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OPERATING AGREEMENT 

TUB AGREEMENT, entered" into by and OXY MSA Tnn [ 

, hereinafter nragnatrri and 
referred to at "'Overawe", and the ngrtanxy pert; « pertta odw th^ 
it "Non-Operator", and cofleenvtry at ''NoerOperaton''. 

WITNESSETH, j . 

WHEREAS, the parties to tha agreement are owners of oil and gas loses and/ojr, oil and gas buereui in the Und identified in 
Exhibit "A", and Ihe parte! hereto have reached an agreement to explore and develop these leases and/or oil and gat interests for tbe 
production of oil and gas to the .extent and as hereinafter provided* 

NOW, THEREFORE, h b agreed aa follows. 

ARTICLE I. 

DEFINITIONS 

Ai used in this agreement, the following words and terms thai have the meanings here ascribed to them: 
A. The term "oil and gat" shall mess aD, gas, casinghead gas, gai cono>nstte[;and t l other liquid or gaseous hydrocarbons 

and other marketable su burners produced therewith, unless aa intent to Hoot the nci[iivenen of misterm it specifically stated.. 
B. The ttrms "ai and gas least", "tease" and "leasehold" shall mean tlit o3 and gat {cases covering tracts of land 

lying within the Contract Area which are owned by the psrties to this agreement, j; \ 
C. The term "oil and gat Interests" shall mean unleased fee and mineral J interests in tracts of land lying within the 

Contract Area which art owned by parties m this agreenseM. ' • 
' D. The term "Contact Arn" ahaD nsaan t l c l th« lahde,aus^ 

developed and operated fair oi and gas purposes under this agreement- Such lands, oil and gas leasehold interests and oil and gat interests 
art' described in Exhibit "A". i . . . ! 

E. The term "driBbig unit" shall mean the area fixed for the drilling of one well by order or rait of any state or 
federal body having authority. If a drilling unit is not Axed by any such rule or order, a d ilhng unit vhafl be the drifing unit as establish­
ed by the pattern of drilling In the Contract Area or aa fixed by agnscment of the DriBmg Parties. 

F. The term "drlttjitt" thai mean tht oil and gat lease or interest on which a proposed wdl b|t» bt located. 
' , G. The terms "Drilling Party" and "Consenting INrty" tlisJ ir»M 

any operation conducted under the provisions c< th» agreement. !: ! 
, H. The terms "^-l)riumg Party" tail "Nan-Csrittirang Party" shall mean a party who elects not to participate 

ins proposed operation. I' 

Unless the context orhcrwlte clearly mdicatea. wordt used In the 
singular, and the neuter gender mdudet the mascuine and the lernimne. 

ARTTCLB IT. 

EXHIBrTJ 

singular:include tbe plural, the pktrai bctudes the 

The icaVrwing exhibits, at Indkated below and attached hereto, are Incorporated as and made a part hereof: 

(1) IdcndficatJoo of laadl subject to tMa aaswemoat, | 
(2) Restrictions, if any, aa. to depths, hnrutkm, or nihatanrrt, 
(3) Percentages or fractional interests of parties to this agreement, 
(4) Oil tod gat leasts tnd/or od and gas interests subject to this agreement, 
(3) Addresses oil parties tor notice purposes. 

R. Exhibit "B", Form of Usee. 
'C", AoMwnting ftocedure. {'' 
'D", mjoreooe. " t" 
'B", Gat Iwilartiing Agrtcsntot. 
'.'!"> Nonj3torranatV» and CertifkalJoo of .^Segregated FariHnp*. 
' 4 G'\ Tai Paftncrslup,' ! : ' 

If any provision of any exhibit, except Exhibits " E " and "G", it trrriitrstrjw with any provision 
of tilt sgrtemerjt, the provisoes la the body of tint agreement shall prevail :' 

LT 
to. 
B ti. Exhibit 

E. EtJnbit 
B F. Exhibrt 
• G. Exhibit 

ki 

1' 

Exhibit' 
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ARTICLE IH. 
INTERESTS OP PARTIES 

A. Oil end Gas Iottmtsi 

If any party owns aa oil and fat interest in the Contract Area, that interest shit! 
and during the term hereof as if it were corned by the form of oil and gai lease attached 
shall be deemed to own both the royalty Interest reserved in such lease and the i 

B. Interests of Parties In Coats nod Prodoctaoai 

. Unless changed by other provisions, al coats and liabilities incurred in opera&nt' 
paid, md ill equipoient and materials aojuired ia operations co the Contract Area shall be 
forth in Exhibit "A". In the stmt manner, the pertiei^snatfaWnwit all production of <a 
payment o( rovtltiti (n th» MM <4 oo«V-ytehth (1/6} 

• Regardless of which party baa cootribnted the leasefs) anttfor oat and gas 
payable, each piny entitled to receive a share of prooVsction of oil and gas from the 
cause to be paid « delivered, tr> the txteiit cl1 ro Interest m su* 
other parties free from any liability therefor. No party shall ever be responsible, however, 
by such party, to lay other party's lessor or royalty owner, and if say such other 
receive settlerrieu on a htgfatf p 
such higher price. 

Nothing rrmaiwd in this Article Q.B. shall be deemed an usignment or ciosssusigrunent of Interests covered hereby. 

C. Exeats Royalties, Overriding Royalties and Other Payments! 

leise Unless changed by other provisions. If the interest of any party in any 
overriding royalty, production payment or other burden on production in excess of the 
burdened shall assume and atone bear all such excess obligations and shaD issderntufy ant), 
and all claims and demands for payment asserted by owners of such excess burden 

O. Subsequently Created Interests. 

If any party should hereafter crease aa overriding royalty, production payment 
titributabb tola worlting it»»rtst Iweurider, or if to this 
was not ditcloJed ia writing to ill other parties prior to the tsecuoon ol thla sgretment 
accepted cWlgation of til parties (any such interest bring hereinafter referred to at 
timing of ia aesxion ttid the petty out of whose working interest the tubseqaentiy crested 
to is "burdened party**); snd. 

I. if the burdened party it required under that tgreemeol to assign or rtsuKjuisr̂  
of its worliing interest'iusdfcr t^ 
proditccica free tstd'ete 
or parties,'harrnt« zrora any end al dairnt and demands for payment ttterrje. 
and. 

rpany, 
rburdenefpecly 

be treated for all purposes of this agreement 
i hereto at Exhibit "B". and the owner thorjof 

of the lessee thereunder. 

.under this agreement shall be borne and 
owned, by tbe parties at their interests are set 
and gat from the Contract Area subject to the 
.which shall be borne as hereinafter set forth. 

intaesa>) hereto ,on which royalty is due and 
Area shall bear and shall pay or deliver, or 

mount stipulated hertinabdve and. jhiU hold.the 
', on t price basis higher than die price received 
't lessor or royalty owner should demand and 

the additional royalty burden attributable to 

Contract J 

pary 

covered hereby it subject to any royalty, 
imount stipulated in Article 1II.B., such party so 
hold the other parries hereto harmless from any 

or other burden payable out of production 
sireemem and it not set forth in Exhibit "A", or 
I fall parties, or »not t'ioimly seVnowtedged and 
[bserjncAdy created interest" irrespective of the 

interest;!*' derived being hereinafter referred 

to any other party, or parties, all or a portion 
or parties; shaB receive said assignment tndfor 

shall mrjemnify and save said other party, 
by owners 'of the subsequently created interest; 

2. If the burdened p«rtyl»«JsB pay, wlw 
esttoceable against the subsequently created Interest la the taint manner at they are enforceable against the working interest of 
the burdened party. 

ARTICLE TV. 

TITLES 

A. Title FTamlntfioaii 

Title osiaiiisatkai shall bt made on the driSsitt of any propoaed wtfl prior to ammmnmeat of drilling operatitbi or, U 
• .ti. rwriii.'!' Pawa. M ̂  "IMf f - « H 4 tf-a ̂  *- ~- •»—- -"P* 1 * f»****** '^'"fUl ar panned « jjt Inchid-
ed,'«'uif drilh^ imtf wil iocbtdt the owrserthlp of m t working interest, niinerala, royalty, k . „ 
.roytUy tiid jsrodtictsoii ptfjjnstBtj tttdcT int ̂ ptaDjalasltaiatt. At list ossst i wtR if props red, tech patty contrâ ung teato aod̂ C'tjal and 
r^mttreststotJittjri^cf'm 
reports), tide dpsntont, tide papers said mracitt rarttsHai its its pcaaeaskxi free oi charge jAU tuck insornittion not in the t c « U t of or 
ttiMM»'C*>eritor"tiy the partiea,'bi»t mimnfat S M M I I M I I I I ' I of the M , iBall.be tjWbksetl by (^vMr^p^W'tbill 
cause W W biijuja&tti i j Moratys oa 'its it** or i f oattide attorneys. Copies of lUi title ocantons thill be f u r n ^ i o p a r r y 

' nertto.'Tb costing <"?( i l~\ ) '.\ 

• OtKsoa No. I : Com Incurred fey Operaoi la fronting abatraca and utJe txaftriatiloo (aick»<Srtg presirrdr^,ist^g|gtal, 
shot̂ n gmTcfflt? opasiont and drvieibb order belt cfWona) shall ba a part of the adrat&ttatrft overhead at f 
and shall not bo a direct charge, whether pertonsttd by Operator*! sta* attccneys or )b) outside attorneys. 
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ABTICLEIV 
coouVnJcd 

8 Option No. 2: Cod* incurred by Operator in procuring abatracta and tea paid ouotdej ittocneyt for title examination 
(including pcebmlnsry, supplemental, shut-in gaa royalty opinions and division order tide opinions) shall be borne by the Drilling Parties 
in the proportion that the interest of each Drilling Party bears to the total interest of ail drilling forties as such imerests appear in Ex­
hibit "A". Operator shall make no charge for services rendered by its staff attorneys or other persMmelln the performance of the above 
unctions. . . ' ? ' ! . | . 

: i ..'I f 
Each parry shall be responsible for securing curative matter and poofing amendments or agreements required in connection 

with leases or oil and gas interests contributed by such party. Operator shaD be responsible-for the preparation and recording of pooling 
designations or declarations as well as the conduct of hearings before governmental agencies (or the)securing of spacing or pooling orders. 
This shall not prevent any party from appearing on its own behalf at any such hearing.' ; ' 

No weB shall be drilled on the Contract Area until after (1) the title to the drillsiiejx drilling unit has been examined at above 
provided, and (2) the title has been approved by the examining attorney or title hat been accepted by'ill of the parties who are to par­
ticipate in tbe drilling ofthe well. ; 

B. LoaiofT'tlei 

1. lailuit of Titles theuM »ny ail and gat iamttl aa laa«i i shoreus, be hut ihtough failitra ef titlw, which bat results i 

. jdrilled on the Contract Area it 
•itribu table to the increase m such in-
osts piud by it m connection with such 

reduction of interest from that shown on Exhibit "A", the party contributing the affected lease or interest shall have ninety (SO) days 
from final determination of title failure to acquire a new lease or other instrument airing the entirety 'of the tide failure, wmchstfquiil-
tion will not be subject to Article VJJI.B., and lafling to do so, this agreement, nevertheless, shiB continue in force as to all rmauning oil 
and gaa leases and interests; and, [ / 

(a) The party whose oil and gas tease or interest is affected by the title failure shall (tear alone the entire lots tpettt shaD not be 
entitled to recover front Operator or the other parties any development or operating costs which it may jiave theretofore paid or incurred, 
but there shall be no additional liability on its part to the other parties hereto by reason îuchjd de failure;/ 

(b) There shall be no retroective adjustment of expenses Incurred or revenues received'rrom tie operitioarof the mteresf which hat 
been lost, but the interests of the parries shall be revised on an acreage basis, as of the time it! it aWfrrmiedfifully that title failure has oc­
curred, so that the interest of the party whose lease or interest b affected by, the title hulufe wiH jherafttr be reduced in the Contract 
Area by the amount of the interest lost; \ / \ 

(c) If the proportionate Interest of the other parties hereto m any producing well 
increased by reason of the title, failure, the party whose title has failed shaD receive the pn 
teres); (lest costs and burdens attributable thereto) until it hat been reimbursed tor unreorn 
well; / 

(d) Should any person not a party to this agreement, who it determined to h/the owner of arty interest in the title which hat 
failed, pay in any manner any part of the cost of operation, development, or equivalent, such imount sljall be paid to the party or parties 
who bore the costs which are so rtfurided; / j 

(e) Any liability to account to t third party for prior production ô oil and gal which arises by reason of title failure shall be 
borne by the party or parties whose title failed in ihe same proportiooiiin which they shared injsuch prior production; and, 

(1) No charge shall be made to the joint account for legal expex*set, ices or salaries, in; cwmettion with the defense of the interest 
claimed try my party hems, it befog the intttrooe, of the putitibfceto that each shall extend tide lo its interest and bear all expenses in 
cmn'ectjon therewith. 

