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! ' OPERATING AGREEMENT 

2 
3 THIS AGREEMENT, entered. Into by and between YATES PETROLEUM CORPORATION, 105 South 4'k Street, Artesia 
4 NM B8110 and. DEVON ENERGY CORPORATION, 20 North Broadway, Oklahoma Cits', OK 73102-8260, hereidafta 
5 designated and referred to as "Operator" and the signatory party or parties other than Operator, sometimes hereinafter referr« 
8 to individually herein as "Non-Operator", and collectively as "Non-Operator". 
7 -• 
8 WITNESSETH: 
9 • ' ' ' 

10 WHEREAS, the parties to this agreement are owners of oil ana gas leases and/or oi l and gas i n -
11 terestt in the land Identified in Exhibit "A", and the parties hereto have reached an agreement to explore 
12 and develop these leases and/or oil and gas interests for the production of oil and gas to the extent end 

13 as hereinafter provided: 
14 
IS NOW, THEREFORE, i t ia agreed as follows: 
18 
17 ARTICLE 1. 

18 DEFINITIONS 

19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22 A. The term "oil and gas" shall mean oil, fas, casinghead gas, gas condensate, and all other l iquid 
23 or gaseous hydrocarbon* and other marketable substances' produced therewith, unless an intent to 
24 l imit the inclusiveness of this term is specifically stated, 
25 B. The terras "oi l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases cov-
26 oring tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
27 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of 
2S land lying within the Contract Area which axe owned by parties to this agreement. 
2B D, The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated for oil and gas purposes under tub agreement. 
31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit "A" . 
32 E. The term "drill ing unit" shall mean the area fixed for the drilling of one well by order or rule 
33 of any state or federal body having authority, I f a drilling unit is not fixed by any such rule or order, 
34 a drill ing unit shall be the drilling unit as established by the pattern of drilling in the Contract Area 
35 ov.fta fixed by express agreement of the Drilling Parties, 1 ,• • 
38 F, The term "drlludte" shall mean the oil and gas lease or interest on which a proposed well is to 
37 be located. 
38 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in 
39 and pay i t* share of the cost of Bny operation conducted under the provisions of this agreement. 
40 H . The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 

43 UnJess the context otherwise clearly indicates, words used in the singular include the plural, the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 
46 ARTICLE H. 
47 EXHIBITS 
48 
49 The following exhibits, as indicated below and attached hereto, are incorporated in. and made a 
50 part hereof: 
51 CS A! Exhibit "A" , shall include the following Information: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, i f any, as to depths or formations, 
34 (3) Percentages or fractional intorests of parties to this agreement, 
B5 (4) Oil and gas leases and/or oil and gas Interests subject to this agreement, 
56 (S) Addresses of parties for notice purposes. 
57 • B . Exhibit »B", Form of Lease. 
53 fjg C. Exhibit "C", Accounting Procedure, 
58 (3 D. Exhibit "D", Insurance. 
80 f J K Exhibit "E", Gaa Balancing Agreement, 

81 [ j T, Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. 
62 • , 

63 I f any provision of any exhibit, except Exhibit "E", is inconsistent wi th any provision.! contained 
64 in the body of this agreement, the provisions in the body of this agreement shall prevail. 1 

86 . . 

66. 
871 
6B ' 

88 r : 
70 • f. • 

- 1 -
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1 ] , ARTICLE UI , 

2 V INTERESTS OF PARTIES 

3 
4 A . Oil and Gas Interests: 
5 >, 
S I f any party owns on unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated tor the purpose of this agreement and during the term hereof as if i t were a leased interest 
8 under the form of oil and gas lease attached as Exhibit "B". As to such interest, the owner shall re-
9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit 

10 "B ' ' . Such party shall, however, be subject to all of the provisions of this agreement relating to lessees, 
11 to the extent that i t owns the lessee interest, 
12 
13 B. Interest of Parties in Coats and Production: 
14 
15 Exhibit " A " lists all of the parlies and their respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
IS Contract Area shall be owned by the parties as their interests are shown In Exhibit " A " . A l l produc-
19 tion of oil and gas from the Contract Area, subject to the payment of lessor's royalties which w i l l he 
20 berne by the Joint Atceunt, shall also be owned by the parties In the same manner during the term 
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-

22 ered hereby. 

23 
24 ARTICLE IV. 
25 TITLES 
29 
27 A. Titlo Examination; 
28 
29 Title examination shall be made on the drillsite of any proposed well prior to commencement of 
30 drilling operations or, i f the Drilling Parties so request, title examination shall be made on the leases 
31 and/or oil and gas interests included, or planned to be Included, in the drill ing unit around such wall. 
32 The'opinion wi l l Include the ownership of the working interest, minerals, royalty, overriding royalty 
33 and production payments under the "applicable leases. At the time a well , is proposed, each party con-
34 tributlng leases and/or oil'and gas interests to the drillsite, or to be included in such drill ing unit, shall 
35 furnish to Operator ail abstracts (including Federal Lease Status Reports), title opinions, title papers 
36 and curative material In its possession free of charge, Al l such information not in the possession of Or 
37 made available to Operator by (ha parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys. 
39 Copies of all title opinions shall be furnished to each party hereto, The cost incurred by Operator In 
40 this title program shall be borne as follows: 
41 
42 g—Option No._l_: OviU imuriLd bf Opiratm hi j j iutuiiug ak iUa i l j and t i l l i u«Liiiiin|iriri ufaiirlinliiir 
43 preliminary, supplemental, shut-in gas royalty np[rppne nmi^ . i i . i i i l n i rn r .w «!tio nr"""""^ shall be a 
44 part of the adm i" i«+' 1nti ' '" " 1 1 1 1 , 1 1 "' •p-"-"*-"' ; " w ~h1b» "C," and shall not be a direct charge, whether 
45 puUW'WJ b y Operatoi'o-ataff nttarneyc' Of by outside attornayo, 
46 
47 r j j Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-In gas royalty opinions and division 
48 order title opinions) shall be borne by the Drilling Parties in the proportion that th« interest of each 
60 Dril l ing Party bears to the total Interest of all Drilling Parties as such interests appear in Exhibit "A" . 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance: of the above functions. 
53 
54 Each party shall be responsible for securing curative matter and pooling amendments or agreements 
B5 required in connection with leases or oil and gas Interests contributed by such party. The Operator shall be 
56 responsible for the preparation and recording of Pooling Designations or Declarations *s well as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders; This 
68 shall hot prevent any party from appearing on its own behalf at any such hearing. ii: 

•': I' 
60 No well shall be drilled on the Contract Area until after ( l ) ' the title to the drillsite or drillifegyunit 
61 has been examined as above provided, and (2) the title has been approved by the examining attorney or 
82 ti t le has been accepted by all ol the parties who are to participate in the drill ing of the well. 
64 B. Less of Titles ^ ii4.fi 

8 6 L

t ?altor<? P f j f l t l g j Should any oil and gas interest or lease, or interest therein, \be ;lostJ;nrough 
67 failure of title, which loss results in a reduction of interest from that shown on Exhibit " ^ U h i s ^ r e e -
68 ment, nevertheless, shall continue in force as to all remaining oil and gas leases and Inie te tsT^pd-
89 (a) The party whose oil and gas lease or interest is affected by the title falluie'' shall.bear': alone 
70 the entire loss and i t ahull not be entitled to recover from Operator or the other partils anj> .development • 

-2 -



B6/06/2007 15:39 7135279455 RONALD E GRAPPE PAGE 36/35 

A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 

10 

1 or operating costs which i t may have theretofore paid, but there shall be no monetary liability on its 
2 part to the other parties hereto for drilling, development, operating or other similar costs by reason of 

3 such: title failure; and 
4 i b ) There shall be no retroactive adjustment of expenses incurred or revenues received f rom the 
5 operation of the interest which has been lost, but the Interests of the parties shall be revised on an acre-
6 age JbasU, as of the time i t la determined finally that title failure has occurred, so that the interest of 
7 the party whose lease or interest Is affected by the title failure wi l l thereafter be reduced i n the Contract 

8 Area by the amount of the interest lost; and 
3 (e) I f the proportionate interest of the other parties hereto in any producing well theretofore drilled 

the Contract Area Is increased by reason of the title failure, the party whose title has failed shall 
11 receive the proceeds attributable to the increase in such interests (less costs and burdens attributable 
12 thereto) until I t has been reimbursed for unrecovered costs paid by i t in connection wi th such well : 

13 and 
14 (d) Should any person not a party to this agreement, who is determined to be the owner of any in -
15 tereat In the title which has failed, pay in any manner any part trf the cost of operation, development, 
16 or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
17 ed;-and 
13 (e) Any liability to account to a third party for prior production of oil and gaa which arises by 
19 reason of title failure shall be borne by the party or parties in the same proportions in which they shared 
20 in such prior production; and 
21 ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection 
22 with the defense of the Interest claimed by any party hereto, it being the intention of the parties 
23 hereto that each shall defend title to its interest and bear all expenses in connection therewith. 
24 
25 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If , through mistake or oversight, 
26 any rental, shut-lo well payment, minimum royalty or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be ho monetary liability against 
38 the party who failed to make such payment. Unless the party who failed to make the required payment 
29 secures a new lease covering the same interest within ninety (90) days f rom the discovery of the f a i l -
30 ure to make proper payment, which acquisition wi l l not be subject to Article VIII .B. , the interests of 
31 the parties shall be revised on an acreage basis, effective as of the date of termination of the lease i n -
32 volved, and the party who failed to make proper payment wil l no longer be credited with an interest in 
33 the Contract Area on account of ownership of the lease or Interest which has terminated. In the event 
34 the party who failed to make the required payment shall not have been fu l ly reimbursed, at Ova time of 
35 the loss, from the proceeds of the sale of oil and gas 'attributable to the lost interest, calculated on an 
36 acreage basis, for the development and operating costs theretofore paid on account of such interest, i t 
37 shall be reimbursed for unrecovered actual coats theretofore paid by it (but not for its share o£ the 
38 cost of any dry hole previously drilled or wells previously abandoned) from so much of the following 
39 as is necessary to effect reimbursement: 
40 ' ' (a) proceeds o l oil and gas, less operating expenses, theretofore accrued to the credit of the lost 
41 interest, on an acreage basis, up to the amount of unrecovered costs; 
42 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an 
43 acreage basis, ot that portion of oil and gas thereafter produced and marketed (excluding production 
44 from any wells thereafter, drilled) which, in the absence of such lease termination, would be attributable 
46 to the lost interest on an acreage basis, up to the amount of unrecovered coats, the proceeds of said 
46 portion of the oil and gas to be contributed by .the other parties in proportion to their respective l n -
47 terests; and 
48 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 
49 become*, the owner of th« interest lost, for the privilege of participating In the Contract Area or be-
B0 comlntr a party to this agreement. 
51 
5 2 Other Losses; A l l losses incurred, other than those set forth in Articles I V . B . l . and IV.B.2. 
53 above, sho-U not be considered failure of title but shall be joint losses and shall be borne by all parties 
54 in 1 proportion to their interests. Thara shall be no readjustment of Interest* in the remaining portion of 
55 the Contract Area. 
66 

S' " ARTICLE V. .-
5 8 OPERATOR 4 
5 9 ' ?.!i 
60 A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: 
61 — -__ 

62 ; Yale, Petroleum Corporation shall operate any well drilled in the SW4 of the Coatrsct Area and Devon Energy Corporation shall 
63 ; operatt any well drilled in the SE4 of Coatract Area a«d shall conduct sad direct sad have full coatroj of all operation, on the 
«4 ; Contract Area as permitted and required by sad within the limits of, this agreement. It shall conduct all s«db operation in a 
6 i , goo* and workmanlike m B a t r , but It shall have n o liability as Operator to the other parties for losses sustained or liabilities 
e 8 J incurred, except such as may result from gross negligence orwlilful misconduct, 

uttu*. - • 
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I B . Resignation or Removal of Operate* and Selection of Successor: 

2 
3 j , Resignation or Removal of Operator; Operator may resign at any time by giving written notice 
4 thereof to Non-Operators. I f Operator terminates Its legal existence, no longer owns an interest i n the 
„ Conlrict Area, or la no longer capable of serving as Operator,^ shall cease to be Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed I f i t tails or 
7 refuse* to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed In receivership. 
8 by the atflnnaUve vote ot two (2) or more Nan-Operators owning a majority Interest baaed on owner~ 
9 ship is' Shown on Exhibit, "A", and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock AM. 
I I on the first day the calendar month following the expiration of ninety <90) days after the giving of 
12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change ot 
15 a corporate name or structure of Operator or transfer of Operator's Interest to any single subsidraxy, 

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

17 

1 S 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be selected f rom the parties owning 
20 an Interest in the Contract Area at the time such successor Operator is selected. I f the Operator that 
31 Is removed •tails to vot* or votes only to succeed itself, the successor Operator shall be selected by the 
22 affirmative vote of two (2) or more parties owning a majority Interest based on ownership as shown 

23 on Exhibit "A" , and not on the number of parties remaining after excluding the voting interest af the 

24 Operator that was removed. 

25 
26 C. Employees: 
27 * 
28 The number of employees used by Operator in conducting operations hereunder, their selection, 
29 and the hours of labor and the compensation for services performed, shall be determined by Operator, 
80 and all such employees shall be the employees of Operator. 
3-1 
32 P. Dril l ing Contracts: 
33 
34 A l l wells drilled on the Contract Area shall b« drilled on a competitive contract basis at the usual 
35' rates prevailing In the area. I f It so desires. Operator may employ Its own tools and equipment In the 
36 drilling' of wells, but its charges therefor shall not exceed the prevailing rate* In the area and the rate 
37 ef each charge* shall bo agreed upon by the parties In writing before drilling operations are com-
38 menced, and such work shall be performed by Operator under the same terms and conditions as are 
as customary and usual in the area In contracts of independent contractors who are doing work of a sltn-
40 liar nature. 
41 
42 ARTICLE V t 
43 DRILLING AND DEVELOPMENT 
44 
45 A. J n l t M Well: 
46 
47 ' On or before the 15 t h day of February, 2006 ,. ' "•.Operator shall commence the d r i l l -
48 ing of a well for o i l and gas at the following location: 
49 Townflhlp 20 Sou th , Range 2» Eaa t , M.M.P .M. 
5 0 . S e c t i o n 28 : 660' FSL 6 1219' .PWL 
51 Eddy County , New Mexico 
52 
53 sod d u l l thereafter continue the drilling of the well with due diligence to f e a t ttus Ches te r 
54 f o r m a t i o n a* 1 1 , 6 0 0 ' , 
G5 
56 . 
5 7 • A, 
58 unless granite or other practically Impenetrable substance or condition in the hole, which Renders 
SB further dril l ing Impractical, la encountered at a lesser dapth, or unless all parties agree to complete or 
80 abandon the well at a lesser depth. if:- . 
61 ; . j f" 
62 Operator shall make reasonable testa of all formations encountered during drill ing which $Ve i n -
63 dlcation of containing oil and gas In quantities sufficient to test, unless thin agreement shall b* pJinlted 
64 i n its application to a specific formation or formations, In which event Operator shall b e ^ c j l t S d to 
65 ; tort only the formation or formations to which this agreement may apply. / & i js^ji 

• i | H i-
I f , i n Operator*a Judgment, the well win .not produce oil or gas in paying quantitieV .trnd^Mshes 

68 to prog end abandon the -well as a dry hole, I t Shall first secure the consent of all pa, ' 
69 ping end abandon same tut provided tn Article VLE.1. hereof. r--'i 

65 
67 
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1 B. Subsequent Operations: 

2 i i 

3 i . Proposed Operations: Should any party hereto desire to d r i l l any wel l on the Contract Area 
4 other than the well provided for in Article V L A , or to rework, deepen or plug hack a dry hole drilled 
5 at the joint expense of all parties or a well Jointly owned by all the parties and not then producing 
e In paying quantities, the party desiring to drill , rework, deepen or plug back such a well shall give the 
7 other parties written notice of the proposad operation, specifying the work to be performed, the loea-
8 tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 Ing swh a notice shall have thirty (30) days after receipt of the notice within which to notify ihe 

10 parties wishing to do the work whether they elect to participate In the coBt of the proposed operation. 
11 Ifi.a drilling r ig is on location, notice of proposal to rework, plug back or d r i l l deeper may be given 
12 by telephone and the response period shall be llmltod to forty-eight (48) hours, exclusive af Saturday, 
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed 
14 shall constitute an election by that party not to participate in the ,cost of the proposed operation. Any 

15 notice or response grven by telephone sliolt be promptly confirmed in writing. 

