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ROD J. MACDONALD 
Attorney at Law 

511 W.Ohio 
Licensed in Texai, Suite 530 (915)688-3939 

New Mexico ind Colorado Midland. Texaj 79701 p M (o|s) 683-3700 

J u l y 21, 1995 

ORIGINAL DRILLING TITLE OPINION 

GECKO, Inc. 
310 W. Wall, Suite 702 
Midland, Texas 79701 

A t t e n t i o n : Mr. Steve Thomson 

Re: Gecko Wilks No. 1 Well - the foll o w i n g - d e s c r i b e d lands 
s i t u a t e d i n Lea County, New Mexico: 

Township 15 South, Range 37 East, N.M.P.M. 
Section 28: N/2 NE/4 and SE/4 NE/4 

co n t a i n i n g 120 acres, more or l e s s . 

Gentlemen: 

BASIS OF EXAMINATION 

At your request, we have examined the f o l l o w i n g : 

Examination Of The Records 

We have examined the records of the O f f i c e of the County Clerk 
of Lea County, New Mexico, p e r t a i n i n g t o captioned land, from 
i n c e p t i o n of the records t o J u l y 10, 1994 at 8:00 a.m., based upon 
the i n d i c e s of E l l i o t t & Waldron T i t l e and Abstract Co., Inc. 

Instruments 

1. Copy of Lease No. 11, analyzed below. 

2. Copy of Assignment No. 7, described below. 

FEE TITLE 

Based upon examination of the foregoing and subject t o the 
t i t l e requirements h e r e i n a f t e r made, we f i n d t i t l e t o captioned 
land t o be vested as f o l l o w s : 

Surface: 

E a r l T. Wilks, as his separate 
property 1/2 

E a r l T. Wilks, L i f e Estate; Remainder t o 
L a c r e t i a M. Cummings, P a t r i c i a Earlene Guy 
and A l l e n C. Wilks, i n equal shares, and 
a l l as t h e i r separate property 1/2 

Minerals: 

Name Lease No. Royalty I n t e r e s t 

BEFORE THE 
OIL CONSERVATION DIVISION 

Case No. 11471 Exhibit No. 
Submitted By: 

GECKO, Inc. 



GECKO, Inc. 

Name 

-2- July 21, 1995 

Lease No. Royalty I n t e r e s t 

separate property 

Sy l v i a Janie Sumruld, Individually, 16 3/16 1/18 
and as Personal Representative of 
the Estate of LeRoy Sumruld, and 
as Trustee of the LeRoy and Janie 
Sumruld Trust, U/T/A dated 
February 27, 1987; and the L 
and J Sumruld, Ltd., a New 
Mexico Limited Partnership. 
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Name Lease No. Royalty Interest 

Devisees of L e s l i e 
Graydon Ca u d i l l , Sr. 

Unleased N.A. 1/48 

LeasehoId~-Es.tate: 
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We have set f o r t h below the share of costs of operations 
a t t r i b u t a b l e to the interest of the owners of the Leasehold Estate 
i n captioned land under the heading "Working Inte r e s t " and the net 
int e r e s t i n production a t t r i b u t a b l e to the i n t e r e s t of the owners 
of the Leasehold Estate i n captioned land under the heading "Net 
Revenue In t e r e s t " : 

Working Net Revenue 
Interest I n t e r e s t 

Anson Gas Corporation 5.47024% 4.10268% 

UNLEASED 2.91667% 2.91667% 

EXISTING OIL AND GAS LEASES 

Lease No. 1; 

Date: 

Recorded: 

Lessor: 

Lessee: 

Land Covered: 

Interest Covered: 

Primary Term: 

Royalties: 

3306/ODTO/GECKO 



GECKO, Inc. -25- July 21, 1995 

captioned land t o Perry & Perry, Inc. We note t h a t t h i s i n t e r e s t 
i s subject t o a Judgement Lien i n excess of $200,000.00, awarded t o 
F i r s t I n t e r s t a t e Bank of Lea County, (now Lea County State Bank), 
i n Cause No. CV-90-11-G i n the F i f t h J u d i c i a l D i s t r i c t Court of Lea 
County, New Mexico. A d d i t i o n a l l y , we do not b e l i e v e t h a t Janie 
Sumruld, i n her I n d i v i d u a l c a p acity, owns record t i t l e t o the 
undivided 1/18 mineral i n t e r e s t claimed t o be covered by Lease No. 
16. We b r i e f l y summarize below the p e r t i n e n t t r a n s a c t i o n s t h a t 
have occurred t h a t apply t o the chain of t i t l e covering the 1/18 
mineral i n t e r e s t alleged t o be covered by Lease No. 16. 

1. By Mineral Deed dated May 17, 1961, recorded i n Book 266, page 
103, Deed Records, LeRoy Sumruld acquired an undivided 1/18 
mineral i n t e r e s t i n captioned land. We note t h a t Frances 
Sumruld, who was the w i f e of LeRoy Sumruld, died on September 
10, 1974, and t h a t her e n t i r e estate was devised under the 
terms of her w i l l t o her husband, LeRoy Sumruld. 

2. By Memorandum of Agreement dated October 30, 1986, recorded i n 
Book 476, page 4 32, Miscellaneous Records, LeRoy Sumruld 
s t a t e d t h a t he was now married t o Janie Sumruld, and t h a t he 
hereby conveys t o her an undivided 1/2 of h i s separate 
p r o p e r t y . 

3. By Abstract of Trust dated February 27, 1987, recorded i n Book 
476, page 473, Miscellaneous Records, LeRoy Sumruld and Janie 
Sumruld s t a t e d t h a t they had created a Revocable Trust dated 
February 27, 1987, and that LeRoy Sumruld and Janie Sumruld 
were the Grantors and the Trustees of said T r u s t . ( I t appears 
t h a t t h e i r mineral i n t e r e s t i n captioned land was conveyed 
i n t o the above t r u s t ; however, we have not been able t o 
co n f i r m t h i s and we have not examined a copy of the a c t u a l 
Trust Agreement described i n the above Memorandum.) 

4. By Cause No. CV-90-11-G, F i r s t I n t e r s t a t e Bank of Lea County, 
(now Lea County State Bank) f i l e d a law s u i t i n the F i f t h 
J u d i c i a l D i s t r i c t Court of Lea County, New Mexico (the 
" D i s t r i c t Court") against V e r t i c a l A i r S t a b i l i z a t i o n Corp. and 
LeRoy Sumruld. The p l a i n t i f f s obtained a f o r e c l o s u r e on 
c e r t a i n shares of stock and a f t e r a p u b l i c sale of the 
c o l l a t e r a l i z e d stock, obtained a Deficiency Judgement i n 
excess of $200,000.00 against the Defendants. 

5. By Q u i t c l a i m Deed, Transfer and Assignment dated August 7, 
1991, recorded i n Book 475, page 682, Deed Records, LeRoy 
Sumruld, I n d i v i d u a l l y and as the former Trustee of the LeRoy 
and Janie Sumruld Trust under Trust Agreement dated February 
27, 1987, and Janie Sumruld as the c u r r e n t Trustee of sai d 
Trust conveyed an undivided 1/18 mineral i n t e r e s t i n captioned 
land t o the L and J Sumruld, L t d . , a New Mexico Partnership. 
We have examined a copy of the C e r t i f i c a t e of L i m i t e d 
Partnership f o r the L and J Sumruld, L t d . , which provides t h a t 
Janie Sumruld i s the General Partner and owns 1% of the 
p a r t n e r s h i p , and Janie Sumruld, Trustee of the LeRoy and Janie 
Sumruld Trust under Trust Agreement dated February 27, 1987, 
i s the sole l i m i t e d p artner and owns 99% of the p a r t n e r s h i p . 

6. Under Cause No. CV-90-11-G, the D i s t r i c t Court ordered t h a t 
the P l a i n t i f f s , as Receiver, were e n t i t l e d t o take over the 
assets of the LeRoy and Janie Sumruld Tr u s t . 

7. Under Cause No. CV-90-11-G, the P l a i n t i f f s f i l e d a motion t o 
set aside the above-described August 7, 1991 Q u i t c l a i m Deed, 
cl a i m i n g t h a t the conveyance t o the L and J Sumruld, L t d . was 
a f r a u d u l e n t t r a n s f e r i n an attempt t o avoid the e x i s t i n g 
d e f i c i e n c y judgement. (We note t h a t the above law s u i t i s 
s t i l l i n process and no d e c i s i o n has yet been made on t h i s 
c l a i m of an alleged f r a u d u l e n t t r a n s f e r . ) 

3 3 0(/ODTO/OBCKO 
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10. 

L e s l i e Graydon Caudill, Sr. died on October 12, 1989, owning 
an undivided 1/48 mineral i n t e r e s t in captioned land, as his 
separate property. The probate proceedings for his estate are 
being conducted i n Cause No. PB-89-137 of the Probate Court of Lea 
County, New Mexico. Pursuant to the terms of his w i l l , an amount 
equal to the Estate and G i f t Tax Unified Credit was devised to 
L e s l i e Graydon Caudill, J r . , as Trustee of the Non-Marital Estate 
Trust, with the residual of his Estate devised to his widow, 
Mildred A. Ca u d i l l , in fee. We cannot determine from the materials 
examined which portion of the estate w i l l be used to s a t i s f y the 
devise into the Non-Marital Estate Trust. 

We note that Lease No. 13, analyzed above, was executed by H. 
V. Caudill and his wife, Betty R. Caudill, and L. G. Caud i l l , J r . ; 
however, L e s l i e G. Caudill, J r . did not own any mineral i n t e r e s t i n 
captioned land in his individual capacity. We have therefore not 
treated the undivided 1/48 mineral inte r e s t of the Estate of L e s l i e 
Graydon Caud i l l , Sr. as being included i n Lease No. 13. To 
effectuate the leasing of the mineral inte r e s t of the Estate of 
L e s l i e Graydon Caudill, Sr., i t w i l l be necessary to obtain a 
r a t i f i c a t i o n of Lease No. 13, by L e s l i e Graydon Caud i l l , J r . , as 
Personal Representative of the Estate of L e s l i e Graydon Caud i l l , 
Sr. We also advise that you obtain additional r a t i f i c a t i o n s of 
Lease No. 13, by L e s l i e Graydon Caudill, J r . as Attorney-in-Fact 
for Mildred A. Caudill ( t h i s Power of Attorney i s of record i n 
County Records of Lea County, New Mexico), and L e s l i e Graydon 
Ca u d i l l , J r . , as Trustee of the Non-Marital Estate Trust under the 
Will of L e s l i e Graydon Caud i l l , Sr. 