2.. Loss by Non-Payment or Erroneous Paymenytf Amount Due If, through mistake ot| oversight, any rental, shut-in well 
payment, minimum royalty or royalty payment, is gaf paid or is erroneously pad, and as t result a lease or interest therein terminates, 
there shall be no monetary liability agsinst the pasty who tailed to make such payment. Unless the party who failed to make the required 
payment secures a new lease covering the sarnymtemt within ninety (90) days from the discovery a) the; failure to make proper payment, 
which rgcflititioo will not be subject to AnaQe VULB,, the Interests of tbe parties siuB be revised on aa acreage basis, effective as of the 
date of termination pi the lease mvolved̂ and the party who failed to make proper payment trill no jongcr be credited with an interest in 
the Contract Area on account of owpaship of the lease or interest which has terminated, lit the event the party who taikd to make the 
required payment shall not have been hilly reimbursed, at the time of the lost, from the proceeds of the sale of oil and gas attriboubie to 
the tost Interest, calculated orya*et acreage basis, for ihe development and operating costs theretofore paid on account of such interest, it 
shall.be retmtmrsed for anytaittci actual coats theretofore paid by k (bul not for ia share of the cpst cf say dry hole previously drilled 
or wells previously sbapoorad) from to much of the following a* it necessary to effect reimburseroent 

(a) PfYsrstedt of*ca tod gat, teat operating expenses, theretofore accrued to the credit of the lost interest, on aa acreage basis, 
up to the runoun/of unrecovered coats; • ! 

(b) Proceeds, lest operating expenses, thereafter accrued attributable » the lost interest onltn acreage base, of that portion of 
oil and gss^erttfter rxoduced and marketed (excluding production from any wefts thereafter drilled) which, in the absence of such least 
terahjsjmo, would be sttributabte to the lost interest on m KFctgc basts, up to tht atsstaxnt of unjrtcorered costs, the proceeds of said 
portjpri of tha oS and gas to be contributed by the other parties in proportion to their respective interests; and, 
/ (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of thfinterest 

werti fee sha privilege al paxitipating i i the Cesstiwa Ami or heumiug a patty m this agtetratnr-

3. Other Loses: AH kntet incurred, other than those set farm ia Artldes 1V3.I. tad IV.B.2. above, shell he 
and ahal be borne by aS parties so proportion so. their, interests. There thai be i» readjustment of interests in the renaming 
tht Contract Area. 

Wtitto-i*******'* ire»N>w 
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1 ARTICLE V. 
2 OPERATOR 
3 ; . j 
4 A. Drtlgnstioa tad Rerrwtsibiiities of Operator! 

6 OXY USA I n c . J I' ! ' shdlbeth* 
7 Operator of me Contract Area, tod thai condua and dirtct and have full control of aO opcridooi on the Contract Arc* ts permitted and 
8 required by, and within the Hatha of this agreement. It shaD conduct all men operations in a good and wuiiuanltf manner, but it thai 
9 have no liability at Operator to tht other parties for losses sustained or liabilities incurW, exeepj such as may result bom groat 

10 negligence or willful rmsconduct. j j 

11 '. j ' 
12 B. Resignation or Removal of Operator and Selection of Successor: 
13 | : 
14 1. Resignation or Removal of Opera ton Operator may resign at any time by giving written notice thereof to ̂ kn-Operators. 
15 If 0|>erstor terminates its legal esjsterxe, n̂  
16 Operator, Operator shaB be deemed to have resigned without any action by r̂ -Orxrater*̂ <xccp< the selection of a successor. Operator 
17 may be removed if it tans or refuses to carry out its duties hereunder, or becomes insohentj bankrupt or it placed in receivership, by the 
18 ilfirmative voeeof two(2)or earn >fc«i-Opet*tm owning a raajce^ remaining 
19 after excluding the voting interest of Operator. Such reagnsrjon or removal stall not become effective until 7:00 o'clock AJsL on the 
20 first day of the calendar month follotiring the expiration of ninety $0) days after the giving of thotict of resigrtsticai by Operator or actioa 
21 by the NonOperators to remove Operate*, unlest t successor Cfieratc* 
22 date: Operator, after effective date of resignation or removal, shall be bound by the terras hereof si a NcaiOperator. A change of a cor-
23 poctte name or structure of Operator or transfer of fjperator'i interest to any single tMrjaacStry, parent or successor cut potation shall not 
24 be the hasit for removal of Operator. • ! \ 

25 I 1 I 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator,; a ssscejcstdr Operator shall be selected by 
~~ the parties. The nsrxraor Operator shall be selected from the partita owning an interest a the Contract Area at tht time scch sMcessor 

f W . u . L . I - n . - _ L _ M 1 I . _ J t _ J . . tttt ^ . — - « . ,1^ ' i J !^ . 28 Operator b selected. The successor Of̂ entcr thai be selected by the t^^ 
29 baaed on ownership as shown on rTxhibk "A"; provided, however, if an Operator which halt been removed fail* to voce or votes only to 
30 succeed itself, the successor Operator shag be selected by the affirmative vote of two (2) or more rwues owning a majority interest based 
31 on ownership at shown OA Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 

32 ! 1 

33 C. Employees: 
34 
33 The number of employees used by Operator in condtsctmg operations hereunder, their selection!, tod the hours of labor and the 
36 ccm perflation for services performed shall be dtttrnxlned by Operator, ind tB such employers srjtll.'pe tht tsnpfaytet of Operator. 
37 
38 D. Drilling Contracts! ! ! j 
39 I ; 
40 M wefitdriM on tht Contract Am slunte 
41 desires, Operator may employ hs own toots and ecjutpenent in the drilling of welt, but its charges therefor shall not exceed the prevailing 
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before deiBin̂  cjpciatiooa are cr»Tirn>Tire«l| and 
43 such work shaB be performed by Operator under the same terms and ccasdltions as are cuetornary tad usual In the area in contracts of so-
44 dependent contractors who are doing work of e similar nature. ! ' 
45 
46 ; 

i : 

47 
48 
49 ARTICLE VL 
50 DRILLING AND DITVEUDPMENT , i 
51 i :• 
32 A. Initial Wellt & ; : . 

Or.nrliA.nh. 1 s t Ay rl J n j y , 19.22_, Optftior ttttO cornrnence th* drll&ig of a w«a fsr 
55 oil and gaa at the bUowiag Irxatkav ' j j 

56 at Operator's choice i n either Section 8 or! 9, jTownship 19 South, 
57 Range 29 East, Eddy County, New Mexico ' ! ' 
» \ ! 
59 ; • , 
60 and shall thereafter continue the drilling of the wel whh due liiEgenct to t h e M o r r o w j 
61 '' ' ' 
62 
63 
6 4 j I 
63 toilets granite or other practically miperietrabie wbtrtnrf or coridlrion fat the bote, whirs* realm farther driflmg 
66 countered at I lesser depth, or unless all parties agree to cotnplrtc or abandon the weB ai a leaser depth. sgS 
67 ; , ! fi 
68 Opmtor shall make ntaotublt tests of tS krrnariocs eocrxjotered doring drilling whica gfojtctitaiioa 
69 gas in quantities sufficient to test, unless this agreetnent shaB be limited ia ki er̂ afcaticci to'a tftcBc ftaroaslon 
70 event Operator shaQ be required to test only the bxvcutkm oc farnttttoM 10 oWch (fait i^ttswtut 

XPP'T-
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ARTICLE VI 

U, In Operator's judgment, the well wig not product oil or fat hi paying quanrjties, arid It withes to plug ind 
weD t> a dry holt, the provitiau oi Article VLB.I. ihtll thereafter tpply. '' 1 

the 

B. Subsequent Opersriootl 

: Contra * 1- I*ropo»ed Operations: Should toy ptrty hereto desire to drill any wd on the ;< 
lor In Article VLA., or to rework, deepen or phij back a dry hole drilled at the joint expense of 
the parties and not then producing in paying quantities, the party desiring to drill, rework, deeper 
other parties written notice of the proposed operitiou, specifying tht work to be performed] the 
tion and the estimated cost of tbe operation. Tbe partita receiving such a notice shall hart 
within which to notify tht party wishing to do the work whether they elect to [participate in toe 
ing rig it on location, notice of a proposal to rework, pfug back or drill deeper may be given by 
limited to lorty-eight (48) hours, exclusive of Saturday, Sunday and legal holidayi. Failure of a 
the" period above fixed shall constitute an election 
response given by telephone shall be promptly oonfirmed in writing. \ 

sthiity 

tpary 

Area other than the well provided 
I parties or a weD jointly owned by aB 
or plug back such a vefl shtl give the 

cfa.fropoaedo t̂h.cijecnveitxrria-
(̂ 0) days after receipt of the rwtice 
of the proposed operation. H a drill-

and the itsrjonte period shell be 
iving such notice to reply within 
tweed operation. Any notice or 

coat 
td prune a 

If all parties elect to participate in such t proposed rjr̂ rttioo, Operator shall, within htotty p0)[<hr/» after ex?irition of tht Mtict 
period of thirty (30) days (or ai promptly aa possible after the expwatioa of the focty«ght (48) hoar period wintt a drilling rig is oa loca­
tion, u the case may be), actnaly commence the rjcctx>eed operation and cccnplete it with due dtllasac* at the risk and expense of all par­
ties hereto; provided, however, said corrwenctrtient date may be extended upon written rtotka of Wat by Operator to the other parties, 
(or a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional'tin* it reasooabfy necessary Co obtain 
permits from govemrrtental authorities, surltce rights (lrsclucung righttotWray) or itfropriate drilling ieqaiprnent, or to complete title ex-
iirrmatioii or curative matter required for tide approval or loaptance. Notwithsntnrfmg the farce ijrujfure provisions of Articlt XI, if tht 
actual operation has not been commenced within the time provided Oncnxhng any exiensirjn thereof as specifically rxrnrtted Istrein) and 
U any party hereto still desires to conduct said operation, written riorice r«opotag seme mutt be resubmitted to the other parties m accor­
dance with the provisions hereof at if no prior proposal bed been made. ! i 

2. Operations by list than Aa Parties: If any party receiving such notice ts provided d Article VXB.l. or VH.D.i. (Option 
No. 2) elects riM to participate m tht prop^ operation, then, in order to be entitled to tht benefits; of thai Article, the party or parties 
giving the rtotice tad such other parties it shell elect to participate in tht coerarion shall, within pinejty (90) dayt after tht txraration of 
*»not i«pr^of thirty (30)c^ 
on locttttja, at the ckst tony be) attuefly ccatutittace the pttspoeed orsoitioo tad cctrspltst ii with due dfilgtxscc. C*ptTstor shall rsaforni all 
week aw tht ttxxniM of the Coastst^ 
a hkm-Ctnstntjng rVtor, lite 
tion fcv the ttxsuM of the Conseadr̂  
anting Pansts, whea ensdracs^ 
ditions of this agreement. | 

. H lest than al parties approve any proposed cferatloa, the proposing party, tmrneVrletrryiefaejr the expiration ol the appBcabk 
rwcict period, thai advise the Coaaenling Parties of the total interest of tha parties ar̂ roviog atai operation and its recrxrmstnlation u 
eo whether tbe Cocatnurtg Partita should proceed with the operation at rxopoeed. Each Gxiewnnag Party, wiihia forty-eighe (48) boon 
(excttuivt rrf Sffitrikry, Sitt^ 
licipaiibamatrJsraait̂  
fairartutdvtuaStpraposmg party 
scxh a response shag not exceed a total of fortŷ tght (48) hours (focknrre of Saturday, Sunday and legal hobdsys). The proposing party, 
at its election, may withdraw such proposal if there it insumrimr participation tad thaaf prtxaptty notify aB partial of such decision. 