16 
17 2. Operations by Less than Al l Parties: If any party receiving such notice as provided in Article 
18 VI.B.1. or VLE. l . elects not to participate In the proposed operation, then, in order to be entitled to 
19 the benefits of this article, the party or parties giving the notice and such other parties as shall elect 
20 to participate In the operation shall, within sixty (60) days after the expiration of the notice period of 
21 thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the drill ing rig is an location, as the case may be) actually commence work on the proposed 
23 operation and complete i t with due diligence. Operator shall perform all work for the account of the 
24 Consenting Parties; provided, however, i f no drilling rig or other equipment is on location, and i f Op-
25 erator Is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 note one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
28 conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with al l terms 
29 and conditions of this agreement. 
30 
31 I f less than all parties approve any proposed operation, the proposing party, immediately after the 
32 expiration of the applicable notice period, shall advise the Consenting Parties, of (a) the total interest 
33 of the parties approving such operation, and (b) Its recommendation at to whether the Consenting Par-
34 ties should proceed with the operation as proposed, Each Consenting Party, within forty-eight (46) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of Its desire to (a) limit participation to such party's interest as shown on Exhibit "A", 
37 or (b) cany its proportionate part of Non-Consenting Parties' Interest. The proposing party, at its 
3* election, may withdraw such proposal i f there Is Insufficient participation, and shall promptly notify 
30 all parties of such decision, 
40 
41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 
43 Parties shall keep the leasehold estates involvedJn , such operations free and clear of all liens and 
44 encumbrances of every kind created by or arising from the operations of the Consenting Parties I f S U c h 
45 an operation results In a dry hole, the Consenting Parties shall plug and abandon the' well at their sole 

f n « n , d 6 X | T e ; U 8 n y , W e " d r U l e 4 ' r w o r k e d ' d e * P e n e d w P<«eged bMk under the provisions 
47 of this Article results In a' producer of oil and/or gas In paying quantities, the Consenting Parties shall 
4B complete and equip the well to produce at their sole cost and risk, and the well shall then be turned • 
«« over to Operator and shall be Operated by It at the expose and for the account of the Consenting Parties 
50 Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance with the provisions of this Article, each Non-Consenting Partv 

» t ^ ' . u ^ T ^ '? h T " U n < 1 U ' 8 h e d t o Consenting Parties, and the Consenting Parties shall own and 
53 be entitled to receive, In proportion to their respective interests, all of such Non-Consenting Party's 
54 Interest in the well and share ol production therefrom until the proceeds of the sale of such share 
55 calculated at the Well, or market value thereof i f such share is n o t sold (after deducting production 

£ * % J ? £ * ' ^ T T t > ' ^ 7 t l V - ^ ^ ' S T 4 * E S i * * * fa,erM,s ^ i t i n « ° n * ° rffl"*™ «*<> payail. out of or 
" MowSg. y P"*"* 1 * * 0 m ™° h W ' " ™P'« » » * latere** until it reverts) shall equalI thTtcWof the 

69 

60 W-f^P* °< such Non-Consenting Party', share of the cost of any newly acgulred'lurface 
equipment beyond the wellhead connections (lading, but not limited to, atock t=Js. X ™ 

62 treaters, pumping equipment and DIMIUPI. olns^nn* nt ...-i. w-_ /•> ,_ _ . . . fbn ' 
63 
64 
,65 

:o6 

treaters, pumping equipment and piping), plu*: 200% of each such Non-Consenting P a r t y ' s * d j t 
cost o£ operation of the well commencing with first production and continuing until each sufc!'' 

agreed that each Non-Consenting Party's, share of such costs and equipment w i l l be t h a t S S t l 

bf the 

Non-

67 2 1 T , . T ' 6 1 ° S B C h N o n - C ° n s * " U » * P ^ y had i t participated in the 57 ginning of the operation; and 

as ^ ^ b r ^ O " * of that portion of the costs andexpenaes 0 f drilling reworking d e e J ^ ^ F ^ r ^ 1 " ! 
b8<*- ™ " ducting any fash contribution* ^ ^ U ^ ^ B S M ^ 
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1 ' 500 % of that portion of the coat of newly acquired equipment in the well (to and including the wel l -
2 /head connections), which would have been chargeable to such Non-Consenting Party i f I t h»d partici-

3 pated therein. 

• 4 
5 Gas production attributable to any Non - Consenting Party's relinquished Interest upon such Party s 
6 election, shall be sold to Its purchaser, i f available, under the terms of Its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from 
8 such sale direct to the Consenting Parties until .the amounts provided for in this Article are recov-
9 ered f rom the Non - Consenting Party's relinquished interest. I f such Non - Consenting Party has not 

10 .contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. 
13 
14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of 
19 al l production, crude oil excise taxes, severance, gathering and other taxes, and all royalty, overriding royalty and odjer burdens 
17 applicable to Nto-Cksnseoting Party's share of production. 

IB 
19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking, 
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost o£ 
24 salvage, 
25 
20 Within sixty (60) days after the completion of any operation under this Article, the' party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party wi th an l n -
28 ventory of the equipment in and connected to the well, and- an itemized statement of the cost of drilling, 
29 deepening, plugging back, testing, completing, and equipping the well for production; or, at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billlnga. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall l u rn -
33 Ish the Non-Consenting Parties with an Itemized statement of al l costs and liabilities Incurred in the 
34 operation of the well, together with a statement of the quantity of oil and gae produced from It and the 
35 amount of proceeds realized f rom the sale bf the wall's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties 
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any 
88 amount realized f rom the sale or other disposition of equipment newly acquired in connection wi th any 
39 such operation which would have been owned by a Non-Consenting Party had i t participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in determining when the interest of such Non-ConBenting Party shall revert to i t as above provided; 
42 and i f there is a credit balance, It shall be paid to such Non-Consenting party, 
43 

44 I f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest 
45 the : amounts provided for above, the relinquished Interests of such Non-Consenting Party shall auto-
48 matically revert to It, and, from and after such reversion, such Non-Consenting Party shall own the same 
47 . interest In such well, the material and equipment' in or pertaining thereto, and the production there-
48 from' as such Non-Consenting Party would have been entitled to had i t participated in the drilling, 
49 reworking, deepening or plugging back'of said well. Thereafter,, such Non-Consenting Party shall be 

• 50 charged with and shall pay its proportionate part of the further costs of th« operation of said well in 
51 ' accordance wi th the terms of this agreement and the Accounting Procedure, attached hereto. 
52 

53 Notwithstanding the, provisions of this Article VI.B.2., It Is agreed that without the mutual consent 
54 of ell parties, no wells shall be completed in or produced from a source of supply f rom which a well 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 

58 The provisions of this Article shall have no application whatsoever to the drill ing of thJ ' in i t i a l 
59 Well,described i n Article VT.A, except (aj" when Option 5, Article VH.D.1., has been aelectedifqr (b) 
60 to the reworking, deepening and plugging back of such initial well, i f such well is or tJiereaite^ahall 
01 prove to.be a dry hole or non-commercial well, after having been drilled to the depth specified i t M r t i c l e 
62 VLA, m 

63 M 
64 C. Right to Take Production In Kind; 
65 , ; . , , , , - : , ' ; '-* 
ag Each party shall have the right to takc.in kind Or separately dispose, of ite proportionate share of all oil and gas produced from . 
g 7 the Contract Area, exelutivs of prodiwtioB. wafcl may bo usod in development &nd producing operations and in preparing sad 
e s treatb^'oilfbrin&rlcetingpiire Any Mora expenditure incurred in the taking hi land w separate 

disposraba by any party of its proportionate share of UM production shall be borne by such party. Any party taking its share of 
6 8 production in kind shall be required to pay for only its pn)ponionale share of such part of Operator's surface farilitiss which it ma. 
70 
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Each party electing to take ia Hod ot separate dispose of its proportionate aim* of the production from the Contract Area 
• shall keen accurate records of the volume, soiling price, royalty and taxes relative to its shaft of produehoa. Non-Operators shall, 

wwm request, furnish Operator with trua and complete copies of the records required Woe kept thereunder whenever, underae terms 
1 of this agreement or say agreement executed as cottoechon betewHh, it is necessary for Operator to obtain said ia&rmaiioa. Any 
2 iiu3wmstionfliniiA^ 

, 3 and shall otherwise be kepi conffdenrM. 

4 i , Each party shall execute such division orders and contraots as may be necessary for the sale of its 
5 interest in production from the Contract Area, and, except as provided In Article VII.B. , shall be entitled 
6 to receive payment direct from the purchaser thereof for its share of all production, 
1 ' 
8 ' In the event any party shall fail to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have 

10 the right, subject to the revocation at w i l l by the party owning i t , but not the obligation, to purchase such 
11 oil and gas or sell It to others at any time and from time to time, for the account of the non-taking 
12 party at the best price obtainable In the area for such production. Any such purchase or sale by Op-
13 erator shall' be subject always to the right ot the owner of the production to exercise at any time Its 
14 right to take in kind, or separately dispose of, Its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent with the minimum needs of the industry under the 
17 particular circumstances, but in no event for a period in excess of one CI) year. Notwithstanding the 
18 foregoing, Operator shall not make a sale, Including one into interstate commerce, of any othev party's 
19 share of gas production without first giving such other party thirty (30) days notice of such intended 
20 sale. 
21 
22 In the event any party hereto is not at any toe taking or marketing its share of gas production and Operator is either (i) 
23 unwillingto purchase oi sell or (if) unable to obtain fee prior •written consent to purchase or soil such party's share of gas production, 

or la the event any pany has contracted to sell its sham of gss productd from the Ccotract Area to a purchaser v/iaA does not at any 
tine while this agreement is in effect take the full share of gas attributable to the interest of »uch party, then in my such event the 

2 ^ terms and conditions of the Gas Balancing Agreement attached hereto as Exhibit "E" and ineorporated herein shall autornaritaBy 
28 beco™ effective. 
27 
28 • 
2B D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at all reasonable limes, at its sole risk to inspect 
32 Or observe operations, and shall have access at reasonable times to Information, pertaining to the do-
33 velopment or operation thereof, Including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties wi th copies of all forms or reports fi led with govern-
35 mental, agencies, dally drilling reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the first of each month, and shall make available samples of any tores or cuttings 
37 taken from any well drilled on the Contract Area, The cost of gathering and furnishing Information to 
36 Non-Operator, other th8n that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 
41 B. Abandonment of Wells: 
42 
43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well 
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should any party fa i l to reply within forty-eight (48) hours 
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned In accordance with applicable regulations and at the cost, 
50 risk end expense ot the parties who participated in the cost of drilling of such well. Any party who ob-
51 Jeets to the plugging and abandoning such well shall have the right to take over the well and conduct 
52 further operations in search of oil and/or gas subject to the provisions of Article VLB 
53 
54 2. Abandonment of Wells that bave Produced: Exeept for any well which has been drilled or re-
5B worked pursuant to Article VI3 .2 . hereof for which the Consenting Parties have not been fu l ly reim-
56 burned as therein provided, any well which has been completed as a producer shall not be plugged and 
67 abandoned without the consent of all parties. I f all parties consent to such abandonment, the weft' shall 
58 be plugged and, abandoned in accordance with applicable regulations and at the cost, risk and Stpense 
59 of al l the parties hereto. I f , within thirty (30) days after receipt of notice of the proposed abandonment 
80 of such well, all parties do not agree to the abandonment of any. well, those wishing to conUnueffe. op-
81 eration shall tender to each of the other parties Us proportionate share of the value of the Well's ffivabla 
62 material and equipment, determined in accordance with the provisions of Exhibit "C", less the eslttiated 
63 cost Of salvaging and the estimated cost of plugging and abandoning. Any party's failure to* timely 
84 respond iwiflun said ihirry (30) days shall be dtened to consent to abandonment Bach abandoning parry shall assign to the non-
65 abandoning parties, v / ioW warranty, express or implied, as to tige or as to quantity, quality, or fitness for use of the equipment and 
g 6 material, all of its interest in the well and related equipmeiit, together with its interest io flic leasehold estate. I f die interest ot the 

ahandmu^ party is c r t a ^ M r m 
»i paendjgH leas^ limited taoy interval or intervals of the formation or ffrmaflcWthen i > p m t i f f i i ^ t i i ^ 7 U r m of "one yea^na 
88 so long thereafter as oil and or gas is prodBeeJTrom the interval or IMerviS of ( S H n ^ n W ^ ^ ^ M ^ S l h a r l ^ f ^ ~ 
69 

70 
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1 j a s 6 t t b e O T t h t f o r m » t t a c h ^ The assignments o f teases so limited shall encompass the ''drilling unit" upon "which 
<, fee well is located. The payments by, and the assignments or leases to, the assignees shall be ia a ratio based upon the relationship of 
, flieiT respective pcrCCDtages of participation in foe Contract Area to UM. aggregate of the percentages of participation in the Contract 

; Area of all assignees. There shall be no readjustment of interest in the remaining portion of the Contract Area. 
4 , ,. 

6 •:! 
6 
7 , . • f 

8 Thereafter, abandoning parties shall have no further responsibility, liability, or interest m the op-
9 erallon of or production from the well in the interval or Intervals then open other than the royalties 

10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to 
11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 temploted by this agreement, plus any additional cost and charges. which may arise as the result of 
13 the separate ownership of the assigned well. 
14 
1 5 ARTICLE VH. 
1 6 EXPENDITURES AND LIABILITY OF PARTIES 
17 

18 A . Liability of Porflesr 

19 
20 The liability of the parlies shall be several, not Joint or collective. Each party shall be responsible 
21 only for Its obligations, and shall be liable only lor its proportionate share of the costs of d-eveloplng 
22 and operating the Contract Area,, Accordingly, the liens granted among the parties in Article VTI.B. are 
23 given to secure only the debts of each severally. I t is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 
26 parties liable as partners. 
26 
27 B, Liens and Payment Defaults; 
28 • 
29 Each Non-Operator grants to Operator a Hen upon its oil and gas rights In the Contract Area, and a 
30 security interest in its share of oil and/ov gas when extracted and its interest in all equipment, to secure 
31 payment of Its share of expense, together with interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit "C". To the extent that Operator has a security interest under the 
33 Uniform Comrnarclal Code of the State, Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator 
35 Idr the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or Security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to 
38 other rights or remedies, to collect from the purchaser the proceeds f rom the sale of such Non-Operator's 
30 share of oil and/or gas until the amount owed by sncb Non-Operator, including reasonable attorney fees in the event of suit to collect 
+ 0 soy delinquency, plus interest has tees paid. Bach purchaser shall be entitled to rely upon Operator's Written statement Maccming 

tho amount of any default Operator groats a like Hon and security Interest to fee Non-Operators to secure payment of Operator's 
propOTn'onste share of expense. 41 

42 
43 
44 I f any party falls or is unable to pay its share of expanse within sixty (60) days after rendition of 
46 a statement therefor by Operator, the non-defaulting parties, Including Operator, shall, upon request by 
46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to th* 
47 barest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburee-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 
50 C. Payments and Accounting: 
51 
52 " Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vlded in the Accounting Procedure attached hereto as Exhibit "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57, received. ||? 

59 Operator, fit its election, shall have the right from time to time to demand and receive ir^xri the 
60 other parties payment In advance of their respective shares of tbe estimated amount of the expense to 
61 be Incurred in operations hereunder during the next succeeding month, which right may be exercised only 
62 by' submission to each such party of an itemized statement of such estimated expense, together) with 
63 an Invoice for Its share thereof, Each such statement and Invoice for the payment In advaneeHrf' esti-
64 mated expense shall be submitted on or before the 20th day of the next preceding month:."-Each .(party 
66 shall pay to Operator its proportionate share of such estimate within fifteen (15) d a y ^ k i t e £u;eh es-
66 tirnate and invoice is received. I f any party fails to pay Its share of said estimate within( s l id j n i e j the 
67 amount due shall bear interest as provided In Exhibit "C" until paid. Proper adjus^ent?phj&_l b e 

68 made; monthly between advances and actual expense to the end that each party a h a ^ , , b e ' a r ^ ^ ^ i t s 
69 proportionate share o£ actual expenses incurred, and no more. 