REQUIREMENT: (a) Submit for examination a 
Ra t i f i c a t i o n of Lease No. 13, by L e s l i e Graydon Caud i l l , 
J r . , as Personal Representative of the Estate of L e s l i e 
Graydon Ca u d i l l , Sr. 

(b) Submit for examination a 
Ra t i f i c a t i o n of Lease No. 13, by L e s l i e Graydon Caud i l l , 
J r . , as Attorney-in-Fact for Mildred A. Caudill 

(c) Submit for examination a 
R a t i f i c a t i o n of Lease No. 13, by L e s l i e Graydon Caud i l l , 
J r . , as Trustee of the Non-Marital Estate Trust under the 
Will of L e s l i e Graydon Caud i l l , Sr. 

11. 

By Lease No. 16, analyzed above, "Janie Sumruld, widow and 
sole Heir of LeRoy Sumruld" leased a l l of her mineral i n t e r e s t i n 

3306/ODTO/GECKO 



GECKO, Inc. -26- July 21, 1995 

8. LeRoy Sumruld died on July 6, 1992. The probate proceedings 
f o r h i s Estate are being conducted i n Cause No. 92-97-J of the 
Probate Court of Lea County, New Mexico. S y l v i a Janie Sumruld 
has been appointed Personal Representative of the Estate of 
LeRoy Sumruld. Under the terms of his w i l l , a l l of h i s estate 
was devised t o the LeRoy and S y l v i a Janie Sumruld Trust dated 
January , 1987. (The date of the t r u s t was o r i g i n a l l y 
changed from January , 1987 t o February 27, 1987). We note 
t h a t c e r t a i n of the p o t e n t i a l h e i r s of LeRoy Sumruld have made 
claims t h a t he was not mentally competent at the time he 
executed the w i l l . 

9. The P l a i n t i f f s i n Cause No. CV-90-11-G, described above, then 
f i l e d a c l a i m against the Estate of LeRoy Sumruld f o r the 
above-described d e f i c i e n c y judgement, which was st a t e d as 
being $292,829.57 on February 9, 1993. 

10. The D i s t r i c t Court then ordered th a t the Estate of LeRoy 
Sumruld, S y l v i a Janie Sumruld, the LeRoy and S y l v i a Janie 
Sumruld Trust and the L & J Sumruld L t d . p a r t n e r s h i p s h a l l be 
jo i n e d as a d d i t i o n a l p a r t i e s i n Cause No. CV-90-11-G. 

11. The D i s t r i c t Court then ordered the c o n s o l i d a t i o n of Cause No. 
CV-90-11-G w i t h Probate Cause No. 92-97-J. We note t h a t both 
Cause No. CV-90-11-G and Probate Cause No. 92-97-J are s t i l l 
i n process w i t h several issues outstanding. 

Due t o the complexity of tra n s a c t i o n s we advise t h a t c e r t a i n 
R a t i f i c a t i o n s of Lease No. 16 be obtained by S y l v i a Janie Sumruld 
i n her capacity as Personal Representative of the Estate of LeRoy 
Sumruld, as General Partner of the L and J Sumruld, L t d . , and as 
Trustee of the LeRoy and Janie Sumruld T r u s t . A d d i t i o n a l l y , we 
advise t h a t you ob t a i n a Subordination of Lien from Lea County 
State Bank as t o the working i n t e r e s t covered by Lease No. 16. 

REQUIREMENT; (a) Submit f o r examination a 
R a t i f i c a t i o n of Lease No. 16, by S y l v i a Janie Sumruld, as 
Personal Representative of the Estate of LeRoy Sumruld. 

(b) Submit f o r examination a 
R a t i f i c a t i o n of Lease No. 16, by S y l v i a Janie Sumruld, as 
Trustee of the LeRoy and Janie Sumruld Tr u s t , under Trust 
Agreement dated February 27, 1987. 

(c) Submit f o r examination a 
R a t i f i c a t i o n of Lease No. 16, by S y l v i a Janie Sumruld, as 
General Partner of the L and J Sumruld, L t d . , a New 
Mexico L i m i t e d Partnership. 

(d) Submit f o r examination a 
Subordination of the above-described Judgement Lien, 
whereby Lea County State Bank (formerly F i r s t I n t e r s t a t e 
Bank of Lea County) subordinates i t s Judgement l i e n s and 
claims r e s u l t i n g from Cause No. CV-90-11-G, as t o the 
working i n t e r e s t acquired by Lease No. 16, as r a t i f i e d 
above. 
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COMMENTS 

This opinion does not cover any matters not revealed by the 
materials examined. The opinions expressed herein are f o r your 
sole use and benefit, and may be r e l i e d upon only by you or your 
counsel. This opinion i s not to be circu l a t e d , quoted or otherwise 
r e l i e d upon by any other party except with my p r i o r w r i t t e n 
consent. 

Respectfully submitted, 

Rod J. MafcDonald 
Attorney/ at Law 
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c; K C K o 
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SUITE 702 - LB 106 
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(915) 686-0121 FAX: (915) 686-0134 

July 5, 1995 

Anson Gas Corporation 
Attn: Mr. Charles E. Lundeen 
P. O. Box 24060 
Oklahoma City, Oklahoma 73124 

Re: Well Proposal 
Jake Prospect 
GECKO Wilks -28- No. 1 
Section 28, T-15-S, R-37-E 
Lea County, New Mexico 

Ladies and Gentlemen: 

GECKO, Inc. purposes a 11,700' Lower Penn test on the Jake Prospect. The 
proposed well will be drilled in the section referenced above. Attached for your review are 
two (2) copies of the AFE detailing the anticipated costs of the well and invoice for your 
share of the BCP costs. According to the appropriate take-off, your working interest in the 
proposed test is 5.47025%. Copies of the drilling permit, survey plat, and a title opinion will 
be forwarded to you in the near future. 

Pursuant to the terms of the applicable Operating Agreement, please complete the 
attached AFE, indicate your election, and return one copy of the executed AFE and 
payment for your proportionate share of the BCP costs to GECKO, Inc. at the letterhead 
address. The other copy of the AFE is for your files. Questions should be directed to the 
undersigned at the letterhead address or telephone number. 

Sincerely, 
GECKO, Inc. 

Steve L. Thomson, P.E. 
President 

Enclosure 

ooy.500 BEFORE THE 

GliOSClENCE EXPLORATION CKO. INC. 

OIL CONSERVATION DIVISION 
Case No. 11471 Exhibit No. 3 
Submitted By: 

GECKO. Inc. 
Hearing Date: February 22, 1996 



GECKO, Inc. 
Authorization for Expenditure 
Jake Prospect 
Lea County, New Mexico 

Spud Date: Approximately August 1, 1995 
512-5600 Intangible Drilling Costs 

GECK'" Wilks -28- No. 1 
1902' l . , L and 708 FEL 
SW/4 NE/4 Section 28, T15S, R37E 
12,000* Lower Penn Test 

APPROVALS: 
GECKO, Inc. 

01 - BCP 02 - ACP TOTAL 
07 Administrative Overhead $ 8,000 $ 3,000 $ 11,000 
10 Engineering Services 7,000 7,000 14,000 
12 Field Supervision 7,000 9,000 16,000 
13 Completion Rig 24,000 24,000 
14 Location and Roads 6,000 6,000 
16 Geological 7,000 7,000 
18 Damages 8,000 8,000 
23 Rentals 10,500 7,500 18,000 
29 Water 10,000 10,000 
31 Water Hauling 5,000 5,000 10,000 
32 Wire Line Logging 25,000 10,000 32,000 
37 Casing Crews 4,000 4,000 
39 Cement ^ 22,000 15,000 37,000 
40 Contingencies (at 5%) 20,420 7,500 27,920 
41 Contract Labor 7,000 12,000 19,000 
42 D i n Work and Locations 20,000 20,000 
44 Dri l l Stem Testing (1) 7,000 7,000 
51 Mud Logging 8,000 8,000 
52 Mud 20,000 20,000 
53 Permits 5,000 5,000 
56 Rig - Footage 239,400 239,400 
57 Rig - Daywork 22,680 17,000 39,680 
60 Roustabout 8,000 8,000 
61 Stimulation 10,000 10,000 

P&A 20.000 20.000 
Subtotal S459.000 S165.000 $624,000 

510-5500 Tangible Dril l ing Cost 
01 - BCP 02 - ACP TOTAL 

03 Tangible Equipment $ 3,500 $ 9,000 $ 12,500 
06 Wellhead 4,000 4,000 8,000 
34 Casing - Surface 11,000 11,000 
35 Casing - Intermediate 70,000 70,000 
36 Casing - Completion 73,000 73,000 
40 Contigencies (at 5%) 2,500 4,500 7,000 
43 Downhole 5,500 5,500 
45 Electrical 6,000 6,000 
47 Flowlines and Surface Equipment 20,000 20,000 
54 Production Tubing 39,000 39,000 
55 Pumping Units 
59 Rods 
62 Subsurface Equipment 1,000 1,000 
63 Surface Equipment 13.000 13.000 

Subtotal S 91.000 $175,000 $266,000 

T O T A L AFE $550,000 $340,000 ?8?P,Q00 

Non-Operator: 

By: 

Anson Gas Corporation 

Title: President 

Date: July 5. 1995 

Title: 

Date: 

WI 5.47025% Cost Interest 

Approve Nonconsent 

5.47025% 

J>kc Procpcc i A F I ! 
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(915) 686-0121 FAX: (915) 686-0134 

July 10, 1995 

Anson Gas Corporation 
Attn: Mr. Charles E. Lundeen 
P. O. Box 24060 
Oklahoma City, Oklahoma 73124 

Re: Well Location 
Jake Prospect 
GECKO Wilks -28- No. 1 
Section 28, T-15-S, R-37-E 
Lea County, New Mexico 

Ladies and Gentlemen: 

Please be advised that the actual location of the above referenced well is the SE/4 
of the NE/4 of Section 28 noj the SW/4 of the NE/4 as shown on the original AFE. We 
hope that the typo on the AFE did not create undue confusion. 

If you have any questions, please do not hesitate to contact the undersigned at the 
letterhead address or telephone number. 

