixed asset required for the development and operation of the 
Joint Property, Operator shall cither negotiate a rate prior to the beginning of construction, or shall charge the Joint 
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1 Account for overhead based on the following rates for any Major Construction project in excess of $ : 
2 

3 A ?- %of first % 100,000 or total cost if less, plus 

4 
5 H 3 % of costs ir. excess of $100,000 but less than $1,000,000, plus 

G 
7 C 2 % of costs in excess of $1,000,000. 
8 
9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
11 excluded. 
12 
13 3. Catastrophe Overhead 
14 
15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oil spill , blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parlies, which are 
17 necessary to restore the Joint Property to the equivalent condition thai existed prior to the event causing the 
18 expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates-. 
20 
21 A § % of total costs through $100,000; plus 
22 
23 E 2 % of total costs in excess of $100,000 but less than $1,000,000; plus 
24 
25 C 2 % 0 f total costs in excess of $1,000,000. 
26 
27 Expenditures subject to the overheads above wil l not be reduced by insurance recoveries, and no other overhead 
23 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

35 
35 IV. P R I C I N G OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 
37 
33 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 .movements affecting the Joint Property. Operator shall provide all Material for use on the joint Property; however, at 
'.0 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 
t l surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
;2 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
'.3 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 
',4 
:5 1. Purchases 
i G 
;7 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
;3 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
;9 when adjustment has been received by the Operator. 
.3 
A 2. Transfers and Dispositions 
,2 
,3 Material furnished to the Joint Property and Material transferred f rom the 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: 

G A. New Materia! (Condition A) 
7 

,3 (1) Tubular Goods Other than Line Pipe 

•9 
,0 (a) Tubular goods, sized 2?i inches OD and larger, except line pipe, :hall be priced al Eastern mil l 
1 published carload base prices effective as of date of movement plus transportation cost using the 80,000 

;2 pound carload weight basis to the railway receiving point nearest the Joint Property for which 
;3 published rail rates for tubular goods exist I f the 80,000 pound rail rate is not offered, the 70,000 pound 
A or 90.000 pound rail rate may be used. Freight charges for tubing wil l be calculated from Lorain, Ohio 
:5 and casing from Youngstown, Ohio. 
;6 
7 (b) For grades which are special to one mil l only, prices shall be computed at the mill base of that mill plus 
3 transportation cost from that mil l to the railway receiving point nearest the Joint Property as provided 
9 above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 
0 
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1 ixiund Oi! Field Haulers Association interstate truck rate shall be used. 

! 2 
I 3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
I 4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 

5 to the railway receiving; point nearest the Joint Property. 
G 
7 (d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices 
8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 

I 9 per weight of tubing transferred, to the railway receiving point nearest the Joint Propertv. 
jlO 

11 (2) Line Pipe 
| 12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls 2/, inch and over) 30,000 pounds or 
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
15 Freight charges shall be calculated from Lorain, Ohio. 
16 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,900 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment, 
19 plus 20 percent, plus transportation costs based on freight rales as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, 
21 Ohio. 
22 
23 (c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 
24 manufacture at current new published prices plus transportation cost lo the railway receiving point 
25 • nearest the Joint Property. 
26 
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists snail 
23 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at 
29 prices agreed to by the Parties. 

30 
31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest the Joint Property. 
34 
35 (4) Unused new Material, except tubular goods, moved f rom the Joint Property shall be priced at the cu-rent 
.36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
4-4 (1) Material moved to the Joint Property 
45 
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 
GO (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Materia! was 
51 originally charged to the Joint Account as new Materia! or 
52 
53 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Materia! was 
54 originally charged to the Joint Account as used Material. 
55 
56 (3) Material not used on and moved from the Joint Property 
57 
58 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost of reconditioning, if any, shall be absorbed by the transferring property. 
61 
62 C. Other Used Material 
63 
64 (1) Condition C 
65 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
69 C value plus cost of reconditioning does not exceed Condition B value. 
70 

- 7 -
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(2) Condition D 

Material, excluding junk, no longer suitable for its 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 dri l l pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
of comparable size and weight Used casing, tubing or drill pipe utilized as line pipe shall be 
priced at used line pipe prices. 

(b) Casing, tubing or dril l 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 dr i l l pipe. 
Upset tubular goods shall be priced on a non upset basis. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material 
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
the Parties. Such price should result in the Joint Account being charged wi th 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 rate of twenty-five cents (25^) 
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
sustained at the stocking point The above rate shal! be adjusted as of the first day of April each, year 
following January 1, 1935 by the same percentage increase or decrease used to adjust overhead rates in 
Section I I I , 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 Apri l 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. 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it 
to the Joint Property; provided notice in wri t ing 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 receding notice f rom 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 the manufacturers or their agents. 

The Operator shall maintain detailed records of Controllable Material. 

L 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 that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 
inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

(3) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
procedures normally utilized by Operator without prior approval of Non-Operators. 

V. INVENTORIES 

Adjustments lo 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 
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1 overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 
2 
3 3. Special Inventories 
4 
5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 
6 Property. I t shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of 
7 interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases 
8 involving a change of Operator, all Parties shall be governed by such inventory. 
9 

10 4. Expense of Conducting Inventories 

11 
12 A. The expense of conducting periodic inventories shal! not be charged to the Joint Account unless agreed to by the 
13 Parties. 
14 
15 B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
16 inventories required due to change of Operator shall be charged to the Joint Account 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
.38 
39 
40 
41 
12 
43 
44 
'.5 
16 
!7 
18 
19 
,0 
',1 
-,2 
,3 
'A 

.8 

.9 
10 
,1 
12 
13 
14 
15 
)6 
17 
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19 
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5 
6 
7 EXHIBIT "E" 
8 GAS BALANCING AGREEMENT ("AGREEMENT") 
9 ATTACHED TO AND MADE PART OF THAT CERTAIN 

10 O P E R A T I N G AGPFrMrNT nATrn June I . 1997 ^_ ^ 
nv A N D RPTwrEN C l t a t l o n & < ^ a s Corp . , as General Partner t o r C i t a t i o n 1987 Investrrerit BY AND-BETWEEN YZ. " 

12 W ^ ^ " f t - ^ t n r ahn KfTanT-ir : T?i'r.hf i p~H rryrrrvgriy ("OPERATING AGREEMENT") 
13 RELATING TO THE East Hal f (E/2) o f Sect ion 20, T 2 l s , R36E AREA, 
14 COUNTY/R2CK>3£K STATE OF New Mexico 
15 
16 1. DEFINITIONS 
17 The following definitions shall apply to this Agreement: 

18 1.01 "Arm's Length Agreement" shall mean any gas sales agreement w i t h an unaffiliated purchaser or any gas sales 

19 agreement w i t h an affiliated purchaser where the sales price and delivery conditions under such agreement arc 

20 representative of prices and delivery conditions existing under other similar agreements in the area between 

21 unaffiliated parties ar the same time for natural gas of comparable quality and quantity. 

22 1.02 "Balancing Area" shall mean (select one); 

23 ^ each well subject to the Operating Agreement that produces Gas or is allocated a share of Gas production. If a 

24 single welt is completed in two ot more producing intervals, each producing interval from which the Gr.s 

25 production is not commingled in the wellbore shall be considered a separate well. 

26 • all of the acreage and depths subject to the Operating Agreement. 

27 • 

2B . , 

29 

30 

31 1.03 "Full Share of Current Production" shall mean the Percentage Interest of each Party in the Gas actually produced 

32 f rom the Dalancing Area during each month. 

3} 1.04 "Gas" shall mean all hydrocarbons produced or producible from the Dalancing Area, whether from a well classified 

34 as an oil well or gas well by the regulatory agency having jurisdiction in such matters, which arc or may be made 

35 available for sale or separate disposition by the Parties, excluding o i l , condensate and other liquids recovered by 

3t field equipment operated for the joint account. "Gas" docs not include gas used in joint operations, such as for fuel, 

37 recycling or reinjection, or which is vented or lost prior to its sale or delivery from the Balancing Area. 

38 1-05 "Makeup Gas" shall mean any Gas taken by an Underproduced Party f rom the Balancing Area in excess of its l ull 

39 Share of Current Production, whether pursuant to Section 3 3 o: Section 4.1 hereof. 

40 106 "Mcf" shall mean one thousand cubic fect. A cubic foot of Gas shall mean the volume of gas contained in one cubic 

41 foot of space at a standard pressure base and at a standard temperature base. 

