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I OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and between AMERADA HESS CORPORATION 

4 . , hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
6 as "Non-Oper«or", and collectively as "Non-Operators". 

7 
8 WITNESSETH: 

9 
10 WHERE/iS, tbe parties to this agreement are owners of cd and gas leases and/or oil and gas interests in tbe land identified in 
II Exhibit "A", ind tbe parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of (til and gas to the extent and as hereinafter provided. 

13 
14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I. 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The tinn "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the incl usiven ess of this term is specifically stated. 
22 B. The tarns "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within th: Contract Area which are owned by the parties to this agreement. 
24 C. The tarn "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area whidi are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for ofl and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described ir Exhibit "A". 
29 E. The tirm "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish -
31 ed by the partem of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terns "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The turns "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed oDeration. 
37 I . SEE BELOW 

38 Unless th< context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE D. 

42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 IS A. Exhibit "A", shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Perirentages or fractional interests of parties to this agreement, 
4 9 E X H I B I T 4 ^ . O i l «°d j |

a s kases and/or oil and gas interests subjea to this agreement, AND A D D R E S S E S or P A R T I E S ro* N O T I C E 
fmtim4m§ native pufpeiMi 

51 B3 B. Exhibit "B", Form of Lease. 
52 H C. Exhibit " C " , Accounting Procedure. 
53 H D. Exhibit "D", Insurance. 
54 H E . Exhibit " E " , Gas Balancing Agreement. 
55 S F. Exhibit " F " , Ncm-Discrinunatiori and Certification of Non Segregated Facilities. 
56 • O. EiliiUit "O", TVIA PmiiBsilly. ' u F n 
J I 11 any provision of any exhibit, except Exhibits " E " and "0", is inconsistent with any provision contained in4he body 
58 of this agreement, tbe provisions in the body of this agreement shall prevail. 

59 r-
60 I . THE TERM " I M P E N E T R A B L . E S " SHALL MEAN FORMATIONS OR CONDI T l ONS.MECHANICAL 
61 FAILURES. LOST CIRCULATION, JUNKED HOLE OR OTHER SUCH CONDITIONS WHICH " 
62 CANNOT BE PENETRATED OR WHICH WOULD RENDER FURTHER D R I L L I N G OPERATIONS 
63 BY A PRUDENT OPERATOR IMPRACTICABLE, UNREASONABLE OR EXTRAORDINARILY^] 
64 EXPENSIVE BY THE USE OF CUSTOMARY DRILLING METHODS OR TECHNIQUES <r~<t ; 
65 NORMALLY U T I L I Z E D BY OPERATORS IN THE GENERAL AREA WHERE THE WELL -IS , 
66 LOCATED. I ' i 
67 c 
68 
69 
70 
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1 ARTICLE II I . 
2 INTERESTS OF PARTIES 

3 

4 A. Oil and Gai Interests: 

5 

6 If any psrry owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 

7 and during th: term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 

10 B. Interest:; of Parties in Costs and Production: 

11 
12 Unless dunged by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 

14 forth in Exhib.t " A " J ^ ^ ^ j g | ^ * g n ^ T H V , ! A ^ A C H E D 0 'E'XHT'B'I'T'"5?°! °* °^ ^ ^ r o m * e Contract Area subject to the 
15 payment of royalriesltoiM emau al which shall be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas in terest(s) hereto on which royalty is due and 
18 payable, each |»rty entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No parry shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlerr ent on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher pice. 
24 

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

26 

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

28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B, such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Created Interests: 

35 
36 If any purty should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth m Exhibit " A " , or 
38 was not disckxied in writing to all other parries prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obbgition of all parties (any such interest being hereinafter referred to as "subsequently created interest'- irrespective of the 
40 timing of its c-eation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened parry"), and: 

42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
46 or paities, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 

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

51 the burdened party. 

52 
53 ARTICLE IV. 
54 TITLES 

55 
V- A Title Examination: 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Psrties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned tojjje includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and prixhiction payments under the applicable leases. At the time a well is proposed, each party contributing leases and/err toil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title cpinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator-Operator shall 
65 cause title to lie examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to,each party 
66 hereto. The a « incurred by Operator in this title program shall be borne as follows: 
67 -
68 • Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliniiniry.-stn^pjememal, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as piwiW«"?xrribitr**C", 
70 and shall not je a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

-2-
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ARTICLE IV 
continued 

1 B Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preiminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bean to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations o* declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

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

11 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 bcipate in the drilling of the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failun; of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of irterest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not bt; subject to Article VTH.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recc ver from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that tide failure has oc 
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the mount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by n-ason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the Tosts which are so refunded; 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the |>arty or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any parry hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 

41 connection therewith. 

42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minLTium royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates. 
45 there shall be r o monetary Lability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secuns a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required paymtut shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbi rsed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Procwds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Procwds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thoeafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
«« f(*~T,:--,:~, —- M >-- "-rr-hiitnMe to the lost interest on an acreage basis, up to the amount of unrecoveie^ co»u, uu pxxetua oi saia 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, j.. 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. ' 

62 f; 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.I. and IV.B.2. above, shall be jomtlosses 
64 and shall be bo-ne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 

65 the Contract Area. J 

66 J f 

67 : , / \ 
68 : \ • [ : 

69 r . ; 

- 3 -
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, ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation and Responsibilities of Operator: 

5 
6 AMERADA HESS CORPORATION _ _ _ s h a l l be the 

7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
8 required by, ind within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 
12 B. Resignation or Removal of Operator and Selection of Successor: 
13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shaU not become effective until 7:00 o'clock A.M. on the 
20 first day of th; ralrndar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operato:, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name cr structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
27 the parties. Tl»e successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is se ected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownmlup as shown on Exhibit "A"; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be detennined by Operator, and aU such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
41 desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 rates in the ara and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
44 dependent contractors who are doing work of a similar nature. 
45 
46 
47 
48 
49 ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 

51 

52 A. Initial Well: 

53 
54 On or before the 14TH day ™f NOVEMBER , 19 as , Operator shall commence the drilling of a well for 
55 oil and gas at the following location: 
56 
57 

TOWNSHIP 16 SOUTH. RANGE 37 EAST 

SECTION 10: NW/4SE/4 

LEA COUNTY, NEW MEXICO » 

59 fr 
60 and shall therafter continue the drilling of the well with due diligence to A DEPTH SUFF IC IENT TO ADEQUATELY 
61 TEST THE STRAWN FORMATION OR TWELVE THOUSAND F E E T ( 1 2 , 0 0 0 ' ) , WHICHEVER I S r T H E 
62 L E S S E R . 

64 . p 
65 unless granite or eerier practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en 
66 countered at : lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. ; ^ 

68 Operator shaE make reasonable tests of all formations encountered during drilling which give indication of containing oil and 
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatieivs, in which 
event Operator shall be required to test only the formation or formations to which this agreement may apply. * ~ 

69 
70 

-4 
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A R T I C L E VI 
continued 

1 If, in O|)erator's judgment, the well will not produce oil or gas in paying quantities, end it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VT.E.l. shall thereafter apply. 
3 
4 
5 
6 B. Subsequent Operations: 
7 

8 1. Propcsed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework*deepen or plug back a dry hole drilled at the joint expense of all parties or a weD jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework*deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma 
12 tion and the (stirrutrd cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on kcation, notice of a proposal to rework*plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all pan tes elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on kxa 
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party heeto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
35 No. 2) elects nM to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 
36 giving the noti:e and such other parties as shall elect to participate in the operation shaU, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete h with due diligence*Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 sen ting Parties when conducting operations on the Contraa Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 
47 If less thin aD parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, "hall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to su:h parry's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parries' interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall prompdy notify all parries of such decision. 
55 
56 
57 
sp •»>- -.~» or--* risk of conducting such operations shall be borne by the Coc?.--\:- !'.- c. m; proportions they have 
59 elected to bear same tinder the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involv^Lin such 
60 operations free and dear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost Snd risk, 
64 . »»-•• 
6 5 " R E C O M P L E T E *1 

