
March 21, 2007 

EOG Resources, Inc. 
P.O. Box2267 
Midland, TX 79702 
(432) 685-3600 

VIA CERTIFIED MAIL 

Occidental Permian Limited Partnership 
P.O. Box 50250 
Midland, Texas 79710 
Attention: Mr. David Evans 

RE: Cimarron "17" State No. 1 
1650' FNL & 330' FWL 
Section 17, T18S, R34E, N.M.P.M. 
Lea County, New Mexico 

Gentlemen: 

In reference to the captioned well, this is EOG Resources, Inc.'s proposal to drill the 
Cimarron "17" State No. 1 well as a 9500' Bone Spring test at the above location. 

Enclosed please find the find the following documentation for your review and further 
handing: 

1. Authorization of Expenditure #103725 
2. Copy of Drilling Title Opinion prepared by the Stubbeman law firm. 
3. Joint Operating Agreement dated March 20, 2007. 
4. Copy of approved drilling permit with plat. 

It would be appreciated if you would please sign the various signature pages enclosed 
relating to the Operating Agreement a\ong with the AFE and then return same to me 
with your geological requirements. 

Should you have any questions, please advise. 

Very truly yours, 

EOG RESOURCES, INC. 

Oil Conservation Division 

Douglas W. Hurlbut 
Land Specialist 

energy opportunity growth 
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MIDLAND Printed: 03/21/2007 
A F E No. 103725 Original 
Property No. 043236-000 
EOGW.I . (BCP) 7 5 % (ACP) 75% 
EOG AFE A m t : (Dr lg) $891,300 

(Completion) $577,125 
Total C o s t $1,468,425 

AFE Type : DEVELOPMENT DRILLING AFE Name : CIMARRON 17 STATE 

#1 D&C 

AFE Date : 03/21/2007 Budget Year :2007 

Reg. Lease No.: Prospect Name : EK TVD / MD : 9500 / 9500 Begin Date : 

Location : Section 17-T1BS-R34E, 1650 FNL & 330 FWL Formation : DD&A Field : 

Operator : EOG RESOURCES, INC County & State : LEA NEW 

MEXICO 

Field : MESCALERO ESCARPE Water Depth : 

AFE Description : cimarron 17 state #1 D&C Product: OIL Days : 0 / 0 

DESCRIPTION SUB 

ACT 
DRILLING COMPLETION TOTAL 

ACCESS LOCATION.ROADS S SURVEY 401 90,000 2,500 92,500 
RIG MOVE 402 210,000 0 210,000 
DAY WORK COST 1 8 / 2 DAYS @ $18,000/$18,000 404 324,000 36,000 360,000 
BITS & BHA 405 75,000 0 75,000 
FUEL 1 8 / 2 DAYS @ $2,000/32,000 406 36.000 4,000 40,000 
WATER '"4"07~ 40,000 5,000 45,000 
MUD & CHEMICALS 408 35,000 0 35,000 
CEMENTING & SERVICE 409 40,000 45,000 85,000 
OPEN HOLE LOGGING & TESTING 411 30,000 1$,0'0<5 45,000 
MUD LOGGING 15 DAYS @ $9b0 412 14.306 0 14,300 
COMP-PERFORATING 413 0 10,660 16,666 
COMP-STIMULATION 414 0 30,000 36,666 
TRANSPORTATION 415 15,000 15,000 30,606 
DRILLING OVERHEAD 20 DAYS @ $250 416 5,000 5,000 10,000 
EQUIPMENT RENTAL ~1\T 40,000 36,000 70,000 
COMP-COMPLETION RIG 418 0 50,000 50,000 

OTriEft DRILLING EXPENSE 419 25,000 26.6'oti 45,000 
ENVIRONMENTAL & SAFETY CHARGES 421 4,000 30,000 34,000 
SUPERVISION 22 DAYS @ $1,300 • 424 28,600 15,000 43,600 
COMMUNICATIONS 20 DAYS @ $200 431 4,660 0 4,000 
TUBULAR INSPECTION/HANDLING 436 25,006 0 25,000 
COMP-WIRELINE SERVICE'S 442 0 5,500 5,500 
DISPOSAL COSTS 447 40,000 0 40,000 
T I T L E op iN iON-bRi r rs i re • 453 10,000 6 10,000 

TOTAL INTANGIBLES $1,090,900 $318,00C $1,408,900 

UOM QTY SIZE GRADE RATE 
SURFACE CASING FEET 500 11-3/4" 

42# 
H-40 STC 31.00 102 15,500 0 15,500 

INTERMEDIATE CASING FEET 3,200 8-5/8" 32# J-55 LTC 2o".oo 103 64,000 0 64,660 
COMP-PRODUCTION CASING FEET 9,500 5-1/2" 17# N-SoTrC 15.00 104"" 0 142,500 142,500 
COMP-TUBING 6,000 2.875 LB0 6.00 106 0 54,000 54,000 
WELLHEAD EQUIPMENT 107 13,000 12,000 30,000 
COMP-TANKS 108 0 20,000 20,000 
COMP-FLOW LINES 109 6 3,500 3,566 
COMP-VALVES & FITTINGS 110' 0 25,000 23,666 
COMP-RODS 111 0 28,000 28,000 
COMP-PUMP EQUIPMENT-SURFACE 112 0 100,000 100,000 
COMP-PUMP EQUIP/SUBSURFACE 113 0 8,060 8.000 
COMP-HEATER,TR£ATER,SEPARATOR 115 0 18,500 18,500 
COMP-METERING EQUIPMENT 118 0 15,000 15,000 
COMP-CONSTRUCTI0N COST 122 0 25,000 25,000 

TOTAL TANGIBLES 
TOTAL COST 

$97,500 $451,500 $549,000 TOTAL TANGIBLES 
TOTAL COST $1,188,400 $769,500 $1,957,900 

8y <Lxj <%m D a t e 3 / ^ / / c /7 
By Date 

By 0 Date By Date 

Firm By Title Date 
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Total P<—-

~§SnT5 Occidental Permian Limited Partnership 
P.O. Box 50250 

iSit&Qt'/ ~ ~ 

arpo'e .Midland, Texas 79710 
Cty'sii Attention: Mr. David Evans 

SENDER: COMPLETE. 7W/S SECTION /; 

Complete items 1, 2, and 3. Also complete 
item 4 if Restricted Delivery is desired. 
Print your name and address on the reverse 
so that we can return the card to you. 
Attach this card to the back of the mailpiece, 
or on the front if space permits. 

1. Article Addressed to: 

Occidental Permian Limited Partnership 
P.O. Box 50250 
Midland, Texas 79710 
Attention: Mr. David IE vans 

'COMPLETE THIS SECTION ON DELIVERY,' yVT,V '"'"""t'• 

A. Sign; 

si tyy n A s e n t 

C * y * ^ ~ a • Addressee 

B^Heceivod by (Printed Name) 

TtoLU 
C. Date of Delivery , 

D. Is delivery address different from item 1 ? O Y03 

It YES, enter delivery address below: • No 

3. Son/Ice Type 
2D Certified Mall • Express Moll 
• Registered • Return Receipt for Merchandise 
• Insured Mail • C.O.D. 

4. Restricted Delivery? (Extra Fee) • Yes 

2. Article Nu 

(Transfer t._ 7QDE 3150 Q00S 0501 574^ 
PS Form 3811 , August 2001 Domestic Return Receipt 10259&O2-M-1540 



i«j H. rcm&u .w*,,numu State of New Mexico 
T ? n r i . . 1 J I T . J - I T» ~ 

Oil Consnrvatiou DKislou 

1120 S. St frauds Dr. 

Sauta F*, N M 87505 

rem CWI 

APPLICATION FOR PERMIT TO DRILL . RE-ENTER. DEEPEN, PLUCBACK. OR ADD A ZONE 
1. q m r t a u B j M t a t 

ECO RESOURCES !NC mi 
P.O. D0X2261 J U I K u U 

Miami ,TX 79702 
J U I K u U 

Miami ,TX 79702 
3CW25.38341 

$. PmxnyH«B« 

3o385 CMARROH 17 STATE 001 

• Sarfnc* Loraticn 
DL.tx*. fta»0 H4Lk» fat Ron E W U o i 

E 11 ISS 34E E 1530 N 330 W LEA 

MESCALERO ESC ARPEjBOHE SPRMO 
8. Pool lafcarnation 

Asm 
AddUoual WeU InfenBadam 

NiwWall 

10. WiH T». 

oa. 
11. HtWEuy 

Stab 
13. QRMs»lLmlia#Mlai 

4070 

N 9X0 

15. |ta&a3on 

2nd Bow Spring CMfeoral. 

t f . Ctamxx 19. « o l » > 

UO 

fiimu ton w v i t t fodi m l a MU 

»1000 
PW«a to H M coaVi w*w 

> 1000 

t t I t a M M t X 13 a l k f e t t i C toT M V a t a » : 1 0 3 0 0 » ) , JM&«kl«hrf . 
Q o « d l o e o 4 « » r »«4WlMKB«iB«ri>i««VOItl»«4r o « / * * r 

19. Proposed Casing ami Omeiu Program 
Type Hoi. So. C f i * Typ. Corns WiighWll StttmgDiplfc StebofCtmuit EttimattdTCC 

Smt 14313 11.75 300 323 0 
lull I t 8tS23 32 3200 750 0 
Prod 7.S75 53 IT MOO 800 

Caring/Cement Program: Additional Comments 

?radactioo C*mg String- D«ntd TOC will t» 500" ibow •Wbwtl>yd»c«ibrah»irir«jow. 

Propotwl Btowotu Prevention Program 
Typ. Working Pitanr* TwtPnwiB. Maair&cttnw 

DoobkRim 5000 5000 

1 bnbjr c«jf/ out tb» afmki glvat Aon tf mm «ad coqpku w tm 

l«jd»»«««ly«M». > • » ! » " « > " • * • * ' •mrttet" 
1010 CS p l u t w K , » f m i f a d P , • « t t a U ) MDMtkx 
OCT M W . i l * I * * ' • 

OIL CONSERVATION DIVISION 1 bnbjr c«jf/ out tb» afmki glvat Aon tf mm «ad coqpku w tm 

l«jd»»«««ly«M». > • » ! » " « > " • * • * ' •mrttet" 
1010 CS p l u t w K , » f m i f a d P , • « t t a U ) MDMtkx 
OCT M W . i l * I * * ' • Approved Bjr. ProlKeatx 

Printed Neat: Ebcttosnlly SWby Donny OWnlcn Till.: OKkprt 
Till.: Sx. LMfle Operation. Rep AppiovMiDale: 3/150007 |EipiarrioaDd«: 3/13/2008 
Emul Adda*. do^j)raioTt3«of!Mom»i mm 

Del.:3/MO007 |Pfca»:-C2-«S«.3M2 CondrhOTf of Approval Attached 



New Mexico Double Horseshoe Reserve Pit Design 

165' 

Approximate Inside Reserve Volume: 4500 bbls 
Approximate Outside Reserve Volume: 5800 bbls 



Etat t j 

PiftriftS 

1301 W. O m l JUi . ,M»l i ,KU*Ult> 
B»».:<5aJ) TM-UB JWUCLT) H U M 

1DO0 Mo lk*** RA, AebK, MM »T410 

ux s. sttcmata.t^urt.tattfsci 
RoutSU} IM-MTO rtC^CS) *T6-iW5 

WELL LOCATION AND ACREAGE DEDICATION PLAT 
3. Fool Co* 

30-025-38347 43793 MESCALERO ESCARP££ONE SPRINO 
*. fnp«B/Co** 5 Errp«iy Hmrm «-Wtll Ho. 

3S333 OMARR0N 17 STATE 001 
I DORD tfe. B. CfeencoTHsse 9. D m t k t i 

1377 EOG-RESOURCES INC 4070 

IB. Surface Lotaoon 
I t . U baton T««m4ft Beat Lot kfc I ' M Rom. H/SL>> • n i b Coaty 

E 17 ISS 34E !«50 M 330 w LEA 

11. Bottom Bote Locrttton I f Different From Surface 
| | r - . * | m | i t * | iv**** j wsu. | r-Frc- | m u . | r»» 

40 JOO 

u . Jotter I t . ConoJUXka Cc* l i fata-He. 

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN 
CONSOLIDATED OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION 

OPERATOR CERTIFICATION 
Ihtrmi} nrt0 that At Information contatMdhmrttnis 
1mm and comflmtm a? ?JM htst o/jrpi faxmbdfi and fe*ho£ 
and ihaffftis organization sd&rr owu a wctrkixg &%hr<a 
or mlntr ct txtmrtit tn Tkm kzrrf fctudmf ttid 
pr^smd team fob b<a!m(l) or has m right tv drtt 
^»mSat&Sik«al^fviua»toaeaaraa>Man 
ovnmofsachaisunmralarymorking Mmrmxt, or 100 
wjhaiarj footing agrurntnt or a comfubcnj footing 
ordmr hirmtppri mnttrmi bj tht dMsion. 

E-SijaidByiDoiinfOknlca 
Title: Sr. Lease Operations Rep 
Dele: 3/140007 

SURVEYOR CERTIFICATION 
Ihtrtbj artifr »W tht mH location shown on All flat 
was phtttdJl'omJStldnoUs of actual survtfs mad* bj 
mt or undmrmj supervision, andthatthttammistn* 
andcorr+cttothtbrnStofnybmlMtf. 
StnveyedBy: Terry Aeel 
Date of Survey: 3*50007 
Cextakaie Nmaber: 13079 

State of New Mexico 

Energy 5 Mheeralt and Na tu i i t l VLtsomcts 

O i l Conjervjedou Divis ion 

1110 S. St Frauds B r . 

Saata Fe. N M 87505 



Permit Conditions of Approval 
Operator: EOG RESOURCES INC . 3̂77 
WelL- CIMARRON 17 STATE S001 
API- 30-025-38347 

OCD 
Reviewer 

Condition 

pkiutz Pit MnsbuciUor) and oiosur* miatutlsfy *!t rtqulitrntrit* c1y»ui «ppranrJ pint, OCD. Hula 10,19.2.90, 
«nd lh« Pit jn i j StlDwOndt TJitk Ouldlllnts 



District I 
1625 N. French Dr.. Hobbs. HM B8240 _ 
District i! Energy, 
1301 «. Grand Avenue, Altera, NM 88210 

District III 

1000 Ro Brazos R i , Aztec, NU 87*10 

District fV 

1220 S. St. Francis Dr.. Sonte fe. NM 87505 

State of New Mexico 
..literals & Notural Resources Departrrk 

OIL CONSERVATION DIVISION 
1220 South St. Francis Dr. 

Santa Fe, NM 87505 

Form C-102 

Revised October 12, 2005 

Submit to Appropriate District Office 

State Lease- 4 Copies 

Fee Lease-3 Copies 

. • AMENDED REPORT 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

Property Code Property Name Well Number 

CIMARRON 17 STATE 1 
OGRID No. Operator Nome Elevation 

EOG RESOURCES, INC. 4070' 
Surface Location 

UL or lot no. 

E 

Section 

1? 

Township 

18 SOUTH 

Range I Lot Idn 

34 EAST. N.M.P.M. 

Feet from tiie 1 North/South line 

1650' NORTH 

feet from the 

330' 

East/West line 

WEST 

County 

LEA 

Bottom Hole Location If Different From Surface 
UL or lot no. Section Township ^ Range ^ Ut Idn Feet from the North/South line Feet from the ^ East/West line }^ County 

Dedicated Acres ôlnt or infill Consolidation Code Order No. 

No allowable wiil be assigned to this completion until all interests have been consolidated or a non-standard unit has been approved by the 

division. 

NEW MEXICO EAST 
NAD 1927 

Y-6374a6.5 
X-=72a6M.O 

LAT,-. N 32,750337V 
LONG.: W 10J.589615T 

OPERATOR CERTIFICATION 

I hereby' certify that the information 
contained herein is true and complete 
to the best of my knowledge and 
belief, and that this organization 
either owns a working interest or 
unleased mineral interest in the land 
including the proposed bottom hols 
location or has a right to drill this 
weli at this location pursuant ta a 
contract with on owner of such a 
mineral or working interest, ar to a 
voluntary pooling agreement or a 
compulsory pooling order heretofore 
entered by the division. 

Signature 

Printed Nome 

SURVEYOR CERTIFICATION 

I hereby certify thj^i^thQ^eli locotion 
shown on this^pTot\i^as\ plojted^ from 
field notes eft ..actual stirv«ys\robde by 
me or un^/<^jrygu'pe^jS'/o^,'^}^d\ihat 
the sam<f is trj&,^ndi-\£frect^ to u\p 
best of h\y b/fief/ y s*'"C \ \ 

Signature 
Professional* ^dl^yo/T' 

lumber 15079 

WO/ 070JQ6m. (JL) 



A.A.P.L. FORM 610 - 1989 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

March 20 , 2007 

OPERATOR EOG RESOURCES, INC. 

CONTRACT AREA SW/4 NW/4 SECTION 17, T-18-S, B-34-E, N.M.P.M 

Limited to depths below the base ofthe Queen formation to the base ofthe Bone Spring formation 

COUNTY OR PARISH OF LEA , STATE OF NEW MEXICO 

COPYRIGHT 19S9 - ALL RIGHTS RESERVED 

AMKHICAN ASSOCIATION OF PETROLEUM 

LANDMEN, <!)O0 FOSSIL CREEK BLVD. 

PORT WORTH, TEXAS, 76137, APPROVED FORM. 

A.A.P.L. NO. 610-1989 

SCANNED 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

1 OPERATING AGREEMENT 

2 THIS AGREEMENT, entered into by and between EOG Resources. Inc. . , 

3 hereinafter designated and referred io as "Operalor," and thc signatory parly or parties other than Operator, sometimes 

4 hereinafter referred to individually as "Non-Operalor," and collectively as "Non-Operators." 

5 WITNESSETH: 

6 WHEREAS, (lie parlies to this agreement arc owners of OU and Gas Leases and/or Oii and Gas Interests in the iand 

7 identified in Exhibit and the parties hereto have reached an agreement to explore and develop these Leases and/or Oil 

8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided, 

9 NOW, TlIEREFORE, it is agreed as follows: 

10 ARTICLE I. 

11 DEFINITIONS 

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

13 A. The term "AKE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 

14 estimating the costs to be incurred in conducting an operation hereunder. 

15 S. The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oi! 

)6 and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 

17 and production testing conducted in such operation, 

18 C. The term "Contract Area" shall mean all ofthe lands. Oil and Gas Leases and'or Oil and Gas Interests intended to be 

19 developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas 

20 Interests are described in Exhibit "A." 

2! D. The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below lhe deepest 

22 Zone in which the well was previously drilled, or below lhe Deepest Zone proposed in the associated AFE, whichever is the 

23 lesser. 

24 E. The terms "DriUing Party" and "Consenting Party" shall mean a parry who agrees to join in and pay its snare ofthe 

25 cost of any operation conducted under the provisions of this agreement. 

26 F. The term "Drilling Unil" shall mean the area fixed for lhe drilling of one well by order, or rule of any state or federal 

27 body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unil as 

28 established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 

29 G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be 

30 located. 

31 It. The term "Initial Well" shall mean the well required to be driUed by the parties hereto as provided in Article VI.A. 

32 I. Thc term "Non-Conscnt Well" shall mean a well in which less than all parties have conducted an operation as 

33 provided in Article V1.D.2. 

34 J. The terms "Non-Drilling Party" and "Non-Consenting Parly" shall mean a party who elects not to participate in a 

35 proposed operation. 

36 K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 

37 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusivencss of this term is 

38 specifically staled. 

39 L. The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 

40 of land lying within the Contract Area which are owned by parties lo Ihis agreement. 

41 M. Thc terms "Oil and Gas Lease." "Lease" and "Leasehold" shall mean the nil and gas leases or interests therein 

42 covering tracts ofland lying within the Contract Area which are owned by lhe parties to this agreemeni. 