70 

'tMl "itf 'rVyih-i 
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1 D. Limitation of Expendlruresi 
2 ' 
a 1 i . Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
4 , cept any well 'drilled or. deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it baing 
5 | understood that th£ consent to the drilling OT deepening shall include; 
B • 

. 7 Q Oiitimi tTar l i . All naaswa"!' oirptnaiturBC <an thn drilling o» doapcn>ngr4ofiting. 'irpmplrjiing and 
g , Bquip-ping et the walli-inalwillng nemoa-aty .attlcaga i and/Off eurfata fflnilUlaa, 
9 ' . 

10 ,gr Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. "When 
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 'mediate notice to the Non-Operators who have the right to participate In the completion costs. The parties 
13 receiving such notice shall have forty-eight (48).. hours (exclusive of Saturday, Sunday and legal holi-
14 . days), in which to elect td participate In the setting' of casing and the completion .attempt. Such election, 
'15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
18 . well, including, necessary tankage and/or surface.facilities, Failure of any party receiving auqh notice 
17 , to reply within the period above fixed shall constitute an election by that party not to participate in 
18 the cost of-the completion attempt. If one or more, but less thati all of the parties, elect to set pipe and 
19 • to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or 
20 -plugging back" as contained in Article VI.B,2. shall be deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than all parties. 
22 
23 2. Beworikr or Plug Back: Without the consent of all parties, no well shall be reworked or plugged 
,24 [ back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, It being understood that the consent to the reworking or plugging back of a well shall include 
26 consent to all necessary.expenditures in conducting auch operations and completing and equipping of 
27 ' Said well. Including necessary tankage and/or surface facilities, 
26 . • . 
29 S. Other Operations: Operator shall not undertake any -single project reasonably estimated to require 
30 an expenditure in excess of' WIRTY THmiKAWTv*-- Dollars ($. J0,.QpQ. 00 . ) 
31 • except in connection with a well, the drilling, reworking, deepening, completing, recomputing, or plug-
32' ging back of which has been previously authoriiei by or pursuant to this agreement; provided, how-
38 ever, that, In ease of explosion, fire, flood or other sudden emergency, whether of the same or different 
34 nature,' Operator may take such steps and incur such expenses as irt its opinion are required to deal with 
35 .the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares "Authority for Expenditures" for Us own Use, 
57 Operator, upon request, shall furnish copies-of-its "Authority for Expenditures" for any single project-
SB . costing In »«™a , TOEKTY-EIVE THOUSAND , DoMats ($_?5.000.00 . _ ) . 
SS 
40 B.;j; Royalties, Overriding Royalties and Othar Payments: 
41 
42 Bach party shall pay or deliver, or cause to ba paid or delivered, all royalties to the extent of 
43 1/8 of 8/8fhs , due on its share of production and shall hold the other parties free 

' 44 from any liability therefor. If the interest of any party In any oil and gas lease covered by this agree-
45 ment ia-subject to any royalty, overriding royalty, production payment, or other charge over and above 
46 ~ the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 
47 . for'or cause to be accounted for, such Interest to the owners thereof. 
46* No party ahall cwfaeiMpMUftk, oo aay pfWtwsU bijhsT finfltb.iprici'jmc«'iv«d- by audi party, to aay otberjarty'i lessor or royilty.ownor, ana if aayiuci othar 

patty* a JBJUOT eraoy»By towiwr aLovtd fiaiwiBa IBS »c»tvt F»ta£™eBU OW a L**l*» prioa b**(a, (LB party wHyrtbirttns awili Viaaa *h«n t«r tiw royalty b™am» iwcst»! iteh 
**- fcdstarpricft ll ovocnwL 

50 -
Itljtwiar-Zrdby-"Kpirr-eahareWfaai^ 

o l yubjatf toexurirtf MnrracTa,a9lr*^^ 
- 52 proAtoad from or sUouud to iuch low err laws. It U agreed Qui, Tcprajtu of whtfatr etch party nurjom «• Krattwti for to ahftre ofgti, int*v4mf flu, royaay gas 

muter ft* I w u wbkfl. It oanrrl&wtcd to lb* Coniraot Arat, mah party agrac*, to pay or cawfl ta be pais to ou> royalty owner* Bndar its lwae or lcu« the prooocils 
53 attrfbia»btotDlhfcif i»*r«>ti^ faflurato do so. 
54 P; i Rentals, Shut-in Well IPHymerits and Minimum Koyalties; 
55 
56 •_, ..Rentals, shut-in well payments and rainlmum royalties which may be required under the terms of 
57. anyrlease shall be paid by the party or parties who subjected such lease to this agreement at its or their 
58 expense. In the-event , two tot more parties own and have contributed Interests in the same leaseijlo this 
58 agreement, wch parties may -designate one of ouch- parties to make said payments for and on behsS of all 
60 such, parties. • Any-party-rntiy retjuest, and shall be entitled to receive, proper evidence of all sutfe,;pay-
«1 ments. In the even* of .failure' to make proper payment of any rental, shut-in well payment or njfcjmum 
62 . royalty through mistake or ovelrslght where such,'payment is required to continue the lease lrpVorce, 
93 . any loss'which' results from auch non-payment shall be borne in accordance, with the provisions cJHr-tiele 
64 ,iV.B'.2-. • y&r,i&P( 

Ay-:- '..v. 
65 ffsi ! \.\ 
66 Operator abell notify Non-Operator of the anticipated completion of a shut-in gas vkeMo'r Jjiihut-

, 67 -ting in or return to production of a'producing gas well, at least five (5) days (excluamg%fur.a^^un-
' *« day. and holidays), or at the earliest opportunity permitted by circumstances, prior to ^xm^^S^^i^ but.aaanrn.es ni> liability for'failure to do so. In the event of failure by Operator 

•Operator, the less .of any lease contributed hereto by Non-Oparatot for failure to ma^^rn^lyi^syrneAti! 
So.j?aP,nQt>iy,.jj.oji-,. 
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1 of any shut-In well payment shall be borne jointly by the parties hereto under the provisions of Article 

2 .IV.B.3. 

4 G. Taxes! 

I \ ' Beginning with the first calendar year after the effective date hereof. Operator shall render for ad 
? valorem S o n all property subject to this agreement which by law should be rendered for such 
I r « ^ n H t shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
1 dlUon date e ch Non-Op rator shal. furnish Operator information as to burdens <to include, but not be 

l« r a i t ed to r o y a ^ o v e r r i d i n g royalties and production payments) on leases and oil and gas mterests cou-
X X ^ b y uch Non Operator, i t the assessed valuation of any leasehold estate is reduced by reason of , u 

2 h e « b T e c T t o outstanding excess royalties, overriding royalties or production payments the r r fuo t ta . -m 
^ a^alorernTaxes resulting therefrom shall inure to the benefit ot the owner or owners of such leasehold 
! eftaTte anT O p e X l > f adjust the charge to such owner or owners so as to reflect the beneMof such 

15 redaction Operator shall b i l l other parties for their p r o p i o n a t e share of all tax payments m the man-

16 ner provided In Exhibit "C". 

I f Operator considers any tax assessment Improper, Operator may, at its discretion, protest wi thin 
19 the time and manner prescribed by law, and prosecute the protest to a final determination, unless all 
20 parties agree to abandon the protest prior to final determination. During the pendency of adrmnistraflve 
21 r S c W proceedings, Operator may elect to pay, under protest, all such taxes and any interest and 
22 penalty When any such protested assessment shall have been finally determined. Operator shall pay 
23 the tax for the joint account, together with any interert and penalty accrued, and the total cost shall then 

24 be assessed against the parties, and be paid by them, as provided in Exhibit "C", 

25 
26 Each party shall pay or cause to be paid all production, severance, gathering and other taxes ira-
27 posed upon or with respect to the production or handling of such party's share of oil and/or gas pro-

28 dueed under the terms of this agreement. 

20 

30 H. Insurance: 

31 
32 A t all times while operations are conducted hereunder, Operator shall comply with the Workmen's 
33 Compensation Law. of the State where the operations are being conducted; provided, however, that Op-
34 erator may be a self-Insurer for liability under said compensation laws in which event the only charge 
35 that shall be made to the Joint account shall be an amount equivalent to the premium which would have 
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the Joint account of the parties as outlined in Exhibit "D", attached to and made a part hereof. 
38 Operator shall require all contractors engaged in work on or for the Contract Area to comply wi th the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 auch other Insurance as Operator may require, 
41 
42 In the event Automobile Public Liability Insurance is specified In said Exhibit "D". or subsequently 
43 receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for 
44 such Insurance for Operator's fu l ly owned automotive equipment. 
43 
46 ARTICLE V I I I . 
47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
48 
40 A. Surrender of Leases: 
50 
51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in part unless all parties consent thereto. Howevsr, ao consent shall be 
32j nooessary to release a lease which has expired or othenvise terroinated, 
54 However, should any party desire to surrender Its interest In any lease or in any portion thereof, and 
55 other-parties do not agree or consent thereto, the party desiring to surrender shall asslen, without express 
56 or Implied warranty of title, all of Its interest in such lease, or portion thereof, and any well, material and 
57 equipment which may be located thereon and any rights in production thereafter secured, to thajparlles 
53 not desiring to surrender it. I f the interest of the assigning party includes an oil and gas interestjthe as-
5* signing party shall execute and deliver to the party or parties not desiring to surrender an oil i j i d gas 
60 lease, covering such oil and gaa interest for a term of one year and so long thereafter as oil anchor gas 
61 is produced from the land covered thereby, such lease to be on the form attached hereto as Exhtclt "B" . 
62 Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing, 
83 but not theretofore accrued, with respect to the acreage assigned and the operation of any welljijiereon, 
64 and the assigning party shall have no further interest In the lease assigned and its ec;ulprnertt*<%A pro

duction other than the royalties retained in any lease mode under the terms of this Article^ pjhfe p'arties 65 
63 assignee shall pay to the party assignor the reasonable salvage value of the latter's Interisg'lrj^p^,Veils 
67 and equipment on the assigned acreage. Th« value of B11 material shall be determined, in a'ceoiftance 
68 with..the provisions of Exhibit "C", less the estimated cost of salvaging and the estim-*tei>y«t-4t5 
69 ging. and abandoning. I f the assignment is in favor of more than one party, the assiim'ec|j'j^re' 
70 
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1 be shared by the parties assignee In the proportions that the interest ol each bears to the interest of all 
2 DartieB assignee, 
3 
4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 
5 surrendering parties' interest, as it was immediately before the assignment, in the balance of th« Contract 
6 Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject to the terms and provisions of this agreement. 
8 
9 JR. Renewal or Extension of Leases: 

10 
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties 
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt 
13 of such notice In which to elect to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands within the Contract Area, by paying to the party who actjulred it their several proper 
15 proportionate uhares of the acquisition cost allocated to that part of Mich lease within the Contract Area., 
16 which shall be in proportion to the Interests held at that time by the parties in the Contract Area. 
37 
18 If some, but less than all, of the parties elect to participate In the purchase of a renewal lease, it 
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
22 Any renewal lease in which less, than all parties elect to participate shall not be subject to this agreement. 
23 
24 Each party who participates in the purchase of a renewal lease shall be given an assignment without warranty of its 
25 proportionate Interest therein by the acquiring party. 

28 
27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest 
28 covered by the expiring lease or cover only a portion of Its area or an interest therein. Any renewal lease 
29 token before the expiration of its predecessor lease, or taken or contracted for within six (6) months after 
30 the expiration of the existing lease Shall be subject to this provision; but any lease taken or contracted 
31 for more than six (8) months after the expiration of an existing lease shall not be deemed a renewal 
32 tease and shall not be subject to the provisions of this agreement, 
33 
34 ' Tha provisions in this Article shall apply also and in like manner to extensions of oil and gas 
35 leases. The provisions of this Artfrle VHMJ shall only apply to leases, or portions of leases, located within the Contract Area. 
35 ' "' . 
37 C. Acreage or Cash Contributions; 
3B 
20 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling 
40 ot a well or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or 
42 other operation. If the contribution be in the form of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment gf the acreage, without warranty of title, to the Drilling 
44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto 
45 are Drilling Parties and accept auch tender, such acreage shall become a PBrt of the Contract Area and 
46 be governed by the provisions of this agreement, If less than all parties hereto are Drilling Parties and 
47 accept such tender, such acreage shall not become & part of the Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or 
49 any other operation on the Contract Area. 
50 
61 If any party contracts for any consideration relating to disposition of such party's share of substances 
62 produced hereunder, such consideration shall not be deemed a contribution as contemplated In this 
53 Article VIH.C. This paragraph shall not be applicable to the contribution of acreage by farrnout toward tie Initial, or any Substitute, 
84 or Option Test Well. 
55 D. Subsequently Created Interest! 
56 
67 Notwithstanding the provisions of Article VIII.E. and VIII.G., If any party hereto shall, $ub|ijquent 
58 to execution of this agreement, create en overriding royalty, production payment, or net proceed^ inter-
58 est, which such Interests are hereinafter referred to as "subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement, as 
61 follows: J?r/ 
6 2 i: if] 
63 1,, If non-consent operations are conducted pursuant io any provision of this agreement, firid the 
64 Party conductlhg such operations becomes entitled to receive the production attrlbutable^Li'ih'riJtiterBst 
65 out irf which the subsequently created Interest Is derived, such party shall receive sartie'^rge. t\nd clear 
86 of sueh subsequently created Interest. The party oraating Same shall bear and pay all 'sUh;SurM*q^QtIy 
87 created interests and shall indemnify and hold the other parties hereto free and harmless"'irom. &k, and 
6B all liability resulting therefrom. j iH^Sm^L 
69 [" " 
70 I 
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1 " 2 If the owner of the interest from which the subsequently created interest is derived (1) fails to 
2 pay when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
3 ' visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article VIIi.A. 
4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses 
5 hereunder in the same manner a, if such intevest wore a working interest. For purposes of collecting 
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 
7 .shall have the right to enforce all provisions of Article VII.B. hereof against such subsequently created 

8 , Interest. 
B 

10 If. Maintenance ef Uniform Interest: 

12 ' For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests 
13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall 
14 sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either: 

ie 
17 1. the entire interest of the party in all leases and equipment and production; or 
18 

19 2. on equal undivided interest In all leases and equipment and production in the Contract Area. 

20 
21 Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
22 pressly subject to this agreement, and shall be msdo without prejudice to the right of the other parties. 