^ * * P R O V I D E D , HOWEVER, SUCH COMMENCEMENT MAY B E EXTENDED UPON WRITTEN NOT I C E ppF SAME 

6 7 BY OPERATOR T O THE OTHER P A R T I E S FOR A P E R I O D O F UP TO T H I R T Y ( 3 0 ) ADOJTJONAL DAYS 

^ I F , IN Tl-C S O L E OPINION OF OPERATOR, SUCH A D D I T I O N A L TIME I S REASONABLE , l j C C E S S A R Y 

^ TO O B T A I N P E R M I T S FROM GOVERNMENTAL A U T H O R I T I E S . SURFACE R I G H T S ( I N C L O D l ^ f i . J M G H T • 

7 Q O F - W A Y ) OR A P P R O P R I A T E D R I L L I N G EQUIPMENT OR TO COMPLETE T I T L E E X A M l N A T j D N j p R 

C U R A T I V E MATTER R E Q U I R E D FOR T I T L E APPROVAL OR ACCEPTANCE. . * - > » l ^ f f i f ^ 

-5 



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

ARTICLE VI 
continued 

1 and the well shaU then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par 
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each N cr-Consenting Party shall be deemed to have relinquished to Consenting Parties. 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interist in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in 
7 terests not ex rented by Article IJJ.D. payable out of or measured by the production from such well accruing with respect to such interest 
8 until it revers) shall equal the total of the following: 

9 
10 
11 
12 (a) 100?) of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (indudmg, but not limited to, stock tanks, separators, tr eaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Parry's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it fartkapated in the well from the beginning of the operations; and 
18 
19 
20 
21 (b) 5J?0_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article V1I1.C., and 3 00 % of that portion of the cost of newly acquired equip 
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 
24 participated therein. 

25 
26 
27 

28 An election not to participate in the drilling or the deepening of a wel) shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 md there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therdrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 ticle UJ.D. 

43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment cf a weD after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip 
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the partv condnainfi the 
sc ^~r~.-.-~, < , , L, , rnmsnring Parties shall furnish the Non-Consenting Parties wiu. i . . ^ ^ . „cn i oi ali costs and liabilities in-
59 curred in the ojieraoon of the well, together with a statement of the quantity of oil and gas produced from it and the amount of .proceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of gjl and gas 
61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering ar periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such*operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs 
64 of the work dor e and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. ^ 
66 
67 
68 
69 
70 

. — i f 
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1 Ii and when the Consenting Parties recover from a Non •Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non 
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 

8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contraa Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article Vl.A. 
17 except (a) as to Article VH.D.l. (Option No. 2), if seleaed, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has teen drilled to the depth specified in Article Vl.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duction, ceases to produce in paying quantities. 

20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen 
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time pennitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram 
28 marical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par 
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be appl cable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical iifficulbes. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If tie proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial dilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

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

52 
53 
54 
55 In the ••vent that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limi zd to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 

•noirred <̂ ><if>g rrtenc'.'d response period. If more than one party elects to take ruch addition?' ti-ne to respond to the notice, stand- " 
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecting par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In afl other in 

tr-

61 stances the -espouse period to a proposal for sidetracking shall be limited to thirty (30) days. p , 
62 r - . 
63 
64 ! f . 
65 C. TAKING PRODUCTION IN KIND: 1 

66 .-:rrr--iS';. 
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from theContraa Area, 
68 exclusive ol production which may be used in development and producing operations and in preparing and treatifcg oil arid gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate^sjtetion by any 
70 party of its jroportionate share of the production shall be borne by such party. Any party taking its share of production in kjtfu1 shall be 
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ARTICLE VI 
continued 

1 required to pay for only its proportionate share of such pan of Operator's surface facilities which it uses. 
2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 
4 the Contrac: Area, and, except as provided in Article VTJ.B., shall be entitled to receive payment directly from the purchaser thereof for 
5 its share of aU Reduction. 
6 
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) yar. 
15 
16 ln the event one or more parties'' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries winch on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 
18 be allocated a it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 
20 
21 O. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall ha\e access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contraa Area. The cost of 
28 gathering and fomishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E . Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holesi Eattpi fa> awj wtU drilkrf e> atgpcned pursuant to AMICIO V L B ^ U any well which has been 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties*Should Operator, after diligent effort, be unable to con taa any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and condua further 
40 operations in search of oil and/or gas subjea to the provisions of Article VLB. 
41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conduaed 
43 hereunder fo which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
47 those wishinj; to continue its operation from the intervals) of the formation̂ ) then open to production shall tender to each of the other 
48 parties its prcportiooate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandonin*g*Each abandoning party shall assign 
50 (he non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or inte-vals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in 
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro 
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 *PARTICII»ATING IN THE D R I L L I N G OF SUCH WELL. 
58 * * F A I L U T i . A TH IRTY (30) DAY PERIOD SHALL BE DEEMED TO BK AN 
59 ELECTION TO PARTICIPATE IN THE PROPOSED ABANDONMENT. 4-
60 
61 r-
62 n 
63 *T 
64 
65 
66 
67 v / 
68 t 

69 V- - ?r> 
70 
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j " B " . The asugnments or leases so lirnited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 
3 Contract Arei to the aggregate of the percentages of participation in the Contraa Area erf all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contraa Area. 

5 
6 ThereaftiT, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest. Operator shaU continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con 
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

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

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contraa Area. Accordingly, the bens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreanent be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a ben upon its oil and gas rights in the Contraa Area, and a security interest in its share 
33 of oil and/or gss when extraaed and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state, Operatoi shaU be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affea the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collea from the purchaser the proceeds from 
39 the sale of sudi Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shal be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 11 any party fails or is unable to pay its share of expense within sixty (60) days after rendition of t statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of <ach such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 donate shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. SEE ARTICLE XV HEREOF. 
54 
55 Operator, at its election, shall have the right from rime to time to demand and receive from the other parties payment in advance 
56 of their respecive shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated ex pen v too t̂her 
5F tach such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) day; after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 
61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances andaaual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. f- ; 
63 
64 D. Limitation of Expenditures: '• " 
65 li . 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled rir'ideepened 
67 pursuant to th>; provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: ; • 

68 .'- i ! ' \ 
69 <" ? ' 
70 V . • . V V 
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1 • Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 
2 necessary tankage and/or surface facilities. 

3 
4 OS Option No. 2: AD necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
6 tt the Non-Ojerators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (ex rlusrve of Saturday, Sunday and legal hobdays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in 
9 duding necesory tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shaU 

10 constitute an lilection by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
11 elect to set pi x and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than all parties. * 

14 
15 2. Rework or Plug Bade: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 
20 3. Otha Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 t n r x j i i i f f an Expenditure m nrr**. o l ^ ^ F T Y T H O U S A N D TUtorx U t O . 0 0 0 - 0 0 \ 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard fife and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shaU furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of TWLNTY-FIVE THOUSAND 
28 Dollars (1 25 . 0 0 0 . 0 0 ) but less than the amount first set forth above in this paragraph. 

29 
30 E. Rentals Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in weD payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 parry or partis who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con 
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entided to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is requited to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

38 visions of Aride IV.B-i- 3 

39 

40 Operatoi shall notify Non-Operator of the antiripated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstance!, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

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

45 
46 F. Taxes: 
47 
48 Beginnirg with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to ihr, agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinc|uent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If tlte assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over 
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to die joint account shaU be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shaU bill the other parties for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C" . 

i : 
60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time andpmanner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fipal deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, aU such taxdsand any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the Ux for thfljolnt ac-
64 count, togeths with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid tylrhem, as 
65 provided in Ixhibit "C". 

66 - < r T J l -
67 Each patty shaU pay or cause to be paid all production, severance, excise, gathering and other taxes imposed urxm^.-w^cespect to 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. •';/ j f •• * V \ 
69 *AN ELECTION NOT TO PARTICIPATE IN THE COST TO COMPLETE A WELL UNDER THH5 j«TJCLE 
70 V I I . SHALL ONLY BE DEEMED AN ELECTION NOT TO PARTICIPATE IN COMPLETI NC A-.WElg J O 

THE ZONE OR FORMATION SPECIFIED IN THE NOTICE TO BE GIVEN BY OPERATORTODERHWrB-
OPTION NO. 2, ARTICLE V I I . ( D ) ( 1 ) . 