''•3 N. The term "Plug Back" shall mean a single operalion whereby a deeper Zone is abandoned in tinier to attempt a 

44 Completion in a shallower Zone. 

45 0. The term "Recompletion" or "Recompile" shall mean an operation whereby a Completion in one Zone is abandoned 

46 in order lo attempt a Completion in a different Zone within the existing wellbore. 

47 P. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is' Completed io secure, 

48 restore, or improve production in a Zone which is currently open to production in the wellbore. Sueh operations include, but 

49 aie not limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling. Sidetracking, 

50 Deepening, Complefing, Recompleting, or Plugging Back of a well. 

51 0- The term "Sidetrack" shall mean Ihe directional control and intentional deviation of a well from vertical so as to 

52 change the bottom hole location unless done lo straighten thc hole or drill around junk in thc hole to overcome other 

53 mechanical difficulties. 

54 R. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 

55 Gas separately producible from any other common accumulation of Oil and Gas. 

56 Unless the context otherwise clearly indicates, words used in the singular include the plural, the word "person" includes 

57 natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter. 

58 ARTICLE II. 

59 EXHIBITS 

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

6! X A. Exhibit "A," shall include the following information: 

62 (1) Description of lands subject to this agreement, 

63 (2) Restrictions, if any, as lo depths, formations, or substances, 

64 (3) Parties to agreement with addresses and telephone numbers for notice purposes. 

65 (4) Percentages or fractional interests of parties lo this agreement, 

66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject lo this agreement, 

67 (6) liurdens on production. 

68 - B^E*hibn "13." tHww-ef Leesê  

69 X C. Exhibit "C," Accounting Procedure. 

70 X D. Exhibit "D," Insurance. 

~> 1 . X. R Exhibit "E," Gas Balancing Agreement. 

72 X F. Exhibit "F." Non-Discrimination and Certification of Non-Segregated Facilities. 

73 G. Lxhihu "G," '-fex-Paffoershtt*: 
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1 tf any provision o f any exhibit, except Exhibits "E , " "F " and "G," is inconsistent with any provision contained in 

1 the body o f this agreement, the provisions in the body of this agreement shall prevail. 

3 ARTICLE I I I . 

4 INTERESTS OF I'ARTICS 

5 A. Oi l and Gas Interests: 

6 I f any party owns an Oi l and Gas Interest in ihc Contract Area, that Interest shall be treated for all purposes o f this 

7 agreement and during the term hereof as i f it were covered by the form of Oi l and Gas Lease attached hereto as Exhibit " B , " 

8 and the owner thereof shah be deemed to own both royalty interest in such lease and the interest o f the lessee thereunder. 

9 B. Interests o f Parties in Cost* and Product ion: 

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

H and paid, and all equipment and materials acquired in operations on the Contract Area shall he owned, by the parties as their 

12 interests aie set forth in Exhibit "A." In the same manner, the parties shall also own all production o f Oi l and Gas from the 

13 Contract Area subject, however, to the payment of royalties and other burdens on production as described hereafter. 

14 Regardless o f which parly has contributed any Oi l and Gas Lease or Oi l and Gas Interest on which royalty or other 

15 burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or 

16 cause to be paid or delivered, all burdens on its share o f the production from the Contract Area up to, but not in excess of, 

17 ,[/gth and shall indemnify, defend and hold thc other parlies free from any liability therefor. 

If i Except as otherwise expressly provided in ihis agreement, tf any parly has contributed hereto any I-ease or Interest which is 

19 burdened wilh any royalty, overriding royalty, production payment or other burden on production in excess o f the amounts 

20 stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend 

21 and hold the other parlies hereto harmless from any and all claims attrihutable to such excess burden- However, so long as 

22 the Dri l l ing Unit fbr the productive Zonc(s) is identical with the Contract Area, each parly shall pay or deliver, or cause to 

23 be paid or delivered, all burdens on production from the Contract Area due under the leans o f the Oil and Gas Ixase(s) 

24 which such party has contributed to this agreement, and shall indemnify, defend and hold the other parties ITCC from any 

25 liability therefor. 

26 No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party's 

27 lessor or royally owner, and i f such other party's lessor or royalty owner should demand and receive selilcmenl on a higher 

28 price basis, the party contributing the affected Lease shall bear Ihc additional royally burden attributable to such higher price. 

29 Nothing contained in (his Article III .B. shall be deemed an assignment or cross-assignment o f interests covered hereby, 

30 and in the event two or more parties contribute to this agreement joint ly owned Leases, the parties' undivided interests in 

31 said Leaseholds shal) be deemed separate leasehold interests for the purposes o f this agreement. 

32 C. Subsequently Created Interests: 

33 H" any party has contributed hereto a Lease or Interest that is burdened with an assignment of production given as security 

34 for the payment o f money, or if, after the date of this agreement, any parly creates an overriding royalty, production 

35 payment, net profits interest, assignment o f production or other burden payable out o f produclion attributable to its working 

36 interest hereunder, such burden shall he deemed a "Subsequently Created Interest." Further, i f any party has contributed 

37 hereto a Lease or Interest burdened with an overriding royally, production payment, net profits interests, or other burden 

38 payable out of production created prior to the date of this agreement, and such burden is not shown on Exhibit "A, " such 

39 burden also shall be deemed a Subsequently Created Interest to the extent such burden causes Ihe burdens on such parly's 

40 Lease or Interest lo exceed the amount stipulated in Article I I ) . I I . above. 

41 The party whose interest is burdened wi lh the Subsequently Created Interest (the "Burdened Party") shall assume and 

42 alone bear, pay and discharge the Subsequently Created Interest and shall indemnify, defend and hold harmless lhe other 

43 parties from aod against any liability iherefor. Further, i f thc Burdened Party fails to pay, when due. ns share of expenses 

44 chargeable hereunder, all provisions of Article VJJ.B. shall be enforceable against lhe Subsequently Crvalcd Julercst in ihe 

45 same manner as they are enforceable against the working interest of the burdened Party. I f the Burdened Party is required 

46 under this agteement to assign or relinquish to any other parly, or parties, all or a portion of ils work ing interest and/or the 

47 production attributable thereto, said other pany, or parties, shall receive said assignment and/or produclion free and clear of 

48 said Subsequently Created Interest, and the Burdened Party shall indemnify, defend and hold harmless said other party, or 

49 parlies, from any and all claims and demands for payment asserted by owners of the Subsequently Created Interest. 

50 ARTICLE IV. 

51 TITLES 

52 A. Ti t le Examinat ion : 

53 Title examination shall be made on lhe Drillsite of any proposed well prior to commencement o f dri l l ing operations and, 

54 i f a majority in interest of the Dril l ing Parties so request or Operator so elects, title examination shall be made on the entire 

55 Dr i l l ing Umt, or maxi mum anticipated DriUing Unit, of the well. The opinion wil l include the ownership of the working 

56 interest, minerals, royalty, overriding royalty and produclion payments under the applicable Leases. Each party contributing 

57 Leases and/or Oi l and Gas Interests to be included in the Drillsile or Dri l l ing Unit, i f appropriate, shall furnish to Operator 

58 all abstracts {including federal lease status reports), title opinions, title papers arid curative material in its possession free of 

59 charge. Al l such information not in the possession of or made available to Operator by the parties, but necessary for the 

60 examination of the tit le, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 

61 by outside attorneys. Copies of al! title opinions shall be furnished to each Drilling Part)'. Cos is incurred by Operator in 

62 procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty 

63 opinions and division order title opinions) and other direct charges- as provided in Exhibit "C" shall be home by thc Dri l l ing 

64 Parties in the proportion lhat thc interest of each Dri l l ing Parly bears Io the total interest of all Dr i l l ing Panics as such 

65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other personnel 

66 in the performance of the above functions. 

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

68 connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible tor the preparation 

69 and recording o f pooling designations or declarations and communitization agreements as weii as thc conduct o f hearings 

70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessary or appropriate to 

71 the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf at such hearings. 

72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings before governmental 

73 agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shaU be direct 

74 charges lo ihe joint account and shall not be covered by the administrative overhead charges as provided in Exhibii "C." 
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1 Operator shall make no charge for services rendered by Us staff attorneys or other personnel in the performance o f the above 

2 functions. 

3 No well shall he dril led on the Contract Area until after ( I ) the title to the Drillsite or Dr i l l ing Unit, i f appropriate, has 

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

5 all of the Dri l l ing Parties in such well. 

6 B. Loss or Fai lure of T i t l e : 

7 1. Failure of Ti t le: Should any Oi l .and Gas Interest or Oil and Gas Lease be lost through failure o f tit le, which results in a 

8 reduction of interest from that shown on Exhibit " A , " - t h e party credited with contributing the affected Lease or Interest 

9 {including, i f applicable, a successor in interest tn such party) shall have ninety (90) days from final determination of title 

10 failure to acquire a new lease or other instrument curing the entirety o f the title failure, which acquisition wi l l not be subject 

11 to Article VI I I .B. , and fail ing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oi) and Gas 

12 Leases and Interests; and, 

13 (a) The party credited with contributing the Oi l and Gas Lease or Interest affected by the title failure (including, i f 

14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from 

15 Operator OJ- lhe other panics any development or operating costs which it may have previously paid or incurred, but lhere 

16 shall be no additional l iabil i ty on its part to Ihe other parties hereto by reason o f such title failure; 

17 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation o f the 

18 Lease or Interest which has failed, but the interests o f (he parties contained on Exhibit " A " shall be revised on an acreage 

19 basis, as o f the lime it is determined finally that title failure- has occurred, so that the interest o f the party whose Lease or 

20 Interest is affected by the title failure wil l thereafter be reduced in the Contract Area by the amount o f the Lease or Interest failed; 

21 (c) I f (lie proportionate interest of (he other parties hereto in any producing well previously dril led on the Contract 

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

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

24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 

25 attributable to such failed Lease or Interest; 

26 (d) Should any person not a party to this agreement, who is determined to be the owner o f any Lease or Interest 

27 which has failed, pay in any manner any part of thc cost o f operation, development, or equipment, such amount shall be paid 

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

29 (e) Any l iabil i ty io account lo a person nol a party to this agreement for prior production o f Oil and Gas which arises 

30 by reason o f title failure shall be borne severally by each party (including a predecessor to a current party) who received 

31 production for which sueh accounting is required based on the amount o f such produclion received, and each such parly shall 

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

33 (1) No charge shall be made to the joint account for legal expenses, fees or salaries in connection with lhe defense of 

34 the Lease or Interest claimed to have failed, but i f the party contributing snch Lease or Interest hereto elects to defend its title 

35 it shall bear all expenses in connection therewith; and 

36 (g) Ef any party is given credit on l lxhibit "A" lo a Lease or [merest which is l imited solely to ownership of an 

37 interest in the wellbore ol' any well or wells and the production therefrom, such party's absence o f interest in the remainder 

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

39 is reflected on Exhihit "A . " 

40 2. Loss bv Non-Payment or F.rroncous Payment o f Amount Due: If, through mistake or oversight, any rental, shut-in well 

41 payment, minimum royalty or royalty payment, or other paymeni necessary to maintain all or a portion o f an Oil and Gas 

42 l̂ ease nr interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary 

43 liability against the parly who failed to make such payment. Unless the pany who failed to make the required payment 

44 secures a new Lease or Interest covering the same interest within ninety (90) days f rom the discovery of lhe failure lo make 

45 piopcr payment, which acquisition wil l nol be subject to Article VI I I .B. , thc interests of thc parties reflected on Hxhibit "A" 

46 shall be revised on an acreage basis, effective as o f the date of termination of the Lease or Interest involved, and the parly 

47 who failed to make proper payment wi l l no longer be credited with an interest in the Contract Area on account o f ownership 

48 of the Lease or Interest which has terminated. I f lhe parly who failed to make thc required payment shall not have been fully 

49 reimbursed, at the time o f the loss, from the proceeds of the sale o f Oil and Gas attributable to the lost Lease or Interest, 

50 calculated on an acreage basis, for thc development and operating costs previously paid on account of such Lease or Interest, 

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

52 previously dril led or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 

53 (a) Proceeds o f .O i l and Gas produced prior to termination o f Lhe Lease or Interest, less operating expenses and leuse 

54 burdens chargeable hereunder to the person who failed to make payment, previously accrued lo thc credit of the lost Lease or 

55 Interest, on an acreage basis, up to the amount of unrecovered costs, 

56 . (b) Proceeds of Oi l and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed 

57 to make paymeni, up to the amount of unrecovered costs attributable to thai portion of Oil and Gas thereafter produced and 

58 marketed (excluding production from any wells thereafter drilled) winch, in the absence of such Lease or Interest termination, 

59 would be Jlti'ibulnbie lo ihe lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 

60 termination is credited to other parties, lhe proceeds of said portion of the Oi l and Gas to be contributed by the other parties 

61 in proportion to their respective interests reflected on Exhibit "A" ; and. 

62 (c) Any monies, up in (he amount of unrecovered costs, thai may be paid by any party who is, or becomes, the owner 

63 of lhe Lease or Interest lost, for the privilege of panicipating in the Contract Area or becoming a party to this agreement. 

64 3. Other Losses: A l l losses o f Leases or Interests committed to this agreement, other than those set forth in Articles 

65 IV.B.l. and IV.fj.2- above, shall be joint losses and shall be borne by all parties in proportion lo their interests shown on 

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

67 espress or implied covenants have not been performed (other than performance which requires only the payment nf money), 

68 and (lie loss o f any Lease by expiration at (He end o f its primary term i f it is not renewed or extended. There shall be no 

69 readjustment o f interests tn the remaining portion of the Contract Area on account of any joint loss. 

70 4. Curing Title: In the event o f a Failure of Title under Article IV.B. I. or a loss of title under Article IV.13.2. above, any 

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

72 (90) day period provided by Article IV .B . l . and Article IV.B.2. above covering all or a portion o f the interest that has failed 

73 or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article VHL13-

74 shall not apply to such acquisition. 
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1 ARTICLE V. 

2 OPERATOR 

3 A. Designation and Responsibilities of Operator: 

4 EOG Resources, Inc. . shall be the Operator of thc Contract Area, and shall conduct 

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

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

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

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

9 Non-Operalors with authority to bind them to any obligation or liability assumed or incurred by Operalor as to any third 

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

11 manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 

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

13 • except such-as may result from gross negligence or willful misconduct. 

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

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

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

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

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

19 based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator; such vote shall not be 

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

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

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

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

24 operation contained in Article V.A. or materia! failure or inability to perform its obligations under this agreement. 

25 Subject to Article VlI .D.l . , such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 

26 day of thc calendar month following the expiration of ninety (90) days afler the giving of notice of resignation by Operator 

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

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

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

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

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

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

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

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

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

36 succeed itself, the successor Operator shal! be selected by the affirmative vote of thc party or parlies owning a majority 

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

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

39 the operations conducted hy the former Operator to the extern such records and data are not already in the possession pf the 

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

4! account. 

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

43 resigned wilhoiil any action by Non-Operators, except thc selection of a successor. If a petition for relief under the federal 

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

45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 

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

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

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

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

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

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

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

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

54 C. Employees and Contractors: 

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

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

57 contractors shall be ihc employees or contractors of Operator. 

58 D. Rights and Duties nf Operator: 

59 ! Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 

60 contract basis at ihc usual rates prevailing in the area. If it so desires. Operator may employ its own tools and equipment in 

61 the drilling of wells, but ils charges therefor shall not exceed the prevailing rates in the area and ihe rate of such charges 

62 shall be agreed upon by thc parlies in writing before drilling operations are commenced, and such work shall be performed by 

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

64 who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 

65 shal! be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 

66 standards prevailing in lhe industry. 

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

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

69 charge each of thc parties hereto wilh their respective proporlionate shares upon the expense basis provided in Exhibit "C." 

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

71 made and received. 

72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payable, all accounts 

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

74 respect of lhe Contract Area or any operations for the joint account thereof, and shall keep thc Contract Area free from 
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1 liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 

2 materials stipplied-

3 4. Custody of Funds: Operator shall hold for the account of the Non -Opera tors any funds o f the Non-Opera tors advanced 

4 or paid to the Operator, either for the conduct o f operations hereunder or as a result o f the sale o f production from (he 

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

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

7 provided in Article V I I , 8 . Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 

8 and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 

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

10 parties otherwise specifically agree. 

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

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

13 all operations o f every kind and character being conducted for the joint account on the Contract Area and lo thc records o f 

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

15 rights shall not be exercised in a manner interfering with Operator's conduct o f an operation hereunder and shall not obligate 

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

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

18 and ail reports and information obtained by Operator in connection with produclion and related items, including, without 

19 limitation, meter and chart reports, produclion purchaser statements, mn tickets and monthly gauge reports, but excluding 

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

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

22 shall be conducted in accordance with the audit protocol specified in Exhibit "C." 

23 6. Fi l inz nnd Furnishing Govern rocptal Reports: Operator w i l l fi le, and upon written request promptly furnish copies to 

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

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

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

27 7. pr i l l ing and Testing Operations: The following provisions shall apply to each well dril led hereunder, including but not 

28 limited to the Initial Wel l : 

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

30 dri l l ing operations are commenced. 

31 (b) Operator wi l l send to Nun-Operators such reports, test results and notices regarding the progress o f operations on the well 

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

33 (c) Operator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 

34 Oi l and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted 

35 hereunder. 

36 8. C^sA Estimates: Upun request of any Consenting Party, Operator shal! furnish estimates of current and cumulative costs 

37 incurred for the joint account at reasonable intervals during the conduct o f any operation pursuani to this agreement. 

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

39 9. jn_sjiranee: At all limes while operations are conducted hereunder. Operator shall comply with the workers 

40 compensation law o f the state where the operations are being conducted, provided, however, that Operator may be a self-

41 insurer for l iabil i ty under said compensation laws in which event the only charge that shall be made to lhe joint account shall 

42 be as provided in Exhibit "C. " Operator shall also carry or provide insurance for the benefit of thc jo in t account o f thc parties 

43 as outlined in Exhibit " D " attached hereto and made a part hereof Operator shall require all contractors engaged in work on 

44 or for the Contract Area (n compl}' with Ihe workers compensation law o f the state where the operations are being conducted 

45 and to maintain such other insurance as Operator may reuuire. 

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

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

48 equipment. 

49 A R T I C L K V I . 

50 D R I L U N C AND D E V E L O P M E N T 

51 A. Ini t ial We l l : 

52 On or before the I st day ol" June 2007 Operator shall commence the dri l l ing o f the Initial 

53 Well at the fol lowing location: 

54 
A i a legal location in rheSW74 NW/4 o f Section 17, T I8 , R34E, Lea County, N.M 

55 " 

56 

57 

58 

5 9 and shall thereafter continue the dr i l l ing ofthe well with due diligence to a depth suf f ic ient to adequately penetrate and test the 

60 Bone Spr ing f o rma t i on . 

61 

62 

63 

64 

65 

6° 'Ihe dri l l ing of the Initial Well and the participation therein by all parties is obligatory, subject to Article V I .C .1 . as to participation 

^ in Completion operalions and Article VI.F. as to termination of operations and Article XI as lo occurrence o f force majeure. 
6 8 B. Subsequent Operat ions: 

69 i PropQSgoLQperatioiis: If any party hereto should desire to dril l any well on the Contract Area other than the Initial Well , or 

^ i f any party should desire to Rework, Sidetrack. Deepen, Recomplete or Plug Back a dry hole or a well no longer capable of 

producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under 
7 i - this agreement, the pany desiring to dr i l l , Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give written 

notice of the proposed operation to the parties who have not otherwise relinquished their interest in such objective Zone 

71 

73 

74 
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1 under this agreemeni and to al! other parties in the case of a proposal for Sidetracking or Deepening, specifying the work to be 

2 performed, the location, proposed depth, objective Zone and the estimated cost of the operation. The parlies to whom such a 

3 notice is delivered shall have thirty (30) days after receipt of the notice within which to notify the party proposing to do Lhe work 

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

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

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

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

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

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

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

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

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

13 promptly as practicable after the expiration of Ute forty-eight (48) hour period when a drilling rig is on location, as the case 

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

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

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

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

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

19 acceplance. If the actual operation has not been commenced within the time provided (including any extension thereof as 

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

2) said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as i f no prior 

22 proposal had been made. Those parties that did not participate in lhe dnlling of a well for which a proposal to Deepen or 

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

24 reimburse the Drilling Parlies in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance 

25 wilh Article VJ.B.5. in the event of a Sidetracking operation. 