23 
24 If, at any time the interest of any party is divided among and owned by four or more co-owners, 
25 Operator, at its discretion, may require such co-owners to Rppoint a single trustee or agent with full 
26 authority to receive notices, approve expenditures, receive billings (or and approve and pay such party's 
27 share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
28 party's interests within the scope of the operations embraced in this agreement; however, all such 
2S co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
30 at their respective shares of the ol! and gas produced from the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 • 
33 F. Waiver of Right to Partition: 
34 , ' 
35 I f permitted by the laws of the state or states in which the property covered hereby Is located, each 
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have 
37 to partition and have set aside to it in severalty Its undivided Interest therein. 
38 
39 O, -.IVefet-wtral night Is Pui LUB«BI 
40 
41 

68 
67 
68 

42 interests In the Contract Area, it shall promptly give written notice to the other parties^wyii^Kruinfor-
43 roatlon concerning Its proposed sale, which shall Include the name and addressof^irrS*prospective pur-
44 chaser (who must be ready, willing and able to purchase), the purohasj^^ltJeTand all other terms of 
45 the offer. The other parties shall then have an optional prIejyiiertrtTfor a period of ten (10) days after 
46 receipt of the notice, to purchase on the same termsjtfi«WS!ditions the interest which the other party 
47 proposes to sell; and, If this optional rlgbt>̂ a-'*&>rci5ed, the purchasing parties shall share the pur-
48 chased interest in the proportlonsJb**-tnelnterest of each bears to the total Interest of all purchasing 
49 parties. However, therosJialHjSno preferential right to purchase in those eases where any party wishes 
60 to mortgage itaJpiertSGTor to dispose of its interests by merger, reorganization, consolidation, or sale 
51 of alljsrf«fC5tantlally all of its assets to a subsidiary or parent company or to a subsidiary of a parent 
62 cMrŵ juwy, of to any company in frhiek any o»t peLty-owm o mefroi-lty e< the o«oek 
53 ••" • 
54 ARTICLE IX. 
55 INTERNAL REVENUE CODE ELECTION 
56 : ; 
51 This agreement Is not intended, to create, and shall not be construed to create, a relationship ol-part-
58 nershlp or an association for profit between or among the parties hereto. Notwithstanding any pro-
59 visions herein that the rights and liabilities hereunder ara several and hot joint or collective, or tliat this 
60 agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax .pur-
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party'Weby 
62 affected electa to be excluded from the application of all of the provisions of Subchapter "K", Ghapter 
63 1, Subtitle "A", of the Internal Revenue Code of 1S£6, as permitted and authorized by Sectiori|?81 of 
64 the Code and the regulations promulgated thereunder.' Operator is authorised and directed.to excite on 
65 behalf of each party hereby affected tmeh evidence of lh!s election as may be required b>tho .Secretary 
«« of the'Treasury of the United States or the Federal Internal Revenue Service, i n c l u d i n g U ^ M ^ r ) but 

not by way of limitation, all of the returns, statements, and the data required by kdaraTlt|irula-

70 

tiotw 1.761. Should there be any requirement that each party hereby affected give fucthef%rt^ 
this election, each such party shall execute such, documents and furnish such other efeenre'«e' s« nenU and furnish such other evidence , si'may,'be i 
required by the Federal, Internal Revenue Service or as may be necessary to eWdencWthljl::BleetJOm«:No • I 
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such P»rty shall give any notices or tske any other action inconsistent with ttw «I*obon made hereby 
I f any present or future Income tax laws Of the state or states in which the Contract Area >s 

a n y future income tax laws of the United States contain provisions similar to those in Subchapter K 
Chanter 1 Subtitle "A" , of the Internal Revenue Code of 1986 under which an election similar to that 
provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as 
may be permitted or required by such laws. In making the foregoing election, each such party states that 
the income derived by such party from Operations hereunder can be adequately detenruned without the 

g computation of partnership taxable income. 

10 
11 

66 

ARTICLE X . 
CLAIMS AND LAWSUITS 

12 
13 Operator may settle any single damage claim or suit arising from operations hereunder i f the ex-

H penditure does not exceed 3Ji33ELJBWSAm)~ T T T ° * 

1 5 t t T S . f i f i n . f l f l 1 and i f the payment ts in complete settlement of such claim or suit. I f the amount 
16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. AH costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense 
19 of the parties. I f a claim is made against any party or if any party is sued on account of any matter 
20 arising f rom operations hereunder over which such individual has no control because of the rights given 

21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall 

22 be treated as any other claim or .suit involving operations hereunder. 

23 
24 ARTICLE X L 
25 FORCE MAJEURE 

27 I I any party Is rendered unable, wholly or In part, by force majeure to carry out its obligations 
23 under this agreement, other than the obligation to make money payments, that party shall give to al l 
29 other parties prompt written notice of the force majeure with reasonably f u l l particulars concerning it", 
30 thereupon, the obligations of the party giving the hotice, so far as they are affected by the force majeure, 
31 shall be suspended during, but no longer than, the continuant of the force majeure. The affected party 

32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 

33 

34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its 
36 wishes; how all such difficulties shall be handled shall be entirely within the accretion of the parry 

37 concerned, 

38 
39 The term "force majeure", as here employed, shall mean an act of Qod, strike, lockout, or other 
40 Industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, 
41, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, 
42 and any other cause, whether of the kind specifically enumerated 'above or otherwise, which is not 
43 reasonably within the control of the party claiming suspension. 
44 
45 ARTICLE XIX. 
46 NOTICES 
47 |- . 
48 A l l , notices .authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall be given in writ ing by United States mall 
50 or Western Union telegram, postage or charges prepaid, or by facsimile, and addressed to the party to 
51 whom the notice is given at the addresses listed on Exhibit "A" , ' The originating notice given under any 
82 provision hereof shall be deemed given only when received by the party to whom such notice Is directed, 
53 and the ..time for such party to give any notice in response thereto shall mn f rom the date the originat-
64 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 
55 the United States mail or wi th the 'Western Union Telegraph Company, With postage or charges prepaid. 
56 or when sent by Aosiniile. Each party shall have the right to change its address at any time, and f rom 
67 time to time, by giving written notice hereof to al l other parties. 
68 ' 
59 ARTICLE X U I . 
60 TERM OF AGREEMENT, 

61 
62 This agreement shall remain in f u l l force and effect as to t i e oil and gas leases and/or oil anfifi&s i n -
63 teresta subjected hereto for the period of time selected below; provided, however, no party hejelgj' shall 
64 ever be construed as having any right, title or interest in or to any lease, or oil and gajjj 
65 tributed by any other party beyond the term of this agreement. 

671 £3—OjaHwi Ho; l i Oo l o n g ' W W o f the ell and gea feasoo subjeai lc thin ngroomnnf r a m q u ^ r i ^ i i i i o f l t i 
68 ! tlnUL«l In farce as tu any part af ehe CewtEaet'A«oc, whether hy ptaduntlesy-eMenoiaw, fWikc^TOwife ' ' . ' ' , 
$9 wioe.-oadVor no-long og oil-uncVw-gott-pi^Juotton continues f r » m j n y laaca ar ail an< 

70 . 
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1 (3 OptjoniNo, 2: In the event the well described in Article V I A , or any subsequent wel l dr i l led. 
2 under any provision of this agreement, results In production oi oil and/or gas in paying quantities, this 
3 agreement.jhall continue in force so long as any such well or wells produce, or are capable of produc-
4 tion, and for an additional period of 180 dava from cessation of all production; provided, however, 
5 i f , prior to the expiration of auch additional period, one-or more of the parties hereto axe engaged i n 

• e drilling or reworking a well or wells hereunder, this agreement shall continue In force unti l such op-
7 erations have been completed and i f production results therefrom, this agreement shall continue i n 
8 force as provided herein. In the event the well described In Article YLA., or any subsequent wel l 
9 drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing o i l 

10 and/or gas trom the Contract Area, this agreement shall terminata unless drill ing or reworking opera-
11 tlonfc are commenced within 120 davs from the date of abandonment of said well. 
12 
13 I t is agreed, however, that the termination of 'this agreement shall not relieve any party hereto t rMn 
14 any liability which has accrued or attached prior to the date of such termination. 
13 ' 
16 ARTICLE XIV. 
17 COMPLIANCE WITH LAWS AND REGULATIONS 
18 ' . 
19 A. Laws, Regulations and Orders: 
20 
21 ThiB agreement shall be subject to the conservation laws of the state In which the committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body o f 
23 said state; arid to all other applicable federal, state, and local laws, ordinances, rules, regulations, and 
24 orders, 
26 
26 B. Governing Law; 
27 
28 . The essential validity of this agreement and all matters pertaining thereto, Including, but not l i m - . 
29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and l a - ' 
30 terpretatlon or construction, shall ba govarned and determined by the law of the state in which the 
31 Contract Area is located. I f the Contract Area is In two or mora states, the law of the state where most 
32 of the land in the Contract Area is located shall govern, 
33 
34 ARTICLE XV. 
35 OTHER PROVISIONS 
36 
37 A. Notivcluded. 
38 
39 
40 
41 
42 D. Notwithstanclng atQi ether prcMsicm 
43 reworked, plugged back, sidetracked, or tecompleted, or any other operation that may be required ta order to (1) continue a lease or 
4 4 l e » ^ m f i ^ a i i d e f f e < * c r C 2 ) m o m t ^ 

m and to oil end/or gas and other ranerato which may be owned by a third party of which, Ming in such opsfartoa, may revert to a 
third parry, or, (4) comply with an order issued by a regulatory body having jurisdiction in the nrenriiM, afliag fa, which certain 

« rights would terminate, th« following shall apply. Should less than all of the parties hereto elect to participate and pay their. 
47 proportionate part of the costs to be incurred in such operation, those panies desiring to partieipaie shall have the ridM to do so at 
48 their sole cost, risk, and expense. ProtnpOy Allowing the conoluaion of inch operation, each of thc« parti/a not o a r t W p ^ K ^ « 

50 

B. Not jnchiBed. 

C Not included. 

49 ^ m aPPWPrff" M«i8«neiit to the total interest of bach aon-psnidpaong party in and to file lease, leases, or 
5 0 rights wUehjrouMhave tanrfnated or wbioh otherwise may have heea preserved by vita* of audi operation, sad in and to fee lease. 
51 lasses or rights wttao the balance of die drilling unit upon which die well wis drilled, excepting, however, wells thmwfbr* 
Ji eoaspWad and capable of producing m paying quantities. Sue), wsigaatart shall be delivered to the participitiiig parries ta the 
» " * ™ P ^ ^ ^ h m ™ ^ * ^ ^ < » t e ^ F o r * . p u r p W o l S i ^ T e ^ i r e d 
63 ope^uade r titis p r o v i s i o n ^ operation will be < W d required if propped within six (6) m o n g e r to thTd^^ehrieto 

56 . ^ ^ ^ ^ J ^ ^ f l o f l o r ?*• b ° * o m * " i e u c """S 4- « '»nds pooled therewith, to any parry*, suhtidisries. 
57 f S S S ° C J ^ m ' P ^ ' « consent All production sold from the lease ! a X ™ o £ 

58 aeDjng to ftaaadvM, its sub^ea^ f f f f i a t e j , or assoojatei, the outer parties to Aw agreenWt will have the options also sdlto 

6 0 .., flierenisirriagpairiej wfU have the optica to also sell at the Same or Mghor raice. ^ pun ie r , 
6 i r " 
62.2 
63.i 
64 ' 
66 . • 
66 ' 
67 
68 

^ " '. , u«.1 nUlteuVa,.«»IMii«n\ 
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* G. In addition te the Hens and security interest as provided herein, each No«-Operator to this Agreement, to secure payment of 
* Its share of expenses incurred under this Operating Aereement, grants Operator a lied on all of Its right, title and interest now 
E owned or hereafter acquired in the contract area Including, but not limited to, the oil and gas leases, mineral estates and other 
* mineral interests subject to this Operating Agreement and any properties now or hereafter pooled or unitized with any of the 
t> properties affected by such mineral interests; and all nnsevered and unextractcd oil, gas and other hydrocarbons that may be 
ff produced, obtained or secured from the lands covered and affected by such mineral interests. Operator, may, at Its election, at 
7| any time from Ume to time, reduce (or eliminate, as the case may be) any debt owing to It by any defaulting party by applying 
t such defaulting party's money, proceeds or property in the custody or control of Operator to the balance owed on such debt and 
* giving such defaulting party appropriate credit therefore, Any such amount so applied shall first be applied to any past due 

10| interest, if any, then to any costs, Including atterney's fees, incurred by Operator in the collection of the proceeds or property, and 
11 then to the underlying debt. It is agreed and understood that Operator's contractual right of offset shall extend to and include all 
U proceeds of production attributable to the defaulting party from any wells In which the defaulting party owns an interest In 

addition to ail rights and remedies afforded Operator under this agreement. In the event any debt owing by the defaulting parry to 
£* Operator shall exceed any money, proceeds of sale of production, or property of such defaulting party as provided In the 
j j contractual right of offset as provided above, the Operator may elect to proceed and foreclose the lien of Operator against the 

Interest of any defaulting party in the contract area. 

17 
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1 
2 
3 
4 
5 ; 
g This agreement shall be binding upon, and shall inure to benefit of the parties hereto and to their 

respective heirs, devisees, legal representatives, successors and assigns. 7 

ARTICLE XVI. 
MISCELLANEOUS 

g This mstrurtient may be executed j& any number of counterparts, each of which shall be considered 
^ Q an original for all purposes. 

IN WITNESS WHEREOF, this agreement shall be effective, as of ?- I - OS 

OPERATOR. 
YATES PETROLEUM CORPORATION 

Bv: / ^ / l ^ ^ g t f M H ^ T -

11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

2 7 The foregoing instrument was acknowledged before me, this t Z day of ^ u i u s ? . 2005, by 

2 8 by/Taw^ (S.ftflmm.as ^ fhur A ^ - ^ - / W , for YATES PETROLEUM CORPORATION, a New 
2 g Mexico corporation, on behalf of said corporation. 

30 

3̂  Witness my hand and official seal. 

32 
3 3 My commission expires: Notary Public 
34 _ W B _ OFFICIAL SEAL 
•,r I - fl-o R _a_?__.r_raNeltow 
35 B ^ C o T A l t V Pty BLIC-STATE OF NEW MEXICO 

STATE OF N6™ Mexico ) 
:ss 

COUNTY OF Eddy _) 

NON-OPERATOR 
YATES DRILLING COMPANY 

3 6 W , „ _ _ / - _ - n g 
37 My commission eipires: « — * -
38 
39 
40 
41 
42 
43 
44 B? 
45 
46 
47 
48 
49 

Title:_ 

STATE OF, 1 
:ss 

5 0 COUNTY OF 1 
51 
52 
53 The foregoing instrument was acknowledged before me, this day of __, 2005, by 

. 54 ___ as for YATES DRILLING 
55 COMPANY, a company, on behalf of said company. 
56 '• 
57 Witness my hand and official seal. _ 
58 
59 

00 My commission expires: 

51 
62 
63 
64 
65 
66 
67 
68 
69 
70 

Hedgerow "BFH" St Com #1 
Operating Agreement 
Revised 6-24-05 

Notary Public 
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ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED July 1,2005. 

EXHIBIT "A" 

I. 

IH. 

Lands Subject to Agreement: 

Township 20 South. Range 28 East. NMPM 
Section 28: 31/2 
Eddy County. New Mexico 

Depth Restrictions Sublet to this Agreement: 

ThU agreement coven all depths from the base of the Delaware formation to 100' below the total depth 
drilled m the _ _ _ Well defined in Article VIA. herein, lew end except the Strawn interval defined as 

• the stratigrarpbic equivalent of depths ftom 10,205' to 10,662' as found on the electric log dated 
December 27, 1974 in the Burton Flat Deep Unit #13 well located in the SW4SE4 of Section 28, 
Tnwtwftip ?n South. Range 28 East. Eddy Counry, New Mexico, 

PERCENTAGE INTEREST OF THE PARTIES SUBJECT TO THIS AGREEMENT 

Devon Louisiana Corporation 
Enargen Resources Corporation 
Richmond Resources, Inc. — 
Redfem Enterprises, Inc. -
daromont Corpo ration -
Edward R. Hudson. Jr. -
William A. Hudson, 11 -
Mary Hudson Ard 
Groat Western Drilling Ltd. 
Davoil, Inc. 
Yalta Petroleum Corporation 
Yates Drilling Company 
ABO Petroleum Corporation 
Myco Industries, Inc. 

45.024496 
2.724610 
.180830 
.175561 
.018758 
.500198 
.500199 
.500189 
.241831 
.133268 

35.000000 
5.000000 
6.000000 
5.000000 

TOTAL 100.00 

IV. OU and Gas Lease* Subject To This Agreement: 

Lease: 
Lessor. 