-10 



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

ARTICLE VII 
continued 

] G. Insurance: 

2 
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state whce the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com 
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 
6 also carry or |>rovide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a pan 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 
g law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

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

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

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

19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in 
25 terest, the assuming party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable th ereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other han the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas 
32 ed acreage. Tre ralue of all material shall be determined in accordance with the provisions of Exhibit "C", less the estimated cost of 
33 salvaging and 'he estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

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

35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's inter es as it was immediately before the assignment, lease or surrender in the balance of the Contraa Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subjea to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 
43 If any paiTy secures a renewal of any oil and gas lease subjea to this agreement, all other parties shall be notified promptly, and 
44 shall have the •igh: for a period of thirty (30) days following receipt of such notice in which to elea to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contraa Area, by paying to the party who acquired it their several proper pro 
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contraa Area, which shall be in proportion to the 

47 interests held it that time by the parties in the Contraa Area. 

48 
49 If some, i>ut less than all, of the parties elea to participate in the purchase of a renewal lease, it shall be owned by the parties 
50 who elea to pradpate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contraa Area 
51 to the aggregate of the percentages of participation in the Contraa Area of all parties participating in the purchase of such renewal lease. 

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

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

55 by the acquiring party. 

56 
57 The provsiorrs of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 

> 0 . ~. vu'i) « JJUTDOII of its area or an interest therein. Any renewal lease taken before the expiration m ILS pieuecesscit tease, or taken or 
59 contraaed for within six (6) months after the expiration of the existing lease shall be subjea to this provision; but any lease taWb or con 
60 trarted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not bejjfubjea to 
61 the provisions of this agreement. ^ 

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

64 :p 
65 C. Acreage or Cash Contributions: I 
66 " 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or "any other 
68 operation on d* Contraa Area, such contribution shall be paid to the party who conduaed the drilling or other operation tpd shall be 
69 applied by it agams: the cost of such drilling or other operation. If the contribution be in the form of aaeage, the parr* ttrwbjJro the con-
70 tribution is male dull promptly tender an assignment of the aaeage, without warranty of title, to the Drilling Partiesthejffaftortions 

-11 



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

ARTICLE VTU 
oontinuexl 

1 said Drilling Parties shared the cost of drilling the well. Such aaeage shall become a separate Contraa Area and, to the extent possible, be 
2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
3 it may obtain in support of any well or any other operation on the Contraa Area. The above provisions shall also be applicable to op-

4 tional rights tD earn acreage outside the Contraa Area which are in support of a weH drilled inside the Contraa Area. 

5 

6 If any party contracts for any consideration relating to disposition of such parry's share of substances produced hereunder, such 
7 consideration shall not be deemed a contribution as contemplated in this Article VH1.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contraa Area and in wells, 
13 equipment and produoion unless such disposition covers either: 
14 
15 1. the entire interest of the parry in all leases and equipment and production; or 
16 
17 2. an equal undivided interest in all leases and equipment and production in the Contraa Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subjea to this agreement 
20 and shall be trade without prejudice to the right of the other parties. 
21 
22 If, at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, may 
23 require such aKiwners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 
26 into and execute aD contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contraa 
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver cf Rights to Partition: 
30 
31 If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
32 undivided interest in the Contraa Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest thereir. 
34 

35 F. Preferential Right to Purchase: 

36 
37 Should any party desire to sell all or any part of its interests under this agreement, or its rights and interests in the Contraa 
38 Area, it shall piomptly give written notice to the other parties, with full information concerning its proposed sale, which shall include the 
39 name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms 
40 of the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase 
41 on the same tarns and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the purchas-
42 ing parties shal share the purchased interest in the proportions that the interest of each bears to the total interest of all purchasing par 
43 ties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage its interests, or to 
44 dispose of its interests by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
45 pany or to a si bsidiary of a parent company, or to any company in which any one party owns a majority of the stock. 
46 
47 ARTICLE Di . 
48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to aeate, and shall not be construed to create, a relationship of partnership or an association 
51 for profit betwe-m or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affeaed elects to be excluded 
54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per-
55 mined and autharized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and direaed to ex-
56 ecute on behalf of each party hereby affeaed such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States ot the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
«r JT? th" data required by Federal Regulations 1.761. Should there be any requirement that each parly hereby affeaed give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take (my other 
61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thoContraa 
62 Area is located ot any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Chapter 1, 
63 Subtitle " A " , cf the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code'is per-
64 mitted, each party hereby affeaed shall make such election as may be permitted or required by such laws. In making the foregoing elec-
65 tion, each such parry states that the income derived by such party from operations hereunder can be adequately determined without the 
66 computation of partnership taxable income. -----—A,? ; 

-12 



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

1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not " " - ^ TWENTY-FIVE THOUSAND T W l ^ 

6 ( I 25.OCC.00 )and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex 
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex 
9 pense of the jarues participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

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

12 or suit involnng operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 
17 If any party is rendered unable, wholly or in pan, by force majeure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that pany shall give to all other parties prompt written notice of the force majeure with 
19 reasonably f i l l particulars concerning it; thereupon, the obligations of the pany giving the notice, so far as they are affeaed by the force 
20 majeure, shal be suspended during, but no longer than, the continuance of the force majeure. The affeaed pany shall use all reasonable 

21 diligence to -emove the force majeure situation as quickly as practicable. 

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

25 within the dscretion of the pany concerned. 

26 
27 The term "force majeure", as here employed, shall mean an aa of God, strike, lockout, or other industrial disturbance, aa of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
3X3 not reasonably within the control of the pany claiming suspension. 
31 
32 ARTICLE XII . 
33 NOTICES 
34 
35 All notires authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is direaed, and the time for such parry to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have th? right to change its address at any time, and from time to rime, by giving written notice thereof to all other parties. 

42 

43 ARTICLE XIII . 

44 TERM OF AGREEMENT 

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

48 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 

49 
50 n Option No. 1: So long as any of the oil and gas leases subjea to this agreement remain or are continued in force as to any part 

51 of the Contriia Area, whether by produoion, extension, renewal or otherwise. 

52 
53 B Option No. 2: In the event the well described in Article Vl.A., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells product, or are capable of production, and for an additional period of t 20 days from cessation of all production; provided, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
57 ing. plugging back. t»st;*>" OI" >—plete a well or wells hereunder, this agreement shall continue in force until such opera 
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well describee in Article Vl.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, fli? capable 
60 of producing oil and/or gas from the Contraa Area, this agreement shall terminate unless drilling, deepening, plugging back oT rework-

61 ing operations are commenced within 120 days from the date of abandonment of said well. 

62 

63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability aduch has 

64 acaued or attached prior to the date of such termination. 

65 

66 

67 ;f f |-f '': 
69 \ 
70 r-

I; 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulations and Orders: 

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

B. Governing Law: 

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law oi the state in which 
the Contract Area is located, li the Ganijaet Area a in twe cr mmrr .watf.i, the law ni tht state of 

C. ReguLitory Agencies: 

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

With f 'jpvn to epefitiem hcreundef, Non Operators ggfee lo release Operator from any and all lostaci damaaati iniuwatr-cfe 
and causes cf action arising out of, incident to or resulting directly or indirectly from r>rrratrtr'- inttrrirr-tii in 1|i|-lintirm nf rules, 
rulings, regilarjons or orders of the Department of Energy or |m ill in n| in nin i Mil IJ in the extent such interpretation or ap
plication was made in good faith, fn li Nun Q|i i nm fill Iln i ,1̂ 111 , to reimburse Operator for any amounts applicable to such Non-
Operator's ihii^ ft* p iili frm • T°rVT may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

^ppSeaSow, logwher with interest and penalties thefcon owing by Operator aj a fesult of such incorrect inietyreuuon or npplieolion. 

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

ARTICLE XV. 

OTHER PROVISIONS 

S E E PAGES M A , 14B 14C 

14-



A. Substitute or Replocement Wells 

If the Initial Well drilled in the Contract Area encounters Impenetrabies, the 
Operator shall immediately consult with the Non-Operator regarding the plugging and 
abandonment of such well. If such well is plugged ond abandoned, then no later than 
thirty (30) days thereafter, any Party may propose the drilling of a substitute or 
replacement well. If a Party does not elect, within thirty (30) days after such period, to 
participate in the costs to drill such substitute or replacement well, then such substitute 
or replacement well shall be drilled under the terms of the "non-consent" provisions of 
Article VI.B.2 of this Agreement. 