26 2. Q&enUions by Less Than All Parties; 

27 (a) Determination of Participation, If any party to whom such notice is delivered as provided in Article VI.B.l. or 

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

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

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

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

32 proposed opcraiion and complete it with due diligence. Operalor shall perform all work for the account of thc Consenting 

33 Panics; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Pany, 

34 lhe Consenting Parlies shall cilher: (i) request Operator to perform the work required by such proposed opeintion for the 

35 account of the Consenting Parties, or (ii) designate une of the Consenting Parties as Operator to perform such work. Thc 

36 rights and duties granted to and imposed upon the Operator under this agreement are granted to and imposed upon the party 

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

38 conducting operations on ihe Contract Area pursuant lo this Article Vl.B.2., shall comply with all terms and conditions of this 

39 agreement. 

40 if less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the 

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

42 rccomiivcndation as tn whether the Consenting Panics should proceed with the operation as proposed. Each Consenting Parly, 

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

44 proposing parly ol' ils desire to (i) limit participation to such parly's interest as shown ou Exhibit "A" or (ii) carry only its 

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

46 the Cotitract Area) of Non-Consenting Parlies' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 

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

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

49 Consenting Party shall be deemed to be carried hy the party proposing ihc operation if such parly den-'s not withdraw its 

50 proposal. Failure to advise the proposing party within thc time required shall be deemed an election under (i). In thc event a 

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

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

53 withdraw such proposal if there is less than 100% participation and shall notify all parties of such decision within icn (10) 

54 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response period. 

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

56 of their proportionate intcresls in thc operation and the party serving as Operator shall commence sueh operation within the 

57 period provided in Article VLB. I . , subject to the same extension nght as provided therein. 

58 (h) Relinquishment of Interest lor Non-panicjpation. The entire cost and risk of conducting such operations shall be 

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

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

61 encumbrances of every kind creaied by or arising from the operalions of the Consenting Parties. Jf such an operation results 

62 in a dry hole, then subject to Articles VI.B.6. and V1.E.3., the Consenting Parties shal! plug and abandon the well and restore 

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

64 participated in the drilling, Deepening or Sidetracking of lhe well shall remain liable for, and shall pay, their proportionate 

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

G6 increased by the subsequent operations of the Consenting Parties. . If any well drilled, Reworked. Sidetracked, Deepened, 

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

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

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

70 expense and for ihe account of tbe Consenting Parties. Upon commencement of operalions for ihe drilling, Reworking, 

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

72 provisions of this Article, each Non-Consenting Party shall be deemed lo have relinquished to Consenting Parties, and the 

73 Consenting Parties shall own and be entitled to receive, in proportion to their respective iiueiests, all of such Non-

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

2 Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect 

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

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

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

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

7 HI 100 % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 

8 beyond the wellhead connections (including but not limited to stock tanks, separators, trcaters, pumping equipment and 

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

10 production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other 

11 provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that 

12 interest which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning 

13 of the operations; arid 

\4 fii) 300 . % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening, 

15 Plugging Hack, testing, Completing, and Recompleting, afler deducting any cash contributions received under Article VIIl .C, 

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

17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 

18 Notwithstanding anything lo the contrary in this Article VLB., if the well docs nol reach the deepest objective Zone 

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

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

21 Non-Consenting Party who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 

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

23 Consenting Parly shall have thc option lo participate in the initial proposed Completion of the well by paying iis share of thc 

24 cost of drilling lhe well to.its actual depth, calculated in the manner provided in Article VLB.4. (a). If any such Non-

25 'Consenting Party docs nol elect to participate in the first Completion proposed for such well, the relinquishment provisions 

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

27 (c) Reworking, Recompleting; or Plugging Back. An election not to participate in the drilling, Sidetracking or 

28 Deepening of a weU shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 

29 such a well, or portion ibereof, to which the initial non-consent clcciion applied lhat is conducted at any time prior to full 

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

31 participate in the Completing or Recompleting of a well shall he deemed an election not to participate in any Reworking 

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

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

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

35 coM of operation of said well and there shall be added to the sums io he recouped by thc Consenting Parties 300_% of 

36 that portion of the costs of lhe Reworking, Recompleting or Plugging Back operation which would have been chargeable lo 

37 such Non-Consenting Party had il participated therein. If such a Reworking, Recompiling or Plugging Back operation is 

38 proposed during such recoupment period, Ihe provisions of this Article VI.B. shall be applicable as between said Consenting 

39 Parties in said well. 

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

41 share of production, or the proceeds Iherefrom, Consenting Parties shall be responsible for the payment of all ad valorem, 

42 production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to 

43 Non-Consenting Party's share of production not excepted by Article III.C 

44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 

45 Parlies shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, bui lhe ownership of all 

46 such equipment shal' reiruin unchanged; and upon abandonment of a weU after such Reworking, Sidetracking, Plugging Back, 

47 Recompiling or Deepening, thc Consenting parlies shall account for all such equipment to thc owners thereof, wilh each 

48 party receiving ils proportionate pari in kind or in value, less cost of salvage. 

49 Within ninety (90) days after the completion of any operation under this Article, lhe parly conducting the operations 

50 for the Consenting Parties shal! furnish each Non-Consenting Party with an inventory of the equipment in and connected lo 

51 the well, and an itemized statement of the cost of drilling. Sidetracking, Deepening, Plugging Back, testing. Completing, 

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

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

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

55 shall furnish lhe Non-Conscnling Parlies with an itemized statement of all costs and liabilities incurred in Uie operation of 

56 thc well, together with a statement of the quantity of Oil and Gas produced from it und the amount of proceeds realized from 

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

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

59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 

60 any such operation which would have been owned by a Non-Consenting Party had il participated therein shall be credited 

61 against the total unreiumed costs of lhe work done and of the equipment purchased in determining when the interest of such 

62 Non-Conscnling Party shall revert to it as above provided; and i f Ihere is a credit balance, it shall be paid lo such Non-

63 Consenting Parly. 

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

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

66 following ihc day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Party shall 

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

68 such Non-Consenting Party would have been en tilled to had it participated in the drilling, Sidetracking, Reworking, 

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

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

71 agreement and Exhibit "C" attached hereto. 

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

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

74 terminated pursuant to Article VI p., stand-by costs incurred pending response to a party's notice proposing a Reworking, 

- 7 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

1 Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required 

2 under Article VI.B.6. to resolve competing proposals) shall be charged and bome as part of the dnlling or Deepening 

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

4 whichever first occurs, and prior to agreement as to thc participating interests of all Consenting Parlies pursuant to the terms 

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

6 but i f lhe proposal is subsequently withdrawn because of insufficient participation, such sland-by costs shall be allocated 

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

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

9 In the event thai notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

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

11 Article VI.B.l . wiihin which to respond by paying for all stand-by costs and other costs incurred during such extended 

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

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

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

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

16 4. Deepening: If less than all parties elect lo participate in a drilling, Sidetracking, or Deepening operation proposed 

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

18 Vl.B.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 

19 of which the panics were given nuticc tinder Article VI.B.l . ("Initial Objective"). Such well shall not be Deepened beyond lhe 

20 Initial Objective without first complying with this Article to afford thc Non-Consenting Parties the opportunity to participate 

21 in the Deepening operation. 

22 In the event any Consenting Party desires lo drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 

23 sueh parly shall give notice thereof, complying with the requirements of Article VLB.)., to all parties (including Non-

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

25 participate or not participate in the Deepening of such well pursuant to said Articles VLB.!, and 2. If a Deepening operation 

26 is approved pursuant to such provisions, and i f any Nan-Consenting Party elects to participate in the Deepening operation, 

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

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

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

30 and expenses incurred in connection with the drilling of said well from the surface to thc Initial Objective which Non-

31 Consenting Party would have paid had' such Non-Consenting Party agreed lo participate therein, plus the Non-Consenting 

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

33 provisions of this Agreemeni; provided, however, all costs for lesting and Completion or attempted Completion of thc well 

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

35 sole account of Consenting Parties. 

36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 

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

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

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

40 those costs recouped by the Consenting Parties from the sale of produclion from the well. The Non-Consenting Party shall 

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

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

43 Weli) of (lie casts of salvubic materials ami equipment remaining in the hole and salvable surface equipment used in 

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

45 cost of drilling, Completing, and equipping lhe well al lhe lime such Deepening operation is conducted, then a Non-

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

47 well for Deepening 

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

49 to ihe drilling of such well to its Initial Objective without lhe consent of thc other Consenting Parties as provided in Article 

50 V). F. 

51 5. Sidetracking: Any parly having (he right to participate in a proposed Sidetracking operation that docs not own an 

52 interest in lhe affected wellbore al lhe time of lhe notice shall, upon ejecting to participate, tender to ihe wellbore owners ils 

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

54 lo be utilized as follows: 

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

56 incurred in the initial drilling of lhe well down to the depth at which the Sidetracking operation is initialed. * 

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

58 sueh party's proportionate share of drilling and equipping costs incurred in lhe initial drilling of the well down to the depth 

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

60 proportionale share of the cost of the well's salvable materials and equipment down to lhe depth at which the Sidetracking 

61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 

62 6. Order of Preference of Operations; Except as oihcrwise specifically provided m this agreement, i f any party desires to 

63 propose Lhe conduct of an operation that conflicts with a proposal that has been made by a parly under this Article VI, such 

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

65 an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and kgal 

66 holidays, from delivery of (he midal proposal, if a drilling rig is on location for the well on which such operation is to be 

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

68 alternate proposal to contain thc same information required to be included in the initial proposal. Each party receiving such 

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

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

71 subject of the proposals, to participate in one of the competing proposals. Any party not electing within lhe lime required 

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

73 interest of thc parties voting shall have priority over ail other competing proposals; in the case of a tie vote, the 

74 
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1 initial proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to participate in the operation 

2 within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 

3 and legal holidays, i f a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours i f a rig 

4 is on location) from receipt of such notice to elect by delivery of notice to Operator to participate in such operation or to 

5 relinquish interest in the affected well pursuant to the provisions of Article Vl.B.2.; failure by a party to deliver notice within 

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

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

8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 

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

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

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

12 wilh lhe consent of all panies that have not relinquished interests in the well at thc time of such operation. 

13 C. Completion of Wells; Reworking and Plugging Back: 

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

15 drilled. Deepened or Sidetracked pursuant lo the provisions of Article VI.B.2. of this agreement. Consent to the drilling, 

16 Deepening or Sidetracking shall include: 

19 13 Option No. 2: All necessary expenditures for the drilling. Deepening or Sidetracking and testing of the well. When 

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

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

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

23 together wilh Operator's AFE for Completion costs if not previously provided. Thc parties receiving such notice 

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

25 notice to Operalor lo participate in a recommended Completion attempt or to make a Completion proposal wilh an 

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

27 with Operator's proposal, to the other parties entitled to participate in such Completion in accordance with the 

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

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

30 facilities bui excluding any stimulation operation not contained on thc Completion AFE. Failure of any party 

31 receiving such notice lo' reply within thc period above fixed shall constitute an election by that party nol to 

32 participate in the cost of ihc Completion attempt; provided, that Article VI.B.6. shall control in lhe case of 

33 conflicting Completion proposals. If une or more, but less than all of the parties, elect lo attempt a Completion, the 

34 provision of Article VLB.2. hereof (the phrase "Reworking, Sidetracking, Deepening, Recompleting or Plugging 

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

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

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

38 Parly as to r>ne Completion or Recompletion attempt shall not prevent a pany from becoming a Consenting Party 

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

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

4) recoupment of costs by a Consenting Party shall be made solely from ihe production attributable to the Zone in 

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

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

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

45 insofar and only insofar as such materials and equipment benefit the Zone in which such party participates in a 

46 Completion attempt. 

47 2. Rework. Recomplete or Plug Back; No well shall be Reworked, Recompleted or Plugged Back except a well Reworked, 

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

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

50 Completing and equipping of said well, including necessary tankage and-'or surface facilities. 

51 B. Other Operations: 

52 Operator shall nol undertake any single projec-t'reasonably estimated to require an expenditure in excess of Twcmy-Five 

53 Thousand and No/100 — Dollars (S 25.000.00 ) except in connection wilh the 

54 drilling. Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging I3ack of a well lhat has been previously 

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

56 emergency, whether of thc same or different nature, Operator may take such sleps and incur such expenses as in its opinion 

57 arc required to deal with thc emergency to safeguard life and properly but Operator, as promptly as possible, shall report the 

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

59 requesting an information copy thereof for any single project costing in excess of '|\ventY-Five Thousand and No-'lOO- -— Dollars 

60 ($ 25.000-00 }. Any party who has not relinquished its interest in a well shall have thc right to propose.lhat 

61 Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilities such as 

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

63 not including thc installation of gathering lines or oiher transportation or marketing facilities, the installation of which shall 

64 be governed by separate agreemeni between the panics) reasonably- estimated to require an expenditure in excess of the 

65 amount firsi set forth above in ihis Article VI.D. (except in connection with an operation required lo be proposed under 

66 Articles VI.B.l. or Vl.C.l.' Option No. 2, which shal! be governed exclusively be those Articles). Operalor shall deliver such 

67 proposal to all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent 

68 of any party or parties owning at least 80 % of the interests of the parties . entitled to participate in such operation, 

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

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

71 of the proposal. 

72 E. Abandonment of WeUs: 

73 I . Abandonment of Dry Moles: Except for any well drilled or Deepened pursuant to Article Vl.B.2., any weU which has 

74 been drilled or Deepened under the terms of this agreement and is proposed to. be completed as a dry hole shall not be 
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1 plugged ami abandoned without the consent of alt-panies. Should Operalor, after ditigeni effort, be unable to contact any 

2 party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 

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

4 proposed abandonment. All such wells shall be plugged and abandoned in accordance with applicable regulations and at lhe 

5 cost, risk and expense of the panics who participated in the cost of drilling or Deepening such well. Any party who objects to 

6 plugging and abandoning such well by notice delivered lo Operator within forty-eight (48) hours (exclusive of Saturday, 

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

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

9 Article VI. 13.; failure of such party io provide proof reasonably satisfactory to Operator of its financial capability to conduct 

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

11 abandon such well shall entitle Operator to retain or take possession ol* thc well and plug and abandon the well. The party 

12 taking over thc well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against 

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

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

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

16 conducted hereunder for which the Consenting Parties have noi been fully reimbursed as herein provided, any well which has 

17 been completed as a producer shali not be plugged and abandoned without the consent of all parties, l l ' all parlies consent to 

18 such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and al Ihc cost, risk 

19 and expense of all the parties hereto, failure of a party io reply within sixty (60) days of delivery of notice of proposed 

20 abandonment shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of thc 

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

22 operation from the Zone then open to production shall be obligated to lake over the well as of lhe expiration of lhe 

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

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

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

26 within the required period or thereafter io conduct operations on such well shall entitle operator to retain or take possession 

27 of such well and plug and abandon the well. 

28 Parlies taking over a well as provided herein shall lender to each nf the other parties its proportionate share of the value of 

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

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

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

32 value of ihe well's salvable material and equipmcni, each of the ahandoning parties shal) tender to the parties continuing 

33 operations their proportionate shares of lhe estimated excess cosl. Each abandoning party shall assign lo lhe non-abandoning 

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

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

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

37 interest of the abandoning pany is or includes and Oil and Gas Interest, such party shall execute and deliver lo the non-

38 abandoning party or parties an oil and gas lease, limited lo lhe wellbore and lhe Zone then open to production, for a term of 

39 one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone covered thereby, such lease to be on the form 

40 attached as Exhibil "11." Thc assignments or leases so limited shall encompass the Drilling Unil upon which the well is located. 

41 l*he payments by, and the assignments or leases to, the assignees shall he in a ratio based upon ihe relationship of ihcir 

42 respective percentage of participation in lhe Contract Area to the aggregate of lhe percentages of participation in the Contract 

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

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

45 from the well in the Zone then open oilier than the royalties retained in any lease made under ihe terms of this Article. Upon 

46 request, Operator shall continue to operate the assigned well for lhe account of the non-abandoning parlies at the rates and 

47 charges contemplated hy this agreement, plus any addilional cost and charges which may arise as thc result of the separate 

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

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

50 further operalions [herein subject to thc provisions hereof 

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

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

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

54 operalions therein have been notified of ihe proposed abandonment and afforded the opportunity to elect lo lake over the well 

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

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

57 provided in Article VI.13.2.(b). 

58 F. Termination of Operations: 

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

60 Completion or plugging of a well, including but not limited to thc Initial Well, such operation shall mil be terminated without 

61 consent of parlies bearing 8D% of thc costs of such operation; provided, however, that in the event granite or other 

62 practically impenetrable substance or condition in thc hole is encountered which renders further operations impractical, 

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

64 provisions of Article VLB. or VI.E. shall thereafter apply in such opcraiion, as appropriate. 

65 G. Taking Production in Kind: 

66 0 Option No. 1: Gas Balancing Agreement Attached 

67 Gach pany shall have ihc right to take in-kind or separately dispose of its proportionate share of all Oil and Gas produced from the 

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

69 treating Oil and Gas Tor marketing purposes and produclion unavoidably lost. Any extra expenditure incurred in the taking 

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

71 party taking iis share of production in kind shall be required to pay for only its proportionate share of such pan of 

72 Operator's surface facilities which il uses. 

73 Each party shall execute such division orders and contracts as may be necessary for ihe sale of its interest in 
74 production from the Contract Area. and. except as provided in Article VII.B., shall be entitled to receive paymeni 
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1 directly from thc purchaser thereof for its share of all production. 

2 Ef any party fails to make thc arrangements necessary to take in kind or separately dispose o f its proportionate 

3 share o f die Oi l produced from the Contract Area, Operator shall have thc right, subject to the revocation at w i l l by 

4 thc party owning it, but not the obligation, lo purchase such Oi l or sell it to others at any time and from lime to 

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

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

7 the right o f the owner o f the produclion upon at least ten (10) days wri l icn notice to Operator to exercise at any 

8 time its right to take in kind, or separately dispose ol\ ils share o f al! Oi l not previously delivered to a purchaser. 

9 Any purchase or sale by Operator of any other parly's share of Oi l shall be only for such reasonable periods of time 

10 as are consistent with lhe minimum needs of the industry under the particular circumstances, but in no eveni for a 

11 period in excess o f one (1) year. 

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

13 shall have no duty to share any existing market or to obtain a price equal to that received under any existing 

14 market. The sale or delivery by Operator o f a non-taking party's share o f Oi l under the terms of any existing 

15 contract o f Operator shall not give the non-taking parly any interest in or make thc non-taking party a parly to said 

16 contract. No purchase shall be made by Operator without first g iv ing the non-taking party at least len (10) days 

17 written notice of such intended purchase and lhe price to be paid or the pricing basis to be used. 

18 A l l parlies shall give Limcly written nolice to Operator o f their Gas marketing arrangemenls for the fol lowing 

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

20 Operator shall maintain records o f all marketing arrangemenls, and o f volumes aclually sold or iransporled, which 

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

22 In the event one or more panics' separate disposition of its share o f the Gas causes splil-stream deliveries to separate 

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

24 ate share o f total Gas sales lo be allocated to it, thc balancing nr accounting between thc parties shall be in accordance with 

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

26 separate agreement. Operator shall give notice to all parties of thc first sales of Gas f rom any well under this agreement. 