Sincerely, 
GECKO 

Steve L. Thomson, P.E. 
President 

012.500 
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A N S O N C O M P A N Y 

A N O K L A H O M A 
G E N E R A L P A R T N E R S H I P July 17, 1995 A N S O N G A S C O R P O R A T I O N 

M A N A G I N G G E N E R A L P A R T N E R 

Mr. Steve L. Thomson 
GECKO 
310 W. Wall 
Suite 702 - LB 106 
Midland, T X 79701 

RE: Wei! Proposal 
GECKO Wilks 28-No.l 
Section 28-T15S-R37E 
Lea Co., New Mexico 

Dear Mr. Thomson: 

AnSon Gas Corporation has received the above referenced wcl 
this proposal and would like lo address the following problems: 

proposal. We .ire currently reviewing 

1) The well proposal references the terms of the applicable Operating Agreement. In reviewing 
our records, AnSon has not been able to locate any Operating Agreement covering this 
property. In the absence of a JOA, AnSon is not required to make an election on this well at 
this time. If you would like us to consider executing a JOA, please forward one to Rebecca 
Zaikis in our land department. 

2) It appears that the AFE for this well is approximately SI20,000 higher than our estimated cost 
co drill and complete this type and depth of well. The single largest discrepancy is in the rig 
cost. The footage estimate calculates to S20.29/ft. Estimates we have received in the area range 
from S15.70 to S17.50/ft. Also, the BCP daywork charges, engineering and geological charges, 
and estimated cost of intermediate casing are areas of concern. 

3) Unless required by a pooling order, JOA or special arrangement, AnSon does not typically 
prepay dry hole costs. 

4) AnSon is also concerned about the shape and size of the proration unit which might be formed 
in the event of a producing well. It appears that we could be spaced out of a significant portion 
of our leasehold position under certain conditions. 

We would appreciate your response and/or comments regarding these problems. Ii you would like to 
discuss this situation, please call me at (405) 52S-0525. 

Respectfully, 

Daniel W. Fischer 
Operations Manager 

3 8 1 * N O R T H S A N T A f F . O f. 1 A H O M A C I T Y , O < L A H O M A ' . I I i '1 

M A t ^ ADDRESS: P.O. BOX 2-1060 • ZIP CODE 73 12-1 

T E l f f M l O N E ( •< 0 1 I 1 2 8 - 0 3 2 5 



c; K C K C) 
310 W. WALL 

SUITE 702 - LB 106 

M I D L A N D . T E X A S 7<)7 ( )1 
(915)686-0121 FAX: (915)686-0134 

July 24, 1995 

Mr. Daniel W. Fischer 
AnSon Company 
P. O. Box 24060 
Oklahoma City. Oklahoma 73124 

RE: Well Proposal 
Our GECKO Wilks -28-#1 
Lea County. New Mexico 

Dear Mr. Fischer: 

Thank you for your letter dated July 17. 1995. Before addressing your concerns, please be 
advised that 94.6 % of the working interest owners that we identified have executed an AFE agreeing to 
participate in the referenced well and consequently we are proceeding to drill the well. Contacting AnSon 
should be viewed as a courtesy to your leasehold position and a straight forward attempt to ask AnSon to 
participate in the well. We hope that you will join the well. 

You did not have to search your files for an Operating Agreement: previous discussions with 
Becky in your Land Department established the fact that AnSon is not party to an operating Agreement 
governing this well. GECKO endeavors to minimize paper work where possible. We will be happy to 
forward a copy of the same JOA that all of the working interest owners agreed to prior to committing to 
participate in the well. We do not see the need to prepare the copies or the need for your staff to read the 
agreement if AnSon does not want to participate in the well. We will gladly accept the execution of a 
JOA as a condition of acceptance once you agree to participate. 

As Operations Manager, you understand that an AFE is an AFE. The AFE you received is a 
form AFE that we use for all of our Strawn tests in Lea County. Past wells included directional work 
based on work - in - progress directional surveys. You have adequate experience with drilling, plugging 
back, and kicking wells in Lea County to understand where these costs can go. Rest assured that working 
interest owners in GECKO operated wells are charged exactly what is spent; no more and no less. All 
JOA's. including ours, encompass market pricing clauses that we strictly adhere to. 

Prepaying costs regardless of basis is an accepted industry practice. We discuss these 
arrangements from time to time but endeavor to treat all partners equally. Special considerations arise 
when two foreign corporations to the State of New Mexico do business together. This issue is only an 
issue if AnSon agrees to participate in the well and executes an JOA. 

The shape and size of a proration unit is a side issue to drilling a wildcat well in.New Mexico. 
The well will be drilled under State rules for a wildcat. Participating in the well affords a working 
interest owner the opportunity to be an integral part of the spacing process. Establishing the spacing for a 
successful wildcat is one of the more pleasant problems to have. 

GEOSCIENCE EXPLORATION CKO. INC. 



Mr. Daniel W. Fischer 
AnSon Company Page 2 

We are available to discuss any issue regarding AnSon's leasehold in this well. We do not 
anticipate an extended letter writing campaign to establish AnSon's participation or lack thereof in the 
proposed well. If we can be of assistance or if we can help you in any way, please do not hesitate to 
contact the undersigned at the letterhead address or telephone number. 

Steve L. Thomson, P. E. 
President 

cc: Rod McDonald 
-> Kellahin & Kellahin 

Well File 
AnSon Correspondence 

Sincerely, 

GECKO, Inc. 
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(915)686-0121 FAX: (915) 686-0134 

February 16. 19% 

VIA FACSIMILE 
(405) 523-3141 

Mr. Daniel W. Fischer 
AnSon Company 
AnSon Gas Corporation 
P.O. Box 24060 
Oklahoma City, Oklahoma 73 118 

RE: NMOCD Case I 1471 
GECKO Wilks -2x-No. 1 
Sec. 28, T-15S. R-..7E 
Lea County, Nc.v Mexico 

Dear Mr. Fischer: 

On January K). 1';% 1 provided AnSon Company and AnSon Gas Corporation wilh a final 
opportunity to participate on a voluntary basis in the referenced well which 1 first proposed by my letter 
dated July 5, 1995. 

Because I have not heard from AnSon on this mailer since your July 17. 1995 letter in which you 
expressed concern about GECK.Cs proposed AFE, wc have a compulsory pooling hearing set lor next 
Thursday before the NMOCD If you are sliil concerned about the AFE I w ish you lo know that Ihe AFE 
you received was consistent wilh other AFE"s wc have provided lo interest owners for other Strawn wells. 
Also. 1 wish you lo know that wc have successfully drilled and completed these other Strawn wells for 
actual costs averaging about .$100,000 less that this AFE. Wc hope to continue that success with ihe 
referenced well. As you know, you will be paying actual costs and if the AFE exceeds actual costs the 
difference is refunded. Wc hope that you will participate in the subject well on a voluntary basis. 

If wc can help you in any way. please do not hesitate to contact the undersigned at the letterhead 
address. 

Sincerelv. 

GECKO, Inc. 

•-7<? 

Sieve L. Thomson. P.E. 
President 

SLT:ku 

\ v : s I-U.I Hr 

GEOSCIENCE EXPLORATION CKO. INC. 



•'1226 11:02 3136603700 ROD J . MACDLTIALD PAGE 

P A C S I M I I J C TftJUrttMTT*AL S H K S T 

To: Tom Kel lahin's Office 

Attn: Holly 

From: ROD MACDONALD 

FAX *: 505~982>2047 

Tine: 10:00 a.m.. Central Standard Time 

Date: January 29, 1996. 

Number of pages Bent, including thie cover aheeti 7 

Remarks: 

See attached i n f o r m a t i o n you rttepimmt.mei. 

COMPUWRXMiXTT ROTICSi Tha documonta aeooBpmnylna this talaxax tcsuaaiaaion contain Information balonoing to 
Rod 3. HaoDould, attorney mt law, tint la confidant l a l . To* information ia lntandad only (or tha ua* oi tha 
individual oc ant i t y nn—d altera. I f you era not tha lntandad racipiant, you ax* harafey iwtlfiad that any 
axamiaatlon, dlaoloaura, oopyioa, diatributioo ox too takinf of any action in ralianoa on, or with soapact to, 
tha contanti of this talaooplad information la «trictiy piodibttad. I I you hmva roealvad t a i l taiafaat in arror, 
plaaae 1—aiHataly notify Age) J. MacDonald by coll act talaphona oail at >15-»t»-J»3» to acranam fox rat urn of 
tha original dootamairta to ua, at oar •spmnaa. 

Note: Please c a l l (915) 688-3939 should there be a problem with 
th i s transmission. Return Fax Number i s 915-685-3700. 

BEFORE THE 
OIL CONSERVATION DIVISION 

Case No. 11471 Exhibit No. ^ 
Submitted By: 

GECKO, Inc. 

Hearing Date: February 22, 1996 
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QUITCLAIM DEED. TRANSFER AMD ASSIGNMENT 

* 

STATE OF NSW MEXICO ) 

COUNTY OF LEA ) ' 

FOR VALUE RECEIven, LEROY SUMRULD, indi v i d u a l l y and a a a 
former Trustee, and JAHIB SUMRULD, the current Trustee of THE 
LEROT AND STLVIA JANIE SUMRULD TRUSS Under Trust Agreement dated 
February 27, 1987 (the "GRANTOR"), whose address i s 903 Avenue J , 
Lovington, New Mexico 88260, hereby QUITCLAIM, GRANT, TRANSFER 
and ASSIGN to L AND J SUMRULD, LTD., a New Mexico Limited 
Partnership (the "GRANTEE"), whose address i s 903 Avenue J , 
Lovington, New Mexico 88260, a l l of the GRANTOR'S right, t i t l e 
and interest in the surface estate ownership interests, o i l , gas 
and mineral in t e r e s t s , o i l and gas leasehold interests, working 
i n t e r e s t s , operating r i g h t s , royalty i n t e r e s t s , overriding 
royalty interests, production payments and a l l other o i l and gas 
related interests of any kind or type located in LEA COUNTY, NEW 
MEXICO, and more particularly described in EXHIBIT "A" attached 
hereto and incorporated herein for a l l purposes by this s p e c i f i c 
reference, together with a l l improvements, buildings, fixtures, 
appurtenances, personal property and rights of ingress and egress 
attached thereto, located thereon or associated, used or obtained 
in connection therewith. 

This QUITCLAIM DEED, TRANSFER AND ASSIGNMENT covers and 
includes a l l of the GRANTOR'S right, t i t l e and interest in and to 
surface estate ownership i n t e r e s t s , o i l , gas and mineral 
i n t e r e s t s , o i l and gas leasehold i n t e r e s t s , working i n t e r e s t s , 
operating r i g h t s , r o y a l t y i n t e r e s t s , o v e r r i d i n g r o y a l t y 
interests, production payments and a l i other o i l and gas related 
interests of any kind or type described in the attached EXHIBIT 
"A", regardless of the accuracy or correctness of the decimal or 
fractional interests or the legal descriptions contained or set 
forth therein. 

