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I ' OPERATING A G R E E M E N T 

3 THIS AGREEMENT, entered into by and Y. PENNZOIL COMPANY 

4 — _ _ _ _ _ _ hereinafter des£_tied _ _ 
5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to _ C S T _ _ T herein 
6 as "Non-Opera-.or", and collectively as "Non-Operators". 

7 
8 WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the bad _ s r _ i _ b 
I I Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these and/or oil and gas mteresa ior the 
12 production of o.i and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 

17 DEFINITIONS 
18 

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

20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous h^droc—ixjcs 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is speri__Dv satei 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts cf land 
23 lying within the: Contract Area which are owned by the parties to this agreement. 

24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land tying wi_ia the 
25 Contract Area which are owned by parties to this agreement. 

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

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

28 -e described in Exhibit " A " . 

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

30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as es_blish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The te-ms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share cr the est of 
34 any operation conducted under the provisions of this agreement. 
35 H. The tiarns "Non-Drilling Party" and "Non-Consenting Party" shall mean a parry who elects not to partidpEe 

36 in a proposed operation. 

37 
38 Unless ths context otherwise clearly indicates, words used in the singular include the plural, the plural fcdudes the 

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

40 
41 ARTICLE I I . 

42 _ EXHIBITS 
5? ' 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 C£ A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 D5 B. Exhibit " B " , Form of Lease. 

52 C5 C. Exhibit "C" , Accounting Procedure. 
53 12 D. Exhibit " D " , Insurance. 
54 G E. Exhibit "E" , Gas Balancing Agreement. 
55 CX F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities. 

57 If any provision of any exhibit, except Exhibits " E " _ES___, is inconsistent with any provision contained —.tie bcxiT 
58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 

1 
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1 ARTICLE I I I . 

2 INTERESTS OF PARTIES 

3 
4 A. Oil and Gas Interests: 
5 

6 If any pany owns an oil and gas interest in the Contract Area, that interest shall be treated for aU purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the ervner thereof 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 
10 B. Interests of Parties in Costs and Production: 

11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement ' K bofu-
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall aiso own all production of oil and gas from the Contract Area subject tD the 
15 payment of royalties to the extent nf O n e - e i q h t f i ( 1 / 8 t h ) which shall be borne as here__t_ set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due aac 
18 payable, each party entitled to receive a share of production of oil and gas from the Con aaa Area shall bear and shall par or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove aad hoid the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalry owner should demand aac 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalry burden a__ut_»le to 
23 such higher price. 
24 

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

26 

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

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to my royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article __>. , suds party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harn_ss from anv 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 
34 D. Subsequently Created Interests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable our c: prccjctioc 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth b Exhibit " A " , cc 
38 was not disdosei in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acxarwledeed and 
39 accepted obligation of ail parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of thi 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinsfter referred 

41 to as "burdened party"), and: 

42 

*S}3 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parries, a l or a portico 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assez.-r.en: ar.dbr 
45 production free and clear of said subsequently created interest and the burdened pany shall indemnify and save said other parrv. 
46 or partis, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article \ H 3 . shaj be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest cf 

51 the burdened pany. 

52 
53 ARTICLE IV. 
54 TITLES 

55 
56 A. Title Examination: 
57 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or. if 
59 the Drilling Parlies so request, title examination shall be made on the leases and/or oil and gas interests included, or plana ec ts be iac'ud-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, rcyahy. overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each parry contributing leases inifcr ar.d 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including lec-er- tease starts 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession c-:' or 
64 made available to Operator by the parties, but necessary' for the examination of the title, shall be obtained by Operator. Operator shail 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be r-raisbeTto e_h party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 
68 
69 

• Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (inducing preliminary. s^pt-L_3ec_: 
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided '—. E.irh-rbTr*"C" 
and shall not W a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 
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ARTICLE r v 
continued 

1 DC Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for a i t examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order tide opinions; shall be borne bv the Dr_irsg Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 '• -
7 Each part;' shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or dec—rations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

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

11 
12 No well shall be drilled on the Contract Area until after (1) the tide to the drillsite or drilling unit has been exaor.ur:ed as above 
13 provided, and | i M — — — — — — — — — P — t i t l e has been accepted by all of the parties who are to par-
14 ticipate in the drilling of the well. 
15 

16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results ia a 
19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ornery (90) davs 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to aU rem—a~mg oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or mcmTed, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of die interest which has 
27 been lost, but tlie interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the utle failure will thereafter be reduced in trie Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on die Contract Area is 
31 increased by retson of the title failure, the party whose utle has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable diereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the ride which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the parry or parties 
36 who bore the CDSts which are so refunded; . 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and. 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend tide to its interest and bear aS expenses in 

41 connection therewith. 

42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rent—, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest there— tern—utes, 
^ 5 there shall be no monetary liability against the parry who failed to make such payment. Unless the parry who failed to make the required 
46 payment secure; a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment. 
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with n interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who iaSed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of sua interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously dr—ed 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 

55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas ther«after produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, ^ 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any parry who is, or becomes, die owner of the interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. ^ 

62 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shaD be joinflosses 

64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the rem—rung prjroon of 

65 the Contract Area. f • 

66 , . - - - - v 
67 . . ; • ' . . 
68 : ;-•'-! -
69 ~ ~T 
70 

-3-
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1 ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation and Responsibilities of Operator: 

6 PENNZOIL COMPANY : shall bexbe 
7 Operator oi the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as i ~ """«1 
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanEke maimer, bat s shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may rescfe from gross 

10 negligence or willful misconduct. 

11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

/ 

1 3 

1 . Resignation or Removal of Operator: Operator may res ign a t any t i r e by o i v i - c 
w r i t t en not ice thereof to Non-Operators, I f Operator terminates i t s leca". ex is tence, 
no longer owns an in te res t hereunder in the Contract Area, or i s no longer capable 
of serving as Operator, Operator shal l be deemed to have resigned wi thout any ac t i cn 
by Non-Operators, except the se lect ion of a successor. Operator may be removed at 
the e lec t ion of Non-Operator i f i t f a i l s or refuses to carry out i t s dut ies hsre'.ncer 
or becomes inso lvent , bankrupt or i s placed in receivership or fo r any reason cu t -
l i ned in A r t i c l e XV.E. Such res ignat ion or removal sha l l not become e f f e c t i v e u r f ' l 
7:00 o 'c lock A.M. on the f i r s t day of the calendar month fo l l ow ing the exo i ra t io r . c f 
ninety (93) days a f te r the g iv ing of not ice of res ignat ion by Operator c r ac t ion 
by the Won-Operators to remove Operator, unless a successor Operator has been selecte 
and assumes the duties of Operator at an e a r l i e r date. Operator, a f t e r e f f e c t i v e cat 
of res ignat ion or removal, shal l be bound by the terms hereof as a ' ion-Operator. .-. 
change of a corporate name or s t ructure of Operator or t rans fe r of Operator 's i n te re 
to any s ingle subs id iary , parent or successor corporat ion shal l not be the basis fo r 
removal of Operator. 

2. Select ion of Successor Operator: Upon the res ignat ion or removal of Operator, 
a successor Operator shal l be selected by the pa r t i es . The successor Operator sr. = ".l 
be selected from the par t ies owning an i n te res t in the Contract Area a t the t i r e suc'r 
successor Operator is selected. The successor Operator sha l l be selectee" by the 
a f f i rma t i ve vote of one (1) or more par t ies owning a major i ty i n t e r e s t based on 
ownership as shown on Exhib i t "A" remaining a f te r excluding the vc t ing i n t e r e s t o f 
the Operator that was removed. 

ARTICLE V I . 

DRILLING AND DEVELOPMENT 

42 rates in the are. and the rate of such charges shall be agreed upon by the parties in writing before drilling operauons are ccc3ner>ced, zad 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in antracts of in-

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

45 

46 

47 

48 

49 

50 

51 

52 A. Initial Well: 

53 

54 On or before the day of , 19^ , Operator shall commence the driTrrrig of a well for 

55 oil and gas at the following location: 

56 

57 6 6 0' FNL & 81Q' FEL Section 4.T17S-.R37E, N.M.P.M,, Lea County, New Kexico 
58 

60 and shall thereifter continue the drilling of the well wtth due diligence to a d e p t h S u f f i c i e n t t o a d e q u a t e l y t e s t 

6 1 the Strawn Formation or to a depth o f 1 1,500', whichever is the lesser depfth, 
62 >±£ 
63 ^ 
64 _ -IT 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impcscMl, is en-

66 countered.at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. /;.
<b^-^J>-^ 

67 •• I : . t 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of confining oO aad 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or forcuticra. which 
70 event Operatot shall be required to test only the formation or formations to which this agreement may apply. 
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ARTICLE V I 

continued 

1:. in Operator's judgment, the well will not produce oil or gas tn paying quantities, and it wishes to plug and ab.r-.ioa the 
Veil as a dry hole, the provisions of Article Vl.E.l. shall thereafter apply. 

B. Subsequent Operations: 

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other man the well provided 
for in Article Vl.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jomdy owned by aU 
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the nodes 
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
limited to forty eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
the period abov e fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
response given by telephone shall be promptly confirmed in writing. 

If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of aU par
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete tide ex
amination or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Artide XL. if the 
actual operatior. has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
if any party her-no still desires to conduct said operation, written notice proposing same must be resubmitted to die other parties in accor
dance with the provisions hereof as if no prior proposal had been made. 

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VLB.1. or VHD.1. (Option 
No. 2) elects ne t to participate in the proposed operation, then, in order to be entided to the benefits of this Article, the party or parties 
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
the notice period of thirty (30) days (or as prompdy as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shaD perform all 
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con
senting Parties, when conducting operations on the Contract Area pursuant to this Artide V1.B.2., shall comply with all terms and con
ditions of this agreement. 