At 1-07 " M M B t u " shall mean one million British Thermal Units. A British Thermal Unit shall mean the quantity of heat 

43 required to raise one pound avoirdupois of pure water f rom 58.5 degrees Fahrenheit to 59-5 degrees Fahrenheit at a 

44 constant pressure of 14.73 pounds per square inch absolute. 

45 1.08 "Operator" shall mean the individual or entity designated under the terms of the Operating Agreement or, in th~ 

46 event this Agreement is not employed in connection with 'an' operating agreement, the individual or e f i k y 

47 designated as the operator of the well(s) located in the Balancing Area. 

48 1.09 Overproduced Party" shall mean any Party having taken a greater quantity of Gas f rom the Balancing Area th; ti 

49 t n e Percentage Interest of such Party in the cumulative quantity of all Gas produced from the Balancing Area. 

50 1.10 "Overproduction" shall mean the cumulative quantity of Gas taken by a Party in excess of its Percentage Interest in 

51 the cumulative quantity of all Gas produced from the Balancing Area. 

52 1.11 "Party" shall mean those individuals or entities subject to this Agreement, and their respective heirs, successors, 

53 transferees and assigns. 

54 1.12 ' Percentage Interest" shall mean the percentage or decimal interest of each Party in the Gas produced from the 

55 Balancing Area pursuant to the Operating Agreement covering the Balancing Area. 

56 1.13 "Royalty" shall mean payments on production of Gas from the Balancing Area to all owners of royalties, overriding 

57 royalties, production payments or similar interests. 

58 1.14 "Underproduced Party" shall mean any Party having taken a lesser quantity of Gas (com the Balancing Area than 

59 the Percentage Interest of such Party in the cumulative quantity of all Gas produced f rom the Balancing Area. 

60 115 "Undcrprrxluct inn" shall mean the deficiency between the Cumulative quantity of Gas taken by a Party and its 

61 Percentage Interest in the cumulative quantity of al! Gas produced f r u m the Balancing Area. "f*' 

62 116 0 (Optional) * Win t e r Period" shall mean the- momh(s) of I f o v e m b e r a n d D e c e m b e r m 0 , - e 

63 calendar year and the momh(s) „f J a n u a r y , F e b r u a r y a n d M a r c h i n t h c s u c c c c d i n g calendar year. 

64 2. B A L A N C I N G A R E A 

65 2.1 If this Agreement covers more than one Balancing Area, it shall be applied as if each Balancing Area wcic covered 

66 by separate but identical agreements. Al l balancing hereunder shall be cn the basis of Gas taken f rom the Balancing Area 

67 measured rtiXX>IM&CQaiM>D-KS^KkXK (Alternative 2) • MMBtus. (;(•• 

68 2.2 In the event that all or part of the Gas deliverable from a Balancing Area is or becomes subject'rolbnc ;dr more 

69 d m u m lawful prices, any Gas not subject to price controls shall be considered as produced f rom a single jBjSahc^ng Area 

70 and Gas subject to each maximum lawful price category shall be considered produced from a separate Balaricjng Area J., 

71 3. RIGHT OF PARTIES TO TAKE GAS ^ — - - v Q , 
72 3.1 Each Party desiring to take Gas wi l l notify thc Operator, or cause the Operator to be notifjie&&.f JJ^J^^ 

73 nominated, thc name of the transporting pipeline and thc pipeline contract number (if available) and| nictcr^siat^o^^rclMing 

74 to such delivery, sufficiently in advance fur thc Operator, acting with reasonable diligence, to meet all, .nointnauorvand-other. 
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1 requirements. Operator is authorized to deliver rhe volumes so nominated and confirmed (if confirmation is required) to the 

transporting pipel.nc in accordance w i t h the terms of this Agreement, 

j 3.2 Each Parry shall make £ reasonable, good faith effort to tr.ke its Full Share of Current Production each month, to the 

4 extent that such production is required to maintain leases in effect, ro protect the producing capacity of a we!! or reservoir, to 

5 preserve correlative rights, or to maintain oil production. 

6 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 

7 right of the other Parties tc make up for Underproduction as provided herein), the other Parties shal! be entitled to take an)' 

8 Gas which such Parry fads to take. T o the extent practicable, such Gas shall be made available initially to each Underproduced 

9 Parry in the proportion chat its Percentage Interest in the Balancing Area bears to the total Percentage Interests of ail 

10 Underproduced Parties desiring to take such Gas. If ail such Gas is not taken by the Underproduced Parties, rhe portion not 

11 taken shall then be made available to the other Parties in the proportion that their respective Percentage Interests in the 

12 Balancing Area bear to the total Percentage Interests of such Parties. 

13 3-4 Al l Gas taken by a Party in accordance with the provisions of this Agreement, regardless of whether such Parry is 

\A underproduced or overproduced, shall be regarded as Gas taken for irs own account wi th title thereto being in such taking 

15 Parry. 

16 3-5 Notwithstanding the provisions of Section 3-3 hereof, no Overproduced Parry shall be entitled in any month to take any 

17 Gas in excess of three hundred percent (3005c) of its Percentage Interest of the Balancing Areas then-current Maximum 

18 Monthly Availability; provided, however, that this limitation shall not apply to the extent that it would preclude production 

19 that is required to maintain leases in effect, to protect the producing capacity of a well or reservoir, ro preserve correlative 

20 rights, or to maintain oil production. "Maximum Monthly Availability" shall mean the maximum average monthly rare of 

21 production at which Gas can be delivered from thc Balancing Area, as determined by the Operator, considering thc maximum 

22 efficient well rate for each well wi thin the Balancing Area, the maximum allowable(s) set by the appropriate regulatory agency, 

23 mode of opcrarion, production facility capabilities and pipeline pressures. 

24 3-6 In thc event that a Parry fails to make arrangements to take its Full Share of Current Production required to be 

25 produced to maintain leases in effect, ro protect the producing capacity of a well or reservoir, to preserve correlative rights, or 

26 to maintain oil production, the Operator may sell any part of such Parry's Full Share of Current Production that such Party fails 

27 to take for the account of such Party and render to such Party, on a cjrrent basis, the full proceeds of thc sale, less any 

28 reasonable marketing, compression, treating, gathering or transpor;ation costs incurred directly in connection with the sale of 

29 such Full Share of Current Production. In making thc sale contemplated herein, the Operator shall be obligated only to obtain 

30 such price and conditions for the sale as are reasonable under thc circumstances and shall not be obligated to share any of its 

31 markets Any such sale by Operator under thc terms hereof shall be only for such reasonable periods of time as arc consistent 

32 with the min imum needs of the industry under the particular circumstances, but in no event for a period in excess of one 

33 year. Notwithstanding the provisions of Article 3 4 hereof, Gas sold by Operator for a Parry under the provisions hereof shall 

be deemed ro be Gas taken for the account of such Party. 

A. I N - K I N D B A L A N C I N G 

4.1 Effective the first day of any calender month following at least t h i l " t y ( ) days' prior 

37 written notice to the Operator, any Underproduced Party truy begin taking, in addition to its Full Share of Current 

38 Production and any Makeup Gns taken pursuant to Section 3 3 of this Agreement, a share of current production determined 

39 by multiplying ^ S T i t r y — ^ 1 V 8 percent ( 2 5 0 f [ n e p u j | Shares of Current Production of all Overproduced Parties by 

40 a fraction, the numerator of which is tlic Percentage Interest of such Underproduced Parry and thc denominator of which 

41 is the total of the Percentage Interests of all Underproduced Parties desiring to take Makeup Gas. In no event wi l l an 

42 Overproduced Parry be required to provide more than f 3--i t V pcrcenr ( 50_ 0 { j [ S p u | | Share of Current 

43 Production lor Makeup Gas. The Oj>crator wi l l promptly notify all Overproduced Panies of thc election of an Underproduced 

AA Party to begin taking Makeup Gas. 

45 4.2 C3 (Optional - Seasonal L imi t a t i on on Makeup - Option 1) Notwithstanding the provisions of Section 4.1, the 

46 average monthly amount of Makeup Gas taken by an Underproduced Parr) - during the Winter Period pursuant to Section 4 1 

47 shall not exceed the average monthly amount of Makeup Gas taken by such Underproduced Parry during the 

48 t h r e e ' ~ ( 3 \ months immediately preceding the Winter Period. 