In addition to the lands and mineral and related i n t e r e s t s 
described in the attached EXHIBIT "A", t h i s QUITCLAIM DEED, 
TRANSFER AND ASSIGNMENT shal l and hereby does cover, include and 
convey any and a l l other land, surface e s t a t e ownership 
in t e r e s t s , o i l , gas and mineral i n t e r e s t s , working i n t e r e s t s , 
operating r i g h t s , r o y a l t y i n t e r e s t s , o v e r r i d i n g r o y a l t y 
interests, production payment* and a l l other o i l and gas related 
i n t e r e s t s of any kind or type therein, which are now or may be 
owned, claimed or hereafter acquired by the GRANTOR and located 
in LEA COUKTY, NEW MEXICO, together with any and a l l currently 
existing and after-acquired tangible and intangible personal 
property, f i x t u r e s and improvements of the kind and type 
described herein that may now or in the future be located 
thereon, attached thereto or used or obtained in connection 
therewith. 

This QUITCLAIM DEED, TRANSFER AND ASSIGNMENT and a l l surface 
estate i n t e r e s t s , o i l , gas and mineral i n t e r e s t s and related 
interests conveyed hereby are subject to: 

1. The terms, conditions and provisions of the O i l 
and Gas Leases described in the attached EXHIBIT 
"A"; 
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Approved. 

C. BARRY CRVTCHFIELD 
TEMF̂ EMAN^AND CRUTCHFIELD 
Attonieyyit Uw 
113 East Washington Ave. 
Lovingwn, New Mexico 88260 
505X396-4927 
(Attorney for SYLVIA JANIE SUMRULD, 
individually, as Personal Representative 
of the Estate of Leroy Sumruld, Deceased, 
as Trustee of the Leroy and Sylvia Janie 

Sumruld Trust, and as General Partner 
of the L A J Sumruld Ltd., a New Mexico 

limited partnership) 

4 
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563 w- 372 
30313 

FIFTH JUDICIAL DISTRICT COURT 
COUNTY OP LEA 
STATE OF NEW MEXICO 

FIRST INTERSTATE BANK OF 
LEA COUNTY, now known as 
LEA COUNTY STATE BANK, 

Plaintiff, 

vs. No. CV-90-11-G 

VERTICAL AIR STABILIZATION 
CORP., and LEROY SUMRULD, 

Defendants, 

LEROY AND SYLVIA JANIE SUMRULD 
TRUST, C/O LEROY AND SYLVIA JANIE 
SUMRULD, Trustees, 

Garnishee. 

LIB MjKPBNS 

TO ALL WHOM IT MAY CONCERN: 

Take Notice that an action has been commenced in tha above 

entitled Court by the above named Plaintiff against tha parties 

named in the Complaint herein, which suit i s now pending and is 

numbered CV-90-11-G on the c i v i l Docket of said Court; the object 

of tha action i s to set aside cartain alleged fraudulent 

conveyances of real property and certain fraudulent conveyances of 

mineral interest; the premises and the ainoral interest affected by 

this action were at the tine of tha commencement of action and ara 

now located in Lea County, New Mexico and are described as set 

forth in Exhibits "A" & "B" which are attached hereto and 

Incorporated herein by reference. 
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ROD J. MACDONALD 
Attorney at Law 

511 W.Ohio 
Suiu J30 

MldlwcJ. TBXMM 79701 
(917) 6M-3939 

Pu (9(9) 613-3700 

Tommy D. Parker 
Attorney at Law 
P. 0. Box 1094 
Bobbs, NM 88241 

July 14, 1995 

Re: Leroy and Sylvia Janie Sumruld Claim 

Dear Mr. Parker: 

Please find attached a copy of that certain Oil and Gas Lease 
dated June 21, 1994, recorded in Book 504, page 257, Oil and Gas 
Records of Lea County, New Mexico, by and between Janie Sumruld, as 
Lessor, and Perry S Perry, Inc., as Lessee, covering the following-
described lands: 

Please note that your client, First Interstate Bank of Lea 
County, now known as Lea County State Bank, has filed a Lis Pendens 
against the interest of Leroy Sumruld in the above-described lands, 
in conjunction with Cause No. CV-90-11-G, being conducted in the 
Fifth Judicial District Court of Lea County, New Mexico. 

Paladin Exploration Company, Inc., successor in interest to 
Perry & Perry, Inc., i s planning to d r i l l a well on this tract in 
the very near future and would like to obtain a Subordination of 
Lien from your client limited to the working interest acquired 
under the above-described lease. 

We note that a well i s planned to be drilled on this tract in 
the very near future and we would appreciate a quick response to 
our request. 

Should you have any questions on this matter, please feel free 
to c a l l me. 

Township 15 South. Range 37 East, N.M.P.M 
Section 28: N/2 NE/4, SE/4 NE/4 

Respectfully submitted 

Rod J. McDonald 

JSOa/LVRSB/WJhDXV 
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August 2, 1995 

Rod J . MacDonald 
311 w. onio 
Suite 530 
Midland, TX 79701 

Re: Leroy and Sylvia Janie Sumruld claim 

Dear Mr. MacDonald: 

I have reviewed your l e t t e r and the related documents pertaining to 
the above-referenced case. In addition, I have conferred with our 
bank's counsel and the management of our bank on th i s matter. I t ' s 
our decision not to subordinate our position on the described land 
u n t i l such time as our bank has been paid in f u l l . 

I f I can be of a d d i t i o n a l assistance, please f e e l free t o c a l l me. 

Sincerely, 
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MODEL FORM OPERATING AGREEMENT 

.JMwmL 

OPERATING AGREEMENT 

DATED 

JulV 3 , 19 _95_ ( 

OPERATOR GECKO, Inc. 

CONTRACT AREA Shall be .the area described i n t h i s Agreement on 

page 1, A r t i c l e I I , Exh ib i t "A". 

H&W 82, Jake, and Dobie Prospects (only) 

COUNTY OR PARISH OF ,STATE OF 

COPYRIGHT 1989 — ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

L A N D M E N . 4100 FOSSIL CREEK BLVD. 

FORT WORTH, TEXAS, 76137. APPROVED FORM. 

A.A.P.I.. NO. 610 - 1989 

BEFORE THE 
OIL CONSERVATION DIVISION 

Case No. 11471 Exhibit No. 5 ~ ~ 
Submitted By: 

GECKO, Inc. 
Hearing Date: February 22, 1996 
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1 OPERATING AGREEMENT 
2 THIS AGREEMENT, entered into by and between GFfIKO, Jr\c. 
3 hereinafter designated and referred to as "Operator," and the signatory party or parties other than Operator, sometimes 
4 hereinafter referred to individually as "Non-Operator," and collectively as "Non-Operators." 

5 . WITNESSETH: other than Operator 
6 WHEREAS, the parties to this agreement are owners of Oil and Gas leases and/or Oil and Gas Interests in the land 
7 identified in Exhibit "A," and the parties hereto have reached an agreement to explore and develop these Leases and/or Oil 
8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided, 
9 NOW, THEREFORE, it is agreed as follows: 

10 ARTICLE I . 
11 DEFINITIONS 
12 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
13 A. The term "AFE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 
14 estimating the costs to be incurred in conducting an operation hereunder. 

13 IV The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 

16 and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 
17 and production testing conducted in such operation. 
18 C. The term "Contract Area" shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be 
19 developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas 
20 Interests are described in Exhibit "A." 
21 D. The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below the deepest 
22 Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 
23 lesser. 
24 E. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the 
25 cost of any operation conducted under the provisions of this agreement. 
26 F. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal 
27 body having authority. If a Drilling Unit is not fixed by any such rule or order, a Drilling Unit shall be the drilling unit as 
28 established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 

29 G. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be 
30 located. 
31 H. The term "Initial Well" shall mean the well required to be drilled by the parties hereto as provided in Article VI.A. 
32 1. The term "Non-Consent Well" shall mean a well in which less than all parties have conducted an operation as 
33 provided in Article VLB.2. 
34 ] . The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate in a 
35 proposed operation. 
36 K. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 
37 hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of (his term is 
38 specifically stated. 
39 L. The term "Oil and Gas Interesrs" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 
40 of land lying within the Contract Area which are owned by parties to this agreement. 
41 " M. The terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oil and gas leases or interests (herein 
42 covering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 
43 N. The term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order to attempt a 
44 Completion in a shallower Zone. 
45 O. The term "Recompletion" or "Recomplcte" shall mean an operation whereby a Completion in one Zone is abandoned 
46 in order to attempt a Completion in a different Zone within the existing wellbore. 
47 P. The rerm "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure, 
48 restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include, but 
49 are not limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking, 
50 Deepening, Completing, Recomputing, or Plugging Back of a well. 
51 Q. The term "Sidetrack" shall mean the directional control and intentional deviation of a well from vertical so as ro 
52 change the bottom hole location unless done to straighten the hole or to drill around junk in the hole (o overcome other 
53 mechanical difficulties. 
54 R. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 
55 Gai separately producible from any other common accumulation of Oil and Gas. 
56 Unless the context otherwise clearly indicates, words used in the singular include the plural, tint word "person" includes 
57 natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter. 
58 ARTICLE I I . 
59 EXHIBITS 
60 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
61 X A. Exhibit "A," shall include the following information: j • 
62 (1) Description of lands subject to this agreement, V 
63 (2) Restrictions, if any, as to depths, formations, or substances, .1 
64 (3) Parties to agreement with addresses and telephone numbers for notice purposes, ':' 
65 (4) Percentages or fractional interests of parties to this agreement, ^ 
66 (5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement, j t - i 
67 (6) Burdens on production. . . j j 
68 KKK^myQ^QWQOm^ii. - There is no Exhibit "B" , Ji[ 
69 X c Exhibit "C," Accounting Procedure. . ';, 
70 X D. Exhibit "D," Insurance. .; 1 j 
71 • X 1<. Exhibit "E," Gas Balancing Agreement. ',' 
72 R C a a K X W f c ^ - There i s no Exh|$Lt " 
73 &&2to$6£ffi0t»QCK>ras<sti& - There i s no Exhibit "G" .•'"'.r;""-'*T.'Tir": 
74 x » o.u.r- Description Of Area of Mutual Interest ("AMI") (plats) , . . . . 
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1 If any provision of any exhibit, except Exhibits "E," "F" and *'G," is inconsistent with any provision contained in 

2 the body of (his agreement, the provisions in the body of this agreement shall prevail. 

3 ARTICLE I I I . 

4 INTERESTS OF PARTIES 

5 A . O i l and Gas Interests: 

6 If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this 

7 agreement and during (he term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "B," 

8 and (he owner thereof shall be deemed to own both royalty interest in such lease and the interest of the lessee thereunder. 