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par
ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties' interests, and 
failure to advise the proposing party shall be deemed an election £ 8 * ^ fe^ \ V ^ e e v e m a doffing rig is on location, the time permitted for 
such a response: shall not exceed a total of forty-eight (48) hours («•»«—m. of Saturday, Sunday and legal holidays). The proposing party, 
at its election, may withdraw such proposal if there is insufficient participation and shall prompdy notify aU parties of such decision. 

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates invorved.in such 
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location, ar then-
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro
ducer of oil anc/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost-ixl risk. 

-5 
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1 and the weli sh;il then be turned over to Operator and shall be operated by it at the expense and for the account of the Censer.cr.g Par-
2 tie. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well bv Cccser.tinE Partia 
3 in accordance with the provisions of this Article, each Non-Consenting Pany shall be deemed to have relinquished to Cocsesiang Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the wefl. or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalry, overriding royalry and other in-
7 terests not excepted by Article HI.D. payable out of or measured by the production from such well accruing with respect to such in teres 

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

9 

10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond tbe wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of « r h such 
14 Non-Consentin{: Party's share of the cost of operation of the well commencing with first production and continuing until «<-h such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Noo-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Conseating 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (h) 300 % 0 { that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and cocapieting, 
22 after deducting iny cash contributions received under Article VU1.C., and _^00_% 0 f ^at ponton 0 { the rxtst of newly accuired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Ncm-Consenting PUTT if it had 

24 participated therein. 

25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election aot to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of tbe costs of 
33 the reworking o:- plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 placable as betw xn said Consenting Parties in said well. 
36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of rjrochictiot>, or the 

40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

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

42 dele ffl.D. 

43 

44 

\ ) ' 

46 In the cas: of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged: and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for a£ such equip-

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

50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the wefl, and an 
55 itemized staterrent of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for prodtiction; or, at hs 
56 option, the ope-ating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of rnoathfy bill-
57 ings. Each morth thereafter, during the time the Consenting Parties are being reimbursed as provided above, the parry ccrxiucring the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and Eabucies in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from tlie sale of the well's working interest production during the preceding month. In determining the quantity of 63 tad gas 
61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such'operation 
63 which would h.sve been owned by a Non-Consenting Party had it partidpated therein shall be credited against the total unreturced costs 
64 of the work do-ie and of the equipment purchased in determining when the interest of such Non-Consenting Party shall reverrto h as 
65 above provided: and if there is a credit balance, it shall be paid to such Non-Consenting Pany. • • • 
66 < 3 T ~ ^ 
67 . . , :' V " \ 

68 • *; ! " | 

69 '• 7° '". 
70 -

6 
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1 L' and when the Consenting Parties recover from a Non-Consenting Party's'relinquished interest the arr.our.:s pre 

2 the reiinquishec interests of such Non-Consenting Pany shall automatically reven to it, and, from and after such reve 
3 Consenting Parry shall own the same interest in such well, the material and equipment in or pertaining thereto, and ae prccuctico 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepsnne or peggiaj 
5 back of said wel.. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the fm ibet <-r«r* of 
6 the operation o: said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 *unless such Non-Consenting Party n o t i f i e s Operator, w i t h i n t h i r t y (30) days a f t e r 
8 the date o f such recoupment, o f i t s . e l e c t i o n NOT to back-in to such w e l l , i n which 
8 case such NonTConsentihg Party shal l have no fu r the r r i gh t s or ob t iqa t ions i n t h 
9 respect to said well unless and until a proposal is made to plug back or deepen said 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no weSs -j 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is produces. rr^V^ w 4 | 

12 w'ell conforms tD the then-existing well spacing pattern for such source of supply. 

13 

14 

15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well cfesenbed is Artide VLA. 
17 except (a) as to Article VTI.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such jar i i l we3 
18 after it has been drilled to the depth specified in Article VLA. if it shall thereafter prove to be a dry hole or, if initially cotapieied ior pro-

19 duction, ceases to produce in paying quantities. 

20 

21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all resa bar- bees 
24 completed, and the results chereof furnished to the parties, stand-by costs incurred pending response to a party's notice prorrv-g a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of che drilling or oeepen-
26 ing operation ju;;t completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, wiacbrrer 
27 first occurs, and prior to agreement as to the participating interests of aU Consenting Parties pursuant to the terms of the sfgnrv' gram-
28 matical paragraph of Article VLB .2, shall be charged to and borne as part of the proposed operation, but if the proposal is scb^segy.-rfc 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parries in the prouurJut: 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of aU Consenting Far-

31 ties. 
32 

33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" coeratica shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change th; COGIXC hoie 
37 location (hereir. called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not owa an interest ia the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportions; share ,<equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as foGows: 
41 
42 
43 
44 (a) If the Droposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual ccsts iocrrred in 
<$5 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis ct the weT/s 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, deterrruned in aarcrtiaace -*i-± the 

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

52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal houdays; provided, however, any parry may recaest a=d 
57 receive up to ei^ht (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying foraS! 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the ; 
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each eSertiaa- par-
60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the ejecting parties. Et zB ocber ht-

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

62 T. 
63 
64 
65 C. TAKING PRODUCTION IN KIND: 

66 
67 Each party shall take in kind or separately dispose of its proportionate' share of all oil and gas produced froea rie Cc^tract Area. 
68 exclusive of production which may be used in development and producing operations and in preparing and treating o3 z=>d pes for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or ser^tecSsocetticr. by Z=T 
70 party of its prcportionate share of the production shall be borne by such pany. Any party taking its shire of prc^ucticc ir. cbc shal be 



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

ARTICLE M 
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1 required to pa;- ior oni\ its proportionate share of such part of Operator's surface laciiities which it uses. 

2 

3 Each pany shall execute such division orders and contracts as may be necessary for the sale of ia interest in ~ c _ f r o n t 

4 the Contract Area, and, except as provided in Article VI1.B., shall be entitled to receive payment directly from the purchaser thereof Wx 
5 its share of all production. 
6 
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its prcporticnate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party ownir.z rc but not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-tak=se rsrtv ax the 

10 best price obta:nable in the area for such production. Any such purchase or sale by Operator shall be subject alwavs tc the rizht of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all oil net rreviocsrr 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reascnar.e r^erircs of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines 2nd. or 
17 deliveries whiei on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of totil sss si!es tc 
18 be allocated to t, the balancing or accounting between the respective accounts of the parties shall be in accordance with aay ps balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 
20 

21 D. Access tc Contract Area and Information: 
22 

23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations. 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, indudine Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or repot >s filed with 
26 governmental agendes, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand c che tirst of 
27 ejeh month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Ares. Pr.* erst of 
28 gathering and furnishing information to Non-Operator, other than that spedfied above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
3 2 Any 
33 1. Abandonment of Dry Holes: ft'PH'in iiywiiwi •^aEM»naps«B^aa«mwwMB*aB^BatMsMWBB weU whkh has been 
34 drilled or deepened under the terrns of this agreement and is proposed to be completed as a,drv hole shall not be cluesec ar_i arrar-iocied 

u rn • wop ftW^^Pated.. tfie , a n m n q thereof. v * *--*--«=ea 
35 without the consent of all paruesf^hould Operator, aner diligent enort, be unable to ebntacrany party, or should any partv tali tc reply 
36 within forty-dght (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to c'.-£ md abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and irandcaec in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who partiripated in the cost of crulnts rr ceerer-ng 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the we3 and cor.iu.rt rurther 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation his beet crsd-j—ed 
43 hereunder for which the Consenting Parties have not been fully rdmbursed as herein provided, any well which has beer; crrr.r'r.rd as a 
4̂ - "producer shall not be plugged and abandoned without the consent of all_ parties. If all parties consent to such abandonment ± e wel shall 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties r.srr.ri. If. -=itrtrs 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandcnrr.er.: rf st:cr; w=v. 
47 those wishing to continue its operation from the interval's) of the formation(s) then open to production shal] tender :o ear: c: the ether 
4S parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the rrc-.-isirtts c: 
49 Exhibit "C", lxs the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandcnir.2 parrr sr_il issicr: 
50 the nor.-abandoning parties, without warranty, express or impb'ed. as to title or as to quantity, or fitness for use o: the errrr-rr.se: and 
51 materia], all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. b-j: cniy i> :o. the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is cr ir.d-id-ss an c-2 and 
53 gas interest, su± pany shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the -:erv.L cc in-
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oii ani rr £zs b rro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form jr t jchri a Exhibit 56 
57 
5S 
59 
60 
61 
62 
63 
64 
65 
66 
67 
6.S 

69 
~0 
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1 " E T h e assigrments or leases so limited shall encompass the "drilling unit" upon which the weli is located. Tne pa-.-rr.er.ts r-..ar.d -_-.e 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship ot their respective percentage c: paruripi-rr. in the 
3 Contract Area tc the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 

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

10 well. Upon proposed abandonment of the producing intervals) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3- Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or V1.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no wel shal be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein bave been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Artide 
18 VIE. 
19 
20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability oi Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the L:ens granted 
27 among the parties in Article ^TI.B. are given to secure only the debts of each severally. It is not the intention of the paries tc create, nor 
28 shall this agreemait be construed as creating, a mining or other partnership or assodation, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 
32 Each Non-Gperator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security irteres: in i s share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit " C \ To the extent that Operator has a security interest under the Uniiorm Commerdal Code cf the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing o: a suit anc the ob-
36 taining of judgment by Operator for the secured indebtedness shall no: be deemed an election of remedies or otherwise affect th; lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the paymer.: o: its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a l i i ; lien 
41 and security inte'est to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 

Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the prcporticn that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to tbtair. 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 

49 
50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the d;veictrr;en: 
51 and operation of "lie Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 donate shares upjn the expense basis provided in Exhibit "C". Operator shall keep an accurate record cf the joint account hereunder, 
53 showing expense; incurred and charges and credits made and received. 
54 
55 Operator, at its election, shall have the right from time to time to demand and recdve from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estirr.ne within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tit; arrtocnt 
61 due shall bear intjrest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances ar.d i c r j i ! ex-

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

63 
64 D. Limitation of Expenditures: 
65 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any wei; drilled or deepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall induce: • 
68 

69 
70 
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1 L_ Option Na. 1: Al! necessary expenditures for the drilling or deepening, testing, completing ar.c ecuippine of tie *el_ s d u i s u 

2 "necessary tankage and/or surface facilities. 