2-) 

Data: 
Description: 

Lease: 
Lessor. 
Lessee: 
Date: 
Description: 

VB-0539 
State of New Mexico 
Yates Petroleum Corporation 
4-1-00 
Township 20 South- fa"06 2 8 E a 8 t 

Section 28: SW4 
Eddy County, NM 

L-5128 
State of New Mexico 
Cities Service 
HBP 
Township 20 South. Range 26 Easl 
Section 28: SE1/4 
Eddy County, NM 

Addresses of Parties Subject to this Agreement 

Yates Petroleum Corporation 
Ysdas Driving Company 
ABO Petroleum Corporation 
Myco Industries, Inc. 
105 South Fourth Street 
Artesia. NM 88210 
50ii.748-1471 

Devon Louisiana Corporation 
20 North Broadway 
Oklahoma Ctry, OK 73102-8260 
Attn: Mr. Ken Gray 

Davoll, Inc. 
P. 0. Box 122269 
Fort Worth, TX 76121-2269 
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Great Western Drilling, LTD, 
P. 0. Box 1659 
Midland, TX 79701 

William A. Hudson, II 
616 Texas Street 
Fort Worth, TX 76102-4612 

Mary HuSson Art 
222 West Fourth Street, #4-5 
Fort Worth, TX 76102 

Edward R. Hudson, Jr. 
616 Texas Street 
Fort Worth. TX 78102-4612 

Claremont Corporation 
P.O. Box 549 
Claremore, OK 74017 

Redfem Enterprises, Inc. 
P. O. Box 2127 
Midland, TX 79702 

Richmond Resources, Inc. 
P.O. BOX 1107 
Richmond, TX 77406 

Energen Resources Corporation 
805 21" Street North 
Birmingham, AL 35203-2707 
Attn: Barbara Roberts 
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EXHIBIT "C 
Attached to and made a part of _ m M m L 

ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

14 1. DennltioM . 

IS 
16 "Jam PropwTy shall mean the real and person.! property lubjact to the agreement w which this Aecoutrtins Procedure 

17 k attached. 

\% "Jolts Operation*" shall mean BII operation* necessary cr proper for the development, operation, protection and 

19 rrutnreriiirjce Of the Joint Property, 

20 "Joint Account" shall mean the account ihowing the charges pai d and orcdiu received in the conduct of the Joint 

21 Operation* »nd wotth art to bt shared by the Parties. 

21 "Operator" ihflll main (he party doilaridtcd to conduct the Joint Operations, 

23 "NotvOpBratort'* shell mean tho Parties to this efireemcnt ether than the Operator. 

21 "Partiea* shall mean Operator wid Non-Qpcrators. 

J5 T i m Level Supervisors" shall mean those employee whose • primary (unction in Joint Operao/mi i« the direct 

26 miperviiion of other, employe" and/or contract labor directly employed on the John* Property • In a field operating 

27 capacity. 

28 - Technical ' Employee!" shall mean those ernployroa having special and apecJfic engineering, geological w other 

29 profeKfanal skills, arid whose primary function In Joint Opet&tioM is tho handling of. specific qpcrating conditions and 

30 problems for the benefit crthe Joint Property. t 

3 ] "Personal Expenses'" shall mean emval #ud other reasonable reimbursable expenses of Operatort employees. • 

32 "Materiar shall mean personal property, equipment or supplies acquired or held for u » en the Joint Property. 

33 "Controllable Material" shall mean Material which « th« time is so ctusiSod in the Material Classification. Manual at 

34 most rocentty rcDommendetf by the Counoil or Petroleum Accountants Societies. 

35 
36 Z. Statement and Billing* 

37 

JJ Operator shall' bin Non-Operators on or before the last day or each month • for tbwr proportionate share of tho Jofnt 

3$ Account for th» preceding month. Such billj will b? accompanied by statements which identify the authority for 

4fj expenditure, lease .or facility, and all charge* arid credit* summarised by appropriate elMsifieationi of investment and 

41 expense except that .Items of Controllable Material and unusual charges and credits shall be separately identified and 

42 ftilly described in detail 
43 ' ' 
44 J. AdvuncM and Payment* by Non-Opfttators 

45 
46 A, Unlesa otherwise provided for in the agreement, the Operator may re^uir*(hj

tho«^>n]^5C™ton *° ^ ^ e e their 
47 share of estimated cash outlay for the succeeding month's operation within f i i t ^ - ( i 5 ) / days after receipt of the 

4B WUmy or by the first day af th* ftwftth Cor which the advance U rrqutred. whichever b later. Operator shall adjust 

49 each monthly hill ing to refiact advances reearved from the Nim-Operatort. 

5 0 thirty (io) days 
i t Each Non-Operator shall pay its proportion of all hilts within fiftaan (IS) / dayi after receipt If payment is not made 

32 within auch time, the unpaid balance sh»« fe«w interest monthly at the prime rata 1ft effect at, Citt Bank. New, York New York 

53 ort the flrat day of • the month in which delinquency • occurs plus \% or the. 

54 maximum contract rate permitted by the applicable uiury lawi in the state in which the Joint Property a located, 

55 whichever l« the Jwiet, plus attorney's feci, court costs, and other coeta in connection with the caUectjoij >_of .unpaid 

56 amounu. ' „ u; '. . 

57 
8̂ 4. Adjnstinentt . 

59 

60 Payment of any auch billa shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 

$\ provided, however, all bill* and #tftt*menU rendered to Non-Operalori by OperatOf during any calendar- -year shall 

61 ecWoliaivttty be preiumta to be true and correct after twenty-four (24) months follDwinj. the aid of any v»rf<*r' taltrtuW 

63 year, unlets withle ths aaid twenty-four (24) monih period a NOrt'Operator ts);©! written exception thereto "and" makes 

64 elaim on Operator for idJuitmcTit. No adjustment favorable to Operator shall be made unlaw ft is made within the game 

15 prescribed period, tne pTOvisiona of this paragraph ahall r»»1 prevont adjustments resulting from a physical inventory of 

44 Controllable Material as provided far in Section V, 

6 8 : COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies. 
70 ; • 
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I 5. Audlu 
1 

3 A. A Non-Operator, upon notice in writing to Operator and al! other Non-Operaters, shall have the right to audit 

4 Operator's accounts and recordi relating to- the Joint Account for any calendar year within the twenty-four 

5 ' (24) month period following the end of auch calendar year; provjdadi however, the making of an audit shall not 

.fi ' extend the time for the taking of written exception to and tha adjustments of account* aa providfld ?ft>r In 

7 • " Paragraph 4 of this Section I . V/hera there are two DT more Non-Operators, the Non-Operatora shall make 

g I K every reasonable effort to conduct a joint audit in a manner which will result in a minimum of. inconvenience 

5 to the operator. Operator shall bear no pprtion of the Non-Operators' audit cost incurred under this 

13 paragraph unloas agreed to by the Operator. The audits shall not bo conducted more than one© each year 

\\ • without prior approval of Operator, except upon the resignation Ot removal of the Operator, and shall be roada 

[2, at the expense of thoie Non-Oparators approving such audit. 
13 

14 B. the Operator shall reply in writing to an audit report within ISO days after receipt of auch report 

15 
16 6. Approval By Non-Operators 
17 

Ig Where an approval or other agreement of the Parties or Non-Operatora i i expressly required under other sections of this-

jo Accounting Procedure and i f the agreement tO which this Accounting Procadura in attached • contain* no 

20 contrary provision* in regard thereto, Operator ahall notify all Non-Opcratora • of tho Operator̂  proposal; and the 

21 • agreement or approval of & majority in Interest of the Non-Operators shall be controlling en all Non-OperatOTS. 

22 
23 
24 n, DIRECT CHARGES 

25 

26 Operator shall charge the Joint Account with the following items: 

27 
2i I . Ecological and Environmental 

29 

3D Costs incurred for th« benefit of the Joint Property as a .result of governmental or regulatory recruirementfl to satisfy 

21 environmental considerations applicable to the Joint Operations. Such costs may include surveys . of an ..ecological or 

32 archaeological nature and pollution control proetthlrcS as required by applicable laws and regulation*. 

33 
34 2. Rentals and Royalties 
'35 
3$ Lease rental* and myaWaa paid by Operator for the Joint Operations. 

• 38 3. tabor 

39 , 

40 A. (1) Salaries and wages of Opera tort Raid employee* directly employed On the Joint Property In the conduct of 

4) Joint Operations. 

42 

43 (. (2) Salaries of Pint level SupBrvisors In the field. 

44 

45' i (3) Salaries and wages of .Technical Employees directly employed on the Joint Pro petty i f such charges are 

4$ excluded from the overhead rates. 

47 
48 (4) Salaries and wages of Technical Employees either temporarily pr permanently assigned • to and directly 

49 employed In the operation t>r the Joint Property if auch charges are excluded from tha over head rates. 

50 
5) B- Operator's CD« of holiday, vacatlen, aicknoi* am] disability benefits and other customary allowances paid to 
52 employees whose laJories and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. 
53 Such com under This Paragraph 3B may be charged on a "when and as paid basis" « by Kpercfjr»**ge afi«eia merit" 

54 on the amount of ealariea .and wager chargeable to tha Joint Account under Paragraph 3A. of this Section B- I f 

55 percentage assessment is used, the rate shall be based on the OponrtoVs cost experience. \ ' 

56 

57 C. £*pendfumsi or pomribuHons made pursuant to ' aueJtmcntH imposod by. governmental authority which are 

58 applicable to Operator*! com chargeable to the Joint Account under Paragraphs 3A and 3D of this Section IT. 

59 

60 P. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under , 
SI Paragraphs M and 3D of tbla Section II. 
62 

63 4. Employee Benefits 

64 

65 Operator*! current costs or established plans for. employees'- group life insurance, ' hospitalization, pension, ".retirement.. 

66 stock purchase, thrift, bonus, and other benefit plans of a like nature; applicable to Operator*! labor cost chargeable to the 

67 J**n* Account under Paragraphs 3A and 3B or this Seeti&n n ahall be Operator's aetual cost net to mcetf .the percent 

68 most recently recommended by the Council of Petroleum Accountants Societies. 

69 ; 

70 ' 
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) 3. Mat«rl»l 
2 * 
3 Material purchased cr furnished by Operator for ua-a on the Joint Property ae provided under Section IV. Only auch 

4 Mawrfxi shall he purchased for or transferred to the Joint Property as. may ba required for Immediate use and is 

5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplua stocks shall fat 

6 •/: avoided. 

I iC: 

8 «. • \ 7.-. Transportation 

9 

10 Transportation ofomple^tw and Mate^ . . 

11 • 

12 A. If Materia! is moved to the Joint Property from the Operator* warehouse or other properties, no charge shall be 

13 made to tho Joint Account for a distance greater than the distance from tha nearest reliable supply store • wh«« IBce 

14 material a normally available or railway receiving point nearest the Joint Property unleas agreed t« by the Parties. 

15 

16 B. If Surplus Material is moved to Operator's warehouse or other rtorag* point, no charge shall be made ;to the Joint 

17 Account for a distance greater than the distance to the nearest reliable supply store where tike material ia normally 

19 available, or railway receiving point nearest tho Joint Property unless agreed to - by the Parties, No charge Shall be 

19 made to the Joint Account for moving Metcrial to other properties belonging to Operator, unless agreed to by the 

20 Parties. 

21 

22 C. m the application of aybparagraphi A and. B above, tht option to equalize M charge actual trucking cost v> 

23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the 

24 amount most recently recommended by the Council of Petroleum Accountants Societies. 

25 

26 7. Services 
2? , ' 
2? The coat of contract services, equipment and utilities provided by outside sources, except Bcrricts oxeludcd by Paragraph 

2$ 10 of Section' II and Paragraph j , ii, and iii, cf Section III. The cost of professional consultant services and contract 

30 service* of technical personnel directly engaged on the Joint Property i f such charge* ara, excluded from the overhead 

51 fatta. The coat of professional consultant ttrviets or contract services of technical personnel not directly engaged o« the 

32 Joint Property shall net be chatged to the Joint Account unless previously agreed to by the Parties. 

33 

34 8, Equipment and Facilities Furnished By Operator 

• 35 • , 

36 A. Operator shall charge the Joint Account for tise of Operator owned equipment and facilities at rates commensurate 

37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 

38 expense, insurance, taxes, depreciation, and Interest on grots investment leas accumulated depreciation not to 

39 exceed ..Twelve,, , percent (. I j V,) per annum. Such rates shall hot exceed average commercial 

40 ' rate* currently prevailing in the immediate area of the Joint Property. 

41 . 

42 B. In HcU of Charges in Paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 

43 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect TO use rates 

44 published by the Petroleum Motor Transport Association. 

45 

46 9. Damages and Losses to Joint Property 

47 

48 All coses or expeniei necessary for the repair or replacernen! of Joint Property made necessary because of damages or 

49 losses ineurred by • tiro, flood, storm, theft, accident, or other cause, except lho« resulting from Operator's gross 

50 negligence or Will&il misconduct. Operator shall ftjrnish Non-Operator written nollca of damages or IOMM incurred as 

J t soon as practicable after a report thereof has been received by Operator. 

K , 

53 10. Legal Erpanic 

* • • 
55 Expense of handling, iovestiEetmg and settling litigation or claims, discharging of lions, payment of judgment* and 

56 amounts paid for settlement of claims incurred In or resulting from trpcratiopt under the agreement or necessary to 

57 protect or recover the Joint property, except that no charge for services of Operator's legal staff or fees or expense of 

58 outside attorneys Shall be made unlni previously agreed to by the Parries. All other legal expense is considered to be 

59 covered by the overhead provisions of Section IH unless otherwise agreed to by the Parties, except as provided In Section 

60 L Paragraph). 

61 

62 I I . T « « , t 

63 - • ' 
64 AH taxes of every kind and natutt assessed or levied Upon or in oormettion with the Joint Property, thB operation thereof, 

65 or the production therefrom, end which taxes have been paid by the Operator for the benefit of the Pwtiw. If tha »d 

66 valor*m tax** are based in whoU Or in part upon separate valuations Df each party's working interest, then 

67 notwithstanding anything to th* contrary herein, chargei to the Joint Account shall be made and paid by the Partial 

68 hereto In accordance with the tax value generated by each pirr/r working interest 



0G/BB/20B7 15:39 7135279455 RONALD E GRAPPE PAGE 25 

COPAS 1W4 ONSHORE 
Rftcommeftdfed by tha Council 
of Petroleum AecAunbirri* 

i t : 

1 11. Insurance • 

2 

3 Net premiums paid for insurance required lo be carried for the Joint Operations for the protection of the Parties. In the 

4 event Joint Operations are conducted In a state In which Operator may act aa self-insurer, for Workert Compensation 

5 and/or Employed Liability under the respective state's law*, Operator may, at iti election, include the rial: under its self. 

6 " insurance program and in that event, Operator shall include a charge »t OparatcVs oapr not to axcead manual mtoi, 

7 

8 U . Abandonment and Reclamation 

9 

10 Costs incurred for abandonment of the Joint Property, Including costs required by governmental OT other regulatory 

11 authority. 

12 ' 
13 )4. Communication* 

14 

15 Coat of acquiring, leasing. Installing, operating, repairing and maintaining communication systems, including radio and 

16 microwave facilities directly aerving the Joint Property. in the event cornmunication fhoMhies/systems serving the Joint 

17 Property are Operator ewneii, charges to the Joint Account ahall be made aa provided in Paragraph 8 of this Section n. 

18 

19 15, Other Bxpandltarei 

20 

21 Any other expenditure not covered or dealt with in the foraging praviiions of this Section I I , or in Section HI and which 

22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 

23 Operations. 

24 

25 

26 • I I I . OVERHEAD 

27 

28 1. Overhead- Drilling and Producing; Operations 

29 

30 i . As compensation for administrative, supervision, office aarvices and warehousing coats, Operator shall charge 

3 J drilling and producing operations on either: 

32 

33 (X ) Fixed Rate Basis, Paragraph IA, or 

34 ( • ) Percentage Basis, Paragraph IB 

35 

36 Unless otherwise 6£rced to by the Parties, stich charge shall be in lieu of coats arid expenses Of all offices and 

37 salariea or wages plus applicable burdens and expenses of all personnel except those directly chargeable under 

38 Paragraph 3A, Section II. The coat and expense of services from outside sources In connection with matters of 

39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 

40 the overhead rates provided for In the above selected Paragraph of this Section 10 unless such TOSt end expense afft 

41 agreed to by the Parries as a direct charge to the Joint Account 

42 

43 i i- The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 

44 iBTvioaa and contract services of technical c-wrrormel directly employed on the Joint Property: 

45 

46 ( ) shall be covered by (he overhead rates, or 

4?" ( X )ihallnot be covered by the overhead ratus. 
4 8 

49 Hi. The salaries, wages and Personal Expenses of Technical Employees and/or Costs of professional Conaultant services 

50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 

Jl ' the operation ofthe Joint Property; 

51 

53 ( X ) shall be severed by the overhead rates, or 

54 ( ).ihaTlnc^becDveTodbytheoverhcadratej, _ ^ 

56 . A * Overhead * Fixed Rate Baais 

57 

58 (!) Oporator ihill chargB tha Joint Account fltrtie following ffiti) per well per month: 

5? 