LT3 ( O p t i c a l - tJL-^tnral Lr inkar imi in:- Makeup - - O p t i o n 2) No^-ithatcnding-the pruviji^n? of 5* 49 

50 

51 

52 

53 

54 

55 

56 

57 5. S T A T E M E N T OF GAS B A L A N C E S 

58 5.1 Thc Operator will maintain appropriate accounting on a monthly and cumulative basis of the volumes of Gas that each 

59 Party is entitled to receive and thc volumes of Gas actually taken or sold for each Parry's account. Wi th in forty-five (45) days 

60 after the month of production, the Operator will furnish a statement for such month showing (1) each Parry's Full Share of 

61 Current Production, (2) the total volume of Gas actually taken or sold for each Party's account, (3) the difference Tixirween 

62 thc volume taken by each Parry and that Party's Full Share of Current Production, (4) the Overproduction or 

63 Underproduction of each Party, and (5) other data as recommended by thc provisions of the Council of Petroleum 

64 Accountants Societies Bulletin No. 24, as amended or supplemented hereafter. Each Parry taking Gas wil l promptly proyjde to 

65 the Operator any data required by thc Operator for preparation of thc sratemcnts required hereunder. ^ 

66 5.2 If any Parry fails to provide the data required herein for four (4) consecutive producrion months, thc Opecatur, or 

where thc Operator has failed to provide data, another Parry, may audir the production and Gas sales and transportation 

volumes of the non-reporting Parry to provide the required data. Such audit shall be conducted only after reasonable notice and 

69 during normal business hours in the office of the Parry whose records are being audited. Al l costs associated w^th such "audit 

70 wil l be charged to the account of the Parry failing to provide the required data. \ ' [ 1 . * ) .J 

71 6. P A Y M E N T S O N P R O D U C T I O N \ ' ' ; - r r ~ 

72 6 1 Each Parry taking Gas shall pay or cause to be paid all production and severance taxes due on ajl \pium,cCT>jj6ps 

73 actually taken by such Parry. j"" '' " '^[_!','J m^,[u ^ 

74 6.2 0 (Alternative 1 - Entitlements) Each Party shall pay or cause ro be paid all Royalty due wi th_^spea_ jo_Rc^a l^ - : 

OverproduceaTJr^T-^cULJwrequired to provide more than percent ( ——^S^-^r^TTTu 11 Share 

of Current Production for MakeuTP&ra^u^injjrhe Winter Period. ^ — 

4.3 O (Optional) Norwirhstanding any othgT"pTr?TTS4QA,gLc^ time and for so long as Operator, or 

(insofar as concerns production by the OperatorJ_-aay--^rhTa(rrpr in good faith that an Overproduced 

Parry has produced all of itssjTj^x-^+Wuc^ultimately recoverable reserves in thc BaIanc7ng,"-7V**ĵ 5_uch Overproduced Parry may 

requiredrji^nrT^^Tvailablc for Makeup Gas, upon the demand of the Operator or any U ndcrpTc^crrrepsL^E^r^, up to 
1 1 - p - ^ r - w - i — • • -••£?'•) o f i,.,ri» f W w p * twWr-i J . U n r i y J . P v j l £ i n> r t . p f i^inf f ^ t P ( j . , I t i r M M ; " 
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owners to whom it is accountable as if such Party were taking i:s Full Share of Current Production, and only , K Full Share of 

Current Production. 

— D (Options! •—fur U3e tin!; v. i t i , Sceiiufi (j.3 A iicrr.oti i (• 1 f r ' f i '*Tii.r:^ T ' - - - • " r " f ->t)Oi'JKl——1 \jr u3e on 1; v> it!) oceiii 

taking IcssTfrM^-^Ful l Share of Current Production in 3 given month ("Current Underproducer"). any Party [ a i ^ - m c T t m a n 

its Full Share of Cur renTi^^ i iC t ion in such month ("Currenr Overproducer") will pay to such^C^rre^TJnderproducer an 

amount each month equal to rhe RoyaT7~pfc^cnra£c of the proceeds received by th?_X^-rr?Tf"Over producer for that portion of 

tiie Current Underptoducers Full Share of C u r r e n t r - r r ^ ^ i n n takerui>?—rfTeCurrenr Overproducer; provided, however, that 

such payment wi l l not exceed the Royalty percenta£T_^bjw--rs~-ct>nTrrTo^^ burdens in the Balancing Area. Payments 

made pursuant tc this Section 6.2.1 vvjl^Ur-rfeTmed payments to the Underpro7jTjL^rd-Ii2m'-s Royalry owners for purposes ot 

Section 7.3. ^ — • — " 

6.2 r~j_J^rrtrT^tTve 2 - Sales) Each Parry shall pay or cause to be paid Royalry due wi th respect to"l\oyTtTy~^vri£ts to 

-, ih> voi.rr.i of Ca 

6 3 In the event that any governmental authority requires that Royalty payments be made on any other basts than that 

provided for in this Section 6, each Party agrees to make such Royalty payments accordingly, commencing on thc effective date 

required by such governmental authoriry. and rhe method provided for herein shall be thereby superseded. 

7. C A S H S E T T L E M E N T S 

7.1 Upon the earlier of the plugging and abandonment of the last producing interval in the Balancing Area, the termination 

of the Operating Agreemenr or any pooling or unit agreement covering the Balancing Area, or at any time no Gas is taken 

f rom the Balancing Area for a period of rwelve (12) consenjtive months, any Parry may give written notice calling for cash 

settlement of the Gas production imbalances among the Parties. Such notice shal! be given to all Parties in the Balancing Area. 

7.2 W i t h i n sixty (60) days after the notice calling for cash settlement under Section 7.1, the Operator will distribute to each 

Parry a Pinal Gas Settlement Statement detailing the quantity of Overproduction owed by each Overproduced Parry to each 

Underproduced Party and identifying the month to w-hich such Overproduction is attributed, pursuant to the 

methodology set out in Section 7.4. 

7.3 £ 3 (Alternative 1 - Di rec t Parry-to-Parry Settlement) Wi th in sixty (60) days after receipt of the Final Gas Settlement 

Statement, each Overproduced Parry will pay to each Underproduced Parry entitled to settlement thc appropriate cash 

settlement, accompanied by appropriate accounting detail. A t the time of payment, the Overproduced Party will notify the 

Operator of thc Gas imbalance settled by thc Overproduced Parry's payment. 

• .(Al.. i-3 SHM * k-m eo < - T l t rottg h-Qf H- ) - W-i - o f - l h i riir.t! Gs; St t r fcmrr w t t y ( W ; t iuyj utrer r t c^ ip r 

Staterri?*rrv<ach Overproduced Parry will send its cash settlement, accompanied by appropriate accounting dr r ju^To the 

Operator. The O^ewujTr will distribute the monies so received, along wi th any settlement owed bv^thrC^Uperator as an 

Overproduced Party, to eacn~1><iciffrpr'oduccd Parry to whom settlement is due wirhin n ine tv^^^ jdays after issuance of the 

Final Gas Settlement Statement. In 7nc"~T»*c£nt that any Overproduced Party faiiwx>-^>uyany settlement clue hereunder, the 

Operator may turn over responsibility for the colTScriaciof such settlemer^-tcf'thc. Party to whom it is owed, jnd t he 0;>erator 

will have no further responsibility with regard to such s e t t ! e ^ i ^ » < ^ ^ ' ^ 

7.31 C l (Optional - For use only with S e c t i o r T ^ ^ ^ C h c r n a t i v t 2 ^ Through Operator) Any Parry shall have 

the right at any time urvon thirry (30) d ^ t ^ n o r written notice to all other Paruc'r^idcmand that any sculr-mcnts due such 

Party for Overproduction bc^i^rd'^cTireccly to such Party by the Overproduced Party, raTFie^Lh^n being paid through the 

Operator. In the evj^w-^hat an Overproduced Party pays the Operator any sums due to an Underprad~uTe^-i^arcy at any time 

after thir^--f5t^) days following the receipt of thc notice provided for herein, the Overproduced Parry will continucT>>hcli-'ible 

n-,.-

1A S (Alternative 1 - Historical Sales Basis) The amount of the cash settlement wi l l be based on thc proceeds 

received by the Overproduced Party under an Arm's Length Agreement for the Gas taken from time ro time by the 

Overproduced Party in excess of the Overproduced Party's Full Share of Current Production Any Makeup Gas taken by rhe 

Underproduced Party prior to monetary settlement hereunder wi/ l be applied to offset Overproduction chronologically in the 

order of accrual. 