3 

4 DT Option No. 2: AU necessary' expenditures for the drilling or deepening and testing of the well. When such weT. has reached i s 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give '—r—^r~r'r notice 
6 to the Non-Op;rators who have the right to participate in the' completion costs. The parties receiving such notice hart fcrrv-eLEh: 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the coccpietion ai-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of •w efl. in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above *^» n 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less thaa aU or the parties. 
11 eiect to set pip: and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepeniag or pluggiae 
12 back" as contaned in Article VLB.2. shall be deemed to include "completing")shall apply to the operations thereafter ccocUcted by '»-^ 

13 than all parties. 

14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged bade except a we2 reworked or 
16 plugged back parsuant to the provisions of Article V1.B.2. of this agreement. Consent to the reworking or plugging back d a wea 
17 include aU necessary expenditures in conducting such operations and completing and equipping of said welL inducing necessary taokase 

18 and/or surface facilities. 

19 
• f i 20 3. Other Operations: Without the consent of all parties. Operator shall not undertake anv single project reasoaar'rr <*̂ -<»-» »-> 

21 to require an expenditure m excess nf Twenty Thousand Dollars & n o / 1 0 0 ~ - r y ^ ; s 20,000.00 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting. or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case oi explosion, fire, flocd or ether sudd-en 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergeacr to the ocher 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operaror so reqaesditg 
27 an information copy thereof for any single project costing in excess of Ten Thousand D o l l a r s & n o / 1 0 0 
28 Dollars ($ 1 0 ,000 . 00 ) but less than the amount first set forth above in this paragraph. 
29 

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

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of aay lease ^ 1 be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and hare con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payrrjents fhr and oa 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments- Ix the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty-through mistake or oversight wrare such pszv-
37 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance «ith the pro-

38 visions of Article IV.B.2. 

39 

40 Operator :;hall notify Non-Operator of the antidpated completion of a shut-in gas well, or the shutting in or retum -J: rraraicticc 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity r^rrnired bv 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so acofv 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in ~eH psytc=ent 

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

45 
46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxaioc. aU p.-cpeitv 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay aU such taxes assessed therecr. before they 
50 become delinquent. Prior to Lhe rendition date, each Non-Operator shall furnish Operator information as to burdens tc indues, bat net 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by strch Xcn-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess rr .£des. over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the beneS: of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the bene£: cc" su-rb redruc-
55 tion. If the ad valorem taxes are based in whole or in pan upon separate valuations of each parry's working interest, then ncriitrtstzrxSng 
56 anything to the contrary herdn, charges to the joint account shall be made and paid by the parties hereto in acrrordarxre with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of aU tai payments ta 

58 the manner provided in Exhibit "C" . 

59 

60 W Operator considers any tax assessment improper, Operator may. at its discretion, protest within the time and manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest trier uni! deter 
62 mination. During the pendency of administrative or judical proceedings. Operator may elect to pay. under protest, ali such taxes msd any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Oper3tor shall pay the tax :"rr the vein: 20 
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against Lhe parties, and Se ra.d ry hSem. a> 
65 provided in Exhibit "C" . _ 
66 -
67 Each part" shall pay or cause to be paid all production, severance, exdse, gathering and other taxes impesed ure- c -icr respect to 
6S the production or handling of such party"s share of oil and/or gas produced under the terms o( this agreement. 
69 
70 
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ARTICLE M I 
continued 

I G. Insurance: 

2 

3 At all tines while operations are conducted hereunder. Operator shall comply with the workmen's ct)mpensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer ior liability unoer said com -
5 pensation laws n which event the only charge that shall be made to the joint account shall be as provided in Exhibit " C " . Operator shall 
6 also carry or provide insurance (or the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's condensation 

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

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

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

12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The lease;, covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whoie 

19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the ether parries do net 
22 agree or consert thereto, the party desiring to surrender shall assign, without express or implied warranty of title, afl of hs interest ia 
23 such lease, or Dortion thereof, and any well, material and equipment which may be located thereon and any rights is production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning parry is or includes an oil and gas in-
25 ter est. the assigning party shall execute and deliver to the parry or parties not consenting to such surrender an oil and gas covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Fxhibit " B " . Upon such assignment or lease, the assigning party shall be reEeved fron al* 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operatica c i aay weU 
29 attributable the'eto, and the assigning party shall have no further interest in the assigned or leased premises and its equipeten; aad prc-
30 duction other than the royalties retained in any lease made under the terms of this Article. The parry assignee or lessee pav to the 
31 pany assignor cr lessor the reasonable salvage value of the latter's interest in any wells and equipment anributable to the assgasc or Jeas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the esritaated cos? cf 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

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

35 

36 Any assignment, lease or surrender made under this provision shall not reduce of change the assignor's, lessee's or surreederirs 

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

38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and prc-Kscsis o: this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 

43 lf any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be ncriiied rrcrr.p-Jy. ar.d 
4̂4 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, i-isofar as such lease affects lands within the Contract Area, by paying to the party who acquired it the.- several proper prrr 
46 portionate shar:s of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in preccrticn to the 

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

48 

49 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage o; participation the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase o: such renewal £zse. 

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

53 
54 Each partv who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquirirg party. 

56 

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

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

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

60 tracted for mor: than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease ar.d shall net be subject to 

61 the provisions D( this agreement. -~ 

o2 

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

64 
65 C. Acreage or Cash Contributions: _ 
66 
67 While thi:; agreement is in force, if any party contracts for a contribution of cash towards the drilling cf a weli or any ether 
68 operation on the Contract Area, such contribution shal! be paid to the party who conducted the drilling or other operatic*-, ar.d shal be 
69 applit-d bv it agiinst the cost of such drilling or other operation. If the contribution be in the form of acreage, the parr. :o »hrrr; the cor.-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the ~occroor^ 
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ARTICLE V I I I 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent txxslc«i_ be 
2 governed by pro\ isions identical to this agreement. Each party shall prompdy notify all other parties of any acreage or cash cr^~buriccs 
3 it may obtain in support of any well or any other operation on the Contract Area. Tne above provisions shall also be appacahre s> cc-
4 tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced here=aoer. sach 
7 consideration shall not be deemed a contribution as contemplated in this Article VH1.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this **n~—vr"_ no 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and ia weTa. 
13 equipment and production unless such disposition covers either: 
14 
15 1. the entire interest of the pany in all leases and equipment and production; or 
16 
17 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any pany shall be made expressly subject to this asrreeasest 

20 and shall be mace without prejudice to the right of the other parties. 

21 
22 If, at any time the interest of any pany is divided among and owned by four or more co-owners. Operator, at in i i - n 
23 require such co-c wners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive {ar 
24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owrjers of such 
25 party's interest within the scope of the operations embraced in this agreement; however, aU such co-owners shall have the l i c i t tr> 
26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced froea the Cccaracr 

27 Area and they shall have tbe right to receive, separately, payment of the sale proceeds thereof. 

28 

29 E. Waiver of Rights to Partition: 

30 
31 If permittee by the laws of the state or states in which the property covered hereby is located, each party bereso owaiaj an 
32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalrr its xtr^rrioed 
33 interest therein. 
34 
35 p ^ ^ M ^ ^ ^ t ^ ^ ^ . J i ^ ^ ^ K 
36 
37 . i ^ S i ' . e u l j a'.y f i . i j eVii.'t te t i l l •-!• n L.:; <r..>. u.' iu l.v.trm.j unci., i l . l j - B . U. i . j ' '. '_ 1 _ Z _ . » 
38 Area7n^rT2TTT>«ctinth|give written notice to the other parties, with full information concerning its proposed sale, u ^ - - che 
39 name and addres; of theprosprreii^Turchaser (who must be ready, willing and able to pnrrhi^pyrh^nttr^-r r^nrt. aad aS ether terras 
40 of the offer. The other parties shall then have~aTTT)f<iaaaj_gra right, for a period_2[j«*"£W7aays after receipt of the Dotibe. ta parehase 
41 on the same terms and conditions the interest which the other^Zg-gea^gseTio sell; and, if this optional right is exercised. ± e r^irchas-
42 ing parties shall share the purchased interest in th j a>^*ofoons that the interest"oi~cse£4Karsto the total interest of aU purcrtasati par-
43 ties. However, there shall beno^pseferSnTjalright to purchase in those cases where any parrywIsTra^i_rr^rtea&e hs interests, cr to 
4^ .dispose of itsimyswHrrTmerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subs3c"i*u"T«*»icr̂  

46 
47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or arc assoiieiaa 
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereirnd-er are several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal ->—>->» r r T 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects ta be extended 
54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code ot 195-L zs per-
55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized aad »i za ec-
56 ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Trezstrrr of the 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, staterneats. 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected Etve further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be rectrired- "rv the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such pany shall give any notices or ">•» anv ccher 
61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which e r O . - . : jet 
62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " . C~—-—=~ 1. 
63 Subtitle " A " , ol the Internal Revenue Code of 1954, under which an election similar to that provided by Section "61 of the Code's rer-
64 mined, each party hereby affected shall make such election as may be permitted or required by such laws. In making the T"--; t*c-
65 tion. each such party states that the income derived by such party from operations hereunder can be adequately determined — - i ~ the 
66 computation of partnership taxable income. -—-

67 • . • 
68 • ' . 
69 
70 
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1 ARTICLE X. 

2 ' - CLAIMS AND LAWSUITS 

3 
4 Operator mav settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed. 