B. Velocity Surveys 

No velocity survey shall be run in any well drilled under the terms of this agreement 
except subject to the following terms: Any party hereto may run such a survey in any 
well drilled under the terms of this agreement, at its sole risk and expense, including 
payment for stand-by time while such survey is run. The party who runs the survey 
agrees to cissume all liabilities in a reasonably satisfactory condition consistent with its 
condition at the time such survey was commenced. Such party shall own the survey and 
all trading rights thereto subject to the right of the other party to receive the results 
thereof upon payment to the party running such survey, its proportionate share of the 
cost of such survey. 

C . Prepayment of Initial Well Costs 

Notwithstanding anything in Article Vll(C) hereof to the contrary, all payments of 
funds to caver those expenses or costs estimated to be incurred in operations to be 
conducted in drilling the Initial Well described in Article VI hereof to the point the 
election set out in Article VII(D), Option No. 2 may be exercised by the parties hereto 
shall be made to the Operator within fifteen (15) days after non-operators receipt of a 
written notice from Operator requesting such advance payments. 

In the event the prepayments made to Operator are not sufficient to cover the costs 
to drill and test the Initial Well, the Operator shall provide the parties hereto with a 
supplemental A F E setting out each party's share of the additional funds needed to pay 
the costs to drill and test such well. No later than five (5) days after each party's receipt 
of such supplemental A F E , each party hereto shall pay the Operator its working interest 
share of th<; supplemental A F E . 

In the event any party hereto does not tender their proportionate share of the 
amount set out in the notice for prepayments set out above, such party shall relinquish to 
those parties which did tender such prepayments all of its right, title and interest in the 
drilling and spacing unit established for the Initial Well. Assignments of such 
relinquished interest shall be made on a form acceptable to such paying parties and will 
be in the proportionate amount each paying party's payments for drilling the Initial Well 
bears to the total cost for drilling and testing such well. 

D. Foilun; to Pay After Election to Participate 

Notwithstanding anything in this Agreement to the contrary, in the event a party, 
pursuant to Articles VI(B), Vll(D)(l) Option 2, V1KDX2) and VI1(D)(3), notifies Operator or 
other consenting parties of its election to participate in an operation requiring such 
party's consent and such consenting party fails or refuses to pay its proportionate share 
of such operation within thirty (30) days after its receipt from the Operator of a notice 
of deiuoii I'U. tuiioie TO pay its proportionate share of the cost of such operation then 
such refusal or failure to pay shall, at the election of the Operator, be deemed to be such 
party's election to be a non-consenting party pursuant to Article VI.B.(2), retroactive as 
of the date when such election was required to be made pursuant to Articles VI.B.(I), 
VII(DKI) 0 F t ion 2, VI 1(D)(2) and VII(D)(3). 

E . Non-Access of Defaulting Party 

If the lien conferred in Art icle VII.B. has been enforced, for so long as the affected 
party remains in default, such party shall have no further access to the well or the 
records associated with such lien and shall not be entitled to vote on any matter 
hereunder, as to any proposed operation in which it otherwise would have the right to 
participate. Such party shall have the right to be a consenting party therein only if it 
pays the amount it is in default before the operation is commenced otherwise it 
automatically shall be deemed a non-consenting party to that operation. 

- I4A-



F . Bonkruptcy 

If, following the granting of relief under the Bankruptcy Code to any party as debtor 
thereunder, this Agreement should be held to be an executory contract within the 
meaning of 11 U.S .C. Section 365, then the Operator, or (if the Operator is the debtor in 
bankruptcy) any other party hereto, shall be entitled to receive a determination by 
debtor, or any trustee for debtor, within thirty (30) days from the date an order for relief 
is entered under the Bankruptcy Code, of such debtor or trustee's rejection or assumption 
of this Operating Agreement. In the event of an assumption, Operator or said other 
party shall be entitled to receive adequate assurances from such debtor or trustee as to 
the future performance of debtor's obligation hereunder and the protection of the 
interest of all other parties hereto. 

G. Billing Additional Interests 

Notwithstanding the provisions of the accounting procedure attached as Exhibit " C , " 
the parties to this Agreement specifically agree that in no event during the term of this 
Agreement shall Operator be required to make more than one billing for the entire 
interest credited to each party on Exhibit "A." It is further agreed that if any party to 
this Agreement (hereinafter referred to as "Selling Party") dispose of part of the interest 
credited to it on Exhibit "A" the Selling Party will be solely responsible for billing its 
assignee or assignees and shall remain primarily liable to the other parties for the 
interest or interests assigned and shall make prompt payment to Operator for the entire 
amount of statements and billings rendered to it. It is further understood and agreed 
that if Sel lng Party disposes of all its interest as set out on Exhibit "A" whether to one 
or several assignees, Operator shall continue to issue statements and billings to the 
selling party for the interest conveyed until such time as Selling Party disposes of all its 
interest as set out on Exhibit "A" whether to one or several assignees, Operator shall 
continue to issue statements and billings to the Selling Party for the interest conveyed 
until such time as Selling Party has designated and qualified one assignee to receive the 
billing for 1he entire interest. In order to qualify one assignee to receive the billing for 
the entire interest credited to Selling Party on Exhibit "A," the Selling Party shall furnish 
to Operator the following: 

1. Written notice of the conveyance and photostatic or certified copies of the 
assignments, by which the transfer was made. 

2. The name of the assignee to be billed and a written statement signed by the 
assignee to be billed in which it consents to receive statements and billings for the entire 
interest credited to Selling Party on Exhibit "A" hereof and, further consents to handle 
any necessary sub-billings in the event it does not own the entire interest credited to 
Selling Party on Exhibit "A." 

H. Other Agreements 

As between Amerada Hess Corporation and Britoil Ventures, Inc., the provisions of 
that certain Agreement dated Fedruary I, 1985 and that certain Joint Operating 
Agreement dated December 2, 1984 may be applicable to certain rights and obligations 
arising under this Agreement. 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 
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ARTICLE XVI. 
MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
legal represer utives, successors and assigns. 

This msxument may be executed in any number of counterparts, each of which shall be considered an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective as of day of , 19 

ATTEST 
OPERATOR 

AMERADA HESS CORPORATION 

ASSISTANT SECRETARY 

ATTEST 

BY 

ATTEST 

BY 

SMITH, VICE PRESIDENT 

NON-OPERATORS 

BR I TOIL VENTURES, INC. 

BY 

INEXCO OIL COMPANY 

BY 

G. DEE WILLIAMSON 

ROY J . BARTON, JR. 

THE ROY J. BARTON AND 
OPAL BARTON REVOCABLE TRUST U/T/A 
DATED JANUARY 26, 1982, ROY G. 
BARTON, TRUSTEE 

t 
* . 

J: 

P 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated October 4, 
1985, by and among Amerada Hess Corporation, Britoi l Ventures, Inc., Inexco Oil 
Company, Ci. Dee Williamson and Roy J. Barton, Jr., and The Roy J. Barton and Opal 
Barton Revocable Trust u/t/a dated January 23, 1982, Roy G. Garton, Trustee. 

( I) Contract Area 

(c) Lands Subject to Agreement: 

The Contract Area shall include and be comprised of all 
hydrocarbon substances in all formations and depths set 
forth under Subparagraph (b) below under the following 
lands situated in Lea County, New Mexico: 

Township 16 South, Range 37 East 
Section 10: (SE/4) 

(h) Drill ing Unit: 

The drilling unit for the initial test well described in 
Article VI of the Agreement shall be: 

Township 16 South, Range 37 East 
Section 10: N/2SE/4 

(2) Hydrocarbon Substances, Formations and Depths covered by 
Agreement: 

A l l 

(3) Percentage of Fractional Interest of the Parties and the 
Addresses to which Notices shall be sent: 

PARTY INTEREST 

Amerada Hess Corporation 59.54501%* 
1625 Broadway, Suite 2200 
Denver Colorado 80202 
Attent ion: Gregory J. Morton 

Bri toi l Ventures Inc. 25.51929%* 
1300 West Belt South, Suite 310 
Houston, Texas 77242-2833 
Attention: James F. Robertson 

Bri toi l PLC 
150 St. Vincent Street 
Glasgow, Scotland G25LJ 
Attention: International Division 

Inexco Oil Company 13.68570%* 
Inexco Building, Suite 201 
211 Highland Cross 
Houston, Texas 77073 
Attention: Mack R. Ames 

G. Dee Williamson 0.44643% 
Post Office Box 2206 
Roswell, New Mexico 

Roy J . Barton, Jr. 0.17857% 
300 West Taylor Street 
Hobbs, New Mexico 88242 

Tie Roy J. Barton and Opal Barton 0.62500% 
Revocable Trust u/t/a dated 
January 23, 1982, Roy Barton, Trustee 
300 West Taylor Street 
Hobbs, New Mexico 88242 

•Subject to change pending outcome of Amerada Hess Corporation's 
application for compulsory pooling, set for hearing before the State 
of New Mexico Oil Conservation Division, November 6, 1985. 