The entire coat and risk of ccasducting such operationa thai be borne by the Crewniing Parties ia tbe propxtiora they have 
ejected lo bear same under the terms of the prectdcag ptragaph. Otntentirag Parties thag keep the Whold estates Invnnietjln tuch 
operattota tree tad deer of d litns and tncaunemtm 
li such an opmtion results in a dry hole, the Consenting Parties shall prog and abandon the wei and restore the surface 1 
sole cost, risk and expense. H any wdl drilled, reworked, deepened or plugged back under the provisions of this Artick 
ducer of oil aniUor gaa in paying onentiriri, the Consenting Parties thai corcplett and equip; the wvJ product at their sole 
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ARTICLE VI 
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and the weU ihil then be turned over to Operator ind shall be operated by It u the expense tod for 
ties. Upon conaiencernertt ol orations (or the. drilling, reworking, deepening or plugging back of any 
in accordance with the taxvisioos of this Article, each Ncci-Cctistatittg Party shall be deetnecj to have 
and the Consenting Parties shall own and be tootled to receive, in proportion to their respective tht 
Party's interest in the well end share of production therefrom imtit the proceeds of the sale of such 
market value thereof if such share it not sold, (after deducting production taxes, excise taxes, royalty, 
terests not excepted by Article HLD. payable out of or measured by the production from sues wed 
until it reverts) shaB equal the total of the following: 

>̂nr̂ i«t of the Cbrssenting Par-
such weB by Contenting Parties 

rejanrpiltherl to Contenting Parties, 
al of such NbavCotisenting 

there, calculated tt the west, or 
jvtrriding royalty and other in-

accn ing with respect to such interest 

(t) 100% of each tuch r -̂Consenting Party's ihare of the cost of any newly acrrutred surface fquipment beyond the wellhead 
cotmrxtioni (inriiirang, bat not limited to, stock tanks, separators, creates, fMtnpirqj eqnipfnent and piping), plus 100% of each such 
Non-Ccauenting Party't share of the cost of operation of the weD corrrmewing with first [reduction and ccctinumg until each such Non-
Contenting Party's reborruished interest shall revert to h under other provisions of thai Article, ^ being agreed that each Notv 
Coruenting Party't share of such costs and equipment win be that interest which would hive beeocĥ geable to tuch NcrvCotisenring 
Party had it participated in tbe well from the beginning of the operations; and 

(b) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging beck, testing ind comparing, 
after deducting any cash ctnu-ibutions received under Article VULC, and 300 * of that̂ axtloa of the cost of newly acquired eqoip-
ment jn the wel (to and including the wellhead ccainectiom), which would have been chargeable to suet) hta-Cerisenting Party if it had 
participated therein. 

An election not to participate in the drilling or the deepening of a wel shall be deemed an electtpn not to participate In any re­
working or plugging back operation proposed ia such a well, or portion thereof, to which the;initial NorifCoosent election ippSed that ia 
conducted at any time prior to full recovery by the Consenting Parties of the r -̂Corisenting Party's recoupment account. Any such 
reworking or plugging back operation conducted during the recou postal period shall be dterned part of rjhe cott of operation of said veil 
ind there shall be added to the sums to be recouped by tht Consenting Parties one hundred percent (100 )̂of that portion of tha costs of 
the reworking or plugging back operation which would have been chargeable to such Non-CorWnong Party had it participated therein. If 
such a reworking or plugging back rjperatkn is proposed during such rtcourxnent period, the jawbions of this Article VLB. shall be ap­
plicable at between said Consenting Parties ia said welL 

During the period of. time Consenting Parties are entitled to receive Non-Conser(ting Party'J shin of production, or the. 
proceeds therefrom, Cortsenting Parties shall be ropcnsible for the payment of all ptxxiuctjon, severujee, excise, gsthering and other 
taxes, and all royalty, overriding royalty and other tairrJcrts applicable to Nm 
bcleHI.D. 

In the case of any reworking, plugging back or deeper drilling operation, the Comenjing Partietj toil be pennkted to use, free 
of cost, aD casing, tubing and other ecftipmeftt ia the wel, but the ownership of all such eajuptnent shall remain unchanged; and upon 
abandon ment of a well after such reworking, plugging back or deeper drilling, the Comenrftig Parties; shall account for al such equip­
ment to the owners thereof, with each party receiving its proportionate part in land or in;value, Ittajcott of salvage. 

Within sixty (60) days after the cornpletion of any operation under thia Article, the party coUuctiag the operations for the 
Consenting Parties thai furnish each Noo-Comennng Party with an inventory of the efliuproent in and connected to the weD, and aa 
itemized statement of tbe cost of drilling, deepening, plugging back, testing, cornpletiag, tnd|equipping the wel for production; or, et its 
option, the operating party, in lieu of an rtemited stiterntnt of mob costs of operation, may ttibrmt a defiled ttaetment of rrsonthry biB-
ings. Each rnonth mereafur, rloring the lime the Cciwrrting Parties are being reimbursed et provided 'above, the party conducting the 
operations for the Contenting Parties thai fnrmsh tht Non-Conseouif Parties with an iterriited stttement of aD costs and labilities in­
curred in the operation of the welL tc$jether with a statement of t^ 
realized from the sale of the well't working interest proditctioa during the precec5n| month'. In dtterrr̂ Wruj the ô iantity of 
produced during any month, Consenting Parties shall use uvfotry accepted methods tuch at, bat aot jhnrited to, mettring 
wel tests. Any amount realized from the sale or other disrwejtion of ecjuifOTent newly acquired in mrthrrtinn with any 
which would have been owned by a Non<̂ nsenting Party bad it participated therein shall be credited against the total 
of the work done and of tht equipment purchased ia d t̂nniathg when tht interest ofstudilNrarCooŝ ting Party shall 
above provided; and if there is a credit balance, it thai be paid to such Nc«-Cottsenting Party. j 

-6-
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ARTICLE VI 

If and when the Coruesuirul Parties recover from • Non-Corneiiting Party's reiiqmshed interest me ari»untt provided for above, 
the relinquished internal of uch Non-Coojentioi Party shall automatically revert t6 it, and, frcta and after andi reversion, such Non-
Constntini Party shell mm the same Interest in such weB, the material and eô penent in crjpertaining thereto, and the protraction 
trierefroro it such NoiyConsentmi Party would have been entitled to had it participated in the drjfling, reworking, cktepenini or plugging 
hack of said weU. Thereafter, such Nco-Owrntrruj Party ahafl be charged wim 
the operation of said wel in accordance with tbe terms of this agreement and the Accounting Procedure attached hereto. 
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^withstanding the provisions of this Article VTB.l, it is agreed that without the mutual consent of aB parties, no weUs shall 
be completed in or produced from a source of tupprj from which a weD located elsewhere on the Contract Area is r*wiuciig, unless such 
wel conform! to the then-existing well sparing pattern for such source of supply. [ 

The pravitioris of this Article shall have no application whatsoever to the drilling of the] initial well described in Article VIA. 
except (a) at to Article VUD.I. (Option Mo. 2), if selected, or (b) at to the reworking, deepening and plugging back of such initial wel 
after it has been drilled to tht depth jfjerified la Article VI.A. if it shall thereafter prove to br a Cry hole or, if initially oampJeted far pro­
duction, erases to produce kt paving quantities. ! 

3. Stand-By Time: When • wel which ha been arined or deepened bat reached its autltorutd depth and all tests have been 
cornpletcd, and the results thereof furnished to the parties, stand-by coats escurredjpenduig response to a party's notice proposing • 
rework^ ckejieiiing, 
mgccerarionkistcotnpeettd 
first occurs, and prior u.agrrxrrittst aa to the partidpitiog interest! of al Giruastiô 'Parties raioriant to the terms of tht second gram-
rrtttical pangraph of Artiest VI.B.2, shell be charged to and borne at put of the pretjeeed operation, but if the proposal is subsequently 
withdrawn because of Insufficient r*rticipation, such stand-by coats thai be allocated, between the Ccrnendng Parties in the proportion 
each Consenting Patty's interest as ihowa on Exhibit "A" bean to the total tatertjf t> thownjon Exhibit "A" of all Consenting Par­
ties. 1 i 

4. Sidetracking: Except as hereinafter provided, those provisions of this tgrttnwnt applicable to a ''deeocrung" operation shall 
also be apotkaUe to any proposal to directtateBy control and mtentioaaUy deviate c wel from jrertical so as to chinge the bottom hole 
kration (herein csOed "airlttzadcatig''), uweae dec* to ureighvtn the hokt or to drill arouni junk in tha hole or because of other 
mrxhaoacal difBcukiea. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in tbe 
sttKted well bcaett the tirned 
to its interest ia the sidetrtcldng operation) of the take of that portion of the existing wel bore to be utilized a| follows: 

fa) If the prtccaal It for linWacklng an existing dry hole, reiraourserneitt thjtl be on tie basis of tht actual costs incurred in 
the initial drilling of tbe wel down to the depth at which the sidetracking operation it iruciated. 

0) If the proposal is for sidetracking a wel which has previously rsjtxa^.ji^otjrsernent she! be on the basis of the wel's 
salvable rnattriah and erruipment down to the depth at which the sjdetracking operation ia irtitlated, deterrmned as accordance with the 
provisioos of Exhibit " C " , less the estimated cost of salvaging and the estimated coat of pbggmg and absntoning. 

In the event that notice for a aidWackmg operation Is given while tfw cWKng rig tn be utilized is oo location, the response period 
shall be limited to lorry-tight (4g) hours, excJoaive of Saturday, Sunday and legal ricaaityi; prcivaW, however, toy party may request and 
receive up to eight (8)adcUticeud days a ^ 
IrxarTed during tuch extendi 
by ootta shall be illocateal between the perttea taking additional time to respood on a dty-tcroay Jbstit in the prcpirtion each ejecting par­
ty's interest at shown on Exhibit "A" bears to the total bxerest at ihovrn on Exhibit "A" tjl al the electing parties, la af other in­
stances tbe response period to a proposal for sidetracking thai be Honied to thirty; (30) days.; " 

C. TAKING PRODUCTION IN KINDi 

Each party teal tat* n lotkd w t e ^ 
exclusive of production which may be used ia davescfastnt and producing optionee tad ia prepaneg and tr 
rnarieubg porposca and production unavoidably lost. Any extra exrwdature incurred In the uidri " tend or sepej 
patty of Its prrynrrionatc thaw est the production slid ' 

iljvjfw* M 
\*Uri «CM ****** 4 * M M iv »• { 
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ARncxEvi ; 
ctaathuaasl 

inquired to pay far only to prorxjrtionate share of such part oi Operttor'i surface faUHties whih it uses. 

Each party shall execute such division orders and contracts at may be nttxssarjr for the ŝ le of its interest bi productioo from 
the Contract Area, and, except as prwrkled in Article VII3., thai be eont̂  
its share of al production. ; 

: 
In the twertt an? party that faO to m 

the oi produced from the Contract Area, Operator shaB have the right, subyoct to the revocation at wiB by the party owning it, but not 
the obligation, to purchase such oil or seH it to others at any time and from time to tithe, for the account of the rsoa-taluag party a the 
best price obtainable in the area for tuch production. Any such purchase or sale by Operator tha I be subject always to the right of the 
owner of the production to exercise at any rime its right to take in kind, or separately dispose of, its share of all oil not previously 
delivered to a purchaser. Any purchase or sale by Operator of any other party't share ,of oil shall be only for tads reasonable periods of 
time as are consistent with the minimum needs of the industry under the particular drcumstanres but in no event lor a period in excess 
of one(l)year. ; 

In the event one or more parties' separate disposition of its share of the gat causes spEtstreani deiiveriet to separate pipelines anaVor 
deliveries which oa a dsy-toiay basis for any reason are not exactly equal to < party's respective r*opcttioriate share of total gas sales to 
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas baltraring 
agreement between tbe parties hereto, whether such an agreement It attached as Exhibit "E", or it a separate agreement. 