Ten Thousand Dollars & no/.IOQ TVJ;,~ 
6 (1 "1 0 . 0 0 0 . 00 ) and if the payment is in complete settlement of such claim or suit. I I the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, imUt such authority is 
8 delegated to Operator. AU costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the r ' T " ex-
9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any parry or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as anv other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 
17 If any parry is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 the obbgation :o make money payments, that party shaU give to aU other parties prompt written notice of the force majeure with 
19 reasonably fuU particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 
20 majeure, shall lie suspended during, but no longer than, the continuance of the force majeure. The affected parry shall use all reasonable 

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

22 
23 The requirement that any force majeure shall be remedied with aU reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handed shaU be entirely 

25 within the discretion of the party concerned. 

26 

27 The t,;rm "force majeure", as here employed, shaU mean an aa of God, strike, lockout, or other industrkl disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental celav, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, vbich is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 
35 AU notice; authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shaU be given in writing by mail or telegram, postage or charges prepaid, or by teiex or telecopier ar.d addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give anv notice ia 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shaU be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Earn partv 

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

42 

43 ARTICLE X I I I . 

044 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject heretc for the 
47 period of time selected below; provided, however, no party hereto shal! ever be construed as having any right, title or interest in cr to anv 

48 lease or oi! anc gas interest contributed by any other party beyond the term of this agreement. 

49 
50 LJ Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to ar.\ part 
51 of the Contrac Area, whether by production, extension, renewal or otherwise. 
52 
53 E Option No. 2: In the event the well described in Article VI.A., or any subsequent weU drilled under any provision cr this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of days from cessation of aU production: provided. 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deeper.-
57 ing. plugging back, testing or attempting to complete a weU or wells hereunder, this agreement shal! continue in force until such opera-
5S tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the ever.; the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no otheT weU is produhr.E. cr capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging hack or rework-
61 ing operations are commenced within 90 days from the date of abandonment of said well. 
62 3 ~ 
63 It is agreed, however, that the termination of this agreement shal! not relieve any party here:o from anv UabUirv which has 
64 accrued or attached prior to the date of such termination. 
65 _ T r , 
66 ' - \ 
67 ' 

68 _ 

70 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulations and Orders: 

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or
dinances, rules, regulations, and orders. 

B. Governing Law: 

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-pen'orasaace. breach, 
remedies, procec ures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of NFW MFXTr.O 
shall govern. 

C. Regulatory Agencies: 

Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights, 
privileges, or obligations which Non-Operators may have under, federal or state laws or under rules, regulations or orders promulgated 
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of welis. on tracts offset
ting or adjacent to the Contract Area. 

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, rfc/im* 
and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrea intervention or 
application, together with interest and penalties thereon owing by Operator as a result of such incorrea interpretation or application. 

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax A a 
of 1980", as sane may be amended from time to time ("Aa") , and any valid regulations or rules which may be issued by the Treasury 
Department from time to time pursuant to said Aa. Each pany hereto agrees to furnish any and all certifications or other irifoniution 
which is required to be furnished by said Aa in a timely manner and in sufficient detail to permit compliance with said Act. 

ARTICLE XV. 

OTHER PROVISIONS 

A. In the performance of work under this Agreement, Operator agrees to comply 
with all cf the provisions of Section 202 (1) to (7) inclusive, to Executive 
Order 11246 (30 F.R. 12319), which is set out on attached Exhibit "F". For the 
purposes cf this Agreement, i t shall be assumed that the reference in Exhibit "F" 
•to Contractor" shall refer to Operator hereunder. 

B. SurpKs material and equipment from the Unit Area which in the judgment of 
Operator is not necessary for the development and operation thereof, may be sold by 
Operator to any of the parties hereto or to others for the benefit of all parties 
hereto, or may be divided in kind between such parties. Proper charges and credits 
shall be made by Operator as provided in the Accounting Procedure. The provisions 
of this paragraph shall not apply to any single item of surplus material or equipmen 
with an original cost in excess of Five Thousand and No/100 Dollars. (S5,000.00) 

C. Notwithstanding any language set out in Article VI(B)(2) to the contrary, each 
Non-Conserting Party to a reworking operation on a well conducted pursuant to said 
Article VI(B)(2) shall, upon commencement of such operation, be deemed to have 
relinquished to Consenting Parties, and the Consenting Parties shall own and be 
entitled to receive, in proportion to their respective interests, all of such 
Non-Conserting Party's interest in the well, its leasehold operating rightsiand shar 
of production therefrom, only insofar as the interval or intervals of the formation 
or formations which are being reworked and to which such Non-Consenting Parity does 
not desire to join in the reworking thereof, until the proceeds or market value 
thereof (c.fter deducting production taxes, royalty, overriding royalty and-Tother 
interests payable out of or measured by interval or intervals of the formation or 
formations, which are subject to said reworking operations occurring with_re.spect to 
such interest until i t reverts) shall equal the total of those certain costs' as 
further described in Sub-paragraphs (a) and (b) of the third grammatical-paragraph 
under said Article VI(B) (2). ;- 1 -•• 
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D. TUBULAR GOODS: Notwithstanding any provisions contained herein to 
the contrary, i t is agreed and understood that during such tires as 
major supply stores are charging out-of-stock prices, Operator shall, 
when furnishing tubular goods for the account of Non-Operator, price 
such "ubular goods to Non-Operator on the same basis. Operator shall 
add to mill base the same percentage as major supply stores are adding 
for out-of-stock prices on the date that, tubular goods are moved from 
stock inventory. Provided further, that should Operator be required to 
purchase Eastern mill price tubular goods shall be charged to the joint 
account based upon Eastern mill price plus freight and out-of-stock 
price fee. 

Non-Operator shall have the right to furnish Us proportionate share 
of al" tubular goods required for drilling the Test Well as well as any 
other wells which may be drilled under the terms of the agreement. 
Should Non-Operator elect to furnish its proportionate share of tubular 
goods in kind, Operator reserves the right to inspect such tubular goods 
and reject same should i t not satisfy Operator's inspection. Operator 
will not unreasonably withhold acceptance of any tubular goods offered. 

E. The duties of the Operator for which its failure or refusal to carry 
shall give rise to its removal "as referenced in Article V.B.I shall 
include the following acts or omissions: 

a. Failure to keep adequate records as a prudent Operator; 

b. Failure to furnish daily drilling reports and copies of logs 
and other test data as soon as practicable to Non-Operator(s) 
and failure to notify Non-Operator(s) in advance of any 
logging, coring, testing or similar operations of the same 
when such failure is not the result of mere error or inadver
tence; 

c. Failure to promptly pay invoices of laborers or suppliers of 
labor, material and equipment (including drilling contracts) 
in the absence of a bona fide dispute between Operator and the 
person or persons furnishing the same; 

d. Allowing a lien filed by laborer, materialmen or a furnisher 
of labor, materials, equipment or services to remain against 
the property for more than thirty (30) days in the absence of 
a bona fide dispute between Operator and the party or parties 
filing the lien; 

e. Withholding information with respect to the Contract Area 
subject hereto which affects any Non-Operator's interest; or 

f. Conducting operations in a manner not consistent with 
standards of a prudent operator which materially affects 
Non-Operator(s). 

F. If the lien conferred in Article VII. B has been enforced, fer so** 
long as the affected party remains in default i t shall have n'o 
further access to the Contract Area or information obtained in 
connection with operations hereunder and shall not be entitled to 
vote on any matter hereunder. As to any proposed operation in which 
i t otherwise would have the right to participate, such party shall 
heve the right to be a Consenting Party therein only i f i t pays the 
amount i t is in default before the operation is commenced; otherwise 
i t automatically shall be deemed a Non-Consenting Party to that 
operation. 

G. The establishment, either voluntary or by order or rule of a State 
or Federal regulatory body, of a drilling or production unit for one 
well as to any sand, horizon or strata which includes all cr a 
portion of the Contract Area and other lands outside the Con-ract 
Area shall not serve to change the interests hereunder as tc the 
lands and/or depths covered hereby which are included in such a 
unit. Except for any prior liability which has accrued or attached 
hereunder, upon the unit operating agreement becoming effective on 
all parties hereto, i t shall be deemed to supersede this agreement 



bjt only during the term of the unit operating agreement and only as 
tD the particular sands, horizon, or strata of that portion of this 
Contract Area, or all of i t , subject thereto. This agreement shell 
continue in full force and effect in accordance with its terms as to 
all other lands and/or depths subject hereto. 

No party shall distribute any information or photographs concerning 
oaerations hereunder to the press or other media without the appro
val of all parties. In the event of an emergency involving exten
sive property damage, operations failure, loss of human l i f e or 
other clear emergency, Operator is deemed authorized to furnish such 
minimum, strictly factual information as is necessary to satisfy the 
legitimate public interest on the part of the press and duly con
stituted authorities i f time does not permit the obtaining of prior 
approval by the other parties, but Operator shall promptly advise 
the other parties of the information so furnished. Nothing herein 
contained shall preclude any party from making such disclosures as 
may be, in that party's sole judgment, required by any Federal or 
State law or regulation or by any stock exchange on which the shares 
of the party and/or its parent company are listed. 

If any well is proposed to "be drilled, deepened or sidetracked 
through and below any reservoir productive in paying quantities 
(herein defined as an amount of petroleum substances capable of 
being produced from a well sufficient to pay the costs of operation 
plus a reasonable profit) in the Contract Area and such well conforms 
to the then existing well spacing pattern for such a reservoir, any 
party having the right to participate therein may elect, within the 
time permitted for responding to such a notice, to participate in 

"the operation either (1) to the depth proposed or (2) only down to 
the base of any said reservoir i t specifies in its response to the 
notice (hereinafter called "Specified Depth"). I f a party so elects 
to limit its participation only down to a Specified Depth, i t shall 
be deemed a Consenting Party in the proposed operation down to the 
Specified Depth and a Non-Consenting Party subject to the applica
t'on of Article VI.B.2 in the proposed operation below the Specified 
Depth. Drilling the well to the deepest depth proposed and attempt
ing a completion below any Specified Depth shall have priority in 
the event of conflicting proposals. If the operation results in the 
well being plugged and abandoned as a dry hole after being drilled 
below any Specified Depth, each party participating only down to the 
Specified Depth shall be obligated only for its proportionate part 
of what otherwise would have been the plugging and abandoning ccsts 
of the well at the respective Specified Depth. If a party partic
ipating only down to a Specified Depth has proposed a completion 
attempt at or above that depth and, as a result of operations below 
that depth, the proposed completion is mechanically impossible or 
impracticable, promptly upon final determination of the hole's 
condition, the Drilling Parties responsible therefor shall reimburse 
the well bore owners precluded from said completion attempt for the 
actual costs paid by such owners in the drilling, deepening or. 
sidetracking operation. Thereafter that portion of the well bore 
and newly acquired equipment therein and thereon for which reitr.burse-
ment has been made shall be owned in its then condition by the 
reimbursing parties. 