EXHIBIT A - l 

At tached to and made a part of that cer ta in Operating Agreement dated October 4 , 
1985, by and among Amerada Hess Corporat ion, as Operator, Br i t io l Ventures, Inc., 
Inexco Oi l Company, G. Dee Will iamson and Roy J . Barton, Jr., and The Roy J . Barton 
and Opal Bar ton Revocable Trust u/ t /a Dated January 23, 1982, Roy G. Barton, Trustee 

OIL AND GAS L E A S E S S U B J E C T TO OPERATING AGREEMENT 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

G. Dee Will iamson 
Ann McEachran and Albert McEachran 
1/8 
05-01-80 
05-01-90 
326/530 

Amerada Hess Corporation 
Irene Murph 
3/16 
07-19-83 
07-19-86 
363/362 

Amerada Hess Corporation 
James W. Cox, et ux Maude 
3/16 
07-16-83 
07-16-86 
363/360 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expirat ion Date: 
Book/Page: 

Amerada Hess Corporation 
John S. Cox, et ux Velma 
3/16 
06-16-83 
06- 16-86 
363/364 

Amerada Hess Corporation 
F. M. Cox, Jr , et ux Elizabeth 
3/16 
07- 16-83 
07- 16-86 
364/130 

Amerada Hess Corporation 
Robert D. Cox, et ux Irma 
3/16 
08- 02-83 
08-02-86 
368/401 

Amerada Hess Corporation 
Gwendolyn Cox, a widow 
J / I 6 
07-19-83 
07-19-86 
383/834 

Amerada Hess Corporation 
Mary Beth Stubblefield 
3/16 
07-18-83 
07-18-86 
383/366 
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Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

i_xpii unoii Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Amerada Hess Corporation 
Bob Edd Carter 
3/16 
07-18-83 
07-18-86 
363/368 

Amerada Hess Corporation 
Kim E . Carter 
3/16 
07-18-83 
07-18-86 
363/836 

Amerada Hess Corporation 
Marvin Fred Carter 
3/16 
07-18-83 
07-18-86 
364/132 

Amerada Hess Corporation 
Alma Wash Mallison 
3/16 
07-13-83 
07- 13-86 
363/376 

Amerada Hess Corporation 
Harvey A. Heller and Frank Keating, Co-Trustees of 
the Heller Company Revocable Trust dated August 
I, 1977 
3/16 
08- 02-83 
08-02-86 
368/385 

Amerada Hess Corporation 
J . E . Jackson, et ux Emma 
3/16 
08-09-83 
08-09-86 
368/387 

Amerada Hess Corporation 
Juliette F. Dunlavey and Arthur J . Meiering, 
Trustees of the J . N. Dunlavey and Juliette F . 
Dunlaevy Revocable Trust 
3/16 
08-03-83 
08- 03-86 
368/403 

Amerada Hess Corporation 
First City Trust Company, Trustee of the Elaine B. 
Flint Trust 
3/16 
09- 29-83 
09-29-86 
368/405 

Amerada Hess Corporation 
Toby Foster 
3/16 
08-09-83 
08-09-86 
368/407 
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Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Amerada Hess Corporation 
Robert H. Hannifan, et ux Max ine 
3/16 
10-31-83 
10-31-86 
368/409 

Amerada Hess Corporation 
V. H. Westbrook 
3/16 
10-20-83 
10-20-86 
368/411 

Amerada Hess Corporation 
Grace L. Wilson 
3/16 
08-22-83 
08-22-86 
368/413 

Amerada Hess Corporation 
Frances Fell Malone 
3/16 
10-18-83 
10- 18-86 
368/415 

Amerada Hess Corporation 
Home-stake Royalty Corporation 
3/16 
11- 14-83 
11-14-85 
368/417 

Amerada Hess Corporation 
Cannon B. McMahan 
1/4 
01-03-84 
01-03-87 
369/208 

Amerada Hess Corporation 
Gladys G. Allen, a widow 
3/16 
01-06-84 
01-06-87 
369/263 

Amerada Hess Corporation 
Etoile Postelle, individually and as his Attorney-in-
fact for J . Fred Postelle 
3/16 
01-06-84 
01- 06-87 
370/774 

Amerada Hess Corporation 
Dorothy P. Butos, a widow 
3/16 
02- 10-84 
02-10-87 
371/781 

Amerada Hess Corporation 
Juanita S. McMillan, Betty M. Kelly and David H. 
Loeffler, Co-Trustees of the H. M. McMillan 
Royalty Trust 
3/16 
01-16-84 
01-16-87 
372/268 
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Lessee: Inexco Oil Company 
Lessor: Ronald J . Byers 

Royalty Rate: I /4 
Lease Date: 07-30-84 

Expiration Date: 07-30-87 
Book/Page: 374/24 

Lessee: Inexco Oil Company 
Lessor: Thomas J . Stafford, et ux Jean 

Royalty Rate: 1/6 
Lease Date: 09-04-84 

Expiration Date: 09-04-89 
Book/Page: 376/573 

Lessee: Inexco Oil Company 
Lessor: Diana R. Glaspie, et vir James 

Royalty Rate: 1/6 
Lease Date: 09-04-84 

Expiration Date: 09-04-89 
Book/Page: 376/782 

Lessee: Inexco Oil Company 
Lessor: First City National Bank of Midland, Trustee under 

the Will of R. E . Boyle, deceased 
Royalty Rate: I /4 

Lease Date: 10-19-84 
Expiration Date: 10-19-87 

Book/Page: 377/747 

Lessee: Inexco Oil Company 
Lessor: Elizabeth Fell Oven 

Royalty Rate : 3/16 
Lease Date: 09-18-84 

Expiration Date: 09-18-87 
Book/Page: 377/751 

Lessee: Inexco Oil Company 
Lessor: Mary Elizabeth McMath 

Royalty Rate: 3/16 
Lease Date: 10-02-84 

Expiration Date: 10-02-89 
Book/Page: 377/753 

Lessee: Inexco Oil Company 
Lessor: Horton Aldred 

Royalty Rate: 3/16 
Lease Date: 10-02-84 

Expiration Date: 10-02-89 
Book/Page: 377/755 

Lessee: Inexco Oil Company 
Lessor: Mary C. Vsykocil a/k/a Jeanette Clinton Vsykocil 

Royalty Rate : 3/16 
Lease Date: 10-22-84 

Expiration Date: 10-22-89 
Book/Page: 379/163 

Lessee: Inexco Oil Company 
Lessor: Wilhemna Miseles, a widow 

Royalty Rate : 3/16 
Lease Date: 12-04-84 

Expiration Date: 12-04-87 
Book/Page: 379/845 

Lessee: Inexco Oil Company 
Lessor: Robert Norfleet Cox 

Royalty Rate : 3/16 
Lease Date: 12-19-84 

Expiration Date: 12-19-87 
Book/Page: 380/903 
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Lessee: Inexco Oil Company 
Lessor: Joyce Foster Fisher 

Royalty Rate: 3/16 
Lease Date: 12-12-84 

Expiration Date: 12-12-87 
Book/Page: 381/174 

Lessee: Inexco Oil Company 
Lessor: Roger Foster 

Royalty Rate: 3/16 
Lease Date: 12-13-84 

Expiration Date: 12-13-87 
Book/Page: 381/176 

Lessee: Inexco Oil Company 
Lessor: Dora E. Swalla, a widow 

Royalty Rate: 3/16 
Lease Date: 12-17-84 

Expiration Date: 12-17-87 
Book/Page: 381/435 

Lessee: Inexco Oil Company 
Lessor: Marva Lou Foster, Trustee of the Jerry Foster Turst 