( 3 -(Alfermtrrrt- 2- —• M-em—Reeenr Sclej B m i j ) Tnr Lr'.-ioun; of rhe- csjh 3i:Ttlt.r.-i-.nt TviH-be -bsr:d 

received by the OveTprod***d^PjirTv_under an Arm's Length Agreement for the volume of Gasrh j r jccm^rTrtrrrcrXTve^prodLiction 

by the Overproduced Party f rom the BalanTihg" ATTT purpose _Ql_i^rtcTTTTTnTir^^ cash settlement provision of tiie 

Section 7, an Overproduced Parry w i l l not*b^^cjjiaaid^^rd^TjT^e producelT^T'TJr'-wfv^^ Parry's snare of Gas until 

the OverproducedJ^rjrjxitMj ^.Tj^uceacurnulatively all of its Percentage Interest share of thc Ga<, utamafn^ |-r>4a££d f^orn the 

U h r r r ^ T X r u T — — ' — 

- pt wew 

7 5 The values used for calculating the cash settlement under Section 1A wil l include all proceeds received for the sale of the 

Gas hy thc Overproduced Party calculated at thc Balancing Area, after deducting any production or severance taxes paid and any 

Royalty actually paid by thc Overproduced Party to an Underproduced Parry's Royalty owner(s), to the extent said payments 

amounted to a discharge of said Underproduced Party's R.oyalty obligation, as well as any reasonable marketing, compression, 

treating, gathering oi transportation costs incurred directly in connection wi th the sale of the Overproduction. 

7.51 E l (Optional - For Va l uacion Under Percentage of Proceeds Contracts) For Overproduction sold under a gas 

purchase conrract providing for paymenr based on a percentage cf thc proceeds obtained by thc purchaser upon resale of 

residue gas and liquid hydrocarbons extracted at a gas processing plant, thc values used for calculating cash settlement wi l l 

include proceeds received by the Overproduced Parry for both thc liquid hydrocarbons and the residue gas attributable to the 

Overproduction. 

4Qf»uoftftl V»Uittti<x»—£<H Pfoeewxnl Gao Qpt^tt.-U-foM QsHH-i^HKtaHin i>tww^-fo'..iln mtuuwi <>f 'A^ 

Overproduced Parry" 

will be valued for purposes of cash settlement""!? 

attributable to thc Qverj 

the extraction of liquid hydrocarbons. trr» fuli^-jQnrTTrTrTTht:~Ovc:rprcxiuction 

produced Parry for thc sale of the residue gas 

egard to proceeds attributable tcT~[iquid trydrwt:ft^batis_ whjch may have been 

7.5-2 13 (Optional - Valuation for Processed Gas - Option 2) For Overproduction processed for the account|of thc 

Overproduced Party at a gas processing plant for thc extraction of liquid hydrocarbons, the values used for calculating cash 

settlement will include the proceeds received by the Overproduced Parry for the sale of thc liquid hydrocarbons^cxtrjeredj from 

the Overproduction, less thc actual reasonable costs incurred by the Overproduced Party to process thc Overproduction jmd to 

transport, fractionate and handle the liquid hydrocarbons extracted therefrom prior to sale. 1 - _/.^/f^^^_ 

7.6 T o rhe extent the Overproduced Parry did not sell all Overproduction under i n Arm's Length Agreement, thc cash ' j 

settlement w i l l be based on the weighted average price received by rhe Overproduced Party for any gas sold from the J 
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Balancing Area under Arm's Length Agreements during the months to which such Overproduction is attributed In the e\ 

that no siles under Arm's Length, Agreements were made during any such month, the cash settlement for such month u i ! 

based on the spot sales prices published for the applicable geographic 2fea during such month in a mutually acceptable pri: 

bulletin. 

rate of interest apphclio7e~7o"ThT^»U^ is less, wi l l accrue for M l ? ^ 2 : ' " ' t - f — — ^ T x 7 r T r ~ ^ 1, beginning 

thc firsr day following the date payment is due jpu r su rn l^^ shall be borne by the Operator or any 

Overproduced P a r v j j i _ i h ' pi' ; urnon tna t thc i r respective delays beyond thedcTcTT7nes~TrT-t^^ 7.2 2nd 7.3 

10 7.8 In lieu of tne cash settlement required by Section 7.3, an Overproduced Parry may deliver to the Underproduced Parry 

11 an offer to settle its Overproduction in-kind and at such rates, quantities, times and sources as may be agreed upon by the 

12 Underproduced Party. If the Parties are unable to agree upon the manner in which such in-kind settlement gas wi l l be 

13 furnished within sixry (60) days after thc Overproduced Party's offer to settle in kind, which period may be extended by 

14 agreement of said Parties, the Overproduced Party shall make a cash settlement as provided in Section 7.3. The making of an 

15 in-kind settlement offer under this Section 7.8 will not delay the accrual of interest on the cash settlement should the Parties 

16 fail to reach agreement on an in-kind settlement. 

17 7.9 0 (Optional - For Balancing Areas Subject, to Federal Price Regulation) That portion of any monies collected by an 

18 Overproduced Parry for Overproduction which is subject to refund by orders of thc Federal Energy Regulator) Commission or 

19 other governmental aurhoriry may be withheld by the Overproduced Parry until such prices are fully approved by such 

20 governmental authority, unless the Underproduced Parry furnishes a corporate undertaking, acceptable 10 thc Overproduced 

21 Party, agreeing to hold the Overproduced Parry harmless from financial loss due to refund orders by such governmental 

M ?jihoriry. 

23 7.10 53 (Optional - Interim Cash Balancing) At any time during the term of this Agreement, any Overproduced Party 

21 may. in its sole discretion, >oc^'casT?1cttlemcnt(s) K > ! X 3 C r f K ^ £ ^ ^ ^ covering all or part of its outstanding Gas 

25 imbalance, provided that such settlements must be made wi th all Underproduced Parties proportionately based cn rhc relative 

26 imbalances of the Underproduced Parties, and provided further that such settlements may not be made more often than once 

27 every rwenry-four (24) months. Such settlements wi l l be calculated in thc same manner provided above for final cash 

28 settlements. The Overproduced Party wi l l provide Operator a detailed accounting of any such cash settlement within thirty (30) 

29 days after the settlement is made. See 7.11 on Page 5, Other Provisions. 
30 8. T E S T I N G 

31 Notwithstanding any provision of this Agreement to the contrary, any Parry shall have the right, from time to time, to 

32 produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet thc reasonable deliverability tcst(s) 

33 required by such Parry's Gas purchaser, and the right to take any Makeup Gas shall be subordinate to the right of any Parry to 

conduct such tests; provided, however, that such tests shall be conducted in accordance wi th prudent operating practices only 

after t h i r t y (..30 .) days' prior written nat ice to thc Operator and shall last no longer than 

36 f o r t y - e i g h t ( 4fi > hours. 

37 9. O P E R A T I N G COSTS 

38 Noth ing in this Agreement shal I change or affect any Parry's obligation to pay its proportionate share of al! costs and 

39 liabilities incurred in operations on or in connection with the Dalancing Area, as its share thereof is set forth ir. thc Operating 

40 Agreement, irrespecti -t of whether any Parry is at any time selling and using Gas or whether such sales or use are in 

41 proportion to us Percentage Interest in thc Balancing Area. 

42 10. L I Q U I D S 

43 The Parties shall share proportionately in and own all liquid hydrocarbons recovered wi th Gas by field equipment operated 

44 for the joint account in accordance with their Percentage Interests in the Balancing Area. 

45 I I . A U D I T RIGHTS 

40 Notwithstanding any provision in this Agreement or any other agreement between the Parties hercrc, and further 

47 notwithstanding any termination or cancellation of this Agreement, for a period of two (2) years from thc end of the calendar 

48 year in which any information to be furnished under Section 5 or 7 hereof is supplied, any Party shall have the right to audi: 

49 the records of any other Party regarding quantity, including but not limited to information regarding 3tu-contenr. 

50 Any Underproduced Parry shall have thc right for a period of rwo (2) years from thc end of the calendar year in which any 

51 cash settlement is received pursuant to Section 7 to audit the records of any Overproduced Party as to all matters concerning 

52 values, including but not limited to information regarding prices and disposition of Gas f rom the Balancing A.rea. Any such 

5 3 audit shall be conducted at thc expense of the Parry or Parties desiring such audit, and shall be conducted, after reasonable 

54 notice, during normal business hours in thc office of thc Parry whose records arc being audited. Each Parry hereto agrees to 

55 maintain records as to the volumes and prices of Gas sold each month and thc volumes of Gas used in its own operations, 

56 along wi th the P.oyalry paid on any such Gas used by a Parry in its own operations. The audit rights provided for in this 

5 7 Section 11 shall be in addition to those provided for in Section 5.2 of this Agreement. 