This agreement is made subject to all the provisions of that certain 
Farmout Letter Agreement dated June 17, 1985, from The Estate of 
David Fasken to Pennzoil Company. It is understood and agreed that 
Pennzoil Company and The Superior Oil Company will pay, in the 
proportions set forth in Exhibit "A", all costs attributable to 
The Estate of David Fasken's interests in the initial test well 
provided for in Article VI-A. 

This agreement is made subject to all the provisions of that certain 
Farmout Letter Agreement dated June 4, 1985, from Amerind Oil Co., 
tc Pennzoil Company. It is understood and agreed that Pennzoil 
Company and The Superior Oil Company will pay, in the proportions 
set forth in Exhibit "A", all costs attributable to Amerind Oil 
Co.'s interest in the initial test well provided for in Article 
VI-A. 
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j . ARTICLE X V I . 

2 MISCELLANEOUS 

3 
4 This agreement shaU be binding upon and shall inure "to the benefit of the parties hereto and to their respective heirs, devisees, 

5 legal representatives, successors and assigns. 

6 

7 This instrjment may be executed in any number of counterparts, each of which shall be considered an original for aU purposes, 
g 
9 LN WITNESS WHEREOF, this agreement shall be effective as of _L9_th 0 f September 29 S5. 

10 
11 

1 2 O P E R A T O R 

13 

14 PENNZOIL COMPANŶ  / 
15 ^.r- !l (1 7 ^ 7 

1 7 ~ Michael bi McCullouah 

43 
44 
45 

Agent & Attorney-in-Fact 18 
19 
20 
21 

22 N O N - O P E R A T O R S 
23 
24 
25 THE SUPERIOR OIL COMPANY 
26 

27 

28 
By: 

By: 

29 
30 TXO PRODUCTION CORP. 
31 
32 
33 

34 
3 5 APCOT-FINADEL JOINT VENTURE, 
3 6 A GENERAL PARTNERSHIP 
37 
38 

39 
40 
4 1 SHELL WESTERN E&P INC. 
42 

By: 

By: 

4 6 ATLANTIC RICHFIELD COMPANY 
47 

By: 48 
49 
50 
5 1 TEXACO PRODUCING INC. 
52 

53 
54 

55 
56 

By: 

57 J. H. Van Zant I I fc 

59 *r 
6 0 Jeanne Van Zant Sanders ^~ 
61 ^ 

« J . R. McGinley, J r . T ~ 
6 4 

6 5 LANROY, INC. . . f ^ ~ - . > ; 
66 ' ; ; , V 



CLEROY, INC. 

By: 

SOHIO PETROLEUM COMPANY 

By: 

BLACK BEAR OIL & GAS CORP. 

By: 

Max W. Coll I I ; 

James N. Coll 

Charles H. Coll 

Jon F. Coll 

Harry A. Miller I I I 

Harry A. Mi Her, Jr. 

Margaret Ann Miller Carrico 

E. B. White, Jr. 

REBEL OIL COMPANY 

By: 

Fat Alston Ward 



EXHIBIT "A 

To be completed at a later date. 



(Attached hereto and made a„part of that certain Operating Agreement dated 9-10-8 
and between Pennzoil Company, as Operator, and The Superior Oil Company, et a l , as Non-

arm 342P, Paid-up Pri 

OIL & GAS LEASE 

perator 
Producer's 88—Producer's Revised 1981 New Mexico Form342P, Paid-up Printed and for sale by Hall-Poorbaugh Press, Roswell, N.M. 

THIS AG°EEWEN* made this Cay o 1 19 between . 

, (Post Offica Address) 

herein called lessor (whether one oi more) and lessee: 
1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and of the agreements of t h * lesaee 

herein contained, hereby grants, leases and lets exclusively unto lessee tor the purpose of investigating, exploring, prospecting, dri l l ing, and operating for and producing oil and gas. Injec
ting gas. waters, other fluids, and a r Into subsurface strata, laying pipe lines, storing oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, 

take care of, treat, process, store ar-d transport said minerals, the following described land in County, New Mexico, to-wit: 

Said land is estimated to comprise acres, whether It actually comprises more or less. 

2. Subiecttothe other provisions herein contained, this lease shall remain in force tor a term of O N E ( 1 ) years from this date (called "primary term") and as 
long thereafter as oil or gas is produced from said land or from land with which said land is pooled. 

3. Tne royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1 / H Of that produced and saved Irom said land, 
same to be delivered at the wells c to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance produced 

from said land and used off the premises or used In the manufacture o! gasoline or other products, the market value at the well of 1 / 4 of the gas used, 

provided that on gas sold on or off tne premises, the royalties shall be 1 / 4 of the amount realized from such sale; (c) and at any time when this lease Is 
not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is 
shut in, either before or after produ ction therefrom, then on or before 90 days after said well is shut In, and thereafter at annual intervals, lessee may pay or tender an advance ahut-in royalty 
equal ts S1.00 per net acre of lessors j as acreage then held under this lease by the party making such payment or tender, and so long as said shut-In royalty is paid or tendered, tlMs. leas*, 
shall not ter.ninate ar d it snail t e considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment s:-,ei: be paid or tendered 
to the party or parlies who at the time of such payment would be entitled to receive the royalties which would be paid under this lease If the well were in fact producing. The payment or 
tender ot royalties and shut-in royalties may be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but 
which is erroneous in whole or in part as to parties or amounts, shall nevertheless be sufficient to prevent termination o l this lease in the same manner as though a proper payment had been 
made If lessee shall correct such error within 30 days after lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together wi th such 
written instruments (or certified copies thereof) as are necessary to enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price 
established by the gas sales contra: ! entered into in good faith by lessee and gas purchaser for such term and under such conditions as are customary in the industry. "Pr ice" shall mean the 
net amount received by lessee afte- giving effect to applicable regulatory orders and after application ot any applicable price adjustments specified in such contract or regulatory orders. In 
the event lessee compresses, treats, purifies, or dehydrates such gas (whether on or off the leased premises) or transports Qas off the leased premises, lessee In computing royalty 
hereunder may deduct from such price a reasonable charge for each of such functions performed. 

4. This is a paid-up lease and le ssee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments 
hereunder in order to maintain this lease in force during the primary term; however, this provision Is not Intended to relieve lessee ot the obligation to pay royalties on actual production pur
suant to the provisions or Paragraph 3 hereof. 

5. Lessee Is hereby granted the ight and power, from time to time, to pool or combine this lease, the land covered by It or any part or horizon thereof with any other land, leases, mineral 
estates or parts thereof for the procuction ot oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the OII Conservation Division of the Energy and 
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall tile written 
unit designations in the county in which the premises.are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operationa 
on or production from any part of a i y such unit shall be considered tor all purposes, except the payment of royalty, as operations conducted upon or production from the land described in 
this lease. There shall be allocated 'o the land covered by this lease included In any such unit that portion ot the total production of pooled minerals from wells in the unit, after deducting any 
used in lease or unit operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surtace acres in the unit. The production so 
allocated shall be considered for al purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and in
cluded in said unit in the same manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by 
lessee by recording an appropriate instrument in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said u n i t 

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drill ing or reworking thereon, this lease 
shall remain in force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional 
well or wells, and if they result in the production of oil or gas, so long therafter as oil or gas Is produced from said land. If, after the expiration ot the primary term, atl wel ls upon said land 
should become incapable of produ:ing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any 
drilling, additional drill ing, or reweking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder. 

7. Lessee shall have free use of oi l , gas and water from said land, except water from lessor's wells and tanks, lor all operations hereunder, and the royalty shall be computed after deduc
ting an.- so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to 
draw s ?-emove all casing. When required by lessor, lessee wil l bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) 
of any^s idence or barn now on sa d land without lessor's consent. Lessor shafl have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside 
lights in tne principal dwelling the eon, out of any surplus gas not needed for operations hereunder. 

8. The rignts of either party here jnder may be assigned in whole or in part and the provisions hereof snail extend to their heirs, executors, administrators, successors and assigns; but no 
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-In royalties, however accomplished shall operate to enlarge the obligations or diminish the 
rights of lessee: and no such cnanje or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mall at lessee's principal place of 
business with acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. It any such change in ownership occurs through the death of the 
owner, lessee may. a: its option. par or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee 
has been furnished with evidence satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, 
relieve and ciscnarge lessee of any obligations hereunder and, if lessee or assignee ot part or pans hereof shall fail or make default in the payment of the proportionate part of royalty or shut-
in royalty aue from such lessee or assignee or fail to compiy with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said landa upon which 
lessee or any assignee therof shal properly comply or make such payments. 

9. Should lessee be prevented t o r n complying with any express or implied covenant ot this lease, or from conducting drill ing or reworking operations hereunder, or from producing oil or 
gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of 
govermentmental authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable tor failure to comply therewith; and this lease shall be extended while 
and so long as lessee is prevented By any such cause Irom conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented snail 
not oe counted against lessee, anything in tnis lease to the contrary notwithstanding. 

fO Lessor hereby warrants and agrees to defend the title to said land and agrees that lessee at its option may discharge any tax. mortgage or other lien upon said land, and In the event 
lessee does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without Impairment of 
lessee's rights under the warranty, f this lease covers a less Interest in the oil or gas in all or any part ot said land than the entire and undivided fee simple estate (whether lessor's Interest is 
herein specified or not) then the ro> alties, shut-in royalty, and other payments, If any, accruing from any part as to which this lease covers less than such full Interest, shall be paid only in Ihe 
proportion wheh the interest therei-i, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parlies named above as lessors 
fail to execute this lease, It shall nevertheless be binding upon the party or parties executing the same. 