Royalty Rate: 3/16 
Lease Date: 12-16-84 

Expiration Date: 12-16-87 
Book/Page: 381/437 

Lessee: Inexco Oil Company 
Lessor: Jana Foster Jones 

Royalty Rate: 3/16 
Lease Date: 12-13-84 

Expiration Date: 12-13-87 
Book/Page: 381/439 

Lessee: Inexco Oil Company 
Lessor: Ola Marie Adams 

Royalty Rate: 3/16 
Lease Date: 12-31-84 

Expiration Date: 12-31-87 
Book/Page: 381/747 

Lessee: Inexco Oil Company 
Lessor: Helen A. Dounis and V. Vicky Dounis, sole heirs of 

Arthur Dounis, deceased 
Royalty Rate: 3/16 

Lease Date: 01-10-85 
Expiration Date: 01-10-88 

Book/Page: 381/749 

Lessee: Inexco Oil Company 
Lessor: Billy Fred Cox 

Royalty Rate: 3/16 
Lease Date: 01-10-85 

Expiration Date: 01-10-88 
Book/Page: 382/175 

Lessee: Inexco Oil Company 
Lessor: tii^uuem oiartord Viseur, et vir Phillip 

Royalty Rate: 3/16 
Lease Date: 10-09-84 

Expiration Date: 10-09-89 
Book/Page: 382/177 

Lessee: Inexco Oil Company 
Lessor: Sadie Sureck 

Royalty Rate: 3/16 
Lease Date: 01-18-85 

Expiration Date: 01-18-88 
Book/Page: 382/179 
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Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Inexco Oil Company 
Dr. John Chalk 
3/16 
01-23-85 
01-23-88 
382/181 

Inexco Oil Company 
John W. Nichols, et ux Mary 
1/4 
01-18-85 
01-18-88 
382/183 

Inexco Oil Company 
Sandra Schoate 
1/5 
01-11-85 
01-11-88 
382/466 

Inexco Oil Company 
Gloria Rude 
1/5 
01-11-85 
01-11-88 

Inexco Oil Company 
Society of Separationists, Inc. 
3/16 
04-09-85 
04-09-90 
File No. 52480 

Amerada Hess Corporation 
Apri l Westbrook 
3/16 
09-19-85 
09-19-86 

Amerada Hess Corporation 
Stanley Shaeffer 
1/4 
09-26-85 
09-26-88 

Amerada Hess Corporation 
Sabine Corporation 
1/4 

Inexco Oil Company 
American Humanists Association 
3/16 
04-09-85 
04-09-90 
387/860 

Amerada Hess Corporation 
Roy Norris 
1/4 
10/29/85 
10/29/88 
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Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Lessee: 
Lessor: 

Royalty Rate: 
Lease Date: 

Expiration Date: 
Book/Page: 

Amerada Hess Corporation 
Brian B. Dil lard 
I A 
10-29-85 
10-19-88 

Amerada Hess Corporation 
A. W. SALYARS 
1/4 
10-29-85 
10-29-88 
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EXHIBIT "B~ 

A retched to and trade I pan of in Operating Agreement dated 
OCTOBER 4. 10 »» . AND C « T » « P 4 | (AMONO) 

AMCRAPA MCKS CORPORATION BRITOIL v r v n T . I N C . . INEXCO O I L COMPANY. 

P . DEE W I L L I A M S O N , AND HOY J.BARTON w i ^ n w t v , » W r ~ , ^ o p A L 

HARTON REVOCABLE TRUST U / T / A DATED JANUARY 1 . f t . , T r y « BARTON, TRUSTEE 

A Hindard form of oil, gas and mineral lea»e agreeable to the parties hereto 

EXHIBIT "B" 



COPAS - 1984 - ONSHOtE 

fsnas 601, •»»»» 

EXHIBIT 

Atuched to and made a part of THAT C E R T A I N O P E R A T , N O AGREEMENT DATED O C T O B E R « , , 9 « s 
BY AND AMONG AMERADA HESS CORPORATION, BR>TO11. VENTURES, INC., INEXCO OIL COMPANY, 
C. DEE WILLIAMSON. ROY J. BARTON, JR. AND THE ROY J. BARTON AND OPAL BARTON 
REVOCABLE TRUST U/T/A DATED JANUARY 28, 1982, ROY G. BARTON. TRUSTEE 

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

I. G E N E R A L PROVISIONS 

1. Definitions 

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

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

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

B. Each Non-3perator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect ntQHASE MANHATTAN 
BANK OF NEW YORK 0 n the first day of the month in which delinquency occurs plus 1% or the maximum 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

K»comm«ndcd by th* Council 
of l»»lrol«tfm Accountant* 
Sooctic i 

ft* 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 



m 5. Audita 

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

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

6. Approval By Non-Operators 

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates. 

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

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

D. Personal Exjjenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
3A of this Station I I . 

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement stock 
purchase, thrift bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent-
lv ro-^TTimeided by the Council of Petroleum Accountants Z^'.cL*. 

5. Material 

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

6. Transportation 

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

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

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

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of jwnership and operation. Such rates shall include costs of maintenance, repairs, other operating expense. 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 

E I G H T percent (—* %) per annum. Such rates shall not exceed average commercial rates currently pre
vailing in tht immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of hand ing. investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor
neys shall be mace unless previously agreed to by the Parties. All other legal expense is considered to be covered by the 
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph 
3. 

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property. inclijHin<r /wt0 -onUired by governmental or other regulatory 
authority. 

14. Communications 

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

15. Other Expenditures 

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

Overhead - Drilling and Producing Operations 

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

00 Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account 

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

( ) shall be covered by the overhead rates, or 
tyO shall not )>e covered by the overhead rates. 

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

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

A. Overhead - F xed Rate Basis 

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

Drilling Well Rate $ s.aso.oo 

(Prorabid for less than a full month) 

Producing Well Rate $ 8 8 6 0 0 

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

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

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

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

(b) Producing Well Rates 

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

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

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

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

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

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

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 
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Mi 
(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 
unde * Paragraph 10 of Section II and all salvage credits. 

(b) Operating 

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

(2) Applicati >n of Overhead - Percentage Basis shall be as follows: 

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

2. Overhead - Majc r Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, 0;Derator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhsad based on the following rates for any Major Construction project in excess of $ 1 0 0 ' " 0 0 : 

A. 8 % cf first $100,000 or total cost if less, plus 

B. 3 % cf costs in excess of $100,000 but less than $1,000,000. plus 

C. 2 % of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

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

A. 5 % of total costs through $100,000; plus 

B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus 

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

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

4. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

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

(1) Tubular Goods Other than Line Pipe 

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

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

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

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls \ inch and over) 30.000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

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

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

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

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

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

B. Good Used Material (Condition B) 

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

(1) Material movtd to the Joint Property 

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

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

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

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

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

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

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

C. Other Used Mater al 

(1) Condition C 

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

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

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of corn-
para )le size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

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

(3) Condition E 

Junk sha 1 be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally uti ized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25«) per hundred 
weight or all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point The above rate shall be adjusted as of the first day of April each year following January 1,1985 by the same 
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

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

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation an i Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

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

Attached to and made a part of an Operating Agreement dated 
OCTOBER 4. 1985 . 19 . BY ANO (—WWEH) (AMONOl 

AMERADA HESS CORPORATION. BRITOIL VENTURES. INC., INEXCO OIL COMPANY. 
G. DEE WILLIAMSON. ROY J• BARTON. JR.. AND THE ROY J- BARTON AND 
OPAL BARTON REVOCABLE TRUST U/T/A DATED JANUARY 28. 1882. ROY G BARTON, 
TRUSTEE 

i 

Insurance to be carried: 

(a) Workmen's Compensation — Statutory limit. 

(b) Employers' Liabiiicy Insurance with limits of not lcoo thaw $100,000.00. 

(c) Comprehensive General liability Insurance, including Automobile, with 
limits not lt&o than a combined ctnglt limit oi|$2S0,0OcH*rcach occur- ssoo ,ooo 
rence for Bodily Injury and Property Damage, TO INCLUDE LEGAL 
EXPENSES FOR ALL OWNED, NON-OWNED AND HIRED VEHICLES. 