D. Access to Contract Axe* and Informal ioei 

Each party shaD have access to the Contract Area at al reasonable times, at its sole cost and risk to inspect or observe ciperstsont, 
and shaD have access at reasonable tiroes to information pertaining to tbe devesoccoertt sr operation thereof, Including Operator's books 
arid raxx-dn relating thereto. Operator, upon recruesr, shal runush each of Ou: other partio filed with 
governmental agencies, daily drilling reports, weB logs, tank tables, daily gauge and run tickets and eporu of stock on hand at the first of 
each month, and shall make available samples of any cores or cuttings taken from any wel drib d on the Contract Area. The cost of 
fathering tod furnishing itutanatioa to NonOperttor, other than that specified ebovjt, shall be barged to the Non-Operator that re­
quests the iruormatiort. 

i 
H. Aharidoeievtnl of Wellti 

1. Abarionnment, of Dry Holes: Except for any well drilled or deepened pursuant to Artirjt VUJ.2., any weU which has been 
drilled or deepened under the terms oi this agreement and It proposed to be corncteted at a dry boat shall not be plugged end abandoned 
without the crjosent of aD tartics. Should Operator, after diligent effort, be unable to ccpttct any party, or should any party fail to reply 
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidaya) after receipt of notice of the proposal to plug and abtndoa 
such weD, such party shaD be deemed to have cemented to the riropoaed abandcavnenl. AS such tttUt shaD be plugged and abandoned in 
accordance with appbcable regulations and at the cost, risk and ccpense of the parties who participated In tbe coat oi driniruj or deepening 
such wel. Any perry who objects to plugging tad tbsaxioning such wed shaD have the right to t 
ccerations m search of oil annVor get subject to the rrovitions of Article VI J). 

e over the wefl and coothtct further 

2. AbarKSDnment of WeBt that have Produced: Except for any. wtO in which; a Nors-Cohtent operation hat been ccctducttd 
hereunder for which the Contenting Parties have not been fully reimbursed at herein provided, any wel which has been completed aa a 
producer shag not be plugged and abandoned without the consent of al parties. If aB parties consent to such abandonment, the weD shaD 
bepMggcd tad tbtndorml in accordance with applicable regulations and at the coat, risk and expense of aB tbe parties hereto. If, within 
titirry (30) days after receipt of notict of the proposed abersaonmcnt of any well, all parties do not agree to the ahanrlorirnent of such wel, 
those wishing to ccetinue its cc*rtrion from the mterval(i) of the (cernatic«(i) then open to production shsD tender to each of the other 
parties its proportionate share of the value of the wel'i saKaUe material and equipment, determined in accordance with the provinces of 
Exhibit "C", lev the estimated cost of salvaging and tbe atimated cost of plugging and abandoning. Each abaradortmg party shaD assign 
the nonabandming patties, without warranty, express or implied, as to title or at to cjuantity, orj frmeta for use of the equipment and 
roaterisl, aB of its iraterert in tht well and related equiproent, together with its mtereat ia the leasehold estate u to, but only as to, the in­
terval or irrtervala of the foraadon or forrnattons then open to production. If the interest of the abandoning party is or oxides tn oil and 
gas interest, such party thai execute and deliver to the nctrthersacomg party or parties! an oil and pas lease, limited to the interval or in­
tervals of the sormation or fbrrnatioas then open to production, for a term of one (1) year tod so long thereafter at oB and/or gat it pro­
duced from the interval or intervals of the formation or forrrumorat covered thereby, such lease tjs be oa the form attached at Exhibit 

j : . a i *>>• : K ' S » ^ * * 

With Gaa Balancing Agreement 



* 

A.AJP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -1982 ; 
AHTTCLE VI 

eaaOumd 

2 ""ff^tt or leasee to, the as«g^ 
3 ^ w A i e e tod* aggregated to 
4 interests in the recruiting potion of tb* Contract Arte. ; 1 

' I ! 
6 Tnnttntr. tbericoning parties ihtll htm oo further resoornibiUcr, UibiUty, or bWest m tht vpttaxx of or rjroAicoon from 

the well In the interval or intervals then open other thin tht royeltiea retained in any leeat made unrjer the terms of this Article. Upon rr 
o quest, Operator shell continue to operate tbe assigned weD lor the account of tbe rsw-tberiacriinj pirtw it the rues rod charges con-
9 templated by thit agreement, phis any additional coat and charges which may arise aa the result of <i» taparate owrwxhip of the uaignod 

10 weft. Upon proposed abanrfcwrrtent of the producing Intervals) assigned or leased, the ŝigner or lessor shall then hare the option to 
11 repurchase its prior interest m the weD (ushig tht same ^ 
12 visions hereof. 
13 

3. Abaridorrrrient of NoriConseot Operations: The provisions of Article VLEI. jar VIH2. ibove shaD be arguable as between 
Consenting Parties in the event oi the profitttslabaiulô  
far r n law* nitty nTivoaratrj ema-l n l f tilmiatnf — 1 • • aaui >.mJ f »lf . . . . a l . • t- - ' — at.— »-- -iA — . , M l u a ' •* ' »fc • • f. __._'iT I 

7 

14 
15 
16 perrminendy pluggri end ar«ck^ 
17 of the proposed abaiidormitnf 
18 VI.E. " ; 

io i ' : 
2 0 ARTICLE VII. 
2 1 EXPENDITURES AND LIABILITY OI PARTIES .: 

A. Liability of Paxtieti 

The liability of the partiet shall be several, not kxnt Cr .coOectlvc. Etch party shaD be responsible onfy for its obiganctti, and 
shaD be liable only for its pcportionate share of the costs of developing and operating this Contract 'Area. Acrxailiruily, the Hens granted 
among the partiet in Article VH-B. are given to secure only the debts d tadt aevtraDy. l | it not the interjtkn of tfe partiet to create, nor 

28 shall this •grettottst be construed at creating, a taming or other ramriership or atwriaiion, or to reader the partiea table as partners. 

» ; ••' ;"' 
30 B. Liens and Payment Defaults: 
31 '•• 
32 Each NctrOptrator grants to Operator a lim upco its oU srad 
33 of oil and/or gas when extracted and its interest in aD equipment, to secure payment of rtsf share of expense, together with interest thereon 
34 at the rote provided in Exhibit "C". To tht extent that Operator hat t security interest under the tmiforzn CcrarnerdaT Code of t%e 
35 state. Operator shall be cntiuVd to csxsxise the riajsts 
36 tainmg of iulgrnent by Operator for the secured indeotetmeae shall not be deemed tn election of remedies or rxhcrwm affect the Ben 
37 rights or tecority (merest at security for the payment thereof. In addition, upon defauJt by any Non-Operator is the payment of fit than 
38 of cxpciw. Operate shaD have tbe right, wiu^tj 
39 tht sale of such blorrOperatrVt share of cfl 
40 pordiastT shin be entitled u 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 <•••:". 
43 If any party fasti or it unable tb pay its share of expense within sixty (60) dayi after reWtwo of e statement trierefar by 
44 Operator, the rjon-cWauhing parties, irwlu<Jing Opera 
43 the interest of each such party bears m uV mttrw of aB such partiaa. Each party » 
46 reirrttursement thereof, be subrogated to the security rights described m the foregoing paragraph; 
47 
48 C. Payments and Accounting] : i 
49 
50 Except as herein oilstrwiae soecitŝ y provi^ 
51 and operation of the C«traa Area poouarjt»that agreern̂  
32 donate shares upon oV etptttse beats pitn 
53 showing iqaini Inclined and charges and credits made and received. 
54 
35 Operator, at its election. shaD have the right from time to time to detnand and receive from the other partia payment in advance 
56 ct° their respective shares of the estimated amount oi tha npeme lo be incurred In operations hertsnder during the next succeeding 
57 monm.whiria right may Decaer̂ ^ 
58 wim sat mvoice.for its shaming 
39 on or before the 20th day of the oext preceding month. Each party shag pay to Operator Its rxorxjrtionaie share c 
60 fifteen (13) dayi after such esO 
61 dueshJbear toteiestasiwovidrjin 
62 pens* lo the end that each party shaB bear and pay la proporctaiete share oi actual expemta incurred, and i 
63 ' • " • ' ' ' ! 
64 D. Limitetioo of Bapestd iris ret! 
65 - . | . •; 
66 1. DriH or Deepen: VVTthont the consent off aft parties, no well shaD hedrflVd or; deepersed,|txcept any i 
67 pursuant to tht provisions of Article VI.B.2. of thk agreement. Corarot to the drilling or deepaniag thai i 
68 ' . ' : ! . ' 
69 ; 
70 • ; .: ' 
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A R n C L E V n 

1 • Option No. 1: All necessary expenditures for the clruling or deepening, testing, cjxrqrfeting lad equipping of the wel, including 
2 necessary tankage and/or surface facilities. j J 
3 I j 
4 8 Option No. 2: All necessary expenditures for the drilling or deepening and tesrirjg of the west When such weO has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to foe parties. Operator shall give immediate notice 
6 to the Non-Operators who have the right-to participate in the compttticri costs. The pajties rectivi ig such notice shall have forty-eight 
7 (48) hours (exljusrve of Saturday, Sunday and legal holidays) in which to elect to participate m the se ting of casing and the completion «t-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for! the compl ting and equipping of tuch weU, in-
9 eluding nececsary tankage and/or surface facilities. Failure of any party receiving such notice to rep] r within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the ccaiipletion attempt. If one or more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, tbe provisions of Article VI.B.2. hereof (the phrase'"reworking, deepening or plugging 
12 beck" as contained in Article VI.B.2. shall be deemed to include ''completing'') shall apply to the operations thereafter conducted by less 
13 than all parties. ; 
14 . t | 
13 2. Rework or Plug Back: Without tht consent of all parries, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement Consent to the reworking or plugging back of a weU shall 
17 include all necessary expendttarta as conducting such operations and corn piecing and equipping of tJid weD, including necessary tankage 
18 and/or surface facilities. \ 
19 ; j 
20 3. Other Operations: Without the consent of all panics, Operator shall not undertake any single project reasonably estimated 
21 to reoulre an i r ^ K t W Ir, nr^i or . . . F i f t y tthnligatirl | JDoDars(l .S.P./t'frOQ-. 00 ) 
22 except la ctatoectioa with a wed, the rirffling. reworking, deepening, cccnpleting, recrmplttmg, rjr plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in' cast of explosion, fire, flood or other sudden 
24 emergency, whether of the sane 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 pceaibte, shall report the emergency to the other 
26 parties. If Operator prepares sn suthority for expenditure (AFE) for its own use. Operator shaD furriith any Non-Operator so rrxjuesting 
27 an mfnrrnillne. r r j f fa, „ny rings, prnyv* m a m , i . ~ r ~ . r i T w e n t V - i f i v e T h o u s a n d 

28 Doliars ti 25. T OQ0:O0 ) but leu thtn the amount first set tonh ebove in tjils paragraph. 
29 [ 

30 E. Rentals, Shut-in Well Payments and Minimum Royalcteti I 

31" t I 
32 Rentals, shut-in weft payments and minimum royalties which may be required under the terms of any lease shall be pud by the 
33 party or parties who subjected such lease to this agreement at its or their expense, In tire event twd or more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one oft such parties to make said payments for and ui 
33 behalf of aB such parties. Any party may request, and shal be entitled to receive, proper evidence o> all'such payments. In the event of. 
36 failure lo make proper peymtat of any rental, shut-in weD payment or minimum royalty through iiistake or oversight where such pay-
37 men! is required to continue the lease in force, any lost which results from such non-payinent shall jie borne in accordance with the prc 
38 visiontof Article W.B.3. ! 