28 Each -pony—shall—take-in-kind or separately dispose of its proportionate-share of-frit— OU und-G&s—pfodtteed—from 

29 the-Conifeet—Area—exclusive—&f—prodwlion- whieh- may— be—used—in—development and—predueing—operations a n d - i n 

31 ineufred- in-the-- tak ing-m kind—or-sepamte—disposition hy-ony party of- its-preportionate—s4iare-of the-preduciioa—sfrall 

32 be bome—by—siieh-partyT—-Afty—party—taking-its shnre-o f - - -p fed^e t ie twn- -k i ^ -ah64 l—be^e^wed—to-pa^- - fa^e f t4y—^ 

33 pfepeftien-atesh&re-of such-part of QpeiatoF-'s^ufffte^feeilities-which il use»r 

34 — l ^ h — p ^ r t 4 y ^ b e ' f - - e x e e t t t e ^ ^ 4 t - ^ and—contracts -as—m&y—be- necessary—fof^-the sale— of its—intetest—in 

35 production—from the Con4f&ei--Arear-tmdT—e*eept • os—provided in—Article -VlhB.,—s+teH—be— entitled—to- receive payment 

36 directly frorH-the-pwehttseMhereoi" for ita^htHe-ef^ll-prodwettent 

37 —If—wy—party—fails—to—make-fche- onw>gemen-t» necessa^'-to -lake in kind—or—s^afately—dispe-se-of— its—propofdonate 

38 shine of-—the—Oii—and/or—Gas—produced—from— the—Gemraet—Arvs-,—Operator, shall—have—ttie—right;—subject—te—the 

39 reveeetkm- fH-wt f^ -by—die- fw*^^ purchase sueh-Oi l—aftdAtr—Gs^-oe-^lMt-te-ethers 

40 & t - ^ t y — i l n ^ B f t t L ^ W m — l i m ^ — A n y suclt-pufehase-or sole by Operator 

41 may—be terminated hy Operator upon at- least-ten ( iO) days written noiic-e—to—the ownef—ef—said—pfe^eetion-and~-sh&l4 

42 be—sttbjeet—always—te—the-fight of the ownef—of— the pr odttc tion -upon—fl4—le^5^leo-(4t)4/-dfryfr—wft4ten 

43 le-exereise—ka-Hght—le—take-in—InndVor-separately dispo9c—of— its-share—of—tdl O i l andVof—Ges— nol previously dclivefed 

45 elee+iett—tW—e—pened—not—te—exceed—ninety (90)—da ys—-if - O p e r a t o r has—e&mmi t ted—sueh—produeden—te— a—purehase 

46 ewHraethuving-e-temi e.NlendiH^-)3eyend-sueh-teH-tlQ) day-period. Any-purehas-e-or-sale by Opera^oFof onyothef 

4 B mimfwm-needs--of—f4^e-4fYdt^^ bu t - in • no event for ft-perted—in-excess-of—omH;4~) 

49 yettf-r < 

51 shttU—have—no duty- to share—any-existing—market -or- transportation—arrangement or lo obtain—tt—price-or-trtmspttfiBtion 

52 fee—equuf—t&—thsi—reeefrnJ—under any—exisHmj—market—or—truasportalten—arrangementr The—sale—or- delivery—by 

53 Operator o f a non-tak-ing—party's share-ef- prodneton—tmdef-Hhe—fem?s- of- any—existing -ewttrttet—of—Operofo^-shtdt—not 

54 , gi-ve—ihe-nen-takifig-party—any—interest -in--or--make—d:ie--nen-taking— parly a-pf lr ty- lo-aft id-eofHract-—No-purehase-ef—Oil 

55 and—Gas—and—no—sale of Gus—sheH—be-mada hy—Opetator without—firHi giving- the non-taking party ten-days-- written 

56 ffrefree-of—-s^ch—mtefN^e-iwmhtt^^ the—price te-be paid—of—the—pfietng-basi-s—to-be—esed^-Oper&lor shell-give 

57 H6^fee-t6-a#^rHes-^f4he-fif34^a})e </f Gas-ftom any vve^ende^ifSTAgreemefHr 

58 — A l l • parties—shell—give time4y—written—notice io Operator of-*heir Gas -marketing - arrangements—fef^- i l^ - fe lkwing 

59 month;—en&iudmg—priee;—and-—sitalt— f^oh fy Operator - immediately in—the—event—of—a—ett&ftge—in—seen—ftfraegements-. 

60 Oparalof^teH—metnteifv--reeore^—^ 

61 reeofds-s4iftll be made oveiiab-le to-N'on Qpeyaief»apoe~f^QSon6ble-reQ,ttes+r 

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

63 EXPENDITURES A N D L I A B I L I T Y O F PARTIES 

64 A. L iab i l i t y o f Parties; 

65 The liabil ity o f the parties shall be several, nol joint or collective. Each party shall be responsible only for its obligations, 

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

67 liens granted among the parties in Article VII .B. are given to secure only the debts n f each severally, and no parly shall have 

68 any liabil ity to third parties hereunder to satisfy the default of any other parly in the payment of any expense or obligation 

69 hereunder. It is nol the intention of the parlies to create, nor shall this agreement be construed ajs creating, a mining or other 

70 partnership, jo int venture, agency relationship or association, or tn render the parties liable as partners, co-venturers, or 

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

72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance with their own 

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

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

2 Each party grants to thc other parties hereto a lien upon any interest it now owns or hereafter acquires in Oi l and Gas 

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

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

5 therewith, to secure performance o f all o f its obligations under this agreement including but not l imited to payment o f expense, 

6 interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinquishment of interest in Oi l 

7 and Gas Leases as required hereunder, and the proper performance o f operations hereunder. Such lien and security mterest 

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

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

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

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

12 (including, without l imitat ion, accounts arising from gas imbalances or from the sale o f Oi l and/or Gas at the wellhead), 

13 contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products o f the 

14 foregoing. 

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

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

17 fol lowing execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 

18 a lien ur mortgage in the applicable real estate records and as a financing' statement wi lh lhe proper officer under the Uniform 

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

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

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

22 financing statement with thc proper officer under the Uniform Commercial Code. 

23 Each parly represents and warrants to the other parties hereto that the Hen and security interest granted by such parly to 

24 the other parties shall be a first and prior lien, and each party hereby agrees lo maintain the priority of said lien and security 

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

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

27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed lo have laken subject 

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

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

30 To the extent that parties have a security interest under thc Uniform Commercial Code o f thc state in which the 

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

32 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

33 election o f remedies or otherwise affect the hen rights or security interest as security for (he payment (hereof. In 

34 addition, upon default by any party in the payment o f its share o f expenses, Interests or lees, or upon the improper use 

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

36 from the purchaser the proceeds from the sate of such defaulting party's share of Oi l and Gas unlit the amount owed by 

37 such party, plus interest as provided in "Exhibit C." has been received, and. shall have the right to oi'lset the amount 

38 owed against the proceeds from the sale of such defaulting party's share o f Oi l and Gas. A l l purchasers o f production 

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

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

41 this paragraph. 

42 If any party fails to pay ils share of cost within one hundred twenty (120) days after rendition o f a statement therefor by 

43 Operator, the non-defaulting parties, including Operalor, shall upon request by Operator, pay the unpaid amount in the 

44 proportion thai thc interest o f each such party bears to, the interest of all such parties, l h e amount paid by each party so 

45 paying j is share of the unpaid amount shall be secured by the liens and security rights described in Article V1|.B., and each 

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

47 If any parly does nol perform all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 

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

49 party waives any available right o f redemption from and after the date o f judgment, any required valuation or appraisement 

50 o f the mortgaged or secured property prior to sah, any available right to stay execution or to require a marshaling o f assets 

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

52 hereby grants to the oiher parties a power o f sale as to any property that is subject to the lien and" security rights granted 

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

54 manner and upon reasonable notice. 

55 Each party agrees that the other parties shall be entitled to utilize lhe provisions of Oi l and Gas lien law or other lien 

56 law of any slate in which the Contract Area is situated to enforce the obligations o f each party hereunder. Without l imit ing 

57 the generality of the foregoing, lo the extent permitted by applicable law. Non-Operators agree lhat Operator may invoke or 

58 utilize the mechanics' or materialmen's lien law of lhe slate in which the Contract Area is situated in order to secure the 

59 payment lo Operalor of any sum due hereunder for services perl armed or materials supplied by Operator. 

60 C. Advances; 

61 Operator, at its election, shall have thc right from time to time lo demand and receive from one or more of ihe other 

62 parlies payment in advance o f their respective shares o f the estimated amount of thc expense to be incurred in operations 

63 hereunder during lhe next succeeding month, which right may be exercised only by submission (o each such party of sn 

64 itemized statement of such estimated expense, logether with an invoice for its share thereof. Each such statement and invoice 

65 for the payment in advance o f estimated expense shall be submitted on or before the 20th day of thc next preceding month. 

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

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

68 provided in Exhibii "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 

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

70 D. Defaults and Remedies: 

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

72 make any advance under the preceding Article V I I . C or any other provision of (his agreement, within the period required for 

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

74 remedies specified beluw shall be applicable, f o r purposes of this Article VI I .D. , all notices and elections shall be delivered 

- 12 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

] only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 

• 2 and when Operator is the party in default, thc applicable notices and elections can be delivered by any Non-Operator. 

3 Election of any one or more of the following remedies shall not preclude the subsequent use of any other Tcmedy specified 

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

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

6 specify the action to be taken to cure the default, ond specify that failure to take such action will result in the exercise of one 

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

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

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

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

f I Non-Opcraiors shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area 

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

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

14 lo receive information as to any operation conducted hereunder during thc period of such default, the right to elect to 

15 participate in an operation proposed under Article VLB. of this agreement, the right lo participate in an operation being 

16 conducted under this agreement even if the party has previously elected to participate in such operation, and the right to 

17 receive proceeds of production from any well subject to this agreemeni. 

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

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

20 until the date of collection at ihc rote specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from 

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

22 3. Deemed Non-Consent: The non-defaulting parly may deliver a written Notice of Non-Consent Election io the 

23 defaulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in 

24 which event i f the billing is for the drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 

25 well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, lhe defaulting 

26 party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Party with 

27 respect thereto under Article VLB. or Vl.C, as. the case may be, to the extent of the costs unpaid by such parly, 

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

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

30 Until lhe delivery of such Notice of Non-Consent Election to lhe defaulting party, such party shall have the right to cure 

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

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

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

34 non-defaulting parties in proportion lo iheir interests, and the non-defaulting parlies electing to participate in the ownership 

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

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

37 Non-Operators i f Operator is the defaulting party, may thereafter require advance payment from the defaulting 

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

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

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

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

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

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

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

45 5. Cos|s and Attorneys' fees: In the event any party is required to bring legal proceedings lo enforce any financial 

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

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

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

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

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

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

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

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

54 minimum royalty through mistake or oversight where such payment is required lo continue the lease in foice, any loss which 

55 results from such non-paymcnl shall be borne in accordance wilh lhe provisions of Article IV.B.2. 

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

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

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

59 failure by Operalor to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure lo make 

60 timely payments of any shut-in well payment shall be home jointly by lhe parties hereto under lhe piovisions ot' Article 

61 IV.B.3. 

62 F. Taxes: 

63 Beginning wilh the firs! calendar year afler Ihe eflbelive date hereof. Operator shall render for ad valorem taxation all 

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

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

66 to burdens (to include, but not be limited to. royalties, overriding royalties and production payments) on Leases and Oil and 

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

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

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

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

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

72 the joint account shall be made and paid by the parties hereto in accordance with the tax value generated by each parly's 

73 working interest. Operator shall bill the oiher parties for their proportionate shares of all tax payments in the manner 

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

2 prescribed by law, and prosecute the protest io a final determination, unless all parties agree to abandon the protest prior to final 

3 determination. During the pendency, of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes 

4 and any interest and penally. When any such protested assessment shall have been finally determined, Operator shall pay the tax for 

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

6 paid by them, as provided in Exhibit "C." 

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

8 to the production or handling of such parly's share of Oil and Gas produced under the terms of this agreement. 

9 ARTICLE VII I . 

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

M A. Surreiidcrof Leases: 

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

13 or in part unless all parties consent thereto 

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

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

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

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

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

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

20 located Ihercon and any rights in produclion thereafter secured, to the parties not consenting to such surrender. If thc interest of lhe 

21 'assigning party is or includes an Oil and Gas Interest, the assigning parly shall execute and deliver to the. party or parties nol 

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

23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on ihc form attached hereto as Exhibit "B." 

24 Upon such assignment or (ease, lhe assigning party shall be relieved from all obligations thereafter accruing, but nol theretofore 

25 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 

26 shall have no further inieresl in the assigned or leased premises and its equipmenl and production other than- the royalties retained 

27 in any lease made under me tenns of (his Article. The party assignee or lessee shall pay to the party assignor or lessor the 

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

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

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

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

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

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

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

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

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

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

38 agreement but shal! be deemed subject io an Operating Agreemeni in the form of this agreement. 

39 B. Uenewal nr Extension of Leases: 

40 If any party secures a renewal or replacement of an Oil and Gas Ixase or interest subject to this agreement, then all other parties 

41 shal! be notified promptly upon such acquisition or, in the case ofa replacement Lease taken before expiration of an existing Lease, 

42 promptly upon expiration oi' the existing Ixase. The parlies notified shall have the right for a period of thirty (30) days following 

43 delivery oT such notice in which lo elect to participate in the ownership of thc renewal or replacement Lease, insofar as such Lease 

44 affects lands within Ihe Contract Area, by paying io the party who acquired ii their proportionate shares of (he acquisition cost 

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

46 parties in the Contract Area. Each party who participates in the purchase of a renewal or replacement l.ease shall be given an 

47 assignment of its proportionate interest therein by the acquiring parly. 

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

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

50 ' llie Contract Area to ihc aggregate of the percentages of participation in the Contract Area of all parlies participating in the 

51 purchase of such renewal or replacement Lease. Thc acquisition ofa renewal or replacement Lease by any or all of the parties hereto 

52 shall nol cause a readjustment of the interests of lhe parties stated in Exhibit "A," bui, any renewal or replacement Lease in which 

53 less (hart all parties elect (o participate shall not be subject to tins agreement but shall be deemed subject to a separate Operating 

54 Agreement in the form of this agreement. 

55 If the interests of the parties in the Contract Area vary according to deplh, then their right to participate proportionately in 

56 renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances. 

57 The provisions of this Article shall apply to renewal or replacement Leases whether.Ihcy arc for the entire interest covered by 

58 the expiring Lease or cover only a portion of ils area or an inieresl therein. Any renewal or replacement Lease taken before the 

59' expiration nf its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of thc 

60 existing Lease, shall be subject to this provision so long as this agreemeni is in effect at lhe time of such acquisition or at the time 

61 (he renewal or replacement Lease becomes effective; but any Lease laken or contracted for more than six (6) months after the 

62 expiration nf an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisions of this 

63 agreemeni. 

64 The provisions in th is Article shall also be applicable to extensions of Oil and Gas Leases. 

65 C Acreage or Cash Contributions: 

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

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

68 be applied by it against thc cost of such drilling or other operation. If the contribution be in the form of acreage, lhe party to whom 

69 the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to lhe Drilling Parties in the 

70 proportions said Drilling Parlies shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the 

71 extent possible, be governed hy provisions identical to this agreemeni. Each party shall promptly notify all oiher parties of any 

72 acreage or cash contributions it may obtain in support of any well or any other operation on the Contract Area. The above 

73 provisions shall also be applicable to optiona) rights io earn acreage outside the Contract Area which are in support of welt drilled 

74 inside Contract Area. 
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1 If any party contracts for any consideration relating to disposition of such party's share ol" substances produced hereunder, 

2 such consideration shall not be deemed a contribution as contemplated in this Article V1I1.C. 

3 D. Assignment; Maintenance of Uniform Interest: 

4 For the purpose of maintaining uniformity of ownership in the Contract Area in the Oil and Gas Leases, Oil and Gas 

5 Interests, wells, equipment and production covered by this agreement no party shall sell, encumber, transfer or make other 

6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells, 

7 equipment and production unless such disposition covers either: 

8 1. the entire interest ofthe party in ail Oil and Gas Leases, Oil and Gas Iniercsls, wells, equipment and production; or 

9 2. an equal undivided percent of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells. 

10 equipment and production in the Contract Area. 

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

12 and shall be made without prejudice to the right of the other panics, and any transferee of an ownership interest in any Oil and 

13 Gas Ixase or Interest shall be deemed a parly to this agreement as to the interest conveyed from and after the effective dale of 

14 the transfer of ownership, provided, however, that the other parties shall not be required to recognize any such sale, 

15 encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after Ihey have received a copy of the 

16 instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other 

17 disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect 

18 to ihe interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 

19 conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 

20 interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 

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

22 may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 

23 receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power 10 

24 bind, the co-owners of such parly's interest within the scope of thc operations embraced in this agreement; however, all such co-

25 owners shall have thc right io enter into and execute all contracts or agreements for the disposition of their respective shares of 

26 thc Oil and Gas produced from the Contract Area and they shall have thc right to receive, separately, payment of the sale 

27 proceeds thereof. ' 

28 E. Waiver of Rights to Partition: 

29 If permitted by the laws of the stale or states in which the property covered hereby is located, each party hereto owning an 

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

3t undivided interest therein. 

3 2 Fi-Preferential Right-^o Pur tha set 

33 a—{Optional; Cheek ifopplieebter) 

34 $rmiUi^ny-^pwiy-^5ire-i&-$eM all or- -OTy-pftff--of-+fs—into't^ in- the—Contract 

36 s4rati-HK^tH)e--the-rtQn^ be refldyr-wiJ4mg-i)ftd--^e-io-rmre^ 

37 price, a-leg&l-des^iptie«-suffieie^Me^ property,- and-all other—terms-of—the offer.—The other—parties-shalMrwn—heve^an 

3 8 t^ritonal-ftBfH^fightr-fef-e--^ Qf-days—after iho-notice is—de4fvefed, -to^urchase—for-th^-^tated-const^^ 

39 same—terms—wtd^af>d4tiofts-̂ he—interest whioh—thc-other party proposes— to—sell;1 -and; if this optional -right—ia exercised, the 

40 pweh&s-ing—parties s l n r l J ^ ^ H u e o f eoeh bears-to ihe-tota4-4nterest-of-Qli 

41 purehas-ing-parttes;—Hovreve^v^hete-sh&ll-he-^Hh-pr^feFeiitiat-rigrti • to purchase in-those cases—where—any party—wialies—to mortgage 

42 H3 interests;-or to transfer title to its - interests—te-its-mortgagee—tn- tieu--of-or pursuorrî to~f&fee4osure of a-tmrtgage-of~jtf.-in teres ts, 

4 3 of-i^dis^ose-ef—tts—imefestg-by-merger, reorgafB-^t+wr-c^ftsolidation,- or-by-sale of all or substafHtfltly oil of its Oil-and-Gos- assets 

44 i&-imy-party^M>v-tFansfef^o company-of-te-fi-s-ubs-idioi y of-a-p^rent-ceftipony^r-te-ufty 

45 eofflpany-in whieh-such party-ow^s-a-fflajo^tty-of-tlie-stoekT 

46 ARTICLE IX. 

47 INTERNAL REVENUE COOE ELECTION 

48 If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and i f the 

49 parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 

50 party thereby affected elects lo be excluded from the application of ail of the provisions of Subchapter "K," Chapter I , Subtitle 

51 "A," of Ihc Internal Revenue Code of 1986, as amended ("Code"), as permitted ond authorized by Section 761 of the Code and 

52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected 

53 such evidence of this election as may be required by lhe Secretary of thc Treasury oT the United Stales or the Federal Internal 

54 Revenue Service, including specifically, but not hy way of limitation, all of the returns, statements, and the data required by 

55 Treasury Regulation $L76T. Should there be any requirement that each party hereby affected give further evidence of (his 

56 election, each such party shall execute such documents and furnish such other evidence as may be required by lhe Federal Internal 

57 Revenue Service or as may be necessary lo evidence this election. No such pany shall give any notices or take any oiher action 

58 inconsistent with the election made hereby. If any present or future income lax laws of the state or states in which Ihe Contract 

59 Area is located or any future income tax laws of the United Stales contain provisions similar to ihosc in Subchapter "K," Chapter 

60 1, Subtilie "A," of lhe Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 

61 hereby affected shall make such election as may be permitted or required by such laws. In making thc foregoing election, each 

62 such party states thai the income derived by such party from operalions hereunder can be adequately determined without the 

63 computation ol" partnership taxable income. 