11 Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors, and assigns by delivering 
or mailing a release thereof to the lessor, or by placing a release thereof of record In the county in which said land is situated; thereupon lessee shall be relieved from all obligations, express
ed or implied, of this agreement as to acreage so surrendered, and therafter the shut-In royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby ia reduc
ed by said release or releases. 

E>e:i;:ec' the day and yea' first Jbove written. 
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EXHIBIT " C " 

Attached to and made a part of that certain Operating Agreement 
dated September 10, 1985, by and between Pennzoil Company. 
as Operator, and The Superior Oil Company, et al. as Non-
Operators 

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

I. GENERAL PROVISIONS 

1. Definitions 

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

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

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

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean 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 operat
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or - t ier 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operators employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

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

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

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each mor.th.ly billing 
to reflect advances received from the Non-Operators. t h i r t y (30) 
•£ach Non-Opera ter shali pay its proportion of all bills within MBBMPEB? days after ̂ receipt. If payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of flHBBiBBaM per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs ir. connection with 
the collection of unpaid amounts. o v e r p r i r n e interest rate of Chase Manhattan 

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

5. Audits 
A. Non-Operator, jpon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 o: this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which wil l result in a minimum of inconvenience to the Opera
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under ether sec
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached certains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Ncr-Op-era-
tors. 



I I . DIRECT CHARGES 

Operator Shall charge the Joint Account with the following items: 
1. Rentals and Royalties 

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

2. Labor 

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

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, oension. re
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operators labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator'« actual 
cost not to exceed n o p u m M m . percent most recently recommended of the Council of 

4. Material Petroleum Accountants Societies of America. 

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

5. Transportation 

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

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance from the nearest reliable rucply store, 
recognized ba::ge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Part.es. 

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, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

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

6. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. ii of Section I I I . The cost of professional consultant services and con
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di
rectly engaged or: the Joint Property shall not be charged to the Joint Account unless previously agreed io by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8<fi) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 7A 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. 

8. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because cf dam
ages 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 loises 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment c: judgments 
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. A l l 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. 

— 2 — 



10. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint P.-or-e.-.v. t h e opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit cf the 
Parties. 

11. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work
men's Compensation and/or Employers Liability under the respective state's 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. 

12. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section U, or in Section IEL 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

III. 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 Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses cf 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 IE unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional constiltant 
services and contract services of technical personnel directly employed on the Joint Property shall ( X) shall 
not ( ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 
Drilling Well Rate $ 5,500.00 
Producing Well Rate $ 550.00 

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

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and :errninate on 
the date the drilling or completion rig is released, whichever is later, except that nc charge shall 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

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

[3] Charges for wells undergoing any type of workover or recompletion ior a period cf five (5) con
secutive 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, commence through date c: rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

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

[2] Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date cf the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult i 
plying the rate currently in use by the percentage increase or decrease in the average weekly earrings 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 Fields Produc
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, cr the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall 'De 
the rates currently in use, plus or minus the computed adjustment. 
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(1) Operator shall charge the Joint Account at the following rates: ^^^"^ 

(a) Development ^ ^ ^ ^ 

Percent ( %) of the cost of Development of the Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating ' ^^""^ 

Percent ( %) of the cost of Operatin^>h<Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvaje^efedits, the value of injected substances purchased 
for secondary recovery and all taxes and asse ŝHrents which are levied, assessed and paid upon the .min
eral interest in and to the Joint Properjyr'^'^ 

(2) AppUcation of Overhead - Percentjge^Basis shall be as follows: 
For the purpose of determinh^--rmarges on a percentage basis under Paragraph IB of this Section UL, de
velopment shall include>ir^osts in connection with drilling, redrilling, deepening or any remedial opera
tions on any or alL>*elIs involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary nTpptfparation for drilling and expenditures incurred in abandoning when the well is not com-
pletedaiv-rfproducer, and original cost of construction or installation of fixed assets, the expansion of fixed 
ajsetsand any other project clearly discernible as a fixed asset, except Major Construction as defined in 

.^-^Paragraph 2 of this Section I I I . A l l other 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 ex
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the J Dint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $ 25,000.00 . 

A. 5 % of total costs if such costs are more than $25,000.00 but less than S 100,000.00 • ph^ 
B. 3 % of total costs in excess of $ 100.000.00 but less than $1,000,000; plus 
C. 2 % 0 f total costs in excess of $1,000,000. 

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

3. Amendment of Rates 

The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma
terial movements affecting the Joint Property. Operator shall provide all Material-for use on the Joint Property; how
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera
tor shall be agreed to by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

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

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced at Lhe current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

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

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

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section TV. 

(2) Material moved from the Joint Property 
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section TV, 

if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A c: tr.is Se;t:;r. 
IV, if Material was originally charged to the Joint Account as good used Material at sever.-. . -:;-. e per
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para
graph 2A. of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 

All other Material, including junk, shall be priced at a value commensurate with its use'or a: prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced or a basis comparable with that of items normally used for such other purpose. Operator mav dis
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

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 tc bv 
the Parties. Such price should result in the Joint Account being charged with the value of the service ren
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15c) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section EL 

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
price of newr 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 fer use, 
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material 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. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days befcre any inven-

Mory 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 

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

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

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



(ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT BY AND BETWEEN 
PENNZOIL COMPANY AS OPERATOR AND THE SUPERIOR OIL COMPANY, ET AL, AS 

NON-OPERATORS, DATED SEPTEMBER 10, 1985 

EXHIBIT "D" 

INSURANCE 

Operator shall carry Workmen's Compensation and Employer's Liability 
Insurance in full compliance with the Workmen's Compensation laws of the 
particular state where the work is being performed. 

Operator siall require all contractors engaged in operations on the contract 
premises to carry Workmen's Compensation and Employer's Liability Insurance 
in full compliance with the Workmen's Compensation laws of the state where 
the work is being performed and to maintain such other insurance as Operator 
may require. 

Operator shall not be obligated to provide any other insurance for the joint 
account of the parties hereto. Any party may, at its own expense, acquire 
such other insurance as i t deems proper to protect itself against any claims, 
losses, damages, or destructions arising out of operations of the contract 
premises. 
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EXHIBIT "E" 

Attached to and made a part of Operating Agreement dated 
September 10, 1985 by and between Pennzoil Company, as Operator, 

and The Superior Oil Company, et al, as Non-Operators) 

GAS BALANCING AGREEMENT 

The parties to the Operating Agreement to which this gas storage agreement is attached 
own the working interest in the gas rights underlying the Unit Area covered by such 
agreement in accordance with the percentages of participation as set forth in Exhibit 
"A" to the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party thereto has the 
right to take -'ts share of gas produced from the Unit Area and market the same. In the 
event any of the parties hereto is not able to market its share of gas or has contracted 
to sell its share of gas produced from the Unit Area to a purchaser which is unable at 
any time while this agreement is in effect to take the share of gas attributable to the 
interest of such party, the terms of this storage agreement shall automatically become 
effective. 

During the period or periods when any party hereto has no market for its share of gas 
produced from the Unit Area, or its purchaser is unable to take its share of gas pro
duced from the Unit, the other parties shall be entitled to produce each month one 
hundred percent (100%) of the allowable gas production assigned to such Unit by the 
regulatory body having jurisdiction and shall be entitled to take and deliver to i t s or 
their purchaser all of such gas production; however, no party shall be entitled to take 
or deliver to a purchaser gas production in excess of three hundred (300*) of its 
current share of either the volumes capable of being delivered or the allowable gas 
production i f assigned thereto by the regulatory body having jurisdiction unless that 
party has gas in storage. All parties hereto shall share in and own the liquid hydro
carbons recovered from such gas by lease equipment in accordance with their respective 
interest and subject to the Operating Agreement to which this gas storage is attached, 
but the party or parties taking such gas shall own all of the gas delivered to i t s or 
their purchaser. Each party unable to market its share of the gas produced shall be 
credited with gas in storage equal to its share of the gas produced under this agree
ment, less its share of gas used in lease operations, vented or lost. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. The 
Operator will maintain a current account of the gas balance between the parties and wi l l 
furnish all parties hereto monthly statements showing the total quantity of gas taken 
and/or sold by each party and the monthly and accumulative over and under delivered of 
each party. 

Each party producing and/or delivering gas to its purchaser shall pay any and a l l 
production taxes due on such gas. 

At all times while gas is produced from the Unit Area, each party hereto will make 
settlement with the respective royalty owners to whom they are each accountable, just as 
i f each party were taking or delivering to a purchaser its share, and its share only, of 
such gas production. Each party hereto agrees to hold each other party harmless* from 
any and all claims for royalty payments asserted by royalty owners to whom each party is 
accountable. 

After notice tc the Operator, any party at any time may begin taking or delivering to 
its purchaser -ts share of the gas produced from the Unit Area. In addition to its 
share, each party, including the Operator, until i t has recovered its gas in storage and 
balanced the gas account as to its interest, shall be entitled to take or deliver to a 
purchaser a volume of gas equal to f i f t y percent (50%) of the overproduced party or 
parties' share of gas produced from the Unit Area. I f two or more parties are entitled 
to f i f t y percent (50%) of the overproduced party or parties' share of gas produced, they 
shall divide such f i f t y percent (50%) in accordance with their percentage of participa
tion in the Unit. 