3 9 '? i 
40 Operator shaD notify Non-Optrttor of the anticipated comrdetion of • shut-in gat sVell, or thejshutting in or return to production 
41 of > rxrxtadng i n weB,: at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 cirmmtltncm, prior to taking such action, but assurnes no liability for failure to do so. fn the event of failure by Operator to so notify 
43 Non-Operator, the lots of any lease contributed hereto by Non Operator for failure to make timely payments of any shut-in well payment 
44 shaD be borne jorndy by tbe parties hereto under tbe provisions of Article IV.B.3. . | 
45 ; 
46 F. Taxes: 1 j 
47 j 
48 Beginning v kh the first calendar year after the effective date hereof, Operator shal render tor ad valorem taxation aB property 
49 subject to toil agreement which by bw should be rendered lor such taxes, and it shall pay al tucf? taxes assessed thereon before they 
30 become deUnqueni. Prior to tbt rertrHtion due, each Noa-Operator shall furnish Operator informatiin as to burdens (to induce, but not be limited to, royalties, overriding royalties tad productioa payments) on leases and <jil end get nterests contributed by such Non-
32 Operator. If the ascested valuation of any leasehold estate a reduced by reason of its being subject I > outstarsdiog excess realities, over-
33 ridiiigKryaltlacep 
34 owners of such leasehold estate, and Operator shaD adjust the charge to such owner or cjwners so « to reflect the benefit of such reduc-
33 tioa. H the ad valorem timet are bated in whose or in part upon separate valuations of each party't we rxing mterett, then iMtwithstariding 
36 anything to the contrary herein, charges to the joint account shaD be made and paid bj the parti i hereto ia accordance with the tax 
37 value generated by each party's working interest. Operator shaD biD the other parties for (heir prcaportioriite shares of all tax payments in 
38 the manner provided ia Exhibit "C". j 
59 * . 
60 U Operator considers any tax assessment improper. Operator may, it its discretion, protest within the time andj*jrnanoer 
61 prescribed by law, and prosecute the protest to a final determiiutsott, unlets al partiet a tree to ebahdoo the protest prior to fihtj deter-
62 niuMtion. During the pendency of tdrrmistrative or juxildal proceedings. Operator may eject to pay, jmder protest, all such taxn^ad any 
63 interest and penalty. When any such prceetttd.rastsurient shal hmc bm 
64 count, together with toy interest and penalty accrued, and the total cost shal then be assessed sgainsf the parties, and be paid bj|hern, aa 
65 provided m Btmblt "C". . : 'j . Hfk 

« - : j 
67 Each party shaD pay or cause to be paid aD practical, aeverance, excise, gathering and other tables imposed utxaG^r^^r^ect to 
68 the productioa or handling of such party's share of od and/or gaa produced under the: terms of this agreement. p{ | i-J '* \ 

70 • j 

-10-
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ARTICLE VH '• 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
33 
54 
35 
36 
37 
38 
59 
60 
61 
o2 
63 
64 
65 
66 
67 
68 
69 
70 

G. Insurance! 

Al «H times while operstioci are conducted hereunder, Operator shaO comply with, 'the workmen's compensation law of 
the sute where the operations are being rxmducted; provided, however, that Operator maybe a seU-tuurtr for liability under said com­
pensation laws in which event the only charge that shall be made to tbe joint account shall be at p ovided in Exhibit "C". Operator shaB 

; also carry rjrr̂ ovtdeinturanc» to ''D'', attached mer̂ truxle a pert 
: hereof. Operator shall require aD coctractors engaged in work on or for the Contract Area to coo ply with the workmen 'l ctmpeniarion 
law of the sute where the operations are being conducted and to mam tain such other insursni e as Operator may require. 

* 
In tbe event luurnobue public liability insttraoce b specified In said Exhibit "D", or sub lequently recehret the approval of the 

parties, no direct charge shall be made by Operator for premiums paid tor tuch bsurance for 13psttor't autcenotive equipment. 

ARTICLE VJH. 
ACQUISITION, MAINTENANCE OR TRANSFBk OF INTEREST 

! 
A. Surrender of Leaiesi 

i 
The leases covered by this agreement, insofar as they embrace acreage In the dontract Area, shaD not be wrendered m whole 

or in pert unlets aD partiet consent thereto, j 

However, should any party desire lo surrender its interest fat any leete or in any portion 
sgree or consent thereto, the party desiring to surrender shall assign, without expctssjor Implied 
such lease, or portion thereof, and any weB, material and rquipmeni which may bit located tl mean and toy rights m production 
•* - k _ . L _ — •* ^^a. - - • -* u _l_ .- _ 1. I f -t f _ k j . t _ _ - L . — t_^J l . _ . - ?k J - L 

thereof, and the other parties do not 
warranty of title, al of its interest m 

thereafter secured, to the parties not consenting to such surrender. If the Inert*! ofthe sati; 
terest, the assigning party shiD execute and deliver to the party or parties not ratuentuig to such 
such oil and gas interest for a terra of one (I) year and so long thereafter at oil sodAx gas ia 
lease to be on the form attached hereto at Exhibit "B". Upon such sstigrimeal or lease, the tasij 
l̂igations thereafter accruing, but not theretofore accrued, whh reapect to the interest assigned 

attributable thereto, and the asalgriing party shaD have no further interest in tht assigned or lea 
Auction other than the royalties retaintd in any lease made under the terms of this Article. Tht 
party assignor or lessor the reaamsablesahageviuuecdthcĥ  
ed acreage. The value of aB rrttterial shaD be determined in accordance with the rxovfjiont of 
sslyaging and the estimated cost of plugging and abandoning. B the tsaignment or lease is in 
shaU be shared by such parties in the proportions that the interest of tech bears to the total inl 

party b or includes an oil and gas lo­
an oil and gat lease covering 

from the land covered thereby, such 
ig party shall be relieved from aD 

letted and the operation of any weB 
premises and its emifprnent and pro-

tssgnee or lessee shall pay lo the 
attributable to the assigned or leas-

C", lot the estimated cost of 
of snore than one party, the lntr*?st 

of aB such parties. -

Any atttgruaent, lease or surrender made under this provision shaB not reduce or change this assignor's, lessor's or surrendering 
party't hunst at it was imrrkxiiattly before the assignment, lease or surrender lo the balance oi the Contract Area; and the acreage 
assigned, leased or surrendered, and subsequent ctxritions thereon, shall not thereafter be subject to the terms and provision of this 
agreement. j 

B. Renewal or Extension of Leasett i 

! .! 
If any party secures e renewal of any oil and gas lease subject to this sgrettrsritf,',iD other p atiet thai be itttiflcd proroetly, and 

shiD have the right (or a period of thirty (30) days Mkrwihg rectipt of such nrjtice in which to elect lo participate in the owriership of the 
renewal lease, irtsofar at such lease affects lands within the Contract Area, by paying to the party wf i acquired it tiieir several proper pro­
portionate shares of the acquisition cost allocated to thai part of inch lease within the Contract Are i, which shal be in precaution to the 
interests held at that time by the parties ia the Contract Area. 

I ' i 
If tome, but Its* than aD, of the parties elect to participate ia the purchase of ajreoewal lease, it thai be owned by the patties 

who elect to participate therein, m a ratio band upon the reWwmriip ol their iesf̂ ti«e*perctntage ol puTiripetion in the Contract Area 
to the aggregate of the percentages of r«rtidpation in the Contract Area of afl parties pertxticarting i i the purchase of such renewal lease. 
Any renewal lease ia which leas than aB parties elect to participate shaB not be subject to this a jreernent. 

Each party who participates In the purchase of < renewal state shaD be given an 'atsignrnent|of its proportionate Interest therein 
by the acquiring party. 

The provisions of this Article shaB apply to renewal leases whether they are lor uSe entire ii terest covered by tbe expiring lease 
or cover only a rxxtioo of its area or on interest triertin. Any renewal lease taken before tie expirttit a of its predecessor lease, or taken or 
contracted for within six (6) months after the exnaritlon of the existing lease ihal be subject tb thai j rovisioo; but sny state t 
uacted for more than tht (6) triraMhl after tteoo^ 
the ptcniiictu of this egteemetvt. 

. The provisions ia thai Article shaB tin be tppllctbk in extensions d oil tad gat'leases. 

C. Acreage or Cash Cootribu'.ioci: 

While this agreement is ta force, if my party contracts for • contribution of cajh towards the driDing of^^forf 
operation on tht Contract Area, tuch contribution shaD be paid to the party who crxirlucted the dri ling or other ĉ ert̂ on' 
applird by it against the cost of such driUing or other elation. If tbe OHtributicat be in tht fcrm of acreage, the 
tribution is mode shal rx-on̂ pdy tender ah tstignrnent of the acreage, without warranty cjf title, to ti e Mling 

'ri . lt .n; flJ" 

ie**l» -at' i* Jtt-uVv ••1*-; 
aw *:>#,t ••r--Vrv-ri* ! ^^d<*^ 
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a separate Coni net uid Drilling Parties shared the cost of drilling the weL Such acreage shaD become a j -
governed by provisions identical to this agreement. Etch party the! promptly ttcctfy 
It may obtain in support ol toy well of my other option on the Contract Aree. the ebove 

r »i other per ia of 
Are* end, to the extent pauible, be 

y acreage or cuh contr3mtioni 
drovatau ihal also be appUcable to op-
riside the Contract Area. aortal rights lo earn acreage outside the Contract Area which are fat support of i well drilled 

i 
If any party contracts for any consideration relating to diipce&ion of such party't than o| substances produced hereunder, such 

consideration shall not be deemed a contribution as contemplated fat this Article VULC. . 

O. Maintenance of Uniform Interest! 

For the purpose ol mairitaming urjrformity of ownership in the oil and gas 1emfh"M in erestt covered by this agreement, no 
party shall art, encumber, transfer or make other diaprjutkn of its interest in the leases embraced within the Contract Area and in weUe, 
enuipaxeat and production unless such rHirairiiinn covers either, 

1. the entire interest of the party in al leases and equipment and production; or 

2. an equal undivided Interest in al leases and equipment and prcductsoa ia the Contract Area. 

Every such sale, encundmnce, uaiufcr ox other dfaprniuon made by any party 'shall be imjde expressly subject to this agreement 
and shal be made without prejudice to the right of the other parties. ! 

cots roers. 
) Kceivi raraea, i | prove 

If, at any time the Interest of any party is divided among and owned by four or' more 
. rtqture such crMwrjenm appealed 
and approve and pay such party's share of tht Joint expenses, and to deal gerserafty wijh, and wiifi 
party's interest within the scope of the operationa ensbraced in this agreement; however, ail such 
into and execute all rxxuraoa or agreements for the diapestian of their respective shares of tbe 
Area and they shal have the right to receive, separately, payment of the sab proceeds thereof. 

B. Waiver of Rights to Partition: 

If permitted by ihe laws of the title or states in which tbe property covered jhereby b I sated, each party hereto owning aa 
undivided interest in the Contract Area waives any and all rights it may have to panitiorr tad have 
interest therein. 