64 ARTICLE X. 

65 CLAIMS AND LAWSUITS 

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

67 does not exceed Ten Thousand and No'iOO Dollars (S IO.000.QO 1 and if thc payment is in complete settlement 

68 of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and take over 

69 thc further handling of the claim or suit, unless such authority is delegaled to Operator. All costs and expenses of handling settling, 

70 or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in thc operation from which the 

71 claim or suit arises. If a claim is made againsi any parly or if any party is sued on account of any matter arising from operations 

72 hereunder over which such individual has no control because of the rights given Operator by this agreemeni, such party shall 

73 fmmedia(efy notify all other parties, and the claim or suit shall be.treated as any oiher claim or suit involving operations hereunder. 

74 
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1 ARTICLE XI. 

2 FORCE MAJEURE 

3 If any party is rendered unable, wholly or in part, by force majeure to carry oul its obligations under this agreemeni, other 

4 than the obligation to indemnify or make money payments or furnish security, that party shall give to all other parties 

5 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 

6 party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the 

7 continuance of the force majeure, The term "force majeure," as here employed, shall mean an aci of God. strike, lockout, or 

8 other industrial disturbance, act of the public enemy, war, blockade, public riot, lightening, fire, storm, flood or other act of 

9 nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

10 cause, whether of thc kind specifically enumerated above or otherwise, which is nol reasonably within the control of the party 

11 claiming suspension. 

12 The affected parly shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 

13 requirement lhat any force majeure shall be remedied with all reasonable dispatch shall nol require the settlement of strikes, 

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

15 be enlirely within the discretion ofthe party concerned. 

16 ARTICLE XI I . 

17 NOTICES 

18 All notices authorized or required between the parlies 'by any of the provisions of this agreement, unless otherwise 

19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 

20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at thc addresses listed on 

21 Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 

22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to 

23 whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from lhe date 

24 the originating notice is received. "Receipt" for puiposes of this agreement with respect 10 written notice delivered hereunder 

25 shall be actual delivery of ihe notice io the address of the party to be notified specified in accordance with this agreemeni, or 

26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 

27 deposited in the United Stales mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 

28 or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or 

29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period, Each party 

30 shall have thc right to change its address at any time, and from time to time, by giving written notice thereof to all other 

31 parties. If a party is not available to receive notice orally or by telephone when a party oltempU io deliver a notice required 

32 to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shaft 

33 be deemed delivered in the same manner provided above for any responsive notice. 

34 ARTICLEXIl l . 

35 TERM OF AGREEMENT 

36 Tins agreemeni shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas interests subject 

37 hereto for lhe period of lime selected below; provided, however, uo party hereto shall ever be construed as having any right, title 

38 or interest in or to any Lease or Oil and Gas Interest contributed hy any other party beyond the term of this agreement. 

39 B—Qfttien N,o,- H—£e—long—BS • any—of—tiie—Qtl—and-Gas lxnsei^ubjt*^--to—this agreemeti^-refflftm-e^-ttft*—eontimfM—in 

41 0 Option No. 2: in the event the well described in Article VI.A., or any subsequent well drilled under any provision 

42 of this agreement, results in the Completion of a weli as a well capable of produclion of Oil and/or Gas in paying 

43 quantities, ihis agreement shall continue in force so long as any such well is capahle of production, and for an 

44 additional period of 90 days thereafter; provided, however, if, prior lo the expiration of such 

45 additional period, one or more of lhe parlies hereto are engaged in drilling, Reworking, Deepening, Sidetracking, 

46 Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall 

47 continue in force until such operations have been completed and i f production results therefrom, this agreement 

48 shall continue in force as provided herein. In the event the well described in Article VI.A., or any subsequent well 

49 drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/'or Gas from the 

50 Contract Area, ihis agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Rc-

51 completing, Plugging Back or Reworking operations are commenced within 9Q ... days from the 

52 date of abandonment of said well. "Abandonment" for such puq)oses shall mean cither (i) a decision by all parties 

53 not to conduct any further operations on the well or (ii) the elapse of 180 days from the conduct of any 

54 operations on the well, whichever first occurs. 

55 The termination of this agreement shall not relieve any parly hereto from any expense, liability or other obligation nr any 

56 remedy therefor which has accrued or attached prior to the date of such tennination. 

57 Upon termination of ihis agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 

58 Operating Agreement lias been filed of record, Operator is authorized to file of record in all necessary recording offices a 

59 notice of termination, and each party hereto agrees lo execute such a notice of termination as lo Operator's interest, upon 

60 request of Operator, if Operator has satisfied all iLs limine ia I obligations. 

61 ARTICLE XIV. 

62 COMPLIANCE WITH LAWS AND REGULATIONS 

63 A. Laws, Regulations and Orders: 

64 This agreement shall be subject lo the applicable laws of lhe state in which the Contract Area is located, to the valid rules, 

65 regulations, and orders of any duly constituted regulatory body of said slate; and to all other applicable federal, state, 

66 and local laws, ordinances, rules, regulations and orders. 

67 H. Governing Law: 

68 This agreement and all matters pertaining hereto, including but not limited Io matters of performance, non-

69 performance, breach, remedies, procedures, rights, dudes, and interpretation or construction, shall be governed and 

70 determined hy the law of the state in which thc Contract Area Is located. IM4ve-€fttttrae^-Afea-tfr--ttt-4wo or tnoro -states, 

71 IhHftw of the state of —^ftlLgftvWfr 

72 C. Regulatory Agencies: 

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

74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 
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1 orders promulgated under such laws in reference lo oil, gas and mineral operations, including lhe location, operation, or 

2 production of wells, ort tracts offsetting or adjacent to die Contract Area. 

3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 

4 injuries, claims and causes of action arising oul of, incident to or resulting directly or indirectly from Operator's interpretation 

5 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 

6 or predecessor or successor agencies lo the extent such interpretation or application was made in good faith and docs not 

7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 

8 production or any refund, fine, levy or other governmental sanction lhat Operator may be required to pay as a result of such 

9 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

10 incorrect interpretation or application. 

11 ARTICLE XV. 

12 MISCELLANEOUS 

13 A. Execution: 

14 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

15 executed by such Non-Operator ond Operator notwithstanding that this agreement is not then or thereafter executed by al) of 

16 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in thc Contract Area or which 

17 own, in fact, an interest in lhe Contract Area. Operator may, however, by written notice to 3LI Non-Operators who have 

18 become bound by this agreement as aforesaid, given at any time prior to the actual spud dale of the Initial Well but in no 

19 event later dian five days prior to thc dale specified in Article VI.A. for commencement of the Initial Well, terminate this 

20 agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of 

21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 

22 as of such termination. tn the event any Non-Operator has advanced or prepaid any share of drilling or other costs 

23 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 

24 with drilling operations fbr the Initial Weil without (he execution hereof by all persons listed on Exhibit "A" as having a 

25 current working interest in such well, Operator shall indemnify Non-Operators with respect lo all costs incurred for the 

26 Initial Well which would have been charged to such person under this agreement if such person had executed the same and 

27 Operator shall receive all revenues which would have Seen received by such person under (his agreement i f such person had 

28 executed the same. 

29 B. Successors and Assigns: 

30 This agreement shall be binding upon and shall inure to lhe benefit of the parties hereto and their respective heirs, 

31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run wiib lhe Leases or 

32 Interests included within the Contract Area. 

33 C. Counterparts: 

34 This instalment may he executed in any number of counterparts, each of which shall be considered an original for all 

35 purposes. 

36 I). Severability: 

37 For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws, 

38 this agreement shall nol be severable, but rather must be assumed or rejected in its entirely, and Lhe failure of any party to 

39 this agreement to comply with all of its financial obligations provided herein shall be a material default. 

40 ARTICLE XVI. 

41 OTHER PROVISIONS 

42 
A-

43 

44 
4 5 Commencement of Operations. For the purpose of Articles VI .B . l . and Vl.B.2., Operalor may commence 
46 
4 7 activities preliminary to actual drilling operations, including without limitation building location, roads and pits, 

48 delivering materials and equipment to the well site, rigging up a drilling rig, and/or actual drilling operations al 
49 

5 0 any time either before or afler giving the notice of proposed operations required by said Articles. Notwithstanding 

51 the foregoing, the parties receiving notice of proposed operations pursuant to Articles VI .B. l and Vl.B.2 shall 

^ have the full time allowed in which to make their election(s) and shall be subject to the non-consent provisions 

54 thereof to the same extent and in the same manner as provided in said Article VLB without reference to the time 

~s5 that such activities were commenced relative lo giving notice. Nothing in this provision shall serve to extend the 
56 

5 7 time within which Operator is required to commence operations pursuant to Articles VLB. I and VI.B.2. 

58 

59 B. 
6 0 This Operating Agreement, as the same may be hereafter amended or Tevived, shall supercede and replace in ils 
61 
6 2 entirety, for and during the entire term hereof, any operating agreement currently covering as a contract area, any 

63 of lhe leases, lands and depths described on Exhibit A hereto. 

64 

65 

66 

67 

68 

69 

70 

71 

72 

73 

74 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

IN WITNESS WHEREOF, this agreement shall be effective as ofthe 20th day of March 

2007 

EOG Resources. Inc. , who has prepared and circulated this form for execution, represents and warrants 
that the form was printed from and, with thc exception(s) listed below, is identical to thc AAPL Form 610-1989 Model Form 
Operating Agreement, as published in computerized form by Forms On-A-Disk, Inc. No changes, alterations, or 
modifications, other than those made by strikcthrough and/or insertion and that are clearly recognizable as changes in 
Articles 11. III. VI. VIII. X. XIII. XIV.XV1 have been made to the form. 

10 

I! 

12 

13 

ATTEST OR WITNESS: OPERATOR 

EOG Resources. Inc, 

By 

Steven E. Weather! 
Type or print name 

Title Vice-President 

Date" ^QJAOL 

Tax ID or S.S. No.. 

NON-OPERATORS 

Occidental Permian Limited Partnership 

16 

17 Type or print name 

18 

19 

20 

21 

22 

23 

Title „ 
Date_ 

Tax ID or S.S. No. 

Hunt Cimarron Limited Partnership 
d/b/a Cimarron Exploration Companv 

24 

25 
Date 
Tax ID or S.S. No. 

28 

29 

30 

31 
32 

State of 

County of 

) 
JSS. 

) 
This forgoing instrument was acknowledged before me on ( f j ' day of I I IUL L ( ' J ~\ , 2007, by 
Steven E. Weatherl, as Vice President of EOG Resources. Inc., a Delaware corporation, on behalf of said corporation. 

(Seal, if any) 

TRACI CONNER 
^ « & r £ l Notary Public, Slate of Toxas 

] ^ * ^ - My Commission ExplroB 
Auguit 29, 2010 

My commission expires: _ 

35 

36 

37 



20 

21 

22 

23 

24 

25 

27 

28 

31 

32 

36 

37 

A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1989 

Siaie of ) 
)ss. 

County of ) 

This forgoing instrument was acknowledged before me on day of , 2007, by 
, as ̂ _ _ _ of Occidental Permian Limited Partnership. 

(Seal, if any) _____ . 
Notary Public, State of 

Title (and Rank) 

My commission expires: 

» State of ) 
) ss. 

!0 County of ) 

This instrument was acknowledged before fnc on this day of ^ , 2007, by 
12 , as of Hunt Cimarron Limited Partnership d/b/a Hunt Cimarron 

Exploration Company. 
13 

14 (Seal, if any) 

15 
Nolary Public, State of 

Title (and Rank) 
16 

17 My commission expires: 

- IS-



EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement 
dated March 20, 2007, by and between EOG Resources, Inc., as 

Operator, and Occidental Permian Limited Partnership, et al, as Non-operators 

DESCRIPTION OF LANDS S U B J E C T TO THIS AGREEMENT: 

T-18-S. R-34-E. N.M.P.M. 
Section 17: SW/4 NW/4 
containing 40.00 acres, more or less, Lea County, New Mexico 

RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCES: 

Limited to depths below the base of the Queen formation to the base of the Bone Spring 
formation. 

PARTIES TO AGREEMENT WITH ADDRESSES AND TELEPHONE NUMBERS FOR NOTICE 
PURPOSES: 

EOG Resources, Inc. 
P.O. Box 2267 
Midland, Texas 79702-2267 
ATTN: D.W. Hurlbut 

Telephone: 
Fax: 

432-686-3600 
432-686-3773 

Occidental Permian Limited Partnership 
P. O. Box 50250 
Midland, TX 79710 
ATTN: David Evans 

Telephone: 
Fax: 

432-685-5769 
432-685-5905 

Hunt Cimarron Limited Partnership 
d/b/a Cimarron Exploration Company 
P. O. Box 1592 
Roswell. NM 88202 

Telephone: 
Fax. 

505-623-9799 
505-624-1006 

P E R C E N T A G E S OR FRACTIONAL INTERESTS OF PARTIES TO THIS AGREEMENT: 

OWNER WIBPO % WIAPO % 

*EOG Resources, Inc. 

Occidental Permian Limited Partnership 

"Hunt Cimarron Limited Partnership d/b/a Cimarron 
Exploration Company 

TOTAL 100.00% 100.00% 

75.00% 62.50% 
25.00% 25.00% 

0.00% , 12.50% 

"Subject to Farmout Agreement with election to convert ORRI to a Wl after payout. 

5. OIL AND GAS L E A S E S AND/OR OIL AND GAS INTERESTS S U B J E C T TO THIS 
AGREEMENT: 

1) EOG lease number: 
Serial number: 
Lessor: 
Lessee: 
Dale: 
Recorded: 
Land: 

0105102-000 
NM LG-1125 
State of New Mexico 
Amoco Production Company 
April 1. 1973 
N/A 
Insofar as said lease covers the SW/4 NW/4 of Section 17, 
Township 18 South, Range 34 East, N.M.P.M., Lea County, New 
Mexico, containing 40.00 acres, more or less 

W:\D Hur lbu t tEK lCIMARRON 17 S T 1\EX A JOA Cimarron 17-1.doc 



BURDENS ON PRODUCTION: 

Subject to Farmout Agreement between EOG Resources, Inc. and Hunt Cimarron Limited 
Partnership with election to convert the retained ORRI to a WIAPO. 

W:\D Hurlbut\EK\CIMARRON 17 ST 1YEX A JOA Cimarron 1M.doc 



EXHIBIT "B" 

Attached to and made a part of that certain Operating Agreement 
dated March 20, 2007, by and between EOG Resources, Inc., as 

Operator, and Occidental Permian Limited Partnership, et al, as Non-operators 

There is no Exhibit "B" to this Operating Agreement. 

W:\D HurlbutVEKVCIMARRON 17 ST 1 VEX B JOA Cimarron 17-1.doc 
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EXHIBIT " C " 
1 Attached to and made a part of lhat certain Joint Operating Agreement, dated March 20. 2007. bv and between 
2 EOG Resources. Inc.. as Operator, and Occidental Permian Limited Partnership, et al. as Non-Operators 
J : . : 

4 

5 

6 

I ACCOUNTING PROCEDURE 

10 JOINT OPERATIONS 
U • 
, 2 I . GE.VERA1. PROVISIONS 

13 

14 1. Definitions 

15 

16 "Joint Property" shall mean thc real and persona! property subject to the agreement to which (his Accounting Procedure 

17 is attached. 

18 "Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 

19 maintenance ofthe Joint Property. 

20 "Joinl Account" shall mean the accoum showing the charges paid and credits received in the conduct oT the Joint 

21 Operations and which are to be shared hy the Panies. 

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

23 "Non-Operators" shall mean the Parlies lo Ihis agreemeni other than the Operator. 

24 "Parties" shall mean Operator and Non-Operaiore. 

25 T'irst Level Supervisors" shall mean those employees whose primary function in Joini Operations is the direct 

26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 

27 capaciiy. 

ZH 'Technical Employees" shall mean those employees having special and specific engineering, geological or other 

29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 

30 problems for the benefit ofthe Joint Property. 

3 I "Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

32 "Material" shall mean persnnal property, equipment or supplies acquired or held for use on the Joint Property. 

33 "Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 

3*1 most recently recommended by the Council or Petroleum Accountants Societies. 

35 

36 2. Statement ami Hillings 

37 

38 Operalor shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 

39 Account for the preceding month. Such bills wi l l be accompanied by statements which identity the authority for 

40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and 

41 expense except that items o f Conl rolla bte Material and unusual charges and credits shall be separately idem ified and, 

42 fully described in detail. 

43 

44 3. Advances and Payments hy Non-Operators 

45 

46 A. Unless otherwise provided for in Ihc agreement, the Operator may require the Non-Operators to advance their 

47 share of estimated cash outlay for the succeeding month's operation within thirty days (30) days after receipt of the 

45 billing or hy (he [irst day of the month for which the advance is required, whichever is later. Operator shall adjust 

49 each monthly billing to reflect advances received from the Non-Operators. 

50 

5) B. Each Nnn-Operaior shall pay its proponion of al) bills wiihin ihirly (30) days after receipt. If payment is not made 

52 within such time, die unpaid balance shall bear interest monthly at the prime rate in effect al Citi-Bank. New York. New York 

53 on ihe first day nl' the monih in which delinquency occurs plus 1% or the 

54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 

55 whichever is ihe lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 

56 amounts. 

57 

5S 4, Adjustments 

59 

60 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 

61 provided, however, all hills and slalcmcnts rendered lo Non-Operators by Operalor during anv calendar year shall 

62 . conclusively be presumed to be true and correct after twenty-tour (24) months following the end of any such calendar 

63 year, unless within ihc said twenty-four (24) month period a Non-Operator takes written exception thereto and makes 

64 claim on Operator for adjustment. No adjustment favorahle to Operator shall be made unless it is made wiihin the same 

65 prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 

66 Controllable Material as provided for in Section V, 

67 

6 S COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 
69 

70 
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I 5. Audits 

2 

3 A. A Non-Opei-dior, upon noiice in writing io Operator and all other Non-Operators, shall have the right to audit 

4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-Tour 

5 (24) month period following ihe end of such calendar year; provided, however, the making of an audit shall not 

6 extend the time for the taking of written exception lo and the adjustments of accounts as provided for ' in 

7 Paragraph 4 of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make 

8 every reasonable effort to conduct D joint audit in a manner which wilt result in a minimum of inconvenience 

9 to Ihe Operalor. Operator shall bear no portion of the Non-Opera tors' audit tost incurred under this 

10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 

11 without prior approval of Operator, except upon the resignation or removal of Ihe Operator, and shall he made 

12 at the expense of those Non-Operators approving such audit. 

' 13 

14 H. The Operator shall reply in writing to an audit report within 180 days a/ier receipt o f such report. 

15 

16 6- Approval By Non-Operators 

17 

15 Where an approval or other agreement of the Parties or Non-Operators is expressly required cinder other sections of this 

19 Accounting Procedure and i f the. agreement to which this Accounting Procedure is attached contains no 

20 contrary provisions rn regard thereto, Operator shall notify aU Non-Operators o f ihe Operator's proposal, and Ihc 

2 I agreement or approval of a majority in interest of Ihe Non-Operators shall be controlling on all Non-Operators. 

22 

23 

24 I I . DIRECT CHARGES 

25 

26 Operator shall charge the Joint Account with Ihe following items: 

27 

28 1. Ecnlogical and Environmtntal 

29 

30 Cosls incurred for the bene lit of the Joint Properly as a result of governmental or regulatory requirements to satisfy 

31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 

32 archaeological nature and pollution control procedures as required hy applicable laws and regulations. 