9 B. Interests of Parties in Costs and Production: 

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

11 and paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as (heir 

12 interests are set forth in Exhibit "A." In the same manner, the parties shall also own all production of Oil and Gas from the 

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

\) 14 Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other 

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

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

17 w S s - H - n g h n r r i f i n s and shall indemnify, defend and hold the other parties free from any liability therefor. 

18 Except as otherwise expressly provided in this agreement, if any parry has contributed hereto any Lease or Interest which is 

19 burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts 

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

21 and hold the other parties hereto harmless from any and all claims attributable to such excess burden. However, so long as 

22 the Dril l ing Unit for the productive Zone(s) is identical with the Contract Area, each party shall pay or deliver, or cause to 

23 be paid or delivered, all burdens on production from rhe Contract Area due under the terms of the Oil and Gas Lease(s) 

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

25 liability therefor. 

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

27 lessor or royalty owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher 

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

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

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

31 said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 

32 C. Subsequently Crea(ed Interests: 

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

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

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

36 interest hereunder, such burden shall be deemed a "Subsequently Created Interest." Futtliei. if any umy has | i i i i i i ib i i l i il 

37 hereto a Lease or Interest burdened with an overriding royalty, production jMiyjiieiuT-«et--pnrfits~ interest, or other burden 

38 payable out of production created prior to the datc-nf-tlm-aTrrcemctur and such burden is not shown on Exhibit "A," such 

39 burden also shall bfc-de«mecr"a~Subscquently Created Interest to the extent such burden causes the burdens on such party's 

40 Lcaac or Interest to exceed the amount stipulated in Ai tide 'UI.B. ubutir 

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

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

43 parties from and against any liabiliry therefor. Further, if the Burdened Parry fails to pay, when due, its share of expenses 

44 chargeable hereunder, all provisions of Article VII.11. shall be enforceable against the Subsequently Created Interest in (he 

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

46 under this agreement to assign or relinquish to any other party, or parties, all or a portion of its working interest and/or the 

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

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

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

50 A R T I C L E I V . 

51 TITLES 

52 A . Ti t le Examination: 

53 Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and, 

54 if a majority in interest of the Dri l l ing Parties so request or Operator j u clci'ts, title examination shall be made on the entire 

55 Drill ing Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownernhip of (he working 

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

57 I-eases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 

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

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

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

61 by outside attorneys. Copies of all title opinions shall be furnished to each Drill ing Party. Costs incurred by Operator in 

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

63 opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the Dril l ing 

64 Parties in the proportion that the interest of each Drill ing Purty bears to the total interest of all Drilling Parties as such 

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

66 in the performance of the above functions. ^( . ; | 

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

68 connecrion with 1-eases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the preparation 

69 and recording of pooling designations or declarations and communitization agreements as well as the conduct of hearings 

70 l>eforc governmental agencies for the securing of spacing or |x>oling orders or any other orders necessary-or appropriate to 

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

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

73 agencies, and which costs arc necessary and proper for the activities contemplated under this agreement, shall be direct ( 

74 charges to the joint account and shall not be covered by the administrative overhead charges as provided, in lixhibit "Gv'i'J 

- 2 -
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1 Operator shall make no charge for services rendered by its stall attorneys or other personnel in the performance of the above 

2 functions. 
3 No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has 
4 been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by 
5 all of the Drilling Parties in such well. 

6 B. Loss or Failure of Title: 
7 1. Failure of Title: Should any Oil and Gas Interact or Oil and Gas Loasa ba lost through failure of title, which remits in » 
8 reduction of interest from that shown on Exhibit "A," the party credited with contributing the affected Lease or Interest 
9 (including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination^ title 

10 failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will ncxTDe subject 
11 to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas 
12 Leases and Interests; and, / 
13 (a) The party credited with contributing the Oil and Gas Lease or Interest affected by the titrt failure (including, if 

y 14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not̂ fae entitled to recover from 
15 Operator or the other parties any development or operating costs which it may have previously paid or incurred, but there 
16 shall be no additional liability on its part to the other parties hereto by reason of such title/failure; 
17 (b) There shall be no retroactive adjustment of expenses incurred or revenue? received from the operation of the 
18 Lease or Interest which has failed, but the interests of the parties contained on JKhibit "A" shall be revised on an acreage 
19 basis, as of the time it is determined finally that title failure has occurred, sp^fhat the interest of the party whose Lease or 
20 Interest is affected by the title failure will thereafter be reduced in the Contrast Area by the amount of the Lease or Interest failed; 
21 (c) If the proportionate interest of the other parties hereto in^Sny producing well previously drilled on the Contract 

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

23 to the Lease or Interest which has failed shall receive the proceetls attributable to the increase in such interest (less costs and 
24 burdens attributable thereto) until it has been reimburse*! for unrecovered costs paid by it in connection with such well 

25 attributable to such failed Lease or Interest; yr 
26 (d) Should any person not a party to this/agreement, who is determined to be the owner of any Lease or Interest 
27 which has failed, pay in any manner any part in the cost of operation, development, or equipment, such amount shall be paid 
28 to the parry or parties who bore the costs *rnich are so refunded; 
29 (e) Any liability to account to a^person not a party to this agreement for prior production of Oil and Gas which arises 
30 by reason of title failure shall be/borne severally by each party (including a predecessor to a current party) who received 
31 production for which such accounting is required based on the amount of such production received, and each such party shall 
32 severally indemnify, deferuMind hold harmless all other parties hereto for any such liability to account; 

33 (f) No charge shall be made to the joint account for legal expenses, fees or salaries in connection with the defense of 
34 the Lease or Interest rlaimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title 
35 it shall bear alpexpenses in connection therewith; and 
36 (gV^f any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an 
37 interesf'in the wellbore of any well or wells and the production therefrom, such party's absence of interest in the remainder 
38 of life Contract Area shall be considered a Failure of Title as to such remaining Contract Area unless that absence of interest 
39 7K\leflcueO un Ejthibit "A."-
40 i . Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or ovantiithti any mntal. lhui-in wait 
41 payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil atxTGas 
42 Lease or Interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be^omonetary 
43 liability against the party who failed to make such payment. Unless the party who failed to make the^ttfquired payment 
44 secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery*?! the failure to make 
45 proper payment, which acquisition will not be subject to Article VIII.B., the interests of the pafries reflected on Exhibit "A" 
46 shall be revised on an acreage basis, effective as of the date of termination of the Leaseot^fnterest involved, and the party 
47 who failed to make proper payment will no longer be credited with an interest in thj^ContraCt Area on account of ownership 
48 of the Ix'asc or Interest which has terminated. If the party who failed to make therequired payment shall not have been fully 
49 reimbursed, at the time of the loss, from the proceeds of the sale of OjJ^rfuJ Gas attributable to the lost Lease or Interest, 
50 calculated on an acreage basis, for the development and operating ctjafs previously paid on account of such Lease or Interest, 
51 it shall be reimbursed for unrecovered actual costs previously^atd by it (but not for its share of the cost of any dry hole 
52 previously drilled or wells previously abandoned) from so^rfuch of the following as is necessary to effect reimbursement: 
53 (a) Proceeds of Oil and Gas produced priorta^fermination of the Lease or Interest, less operating expenses and lease 
54 burdens chargeable hereunder to the person wjxfTailed to make payment, previously accrued to the credit of the lost Lease or 
55 Interest, on an acreage basis, up to the arptiunt of unrecovered costs; 
56 (b) Proceeds of Oil and Gaŝ JeSs operating expenses and lease burdens chargeable hereunder to the person who failed 
57 to make payment, up lu the ajMtfunt of un recovered coir* attributable to thut portion of Oil and Cut thereafter produced and 
58 marketed (excluding production from any wells thereafter drilled) which, in the absence of such I.euie or Interest termination, 
59 would be attributable'^) the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 
60 termination iyefedited to other parries, rhe proceeds of said portion of the Oil and Gas to be contributed by the other parties 
61 in proportion to their respective interests reflected on Exhibit "A"; and, - j ^ -
62 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, th,e owner 
63 of llie l.iasi ui Inmist loit, tot the privilege of participating in the Contract Area or becoming a purty to ihjg agreement. 
64 —3- Other Lwaaesi' All losses of Leases or Interests committed to this agreement, n*h«r t l . ^ ,Ur... forth in^Articleir 
65 I V.B.I, and 1V.I1.2. -above, shall be joint losses and shall be lx>rne by all parties in proportion to their interests shown on 
66 Exhibit "A." This shall include but not be limited to the loss of any Lease or Interest through failure to develop or because 
67 express or implied covenants have not been performed (other than performance which requires only the payment of money), 
68 and the loss of any Lease by expiration at the end of its primary term if it is not renewed or extended. There shajl be no 
69 readjustment of interests in the remaining portion of the Contract Area on account of any joint loss. ' • .V, 
70 4. Cm inn Title: In the event of u Failure of Title under Article IV.U.l, or a lots of title undnr Articlp |V l*1? ak^J. 
71 Lease or Interest acquired by any party hereto (other than the party whose interest has fail'"l m-w«c-tn«tj during'rhf-'ninrry 
72 (90) day period provided by Article IV.B.l. and Article LYJL2rHdxryrrT5veTm); all or a portion of the interest, that^hi^failed 
73 or was lost shrill hr offered at fmr-rrrTrif' parry whmp interest has failed or was lost, and the provisions of Article VIII.B. ' 
74 srtetfSot apply to such acquisition, j , i i j !•,. i ^ ^ 
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1 ARTICLE V. 