Should production of gas be discontinued before the gas account is balanced, a r.onetary 
settlement will be made between the underproduced and overproduced parties. In making 
such settlement, each overproduced party shall remit to the operator an amount of money 
that such party received for its overproduction, less taxes theretofore paid, for a 
volume of gas equal to its overproduction. As to gas sold in interstate commerce, the 
price basis shall be the rate collected, which is not subject to possible refund, as 
provided by the applicable regulatory authority pursuant to final order cr settlement 
applicable to the gas sold, plus any additional collected amount which is not ultimately 
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required by said authority to be refunded, such additional collected amount to be 
accounted for at such time as final determination is made with respect thereto. The 
Operator shall distribute the total of such amounts among the underproduced parties in 
the proportion that the underproduction of each bears to the underproduction of all 
parties. 

Nothing herein shall be construed to deny any party the right, from time to time, to 
produce and take or deliver to its purchaser the full well stream, for a period not to 
exceed seventy-:wo (72) hours to meet the deliverability test required by its purchaser. 
Each party shall, at all times, use its best efforts to regulate its takes and deliver
ies from said Unit so that said Unit will not be shut-in for overproducing the allowable 
or for cancellation of allowable because of underproducing the allowable assigned 
thereto by the state regulatory body. 

The provisions of this agreement shall be applied to each well and/or formation com
pletion as i f each well or formation completion were a separate well and covered by a 
separate but identical gas storage and balancing agreement and shall be and remain in 
force and effect for a term concurrent with the term of the Unit Operating Agreement 
between the parties. 

This agreement shall become effective in accordance with its terms and shall remain in 
force and effect as long as the Operating Agreement to which i t is attached remains in 
effect, and shall inure to the benefit of and be binding upon the parties hereto, their 
successors, legal representatives and assigns. 
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September 10, 1985, by and between Pennzoil Company,"as'Operator, 

FORMoi.39(2) a n c J The Superior Oil Company, et a l , as Non-Operators) 
SCHEDULE"C" 
EXHIBIT "F" 

EQUAL EMPLOYMENT, SAFETY AND HEALTH REQUIREMENTS 
AND CERTIFICATE OF COMPLIANCE 

It being understood that : (Company), 

may be a Govsrnment contractor as defined by law, and therefore required to obtain cert i f icat ion of compliance 

wi th certain applicable laws, orders, regulations and requirements promulgated by Federal and State authorities 

f rom vendors, ;uppliers, parties, contractors and subcontractors, (Contractor), w i th whom i t does business. 

Now, therefore, to ensure compliance w i th su'ch requirements and to direct attent ion to such laws, including 

but not l imited to Executive Orders 11245, 11701, 11458 and 11758 as they exist and are amended, 

as Contractor hereby agrees that the provisions set 
fo r th below which may be applicable to contracts and purchase orders between the parties shall, if applicable, apply 
to all such transactions, and certifies its compliance as fol lows: 

EQUAL EMPLOYMENT 

A. Equal Opportuni ty Clause (OFCC) (41 CFR §60-1.4) 

Except as otherwise provided, each nonexempt Government contract and modif icat ion shall include the fo l lowing 

equal oppor tuni ty clause: 

During t r e performance of this contract, Contractor agrees: 

(1) The Contractor wil l not discriminate against any employee or applicant for employment because 

of race, color, religion, sex, or national origin. The Contractor wi l l take aff irmative action to 

ensure that applicants are employed, and that employees are treated during employment, wi thout 

regard to their race, color, religion, sex, or national origin. Such action shall include, but not be 

l imited to the fo l lowing: Employment, upgrading, demot ion, or transfer, recruitment or 

recruitment advertising; layoff or terminat ion; rates of pay or other forms of compensation; and 

selection for training, including apprenticeship. The Contractor agrees to post in conspicuous 

places, available to employees and applicants for employment, notices to be provided by the 

contracting officer setting forth the provisions of this nondiscrimination clause. 

(2) The Contractor wi l l in all solicitations or advertisements for employees placed by or on behalf of 

the Contractor, state that all qualif ied applicants wi l l receive consideration for employment 

wi thout regard to race, color, religion, sex, or national origin. 

(3) The Contractor wil l send to each labor union or representative of workers w i th which he has a 

collective bargaining agreement or other contract or understanding, a notice to be provided by the 

agency contracting off icer, advising the labor union or workers' representative of the Contractor's 

commitments under section 202 of Executive Order 11246 of September 24, 1965, and shall post 

copies of the notice in conspicuous places available to employees and applicants for employment. 

(4) The Contractor wi l l comply wi th all provisions of Executive Order 11246 of September 24, 1965, 

and of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Contractor wi l l furnish all information and reports required by Executive Order 11246 of 

September 24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or 

pursuant thereto, and wi l l permit access to his books, records, and accounts by the contracting 

agency and the Secretary of Labor for purposes of investigation to ascertain compliance wi th such 

rules, regulations, and orders. 

(6) In the event of the Contractor's noncompliance wi th the nondiscrimination clauses of this contract 

or with any of such rules, regulations, or orders, this contract may be cancelled, terminated or 

suspended in whole or in part and the Contractor may be declared ineligible for further 

Government contracts in accordance with procedures authorized in Executive Order 11246 of 

September 24, 1965, and such other sanctions may be imposed and remedies invoked as provided 

in Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of the Secretary 

of Labor, or as otherwise provided by law. 

(7) The Contractor wi l l include the provisions of paragraphs (1) through (7) in every subcontract or 

purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued 

pursuant to section 204 of Executive Order 11246 of September 24, 1965, so that such provisions 

wi l l be binding upon each subcontractor or vendor. The Contractor wi l l take such action wi th 

respect to any subcontract or purchase order as the contracting agency may direct as a means of 

enforcing such provisions including sanctions for noncompliance: Provided, however. That in the 

event the Contractor becomes involved in, or is threatened w i th , l i t igation w i th a subcontractor or 

vendor as a result of such direction by the contracting agency, the Contractor may request the 

United States to enter into such l it igation to protect the interests of the United States. 

B. Reporting 

OFCC regulations (41 CFR §60-1.7) require that if you have f i f ty or more employees and have a 

contract or purchase order with Company amounting to S50.000 or more, you, as a Contractor wi th or a 

supslier to Company, may be required to file annually, on or before March' 3 1 , complete and accurate 

reports on Standard Form 100 (EEO-1) promulgated jo int ly by the Office of Federal Contract 

Cornpliance (OFCC), the Equal Employment Opportuni ty Commission (EEOC) and Plans for Progress. 

C. Cer:f ication of Nonsegregated Facilities 

To comply wi th obligations under the Equal Opportuni ty Clause, employers must ensure that employee 

facilities are provided in such a manner that segregation on the basis of race, color, religion or nationa' 

oricin cannot result. This obligation 141 CFR l: 60-1 .£# extends to ali contracts anc purcnase c c e r s 

r.-nnrainina the Eoua! Opportunity Ciajse. 



(6; Cooperate wi th the Contracting Officer in any studies and surveys of the Cont rac te 's r - ! - c ' -

business enterprises procedures and practices that tne Contracting Officer me. f rom t :~e tc t ~e 

conduct. 

(7) Submit periodic reports of subcontracting to known minor i ty business enterprises w i n respect to 

the records referred to in subparagraph (4), above, in such form and manner and at such time (r.ot 

more often than quarterly) as the Contracting Off icer may prescribe. 

b. The Contractor further agrees to insert, in any subcontract hereunder which may exceed S5O0.0CO, 

provisions which shall conform substantially to the language of this clause, including this paragraph (p), 

and to not i fy the Contracting Officer of the names of such subcontractors. 

EMPLOYMENT OF T H E HANDICAPPED 

A. Aff i rmat ive Act ion 

Wherever applicable, pursuant to Section 503 of the Vocational Rehabil i tat ion Act of 1973, Government procure

ment contracts or subcontracts in excess of $2,500 shall contain the fo l lowing provision for aff i rmative act ion: 

Employment of the Handicapped 

(This clause applies to all nonexempt contracts and subcontracts which exceed $2,500 as fol lows: (1) Part A applies 

to contracts and subcontracts which provide for performance in less than 90 days, (2) Parts A and E apply t o 

contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract c r 

subcontract is iess than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide fo r 

performance in 90 days or more and the amount of the contract or subcontract is S500,000 or more.) 

PART A 

(a) The Contractor wi l l not discriminate against any employee or applicant for employment because of 

physical or mental handicap in regard to any positions for which the employee or applicant fo r 

employment is qualif ied. The Contractor agrees to take aff i rmative action to employ, advance in 

employment and otherwise treat qualified handicapped individuals w i thou t discrimination based upon 

their physical or mental handicap in all employment practices such as the fo l lowing: employment , 

upgrading, demotion or transfer, recruitment or recruitment advertising; layof f or terminat ion, rates o f 

pay or other forms of compensation, and selection for training, including apprenticeship. 

(b) The Contractor agrees that, if a handicapped individual files a complaint w i th the Contractor that he is 

not complying with the requirements of the Act, he wi l l (1) investigate the complaint and take 

appropriate action consistent wi th the requirements of 20 CFR 741.29 and (2j maintain on fi le fo r three 

years, the record regarding the complaint and the actions taken. 

(c) The Contractor agrees that, if a handicapped individual files a complaint w i th the Department of Labor 

that he has not complied wi th the requirements of the Act , (1) he wil l cooperate wi th the Department in 

its investigation of the complaint, and (2) he wil l provide all pert inent in format ion regarding his 

employment practices wi th respect to the handicapped. 

(d) The Contractor agrees to comply wi th the rules and regulations of the Secretary o f Labor in 20 CFR Ch. 

V I , Part 721 . 

(e) In the event of the Contractor's noncompliance wi th the requirements of this clause, the contract may 

be terminated or suspended in whole or in part. 

(f) This ciause shall be included in all subcontracts over $2,500. 

PART B 

(g) The Contractor agrees (1) to establish an aff irmative action program, including appropriate p-ocec'jres 

consistent wi th tne guioelines and the rules of the Secretary of Labor, which wi l l provide the a-firmarive 

action regarding the employment and advancement of the handicapped required by P.L. 93-112, (2) to 

publish the program in his employee's or personnel handbook or otherwise distr ibute a ccpy to a'! 

personnel, (3! to review his program on or before March 31 of each year and to make such cnanges as 

may be appropriate, and (4) to designate one of his principal off icials to be responsible for the 

establishment and operation of the program. 