33 

34 2. Rentak and Royalties 

35 

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

37 

38 5- Labor 

39 

40 A. ( I ) Salaries and wa^cs of Opcraior's field employees directly employed on lhe Joint Property in thc conduct of 

4 I Joint Operations. 

42 

43 (2) Salaries of First level Supervisors in ihc field. 

44 

45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 

46 excluded from the overhead rates. 

47 

4 H (4) Salaries and wages of Technical Hmployees either icmporarily or permanently assigned to anti directly 

49 employed in the operation or the Joinl Properly i f such charges are excluded from thc overhead rates. 

50 

51 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 

52 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11-

5 3 Such costs under this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" 

54 on the amount of salaries and wages chargeable io the Joinl Account under Paragraph 3A of this Section 11. If 

55 percentage assessment is used, Ihc rate shall be based on the Operator's cost experience. 

56 

57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 

58 applicable lo Operator's costs chargeable to the Joint Account under Paiag-'aphs 3A and 3B of this Section I I . 

59 

60 D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 

61 Paragiaphs 3 A and 313 of this Section 1], 

62 • . . 

63 4, Employee Benefits 

64 

65 Operator's cunen'. costs or established plans for employees' group life insurance, hospitalization, pension, retirement, 

66 stock purchase, thrill , bonus, and other benefit plans of a like nalure, applicable to Operator's labor cost chargeable to the 

67 Joint Account under Paragraphs 3A and 3B of this Section 11 shall be Operator's actual cost not to exceed the percenl 

68 most recently recommended by the Council of Petroleum Accountants Societies. 

69 

70 

- 2 -



COPAS 1SA4 ONSHORE 
Recommended by tho Council 
of Petroleum Accountants 
Societies 

I 5. Material 

2 

3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such 

4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 

5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be 

6 avoided. 

7 

8 6. Transportation 

9 

IO Transportation oTemployees and Material necessary for the Joint Operations but subject to thc following limitations: 

11 

[2 A. I f Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 

13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 

14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Panies. 

15 

16 Q. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint 

17 Account for a distance greater than the distance to the nearest reliable supply store where like material is normally 

18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 

19 made tn the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 

20 Parties. 

21 

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

23 available when the actual charge is $400 or less excluding accessorial charges, "['he S400 wiil be adjusted to the 

24 amount most recently recommended by the Council of Petroleum Accountants Societies. 

25 

26 7. Services 

27 

28 The cost of contract seivices, equipment and utilities provided by outside sources, except services excluded by Paragraph 

29 If) of Section II and Paragraph i , i i , and i i i , of Section Ml. The cost oT professional consultant services and contract 

30 services of technical personnel directly engaged on the Joint Property i f such charges are excluded from thc overhead 

31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the 

32 Joint property shall nol be charged to the Joint Account unless previously agreed to hy the Parties. 

33 

34 8. Equipment and Facilities Furnished By Operator 

35 

36 A. Operator shall charge lhe Joint Account for use of Operator owned equipment and facilities at rates commensurate 

37 with eosts of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 

38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 

39 exceed twelve percent ( JJ %) per annum. Such rates shall not exceed average commercial 

40 rates cuiTCntly prevailing in the immediate area ofthe Joint Property. 

41 

42 B. In lieu of charges in Paragraph 8A above, Operator may elect to use average commercial rales prevailing in the 

43 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

48 All costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of damages or 

49 losses incurred by fire, flood, storm, thelt, accident, or other cause, except those resulting from Operator's gross 

50 negligence or wi l l fu l misconduct. Operator shall furnish Non-Operator written notice of damayes or losses incurred as 

5 I soon as practicable after a-report thereof has been received by Operator. 

52 

53 10. Legal Expense 

54 

55 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments and 

56 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 

57 protect or recover the Joinl Property, except that no charge fur services oT Operator's legal staff or fees or expense of 

58 ouiside attorneys shall be made unless previously agreed to by lhe Panics, A l l oiher legal expense is considered to be 

59 covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 

60 !, Paragraph 3. 

61 

62 l l . Taxes 

63 

64 Ah (axes o f every kind and nature assessed or levied upon or in connection with the Joint Properly, the operation thereof, 

65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. I f the ad 

66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 

67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Panics 

68 hereto in accoidar.ee with the tax value generated by each party's working interest. 

69 

70 
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I 12. Insurance 

1 

3 Net premiums paid for insurance required to be carried for the Joint Operations for tbe protection of the Parties. In thc 

4 event Join! Operalions are conducted in a state in which Operator may act as self-insurer for Worker's Compensation 

5 anov'or Employers Liability under the respective state's laws. Operator may, at its election, include ihc risk under its seif-

6 insurance program and in thai event, Operator shall include a charge at Operator's cost not m exceed manual rates. 

1 

8 13. Abandonment and Reclamation 

9 

10 Costs incurred for abandonment of the Joint Properly, including costs required by governmental or other regulatory 

I 1 authority. 

12 

13 14. Communications 

14 

15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 

16 microwavu facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 

17 Property are Opeiator owned, charges to the Joinl Account shall be made as provided in Paragraph 8 of this Section II. 

18 

19 iS. Other Expenditures 

20 

21 Any other c<pcnditurc not covered or deal! with tn the foregoing provisions of this Section I I , or in Section HE and which 

22 is of direct benefit lo ihc Joint property and is incurred by the Operalor in the necessary and proper conduct of the Joint 

23 Operations. 

24 

25 

26 IH. OVERHEAD 

27 

28 1. Overhead - Dri l l ing and Producing Operations 

29 

30 j . As compensation for administrative, supervision, office services and warehousing costs, Operaror shal! charge 

3 1 dtilling and producing operations on either; 

32 

33 ( X ) Fixed Rate Basis, Paragraph IA, or 

34 ( } Percentage Dasis. Paragraph Iti 

35 

36 Unless otherwise agreed lo by the Panics, such charge shall be in lieu QT costs and expenses of all offices and 

37 salaries or wages plus applicable burdens^ and expenses of all personnel, except those directly chargeable under 

38 Paragraph 3A, Section 11. The cost and expense of services from outside sources in connection with matters of 

39 laxalion, traffic, accounting or. matters before or involving governmental agencies shall be considered as included in 

40 the overhead rates provided for in thc above selected Paragraph , of this Section III unless such cost and expense are 

41 agreed io by the Parties as a direct charge to the Joint Account. 

42 

43 ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cosi of professional consullani 

44 services and contract services of technical personnel directly employed on lhe Joint Property: 

45 

46 ( ) shall be covered by the overhead rales, or 

47 ( X j shall not be covered by the overhead rates. 

48 

49 ii i . The salaries, wages and Personal Expenses of Technical Employees and/'or costs of professional consultant services 

50 , and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

5 1 thc operation of ihc Joint Property: 

52 

53 ( X ) shall be covered by the overhead rates, or 

54 ( ) shall not be covered by (he overhead rates, 

55 

56 A. Overhead - Fixed Rate Basis 

57 

58 ( I ) Operator shal) charge the Joint Account at lhe following rates per well per month: 

59 

60 Dril l ing Well Rate S 5.0(10.00 . 

61 (Prorated for less than a full month) 

62 

63 Producing Well Rate 5 50P.00 

64 

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

66 

67 (a) Drilhng Well Rate 

68 

69 (!) Charges for dnlling wells shall begin on the date the well is spudded and terminate on the date 

70 lhe drilling rig, completion rig, or other units used in completion of thc well is released, whichever 
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1 is later, except that no charge shall be made during suspension of drilling or completion operations 

2 Tor Fifteen (15) or more consecutive calendar days. 

3 

4 (2) Charges for welis undergoing any type of workover or recompletion for a period Df five (5) 

5 consecutive work days or more shall be made at the drilling well rate. Such charges shall be 

6 applied for the period from date workover operations, wilh rig or other units used in workover, 

7 commence through date of rig or other unit release, except that no charge shall be made during 

8 suspension of operations for fifteen (15) or more consecutive calendar days. 

9 

10 (b) Producing Well Rates 

I I 

12 (1) An active well either produced or injected into for any ponion o f the month shall be consideted as 

13 a one-well charge for the entire month. 

14 

15 (2) Rach active completion in a multi-completed well in which production is not commingled down 

16 hole shall be considered as a one-well charge providing each completion is considered a separate 

17 well by the governing regulatory authority. 

18 

19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 

20 production shall be considered as a one-well charge providing thc gas well is directly connected to 

21 a permanent sales outlet. 

22 

23 (4) A one-well charge shall be made for the month iri which plugging and abandonment operations 

24 are completed on any well. This one-well charge shall be made whether or not the well has 

25 produced except when drilling well rate applies. 

26 

27 (5) AH other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 

28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

29 

30 (3) The weli rates shall be adjusted as of the first day of Apri l each year following the effective date of the 
. b y the percent increase nr decrease published by CQPAS-

31 agreement to which this Accounting Procedure is attached / The adjustment shall be computed-ey-nwk^ty4ftgHh^ 

32 ttse by th .-percentage increase-or-decrease->n the-averagc weekly eofmngs oAGfudtf-Petroleum-and Gas-Prodttefio^-WorltefS-forHhe 

33 Ib^t-efllcndtir-yeflf-eofHBeTed-to-the-CQlefHtur your preceding OS shown by the index •of-_sH,_g--*r_klyH_ft_ngs oCCHHle-Petr-^temy) 

34 ^Kf-Gaa-ftFOd^H>>hAVofk&fS^ United-late. Dcpattn*&nt-&f~h{)b0r, Bureau of-habof Swiistics, or the-equWahitH 

35 Gftttmiian index as published by Statist k_ Gooad&rft9-ftfiplioabte. The-adjusted-mtea-sheH be-the rates-currently4n-u9erp4u3-w 

36 p )j f } t}g.[)j^^ t|^ieiJ-atj.jt;s4Fnef*fT 

37 

38 F3. Overhead - Percentage Basis 

39 

40 ( I ) Operator shall charge the Joint Account at the following rates: 

41 

42 (a) Development 

43 

44 Percent ( %) ofthe cost of development ofthe Joinl Properly exclusive of costs 
45 provided under Paragraph 10 ofSection II and all salvage credits. 

46 

47 (b) Operating 

48 

49 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ Percent ( %) ofthe cost of operating the Joint Property exclusive of costs provided 

50 under Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchased 

51 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the 

52 mineral interest in and to the Joint Property. 

53 

54 (2) Application of Overhead - Percentage Rasis shall be os follows: 

55 

56 For the purpose of determining charges on a percentage basis under Paragraph IFJ uT this Section III, 

57 development shall include all costs in connection with drilling, redrtlling, deepening, or any remedial 

55 operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing 

59 interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 

60 expenditures incurred in abandoning when thc well is not completed as a producer, and original cost of 

61 construction or installation of fixed assets, the expansion of fixed assets and uny other projeel clearly 

62 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section III . All other 

63 costs shall be considered as operating. 

64 

65 2. Overhead - Major Construction 

66 

67 To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 

fi8 fixed assets, and any other project clearly discernible as a fixed asset required for lhe development and operation of the 

69 Joinl Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 

70 

-5 -
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I Account for overhead based on thc following rates for any Major Construction project in excess ofS 25.000,0 _ : 

2 

3 A. 5 % of first 5100.000 or total cost i f less, plus 

4 
5 B 3 % of costs in excess of S100,000 hut less than S1,000,000, plus 

6 
7 C. 2 % of costs in excess of $1,000,000. 

8 

9 Tolal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i l l equipment shall be 

1 I excluded. 

12 

13 3. Calastrophe Overhead 

14 

15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 

16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Panies, which are 

17 necessary to restore the Joint Properly to the equivalent condition that existed prior to the event causing the 

18 expenditures, Operator shall cither negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 

19 for overhead based on the following rales: 

20 

21 A. 5 % oftotal costs through $ 100,000; plus 

22 

23 B. 3 % oftotal costs in excess of .100,000 but less than $ 1.000,000; plus 

24 

25 C. 2 % oftotal costs in excess of J 1,000,000. 

26 

27 Expenditures subject to ihc overheads above will not be reduced by insurance recoveries, and no other overhead 

28 provisions of this Section 111 shall apply. 

29 

30 4. Amendment of Rates 

31 

3-2 The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement 

33 between thc Parties hereto if, in practice, the rates are found to be insulTicient or excessive. 

34 

35 

36 |V. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANS. ERS AJVD DISPOSITIONS 
37 

38 Operalor is responsible for Joint Account Material and shal! make proper and timely charges and credits for all Material 

39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, al 

40 Operator's option, such Malerial may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 

41 surplus Malerial, such disposal being made either through sale to Operator or Non-Opera tor. division in kind, or sale to 

42 outsiders. Operator may purchase, but shall be under no obligation lo purchase, interest oT N'on-Opera (org in surplus condition 

43 A or B .Viateri_J. The disposal oI surplus Controllable Malerial nor purchased by the Opeiator shall be agreed to by the Parties. 

44 

45 1. I'lirihases 

46 

47 Malerial purchased shall he charged at the price paid by Operator after deduction of all discounts received. In case of 

48 Material fuund to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 

49 when adjustment has been received by the Operator. 

50 

5t 2. Transfers and Dispositions 

52 

53 Material furnished lo the Joint Property and Malerial transferred from the Joint Property or disposed of by the Operator, 

54 unless otherwise agreed lo by ihe Parlies, shall be priced on the following basis exclusive of cash discounts: 

55 

56 A. New Material (Condition A) 

57 

5& (1) Tubular Goods Oiher than Line Pipe 

59 

60 (a) Tubular goods, sized 2 3/S inches OD aid larger, except line pipe, shall be priced at Eastern mill 

61 published carload base prices effective as of dale of movement plus transportation cost using lhe 80,000 

62 pound carload weight basis to ihc railway receiving point nearest the Joint Property for which 

63 published rail rates for tubular goods exist. If lhe 80,000 pound rail rale is not offered, the 70,000 pound 

64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 

65 and casing from Youugstown. Ohio. 

66 

67 (b) For grades which arc special lo one mill only, prices shall be computed at the mil l base of that mill plus 

68 transportation cost from that mill to the railway receiving point nearest the Joinl Property as provided 

69 above in Paragraph 2.A.(l)(a). For transportation cosl from points other than Eastern mills, Ihc 30,000 

70 
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I pound Oil Field Haulers Association interstate truck rate shall be used. 

2 

3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 

4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 

5 lo the railway receiving point ncaresJ tbe Joint Property. 

6 

7 (d) Macaroni tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-of-stock prices 

8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 

9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 

11 (2) Line Pipe 

12 

13 (a) I-ine pipe movements (except size 24 inch OD and larger ivitb walls V* inch and over) 30,000 pounds or 

14 more shall he priced under provisions of tubular goods pricing in Paragraph A.(l)(u) as provided above. 

15 Freight charges shall be calculated from Lorain, Ohio. 

16 

17 (b) Line Pipe movements (except size 24 inch OD and larger with walls V, inch and over) less than 30,000 

18 pounds shall be priced t al Eastern ( mill ^ b j b h e d carload base prices effective as of date of shipment, 
plus the percent most recently recommended by C , 

19 f—p4tts—50—permit, plus transportation costs based on freight rates as set forth under provisions ol tubular 

20 goods pricing in Paragraph A.(!)(_) as provided above. Freight charges shall he calculated Trom Lorain, 

21 Ohio. 

22 

23 (c) Line pipe 24 inch OD and over and V* inch wall and larger shall be priced f.o.b. the point of 

24 man_fac<ure at current new published prices plus transportation cost to the railway receiving point 

25 nearest the Joint Properly. 

26 

27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 

28 be priced at quoted prices plus freight to the railway receiving point nearest the Joinl Property or at 

29 prices agreed to by the Panics. 

30 

31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 

32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, i f applicable, to the 

33 railway receiving point nearest the Joint Property. 

34 

35 (4) Unused new Material, except tubular goods, moved from the Joint Property shad be priced at the current 

36 new price, in effect on date of movement, as lisied by a reliable supply store nearest the Joint Property, or 

37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 

38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 

39 

40 B. Good Used Material (Condition B) 

41 

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

43 

44 (1) Malerial moved to the Joinl Property 

45 

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

47 

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

49 

50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph Ar i f Material was 

5 I originally charged to ihe Joint Account as new Material or 

52 

53 (h) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was 

54 originally charged to the Joint Account as used Material 

55 

56 (3( Material not used on and moved from the Joint Property 

57 

58 Al seventy-five percent (75%) of current new price as detemiined by Paragraph A. 

59 

60 The cost of reconditioning, i f any, shall he absorbed hy the transferring property. 

61 

62 C. Other Used Material 

63 

64 ( i ) Condition C 

65 

66 Material which is not in sound and serviceable condition and not suitable for its original (Unction until 

67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 

68 Paragraph A. The cost of reconditioning shall be charged lo the receiving property, provided Condition 

69 C value plus cost of reconditioning does nol exceed Condition B value. 

70 
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I (2) Condition P> 

2 

3 Material, excluding junk, no longer suitable Tor its original purpose, but usable for some other purpose 

4 shall be priced on a basis commensurate with its use. Operator may dispose o f Condition D Materia! 

5 under procedures normally used by Operator without prior approval of Non-Operators. 

6 

7 ' (a) Casing, tubing, or dril l pipe used as line pipe shall be priced as Grade A and IJ seamless line pipe 

Jf of comparable size and weight. Used casing, tubing or dri l l pipe utilized as line pipe shall be 

0 priced at used line pipe prices. 

10 . 

11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. 

12 power oil lines, shah be priced under norma! pricing procedures for casing, tubing, or drill pipe. 

13 Upset tubular goods shall be priced on a non upset basis. 

14 

15 (3) Condition I; 

16 

17 Junk shall be priced at prevailing prices. Operator may dispose of Condition G Material under 

18 procedures normally utilized hy Operator without prior approval of Non-Operators. 

19 

20 D. Obsolete Material 

21 

22 Malerial which is serviceable and usable lor its original function but condilion and/or value of such Malerial 

23 is not equivalent to that which would justify a price as provided above may he specially priced as agreed 10 by 

24 the Parlies. Such price shnuld result in the Joint Account being charged with the value of the service 

25 rendered by such Material. 

26-

27 E. Pricing Conditions 

28 

29 ( I ) Loading or unloading costs may be charged to the Joint Account at ihe rate of iwcnly-five cents (251!) 

30 pcr hundred weight on all tubular goods movements, in lieu of aelual loading or unloading costs 

31 sustained at lhe stocking point. The above rate shall be _djum*d as o f the first day o f Apri l each year 

32 following January 1, 1985 by thc same percentage increase or decrease used to adjust overhead rates in 

33 Section III. Paragraph I. A.(3). Lach year, the rale calculated shall be rounded to the nearest cent and 

34 shall be the tate in effect until the first day of April next year. Such rate shall be published each year 

35 hy the Council of Petroleum Accountants Societies. 

36 

37 (2) Malerial involving erection cosis shall be charged at applicable percentage of the current knocked-down 

38 price of new Malerial. 

39 

-10 3. Premium Prices 

4t 

42 Whenever Material is nol readily ohiainable al published or listed prices because of national emergencies, strikes or other 

43 unusual causes over which lhe Operator has no control, ihe Operator may charge the Joint Account for thc required 

44 Material at thc Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving it 

45 lo the Joint Property; provided notice in writing is furnished lo Non-Operators of the proposed charge prior to billing 

46 Non-Operators lor such Malerial. Hach Non-Operator shall have the right, by so electing and notifying Operator within 

47 ten days after receiving notice from Operator, to furnish in kind all or pan of his share of such Material suiiable for use 

48 and acceptable io Operator. 