2 OPERATOR 
3 A. Designation and Responsibilities of Operator: 

4 GEQ^Q; InC t shall be the Operator of the Contract Area, and shall conduct 
5 and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits of 
6 this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 
7 not subject to the control or direction of the Non-Operarors except as to the type of operation to be undertaken in accordance 
8 with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 
9 Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third 

10 parry. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 
11 manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 
12 regulation, but in no event shall it have any liability as Operator to the other parties for losses sustained or liabilities incurred 
13 except such as may result from gross negligence or willful misconduct. 
14 B. Resignation or Removal of Operator and Selection of Successor: 
15 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
16 If Operator terminates its legal existence, no longer owns an interest- hereunder-w-the Gmtract Aru», or is no longer capable of 
17 serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 

18 successor. Operator may be removed ortfy for good cause by the affirmative vote of Non-Operators owning a majority interest 
19 based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator; such vote shall not be 
20 deemed effective until a written notice has been delivered to the Operator by a Non-Operator derailing the alleged default and 
21 Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an 
22 operation then being conducted, within forty-eight (48) hours of its receipt of the notice. Por purposes hereof, "good cause" shall 
23 mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 
24 operation contained in Article V.A. or material failure or inability to perform its obligations under this agreement. 
25 Subject to Article VII.D.l., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 

26 day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator 
27 or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 
28 Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 
29 Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 

30 subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 
31 2, Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 
32 successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 

33 interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the 
34 affirmative vote of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A"; 
35 provided, however, if an Operator which has been removed or is deemed to have resigned fails to vote or votes only to 
36 succeed itself, the successor Operator shall be selected by the affirmative vote of the party or parties owning a majority 
37 interest based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of the Operator that was 
38 removed or resigned. The former Operator shall promptly deliver to the successor Operator all records and data relating to 
39 the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 
40 successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 
41 account. 
42 3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 
43 resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 
44 bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 
45 Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 
46 assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in 
47 possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 
48 except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 
49 require the approval of two (3) or miirt pmtiua owning a majority interest based on ownership as shown on Hxhibit "A." In 
50 the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 
51 operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 
52 member of the operating committee, and all actions shall require the approval of two (2) members of the operating 
53 committee without regard for their interest in the Contract Area based on Exhibit "A." 
54 C. Employees and Contractors: 
55 The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 
56 hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 
57 contractors shall be the employees or contractors of Operator. 
58 D. Rights and Duties of Operator: 
59 1. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 
60 contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in 
61 the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of such, charges 
62 shall be agreed upon by the parties in writing before drilling operations arc commenced, and such work shall be performed by 
63 Operutor under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 
64 who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 
65 shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 
66 standards prevailing'in the industry. ^t. j 
67 2. Discharge of joint Account Obligations: Except as herein otherwise specifically provided, Operator shall prqmptly pay 
68 and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
69 charge each of the parties hereto with their respective proportionate shares upon the expense basis provided in Exh'ibjt "C" 
70 Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and;cl)arge's and credits 

71 . made and received. '*" '/, 
72 3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payable, alj^ccounts 
73 of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in 
74 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free from, 
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1 liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 

2 materials supplied. 
3 4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 
4 or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the 
5 Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 
6 used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 
7 provided in Article VII.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 
8 and Non-Operators for any purpose orher rhan to account for Non-Operator funds as herein specifically provided. Nothing in 
9 this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

10 parties otherwise specifically agree. 
11 5. Access to Contract Area and Records: Operator shall, except as otherwise provided herein, permit each Non-Operator 
12 or its duly authorized representative, at the Non-Operator's sole risk and cost, full and free access at all reasonable times to 
13 all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 
14 operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 
15 rights shall not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shall not obligate 
16 Operator to furnish any geologic or geophysical data of an interpretive nature unless the cost of preparation of such 
17 interpretive data was charged to the joint account. Operator will furnish to each Non-Operator upon request copies of any 
18 and all reports and information obtained by Operator in connection with production and related items, including, without 

19 limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 
20 purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 

21 information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 
22 shall be conducted in accordance with the audit protocol specified in Exhibit "C." 
23 6. Filing and Furnishing Governmental Reports: Operator will file, and upon written request promptly furnish copies to 
24 each requesting Non-Operator not in default of its payment obligations, all operational notices, reports or applications 
25 required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 
26 F.ach Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings, 

27 7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 
28 limited to the Initial Well: 
29 (a) Operator will promprly advise Non-Operators of the date on which the well is spudded, or the date on which 

30 drilling operations are commenced. 
31 (b) Operator will send to Non-Operators such reports, test results and notices regarding the progress of operations on the well 
32 as the Non-Operators shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 
33 (c) Opeator shall adequately test all Zones encountered which may reasonably be expected to be capable of producing 
34 Oil and Gas in paying quantities as a result of examination of the electric log or any other logs or cores or tests conducted 
35 hereunder. 
36 8. Cost Estimates. Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs 
37 incurred for the joint account at reasonable intervals during the conduct of any operation pursuant to this agreement. 
38 Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 
39 9. Insurance: At all times while operations are conducted hereunder, Operator shall comply with the workers 
40 compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self-
41 insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall 
42 be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties 
43 as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractori engaged in work on 
44 or for the Contract Area to comply with the workers compensation law af the state where the operations are being conducted 
45 and to maintain such other insurance as Operator may require. 
46 In the event automobile liability insurance is specified in said Exhibit "D," or subsequently receives the approval of the 
47 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive 
48 equipment. 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 
51 A. Initial Well: 
52 On or before the day of , 19 , Operator shall commence the drilling of the Initial 
53 Well at the following location: 
54 
55 
56 
57 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to 
61 
62 
63 
64 
65 
66 I 67 The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Article V1.C1. as to p^iticipation 
68 in Completion operations and Article VI.F. as to termination of operations and Article XI as to occurrence of force^'majei!^!' 
69 B. Subsequent Operations: • '> , f v*i(, 
70 1. Proposed Operations: If any party hereto should desire to drill any well on the Contract Area other than the Initial Well, or 
71 if any party should desire to Rework, Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no longet̂ capable of 
72 prtxlucing in paying quantities in which such party has not otherwise relinquished its interest in the proposed <<bj^t^C^|Of^^Qder 
73 this agreement, the parry desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a iwell shall'give'Written ' 
74 notice of the proposed operation to the parties who have not otherwise relinquished their interest in fjic^'flbjisy^, ' ' .^"' 
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1 under this agreement, uxl co all other panics in the cue of i proposal for Sidetracking or Deepening, specifying the work to be 

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

3 notice is delivered shall havc-KCyCTOw days ?ftcr receipt of the notice whhin which to notify the parry proposing to do the work 

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

5 Rework, Sjdctrack, Recomplete, Plug Back or Deepen mjy be given by telephone and the response period shall be limited trJ-WSQ? 

6 noun, exclusive of Saturday, Sunday and legal holidays. Failure of a parry to whom such notice is delivered to reply 
7 within the period above fixed shall constitute an election by that parry not to participate in the cost of the proposed operation. 
S Any proposal by a parry to conduct an operation conflicting with the operation initially proposed shall be delivered to all panics 
9 within the time and in the manner provided in Anidc VI.D.6. 

10 If all parties to whom such notice is delivered elect to participate in such a proposed operation, (he parties shall be 
11 contractually committed to participate therein provided such operations arc commenced within (he time period hereafter set 
12 forth, and Operator shall, no later than ninety (90) days after expiation of the notice period of thirty (30) days (or as 
13 promptly as practicable after the expiration of thcMwiycKXkKflXKhour period when a drilling rig is on-location, as the case 
14 miy be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 
1} the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 
16 by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 
17 additional (ime is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of* 
IB way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 
19 acceptance. If the acrual operation has not been commenced within the time provided (including any extension (hereof as 

20 specifically permitted herein or in the force majeure provisions of Article XI) and if any parry hereto still desires to conduct 
21 said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior 
22 proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or 
23 Sidetrack is made hereunder shall, if such .parties desire to participate in the proposed Deepening or Sidetracking operation, 
24 reimburse the Drilling Parties in accordance with Article VI.D.4. in the event of a Deepening operation and in accordance 
25 with Article VLB.), in the event of a Sidetracking operation. 
26 2. Operations by Less Than All Parties: 
27 (a) Determination of Participation. If any party to whom such notice is delivered as provided in Article Vl.B.l. or 
28 • Y I . C l , (Option No, 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this 
29 Article, the party or parties giving the notice and such other parties as shall elect to participate in the operation shall, no 

30 later than ninety ( ^ ^ ^ i ^ ^ t . 6 V f l f f t t o n ° ^ t n c n o t , c e period of thirty (30) days (or as promptly as practicable after (he 
31 expiration of the JCKr#K>{?TO0oihoUr period when a drilling rig is on location, as the case may be) actually commence the 
32 proposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting 
33 Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is a Non-Consenting Party, 
34 the Consenting Parties shall either: (i) request Operator to perform the work required by such proposed operation for the 
35 account of the Consenting Parties, or (ii) designate one of the Consenting Parties as Operator to perform such work. The 
36 rights and duties granted to and imposed upon the Operator under (his agreement are granted to and imposed upon the parry 
37 designated as Operator for an operation in which the original Operator is a Non-Consenting Party. Consenting Panics, when 
38 conducting operations on the Contract Area pursuant to this Article VI.D.2., shall comply with all terms and conditions of this 
39 agreement. 
40 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the 
41 applicable notice period, shall advise all Panics of the total interest of the patties approving such operation and its 
42 recommendation as to whether the Consenting^Parties should proceed with the operation as proposed. Each Consenting Party, 
43 withinJt^B^^fex^?^ hours' fjrjejuuoC/0^"^"^^ndjy and legal holidays) after delivery of such, notice, shall advise the 
44 proposing party of its. desire to (i) limit participation to such party's interest as shown on Exhibit "A" or (ii) carry only its 
45 proponionatc pan (determined by dividing such party's interest in the Contract Area by the interests of all Consenting Parties in 
46 the Contract Area) of Non-Consenting Panics' interests, or (iii) carry its proponionatc part (determined, as provided in (II))' of 
47 Non-Consenting Panics' interests together with all or a portion of; its proponionatc part of any Non-Consenting Panic*' 
48 interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Panics that is not carried by a 
49 Consenting Party shall be deemed to be carried1 by the party proposing the operation if such party does, not withdraw its 
50 proposal. Failure to advise the proposing party within the time required shall be deemed an election under ( i ) . In the event a 
51 drilling^ys^pn location, notice may be giyen^bĵ  telephone, and the time permitted for such a response .shall not exceed a 
52 total of^^of^fJrJsJS hours fjodtotHX/̂ T^a'nirrSy", Sunday and legal holidays). The proposing party, at its election, may 
53 withdraw such proposal if there is less than 100% participation and shall notify all parties of sucti decision within ten (10) 
54 days, or within twenty-four (24) hours if a drilling rig is on location, following expiration of the applicable response'period. 
55 If 100% subscription to the proposed operation is obtained, the proposing party shall promptly notify the Consenting Parties 
56 of their proportionate interests in the operation and the parry serving as Operator shall commence such operation within the 
37 period provided in Article Vl.B.l., subject to the same extension right as provided therein. ', 
38 (b) Relinquishment of Interest for Non-Ptrticipaiion, The entire coat and riik of. conducting such operations shall be 
59 borne by the Consenting Parties in the proportions they have elected to bear same under the terms ol the preceding 
60 paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
61 encumbrances of every kind created by.or arising from the'operations of the Consenting Parties. If such an operation results 
62 in a dry hole, then subject to Articles VI.B.6. and VI.E.3., the Consenting Parties shall plug and abandon (he well and restore 
63 the surface location at their sole cost, risk and expense; provided, however, that those Non-Consenting Panics that 
64 participated in the drilling, Deepening or Sidctracking'of the well shall remain liable for, and shall pay, their proportionate 
65 shares of (he cost of plugging and abandoning the well and restoring the surface location insofar only as those costs'were not 
66 increased by the subsequent operations of the Consenting Parties. If any well drilled, Reworked, Sidetracked, Deepened, 
67 Recomputed or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/or Gas in 
68 paying quantities, the Consenting Panics shall Complete and equip the well to produce at their sole cost and risk,, and the 
69 well shall then be turned over to Operator (if (he-Operator did not conduct the operation) and shall be operated by it at the 
70 expense and for (he account of the Consenting Parties. Upon commencement of operations for the'drilling, Reworking, 
71 Sidetracking, Recomputing, Deepening or Plugging Back of any such well by Consenting Parties in accordance-with the 
72 provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Conjentipg'.pj>rtics,vjuvi-the 
73 Consenting Parties shall own »nd be entitled to receive, in proportion to their respective interests, all-of'Such Non-
74 Consenting Parry's interest in the well and share of production therefrom or, in the cue of a Reworking, Sidetracking, 