F. Pntsercatfal Right to Purchase: 

Operator, at its dbactioa, may 
arxnditures, receive biffing* lor 

powcr to bind, the cnowners of such 
xvowners shall have the right to enter 

op and gat produced from the Crmtracl 

let aside to it in severalty its undivided 

Should any utsiy dcare to sell t l et any pert uf kl interests tusdet tab agreement, te-hi 
Area, it shall rxorraptly give writtea notice to the other parties, with full Inicmation cĉ oerning lu 
name end address of the prospective purchaser (who must be ready, willing and able to p 
Of the offer. The other partiet shag then have tn optional prior right, 
on the same terms and oorjditiorLS the interest which tht otherjititi rfT^ati to seO; atid, if this 
ing parties shall share the purchased aUtattjLUmrVtGgbTSom that the interest of each bean lo 
ties. However, there ihdbcjto-prT^erentkl right to purchase In those cases where any party 
dispose ofjrsjniiitnltiytnerger, reorgtnrittioo, corisoli&tion, or sale of aD or substantjtffy all of ii 

•baiditfy af a aaaeei i en/1 aa ta mj iaaiir>«y aa aihleh any «ne party owns 

ARTICLE DC. 
INTERNAL REVENUE CODE ELECTION 

lights and iiitauu ia the, -f 
lode the 

!, and al other terms 
days iter teoeit* of the rirjtice, to purchase 

o atsoaal right b exercised, the pnrchaa-
t at total interest of t l purchasing par-
vjishet to mortgage in 'interests, or to 

assets to a subsidiary or parent com-
loajajiiy of tht, strut. 

rtjhaVwdilp 
rigt x 

Thit agrrement b not Intended to create, and shaD not be conrtrued to create; a 
for profit between or among the partiet hereto. Nctwithstaodlng any provfaabn herein that the 
and not joint or collective, or that this agreement and orxratioot hereunder shaD not corjstituae a 
purposes, thb agrtemem and the operations hereunder ate regarded at a partnership, jtach party 
from the application of al of the provislorn oi SuJtchspttr "K". Chapter 1, Subtitle "A", of the 
milted and authoriied by Section 761 of the Code tad the regulations pnxnulgatcd thereunder. 0 
ecute on behalf of each party hereby affected tuch evidence of thb election aa may be Requited by 
United States or the Federal Internal Revenue Service, Including speofVaDy, but net by way of bm ration, 

tact and the data required by Federal Regulations 1.761. Should there be any raquuerneut that 
evidence of this election, etch such party shaD execute such documents tod fcrruth juch other 
Federal Internal Revenue Service or as may be necessary to tvidrnct thit election. No tuch party 
action incrxnrstent with the election made hereby. U any present or future income tax lawa of the 
Area b located or any future income tax law* of the United States contain provaiuus similar to 
Subtitle "A", of the fnternal Revenue Code of 1954, under which an election sirojlir 
mined, each party hereby affected shaD make tuch election tt may be perrnitted or required by 
lion, each such party states that tbe iriccaw derived by such 
computation of pcrmership taxabit income. 

•12-

Opt wore 

of partnership or aa aaaociaboa 
and liabilities hereunder art several 

itrtnership. If, for federal income tax 
wreby affected elects to be excluded 

Internal Revenue Code oi 1954, at pet-
ban thorir^ arid directed to ex-

the Sacretary of tht Treasury of the 
aD of the returns, statements, 

party hereby affected give further 
evidence at may be reouirijfcby the 

grit any notices or take jgy other 
Data or statet in which t 

tn Snbriiapter "K", ( 
761 of the ( 

lawt. In rrtakmg tht kxet̂  
adequately deterrivBcd i 

s l i l j 

tlosei 
to, that provii td by Section 

u» «i ririM-aWtVrt • ,-ii*S»Jl 
tmtt wtaiiw *MMM, I , ft, j 
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(* 3 0 , 0^ft ,00 ) <nd if the payment ii m compact* trttleroeat of tuch claim "or suit. If t le uaaunt required for lettlcmttu ex­
ceeds tht ebove trruunt, the parties hereto thai assume and ute over tht further rnndlirgt of tht 
delegated to Operator. AH cotta and ei|ieiint of handling, settling, or otherwise cHschsrgtag tuch 
penseca me parbes participating mr^ 
wed on account of any matter arising from opetatiooi hereunder over which turn indrvkruel has; a control because of the rights given 
Operator by this agreement, such party thai inimedttttrj notify all other parties, and the daim or uit shall be treated at any other daim 
or suit involving operations hereunder. . . 

AJcTXXB XI. 
FORCE MAJEURE 

If any party ia rendered unable, wholly or In part, by force majeure to carry out'its obligttt as under thit other than 
the obligation to make money payments, that party shal give to all other parties prompt writ en notice of the iorce majeure with 
reasonably fuU particulars 
majeure, shall be suspended during, but no longer than, the irmtiniianre of the force majeure. The I 
diligence to remove the force majeure situation as quickly at practicable. 

affected party shag nse ail reasonable 

The requirement that any force majeure thai be remedied with t l reasonable dispatch thai not recpiire the settlement of strikes, 
lockouts, or other labor tiUBculty by the party involved, contrary to la wishes; how al such dirBcuttiet shall be bandied shall be entirely 
within Ihe ducrttioa of the party concerned. 

The term "force, majeure*', as here employed, shall mean aa act of God, strike) lorkont, c r other industrial disturbance, act of 
action, governmental delay, restraint the public enemy, war, blockade, public riot, lightning, Ore, storm, flood, explosion, govenstaeatal t 

or inaction, urmvauabiiity of equiprnent, and any other cause, whether of the kind specifically cms aerated above or cthersrisc, which ia 
not reasonably within tbe control of the party churning I 

1 ARTICLE X. 
2 CLAIMS AND LAWSUITS ! 
5 f 
4 Operator may settle any single uninsured third party damage claim or suit arisefg from operations hereunder if the expenditure 
5 does r « exceed / T h ^ t f y , A f r o q g a n d . _ _ | Don,,, 
6 
7 
S 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
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33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

43 
46 
47 
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49 
30 
31 
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37 
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ARTICLE XB. 
NOTICES 

i 

All notices authorised or raqusred between the partiet end lequired by any of the c/rovitiobi of thit agreement, unless otherwise 
specifically provided, shaB be given m writing by mail or telegram, postage or charges prepaid, or b r telex or telecopier and addemed to 
the parties to whom the notice it gjven at the acUresto listed M 
shall be deemed given only when received by the party to wfaom such notice is directed, [and the tin e (or such party to givt any notict in 
response thereto thai run from the date the origitiating notice is r e e M The second or any ret native notice thai be deemed given 
when deposited In the mtU or with the tetrgrtph company, with toetage or charges prepaid, or * nt by telex or telecopier. Each parry 
thai have the right to change its address at any time, and from time to time, by giving written notice thereof to al other parties. 

I 
AirncLH xin. 

TERM OF AGREEMENT : 

f 
This agreement than remain in fuB force and effect at to the oil tad gas leases tod/or oB arid gat interests subject hereto for the 

period of time selected txkrtr, provided, however, no party hereto shall ever be construed at having my tight, title or Interest in or to toy 
lease or oB and gas interest oemtribueed by any other party beyond the term of this agreement. 

r 
• Option No. 1: So long as sny of the oil and gat leases subject to this agreement remain or 
of the Contract Area, whether by production, extension, renewal or omerwese, i 

S Option No. t la the event the wel described ia Article VI.A., or any aihaerruent wtfl 
agreement, results in production of oB antVor gaa in paying guaranties, this agreement thai txttcksrJt In force to long as any such well or 
• . „ J «... _ , * * tVft f j M . ; l . „ J ^ 1J~J xatatkn of aB production; provided. wells product, or are capable of production, and (or an »<JJiuo««i period of 2? ^ day* from c 
however, if, prior to the expiration of such additional raeri^ 
Ing, pugging back, testing or cttemptmg to ccrnpleie a wel or wells hereunder, that agreement tb. B ooorinue ia force until tuch optrt-

irt continued as force as to any pert 

drilled under any provision of thit 

thai continue ia tore e at provided herein. In the 
to other weB it prntiucing. 

lions have been corrtplcted and if prodtsction results therefrom, this 
well described in Article VIA., or any subsequent wel drilled hereunder, results in a drj> hole, and,, 
of rroducing oil arjdfce gas from the Contract Area, this agreement thai ttrminatt unless drilling, dieperiing, plugging beck 
ing operations are commenced within 90 dsys tram tbe date of atarakinrnent of said weB, 

It it agreed, however, that the terrniruroon of thit agreement thai not relieve jany party, hereto from aay liability 
accrued cc .attached prior to the date of such termination. 
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ARTICLE XIV. 
COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Resjuljrions and Orders: j 

Thit agreement shall be subject to the cuwrvatjoa ha* of the state ia which the Coco-act 
reguUtions, and orders oi any dory orsutituted regulatory body of said state-, and to all o|her applicable 
diiunsces, rules, regulations, and orders. 

B. t3ouerning Lawt 

This agreement and all nutters pertaining hereto, including, but not limited to, ma|tera of 
remedies, procedures, rights, duties and intxrpreution or cotutrucdon, shall be governed ind 
the Contract Area is located. If the Contract Area is in two or more states, the aw of the sute of 
shall govern. 

! 
C Regulatory Agencies! 

perl armtnce, 
deterat rsed 

new 

thority Nothing herein contained shall grant, or be am trued lo grant. Operator the right or nil 
privileges, or obligations which Î on-Operators may have under federal or state bwt or under rules 
under such laws in reference to oil, gas and mineral operitions, including the location, ojsrrtnon, or 
ting or adjacent to the Contract Area. 

With respect to operations hereunder, Ncct-Operators agree to release Operator front any and 
and causes of action arising out of, irsddent to or resulting directly or indirectly from Operator's it 
rufings, regulations or orderi ol the r>narciiient ol Energy or rxedecessor or successor atencfes to : 
plication was made ia good faith. Each Non-Operator further agrees to reimburse Operator for ai 
Operator 'a share of prrxtnctkm that Operator may be required to refund, rebate or pay at a result ofj such 
application, together with interest and penalties thereon owing by Operator as • result of such 

tie 

Noo-Operatort authorize Operator to prepare arid submit such documents as may| be require I 
of any crude oil sold hereunder or to any other person or entity pursuant to the reetdrementt of tht 
of 1980", at same may be tmended from time to time ("Act"), tad my vtlid resruUrioni or rule* 
I>pertmenl from tirne tb time pursuant to aid Act Each party hereto agrees to furrtisrr any and al 
which • required to be furnished by said Act in t timely rrumntr and in sufficient dentil to perm t 

ARTICLE XV. 
OTHER PROVISIONS 

Aree a located, to the valid rules, 
federal, sute, and local laws, or-

non-performance, breach, 
by die lew of the state in which 

Hexico 

to waive or release any rights, 
regulations or orders promulgated 
iredoction of web, on tracts offset-

all losses, damages, injuries, chums 
lerpretation or application of rules, 

ateat tuch interpretation or ap-
atnouatt ar̂ licable to such Noa-

an incorrect interprttatioa or 
interpretation or tppKcation. inca-rect 

to be w omitted to ihe ptirchaser 
Crude Oil Windfall Profit Tax Aa 

wjuch may be issued by the Treasury 
certifications or other mfexmetiuo 
txmoabnee with said Act. 

PRIORITY OP ELECTIONS; 

NcrrvYithstanding arrylhing herein to the eewtrary, it is agreed tliat vTheje a well 
objective depth or the objective formation and the Cc«swting Parties' jn the weft 
the sequence and tmting of fuTtber bpaaiion* regarding said well, the follow ng 
octo ofpricaity enumer^ 1 

shall have been drilled to the 
cannot mutually agree upon 

elections shall control in 

a. An election to do actional logging, coring or testing; | 

b. An election to attempt to complete the well at either tbe objecttve depth or objective fctmalion; 

c. An election to plug beck and attempt to romp lets said well at tn altera* ive depth or formation;. 

d An dection to deepen laid well; j 

I 
e. An election to iidetrack said weU. ! 

It is provided, however, that if, at the tune the Consenting Parties are ccjosiderin̂  any of 
the above elections, the hole a in such a crxv&tirjrt that a rawcaiably prudent Opt 
not exsnduct the orxt̂ nons crrrtentptated by the particular election involved for f 
placing the hole in jeopardy or losing the same prior to ratupleting the well in thtj objective 
depth or objective famaticau, such election shall be eliminated from the*prioriti« 
hereinabove set forth 
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A.A.P.L. FORM 610.- MODEL FORM OPERATING AGREEMENT -1982 

ARTICLE XVI. 
sWCXUANEOUS 

Toil •grcerncat ihtH be budbut upon tod shtH tmue to the benefit of the rMrrib hereto 
legal repteaenuerea, suoeeteora tod easiest. 