49 

50 4. Warranty «f Material Furnished By Operator 

51 

52 Operator does not wnrram the Material furnished. In case of defective Malerial, credit shall nol be passed to the Joint 

53 Account until adjustment has been received by Operator from lhe manul'aciurcrs or their agents. 

54 

55 

5fi V. INVKNTORIKS 

57 

5. The Operalor shall maintain ileiailcd records of Controllable Material. 

59 

60 I. Periodic Inventories, Notice and Representation 

61 

62 At reasonable intervals, inventories shad be taken hy Operator of the Joinl Account Controllable Material. Written notice 

63 of intention to take inventory shall be given by Operator at least thirty .(30) days before any inventory is to begin so lhat 

64 Non-Operators may be represenled when any inventory is taken. Failute of Non-Operators to he represented al an 

65 inventory shall bind Non-Opera tors lo accepi thc inventory taken by Operator. 

66 

67 2. Reconciliation and Adjustment of Inventories 

68 

69 Adjustments to the Joint Account resulting from the reconcitiaiion of a physical inventory' shall be made wiihin six 

70 months following lhe taking of the inventory. Inventory adjustments shall he made by Operalor lo the Joint Accouni fbr 
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I overages and shortages, but, Operalor shall be held accountable only Tor shortages due to lack of reasonable diligence. 

2 

3 3. Special Inventories 

4 

5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 

fi Property, It shal! be the duly of lhe party selling lo notify all other Parties as quickly as possible after the transfer of 

7 interest takes place. In such cases, both the seller and Ihc purchaser shall be governed by such inventory. ln cases 

8 involving a change of Operator, all Parties shall be governed by such inventory. 

9. 

10 4. Expense nf Conducting Inventories 

11 

12 A. Thc expense of conducting periodic inventories shall nol be charged to the Joint Account unless agreed to by the 

13 Panics. 

14 

15 R. Thc expense of conducting special inventories shal) be charged lo the Parties requesting such inventories, except 

Ifi inventories required due to change of Operator.shull be charged lo the Joint Account. 

n 
18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 
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39 

40 

41 

42 

43 

44 

45 

46 

47 
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EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement dated March 20, 2007, by 
and between EOG Resources, Inc., as Operator and Occidental Permian Limited Partnership, 
et al, as Non-Operators. 

INSURANCE 

A. As to all operations hereunder. Operator shall carry for the benefit and protection, 

of the parties hereto Workers' Compensation and Employer's Liability Insurance in accordance with the 

applicable State Law, If under the laws of said state, Operator is authorized to be a self-insurer as to 

Workers' Compensation and Employer' Liability, Operator may elect to be a self-insurer under such laws 

and in such event Operator shall charge to the joint account, in lieu of any premiums for such insurance, a 

premium equivalent not to exceed manual insurance rates applied to the payroll. 

B. Operator shall not be required to carry any other insurance for the joint account. 

The liability of the parties hereto in damages for claims growing out of personal injury to or death of third 

persons or damage to or destruction of property of third parties resulting from the operations conducted 

hereunder shall be borne by the parties hereto in the proportions of their respective obligations to bear 

such costs. Operator shall not be liable to Non-Operator for loss, damages or destruction to jointly-owned 

property from operations hereunder unless such less, damages or destruction arise solely out of willful 

misconduct or gross negligence of Operator. 

C. Each party individually may acquire at its own cost and expense such insurance 

as it deems proper to protect itself from third party claims or damages to joint property and such insurance 

shall inure solely for the benefit of such party procuring same; provided, however, that each such 

insurance policy shall contain a waiver on the part of the insurance carrier of all rights, by subrogation or 

otherwise, against all of the other parties hereto. 

D. Operator shall require all contractors engaged in work on or for the benefit of the 

operations hereunder to comply with applicable Workers' Compensation and Employer's Liability Laws 

and to maintain such other insurance as Operator shall deem necessary. 
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EXHIBIT " E " 

Attached to and made a part of that certain Operating Agreement, dated March 20, 2007, by and between 
EOG Resources, Inc., as Operator, and Occidental Permian Limited Partnership, et al, as Non-Operators 

GAS STORAGE AND BALANCING AGREEMENT 

In the event any of the parties hereto is not at any time taking or marketing its full share of gas 
produced from the well or wells, the terms of this agreement shall automatically become 
effective. 

During the period or periods when any party hereto is not taking or marketing its full share of gas 
produced from the well or wells, the other parties having an interest in such well or wells shall be 
entitled to produce each month one hundred percent (100%) of the allowable gas production 
assigned to such well or wells by the appropriate regulatory body having jurisdiction or, in the 
event no gas allowable is assigned, one hundred percent (100%) of the gas that may be produced 
up to the MER, and such parties shall be entitled to take or deliver to their purchaser their pro 
rata share of all such gas production. For the purposes of this agreement the term MER shall 
mean the total daily maximum efficient rate of hydrocarbon withdrawal from each separately 
produced producing interval which if exceeded for a sustained period of time, would lead to 
underground waste in the form of reduced ultimate recovery from each producing interval. A 
party's pro rata share shall be based on the ratio of such party's interest in the well or wells to the 
total interests of all parties then taking gas from the well or wells. All parties having an interest 
in the well or weils shall share in and own any liquid hydrocarbons recovered from the gas 
produced from such well or wells by lease equipment in accordance with their respective 
interests in such well or wells and subject to the Operating Agreement to which this agreement is 
attached, but the parties taking or marketing the gas shall own all ofthe gas taken or delivered to 
their respective purchasers and shall own and shall have the right to all liquids removed from the 
gas by off lease processing. 

On a cumulative basis, each party not taking or marketing its full share ofthe gas produced from 
the well or wells (underproduced party) shall be credited with gas in storage equal to its full share 
of the gas produced from such well or wells, less its share of gas used in its lease operations, 
vented and unavoidably lost, and less that portion such party took or delivered to its purchaser. 
Each party taking gas shall furnish, or cause to be furnished, to the Operator a monthly statement 
of gas taken. The Operator will maintain a current account ofthe gas balance between the parties 
for each well or wells and will furnish all parties having an interest in such well or wells and 
their purchasers monthly statements showing the total quantity of gas produced, the amount used 
in lease operations, vented and unavoidably lost, the total quantity of liquid hydrocarbons 
recovered therefrom, and the monthly and cumulative over and under account of each party. 

At all times while gas is produced from the well or wells, each party hereto will make or cause to 
be made settlement with the respective royalty owners to whom it is accountable, just as i f such 
party were taking or delivering to a purchaser its full share, and its share only, of such gas 
production. Each party hereto agrees to hold all other parties harmless from any and all claims 
for royalty payments asserted by royalty owners to whom such party is accountable. The fenn 
"royalty owner" shall include owners of royalties, overriding royalties, and other payments out of 
or in lieu ofproduction for which each party is responsible. 

This agreement shall constitute a separate agreement as to each producing interval in a well or 
wells. Where production from two or more producing intervals is commingled in the wellbore so 
that the gas from each such interval cannot be separately metered, the commingled producing 
intervals shall then be considered to be a single interval for the purposes of this agreement. 

Upon written notice at least five (5) days prior to the beginning of a month from any 
underproduced party to the Operator and to each party that has taken or delivered to its purchaser 
more than it's full share of gas (overproduced party), such underproduced party may, 
commencing on the first day of the month after such notice is given, begin taking or delivering to 
its purchaser, its full share of gas produced from the well or wells less such party's share of gas 
used in lease operations, vented and unavoidably lost (net share of gas produced). In addition to 



such share, the underproduced party, until it has recovered its gas in storage and balanced its gas 
account, shall be entitled to take or deliver to its purchaser the following: (1) During the months 
of January, February, March, November and December, twenty-five percent (25%) of each 
overproduced party's net share of gas produced from the well or wells, and (2) During the 
remaining months, fifty percent (50%) of each overproduced party's net share of gas produced 
from the well or wells. However, in no event shall such make-up volume for any month exceed 
fifty percent (50%) ofthe underproduced party's net share of gas produced from the well or wells. 
If more than one underproduced party are balancing their gas accounts, each underproduced party 
shall be entitled to take or deliver to its purchaser that share ofthe additional gas as determined 
herein in proportion to its interest in such well or wells to all of the underproduced parties' 
interests in such well or welis then balancing their gas accounts. Any such additional gas taken 
or delivered to an underproduced party's purchaser shall be credited against such underproduced 
party's gas in storage in the order of accrual. 

Each party taking or delivering gas to its purchaser shall pay any and all production taxes due on 
such gas. 

Nothing herein shall be construed to deny any party the right, from time to time, to produce and' 
take or deliver to its purchaser the full amount of its allowable gas production to meet the 
deliverability tests required by its purchaser. 

When gas production from (he well or wells permanently ceases, there shall be a cash settlement 
between/among the parties hereto for the volume of gas, if any, remaining in imbalance. It shall 
be the obligation of the Operator to determine the final accounting of underproduction and 
overproduction. In making such cash settlement, each overproduced party shall remit to the 
Operator a sum of money attributable to the amount actually or constructively received by such 
overproduced party from sale or utilization of overproduction which remains accrued to such 
party, less applicable taxes, and other costs actually paid by the overproduced party in connection 
with the sale of such gas. The Operator shall distribute the total of such amounts so collected 
among the underproduced parties in the proportion of such latter parties' underproduction. It is 
recognized that there may have been changes in the price received by overproduced parties for 
overproduction sold or otherwise utilized. It is therefore agreed that any underproduction 
credited from time to time against any overproduced party shall be applied against such party's 
overproduction in the order in which such overproduction occurred. The "amount actually or 
constructively received" shall then be that overproduction remaining following application ofthe 
above rule and valued at the price in effect at the time such overproduction occurred. I f a portion 
of a party's gas is taken for its own use and a portion thereof is sold, the gas value for accounting 
between/among the parties will be based on the price received simultaneously by such party for 
gas sold from the well or wells. During periods in which a party is taking gas for its own use and 
making no sales, gas so taken will be valued at the maximum price which such party could have 
received for such gas if actually delivered under such party's contract, or, if none, the weighted 
average price received simultaneously by all other parties for gas sold from the well or wells. Ln 
either such instance the value so determined for gas so used will be deemed to have been 
contructively received by such using party. In the event refunds are later required by any 
govemmnetal authority, each party shall be accountable for such refunds on the basis of its share 
of gas produced and finally balanced hereunder. If gas is processed for the recovery of 
liquefiable hydrocarbons, the gas value will be based on the amount which would have been 
received for the sale of such gas (adjusted for actual Btu content) without processing. Anything 
herein to the contrary notwithstanding, the underproduced party shall not be entitled to receive 
from the overproduced party a payment greater than the amount the underproduced party would 
have been entitled to receive if the sale had been made under the contract ofthe underproduced 
party, if any. Each party agrees to maintain complete records of gas sold and price received so 
Operator's computations can be made. Operator shall rely on statements furnished and have no 
liability with respect to correctness of proceeds received and distributed. 

Notwithstanding the provisions of final cash settlements provided above, it is expressly agreed 
that any underproduced party shall have the optional right, with respect to each proration unit, to 
receive a cash settlement bringing such underproduced party's gas account into balance at any 
time and from time to time prior to the final settlement, by first giving each overproduced party 
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90 days written notice of demand for cash settlement. Tf such option is so exercised, settlement 
shall be made (as of 7:00 o'clock A.M. on the first day of the calendar month following the date 
of such written demands) within 90 days following the actual receipt of such written demands by 
the overproduced parties, in the same manner provided for in final cash settlements provided 
above. The option provided for in this paragraph may be exercised, from time to time, but only 
one time in each calendar year. 

Nothing herein shall change or affect. Each party's obligations to pay its proportionate share of 
all costs and liabilities incurred in any well or wells pursuant to the Operating Agreement to 
which this agreement is attached. 

This agreement shall become effective in accordance with its terms and shall remain in force and 
effect as long as the Operating Agreemeni to which it is attached remains in effect, and shall 
inure to the benefit of and be binding upon the parties hereto, their successors, legal 
representatives and assigns. 

Each party hereby indemnifies the other parties hereto against all liability for and agrees to 
defend the parties hereto against all claims which may be asserted by third parties who now or 
hereafter stand in contractual relationship with such indemnifying party whenever such claims 
are based upon said contractual relationship and arise out of the operation of this Agreement or 
activities of any party under its provisions, and further agrees to save the other parties hereto 
harmless from all judgments or damages sustained and costs incurred in connection herewith. 

The Operator under the Operating Agreement is authorized to carry out the provisions of this 
agreement, but shall not be liable for its failure to do so as long as it acts in good faith and as 
would a reasonably prudent Operator in the same or similar circumstances. 

Notwithstanding any provision to the contrary in this or any other agreement, any underproduced 
party shall have the right for a period of two (2) years after the date that gas accounts are settled, 
to audit an overproduced party's records as to volumes and prices received for gas produced from 
the applicable area, and any overproduced party shall have the right for a period a two (2) years 
after the gas accounts are settled, to audit any underproduced party's records as to volumes. 
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EXHIBIT "F" 
Attached to and made a part of that certain Operating Agreement dated 
March 20, 2007, by and between EOG Resources, Inc., as Operator, and 
Occidental Permian Limited Partnership, et al, as Non-Operators. 

I. EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During the performance of this contract, the Operator (meaning and 
referring separately to each party hereto) agrees as follows: 

A. ' The Operator will not discriminate against any employee or applicant for 
employment because of race, color, religion, sex or national origin. The 
Operator will take affirmative action to ensure that applicants are employed, 
and that employees are treated during employment without regard to their 
race, color, religion, sex or national origin. Such action shall include, but 
not be limited to the following: Employment, upgrading, demotion, or 
transfer, recruitment or recruitment advertising; layoff or termination; rates 
of pay or other forms of compensation; and selection for training including 
apprenticeship. The Operator agrees to post in conspicuous places, 
available to employees and applicants for employment notices to be 
provided setting forth the provisions of this nondiscrimination clause. 

B. The Operator will, in all solicitations or advertisements for employees 
placed by or on behalf of the Operator, state that all qualified applicants will 
receive consideration for employment without regard to race, color, religion, 
sex or national origin. 

C. The Operator will send to each labor union or representative of workers 
with which Operator has a collective bargaining agreement or other contract 
or understanding, a notice to be provided, advising the said labor union or 
workers' representatives ofthe Operator's commitments under Section 202 
of Executive Order 11246 of September 24, 1965, and shall post copies of 
the notice in conspicuous places available to employees and applicants for 
employment. 

D. The Operator will comply with all provisions of Executive Order 11246 of 
September 24, 1965, and of the rules, regulations, and relevant orders of 
the Secretary of Labor. 

E. The Operator will furnish all information and reports required by Executive 
order 11246 of September 24, 1965, and by the rules, regulations, and 
orders of the Secretary of Labor, or pursuant thereto, and will permit access 
to Operator's books, records, and accounts by the administering agency 
and the Secretary of Labor for purposes of investigation to ascertain 
compliance with such rules, regulations, and orders. 

F. In the event of the Operator's non-compliance with the non-discrimination 
clauses of this contract or with any of the said rules, regulations, or orders, 
this contract may be cancelled, terminated or suspended in whole or in part 
and the Operator may be declared ineligible for further Government 
contracts or federally assisted construction contracts in accordance with 
procedures authorized in Executive Order 11246 of September 24, 1965, 
and such other sanctions may be imposed and remedies invoked as 
provided in Executive Order 11246 of September 24, 1965, or by rule, 
regulation, or order of the Secretary of Labor, or as otherwise provided by 
law. 

G. The Operator wiil include the provisions of paragraphs (A.) through (F.) in 
every subcontract or purchase order as the contracting agency may direct 
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as a means of enforcing such provisions, including sanctions for 
noncompliance; provided, however, that in the event the Operator becomes 
involved in, or is threatened with, litigation with a subcontractor or vendor 
as a result of such direction by the contracting agency, the Operator may 
request the United States to enter into such litigation to protect the interests 
of the United States. Operator acknowledges that it may be required to file 
Standard Form 100 (EEO-1) promulgated jointly by the Office of Federal 
Contract Compliance, the Equal Employment Opportunity Commission, and 
Plans for Progress with Joint Reporting committee, Federal Depot, 
Jeffersonville, Indiana, within thirty (30) days ofthe date of contract award if 
such report has not been filed for the current year and otherwise comply 
with or file such other compliance reports as may be required under 
Executive Order 11246, as amended, and Rules and Regulations adopted 
thereunder. 

Operator further acknowledges that he may be required to develop a 
written affirmative action compliance program as required by the Rules and 
Regulations approved by the Secretary of labor under authority of Executive 
Order 11246 and supply Non-Operators with a copy of such program if they so 
request. 

II. CERTIFICATION OF NONSEGREGATED FACILITIES. 

A. Operator assures Non-Operators that it does not and will not maintain or 
provide for its employees any segregated facilities at any of its 
establishments, and that it does not and will not permit its employees to 
perform their services at'any location, under its control, where segregated 
facilities are maintained. For this purpose, it is understood that the phrase 
"segregated facilities" includes facilities which are in fact segregated on a 
basis of race, color, religion, or national origin because of habit, local 
custom, or otherwise. It is further understood and agreed that maintaining 
or providing segregated facilities for its employees or permitting its 
employees to perform their services at any location under its control where 
segregated facilities are maintained is a violation of the equal opportunity 
clause required by Executive Order 11246 of September 24, 1965. 

II. B. Operator further understands and. agrees that a breach of the 
assurance herein contained subjects it to the provisions of the Order at 41 
CFR Chapter 60 of the Secretary of labor dated may 21, 1968, and the 
provisions of the equal opportunity clause enumerated in contracts 
between the United States of America and Non-Operators. 

A. Whoever knowingly and willfully makes any false, fictitious, or fraudulent 
representation may be liable to criminal prosecution under 18 U.S.C. Sec. 
1001. 

III. OCCUPATIONAL SAFETY AND HEALTH ACT 

Operator will observe and comply with all safety and healthy standards 
promulgated by the Secretary of Labor under Section 107 of the Contract Work 
Hour and Standards Act, published in 29 CFR part 1518 and adopted by the 
Secretary of Labor as occupational safety and health standard under the 
Williams-Steiger Occupational Safety and Health Act of 1970. Such safety and 
health standards shall apply to all subcontractors 
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V 

IV. VETERANS' PREFERENCE 

Operator agrees to comply with the following insofar as contracts it lets for 
an amount of $10,000 or more or which will generate 400 or more man-days of 
employment (each man-day consisting of any day in which an employee 
performs more than one hour of work) and further agrees to include he following 
provisions in contracts with Contractors and Subcontractors: 

V. CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT 

A. As provided by 41 CFR 50-250, the contractor agrees that all employment 
openings of the contractor which exist at the time of the execution of this 
contract and those which occur during the performance of this contract, 
including those not generated by the contract and including those occurring 
at an establishment of the contractor other than the one wherein the 
contract is being performed, but excluding those of independently operated 
corporate affiliates, shall, to the maximum extent feasible, be offered for 
listing at an appropriate local office of the State employment service 
system wherein the opening occurs and to provide such periodic reports to 
such local office regarding employment openings and hires as may be 
required; provided, that this provision shall not apply to openings which the 
contractor fills from within the contractor's organization or are filled 
pursuant to a customary and traditional employer union hiring arrangement 
and that the listing of employment openings shall involve only the normal 
obligations which attach to the placing of job orders. 

B. The contractor agrees to place the above provision in any subcontract 
directly under this contract. 

VI. CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS 

Operator agrees to comply with the Clean Air Act (42 U.S.C. Sec. 1857) 
and the Federal Water Pollution Control Act (33 U.S.C. Sec. 1251) when 
conducting operations involving nonexempt contracts. In all nonexempt 
contracts with subcontractors, Operator shall require: 

A. No facility is to be utilized by Subcontractor in the performance of this 
contract with Operator which is listed on the Environmental Protection 
Agency (EPA) List of Violating Facilities. See Executive Order No. 11738 
of September 12, 1973, and 40 CFR Sec. 15.20. 