, . . . . . . . 
6 
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1 Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article'VI.Cl. Option No. 2, all of such Non-

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

3 to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or 
4 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 
5 royalty, overriding royalty and other interests not excepted by Article III.C. payable out of or measured by the production 
6 from such well accruing with respect to such interest until ir reverts), shall equal the total of the following: 
7 (i) 200 % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 
8 beyond the wellhead connections (including but not limited to stock tanks, separators, treaters, pumping equipment and 
9 piping), plus 100% of each such Non-Consenting Party's share of the cost of operation of the well commencing with first 

10 production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other 
11 provisions of this Article, it being agreed that each Non-Consenting Parry's share of such costs and equipment will be that 
12 interesr which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning 

13 of the operations; and 
14 (ii) % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening, 
15 Plugging Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article VNI.C, 
16 and of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections), 
17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 
18 Notwithstanding anything to the contrary in this Article VLB., if the well does not reach the deepest objective Zone 

19 described in the notice proposing the well for reasons other than the encountering of granite or practically impenetrable 
20 substance or other condition in the hole rendering further operations impracticable, Operator shall give notice thereof to each 
21 Non-Consenting Parry who submitted or voted for an alternative proposal under Article VI.B.6. to drill the well to a 

22 shallower Zone than the deepest objective Zone proposed in the notice under which the well was drilled, and each such Non-
23 Consenting Party shall have the option ro participate in the initial proposed Completion of the well by paying its share of the 
24 cost of drilling the well to its actual depth, calculated in the manner provided in Article VI.B.4. (a). If any such Non-
25 Consenting Parry does not elect to participate in the first Gwiplction proposed for such well, the relinquishment provisions 
26 of this Article VI.B.2. (b) shall apply to such party's interest. 
27 (c) Reworking. Recompleting or Plugging Back. An election not to participate in the drilling, Sidetracking or 
28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 
29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full 

30 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 
31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking 
32 operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at 

33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 
34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the 
35 cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 400 % Q f 
36 that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to 
37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is 
38 proposed during such recoupment period, the provisions of this Article VLB. shall be applicable as between said Consenting 
39 Parties in said well. 
40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 
41 share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem, 
42 production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to 
43 Non-Consenting Parry's share of production not excepted by Article III.C. 
44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 
45 Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all 
46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 
47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 
48 parry receiving its proportionate part in kind or in value, less cost of salvage. 
49 Within ninety (90) days after the completion of any operation under this Article, the parry conducting the operations 
50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to 
51 rhe well, and an itemized statement of the cost of drilling. Sidetracking, Deepening, Plugging Back, (eating, Completing, 
52 Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement 
53 of such costs of operation, may submit a detailed statement of monthly billings. P.ach month thereafter, during the time the 
54 Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties 
55 shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the operation of 
56 the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from 
57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 
58 produced during any month, Consenting Parties shall use industry acceprcd methods such as but not limited to metering or 
59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 
60 any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited 
61 against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such 
62 Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to sjjih Non-
63 Consenting Party. rjji 
64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amouius'fjprovided 
65 for above, rhe relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. oh the day 
66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting P,|f{y shall 
67 own the same interest in such well, the material and equipment in or pertaining thereto, and the production theifcjfrom as 
68 such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetracking, Remarking, 

Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be'charged with and 
shall pay its proportionate part of the further costs of the operation of suid well in accordance witty (he terms) of this 

71 . agreement anil Exhibit "C" attached hereto. *'*V.v. 
72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth apdfall^te^i'have 
73 been completed and the results thereof furnished to the parties, or when operations on the well! have been otherwise'| 
74 terminated pursuant to Article VI.F., stand-by costs incurred pending response to a party's notice pr^^ipg"$l:j^j^if%^Q^''^ 

69 
70 

- 7 -



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

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

2 under Article VI.B.6. to resolve competing proposals) shall be charged and borne as part of the drilling or Deepening 
3 operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 
4 whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 
5 of the second grammatical paragraph of Article VLB.2. (a), shall be charged to and borne as part of the proposed operation, 
6 but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 
7 between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibir "A" bears to the total 
8 interest as shown on Exhibit "A" of all Consenting Parties. 
9 In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

10 may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 
11 Arricle Vl.B.l. within which to respond by paying for all stand-by costs and other cosrs incurred during such extended 
12 response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending 
13 the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be 
14 allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party's 
15 interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. 

16 4. Deepening: If less than all the parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed 
17 pursuant to Article Vl.B.l., the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article 
18 VI.B.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 
19 of which the parties were given notice under Article Vl.B.l. ("Initial Objective"). Such well shall not be Deepened beyond the 
20 Initial Objective without first complying with this Article to afford rhe Non-Consenting Parties the opportunity to participate 
21 in rhe Deepening operation. 
22 In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 
23 such parry shall give norice thereof, complying with the requirements of Article Vl.B.l., to all parties (including Non-
24 Consenting Parties). Thereupon, Articles Vl.B.l. and 2. shall apply and all parties receiving such notice shall have the right to 
25 participate or not participate in the Deepening of such well pursuant to said Articles Vl.B.l. and 2. If a Deepening operation 
26 is approved pursuant to such provisions, and if any Non-Consenting Parry elects to participate in the Deepening operation, 
27 such Non-Consenting party shall pay or make reimbursement (as the case may be) of the following costs and expenses: 
28 (a) If the proposal to Deepen is made prior to rhe Completion of such well as a well capable of producing in paying 
29 quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 

30 and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non-
31 Consenting Parry would have paid had such Non-Consenting Parry agreed to participate therein, plus the Non-Consenting 

32 Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other 
33 provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 
34 incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 
35 sole account of Consenting Parties. 
36 (b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 
37 in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 
38 reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and 
39 equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 
40 those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 
41 also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 
42 on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 
43 Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in 
44 connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 
45 cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non-
46 Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 
47 well for Deepening. 
48 The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 
49 to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article 
50 VI.F, 
51 5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an 
52 interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its 
53 proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore 
54 to be utilized as follows: 
55 (a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual cost* 
56 incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated. 
57 (b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 
58 such party's proportionate share of drilling and equipping cosrs incurred in rhe initial drilling of the well down to the depth 
59 at which the Sidetracking opcrarion is conducted, calculated in the manner described in Article VI.B.4(b) above. Such party's 
60 proportionate share of the cost of the well's salvable materials and equipment down to the depth ut which the Sidetracking 
61 operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 
62 * 6. Order of Preference of Operations. Except as otherwise ^pacifically providiw.1 in this agrwamant, if any purty j^tiirtt^trj 
63 propose the conduct of an operation that conflicts with a proposal that has been made by u purty tinder this ArticjawytT^uch 
64 party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to thNlL*-wtlTor to-.Pjrform 
65 an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exdu^iveTJTliaTurday, Sunday/and legal 
66 holidays, from delivery of the initial proposal, if a drilling rig is on locationJoj^--rh^^vell on which such operatiqn i i to be 
67 conducted, to deliver to all parties entitled to participate in thenji>pos^or^3peration such party's alternative proposal, such 
68 alternate proposal to contain the same information re^uifed'tobe included in the initial proposal. Each parry; recclilrirjg such 
69 proposals shall elecr by delivery of noticejnjOpCnTtor within five (5) days after expiration of the proposal period, dr'within 
70 twenty-four (24) hours (exclusiy^ftPSiTturday, Sunday and legal holidays) if a drilling rig is on location for the well thptjis the 
71 • subject of the projxjsaJsTtoparticipate in one of the competing proposals. Any party not electing within the tirne required 
72 shaHbe^decTfiednot to have voted. The proposal receiving the vote of parties owning the largest agg rcgate.̂ pê Cf otage 
7 3 • K i Z r r ' r >*( •!»«• [«!>>»;«« - n t l n r , r l i a I I I m u , p r i V t r i l ) ! i m a r n i l K l l . o r i l . m | . . l m j . p r , , j „ . r n I . , H ' S f f l f a' t j * ' V O t a , ' I t l C 1 

* See Article XVI.C. for Priority Operations l •'«> 
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2 within five (3) days after expiration of the election period (or within twenty-four f24) hoyr, niilniiiii III 'munli), Sunday 

J and.legal holidays, if a drilling rig ii on location). Each parry shall thj n IIM I I IMI [7) lij i (m ewenty-iour (24) hours if a rig 
4 is on location) from receipt of such notî , |n ilm lip 11/ In 111 af notice to Operator to participate in Such operation or to 
J relinquish ''n,rrrl\ h\ ll" • ff11II il Mill j in nimn to the provisions of Article VI.B.2.; failure by a party to deliver notice within 
6 >m0ttfXSUi ihtU >« aUaanaJ n alaaiian iMilii»M>i«i»n« in tk> »>ai'nili«a. an(H>nl. 
7 7. Conformity to Spacing Pattern. Notwithstanding the provision! of this Article V1.D.2., it is agreed, that no well* shall be 
8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 
9 Area is producing, unless such well conforms to the then-existing well.spacing pattern for such Zone.* 