60 Drilling Well RjteS 6.000.O0 

61 (Prorated for leal than * M l month) 

62 i 

« Producing Welt Rata S nWI.OO . \ 

64 

65 (2) Application of Overhead - Fixed RateBisi) jhatl bp as follows: 

66 

67 (a) Drilling Well Rite 

68 
6 5 (0 Charjii fbr drilling wclll shall besin on the date the well ia spudded and terminate on the date 

, the drilling rif, corirplttion rig, or other units used in completion of the well is released, whichever 
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1 
2 
3 

' 4 

! 
6 

7 

8 

9 

10 

I I 

12 

13 

14 

15 

16 

17 

IE 

IS 

20 

21 

22 

23 

24 

25 

26 

27 

28 

2? 

30 

31 

32 

33 

34 

3J 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

J7 

48 

•49 

50 

51 

52 

53 

54 

SS 

56 

57 

St 

59 

60 

61 

61 

63 

64 

65 

66 

67 

68 

69 

70 

i i later, except that no charge shall be made during suspension of drilling or completion operations 

for fifteen (15) ct more consecutive calendar days, 

(2) Chatgcs for wells undergoing any type of worVover or rBcomplerjon 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 tho period from data workover operations, with rig or other unite used , in worfcover, 

Commence through date of rig Or other unit release, except that no chargt shall be made during 

suspension of operations for fifteen (15) ormoro consecutive calendar days. 

(b) Producing Well lutes 

(1) / An active well either produced or injected into for arty portion of the month shall .he considered as 

a ono'wel! charge tor the entire month. 

(2) Each active completion in a multi-completed well in whiori production is not commingled down 

hole shall be considered as s one-well charge providing eoch completion is considered s separate 

well by the governing regulatory authority. 

(3) An inactive gaa well shut in beeausc of overproduction or failure of purchaser to rake the 

production shall be considered as a one-wall charge providing the gas well Is directly connected to 

a permanent sales outlet. 

(4) A one-well charge shaft1,.be made for the month in which plugging and abandonment operatic-ha 

are completed on any well. This one-well charge shall bo made, whether or not the well has 

. produced except when drilling well rate applies. :! ' 

(5) All other inactive wells (Including but not limited to inactive wells covered by unit allowable., lease 

allowable, transferred allowable, etc.) shall not qualify tor an overhead charge. ' 

O) The well rates shall be adjusted as of the first day of April each year following the effective dale of the 
r^ther^rcentincre«4ordee*t«epublishedbyCOi*AS. . . . 

agreement to which this Accounting Procedure is attached /, . • The ^jfjuatmonj^ jne^ -^^^^W^V^I ' ju^ ' Jg . ' y ' ^ 

Petroleum "and1 Gag Production Worltfrre for lbs last aftlendar year eernpprod to tho oalendar yaar peeeediftg—aa 

shown by the indea-of avsrage weekly cantingo of Crude Pso-nlaum and Ga*' • Production Worlrcra u published 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at (he following rates: 

(a) Development 

P̂ercent L _ of the cost of development of the Joint Property exclusive of costs 

provided under Paragraph 10 of Section fl and all salvage credits. 

(b) Operating 

„ Percent (_ _%) of the cost of operating the Joint Property exclusive of oasts provided 

under Paragraphs 2 and 10 of Section 11, all salvage credits,- the value' of injected substances purchased 

for secondary recovery and ell taxes and assessments which are levied, assessed and paid upon the 

mineral biterest hi and to the Joint Property. ' 

(2) Application ofOverhead-Percentage Basis ahall be as follows: 

Pot the purpose of determining charges on a percentage basii under Paragraph IB of this Section III, 

development shall Include ail costs in connection with drilling, redlining, deepening, or 'any remedial 

Operations on any or all wells involving the use of drilling rig and crew capable of drilling to the produoiog 

interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 

expenditures incurred In abandoning when the well is not completed as a producer, and original cost of 

construction or installation of fixed assets, the expansion of fixed eesets and any Dther project clearly 

discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section IU Alt other 
costs shall be considered as operating. 1 

Overhead - Major Construction 

To compensate Operator for overhead coats incurred in (he conitructioti and installation of fixed ajjetj, tho expansion of 

fixed assets, and any other project clearly discernible as a fixed asset requited far tho development and operation of the 

John Property, Operator ihall either ntgot'att a rate prior to the beftoiog of construction, or ahall charge At Joint 

-5-
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I Account for overhand based on (ho following rates for any Major Cortttructtoti project in excest ofS , i ' • • : 

2 

3 A. 5 % of first $100,000 or total cost ifleas, phis 

4 

S B. 3 'A of cojrj tn excess of $100,000 but leu than S 1.000,000, plus 

e >: ; 

7 C. - 2 . •K.ofcpmtoefrctBB o f t . .000.000, i . 
? 

9 Total cost shall mean the grots coat of iny one project. For the purpoie of this paragraph, the component parti of a single 

tO project ahall not he treated aipsratetv and the cost • of drilling find woflcover wells and Artificial lift equipment shall be 

11 excluded. 

12 

13 3. Catastrophe Overhead 

14 

15 To compweito Operator for overhead costs incurred in the event of expenditure* resulting from a tingle occurrence dye 

16 to oil spill, blowout,, expiation, lire, storm, hurricane, Or other eatastropheii M agreed to by the Parties, ' which are 

17 necessary to restore tha Joint Pmpwty to the equivalent condition that existed prior to the event * cawing the 

18 expenditure!, Operator shall cither negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 

19 for Overhead baaed on the following rate*: 

2D 

21 A. 5 % of total coats throufth S lOCOOu: nhia 

22 

23 B. 3 % of total costs in excess of$100,000 but lot fhdh $1,000,000; pju> 

24 

25 C. , , Koftotel coats in excess ofS 1.000,000. 

26 . 

27 Expenditures jubjtict to the overheads above will not -be reduced by Insurance recoveries, and no other overhead 

28 provisions of this Section III shall apply. ' -
29 ' • 
30 4. Amendment of Rates 

31 

32 ' Tho overhead rtvtca provided for \n thja Section JU may be amended from time to time only by mutual" agreement 

bisrween tho Panlee hereto ff, in r^ctlce^ 

34 

35 

36 TV. PRICING OF JOIIYT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

37 

38 Operator 15 responsible for Mint Account Material and ahall make proper and timely charges and credits for all Material 

59 , movements atftctmR the Joint Property. Operator (hall provide all . Material for use 0* the Joint Property, however. « 

40 Operator̂  option, itith Material may be Supplied by the Non-Operator. Operator ahall make timely deposition of idle and/or 

41 surplus Material »uch disposal being made either through sale to Opsrator or Non-Operator, division in kind, or sale to 

42 outptdtr*. Operator may purchase, but shall be under no obligation to purchase, intercut of Non-Operators in fiwplua condition 

43 A or B Malarial. The ditposal of surplus Controllable Msterial not purchased by the Operator shall be agreed to by the Patties. 
M 

45 i , PUKhttu 

46 

**7 Material purchMed shall be charged at the price paid by Operator after deduction of alt discounts received In ease of 

45 Material found to be defective or returned to vendor for any other miens, credit shall be passed to the Joint Account 
49 when adjustment hfts boon receivad by (he Operator. 
50 

S1 2. TrAiufefi and Dispositions 
52 

55 Material furai&hed to the Joint Property and Material transftTred from the Joint Property or disposed of by Hit Operator, 

5* unless otherwise agreed to by the Parties, shall be priced on tho followoxg basis exclusive of cub discounts-
55 ;V 
56 A. New Material (Condition A) 

57 

58 (J) TubislarOoeds Other than Line Pipe 

i? 

60 (a) Tubular goods, riwi I 3/8 inches OO and lerter, except line pipe, ahall be priced •< Eastern mill 

61 published carload base prices effective aa of dau of movtment plus transportation cost usini ~tiie' 80,000 

62 pound earload weight bwii to the railway receiving point nearest the Inlet Property for whicil 
e i published r»fl rates for tubular soods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound 
6 4 o r W > 0 P0"nd rail rate may b» used, Freight etisrjes for tubing will be calculated b n Lorain, Ohio 
65 and casing from Youngstown, Ohio. 
66 • 
C 1 W t m *™d« which ere special » '«»t mill only, p i « , ,hall be computed « rh» mill base of that will plus 
5 ! transportation cost ftotn that mill to the railway receiving point oearsst Iho Joint Property a; provided 

, ! , l > v e i n P O T »"pn J-A-(l)(a). Far transportation con Stmt points other than Eastern mills, tho J0.000 
70 ' 
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COPAS 1964 ONSHORE 
Reeornrnunded by lha Council 
of Petroleum Accountants 
Societies ,,. 

t pound Oil Fietd Haulers Association interstate track rate shatl be used, 

2 . 
3 (c) Special end finish tubular goods shall be priced at the lowest published out-ofr«tock price, f.o.b, Houston, 

4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound h-ocV rate, 

5 wtherallwayrecetvinBr^intncsn^theJohitProperty. 

6 

7 (d) Macaroni tubing (Size less that! 2 3/8 inch OD) shall be priced at the lowest published ouw>f-«toclc prices 

8 f.o.o. the supplier plus transportation costs, using the Oil field Haulers Association Interstate truck rate 

* por weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 

11 (2) Line Pipe 

li ~ 
13 (ft) Line pipe movements (except size 24 Inch OD and larger with walls V* inch and over) 30,000 pound? or 

14 more shall be priced under provisions of tubular goods pricing In Paragraph A-(l)(a) as provided above. 

15 Freight charges shall be calculated from Lorain, Ohio. 

16 
17 (b) Line Pipe movements (except size 24 Inch OD) and larger with walls Vi inch and over) less than 30,000 

phut the percent tnort recently recommended bv COPAS 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment,/ 

19 plus i .30 peroom, plus transportation costs based on freight rotes ss set forth under provisions of tubular 

20 goods pricing in Paragraph A,((}(a} aa provided above. Freight charges shell bs calculated" thorn Lorain, 

21 Ohio. 

22 

23 (e) Line pipe 24 Inch OD and over and % inch wall and larger shall bo priced f.o,b. the point of 

24 manufacture at current new publiihed price* plus transportation cost to the railway receiving point 

25 nearest the Joint Property. 

27 (d) Line pipe, including, fabricated line pipe, drive pipe and conduit not listed on published price lists ahall 

25 be priced at quoted prices plus freight to the railway receiving point - nearest tha Joint Property /or at 

29 prices agreed to by the Parries. 

30 : ' 

31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 

32 supply store nearest the Joint Property, or point of manufacture, plus transportation coats, if applicable, to the 

33 railway receiving point nearest the Joint Property. 
,34 

35 (4) Unused new Material, except tubular • goods, .moved from the Joint Property ahall be priced at the current 

36 t\*w price, in effect on date of ntoveinent, as listed by a reliable supply store nearest the Joint Property, or 

37 point of manufacture, plus rrwutportau'on costs, if applicable, to the railway receiving point nearest the Joint 

38 Property, Utilised now tubulera will be priced as provided above tfl Paragraph 2,A.(0 and (2), 

3? 

40 B. Good Used Material (CcmdtttonB) 

41 

42 Materia) in sound and Serviceable condition and suitable for reuse without reconditioning: 

4J 

44 (I) Material moved to the Joint Property 

45 

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

47 

*> (2) IvUtcriatus^onwdmevtritmmthelolntrVipertv 
49 

50 (a) At seventy-five percent (71%) of torrent new price, as determined by Paragraph A, if Material was 

51 originally charged to the Joint Aecountas new Material or 
52 

53 (b) At alxty-five percent (6i%) or current new price, as determined by Paragraph A. If Material was 
54 originally charged to the Joint Account as used Material 
55 • ,';'[ 

56 (3) Material not used on and moved from the Joint Property 
57 

58 At seventy-five percent (75%) Of current new price as determined by Paragraph A. 
59 

60 The cost of rocoodiriontng, if any, ahall be absorbed by the transferring property. 
61 

62 C. Other Used Material 

61 1 ; 

64 (1) Condition C 
65 
6 4 Material which is not in sound snd serviceable condition and not suitable for Its original, nrnetion until 
6 7 l f t c r reconditioning shall be prieed at fifty, percent (50%) of current new price ss determined by 
4 8 , Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
4 5 ! CvaIueplttseoetofrecondllioningdoeinot«eeedCoiiditionBvalue. 
70 

1 

- 7 i 
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COPAS 1984 ONSHORE 
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Societies 

1 f2) Condition D 

2 ' , 
j : , : Materia... sKcludir.g jtir.t, no longer suitable for its grisinol purpose, but,usable for soma other pmposfc 

4 shall be priced on a basis commensurate with its una. Operator may dispose of Condition I> Material 

5 under procedures normally u*ed by Operator without prior approval of N<Mi-Operator*. 

* f 

7 '•< (a) Casing, tubing, Of drill pjpe wed as'line pipe shall be priced M Grade A »nd B seamless line pipe 
$ of comparable size and weight. Usod casing, tubing or drill pipe utilized aa line pipe shall be 
p priced at uacd line pipe prices, . , 

10 •<* 
11 (b) Cssing, tubing or drill pipe used as higher pruscure service lines than standard line pipe, e.g. 

12 power oil linos, shall he priced under normal pricing procedure* for cuing, tubing, or drill pipe, 

13 Upset tubular goods shall bo priced on a non upset basis, 

I 4 

I i f - (3) Condition E 
U 
17 Junk ahall bo pritftd at prevail*!,*; prices. Operator may dispose of Condition E Material under 

,8 - procedural normally utilised by Operator without prior approval ofNon-Operatora. 

19 

20 D. Obsolete Material 

1*1 . 

22 Material which l l serviceable and usable for its original function but condition and/or value of ..such Material 

23 Is Pot aqulvelant to thai which would jujtify a price as provided above m?y be specially priced AS agreed to by 

24 the Parties. Such price should result In tha Joint Account being charged with the vaJuo of the service 

25 rendered by auch Material. 

ti ' ' 
11 E* Pricing Conditions 

23 ' , 

29 (1) Loading or unloading costs may be charged to the Joint Account at the rata of twenty-five eents (23*9 

30 per hundred weight On all tubular goods. movements, in lieu of actual loading or unloading costs 

31 austaified at the stocking point. The above rate fihall be adjusted u of thê  first day of April «ch year 

32 following January 1, 1985 by the same percentage increase or decrease u»d to adjust overhead rates in 

33 Section I I I Paragraph J.A.{3). Each year, the rate calculoied ahall be rounded to tho nearest cent and 

34 ahall he tha rate in e fleet until the firs! day of April nart year. Such rate shali be published each year 

35 by thcCouncil oFPetroleum Accountant* Societies, 

• is 
3? (2f) Material involving erection costs iball bt chmrged at spplicable percentage of tht current fcnockaaWown 

38 price of new Material. 

39 

•40 3. Pramlum Prices 

41 . 

42 , ^̂ Vhenever Material not readily obtainable at published or listed prices becnuso of national tm«nicncics, strikes or other 

43 unusual caujes over which tho Operator has nq control, the Operator may charge the Joint Account for the required 

+4 Material at the operator*! actual cost incurred in providing such Material, in making it suitable for use, and in moving it 

45 to the Joint P«?perty; provided notice in writing is furnished to Non-Operaton; of the proposed charge prior to billing 

45 Non-Operator? for such Material, Each Non-Operator shall have the rifht. by so electing and notifying Operator within 

47 ten days after receiving nctice from Operator, to furnish in kind all or part of his share of such Material auftable for us« 

48 and acceptable to Operator. 