Thb ioatrutnerrt tun be executed ia 107 number of aMmterparta, etch of whkh|ahall be 

IN WTTNESS WHEREOV, thb egreernent shall be elective t> of _ i § j t _ _ dtj oi 

OPERATOR 

1 ad 10 their retrxctrve heirs, devbees. 

a tuadered en original for tD purposes. 

*»rnh 19, ft?.. 

I 
OXY Ut?A Inc 

Attorney-in 

Leland Hodges 

NON-OPERATORS 

Threshold Development Company 

Byt ' 

Herbert F. Boles 
Byi. 

Fact 

Broad Streets Financial Company 

Norma J. Boles 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement date! 
between OXY USA Inc., aa Operator, and Threshold Development Comj any, 

m. 

L Identification of lands subject to this agreement: t 

Sections 8 and 9, T19S-R29E, N.M.P.M., Eddy County, r)ew Me#co. 

II. Restrictions, if anv. as to depths, formations, or substan 

All rights below 3,000' substirfece " 
i 

Percentages or fractional interests of parties to this Aliment; 

I 
Wells completed below the base of the Bone Srrrings 

Bid 

OXY USA Inc. ioo i 
o: 

53.50000 
Broad Street Financial Company 

ioo i 
o: 17:43750 

Leland A. Hodges, et vir o; 5.521875 
Herbert F. Boles 0: .290625 
Threshold Development Company _ Q ; 23.250000 

100, 100 

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

Threshold Development Company 

IV. Addresses of parties for notice purposes: 

OXYUSAlnc. 
Attention: Primary Oil & Qas Team Î uodrnan-NM 
P.O. Box 50250 
Midland, Texas 79710 
Broad Street Financial Company 
37 West Broad Street, Suite 1100 
Columbus, Ohio 43215-4132 

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

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

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

50.000% 
18.750% 
5.938% 
0.312% 

100 

March 1, 1997 by and 
', as Non-Operator, 

>ase ofthe Bone Springs 



Exhibit "A1 

Page 2 

V. Lease Schedule: 

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

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

DESCRIPTION: 

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

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

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

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

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

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

DESCRIPTION: The NW/4NE/4 and the SE/4NE/4 of Section 9, T19S-R29E, 
NMPJil. limited to depths below 3000*, Eddy County, New Mexico. 



COPAS - 19S4 - ONJHOeS 

Reeommtfldeci by Ihe Council 
hSOBI 6 0 1 , BOX aoo ef Petroleum Accountanh 

EXHIBIT 

Attached to and made a part of that: c e r t a i n O p e r a t i n g AoTHBmunt datad Marrih 1 f 13CJ7 
With QXY PSA I n c . as Operator and Thresho ld Development Company an 
NQn-Opflrat.nr. '. 

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 (or "the development, operation, protection and mainte­
nance of tha Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera­
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint 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 ths Joint Property in a Meld operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes­
sional .skills, and whose primary function in Joint Operation* is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified In the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountant* Societies. 

2. Statement and Billing* 

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

8. Advance* and Payments by Non-Operator* 

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

B. Each Non-Operator shall pay its proportion of au bill* within fifteen (16) day* after 
within such time, the unpaid balance shall bear interest monthly at the prime rate In effect at BanK qt; Amey 
in flan Pranr-itfco on the first day of the month In which delinquency occurs plus 1* or the maximum 
contract rate permitted by the applicable usury laws In the state in which the Joint Property fat located, whichever 
1B the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

COPYRIGHT* 1986 by the Council of Petroleum Accountants Societies. 
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6. Audit. 

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

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

ft. Approval By Non-Operator* 

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

II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rental* and Royalties 

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

3. Labor 

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

' (B) Salaries of First Lerel Oupcrviaors in the field. 

. (g) Salaries' aial wages uf Teclmlml Empkijee* directly empleyeel en tho Joint Property if ouch charges ore oaeluded 
from the oneiltead ratest • 

(0 Celeries and .wages ef Technical Employees cither temporarily >r permanently aoaigncd to and directly employed 
1 1 in the epei atwu cf the Joint Property if aueh charges aw en-eluded trem the everhead ratesi 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section II. Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 8A of this Section II. If percentage assessment 
is used, the rate shall be based on the Operator's cost experience). 

C. . Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's cost* chargeable to the Joint Account under Paragraphs 3A and 8B of this Section II. 

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

4. Employee) Benefits 

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

5. Material 

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

«. Transportation 

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

A If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
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w 
B. II surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac­

count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. ! 

i 
C. In the application of subparagraphs A and B above; the option to equalize or charge actual trucking cost is available 

when the actual charge is S4O0 or less excluding accessorial charges. The $400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

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

B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi­
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the 
Petroleum Motor Transport Association. I 

9. Damages and Losses to Joint Property j 

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

10. Legal Expense I 

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

11. Taze* 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communication* 

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

15. Other Expenditures 

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

-8-



III. OVERHEAD 

Overhead - Drilling' and Producing Operation! 

i. Aa 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 of alt offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section II. 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 aa included in the overhead rates 
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the 
Parties aa a direct charge to the Joint Account 

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

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

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

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

A Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ .5500.QQ 

(Prorated for less than a full month) 

Producing Well Rate 1 'ic.n nn 

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

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

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

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

(b) Producing Well Rates 

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

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

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

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

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

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

•Bi Overhead—Percentage Baaia 
1—(1) Opeialui shall tliaige the Joint Aucuunt at the following rates.— 
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(Hi 
(») Development 

Peccant ( %) of the coat ol development ol the Joint Property exclusive of costs provided 
under Paragraph 10 of Section II and all salvage credits. / 

(b) Operating •• / 

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

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

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

2. Overhead - Major Construction / 

To compensate Operator for overhead costs incurred In the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible aa a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to 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 $ : 

A. 5 % of first $100,000 or total cost if less, plus/ 

B 1_ % c ( ggtg | n e x c e s a o f |ioo,ooo but les/ihan $1,000,000, plus 

C ? % of costs in excess of 11,000,000./ 

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 ancytne cost of drilling and workover wells and artificial lift equipment shall be 
excluded. / 

3. Catastrophe Overhead / 

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

A W %o«6tal costs through $100,000; plus 

B 1 .Jtot total coats in excess of $100,000 but less than $1,000,000; plus 

C . — ^ — ^ L X of total costs In excess of $1,000,000. 

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

4. -Amendment of Rates 

/ The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement between • 
the Parties hereto if. in praetiee, the rotes are found te be innuffieiont or oaoooawe. •• _ 

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 Material move­
ments affecting the Joint Property. Operator shall provide all Material for use oh the Joint Property; however, at Operator's 
option, such Materia) 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 ssle to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

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

2. Transfers and Disposition* 

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 basis exclusive of cash discounts: 
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m 
A. New Material (Condition A) 

U> Tubular Goods Other than Line Pipe 

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

(b) For grades which are special to one mil] only, prices shall be computed at the mill base of that mill plus trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2-AXlXa). For transportation cost from points other than Eastern mills, the 80,000 pound Oil Field 
Haulers Association interstate truck rata shall be' used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, using OH Field Hauler* Association interstate 80,000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

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

(2) Line Pipe 

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

(b) tine pipe movements (except size 24 inch OD and larger with walls X inch and over) less than 80,000 pounds 
shall be priced at Eastern mill published carload base prices effective aa of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, Ohio. 

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

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

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

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

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

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

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

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

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

At seventy-five percent (76%) of current new price aa determined by Paragraph A. 

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

C. Other Used Material 

(1) Condition C 

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

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

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

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

(8) Condition E 

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

D. Obsolete Material 

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 aa provided above may be specially priced as agreed to by the Parties. 
Such price should result in the Joint Account being charged with the value of the service rendered by such Material. 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cent* (26») per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point Tbe above rate shall be adjusted as of the first day of April each year following January 1,1986 by the same 
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph l.A(S). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

Whenever Material Is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property; provided notice in 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 arid 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 ths 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 before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven­
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account 

1 ' . 
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Exhibit "D" - Attached to and made a part of that certaiA Operating Agreement dated March 1,1997, by 
and between OXY USA be., as "Operators" and Threshold Development Company as "Non-
Operator". 

Insurance Exhibit 

The Operator shall provide for Workmen's Compensation coverage in accordance with the 
law of flie State in which operations are being conducted. The cost thereof shall be borne by the Joint Account 
accordance with the terms of the Accounting Procedure attached to (be Operating Agreement referenced 
above. No other insurance shall be provided by the Operator for the benefit of the parties hereto. 



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

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

ATTACHED TO AND MADE PART OF THAT CERTAIN 
OPERATING AGREEMENT DATED 

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

AREA, COUNTY, STATE OF 

1. DEFINITIONS 

The following definitions shall apply to this Agreement:' 

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

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

1.03 "Full Share of Current r"roductionH shall mean the Percentage Interest of each Party In the 
Gas actually produced from the Balancing Area during each month. 

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

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

1.06 "McF shsJlraemcaxtbrajsand Aoihfcfbotof Gas shsJl mean tb* volume of gas 
contained m^m crjbte Cto and at a standard temperature 
base. 

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

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

1.09 "Ovetprtxajcod Party" shall meany any Party having taken a greater quantity of Gas from the 
Balancing Area than the Percentage Interest of such Party in tbe cumulative quantity of all 
Gas produced from the Balancing Area. 

1.10 "Overprrjciuctioa" shall mean the cumulative quantity of Gas taken by a Party In excess of its 
Percentage Interest in die cumulative quantity of all Gaa produced from the Balancing Area. 

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

1.13 "Royalty* shall moan payments on production of Gas from ths Balancing Area to all owners 
of royalties, overriding royalties, producdon payments'or similar interests. 

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

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

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

2. BALANCING AREA 

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

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

3. RIGHT OF PARTIES TO TAKE GAS 

3.1 Each Party dcairing to take Gas will notify the Operator, or cause tho Operator to be notified 
of the volumes cenninated, the name of tbe traoporting pipeline and tbe pipeline contract number (if available) 
and meter station relating to such delivery, sufficiently in advance for the Operator, acting with reasonable 
diligence, to meet all nomination and other requirements. Operator is authorized to deliver the volumes so 
rxHahatBd and confirmed (If confirmation is required) to the transporting pipeline in accordance with the terms 
of mis Agreement 

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

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

3.4 All Gas taken by s Party in accordance with the provisions of this Agreement, regardless of 
whether such'Parry is urxierproduced or crverr̂ xtoced, shall be regarded as Gas taken for its own account with 
title thereto being in such taking Party. 

3.5 Notwithstanding ttie revisions of Section 3.3 hereof, no Overproduced Party shall be endded 
in any month to take any Gas in excess of three hundred percent (300%) of its Percentage Interest of tbe 
Balancing Area's therî urrerrtMaxtourn Monthly Availability; provided, however, mat mis limltatkm shall 
not apply to fbe extent that it would preclude prr>hiclion that is required to maintain leases in effect, to protect 
the producing capacity of a weU or reservoir, to preserve correlative rights, or to maintain oil production. 
"Maximum Monthly Availability" shall mean the meelmnm average monthly rate of production at which Gas 
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can be delivered from the Balaccirij Area, as determined by the Operator, considering the maximum efficient 
well rate for each well within me Balancing Area, the maximum allowablê ) set by the appropriate regulatory 
agency, mode of operation, production facility capabilities and pipeline pressures. 

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

4. IN-KIND BALANCING 

4.1 Effective the first day of any calendar month folio wing at least thirty (30) days' prior written 
notice to the Operator, any Underproduced Party may begin taking, in addition to Its Full Share of Current 
Production and any Makeup Gas taken pursuant to Section 3.3 of mis Agreement, a share of current 
production dttomiood by multiplying fifty percent (50%) of the Full Shares of Current Production of all 
Ovesrmduced Parties by a fraction, me numerator of which is the Percentage Interest of such Underproduced 
Party and the denominator of which Is the total of the Percentage Interests of all Underproduced Parties 
desiring to take Makeup Gas. In no event will an Overproduced Party be required to provide more than fifty 
percent (50%) of its Full Share of Current Production for Makeup Gas. The Operator will prompdy notify 
all Overproduced Parties of the election of an Underproduced Party to begin taking Makeup Gas. 