58 12. M I S C E L L A N E O U S 

59 12.1 As berween thc Parties, in tl«r event of any conflict between thc provisions of this Agreement and the provisions of 

60 any gas sales contract, or in the event of any conflict between the provisions of this Agreement and the provisions of the 

61 Operating Agreement, thc provisions of this Agreement shall govern. ^ . 

62 12.2 Each Parry agrees to defend, indemnify and hold harmless all other Parties from and against any and al] iiabiiiry for 

63 any claims, which may be asserted by any third parry which now or hereafter stands in a contractual relationship wi th such 

04 indemnifying Parry and which arise out of the operation of this Agreement or any activities of such indemnifying Party under 

65 the provisions of this Agreement, and does further agree to save thc other Parties harmless from al! judgments or damages 

66 sustained and costs incurred in connection therewith ' ; t 

12.3 Except as otherwise provided in this Agreement, Operator is authorized to administer the provisions f of this 

Agreement, but shall have no iiabiiiry ro the other Parties for losses sustained or liability incurred which arise .ou/pf! or in 

69 connection wi th thc performance of Operator's duties hereunder, except such as may result f rom Operator's gross negligence ot 

70 wil l ful miscondua. Operator shall not be liable to any Underproduced Parry for the failure of any Overproduced parryj (other 

71 than Operator) to pay any amounts owed pursuant to thc terms hereof. \-_- r-

72 12.4 This Agreement shall remain in full force and effect for as long as the Operating Agreement shall rernain in'forehand 

73 effect as 10 the Balancing Area, and thereafter until the Gas accounts between the Parties are settled in fuJl,^ncPsrcifl"inTfre""io 

74 the benefit of and be binding upon thc Parties hereto, and their respective heirs, successors, llrgal representative* » 
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\ ami assigns, i f ;u y I lie l';n t ic? h e r e i n . I ^ L T lo g i v e o o l i t e (if i he ex i s t ence nf th is A J ; I cemen t lo .-.ny s n u e s ^ > m in te res t of 

? any SIK. I I I ' n r t j and I D p m v i d c tha t r i y su .h successor sha l l I K U i t uu t by t h i s AgteCutClK, and s lud l fu r the r I U . I L C any t r ans fe r of 

•> n(>y in terest s u h j e . i i n ibc O p r t a u u g A g r c c i n c n i , o r ,-iny p . in (hereof , a lso snhjcc i i n ihe i c r n n of ( h i * A g r c c n i c n i 

4 12.5 U n l e s s ihe context i l c n r l y indicates o t h e r w i s e , words used in i h e s ingu lar include (he p lu ra l , i h e p lu ra l inc ludes ihe 

5 s ingu la r , a n d ( l ie nru ier g r n d i i inc ludes the mascu l ine a n d thc f e m i n i n e . 

6 11 6 I n t h e C u m ihai nny " O p t i o n a l " p rov i s i on o f th is A g r e e m e n t is not adop icd by the Pan ics lo l i t i s A g i c c m c n i hy a 

7 ' y j ' t ' d , p i n n e d o i l u n d i v r i t t c n i n d i c a t i o n , M H I I p r o v i s i o n shal l not f o r m a j w n nf th is A g r c c i n c n i , and n o iu f c i cncc sha l l he 

H niai lc c ntic er i i i n g she If it C i i l n f i l i c I 'm l ies in such e v e n t . In (l ie CvCM t h a i any " A l i c i n .n i vc " p i n v i s i n n of l i t i s A f, i ecu ten l is not 

V so adop ted hy the ( 'antes, A l t e r n a t i v e 1 in each such instance shal l Uc d e e m e d tn Ir.ivc been adop ted hy the Pan ics ns a result 

)D nf any such o m i s s i o n . In i hosc cases w h e r e n is i n d i c a t e d tha i an O p t i o n a l p r o v i s i o n tuny l>e used on ly if a specif ic A l t e r n a t i v e 

I I is selected; ( i ) an e lec l iu i i i n i nc l ude said Op t iona l p r o v i s i o n shal l nn i he e f fec t i ve unless the A l i c r n n n v c in i j u r s i i n n is se lec ted, 

1^ nod 0 ' ) i h e c l f C t m n in i nc lude saul Op t i ona l p r o v i s i o n tnusi he exp ress l y indicated h e r e o n , it be i ng u n d c r s u m d t h a i ihe 

13 s c i n n i t i i o f : i n A l t e rna t i ve c i t h e r c x p r o - s l y nr l»y d c f : m l i ns p i t i v i ned h e r e i n shri l l not , in and of i tself , t o m i i u n c an e l e c t i o n n> 

I'l inc lude an assot i n i i i l O p t i o n a l p i m - i s ' i o u . 

15 12.7 'I h i s A g r c c i n c n i sha l l h i n d i h e Panics in accordance w i l h the p r o v i s i o n s hereof , and n o t h i n g h e r e i n shal l he c o n s t r u e d 

16 o r i n t e r p r e t e d as creat ing t iny l i g h t s i n any person n r e n t i t y not a s i g n a t o r y he re to , or as b e i n g a s t i p u l a t i o n in (avnr o f any 

17 such p e r s o n o r en t i t y . 

18 12.R If c t M i i c i i i p o r j n c n i i s l y w i l h t h i s Agreement l>ecnn i ing e f f c c i t v c , n r (herea f te r , any Par t y requests t h a i any o i l i e r I 'a r iy 

t n execute an a p p r o p r i a t e m e m o r a n d u m or notice of t h i s A g r e e m e n t in o r d e r tn give t h i r d p a n i c s o o l i t e of record of same and 

20 submi t s s a m e (or execut ion i n r c c w d i i M c h u m , such m e m o r a n d u m nr n o t i c e shal l he duly executed by thc P a n y to w h i c h such 

21 request is m.-ulc and del ivered p r o m p t l y i hc readc r to t h e Par ty m a k i n g t l i c request. U p o n rece ip t , (he Pat ty m a k i n g the request 

22 shal l cause t h e mc n m i a n d u i n o r no t i ce in l>c duly reco rded in i l i c n p p r o p r i a i c real p r o p e r l y or o i l i e r records a f f c c i i n g the 

73 Utdanc ing A r e a . 

2d 12 V I n t h e event I n f e r n a l P c v c n i i c .Service r e g u l a t i o n s reuu i rc a u n i f o r m m c i h o d of c o m pin ing mxnh l c income hy al l 

25 Pan i cs , each P a n y agrees to c o m p u t e and rcfMirt i n c o m e lo the I n t e r n a l R e v e n u e Service (select one) LXJ us if such Par t y were 

70 t a k i n g us P u l l .Share of Cu r ren t P i o d u c t i n n du r ing each re levant tax p e r i o d in accordance w i t h such regu la t i ons , insofar as same 

27 Ie la te to e n t i t l e m e n t me thod lax t n m p m a ' i n n s ; w-=i3^wPjg^-=rH»T4n, ^ r r . m i i r j r r f f 1 ';riv-tHht?tr-iw<^=Kt^'T±^zrciV^iPP?rrprr^J^TW^vjrc?i 

2fl T-.n-h-Tf-^nl-HrinTTCT-minf j r Til -umr-r-l.i rr--rrr-^r:--~r-rr,T~i\irw t~T-TT—rrmrp^:;7-1 inn? 