(h) The Contractor agrees to permit the examination by appropriate contracting agency off icials or t r e 

Assistant Secretary for Employment Standards or his designee, of pert inent books, documents, papers 

and records concerning his employment and advancement of the handicapped. 

(i) The Contractor agrees to post in conspicuous places, available to employees ar.d applicants for 

employment, notices in a form to be prescribed by the Assistant Secretary for Employment Standards, 

provided by the contracting off icer stating Contractor's obligation under the law to take aff irmative 

action to employ and advance in employment qualif ied handicapped employees and applicants fer 

employment and the rights and remedies available. 

(j) The Contractor wi l l not i fy each labor union or representative of workers w i th which he has a collective 

bargaining agreement or other contract understanding, that the Contractor is bound by me terms c ' 

Section 503 of the Rehabilitation Act, and is committed to take aff irmative action to err.o ;ov a _ d 

advance in employment physically and mentally handicapped individuals. 

PART C 

(k) The Contractor agrees to submit a copy of his aff irmative action program to the Assistant Secretary f c 

Employment Standards wi th in 90 days after the award to him of a contract or subcontract. 

(I) The Contractor agrees to submit a summary report to the Assistant Secretary for Employment 

Standards, by March 31 of each year during performance of the Contract, and Dy ', 'a'ch 31 pf v.e v e c 

f oii owing completion of the contract, in the form prescr.bed by tne Assistant Secrete",, c c . e - ' - r 

emp;o/ment and compia i r t experience, accomodations made and a : l steps taken to e-ectuete z~z c c 

out tr-e commitments set forth in the affirmative action program. 



(6) Cooperate with the Contracting Officer in any studies and surveys of the Contractor's minority 
business enterprises procedures and practices that the Contracting Officer may from time to time 
conduct. 

(7) Submit periodic reports of subcontracting to known minority business enterprises with respect to 
the records referred to in subparagraph (4), above, in such form and manner and at such time (not 
more often than quarterly) as the Contracting Officer may prescribe. 

b. The Contractor further agrees to insert, in any subcontract hereunder which may exceed $500,000, 
provisions which shall conform substantially to the language of this clause, including this paragraph (b), 
and to notify the Contracting Officer of the names of such subcontractors. 

EMPLOYMENT OF THE HANDICAPPED 

A, Affirmative Action 

Wherever applicable, pursuant to Section 503 of the Vocational Rehabilitation Act of 1973, Government procure
ment contracts or subcontracts in excess of $2,500 shall contain the following provision for affirmative action: 

Employment of the Handicapped 

(This clause applies to all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1) Part A applies 
to contracts and subcontracts which provide for performance in less than 90 days, (2) Parts A and B apply to 
contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract or 
subcontract is less than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for 
performance in 90 days or more and the amount of the contract or subcontract is $500,000 or more.) 

PART A 

(a) The Contractor will not discriminate against any employee or applicant for employment because of 
physical or mental handicap in regard to any positions for which the employee or applicant for 
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in 
employment and otherwise treat qualified handicapped individuals without discrimination based upon 
their physical or mental handicap in all employment practices such as the following: employment, 
upgrading, demotion or transfer, recruitment or recruitment advertising; layoff or termination, rates of 
pay or other forms of compensation, and selection for training, including apprenticeship. 

(b) The Contractor agrees that, if a handicapped individual files a complaint with the Contractor that he is 
not complying with the requirements of the Act, he will (1) investigate the complaint and take 
appropriate action consistent with the requirements of 20 CFR 741.29 and (2) maintain on file for three 
years, the record regarding the complaint and the actions taken. 

(c) The Contractor agrees that, if a handicapped individual files a complaint with the Department of Labor 
that he has not complied with the requirements of the Act, (1) he will cooperate with the Department in 
its in/estigation of the complaint, and (2) he will provide all pertinent information regarding his 
employment practices with respect to the handicapped. 

(d) The Contractor agrees to comply with the rules and regulations of the Secretary of Labor in 20 CFR Ch. 
V I , Part 721. 

(e) In the event of the Contractor's noncompliance with the requirements of this clause, the contract may 
be terminated or suspended in whole or in part. 

(f) This clause shall be included in all subcontracts over $2,500. 
% • PART B 

(g) The Contractor agrees (1) to establish an affirmative action program, including appropriate procedures 
consistent with the guidelines and the rules ot the Secretary of Labor, which will provide the affirmative 
action regarding the employment and advancement of the handicapped required by P.L. 93-112, (2) to 
publish the program in his employee's or personnel handbook or otherwise distribute a copy to all 
personnel, (3) to review his program on or before March 31 of each year and to make such changes as • 
may be appropriate, and (4) to designate one of his principal officials to be responsible for the 
establishment and operation of the program. 

(h) The Contractor agrees to permit the examination by appropriate contracting agency officials or the 
Assistant Secretary for Employment Standards or his designee, of pertinent books, documents, papers 
and records concerning his employment and advancement of the handicapped. 

(i) The Contractor agrees to post in conspicuous places, available to employees and applicants for 
employment, notices in a form to be prescribed by the Assistant Secretary for Employment Standards, 
provided by the contracting officer stating Contractor's obligation under the law to take affirmative 
action to employ and advance in employment qualified handicapped employees and applicants for 
employment and the rights and remedies available. 

(j) The Contractor will notify each labor union or representative of workers with which he has a collective 
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of 
Section 503 of the Rehabilitation Act, and is committed to take affirmative action to employ and 
advance in employment physically and mentally handicapped individuals. 

PART C 

(k) The Contractor agrees to submit a copy of his affirmative action program to the Assistant Secretary for 
Employment Standards within 90 days after the award to him of a contract or subcontract. 

(II The Contractor agrees to submit a summary report to the Assistant Secretary for Employment 
Standards, by March 31 of each year during performance of the Contract, and by March 31 of the year 
following completion of the contract, in the form prescribed by the Assistant Secretary, covering 
employment and complaint experience, accomodations made and all steps taken to effectuate and carry 
out the commitments set forth in the affirmative action ornoram 



OCCUPATIONAL SAFETY A N D H E A L T H ACT OF 1970 

Contractor hereby agrees to devote special attention to its responsibilities under the Occupational Safety a~d rea i th 

Act of 1970 (OSHA), as amended, and all rules and regulations promulgated thereunder, to assure so f a ' as ocss'b'e, 

safe and healthful working conditions. Observance of and compliance wi th the requirements thereo* s~a\- o i me 

responsibility of Contractor, w i thout reliance on, or superintendence of, or direct ion by Company. 

In addit ion to such responsibilities, i t being contemplated by the parties that Contractor wil l have exclusive, fu l l and ' 

complete power of control and supervision of the work performed pursuant to and during the term of this agree

ment. Contractor agrees that should any of its activities at Company's work place result in an occupational safety or 

health hazard, or change the work site so that i t is no longer in compliance wi th OSHA standards. Contractor assumes 

responsibility for and agrees to hold harmless and indemnify Company f rom any pecuniary loss resulting f rom any 

violat ion of OSHA, or any rules or regulations promulgated thereunder, including abatement, compliance, conse

quential loss, and fines and penalties. In order to fur ther promote and assure safe and healthful work ing condirions 

at the work site during the time Contractor has assumed exclusive, fu l l and complete power of contro l and super

vision, Contractor further agrees to advise and report to Company all condit ions hazardous to safety and health so 

that immediate action may be taken to provide safe and healthful work ing condi t ions; in the event that Contractor 

has knowledge of any such hazards and fails to report the same to Company, thereby preventing Company f rom 

taking remedial steps, then Contractor agrees to hold harmless and indemnify Company f rom any damages, fines or 

penalties occasioned by virture of such violat ion. Contractor shall advise Company of any investigation by safety and 

health inspectors of the work site under this contract and of the outcome thereof. 

CLEAN AIR A N D WATER CERTIF ICATIONS 

Wherever applicable, pursuant to 40 CFR § 30.420-1 and related Environmental Protection Agency {EPA) reg

ulations. Contractor agrees that, for all nonexempt grants, contracts, and subcontracts valued in excess or SIOO.OOO 

over a 12 month period or where work may be performed at facilities convicted of a Clean Ai r or Water Pollution 

Ac t violat ion, 

Contractor wil l comply wi th applicable federal pol lut ion laws and wi l l no t i f y the grantee or project off icer i f 

any of Contractor's facilities uti l ized in the performance of a nonexempt grant or subagreement has been listed or is 

under consideration to be listed on the EPA List of Violat ing Facilities in which case, to fur ther ensure compfiartce 

wi th federal pol lut ion laws and to meet required standards, the EPA may request that a grant, contract or subcon

tract be withheld for a period not to exceed 15 days. 

Contractor further agrees to include substantially similar stipulations tb those contained herein in every non-

exempt subagreement 

FAIR LABOR STANDARDS ACT 

Wherever applicable to work done pursuant to an agreement between Company and Contractor, Contractor 

agrees to abide by the hiring and employment provisions and applicable regulations and standards o f t h e Fair Labor 

Standards Act as i t exists or may be amended. 

Contractor further agrees and understands that a breach of the Certif ications contained herein may subject i t 

to the provisions of the Order of the Secretary of Labor at 41 CFR Chapter 60, dated May 28, 1969, and the 

provisions of the Equal Oppor tun i ty Clause enumerated in Executive Order 11246, as amended. 

Contractor further certifies that where necessary i t wi l l obtain identical cert i f ications f r om its contractors and 

subcontractors and not i fy its subcontractors of their responsibilities under Executive Order 11246, as amended. 

This Agreement and the Certifications herein wil l continue in effect if and so long as required by acplicable 

•laws. 

Dated this day of , 19 

WITNESSES: COMPANY — 

B y : _ 

T i t le : 

Whose Address is: 

WITNESSES: CONTRACTOR -

B y : _ 

Ti t le: 

Whose Address is: 