(D) WHERE OPERATIONS INVOLVE THE USE OF AIRCRAFT, AIRCRAFT 
BODILY INJURY, PROPERTY DAMAGE AND PASSENGER LIABILITY 
INSURANCE COVERING FIXED WING OR ROTARY WING AIRCRAFT 
WITH A LIMIT OF $500,000.00 COMBINED SINGLE LIMIT PER 
OCCURRENCE. 

OPERATOR WILL NOT PROVIDE CONTROL OF WELL COVERAGE OR OTHER 
PROPERTY COVERAGES FOR THE BENEFIT OF THE JOINT ACCOUNT. EACH 
PARTY WILL BE SOLELY RESPONSIBLE FOR ITS PROPORTIONATE SHARE 
OF ANY LOSS IN EXCESS OF THE ABOVE LIMITS AND ANY LOSS NOT 
PROVIDED FOR BY THE ABOVE INSURANCE COVERAGES. 

EXHIBIT "D" 



EXHIBIT 

CAS BALANCING AGREEMENT 

Attached ie and made a pan of that certain Operating Apeement rfmd OCTOBER 4, u e s 

k v AMONG AMERADA MESS CORPORATION. BRITOIL VENTURES. Ilsg . INEXCO OIL COMPANY. 

O. P E E WILLIAMSON. AND ROY J • BARTON. JR. . AND ROY J • BARTON AND OPAL BARTON REVOCABLE TRUST 
U/T/A DATED JANUARY 28. 1982, ROY G. BARTON. TRUSTEE 

| . It it the intern ant) aim ef thb Agreement that dunni the productive life of the oil and ga> leases subject io ihe Oper*ting 
Agreement the pan** shall have had the opportunity to share in the total cumulative production from each weU ia proportion to their 
interests ai set out in Eahiftu "A" Thb agreement » intended to promote that purpose and to protect each pany apinsi other panics 
receiving more than their proportionate share of Ihe total cumulative production from each well. Therefore, each pany agrees to proceed in 
a prudent manner to secure a market and take its share of gas on a current basts. Furthermore, this Agreement shall apply to each well on a 
separate well-by-well basis and in the event any well ts producing or is capable of producing from more than one reservoir or formation, for 
the purposes of this Agreemrnt said well shall be considered a separate tell as to each such reservoir or formation. 

2. Tne panics recognue that pipeline requirements of respective purchasers or other takers of gas produced from each well will vary 
from time to time and may noi be comment except over short periods of time, li is the intent of the panics hereto that allocation of liquid 
substances shall not be affeiied by the respective pipeline requirements for gas. Accordingly, the total of well production shall be separated 
into liquids and gas Liquids shall be all substances in liquid fo - then produced or when separated by primary separation facilities. Cas 
•hall be all substances remaining HI gaseous form after the subsunct: in liquid form have been separated by lease separation facilities, and, 
if applicable, after solids suci as sulphur and other substances have been removed to render the gas marketable. 

J . As used herein, an "over-produced pany" is one who ha> sold a greater volume, and an "under-produced pany* is one who has sold 
a lesser volume, of gas at any given time than a volume determined by multiplying the total cumulative volume of gas produced and sold 
from a well by such party's f*rcentage interest in the well as set out in Exhibit 'A" of the Operating Agree-ent 

a 

4. fa) All gas prodmxd from a well from the date of first production shall be produced and sold by those panics having a market for 
gas from time to time. The gas prod ua ton shall be owned by the parties producing and selling gas in the proportions that the 
interest of each bears to the total interest of all such selling panics. If more than one pany is producing and selling gas, then 
the parties so producing and selling gas shall be entitled to produce and sell gas as provided in paragraph 4 (b) hereof. 

( S ) fjch under-p-oduced pany shall upon comrncr.: - j the uie of ps. have the right to take a greater percentage of Ihe current 
production traa such under-produced party* pt rentage of interest as set fonh in Exhibit "A", subjt:. io the following 
limitations: 

(1) Any om-produced pany or panics will, upi-. demand from any under-produced pany or parties, reduce their respective 
takes from the wells production in the proportion that such individual over-produced pany's aucrest in the over
production bears to the tout volume of over-production, but in no event will any over-produced pany be required to 
reduce tht volume of ps which such pany is entitled to take (rem the well during any calendar month to leu than fifty 
(S(Kr) percent of such over-produced* party's interest in the current production. Provided, if at any time, more than one 
under-produced pany is selling more than its propomon of the current production in order to balance hs ps production 
account, by taking a pan of the current production of the over-produced pantes, then such under-produced pany shall 
be entitled to have delivered that pan of the current production of the over-produced panics wliich has been assigned to 
the under-produced panics, ia the ratio that the under-production of such under-produced pans bean to the tout under
production of all under-produced panics. 

{2) Each weD owner's ps production account is in balance from time to time when such pany has sold the same percentage 
of the tout accumulative prod union as such pany's percentage ownership in the well. 

|<) Only pt actually produced and told by a pany shall be owned ry it and charged apinst its share ef the total ps production 
to be recovered vem the weD, PROVIDED that ps used off the premoes by a pany shall be considered ps actually produced 
and told by tail f*ny, and, fdr the purposes ef Section S (b), the fair market value ef such pt at the wellhead at the time of 
taking shall be isasidcred as the pnee received for said ps. 

S. (a) This agreemeni • made to promote the purpose act fonh in paragraph I and to protect each pany against any other pany 
receiving more than its proportionate share ef the total cumulative production. It shall never be construed to effect the unjust 
enrichment ef nay pany to the detriment ef the ethers er to deprive any pany ef its right to ks proponu)nate share of the 
tout cumulative production. Therefore, when production from a well permanently ceases, there shall be an accounting among 
the parties hereto to the end that any under-produced parry shall receive as compensation for the relinquishment of hs right to 
share in gas production from that reservoir a sum ef money equal to the amount actually received, km royalties paid and 
applicable use paid, by any ever-produced pany from the sale ef that pan ef the total cumulative volume ef ps produced 
from that well which any under-produced pany was entitled to sell, but which wat actually sold by the ever-produced panics. 

(e) It is recogniiet that there may be changes in the price received by those panics who have from time to time sold a greater 
propomon of ifte cumulative production as ef such dates than their proportion ef ownership in the welL It a. therefore, agreed 
that any production sold by any pany, over and above hs proportion ef the current monthly production, thai! be credited to 
Ihe fint unbalanced under-production ef such pany from time to time, in ether words, any eurrrntiv »«Tvinj 0vr- produnior 

*, _ft,.,:*<! ram «h«n «ff.„ . • •>. ... ,-. ,„ -»->-• -* 



#> When there • an imbalance in the production accounts ef the panics hereto. Operator shall furnish to each Non-Operator a 
ttaument shewing tutus of the ever and short account of all well owners on a monthly basis. 

1. Each pany **mo selling gas from the well agrees to bear and pay the applicable royalty payments due a* such ules and am 
applicable axes assessed or anadc by any governmental authority having jurisdiction en the act, right er privilege ef production, severance, 
gathering, transportation, handling, sale or delivery ef p s which is measured by the volume er value ef ps , and does hereby indemnify at 
ef the other panics hereto against any claim for royalties en such ules and such taxes paid thereon All ether burdens of whatsoever kind 
or character shall be borne by the pany responsible for the discharge thereof. 

g. The operating expenses for each calendar month are to be borne in the proportions set out in Exhibit "A* ef the Operating 
Agreement, reprdtess ef w he-.her er not atl owners, are telling gas or whether or not the tales of each arc in propomon to the ewnership nt 
the weH 



EXHIBIT V " 

ATTACHED TO AND MADE A PART Or THAT CERTAIN OPE RAT I NO 

AGREEMENT DATED OCTOBER 4, 1965 BY AND (BSTWSCH) (AMONG) 

AMERADA HESS CORPORATION. BRITOIL VENTURES. INC. INEXCO OIL COMPANY. 
G. DEE WILLIAMSON. AND ROY J . BARTON. JR. , AND ROY J . BARTON AND OPAL BARTON 
REVOCABLE TRUST U/T/A DATED JANUARY 28, 1982. ROY G. BARTON, TRUSTEE 

FEDERAL CONTRACT REQUIREMENTS 

EACH PARTY TO THE CONTRACT OR AGREEMENT Or WHICH THIS EXHIBIT IS A PART AGREES 
AND CERT IF IKS TO THE PROVISIONS HEREOF AS SET OUT BELOW. UNLESS AND TO THE EX
TENT EXEMPT BY LAW FROM THE APPLICATION OF SOME OR ALL OF SAID PROVISIONS; AND 
POR PURPOSES HEREOF THE TERM 'cOrVTRACTOR" AS USCT HEREIN MEANS AND REFERS SEP
ARATELY TO EACH SUCH PARTY. 