V ) 13- A S S I G N M H N T A N D l U C U ' I ' S U P O N A S . S I G N M P N T 

\ 0 I V I Sub jec t to (he p r o v i s i o n s o f Sec t ions 13.2 ( i f e l ec ted ) and 13-3 h e r e o f , and n o t w i t h s t a n d i n g any t h i n g in t h U A g r e e m e n t 

31 nr in ihe 0 | > c m : i n g Agreement i n i h e comrary , if any P a r t y assigns ( inc h i d i n g any side, exchange or n t h c r t r ans fe r ) any of ns 

32 w i n k i n g i n l c r c s i in the I b l a n c i n g A r e a when such P a r t y is an U n d e r p r o d u c e d n r O v e r p r o d u c e d Par ly , the ass ignment o r o the r 

3 \ a n of i r a n s f c i s h a l l , insofar as i h e Pa r l i e s herein arc c o n c e r n e d , inc lude a l l in terest o f (he ass ign ing or t r a n s f e r r i n g Party i n i he 

Ciii-., all l i i d u s to icccjve or ohhg . i l ions l o provide o r l a ke M a k e u p ( i n s and ; i l l r i gh i s in receive or ohhgnt inivs in make any 

i i i n n c t n i y p n y m r n t w l m l i may u l t i m a t e l y l»c due h e r e u n d e r , as app l i cab le . O p r r a i o r and each of ( l ie o ther Pr-rties h e r e i n sha l l 

I H t h c f r a f t c r d e a l (he ns.si j ; i i inci i l a n o r d i n g l y , and ihe a s s i g n i n g or t r a n s f e r r i n g Par iy shal l look solely In its .T j i igncc or o i l i e r 

-7 (•an. ' i fctcr f o r any i i . ic ic . i l in the Cias o i m o i c i a r y p a y i n e n i (hai such P a r t y may have or lo w h i c h it may he c o i i n c d , ami sha l l 

\ f t muse i;s ass ignee n t ntUet t rans fe ree m ;issnme o h h g ; u ions h r r t v i nde r . 

V ) 132 Lx3 ( O p i i o u a l - Ca^h S c t i l e n t c n t U p o n A s s i g m i i c n t ) N m w i t h s t a n d i n g a n y i h i n g in t ins A g r c c i n c n i (11 it lm hi ig hut not 

AD l i i n i i c d to i h e p m v i M n i t s of Sec t i on 13 . ! hereof) or m the O p e r a t i n g A g r e r m e n i in the l o m r a r y , and suhjeci to thc p r o v i s i o n s 

A\ nf Set. i i on l \ . 3 hereo f , in the even t an Overn rod need P a r t y intends i n s e l l , ass ign , exchange or o t he rw i se t ransfer any of its 

A'I i n t e t r M in -a l l . i l . un ing A sea, M n l i ( ) vet p i u i m rd I ' . u t y sha l l no t i fy i n w r i i i n g the o l he i w i n k i n g i t i t r ie.st owners w h o ate 

• \ \ I ' an ies l i c r c i o i n such h a l a n c i n g A r e a nf such fact nt least S i x t y ( _ 6 Q ) days p r i n t in c los ing the 

A \ trausar t i o n . I h c r e a f i e r , any U n d e r p r o d u c e . 1 Par ly m a y demand f r o m such f )vet p roduced I 'a i iy in w i i u r i g . w u h i n 

45 ^ i ^ S j r V ( ) days ?hcr t cce i j i t o f thc O v c r p m d u c c d Party 's not ice , a cash s e t t l c m c m o f i's 

46 \ ) i i d f f p r o d i u i ii >o f i o m i h r Ual .nu i ng Area . 11 ic O p c r ^ i n r shal l lie n o t i f i e d of any s m h d e m a n d and of any cash s e t t l e m e n t 

47 p i i t suan t l o i l h s Sec i i i i n 13, an i l t l i c O v e r p r o d u c t i o n H I U I U n d e r p r o d u c t i o n o f caclt Par ly shal l he ad jn^ ied accord ing ly . A n y cash 

4H sci t l e i i i cu i ( H I i sua nt lo (fits Sen i on 13 sha l l l>c paid hy the Ove rp roduced Par t y o n or before the ear l ie r i n occur ( i ) of s ix ty ( 6 0 ) 

A') days ahc i r o ' c i p i of ihe U n d e r p i i winced Pactss d e m ; u i d nt ( i t ) a; i he c l o s i n g o f the t ransac t ion in w h i c h t hc O v e r p r o d u c e d 

M) Par ty sells, . i ss igos , cxd iangcs o r o t h e r w i s e transfers its in te res t in a U a h u i c i n g Area on the same basis as o t h e r w i s e set f o r t h in 

51 S c c i i n m 7.3 i h i . M i g h 7 6 hereof , »..J B I ^ I I U • • mHu-*M at > hg r . a f t i r t l « - i n S u n i u n 7.7 U t ^ W - ^ ^ ^ ^ n ^ r (6(1) d . i p -

52 -aUir*—(]« ) r>-Ovpi-p»ndu^tHi4^^rty'ji. a a l c v ^ ^ ^ f e ^ n i c ^ ^ ^ l i a u ^ t ^ o p a j ^ w f c ^ ^ f — i t * — i utcfc^t—tn- t h c ^ l l a l a i n - i n f r - A t f ^ - f ^ f fti»y-*WHtwl.'- -tMH-

5 ^ - p i w l I h o v i d e d . h o w e s cr, if any U nder p r o d m e d l ' .uty d o c s not so d e m a n d s m h cash set t lement of its U inlet p r o d u c t i o n f r o m the 

54 I l a l .mc ing A r e a , such I Jndcrp i i i d m cd P n n y sii.tl l l i x )k exclusively l o (he assignee nt o i h c r successor In imc fcs t of the 

55 ( ) v c r p i i x lm cd P a r i y g o i n g not ice l i C i c u u d r i fur thr: sat is f a d ion of s u i i i I / ndc r p r o i luf r d Party 's I h i d c i prcuhu ( i o n in accori la in C 

*>c*t w i i l i i he pi ov ISM ins of S t i Hon M . I he i cof . 

5^ 13. \ I h r p r o v i M o t i s nf th is S e c t i o n ] 3 s l ia l i not he a p j d i c a h l c in thc even t any [*any n ior i / ;ages i is i m e i e s i or disjxiscs of us 

^fl imcfCSl hy u i f ' f ; ; c r , rco i / ;au i /a t u u i , t ooso l i da t inn nr sale o f substant ia l l y a l l o f its assets l i t a Subsidiary tn p j i c u i co inpnny , o i i n 

V ) any c o m p a n y i n w h i c h any parct t l o r subs id iary of such P n n y owns y m a j o r i t y o f (he siock of such company 

a \ \A . l l M R I ' U O V t . S l O N S 

(( i 2 7.11 INTERIM CASH SETTLEMENT 

o\ 
( A Afler being underproduced in the Balancing Area for a: least two (2) years, an Underproduced Party may, in 
( i % its sole discretion, require all Overproduced Parties in the Balancing Area to make cash settlements with all 
cr, Underproduced Parties covering eac^ such party's Cumulative Underproduction. An Underproduced Party 
(. desiring to invoke cash settlement s^all notify all Overproduced Parties and Operator of such desire in 
{ writing. Within sixty (50) days after Operator's issuance of its next regular statement of imbalances, each 
eg Overproduced Party shall pay each Underproduced Party its pro ra/a share (based on such Underproduced 
70 Party's percentage ot the Cumulative Underproduction of all Underproduced Parlies) of the value of such 
71 Overproduced Parly's Cumulative Overproduction. Payment shal! be calculated in the same manner as the 
72 final cash settlement under other parts of this Section 7. Each Overproduced Party shall notify the Operator 
7̂  of the payments made, and Operator shall adjust its imbalance accounts accordingly. The terms and 
7 i provisions of Section 7.10 may be applied in multiple instances from time lo lime by any Underproduced 

Party; provided, cash settlement shal: not be made more often than every two (2) vears exnem in thP rP*P 
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1 15. COUNTERPARTS 
' This Agreement may be executed in counterparts, each of which when taken w i t h all other counterparts shall constitute 

3 . binding agreement bcrween the Parties hereto; provided, howevct, that if a Parry or Parties owning a Percentage Interest in 

4 thc Dalancing Area equal to or greater than a _ _ _ perccnr ( % ) therein fail(s) to execute this 

5 Agreement on or before . , this Agreement shall not be binding upon any Party and shall be of 

0 no further force and effect. , ^ , 
1 s t June 

7 I N WITNESS WHEREOF, this Agreement shall be effective as of the day of , 

8 19 

9 
10 A T T E S T OR W I T N E S S : . O P E R A T O R „ „ , „ ^ 

Citation O i l & Gas Corp., as General Partner 
u for Citation 1987 Investment Limited Partners 

12 BY: 

Gary C. J o h n s o n 
13 -

14 Type or print name 

1 5 S e n i o r V i c e P r e s i d e n t 

10 Date 

17 Tax ID or S.S. No. 7 6 - ° 2 0 5 6 9 4 

18 

19 NON-OPERATORS 

20 r h p i r r o n TT c;. ft. Tne 

21 UY: 

22 . . 