49 

50 4, Warranty ofMiier l i l Furnished By Operator 
" 51 

52 Operator does not warrant the Mattffial furnished In case of defective Material, credit shall not be pwsed to the Joint 

53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 

56 V. INVENTORIES 

58 Tha Operator shall maintain derailed record* of Controllable Material. 

55 

60 1. Periodic Inventories, Notice and Representation 

61 
6 2 A' reasonable intwvali, Inventories •halt bo taken by Oparalot of the loint Account Controllable Material, Written notice 

<3 of Intention to take Inventory shlll bt siven b/ Operator it Iras thirty OO) dayl before any inventory l l lo begin JO that 
6 4 Non-Operators may bt represented whra any inventory is taken. Failure 0 f . Noe-Qpemet* to bt. repr».emed « in 
fi5 inventory shall bind Non-Operfttert to accept the Inventory taken by Operator. 
66 

67 2. Reconciliation and Adjustment of Inventorlet 
S8 
6 5 , AdJuitmeMa to the Joint Account resulting from the reconciliation of i physical Inventory ilall be roMe within si* 
7 0 ' months follow.., tha ufclnS of the inventory. Inventory ifluitmenri shall be made by Operattf to the Jotnv.Account for 

•8-
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overages ind shottafea, but. Operator itiell be hold oeceunttble only for shortages due to lack of reasonable diligence. 1 

Special Inventoried 

Special Inventories may be taken whenever there la any sale, chansv of Interest, or change of Operator in the Joint 

Property. It shall be the duty of the party aaJling to notify all other Parties aa qu'clcly «* posaibla after tho transfer of 

interest takes place. In such cases, both the acllBr and the purchaser shall be governed by auch inventory, In cases 

involving; a change of Operator, el] Parties shall be governed by such inventory. 

Expense of Conducting Inventories 

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

fi. The expense of canductute; special tnveaosriee stall be charged to the Parries tcq.uestinr such Inventories, except 

.Inventories required due to change of Operator shall be charged to the Jomt Account. 

-9 
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fcXHIBIT - P " 

ATTACHED TO AND MADE A PART OF THAT CERTAIN 
OPERATING AGREEMENT DATED JULY 1, 2005. 

ADDITIONAL INSURANCE PROVISIONS 

Operator, during the term of this agreement, shall carry Insurance for tha benefit and at the 

/expense of the parties hereto, as follows: 

(A) Workman's Compensation Insurance as contemplated by the state In 

which operations will be conducted, and Employer's Liability Insurance 

with limits of-hot less than $1,000,000.00 per employee. 
f •' 

(B) Public Liability Insurance: 

Bodily Injury and Property Damage - $1,000,000.00 single limit each 

occurrence. 

(C) Automobile Public Liability Insurance: 

Bodily Injury $500,000.00 each person, 

51,000,000.00 each occurrence. 

Property Damage - $500,000.00 each accident, 

(or) 

Bodily Injury and Property Damage - $1,000,000.00 combined single limit 

(D) Control of Well and Extra Expense - $10,000,000,00 - Limit of Liability 

(E) Non-Operators shall be named as additional insured's on the liability policies but 
only with respect to the performance of ail work hereunder. 

(F) All insurance shall be maintained in force during the terra of this Agreement and 
must provide that it may not be cancelled, altered or amended without 30 days 
prior written notice to all parties. Upon request, Operator agrees to have its 
insurance carrier furnish certificates to Non-Operators of insurance evidencing 
the insurance coverage's. 

(G) Operator and Non-Operators mutually agree to waive subrogation in favor of 
each other on all insurance carried by each party and/or to obtain waivers from 
the insurance carrier as required by the insurance contract, If a -waiver is not 
obtained, the party failing to do so shall indemnify the other party for any claim 
by an insurance carrier arising out of subrogation. 

Except as authorized by this Exhibit "D", Operator shall not make any charge to the Joint 

account for Insurance premiums. Losses not covered by Operator's Insurance (or by' 

Insurance requlred by this agreement to be carried for the benefit and at.the expense of 

the parties hereto) ahall be charged to the joint account 

Rented 1/Q3/03 



06/06/2007 15:39 7135279455 RONALD E GRAPPE PAGE 32/35 

ATTACHE^ VO AND MADE A PART OF THAT CERTAIN-
OPERATING AGREEMENT DATED JULY 1, 2005. 

EXHIBIT "E" 

i ! 

GAS BALANCDTO AGREEMENT 

The parties to the Operating Agreement to which this agreement Is attached own the 
working interest in the gas rights underlying the lands covered by such agreement (the "Contract Area*) 
in accordance with the percentages of participation as set forth in Exhibit "A1' to the Operating Agreement 
(the "participation percentage"). 

In accordance with the terms of the Operating Agreement, each parry thereto has the 
rigbt to tike its share of gas produced from the Contraa Area and market the same. In the event any . of 
tho parties hereto collectively owning participation percentages of less than 20% arc not at' any time 

- taking or marketing their share of gas or have contracted to sell their share of gas produced ftora the 
Contract Area to & purchaser which does not at any time while this agreement is in effect take the &0 
share of gas attributable to theinttrest of such parties, this agreement shall automatically become effective 
upon the terms hereinafter set forth. 

1. During the period or periods when any parties hereto collectively owning 
participation percentages of less than 30% have no market for their share .of gas produced from any 
proration unit within the Contract Arear or their purchaser does not take its mil share of gas produced-
from such proration unit, other parries collectively owning participation percentages of more than 50% 
shall be entitled to produce each month 100% of the lesser of a) allowable gas production assigned to such 
proration unit by applicable state regulatory authority or b) the delivery capacity of gas from such 
proration unit; provided, however, no parry who does not have gas in place shall be entitled to take or 
deliver to a purchaser gas production in excess of 200% of the lesser of c) its share of the volumes of gas 
capable of being delivered on a dally basis or i) its share of allowable gas production. Ah parties hereto 
shall sham in and own the liquid hydrocarbons recovered from such gas by lease equipment in accordance 
with their respective interests and subject to the Operating Agreement to which this agreement is attached, 
but the party or parties taking such gas shall own all of the gas delivered to its or their purchaser. 

2. On a cumulative basis, each party not talcing or marketing its full share of tha 
gas produced shall be credited with gas in place equal to its full'share of the gas produced under this 
agreement, less its share of gas used in lease operations, vented or lost, and less that portion such party 
took or delivered to its purchaser. The Operator will maintain a current account of gas balance between 

, the parties and will furnish all' parties hereto monthly statements showing the total quantity of gas 
produced, the amount used in lease operations, vested at lost, the total quantity of liquid hydrocarbons 
recovered therefrom, and the monthly and cumulative over and under account of each party. 

3. At all'timej while gas is produced from the Contract Area, .each parry hereto 
will make settlement with all royalty owners to whom, royalty is due. Each parry hereto agrees to hold 
each other parry harmless from any and all claims for royalty payments asserted by royalty owners, paid by 
each party. The term "royalty owner" shall Include owners of royalty, overriding royalties, production 
paymmus and Other similar interests. 

Each parry producing and taking or delivering gas to its purchaser shall pay any and all 
production taxes due on such gas. 

4. After notice to the Operator, any party at any time may begin taidng or 
, delivering to its purchaser its M l share of the gas nroduceofrom s proration unit under which it has gas 
in place less such parry's share of .gas used in operations, vented or lost In addition to such jhaie, each 
party, Including the Operator, until it has recovered Its gas in place and balanced the gas account as to its 
interest, shall be entitled to take or deliver to its purchaser a share of gas detenrined by multiplying 50% 
of the interest in the current gas production of the parry or parties without gas in place by a fraction, the 
numerator of which is the interest in the proration, unit of such party with gas in place and the 
denominator of which is tho total percentage Interest in such proration unit of all parties with gas in place 
currently taidng or delivering to a purchaser, 

5. Ndthing herein shall be construed to deny any party the right, from time to 
time, to produce and take or deliver to its purchaser its fuD share of the allowable gas production to meet 
the deliverabaiiy tests required by its purchaser, provided that said test should be reasonable in length, 
normally not to ejgeeed 72 hours. 
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6, If a proration unit ceases to pMduoe gas and/or liquid hydrocarbons in paying quantities 
before the gas account is balanced, settlement will be nude between the underproduced and overproduced 
' parties. In making such settlement, the underproduced parry or parties will be paid a sum of money by the 
overproduced party or patties attributable to the overproduction which said overproduced party received, 
less applicable taxes theretofore paid, at the applicable price defined below for the delivery of a volume of 
gas equal to that for which seakraent is made. For gas, the price of which is sot regulated by federal, 
state or other governmental agencies, the price basis shall be the price received for the sale of the gas. For 
gas, the price of which is subject to regulation by federal, state or other governmental authorities, the price 
basis shall be the rate collected, from time to time, which is not subject to possible refund, as provided by 
the Federal Energy Regulatory Commission-or any Other governmental authority, pursuant tn final order 
or settlement applicable to the gas sold from such well, plus any additional collected amount which is not 
ultimately required to be refunded by such authority, such additional collected amount to be accounted for 
at such time as final determination is made with respect hereto. 

7. Notwithstanding the provisions of it is expressly agreed thai any 
underproduced party shall have die optional right, with respect to each proration unit, to receive a cash 
settlement bringing such underproduced parry's gas account into balance *t any time and from time to 
jtime prior to tho final settlement, by first giving each overproduced parry 90 days' written notice of 
demand for eash settlement If such option is so exercised, settlement shall be made (as of 7:00 o'clock 
AM. on the first day ef the calendar month following die date of such written demands) within 90 days 
following the actual receipt of such written demands by the overproduced parties, in the same manner 
provided tot in ^6. The option provided for in this paragraph may be exercised, flora dme to time, bur 
only one time in each calendar year. 

8. Nothing herein shall change or affect each party's obligation to pay its 
proportionate share of all costs and liabilities incurred, as its snare thereof Is set forth in the Operating 
Agreement 

9. This agreement shall constitute a separate agreement as to each proration unit 
approved by the applicable regulatory authority for n pool wltltin the Contract Aires, but such proration 
unit shall not Include airy producing horizon which i i not within the vertical limits of said pool, This 
agreement shall retrain in fore* and effect so long as the Operating Agreement to which it is attached 
remains in effect, and shall inure to the benefit of and be binding upon the parties hereto, their heirs, 
successors, legal represenUlives and assigns. 
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ATTACKED TO AND MADE A PART OF THAT CERTAIN 
OPERATING AGREEMBNT DATED JULY 1,2005. 

EXHI81T"F" 

EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During tha performance of this contract, tha Oparator aortas as follows! 

(1) • The Oparator will not discriminate against any employee or applicant for employment 
bacause of race, color, religion, national orlaln or sax. The Operator will take 
affirmative action to ensure that applicants ara employed, and that employees are 
treated during, employment, without regard''to thair race, oolor, religion, national 
origin or sex. Such action shall Include, but not be limited to the following: 
amploymant, upgrading,' demotion, or transfer, recruitment or recruitment 
advertising; layoff or termination; rates of pay or other forms of compensation;' and 
selection for tralnlna, Ineludlno apprenticeship. The Oparator agree* to post In 

, conspicuous places, available to employees and applicants for employment notices 
to he provided for the contracting officer setting forth the provisions of this 
non-discrimination clause. 

(2) Tha Oparator will, In all solicitations or advertisements for employees placed by or 
on behalf of tha Operator, state that all qualified applicants will receive consideration 
for employment without regard to race, color, religion, national origin or sax, 

'• (3) The Operator will send to each labor union or representative of workers with which 
It has a collective bargaining agreement or othar contract or understanding,-a notice 
to be provided by the'agancy contracting officer, advising the labor union or 
workers' representative of the Operator's commitments under Section '202 of 

.Executive Order 11246 of September 24, 1365, and shall post copies of the notice 
in conspicuous places available to employees and applicants for employment. 

(4) Tha Oparator will comply with all' provisions of Executive Order 11246 of Septambar 
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of 
Labor. 

(5) The Operator will furnish all Information and reports required by Executive Order 
11248 of September 24, 1965, and by the- rules, regulations, and orders of the 
Secretary of Labor, or pursuant thereto, and will permit access to Its books, records,, 
and accounts by the contracting agency and the Secretary of Labor for purposes of 
Investigation to ascertain compliance with such rules, reoulations, and orders. 

(6| In the event Of the Operator's non-complianca with tha non-discrlmlnation clauses of 
this contract or with any of such rules, reoulations, or orders, this contract may be 
canceled, terminated or suspended In whole or In part and the Operator may be 
declared Ineligible for further Government contracts In accordance with procedures 
authorised In Executive Order 11245 of September 24, 1965, and such other 
sanetJorts may be Imposad and remedies Invoked as provided In Executive 'Order 
11248 of September 24, 1S65, or by rule, regulation, or order of tha Secretary of 
Labor, or as otherwise provided by law, 

Exhibit "F" 
Paga 1 
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(7) Tha Operator will Include the provisions of Paraoraphs (1) through (7) in -every 
subcontract or purchase order unless exempted by rules, regulations, pr orders of 
the Secretary of tabor Issued pursuant tn Section 204 of Executive Order 11246 of 
September 24, 1965, so that such provisions will be binding upon each 
subcontractor or vendor, The Operator will take such action with' respect- to any 
subcontract or purchase order as the contracting agency may direct as a means of 
enforcing such provisions Including sanctions for non-compliance: Provided, 
however, that In the event tha Operator becomes Involved In, or is threatened with. 
Irrigation with a subcontractor or vendor as a result of such direction by the 
contracting agency, the Oparator may request the United States to enter Into such 
litigation to protect the Interests of the United States, 

Operator acknowledges that It may be required to file Standard Form 100 (EEO-I) 
promulgated Jointly by the Office of Federal Contract Compliance, the Equal Employment 
Opportunity Commission and Plans for Prograss with Joint Reporting Committee, Federal 
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award If such 
report has not been filed for the current year and otherwise comply with or file such other 
compliance reports as may be required under Executive Order 11246, as amended and Rules 
and Regulations adopted thereunder. 

Oparator further acknowledges that he may be required to davelop a written 
affirmative action compliance program as required by the Rules and Regulations approved by 
tho Secretary of Labor under authority of Executive Order 11246 and supply Non-Operators 
with a eopv of such program If they so request. 

CERTIFICATION OF NON-SEGREGATED FACILITIES 

Operator assures Non-Operators that It does not and will not maintain or provide for 
its employees any seoragated facilities at any of Its establishments, and that it does not and 
will not permit Its employees to perform their services at any location, under its control, 
where segregated facilities are maintained. For this purpose, it Is understood that the phrase 
" segregated facilities"' includes facilities which are In fact searegatad on a basis of race, 
color, religion, or national origin, because of habit; local custom or otherwise. It is further 
understood and agreed that maintaining or providing searegatad facilities for its employees 
or permlttSno Its employees to perform their services at any location under its control where 
segregated facilities are maintained is a violation of the equal' opportunity clause required by 
Executive Order J1246 of September 24, 1985, 

Operator further'.understands and aoraes that a breach of the assurance herein 
contained subjects It to tha provisions of tha Order at 41 CFR Chapter 60 of the Secretary 
of Labor dated May 21,. 1968, and tha provisions of The equal opportunity clause 
enumerated In contracts between the United States of America and Non-Operators. 

Whoavar knowingly and willfully makes any falsa, fictitious or fraudulent 
representation may be'liable to criminal prosecution under 18 U. S , C. • 1001 . 

Exhibit *F" 
Page 2 
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January 31, 2006 

Mr. Robert Bullock 
Yates Petroleum Corporation 
105 South Fourth Street 
Artesia, New Mexico 88210-2118 

RE; Hedgerow "BFH" St Com #1 
Township 20 South. Range 28East 
Section 28: S/2 
Eddy County, New Mexico 

Dear Mr. Bullock: 

Regarding your letter of December 8, 2005, transrruttkig to us the Joint Operating 
Agreement dated effective July 1, 2005, along with Yates AFE to drill an 11,600' Chester 
test, please find enclosed the referenced AFE executed by Mary Hudson Ard, conditioned 
upon your acceptance of the following terms and conditions: 

1. Yates Petroleum will furnish us with an updated tide opinion or a letter from 
you indicating how the drillsite lease, the State of New Mexico Lease 
VB0539, has been maintained beyond its primary terms- The Drilling Tide 
Opinion you furnished us previously dated December 22, 2004, indicated 
that the referenced lease was due to expire on April 1, 2005. 

2. The referenced Joint Operating Agreement has been executed and is 
enclosed, subject to Yates' agreement to amend the non-consent penalty 
provisions from 200/500% to 100/300%. Please not that the referenced 
provisions on page 5 of the Joint Operating Agreement have been changed 
and initialed by Mrs. Ard. I f you are in agreement with this change, please 
initial the change and return one copy of page 5 for our files. 