EQUAL EMPLOYMENT OPPORTUNITY: 

A. Equal Opportunity Clause (41 C f R. 60-1.4) 

(Applies to all contracts and subcontracts with an agregate total value exceeding S 10.000 in any 12 
month period.) 

The Contractor agrees that during the performance ofthis contraa he wil not discriminate against any 
employee or applicant for employment because of race, color, religion, sex. or national origin. The 
equal opportunity clause published in the regulations of the U.S. Department of Labor implementing 
Executive Order 11246 is hereby incorporated in this certificate by reference. 

B. Employee Inforrnation Reports (41 C.F.R. 60-1.7) 

(Applies to contracts, subcontracts or purchase orders amounting to $50,000 or more.) 

The contractor agrees to file timely, complete and acurate reports on Standard Form 100 (EEO-1) 
wit h the ap propnate federal office if the contractor has SO or more employees: is a prime contractor or 
first-tier subcontractor, and is not exempt from the provisions of the applicable regula
tions. 

C. Affirmative Action Compliance Program (41 C.F.R. 60-1.40) 

(Applies to contracts of $50,000 or more.) 

The contractor agrees to develop a written affirmative action compliance program for each of its 
establishments in a cord a nee with the regulations promulgated under Executive Order 11246. if the 
Contracto" has 50 cr rr.ore employees. »«..J,.O, 

D. Certification of Nonsegregited Facilities (41 C.F.R. 60-1.t) 

The Contractor certifies that he does not and will not maintain or provide for his employees any 
segregated facilities at any of his establishments, and that he does not and will not permit his 
employees to perform their services at any location, under his control where segregated facilities are 
maintained. The Contractor agrees that a breach of this certification is a violation of the Equal 
Opportunity clause in this contraa. As used in this certification, the term ''segregated facilities" 



meant any waiting rooms, work areas, mt rooms and wash rooms, restaurants and other cuing areas, time 
clocks, locker rooms and other storage or dosing areas, parking lots, drinking fountains, recreation or 
entertainment areas, transportation, and housing facilities provided for employees which are segrepted by 
explicit directive or are in fact segregated on the basis of race, creed, color, or national origin, because of 
habit, local custom, or otherwise. He further agrees that (except where he has obtained identical 
certifications from proposed subcontractors for specific time periods) he w ill obtain identical certifications 
from proposer; subcontractors prior to the award of subcontracts exceeding S 10.000 which are not exempt 
from the provisions of the Equal Opportunity clause: thai he will retain such certifications in his files: and 
that he will forward the following notice to such proposed subcontractors (except where the proposed 
subcontractor* have submitted identical certifications for specific time periods): 

Notice to Prospective Subcontractors of Requirement For 
Certifications of Nonsegregated Facilities 

A Certification of Nonsegregated Facilities must be submitted prior to the award of a subcontract 
exceeding SIO 000 which is not exempt from the provisions of the Equal Opportunity clause. The 
certification may be submitted either for each subcontract or for all subcontracts during a period (i.e.. 
quarterly, semiannually, or annually). 

NOTE: The penalty for making false statements in offers is prescribed in 15 U.S.C. 1001. 

II. AFFIRMATIVE ACTION FOR DISABLED VETERANS AND VETERANS OF THE VIETNAM 

ERA (41 C.F.R. «t>2S0> 

(Applies to contracts and subcontracts for $10,000 or more.) 

The Contractor agrees to comply with the affirmative action clause and regulations published by the U.S. 
Department of Labor implementing section 402 of the Vietnam Era Veterans* Readjustment Assistance 
Act of 1974. as amended, and Executive Order 11701. which are incorporated in this certificate by reference. 

HI. AFFIRMATIVE ACTION FOR HANDICAPPED WORKERS (41 C.F.R. 4)0-741.4) 

(Applies to com raas and subcontracts forS2.300 or more.) 

The Contractor agrees to comply with the affirmative anion clause and regulations published by the U.S. 
Department of Labor implementing section 503 of the Rehabilitation Act of 1973. Public Law 93-112. as 
amended, which are incorporated in this certificate by reference. 

IV. MINORITY BUSINESS ENTERPRISES (41 C.F.R. 1-1.1310-2) 

A. Utiliiation of Minority Business Enterprises 

(Applies to Contracts which offer substantial minority business enterprise subcontracting 
opportunities.) ~ 

(s) It is the policy of the Government that minority business enterprises shall have the maximum 
practicable opportunity to participate in the performance of Government contracts. 

(b) The Contractor agrees to use his best efforts to carry out this policy in the award of his 
subcontracts to the fullest extent consistent with the efficient per«V»Tnnnce of this contract. As 
used i" t* ;t c c " ? " . the term -minority business enterprise** means a business, at least SO percent 
of which is owned by minority group members or. in case of pubtidy owned businesses, at least 
SI percent of the stock of which is owned by minority group members. For the purposes of this 
definition, minority group members are Negroes. Spanish-speaking American persons. American-
Orientals. American Indians. American-Eskimos, and American Aleuts. Contractors may rely 
on written representations by subcontractors regarding their status as minority business 
enterprises in lieu ofan independent investigation. 



i . Minority Business Enterprises Subcontracting Program 

(Applies to cont raa s which may exceed S500.000.) 

(a) The Contractor agrees to establish and conduct a program which will enable minority business 
enterprises (as defined in the clause entitled "Utilization of M inority Business Enterprises**) to be 
considered fairly as subcontraaors and suppliers under this contract. In this conneaion. the 
Contraaor shall: 

(1) Designate a liaison officer who will administer the Contractor's minority business 
enterprises program. 

(2) Provide adequate and timely consideration ofthe potentialities of known minority business 
enterprises in all "mike-or-buy*"decisions. 

(3) Assure that known minority business enterprises will have an equitable opportunity to 
complete for subcontracts, particularly by arranging solicitations, time for the preparation 
of bids, quantities, specificat ions, and delivery schedules so as to facilitate the participation 
of minority business enterprises. 

(4) Maintain records showing (i) procedures which have been adopted to comply with the 
policies set forth in this clause, including the establishment of a source list of minority 
businessenterprises.(ii) awards to minority business enterprises on the source list, and (iii) 
specific efforts to identify and award contraas to minority business enterprises. 

(5) Include the Utilization of Minority Business Enterprises clause in subcontraas which offer 
substantial minority business enterprises subcontraaing opportunities. 

(6) Cooperate with the U.S. Government in any studies and surveys of the Contractor's 
minority business enterprises procedures and practices that may be conducted from time to 
time. 

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

(b) The Contraaor further agrees to insert, in any subcontraa hereunder which may exceed 
$500,000. provisions which shall conform substantially to the language of this clause, including 
this paragraph (b), and to notify the Company of the names of such subcontraaors. 

V. NONDISCRIMINATION IN FEDERALLY ASSISTED RAILROAD PROGRAMS 
(49 C.F.R. 16S.7) 

The Contraaor agrees to comply with applicable regulations of the Federal Railroad Administration 
dealing with Nondiscrimination in employment and purchasing issued pursuant to Sea ion 905 of the 
Railroad Reviulimion and Regulatory Reform Act of 1976. which are incorporated in this certificate by 
reference. 

VI. CLEAN AIR AND WATER (41 C.F.R. M.2301-2) 

(Applies to contraas exceeding $100,000 in any one year.) 

The Contractor agrees tocomply with the requirements of seaton 114 of the Clean Air Act and seaion 308 
of the Federal Witter Pollution Control Act and the Clean Air and Water contraa clause published in the 
Federal Procurement Regulations, which is incorporated in this certificate by reference. 

NOTE: The a bo v.: provisions are intended to reflect the requirements of the applicable laws and regulations 
in effect as of the date of certification. None of these provisions should be construed as imposing more 
stringent requirements than those mandated by law. 

? 