23 Type o r print name 

24 Title 

25 Date , . 

20 Tax ID or S.S. No 

27 

Atlantic Richfield Company 

28 :—: 

29 DY: 

30 , 

31 Type or print name 

32 Title 

33 Date 



EXHIBIT "F" 

Attached to and made a part of Lhat certain Operating Agreement dated 
June l . 1997, by and between Citation Oil & Gas Corp., as 

General Partner for Citation 1987 Investment Limited Partnership, as Operator, and 
Chevron U.S.A. Inc. and Atlantic Richfield Company, as Non-Operator. 

Operator and any successor, substitute or replacement therefor (whether succeeding, substituting 
for or replacing such Operator in whole or in part, temporarily or permanently), is considered a 
"Contractor" of the Federal Government and subject to the terms, provisions, and representations 
set forth below. By execution or ratification of, or joinder in, this agreement, or by accepting the 
benefits hereof in any way, each party so situated hereby ratifies, adopts and confirms the following 
as "Contractor": 

1. To the extent applicable to this Agreement, Contractor agrees to incorporate herein by 
reference and comply with the following clauses contained in the Code of Federal 
Regulations (including any revision and redesignation thereof), the full text of which will be 
made available upon request 

a. 48 C.F.R §52.203-6 (Subcontractor Sales to Government); 48 C.F.R. §§52.219-8 
and 52.219-9 (Utilization of Small and Disadvantaged Business Concerns); 48 
C.F.R. §§22.804-1 and 52.222-25 and 41 C.F.R. §60-1.4 (Equal Opportunity); 48 
C.F.R. §§52.222-35 and 52.222-37 and 41 C.F.R. §60-250.4 (Disabled and 
Vietnam Era Veterans); 48 C.F.R. §52.222-36 and 41 C.F.R. §60-741.4 
(Handicapped Workers); 48 C.F.R. §52.223-2 (Clean Air and Water); and 48 C.F.R. 
§52.223-3 (Hazardous Material Identification and Material Safety Data). Contactor 
also agrees: (i) to comply with all applicable requirements of the Clean Air Act, the 
Federal Water Pollution Control Act and the regulations and guidelines issued under 
each; (ii) that no portion of the work required by this contract will be performed in a 
facility listed on the Environmental Protection Agency List of Violating Facilities on 
the date when this contract was executed unless and until the EPA eliminates the 
name of such facility or facilities from such listing; (iii) to use its best efforts to 
comply with dean air standards and clean water standards at the facility in which the 
contract is being performed; and (iv) to insert the substance of the provisions of this 
Paragraph into any nonexempt subcontract or purchase order as required. 

b. In addition to those specifically referenced herein, Contractor shall comply with all 
other Federal, State and local laws, rules and regulations (including but not limited to 
those related to the environment and waste management, such as RCRA and 
CERCLA, and to safety and health, such as OSHA) which are now, or in the future 
may become, applicable to Contractor, its business, equipment and personnel, in 
relation to the work and to Contractor's performance hereunder. 

2. Contractor certifies that it does not and will not maintain or provide for its employees any 
facilities which are segregated by race, color, religion or national origin, or permit its 
employees to perform any services at any location, under its control, where segregated 
facilities are maintained and Contractor will obtain a similar certification for all non-exempt 
subcontractors, as required by 41 C.F.R. Section 60-1.8. 

3. Contractor certifies that none of its employees who perform work pursuant to this contract or 
who may hereafter do so pursuant to this contract are or will be unauthorized aliens as 
defined in the Immigration Reform and Control Act of 1986 ("IRCA"). Contractor certifies 
further lhat it complies with said statute and the implementing regulations. Contractor 
further agrees to obtain a certification from its contractors performing work related to this 
contract that none of their employees are unauthorized aliens as defined by IRCA and that 
such contractors comply with the statute. 



THERE IS NO EXHIBIT "G" TO THIS OPERATING AGREEMENT. 



EXHIBIT " i l " 
j e c t to t h s t c e r t a i n Opera t i r " '^reement dated June 1, 1997 Setueen C i t a t i o n O i l & Gas 

AAPL — FORM 610RS - 1989 C c r J " a S G e n e r a l Pa r tner f o r c i t a d e l 1987 Investment L imi t ed 
1 'artnership, as Operator and Chevron U.S.A. Inc . and A t l a n t i c 

h f i e l d Company, as Non-Operators. 
1 MODEL FORM RECORDING SUPPLEMENT TO 

OPERATING AGREEMENT A N D FINANCING STATEMENT 
THIS A(~»P_EEMES'T, cnrrrrd intn hy and rvrw^n C i t a t i o n O i l & Gas C o r p . 

4 hereinafter referred to is "Operator", and the signatory parry or parties other than Operator, hereinafter referred to 

5 individually as "Non-Operator", and collectively as "Non-Operators**. 

6 W H E P J i A S , the parties to this agreement are owners of Oi l and Gas Leases and/or Oil and Gas Interests in the land 

7 identified in Exhibi t " A " (said land, Leases and Interests bctr.g hereinafter called the "Contract Area"), and in any instance in 

8 which the Leases or Interests of a parry are not of record, the record owner and the parry hereto that owns the interest or 

9 rights therein arc reflected on Exhibit "A" ; 

10 W H E R E A S , the parties hereto have executed an Operating Agreement dated ^ U D e * » 1 9 9 7 

11 (herein the "Operating Agreement"), covering the Contract Area fo r the purpose of exploring and developing such lands, 

12 Leases and Interests for Oil and Gas; and 

13 W H E R E A S , ihe parties hereto have executed this agreement fo r the purpose of imparting notice to all persons of the 

14 rights and obligations of thc parties under the Operating Agreement and for the fur ther purpose of perfecting those rights 

15 capable of perfection. 

16 N O W , THEREFORE, in consideration of the mutual rights and obligations of (he parties hereto, it is agreed as follows: 

17 1. This agreement supplements the Operating Agreement, wh ich Agreement in its entirery is incorporated herein by 

18 reference, and all lerms used herein shall have thc meaning ascribed to them in the Operating Agreement. 

19 2. The parties do hereby agree that: 

20 A. The O i l and Gas Leases and/or Oi l and Gas Interests of the parties comprising the Contract Area shall be subject 

21 to and burdened with the terms and provisions of this agreement and the Operating Agreement, and the parties do 

22 hereby commit surh Leases and Interests to the performance thereof. 

23 D. The exploration and development of the Contract Area for Oil and Gas shall be governed by the terms and 

2A provisions of the Operating Agreement, as supplemented by this agreement. 

25 C A l l costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be borne 

26 and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties 

27 hereto, as provided in (he Operating Agreement. 

28 D. Regardless of thc record title ownership to the Oil and Gas Leases and/or Oil and Gas Interests identified on 

29 Exhibit " A " , *H production of Oil and Gas f rom the Contract Area shall be owned by the parties as provided in the 

30 Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment 

31 ! = of interests covered hereby. 

32 E. Each parry shall pay or deliver, or cause to be paid or delivered, all burdens on its share of the production f r o m the 

33 Contract Area as provided in the Operating Agreement. 

3 ' F. A n overriding royalry, production payment, net profits interest or other burden payable our of production hereafter 

created, assignments of production given as security for the payment of money and those overriding royalties, production 

3o payments and other burdens payable out of production heretofore created and defined as Subsequently Created Interests 

37 in the Operating Agreemenr shall be (i) borne solely by the parry whose interest is burdened therewith, (ii) subject to 

38 suspension i f a parry is required to assign or relinquish to another parry nn interest which is subject to such burden, and 

39 ( i i i ) subject 10 the lien and security interest hereinafter provided i f the party subject to such burden fails to pay its share 

AO of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in the 

41 times and manner provided by the Operating Agreement. 

42 G. The Oi l and Gas Leases and/or Oi l and Gas Interests which are subject hereto may not be assigned or transferred 

43 except in accordance wi th those terms, provisions and restrictions in the Operating Agreement regulating such transfers. 

44 This agreement and the Operating Agreement shall be binding upon and shall inure to the benefit of the parties hereto, 

45 and their respective heirs, devisees, legal representatives, and assigns, and the terms hereof shall be deemed to run wi th 

46 thc leases or interests included within thc lease Contract Area. 

47 H . The parties shall have thc right to acquire an interest in renewal, extension and replacement leases, leases 

48 proposed to be surrendered, wells proposed to be abandoned, and interests to be relinquished as a result of non-

49 participation in subsequent operations, all in accordance wi th the terms and provisions of the Operating Agreement. 