B. Prompt written notification shall be given by Subcontractor to Operator of 
any communication indicating that any such facility is under consideration 
to be included on the EPA List of Violating Facilities. 

C. Subcontractor shall comply with all requirements of Section 114 of the 
Clean Air Act (42 U.S.C. Sec. 1857) and Section 308 ofthe Federal Water 
Pollution Control Act (33 U.S.C. Sec. 1251) relating to inspection, 
monitoring, entry, reports, and information, as well as all other 
requirements specified in these Sections, and all regulations and guidelines 
issued thereunder. 

D. The foregoing criteria and requirements shall be included in all of 
Subcontractors' nonexempt subcontract, and Subcontractor shall take such 
action as the Government may direct as a means of enforcing such 
provisions. See 40 CFR Sec. 15.4 & 5. 
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EXHIBIT "G 

Attached to and made a part of that certain Operating Agreement, dated March 20, 2007, by and between 
EOG Resources, Inc., as Operator, and Occidental Permian Limited Partnership, as Non-Operator. 

There is no Exhibit "G" to this Operating Agreement 



AAPL - FORM 610RS- 1989 EXHIBIT ll 
Attached to and made a pan of lhat certain Operating Agreement dated March 20, 2007, between EOC Resources. Inc., as Operator, and Occidental 

Permian Umited Partnership, et al, as Non-Operators. 

1 M O D E L F O R M R E C O R D I N G S U P P L E M E N T T O 

2 OPERATING AGREEMENT AND FINANCING STATEMENT 

3 THIS AGREEMENT, entered into by and between , EOG Resources, Inc, , 

4 hereinafter referred lo as '•Operator," ;ind the signatory party or parties other than Operator, hereinafter referred to 

5 individually as "Non-Operntor," and collectively as "Non-Opcralors." 

6 WHEREAS, thc parties to this agreemeni arc owners o f Oi l and Gas Leases and/or Oi l and Gas Interests in the land 

7 identified in Exhibit " A " (said land, Leases and Interests being hereinafter called (he "Contract Area"), and in any instance in 

8 which lhe leases or Interests o f a party are not ol" record, the record owner and thc parly hcrclo that owns lhe interest or 

9 rights therein are reflected on Exhibit " A " ; 

10 WHEREAS, thc parties hereto have executed an Operating Agreen>cnt dated , March 20.2007 _ 

11 (herein the ''Operating Agreement"), covering the Contract Area for Ihe purpose o f exploring and developing such lands, 

12 Leases and Interests for Oi l and Gas; and 

13 WHEREAS, the parties herein have executed this agreement for the purpose o f imparting notice to all persons of thc 

14 rights and obligations o f thc panics under llie Operating Agreement and for Ihc further purpose o f perfecting Ihosc rights 

15 capable of perfeciion. 

16 NOW, THEREFORE, in consideration o f the mutual rights and obligations o f the parlies hereto, it is agreed as follows: 

17 ] . This agreemeni supplements thc Operating Agreemeni, which Agreement in its entirety is incorporated herein by 

18 reference, and all terms used herein shall have the meaning ascribed to them in the Operating Agreement. 

19 2. The parties do hereby agree that: 

20 A. ihe O i l and Gas Leases and/or Oil and Gas Interests o f the parties comprising the Contract Area shall be subject 

21 to and burdened with thc terms and provisions of this agreemeni and the Operating Agreement, and thc parties do 

22 hereby commit such Leases and Interests io the performance thereof. 

23 [J. The exploration and development nf the Contraci Area for Oil and Gas shall be governed by thc terms and 

24 provisions o f the Operating Agreement, as supplemented by this agreement. 

25 c . Al l costs and liabilities incurred in operations under this agreement and the Operating Agreement shall be bome 

26 and paid, and till equipment and materials acquired in operatinns on thc Contract Area shiill be owned, by the parties 

27 hereto, as provided in thc Opera ling Agreemeni. 

28 D. Regardless of the record title ownership to the Oi l and Gas Leases and/or Oi l and Gas Interests identified on 

29 Exhibit "A , " all produclion of Oil and Gas front thc Contract Area shall be owned by ll ie parlies as provided in lhe' 

30 Operating Agreement; provided nothing contained in this agreement shall be deemed an assignment or cross-assignment 

31 of interests covered hereby. 

32 ]•. Each party shall pay or deliver, or cause to be paid or delivered, all burdens on its share o f tho production from thc 

33 Contract Area as provided in the Operating Agreement. 

34 [ ;. An ovemding royalty, production payment, net profits interest or other burden payable oul o f production hereafter 

35 created, assignments o f production given as security lor Ihc payment of money and those overriding royalties, production 

36 payments and other burdens payable nut of production heretofore created and defined as Subsequently Created Interests 

37 in the Operating Agreemeni shall be | i ) borne solely by the party whose interest is burdened therewith, ( i i ) subjeci to 

3S suspension i f a party is required to assign or relinquish in another parly an interest which is subject to such burden, and 

39 ( j i i ) subject in thc lien and security interest hereinafter provided i f the party subject 10 such burden fails lo pay its share 

40 of expenses chargeable hereunder and under the Operating Agreement, all upon the terms and provisions and in lhe 

41 limes and manner provided by the Operating Agreement. 

42 G. The Oi l and Gas Leases and'or Oil and Gas Interests which are subject hereto may not be assigned or transferred 

43 except in accordance wi lh those terms, provisions and restrictions in the Operating Agreement regulaiing such transfers. 

44 '["his agreement and the Operating Agreement shall be binding upon and shall inure to thc benefit o f the parties hereto, 

45 and [heir respective heirs, devisees, legal representatives, and assigns, and thc terms hereof shall be deemed to run wi lh 

46 the leases or interests included within lhe lease Contract Area. 

47 [ j . The parties shall have thc right to acquire an interest in renewal, extension and replacement leases, leases 

48 proposed lo be surrendered, wells proposed lo be abandoned, and inlcresls to be relinquished as a result of non-

49 participation in subsequent operations, all in accordance with the terms and provisions o f the Operating Agreement. 

50 I. The rights and obligations of the panics and the adjustment of interests among litem in ihc event of a failure or 

51 loss o f title, each party's right lo propose' operalions. obligations wi lh respect to participation in operalions on the 

52 Contract Area and ihe consequences o f a failure to participate in operations, thc rights and obligations of the parties 

53 regarding thc marketing of production, and the rights and remedies of the parties for failure to comply with financial 

54 obligations shall be as provided in the Operating Agieement. 

55 J, Each parly's imcresi under ihis agreement and under ihc Operating Agreemeni shall be subject to relinquishment 

56 for ils failure to participate in subsequent operations and each parly's share o f production and costs shall be reallocated 

57 on the basis o f such relinquishment, all upon the terms and provisions provided in Ihc Operating Agreement. 

58 K. A l l other matters with respeel 10 exploration and development o f lhe Contraci Area and the ownership and 

59 transfer of thc Oi l anti Gas I-eases and/or Oil and Gas Inieresl therein shall be governed by the terms and provisions of 

60 the Operating Agreement. 

61 3. Tiie parties hereby grant reciprocal Item and security interests as follows: 

62 A. Each party grants to thc other parties hereto a lien upon any interest it now owns or hereafter acquires in Oi l and 

63 Gas Leases and Oil and Gas Interests in the Contraci Area, and a security interest and/or purchase money secutity 

64 . inieresl in any interest it now owns or hereafter acquires in the personal properly and fixiures on or used or obtained 

65 for use in conneelion therewith, to secure performance o f all of its obligations under this agreement and the Operating 

66 Agreement including but not limited to paymeni ol" expense, interest and fees, the pmper disbursement o f all monies 

67 paid under Ihis agreemeni and ihe Operating Agreement, the assignment or relinquishment o f interest in Oi l and Gas 

68 Leases as required under this agreement and thc Operating Agreement, and the proper performance of operations under 

69 ihis agreement and the Operating Agreement. Such lien and security interest granted by each parly hereto shall include 
7 0 such party's leasehold interests, working interests, operating rights, and royally and overriding royally interests in thc 

71 Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or otherwise becoming subject 

72 to this agreement and the Operating Agreement, lhe Oil and Gas when extracted therefrom and equipment situated 

73 thereon or used or obtained for use in connection therewith (including, without l imitation, all welts, tools, and tubular 
? 4 goods), and accounts (including, without l imitation, accounts arising from the sale of production at the wellhead), 
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Attached to and made a part ol* lhat certain Operating Agreement dated March 20, 2007, bclwccn EOG Resources, Inc., as Operator, and Occidental 
Permian Limited Partnership, et al. as Non-Operators. 

) contraci rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of 

2 the foregoing. 

3 B. Each party represents and warrants lo the other parties hereto lhat the lien and security interest granted by such 

4- party to tbe other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien 

5 and security interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this 

6 agreemeni and ihe Operating Agreemeni by, through or under such party. All parties acquiring an interest in Oil and 

7 Gas Leases and Oil and Gas Inlerests covered by this agreement and the Operating Agreement, whether by assignment, 

8 merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject to thc lien and security interest 

9 granted by lhe Operating Agreement and this instrument as - to all obligations attributable to sucli interest under this 

10 agreement and the Operating Agreement whether or not such obligations arise before or after such interest is acquired. 

11 C. To the extent lhat the parties have a sccurily interest under the Uniform Commercial Code of ihc state in which 

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

13 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

14 election of remedies or otherwise affect the lien rights or security interest as security for lhe payment thereof. In 

35 addition, upon default by any party in the payment of its share of expenses, inieresl or fees, or upon the improper use of 

lb funds by the Operator, the other parties shal! have tbe right, without prejudice to other rights or remedies, to collect 

17 1 from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 

18 such party, plus interest, has been received, and shall have the right to offset the amount owed against the proceeds from 

19 the sale of such defaulting party's share of Oil and Gas. All purchasers of production may rely on a notification of default 

20 from the non-dcfaulling party or parties stating the amount due as a result of the default, and all parties waive any 

21 recourse available against purchasers for releasing produclion proceeds as provided in this paragraph. 

22 D. ff any party fails to pay its share of expenses within one Itutidred-twenty (120) days after rendition.of a statement 

23 therefor by Operator the non-dcfaulling parties, including Operator, shall, upon request by Operator, pay the unpaid 

24 amount in the proportion tbat the interest of each such party bears to the interest of all such parties. Tbe amount paid 

25 by each parly so paying its share of the unpaid amount shall be secured by the liens and security rights described in this 

26 paragraph 3 and in the Operating Agreement, and each paying party may independently pursue any remedy available 

27 under lhe Operating Agreement or otherwise. 

28 E. If any parly does nol perform all of its obligations under this agreement or the Operating Agreement, and the 

29 failure to perform subjects such parly lo foreclosure or execution proceedings pursuant to the provisions of this 

30 agreement or the Operating Agreement, to the extent allowed by governing law, the defaulting party waives any 

31 available right of redemption from and after the date of judgment, any required valuation or appraisement of lhe 

32 mortgaged or secured properly prior to sate, any available right lo stay execution or to require a marshalling of assets 

33 and any required bond in the event a receiver is appointed. In addition, to lhe extent permitted by applicable law, each 

34 party hereby grants io lhe oiher panies a power of sale as to any property that is subject lo the lien and security rights 

35 granted hereunder or under the Operating Agreement, such power to be exercised in the manner provided by applicable 

36 law or otherwise in a commercially reasonable manner and upon reasonable notice. 

3? F. The lien and security interest granted in this paragraph 3 supplements identical rights granted under thc 

38 Operating Agreement. 

39 Ci. To lhe extent pennitted by applicable law, Non-Operators agree lhat Operator may invoke or utilize the 

40 mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to secure the payment 

41 to Operator of any sum "due under this agreement and the Operating Agreement for services performed or materials 

42 supplied hy Operator. 

43 H. Thc above described security will be financed at the wellhead of the well or wells located on the Contract Area and 

44 ihis Recording Supplement may be filed in lhe land records in thc County or Parish in which thc Contract Area is 

45 located, and as a financing statement in all recording offices required under lhe Uniform Commercial Code or other 

46 applicable state statutes to perfect the above-described security interest, and any party hereto may file a continuation 

47 statemenl as necessary under the Uniform Commercial Code, orothcr slate laws. 

48 4. Ihis agreemeni shall be clTcciivc as of the date of the Operating Agreement as above recited. Upon termination of 

49 this agreement and thc Operating Agreemeni and the satisfaction of all obligations thereunder. Operator is authorized to file 

50 of record in all necessary recording offices a notice of termination, and each party hereto agrees to execute such a notice of 

51 termination as to Operator's interest, upon the request of Operator, if Operator has complied with all of its financial 

52 obligations. 

53 5. This agreemeni and lhe Operating Agreement shall be binding upon and shall inure to the benefit of thc parties 

54 hereto and their respective heirs, devisees, legal representatives, successors and assigns. No sale, encumbrance, transfer or 

55 oiher disposition shall be made by any parly of any interest in lhe Leases or Interests subject hereto except as expressly 

56 pemiiited under the Operating Agreement and, if pennitted, shall he made expressly subject to this agreement and the 

57 Operating Agreement and without prejudice to the rights of thc other parties. If the transfer is permitted, the assignee of an 

58 ownership interest in any Oil and Gas Lease shall be deemed a party to this agreement and the Operating Agreement as to 

59 the interest assigned from and after the effective dale of the transfer of ownership; provided, however, lhat the other parties 

60 shall not be required lo recognize any such sale, encumbrance, transfer or other disposition for any purpose hereunder until 

61 thirty (30) days afler they have received a copy of lhe instrurhent of transfer or other satisfactory evidence thereof in writing 

62 from the transferor or transferee. No assignment or other disposition of interest by a party shall relieve such party of 

63 obligations previously incurred by such pany under this agreement or the Operating Agreement with respect to lhe interest 

64 transferred, including without limitation the obfigaiion of a party in pay ail costs attributable to an operation conducled under 

65 this agreement and the Operating Agreement in which such party has agreed to participate prior to making such assignment, 

66 and the lien and security interest granted by Article VII.B. of lhe Operating Agreement and hereby shall continue lo burden 

67 the inieresl transferred to secure payment of any such obligations. 

68 6. In the event of a conflict between thc terms and provisions nf ihis agreement and the terms and provisions of lhe 

69 Operating Agreement, then, as between the parties, the terms and provisions of lhe Operating Agreement shall control. 

70 7. This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

71 executed by such Non-Operator and Operator notwithstanding thai this agreement is not then or thereafter executed by all of 

12 ihe parties io which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which 

73 own, in fact, an interest in the Contract Area. In thc event that any provision herein is illegal or unenforceable, the 

74 remaining provisions shal! nol be affected.'and shall be enforced as if the illegal or unenforceable provision did noi appear herein. 
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8. Other provisions. 

EQG Resources, Inc. who has prepared and circulated this form for execution, represents and warrants 

that the form was printed from and, with the exception(s) listed below, is identical to the AAPL Form 610RS-1989 Model 

Form Recording Supplement to Operating Agreement and Financing Statement, as published in computerized form by 

Forms On-A-Disk, Inc. No changes, alterations, or modifications, other than those made by strikethrough and/or insertion 

and that are clearly recognizable as changes in Articles I I . HI. V I , V I I I , X, X I I I . X1V.XVI have been made to the form. 

IN WITNESS WHEREOF, this agreement shall be effective as of the 20th dav of March 

ATTEST OR WITNESS: 

ATTEST OR WITNESS: 

Attest or Witness: 

OPERATOU 

EOC Resources. Inc, 

By:. 

Steven E. Weathcrl 

Title: 

Date:. 

Type or Print Name 

Vice President 

P. O. Box 2267, Midland. Texas 79702 

MON-OPERATOIt 

Occidental Permian Limited Partnership 

By:. 
Type or Print Name 

Title:. 

Dale:. 

ress: 6 Desia Drive. Midland. TX 79707 

Hunt Cimarron Limited Partnership 

d/b/a Cimarron Exploration Company 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

71 

72 

73 

Stale of 

County of 

) ss. 

Dale 

Address: P. O. Box IS92. Roswell. NM 88202 

dav of Tliis forgoing instrument was acknowledged before mc on 

Steven E. Weather!, as Vice President of EOG Resources, Inc., a Delaware corporation, on behalf of said corporation. 

(Seal, i f any) 

2007, bv 

Notary Public, State of 

Title (and Rank) 

My commission expires: 
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1 State of ) 

2 )ss. 

3 County of ) 
4 

5 This forgoing instrument was acknowledged before me on day of , 2007, by 
6 , as of Occidental Permian Limited Partnership. 

7 
8 
9 (Seal, if any) 

10 Notary Public, State of 

' 11 
12 Title (and Rank) 
13 
14 My commission expires: 
15 
16 
17 State of ) 
18 )ss. 
19 County of ) 
20 
21 
22 Tliis instrument was acknowledged before me on this day of , 2007, by 
23 , as of Hunt Cimarron Limited Partnership, a7b/a Cimarron 
24 Exploration Company. 
25 
26 

27 (Seal, if any) 

28 Notary Public, State of 

29 

30 ' Title (and Rank) 

31 

32 My commission expires: 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 
70 

71 

•72 
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EXHIBIT "A" 

Attached to and made a part of that certain Model Form Recording Supplement to Operating Agreement 
dated March 20, 2007, by and between EOG Resources, Inc., as 

Operator, and Occidental Permian Limited Partnership, et al, as Non-operators 

DESCRIPTION OF LANDS S U B J E C T TO THIS AGREEMENT: 

T-18-S. R-34-E. N.M.P.M. 
Section 17: SW/4 NW/4 
containing 40.00 acres, more or less, Lea County, New Mexico 

RESTRICTIONS. IF ANY, AS TO DEPTHS. FORMATIONS, OR SUBSTANCES: 

Limited to depths below the base of the Queen formation to the base of the Bone Spring 
formation. 

PARTIES TO AGREEMENT WITH ADDRESSES AND TELEPHONE NUMBERS FOR NOTICE 
PURPOSES: 

EOG Resources, Inc. 
P.O. Box 2267 
Midland, Texas 79702-2267 
ATTN: D.W. Hurlbut 

Telephone: 432-686-3600 
Fax: 432-686-3773 

Occidental Permian Limited Partnership 
P. O. Box 50250 
Midland, TX 79710 
ATTN: David Evans 

Telephone: 
Fax: 

432-685-5769 
432-685-5905 

Hunt Cimarron Limited Partnership 
d/b/a Cimarron Exploration Company 
P. O. Box 1592 
Roswell, NM 88202 

Telephone: 
Fax: 

505-623-9799 
505-624-1006 

4. PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES TO THIS AGREEMENT: 

OWNER WIBPO % WIAPO % 

*EOG Resources, Inc. 75.00% 62.50% 

Occidental Permian Limited Partnership 25.00% 25.00% 

'Hunt Cimarron Limited Partnership d/b/a Cimarron 
Exploration Company 0.00% 12.50% 

TOTAL 100.00% 100.00% 

'Subject to Farmout Agreement with election to convert ORRI to a Wl after payout. 

5. OIL AND GAS L E A S E S AND/OR OIL AND GAS INTERESTS S U B J E C T TO THIS 
AGREEMENT: 

EOG lease number." 
Serial number: 
Lessor: 
Lessee: 
Date: 
Recorded: 
Land: 

0105102-000 
NM LG-1125 
State of New Mexico 
Amoco Production Company 
April 1, 1973 
N/A 
Insofar as said lease covers the SW/4 NW/4 of Section 17, 
Township 18 South, Range 34 East, N.M.P.M., Lea County, New 
Mexico, containing 40.00 acres, more or less 
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6. BURDENS ON PRODUCTION: 

Subject to Farmout Agreement between EOG Resources, Inc. and Hunt Cimarron Limited 
Partnership with election to convert the retained ORRI to a WIAPO. 
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