I f you are in agreement with the foregoing, please have the appropriate representative of 
Yates Petroleum sign as provided below and return one executed copy of this letter to us, 
along with the requested items noted above. 

President of Ard Energy LLC 
General Partner of Ard Energy Group LTD 

Agreed and Accepted 
Thisvf f / iday of February, 2006 
Yates Petroleum Corporation 

BY: ^ t f ^ ^ W i V ^ ^ ^ '~ -
Its; K'ct. T^^ 'dM^J^Q/iy.l-ridv 

Exhibit 2 
ARD Energy Group 
Hearinsi Date: 6/7/0', 
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Grtt i Weaton M i n e , LTD. 
P. 0.80x1688 
M<Sand, TX 7*701 

WWamA.Huilnn.ll 
61 « T m » toast 
Pan Worth, TX 78102-4612 

to<i Energy Grove, LTD 
Z2J Wo* foe* SWl <H<5 
Fort Worth. TX TWffl? 

EdwamftHiMSeon, Jr. 
618 Tana Strut ' 
fo i t Worts TX TBIOfcWi 

Ctoamott) Omporettm 
P.O. Box US 
Cttrwnona.OK 74017 

Radfam Emuprine, Ine. 
P.O. Box 2127 
Midland. TX 79705 

Richmond Rmounxn. Ifto. 
P.O.BOK1107 
Richmond, TX 77<«e 

Enwaan RssourDM Corporation 

Btrmlnohwn, M, M2CA-27C7 
Mtn: Barbara ROOOftfl 
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By;. 

Tide: 

STATE OF 

COUNTY OF 

Tb« for«ga":»a initnuMat w» *cinowUdfod bcfbn tat, tfai* day of _ 
. fcr KDWARO H. HUDSON. JR. 

Wlmera my bosd mi official «*]. 

My commies to expire*: 
Notary PuMiC 

NON-OPEKATOR 
WOXUW A. HUDSON,» 

Byt. 

TitU: 

STATE OF. 

COUNTY OF. J 

The foregoing [zmruura, m . ectoowtodgwl before me, foil day of. 

W«m«ai my hood asi o&kU tc^l. 

My eomsuajon tap \m: 

. for WILUAM A. HUDSON, a 

Notary PuWk 

NON-OPBKATOX 
ARDE; Uinitfflfpartnership 

STATE OF ' g^fr-^ ^ 

TM»,- ' r g ea 

M 
COUNTY OF TA-ft&AN~<~) 

The jutrumaot was i ,««><by l Ktanrwt<4god btforo tac, tht» JL^ day of P^-W 

ARD ENERGY GROUP, LTD, a Tern limited psrtae! 

VguaambanAtbiotSkitlml 

My cotnmfnlon otfrlrM; 

JO MARIE GRAf 
Nof»V Public 

4 State oiTexoj 
îyCcSTimisston Expires 

' n,2007 

Hedgerow "BFH" SI Com #1 

Revised 8-24-OS 

NON-OPERATOR 



ARD ENERGY LLC 
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Via FAX: (505) 748-4572 
June 6, 2007 

Mr. Chuck Moran 
Yates Pettoleum Corporation 
105 South Fourth Street 
Artesia, New Mexico 88210 

RE: Hedgerow BFH Com #1 
Township 20S. Range 2SE 
Section 28: S/2 
Eddy County, New Mexico 

Dear Mr. Moran: 

My letter to you dated May 25, 2007 again clearly stated the Ard position. We did not make 
any proposals to complete in the Strawn because the effective Operating Agreement, which 
governs all of the operations of the Hedgerow BFH Com #1, excludes the Strawn 
formation. You suggested that Yates might be interested in purchasing the Ard interest, but 
you did not include any terms for our consideration. I f Yates is interested in purchasing the 
Ard interest in the Hedgerow BFH Com #1 wellbore, please provide us with terms of such 
purchase for our consideration. 

Sincerely, 

£ Exhibit 3 
\ ARD Energy Group 
t Hearing Date: 6/7/0'/ 
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HOLLAND&HARX 
Wil l iam F. Car r 
wcarr@hoilandhart.com 

February 2, 2006 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

Ard Energy Group, Ltd. 
222 West Fourth Street - PH5 
Fort Worth, Texas 76102 

Re; Application of Yates Petroleum Corporation for compulsory pooling, Eddy County, New 

This letter is to advise you that Yates Petroleum Corporation has filed the enclosed application with the 
New Mexico Oil Conservation Division seeking the compulsory pooling of certain spacing and proration 
units in the S/2 of Section 28, Township 20 South, Range 28 East, NMPM, Eddy County, New Mexico. 
Said units will be dedicated to Yates Petroleum Corporation's proposed Hedgerow "BFH" State Com. 
Well No. 1 which it proposes to drill at a standard gas well location in the SW/4 SW/4 of said Section 28 
to test certain formations from the base of the Delaware formation to 100 feet below the base of the 
Chester formation. 

This application has been set for hearing before a Division Examiner on March 2, 2006. You are not 
required to attend this hearing, but as an owner of an interest that may be affected by this application, you 
may appear and present testimony. Failure to appear at that time and become a party of record will 
preclude you from challenging the matter at a later date. 

Parties appearing in cases are required by Division Rule 1208.B to file a Pre-Hearing Statement with the 
Oil Conservation Division's Santa Fe office located at 1220 South Sajnt Francis Drive, Santa Fe, New 
Mexico 87505, four days in advance of a scheduled hearing, but at least on the Thursday preceding the 
hearing. This statement must include: the names of the parties and their attorneys; a concise statement of 
the case; the names of all witnesses the party will call to testify at the hearing; the approximate time the 
party will need to present its case; and identification of any procedural matters that are to be resolved 
prior to the hearing. 

Mexico. 

Gentlemen: 

William F. Carr 

cc; Robert Bullock 

H o l l a n d & H a r t U P 

Phone [505) 988-4421 f»X (505) 983-6043 www.nollandhiri.com 

110 North Guadalupe Suite! Sant 5Fe,NM B7501 Mailing Address P.O.Box ?208 Santa r-e,NM 67504-220B 

A, P en Billings Boi,* Boulder Chcy.nne Colorado Spring Denver Denver Tech Center Jsckson Hole Salt Uke City Sa. 
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( 

STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF YATES PETROLEUM CORPORATION 
FOR COMPULSORY POOLING, EDDY COUNTY, 

NEW MEXICO. CASE NO. 

APPLICATION 

YATES PETROLEUM CORPORATION, ("Yates") through its undersigned attorneys, 

hereby makes application to the Oil Conservation Division pursuant to the provisions of 

N.M.Stat.Ann. § 70-2-17, (1978), for an order pooling all mineral interests from the base of the 

Delaware formation to 100 feet below the base of the Chester formation at approximately 11,600 

feet, less and except the Strawn interval defined as the stratigraphic equivalent of depths from L/ 

10,205 feet to 10,662 feet as found on the electric log dated December 27, 1974 in the Burton 

Flat Deep Unit Well No. 13 located in the SW/4 SE/4 of Section 28, Township 20 South, Range 

28 East, NMPM, Eddy County, New Mexico in the following described spacing and proration 

units located in the S/2 of Section 28, Township 20 South, Range 28East, N.M.P.M., Eddy 

County, New Mexico: the S/2 for all formations and/or pools developed on 320-acre spacing 

which includes but is not necessarily limited to the Undesignated Burton Flat-Morrow Gas Pool, 

Undesignated Burton Flat-Atoka Gas Pool and the Burton Flat-Wolfcamp Gas Pool; the SW/4 

for all formations and/or pools developed on 160-acre spacing which includes but is not 

necessarily limited to the Undesignated East Avalon-Bone Spring Gaa Pool; and the SW/4 SW/4 

for all formations and/or pools developed on 40-acre spacing which includes but is not limited to 

the Undesignated Avalon-Bone Spring Pool and support of its application states: 

1. Yates Petroleum Corporation is a working interest owner in the S/2 of said Section 28 

and has the right to drill thereon. 

APPLICATION, 
Page I 
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v: 1 • 

2. Yates proposes to dedicate the above-referenced spacing or proration units to its 

Hedgerow "BFH" State Com Well No. 1 to be drilled at a standard gas well location 660 feet 

from the South line and 1219 feet from the West line (Unit M) of said Section 28, to an 

approximate depth of 11,600 feet to test any and all formations from the surface to the base of 

the Chester formation, 

3. Yates has sought and been unable to obtain a voluntary agreement for the 

development of these lands from certain interest owners in the subject spacing units who are 

identified on Exhibit A to this application. 

4. Said pooling of interests will avoid the drilling of unnecessary wells, will prevent 

waste and will protect correlative rights. 

5. In order to permit the Yates to obtain its just and fair share of the oil and gas 

underlying the subject lands, all mineral interests should be pooled, and Yates Petroleum 

Corporation should be designated the operator of the well to be drilled. 

WHEREFORE, Yates Petroleum Corporation requests that this application be set for 

hearing before an Examiner of the Oil Conservation Division on March 2, 2006, and, after notice 

and hearing as required by law, the Division enter its order: 

A. pooling all mineral interests in the subject spacing and proration units, 

B. designating Yates Petroleum Corporation operator of these units and the well 

to be drilled thereon, 

C. authorizing Yates Petroleum Corporation to recover its costs of drilling, 

equipping and completing the well, 

D. approving the actual operating charges and costs of supervision while drilling 

and after completion, together with a provision adjusting the rates pursuant to 

APPLICATION, 
Page 2 
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the COPAS accounting procedures, and 

E. imposing a penalty for the risk assumed by Yates Petroleum Corporation in 

drilling and completing the well against any working interest owner who does 

not voluntarily participate in the drilling of the well. 

Respectfully submitted, 

HOLLAND & HART LLP 

By: 

Post Office Box 2208 
Santa Fe, New Mexico 87504 
Telephone: (505) 988-4421 

ATTORNEYS FOR YATES PETROLEUM 
CORPORATION 

APPLICATION, 
Page 3 
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EXHIBIT A 

APPLICATION OF 
YATES PETROLEUM CORPORATION. 

FOR COMPULSORY POOLING 
S/2 OF SECTION 28, TOWNSHIP 20 SOUTH, RANGE 28 EAST, N.M.P.M. 

EDDY COUNTY, NEW MEXICO. 

Ard Energy Group, Ltd, 
222 West Fourth Street - PH5 
Fort Worth, Texas 76102 

ArPLlLATiuN, 
Page 4 
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CASE : Application of Yates Petroleum Corporation for compulsory pooling, 
EddyCounty, New Mexico. Applicant in the above-styled cause seeks an 
order pooling all mineral interests from the base of the Delaware 
formation to 100 feet below the base of the Chester formation at 
approximately 11,600 feet, less and except the Strawn interval defined as 
the stratigraphic equivalent of depths from 10,205 feet to 10,662 feet as 
found on the electric log dated December 27, 1974 in the Burton Flat Deep 
Unit Well No. 13 located in the SW/4 SE/4 of Section 28, Township 20 
South, Range 28 East, NMPM, Eddy County, New Mexico in the 
following described spacing and proration units located in the S/2 of 
Section 28, Township 20 South, Range 28East, N.M.P.M., Eddy County, 
New Mexico: the S/2 for all formations and/or pools developed on 320-
acre spacing which includes but is not necessarily limited to the 
Undesignated Burton Flat-Morrow Gas Pool, Undesignated Burton Flat-
Atoka Gas Pool and the Burton Flat-Wolfcamp Gas Pool; the SW/4 for all 
formations and/or pools developed on 160-acre spacing which includes 
but is not necessarily limited to the Undesignated East Avalon-Bone 
Spring Gas Pool; and the SW/4 SW/4 for all formations and/or pools 
developed on 40-acre spacing which includes but is not limited to the 
Undesignated Avalon-Bone Spring Pool. Said units are to be dedicated to 
its Hedgerow "BFH" State Com Well No. 1 to be drilled at a standard gas 
well location 660 feet from the South line and 1219 feel from the West 
line (Unit M) of said Section 28. Also to be considered will be the cost of 
drilling and completing said well and the allocation of the cost thereof as 
well as actual operating costs and charges for supervision, designation of 
Yates Petroleum Corporation as operator of the well and a charge for risk 
involved in dulling said well. Said area is located approximately 15 miles 
northeast of Carlsbad, New Mexico. 
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ID.Ifyou. .nt will pick up, sign bebwln Item 2, andwiter agent* naziy _<>),•. 
1. ~<*-Ctw*alltoatepptylri ' " 

Motions; 
b. Sign In section Z below; 

tfw csrrlBrcan sas /r. 
2. 6lgn Here toAi/ttatfeoflarfo/tofyef 

(AKW&I 10*81 two Ostvsty diya rot" 
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Q Leave Item at my eddrasa 

FORT WORTH TX DOWNTOWN 
231 W LANCASTER AVE 
FORT WORTH TX 7B102-M9B 

PHONE: 617-670-8120 
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• RedifseU 
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Dallvefy 
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USPS 

PS Form 3849, November 1899 (Reverse) 5293 0159 8653 6118 M 

UNITED STATES POSTAL SERVICE First-Class Mail 
Postage & Faes Paid 
USPS 
Permit No. G-10 

• Sender; Please print your name, address, and ZIP+4 in this box * 

HOLLANDS HART LLP 
e i M T . POBOX 2208 
SANTA FE, NEW MEXICO 87504 
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JEFFERSON PLACE 
110 NORTH GUADALUPE 
SUITE 1 
SANTA FE, NEW MEXICO 675C1 
MAILING ADDRESS 
P.O. BOX 2208 
SANTA FE, NEW MEXICO 67504-2208 

Ard Energy Group, Ltd. 
222 West Fourth Street, I 
Fort Worth, TX 76102 

>SEUDBK<COMPLBTETHIS;SECTION, I COMPLETE Trtte ofcCr/OW ON OEUVC 

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

1. Article Addraeeftd to: 

A. Received by (Please Pnnl Cl&arfy) 

^0 /YldrVf &<ccf~ 
B. Date of Delivery \ 

• Agertt 
• Addrssiao 

; telivBry fcddress different from item 1? L3 Yes 
'ES, enter delivary address below: • No 

3. Service Type r'J 
^Certif ied Mall • Express Mail ;i; 
• Registered S ^ e l u m Receipt lor Merchandise 
D Insured Mall t j C.O.O. 

4. Restricted Delivery? fBrtra Fee; O Yes 

2. Article Number (Copy- Q Q Q ^ r ^ f i 3 4 3 3 

PS Form 3 8 1 1 , July 1999 Domestic Raturn Receipt I02595-OO.M-0S52 

I 
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MARTIN VATES, HI 
1Bt2- 1983 

FRANK W. YATES 
1 9 S 6 • 1 9 8 8 

kTES 
PETROLEUM 

S. P, VATHS 
C H A I R M A N OP > i B O A R D 

JOHN A. YATES 
P R E S I D E N T 

PEYTON YATES 
EXECUTIVE VICE PRESIDENT 

RANDY O. PATTERSON 

105 SOUTH FOURTH STREET DENNIS Q. KINSEY 

ARTESIA, NEW MEXICO 88210-21 IS 
TELEPHONE (505) 748-

March 1, 2006 

Attn: Mr. Ron Grappe 
ARD Energy LLC 
222 West 4 f h Street, PH-5 
Fort Worth, TX 76102 

RE; Hedgerow BFH St Com #1 
Township 20 South, Range 28 East 
Section 28: S2 
Eddy County, New Mexico 

Dear Mr, Grappe: -

Enclosed is your letter whereby Yates FNstroleum Corporation has agreed to the 
100/300% non-consent penalties. 

' With,Inspect: to .pur Jease We'conducted a rathole operation over the April 1, 2005 date 
and every 20 days thereafter made an additional 10' of hole which kept the lease in 
good standing until the rotary tool was moved in. 

Please call me at (505) 748-4351 if you have any questions. 

Thank you. 

Very truly yours 

YATES Pt iROLtUftn CGRPGRATiOft 

RB:bn 
enclosure(s) 

MAR 0 4 ?006 