50 I . The rights and obligations of the parties and the adjustment of interests among them in the event of a failure or 

51 loss of t i t le , each parry's r ight to propose operations, obligations with respect to participation in operations on the 

52 Contract Area and the consequences of a failure to participate i n operations, thc rights and obligations of the parties 

53 regarding thc marketing of production, and the rights and remedies of the parties for failure to comply with financial 

54 obligations shall be as provided in the Operating Agreement. 

55 J. Each party's interest under this agreement and under the Operating Agreement shall be subject to relinquishment 

56 for its fai lure to participate in subsequent operations and each party's share o f production and coses shal! be reallocated 

57 on the basis of such relinquishment, all upon the terms and provisions provided in the Operating Agreement. 

58 K. A l l other matters w i t h respect to exploration and development of the Contract Area and the ownership and 

59 transfer of the Oil and Gas Leases and/or Oi l and Gas Interest therein shall be governed by the terms and provisions of 

60 the Operating Agreement. 

61 3- The parties hereby grant reciprocal liens and sccuriry interests as follows: 

62 A. Each parry grants to the other parties hereto a lien upon any interest i t now owns or hereafter acquires in Oil and 

63 Gas Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security 

64 interest in *ny interest it now owns or hereafter acquires in thc personal property and fixtures on or used or obtained 

65 for use in connection therewith, to secure performance of all of its obligations under this agreement and the Operating 

(•" Agreement including but not limited to payment of expense, interest and fees, thc proper disbursement of all monies 

paid under this agreement and chc Operating Agreement, the assignment or relinquishment of interest in Oil and Gas 

66 Leases i s required under this agreement and thc Operating Agreement, and the proper performance of operations under 

69 this agreement and thc Operating Agreement. Such lien and security interest granted by etch party hereto shall include 

70 such parry'1 leasehold interests, working interests, operating rights, and royalty and overriding royalty Interests in the 

71 Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject 

72 to this agreement and the Operating Agreement, thc Oi l and Gas when extracted therefrom and equipment situated 

73 thereon or used or obtained for use in connection therewith (including, wi thout l imitation, all wells, tools, and tubular 

74 goods), snd accounts (including, without limitation, accounts arising f rom the sale of production at the wellhead). 
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1 contract rights, inventory- and genera! intangibles relating thereto or arising therefrom, and all proceeds and products of 

the foregoing. 

3 B. Each parry represents and warrants to rhe other parties hereto that thc lien and security interest granted by such 

4 parry to thc other parties shall be a first and prior lien, and each parr)- hereby agrees to maintain the priority of said Men 

5 and security interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this 

6 agreement and the Operating Agreement by, through or under such parry. A l l parties acquiring an interest ir. Oil and 

7 Gas Leases and Oil and Gas Interests covered by this agreement and the Operating Agreement, whether by assignment, 

8 merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject ro the lien and security interest 

9 granted by the Operating Agreement and this instrument as to all obligations attributable to such interest under this 

10 agreement and thc Operating Agreement whether or no: such obligations arise before or after such interest is acquired. 

11 C. T o the extent that the parries have a security interest under the Uni fo rm Commercial Code of the state in which 

12 the Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured parr) under thc Code. 

13 Thc bringing of a suit and the obtaining of judgment by a parry for the secured indebtedness shall not be deemed an 

14 election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In 

15 addition, upon default by any parry in the payment of its share of expenses, interest or fees, or upon thc improper use of 

16 funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 

17 f rom the purchaser thc proceeds from thc sale of such defaulting parry's share of Oil and Gas until thc amount owed by 

18 such party, plus interest, has been received, and shall have the r ight to offset thc amount owed against the proceeds f r o m 

19 the sale of such defaulting party's share of Oi l and Gas. A l l purchasers of production may rely on a notification of default 

20 f rom rhc non-defaulting parry or parries stating thc amount due as a result of the default, and all parties waive any 

21 recourse available against purchasers for releasing production proceeds as provided in this paragraph. 

22 D. I f any parry fails to pay its share of expense within one hundred-twenty (120) days after rendition of a statement 

23 therefor by Operator the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid 

24 amount in thc proportion that the interest of each such parry bears to the interest of all such parties The amount paid 

25 by each parry so paying its share of the unpaid amount shall be secured by thc liens and security rights described in this 

26 paragraph 3 and in thc Operating Agreement, and each paying party may independently pursue an) remedy available 

27 under thc Operating Agreement or otherwise. 

28 E. I f any party does not perform all of its obligations under this agreement or the Operating Agreement, and the 

29 failure to perform subjects such party to foreclosure or execution proceedings pursuant to the provisions of this 

30 agreement or thc Operating Agreement, to thc extent allowed by governing law, the defaulting parry waives any 

31 available right of redemption f rom and after thc date of judgment, any required valuation or appraisement of the 

32 mortgaged or secured property prior to sale, any available r ight to stay execution or to require a marshalling of assets 

33 and any required bond in the event a receiver is appointed, l n addition, to the extent permitted by applicable law, each 

"A parry hereby grants to thc other parties a power of sale 2s to any property that is subject to the lien and security rights 

) granrcd hereunder or under the Operating Agreement, such power to be exercised in thc manner provided by applicable 

36 law or otherwise in a commercially reasonable manner and upon reasonable notice. 

37 F. The lien and security interest granted by this paragraph 3 supplements identical rights granted under the 

38 Operating Agreement. 

39 G. To thc extent permitted by applicable law, Non-Operators agree that Operator may invoke or utilize the 

40 mechanics' or materialmen's lien law of thc state in which the Contract Area is situated in order to secure the payment 

41 to Operator of any sum due under this agreement and the Operating Agreement for services performed or materials 

42 supplied by Operator. 

43 H . The above described security wi l l be financed at thc wellhead of thc well or weils located on the Contract Area 2nd 

44 this Recording Supplement may be filed in the land records in thc County or Parish in which the Contract Area is 

45 located, and as a financing statement in all recording offices required under the Uni fo rm Commercial Code or other 

46 applicable state statutes to perfect thc above-described security interest, and any party hereto may file a continuation 

47 statement as necessary under the Uniform Commercial Code, or other state laws. 

48 4. This agreement shall be effective as of the date of the Operating Agreemcnr as above recited. UpDn termination of 

49 this agreement and thc Operating Agreement and the satisfaction of al l obligations thereunder. Operator is authorized to fi le 

50 of record in all necessary recording offices a notice of termination, 2nd each party hereto agrees to execute such a notice of 

51 termination as to Operator's interest, upon the request of Operator, if Operator has complied with all of its financial 

52 obligations. 

53 5. This agreement and the Operating Agreement shall be b inding upon and shall inure to the benefit of the parties 

54 hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, Transfer or 

55 other disposition shall be made by any parry of any interest in thc Leases or Interests subject hereto except as expressly 

56 permitted under tne Operating Agrecmenr and, if permitted, shall be made expressly subject to this agrecmvnt and the 

57 Operating Agreement and without prejudice to the rights of the other parties If the transfer is permitted, rhe assignee of an 

58 ownership interest in any Oil and Gas Lease shal! be deemed a parry to this agreement and the Operating Agreement as to 

59 the interest assigned from and after thc effective date of thc transfer of ownership; provided, however, that the other parties 

60 shall not be required to recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder unti l 

61 thirry (30) days after they have received a copy of the instrument of transfer or other satisfactory evidence thereof in wr i t ing 

62 from the transferor or transferee. No assignment or other disposition of interest by a parry shall relieve such party of 

63 obligations previously incurred by such parry under this agreement or thc Operating Agreement with respect to thc interest 

64 transferred, including without limitation the obligation of a parry to pay all costs attributable to an operation conducted under 

65 this agreement and thc Operating Agreement in which such parry has agreed to participate prior to making such assignment, 

66 and the lien and security interest granted by Article VII.B. of the Operating Agreement and hereby shall continue to burden 

~* thc interest transferred to secure payment of any such obligations. 

3 6. In the event of a conflict between the terms and provisions of this agreement and the terms and provisions of the 

69 Operating Agreement, then, as between the parties, thc terms and provisions of the Operating Agreement shall control. 

70 7. This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

71 executed by such Non-Operator and Operator notwithstanding that this agreement is nor then or thereafter executed by all of 

72 the parties to which it is tendered or which are listed on Exhibit " A " as owning an interest in thc Contract Area or which 

73 own, in fact, an interest in the Contract Area, ln the even: that any provision herein is illegal or unenforceable, the 

74 remaining provisions shall not be affected, and shall be enforced as if the illegal or unenforceable provision did not appear herein. 