4.2 Notwimstandirig tbe provisions of Section 4.1, no Overr̂ oduced Party wUl be rexnired to 
provide more man twelve and one half percent (12.5%) of its Full Share of Current Production for Makeup 
Gas during the Winter Period. 

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

5. STATEMENT OF GAS BALANCES 

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

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

6. PAYMENTS ON PRODUCTION 

6.1 Each Party taking Gas shall pay or cause to be paid all production and severance taxes due 



Exhibit "E" 
Gaa Balancing Agreement 
Page 4 

on all volumes of Gas actually taken by such Party. 

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

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

7. CASH SETTLEMENTS 

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

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

7.3 Within sixty (60) days after receipt cf me Final GuSettlernemSte^ 
Party will pay to each UnderproducedParty entitled to settlement the appropriate cash settlement, accompanied 
by appropriate accounting detail. At the time of payment, the Overproduced Party will notify the Operator 
of the Gas imbalance settled by the Overproduced" Party's payment. 

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

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

7.5.1 For Overproduction sold under a gas purchase contract providing for payment based on a 
percentage of the proceeds obtained by the purchaser upon resale of residue gas and liquid or liquifiable 
hvdrocarbons extracted at a gas processing plant, the values used for calculating cash settlement will include 
proceeds received by the Overrjroduced Party tor bom the liquid hydrocarbons (including liquifiable 
hydrocarbons) and the residue gas attributable to tbe Overproduction. 

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

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

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

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

8. TESTING 

Notwithstanding any provision of this Agreeroem to the contrary, aiiy Party sh^ 
time to time, to produce and take up to one hundred percent (100%) of a well's entire Gas stream to meet the 
reasonable delrverabUrty test(j) required by such Party's Gas purchaser, and the right to take any Makeup Gas 
shall be subordinate to the right of any Parry to conduct such tests; provided, however, that such tests shall 
be conducted In accordance with prudent operating practices only after fifteen (15) day's prior written notice 
to the Operator and shall last no longer than seventy-two (72) hours. 

9. OPERATING COSTS 

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

10. LIQUIDS 

The Parties shall share prjcportttnately in and own aD liquid hydrocarbons recovered with Gas by field 
eqdpment operated for to joint account in accordance with their Percentage Interests in the Balancing Area. 

11. AUDIT RIGHTS 

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

12.1 Aa between the Parties, in the event cf any conflict between the provisions of this Agreement 
and the provisions of any gu sales contract or in the event of any conflict between the provisions of tins 
Agreement and the provisions of the Operating Agreement the provisions of this Agreement shall govern. 

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

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

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

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

12.6 This Agreement shall bind the Parties in accordance with the provisions hereof, and nothing 
herein shall be construed or interpreted as creating any rights in any person or entity not a signatory hereto, 
or as being a stipulation In favor of any such person or entity. 

12.7 If ccfflten̂ craueously with this Agreement becoming effective, or thereafter, any Party 
requests that any other Party execute an appropriate mernmndum or notice of this Agreement in order to give 
third parlies notice of record tf same aiid submits same for exerotta 
or notice shaD be duly executed by the Party to which such request la made and delivered promptly thereafter 
to tbe Party making the request Upon receipt, the Party making tbe request shall cause the memorandum or 
notice to be duly recorded in the appropriate real property or other records affecting the Balancing Area. 

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

13. ASSIGNMENT AND RIGHTS UPON ASSIGNMENT 

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

13.2 The provisions of this Section 13shall not be applicablein the event any Party mortgages its 
Interest or disposes of rat interest by merger, reorganization, coratolidation or sale of substantially all of its 
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asset* to a subsidiary or parent company, or to any company in which any parent or subsidiary of such Party 
owns a majority of the stock of such company. 



W-IIOI IO-Mi EXHIBIT 11JL 
EQUAL OPPORTUNITY AND AFFIRMATIVE ACTION 

During the performance o( this cnttKt, the Operator (acening o i referring esparately to each pacer harsto) agreee as 
follow*! 

1. wcumcaaaiitTg TACiuins M<mrmonrt«» The provision* of this section apply only if the totel contract • » « 
ncmli A10,6ft6. A Certification at *ooee*T*g*ted h c l l l t l n , *• required by 41 c n $l-lI.S0J-10(d)(l) end eO-l.S, 
shall bo eubnltted prior to eke award. of * eubaontrsct exceeding $10,000 vhloh 1* noe exempt from tb* provisions 
or the tonal Opportunity clause. The earclfleecloa asy be sabaitted either for each subcontract or foe al l 
subcontract* during; a period. 

2. 1QCA1 KMTlOTHEgt OrMUUSH t; . The provisions of this Saeeloa apply only if tbe total contract amount exceeds 
$10,000. During tb* perfomane* of this contract, the taller agreee that It will comply with a l l provisions of 
Executive Order lo. 11246 which lo lacorporacad into this sgrsemwnt by this referencs. 

I . SOJAI, ttoumam OrrorrWlTT UFOOTDW nroilXWWi Tha following applies only If Sallar has 30 or aora employees 
and holds coatracts, subcontract* oc patches* orders eaouatlai to aor* than $30,000. Seller will eoaplat* sad flla 
Coreraaaat Standard Ton 100, Equal employment opportunity Saploysr Information laport II0-1 (or such other' ton as 
may heve superseded I t ) , la accordance with ths Instructions contained therein. 

4. ATTIBUTm icnos oacn,IASes WOOSAMSI Tha provisions of this Section apply only it Sallar has 30 or aore 
employeee sad holds contracts, subcontracts or purchase ocdscs axwrnntlng to acre than $10,000. 

(a) la compliance with roragrepk 60-1.40, and la accordance with Sections 60-2.1 through 60-2.32 of the rules 
of ths Office of Federal Contract Campllsucs rrograns, Sailer shall develop a written affirmative action compliance 
progr*a for each of its eatabllshaoats.. Within 120 days from ths issue sets of this contract, Seller shall maintain 
a copy of separate afflroatlva aetioa coapllsnes programs for each of its estsblisbaents. 

(b) Sallar shell require eech of Its subcontractors who have ]0 or ears eaployee* end s subcontract placed 
hereunder of $30,000 or note to develop e written 'affirmative action eoepllaoc* program for each of I t s aetebllah-
ments in confoTaence with the requirements of this.Section. 

5. EHTUmmrr or 0/UMFISl) SaSniCAms IKPirrcUAMi The provisions of this Section apply only If the total contract 
aaouat exessda $J,Jd5. Seller agrees to comply with Section 50} of ths tahablllutlon Set of 1173, Section I I I of 
the JMtebiUtatibn Act eModaent* of 1S74 and 41 CT* 560-7*1.4 which sr* Incorporated Into this agreement by this 
reference. 

6. SMrlOTMBrr OT VnTESASSi The provisions' of this Saeeloa apply only if the totsl contract eaoont exceeds $10,000. 
Seller agree* to conply with Section 2012 of the Vletnea Bra Tstscsn* laedjuetment Act of 1374, and 41 CJS J60-230.4 
which are Incorporated into this agreement by thie' reference. 

7. CTItlSATICet Of MWITTT SWImHSS SirtsrSISSSi The provisions of this Ssntlos spply only If the total contract 
aaouat exceeds $10,000. 

(a) It ia the policy of the Cora meant that minority business enterprises shall have tha asxlaua practicable 
opportunity to participate ia the performance of Cove meant contracta* 

(b) Contractor agree* to one its best efforts to carry out this policy in ths sward of its subcontracts to the 
fullest extant consistent with the efficient performance of this contract. As used lm this contract, the term 
"minority business cnterprlss" mssns a businsss, at lease 50 pereent of which Is owned by minority group members or, 
in case of publicly owned bus loa a aa a, at least 31 percent of the stock of which Is owned by minority group members. 
For the purpose of this definition, minority group members era Segroee, Spanish-speaking Amerlcen persona, Ameriexn-
Orisatals, Anmrlcsn-Indlsus, Anerican-tskiaos, and American Aleuts. Contractors way rely on written rspreseatatlou* 
by subcontractors retarding their itscus as alnorlcy business sntsrprlsa* la lien of an independent investigation. 
41 c n |l-l.l3W-2(a). 

S. OTTLUATIOB or LA10S SEIFICS U U WIBFJUI8I the provisions of this Ssetloa spply only If the totsl contract amount 
exceeds $10,000. 

(a) ZC ia the policy of the Government to sward coatraete te labor surplus arse concerns that sgrse to 
perform substantially la labor surplas areas, where this csa be done consistent with the afdetent performance of 
the .eontrect and at prices no higher than are obtainable elsewhere. Contrector egreee to use its beet effort* to 
place Its subcontracts, lo aceerdaaca with this policy.' 

(b) la complying with subsection (a)' of this lection and with subsection (b) of Saetlon 9 of this contract 
entitled "Utilisation of Small Buelnese.'Concerne," tbe Contrector in piecing his eubcootrsets shell observe the 
following order of preferencei (1) small business. concerne that are labor surplus aree concerns, (2) other smell 
business concerns, and (3) othsr labor surplus area concerns. 

(c) (1) The teem "labor eerplue area" means a g*os*epHlael ere* Identified by tn* Bepextment. of tebor'e* en 
srse of concentrated unamaloymsnt or andereaploymsat' or en area of labor surplus. 

(2) Tha tana "labor surplus area concern" asan* * concern that together with its first-tisr subenntrsctore 
will perfora substantially In labor surplus areaa. 

(3) Tha tans "perform substantially la a labor surplas area" means thnt ths costs Incurred oa account of 
mnanfacturlns, productioa, or appropriate sarvlcse in labor surplus acsss exceed 30 nercent' of tha contract price* 
41 Ctl §t-l.«0J-3(s). 

9. PTn.lri.TI0B or mi l l SPSISHS COWOrotst' The provisions of this Section apply only If tbe total contract amount 
excess $14,000. 

(*> It is the policy of tha Government es dsclsrsd by Congress that a fair proportion of the purchasee and 
contracta for supplies snd ssrviess for ths Government be placed with smell business concerns. 

(b) Contractor sgrsss te accomplish tha eaxlmua amount of subcontracting eo email business concerns thst 
Contractor rinds to be consistent with ths efficient performance of this confront. 41 C7X Jl-l.710~l(s). 

10. aJTTJMATITI ACTIOS T01 DISAJLP) WTSSAaS AID VSTS1JM Of T8» VlSTWut H I l The provisions of this Section spply 
only if tho total contract amount exceeds $l6,0OO. Seller egrees to comply with Section 402 of the Vietnam See 
Veteran* Saedjuetaent Assistance Ace ef 197* and 41 on $60-250.1 which era incorporated into this egreemene by 
this reference. 

I I . WTtta.TT.OM 0T WOKTO-CBS20 BUSmSI COWCSWSi Ths provisions of this Section apply only If tha total contract 
amount exceeds $10,000. 

(a) It is tha policy of the United states Oovernasat that womsn-owned businesses shall have the maximum 
practicable opportunity to nertlclnsts in ths performance of eoatrseta swarded by eny Federal agency* 

(b) Contractor agrees to use Its best efforts to carry out this policy in the sward of subcontrscts to the 
fullest sxtast consistent with the efficient performance of thla contrnct. As used in this contract, a "vnman-owned 
business" concern means a buainess thst' Is at leeet SIX owned by a worn** or vsmss who also control snd operate it . 
"Control* la thla context asetts exercising the power to ask* policy decisions. "Operata" in this context nsans 
being entirely involved In the aey-ca-day mamagement. -Women" mean e l l women buelueeo owners. Temporery regulation 
54, Appendix to 41 Cm Chapter 1. (See .executive Order 12138). 