10 8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion,' Recompletion, or 
11 Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except 
12 with the consent of all parties that have not relinquished interests in the well at the time of such operation. 
1} C. Completion of Wells; Reworking and Plugging Back: 
14 1. Completion; Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well 
13 drilled, Deepened or Sidetracked pursuant to the provisions Of Atticlc VI,B.2. of this agreement. Consent to the drilling, 
16 Deepening or Sidetracking shall include: • ' 
17 D Option No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing. Completing and 
18 equipping of the well, including necessary tankage "and/or surface facilities. 
19 H Option No. 2: All necessary expenditures for the drilling, Deepening or Sidetracking and testing of the well. When 
20 such well has reached its authorized depth, and all logs, cores and other tests have been completed, and the results 
21 thereof furnished to the parties, Operator sha.ll give immediate notice to the Non-Operators having the right to 
22 participate in * Completion attempt whether or not Operator recommends attempting to Complete the well, 
2} ' together with Operator's AFE for Completion costs if not previously provided. The panics receiving such notice 
24 shall have forty-eight (48) hours (exclusive of Saturday, Sundiy and legal holidays) in which, to elect by delivery of 
23 notice to Operator to participate'in a recommended Completion attempt or to make a Completion proposal with an 
26 accompanying AFE. Operator shall deliver any such Completion proposal, or any Completion proposal conflicting 
27 with Operator's proposal, to the other panics entitled to participate in such Completion iff accordance with the 
28 procedures specified in Article VI.B.6. Election to participate in a Completion attempt shall include consent to all 
29 necessary expenditures for the Completing and equipping of such well, including necessary'tankage and/or surface 
JO facilities but excluding any stimulation operation not contained on the Completion ARE; Failure of any party 
31 receiving such notice to reply within the period above fixed shall constitute an election by. that parry ftoj to 
J2 participate in the cost of the Completion attempt; provided, that Article A^tR&J^shall control in the case of iCVI 
J3 conflicting Completion proposals. If one or more, but less than all of the parties, elect-to attempt a'Completipn, the 
34 provisions of Article VI.B.2. hereof (the phrase ''Reworking, Sidetracking, Deepening, Recompleting or Plugging 
33 Back" as contained in Article VI.B.2.. shall be deemed to include "Completing") shall apply to the Operations 
36 thereafter conducted by less than all parties; provided, however, that Article VI,D.2 shall apply separately to each 
37 separate Completion or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting 
38 Parry as to one Completion or Recompletion attempt shall not prevent » parry from becoming a Consenting Party 
39 in subsequent Completion or Recompletion attempts regardlcis whether the Consenting Parties as to earlier 
40 Completions or Reconvictions have recouped their costs pursuant to Article VI.B.2.; provided further, that any 
41 recoupment of costs by a Consenting Party shall be made solely from the production attributable to the Zone in 
42 which the Completion attempt is made. Election by a previous Non-Consenting Party to participate in a subsequent 
43 Completion or Recompletion attempt shall require such parry to pay its proportionate share of the cost of salvable 
44 materials and equipment installed in the well pursuant to the previous Completion or Recompletion attempt, 
43 insofar and only insofar as such materials and equipment benefit the Zone in which such par.ty participates in a 
46 Completion attempt. . 
47 2, Rework, Recomplete or Plug Back: No well shall be Reworked, Recomputed or Plugged Back except a. well Reworked, 
48 Rccompletcd, or Plugged Back pursuant to the provisions of Article VI.B.2. of this agreement. Consent'to the Reworking! 
49 Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting' such operations and 
30 Completing and equipping of said well, including necessary tankage and/or surface facilities. 
31 D. Other Operations: 
32 Operator shall not undertake any single project reasonably estimated to require an expenditure In excels' n t 

33 T w e n t y - f i v e Thnnsanrl r Dollars (1 25,0/30.00 . ) except Id .connection with the 
34 drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 
33 authorized by or pursuant to this agreement; provided, however, that, In case of explosion, firg^flood or other sudden 
36 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses a* in it* opinion 
37 are required to deal with the emergency to safeguard life and property but Operator, as promptly aa possible, shall report the 
38 emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any h)on-Opcrator so 
39 requesting an information copy thereof for any single project costing in excess of ,1WSTltynf Wfl ThflUfiflnti Dollars 
60 ( i 2 5 . 0 0 0 , 00 ), A ny parry who has not relinquished its interest, in a well shall have the right to propose that 
6) Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilities'such a* 
62 salt water disposal wells Or to conduct additional work with respect to a well drilled hereunder or other similar project (but 
63 not including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall 
64 be governed by separate agreement between the parties)'reasonably estimated to require an expenditure', in excets of the 
63 amount first set forth above in this Article Vi.D. (except in connection with an operation required to be proposed under 
66 Articles Vl.B.l. or VI.C1. Option No. 2, which shall be governed exclusively by those Articles). Operator shall deliver *uch 
67 proposal to all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent 
68 of any party or parties owning at least .—SQ % of the interests of the parties entitled to participate In.such .operation, 
69 each party having the right ro participate in such project shall be bound by the terms of such proposal arid shall be obligated 
70 to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursuant to the'terms 
71 of the proposal. • . 

72 E. Abandonment of Wells:- •.»•»> " 
73 I. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.D.-2., any well which has 
74 been drilled or Deepened under the terms of this agreement and is proposed to be completed as a dry .hole shall not be 

*or cuch w e l l has been approved as an'exception t o the then', e x i s t i n g " 
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1 plugged ind abandoned without the consent of ill parties. Should Operator, after diligent effort,'be unable to contact any 
2 parry, or should any party fail to reply within forry-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 
3 delivery of notice of the proposal to plug and abandon such well, such parry shall be deemed to have consented to the 
4 proposed abandonment. All such wclb shall be plugged and abandoned in accordance with applicable regulations and at the 
5 cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Any parry who objects to 
6 plugging and abandoning such well by notice delivered to Operator within forty-eight (48) hours (exclusive of Saturday, 
7 Sunday and legal holidays) after delivery of notice of the proposed plugging shall take over (he well as of the end of such 
8 forty-eight (48) hour notice period and conduct further operations in search of Oil and/or Gas subject to the provisions of 
9 Article VI.D.; failure of such parry to provide proof reasonably satisfactory to Operator of its financial capability to conduct 

10 such operations or to take over the well within such period or thereafter to conduct operations on such well or plug and 
11 abandon such well shall entitle Operator to retain or take possession o( the well and plug and abandon the well. The parry 
12 taking over the well shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties against 
1) liability for any further operations conducted on such well except for the costs of plugging and abandoning the well and 
14 restoring the surface, for which the abandoning parties shall remain proportionately liable. 
15 2. Abandonment of Wells That Have Produced; Except for any well in which a Non*Cons<nt operation has been 
\6 conducted hereunder for which the Consenting Parties have not been fully reimbursed aj herein provided, any well which has 
17 been completed as a producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to 
18 such abandonment, the well shall be plugged and abandoned in accordance with applicable regulations and at the cost, risk 
19 and expense of all the parties hereto. Failure of a parry to reply within sixty (60) days of delivery of notice of proposed 
20 abandonment.shall be deemed an election to consent to the proposal. If, within sixty (60) days after delivery of notice of the 
21 proposed abandonment of any well, all parties do not agree to the abandonment of such well, those-wishing to continue its 
22 operation from the Zone then open to production shall be obligated to take over the well as of the expiration of the 
23 applicable notice period and shall indemnify Operator (if Operator is an abandoning party) and the other abandoning parties 
24 against liability for any further operations on the well conducted by such parties. Failure of such party br parties to provide 
23 proof reasonably satisfactory to Operator of their financial capability to conduct such operations or lo take over the well 
26 within the required period or (hereafter to conduct operations on such well shall entitle Operator to re'tain or take possession 
27 of such well and plug and abandon the well. 
28 Parties taking over a well as provided herein shall tender to each of the other parties its proportionate sTlate of the value of 
29 the well's salvable material and equipment, determined in accordance with the provisions of Exhibit "C," less the estimated cost 
30 of salvaging and (he estimated cost of plugging and abandoning and restoring the surface; provided, however, that in the event 
31 (he estimated plugging and abandoning and-surface restoration costs and the estimated cost of salvaging arc higher than the 
32 value of the well's salvable material and equipment, each of the abandoning parties shall tender to the parties, continuing 
3) operations their proportionate shares of the estimated excess cost. Each abandoning party shall assign lo the non-abandoning 
34 parties, without warranty, express or implied, as to title or as to quantity, ot fitness for use of the equipment and material, all 
35 of its interest in the wellbore of the well and related equipment, together with its interest in the Leasehold insofar and only 
36 insofar as such Leasehold covers the right to obtain production from that wellbore in the Zone then open to production. If the 
37 Interest of the abandoning party is or includes an Oil and Gas Interest, such parry shall execute and deliver to the non-
38 abandoning party or parties an oil and gas lease, limited to the wellbore and the Zone then open to production, for a term of 
39 one (1) year and so long thereafter as Oil and/or Gas is produced from the Zone coveted thereby, such lease to be Oft*the-(t>rm 
40 aitaclred as Exhibit "D." The assignments or leases so limited shall encompass the Drilling Unit upon which the well II located. 
41 The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon the relationship of their 
42 respective percentage of participation in the Contract Area to the aggregate of the percentages of participation in the Contract 
43 Area of all assignees. There shall be no readjustment of interests in the remaining portions of (he Contract Area. 
44 Thereafter, abandoning parties shall havc.no further responsibility, liability, or interest in the operation of or production 
45 from the well in the Zone then open other than the royalties retained in any lease made under the terms of this Article. Upon 
46 request, Operator shall continue to operate the assigned well for the account of the non-abandoning parties *<,the rates and 
47 charges contemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate 
48 ownership of (he assigned well. Upon proposed abandonment of the producing Zone assigned or leased, the' assignor or lessor 
49 shall thcn have the option to repurchase its prior interest'in the well (using the same valuation formula) and participate in 
50 further operations therein subject to the provisions hereof. . 
31 3. Abandonment of Non-Consent Operations', The provisions of Article V1.E.1. or V1.E.2. above shall be applicable as 
32 between Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, 
33 however, no well shall be permanently plugged and abandoned unless and until all parties having the'righ't to Conduct further 
54 operations therein have been notified of the proposed abandonment and afforded the opportunity to elect to Cake over, the well 
53 in accordance with the provisions of this Article VI,E.; and provided further, that Non-Consenting Parties who own an Interest 
56 in a portion of the well shall pay their proportionate shares of abandonment sod sutface restoration costs'(br such well as 
57 provided In Article Yl.D.2.(b). , • 
38 F. Termination of Operations: 
39 Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing, 
60 Completion or'plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 
61 consent of parties bearing —50 % of the costs of such operation; provided, however, that,, in the event granite or other 
62 practically impenetrable substance or condition in the hole is encountered which renders further operations impractical, 
63 Operator may discontinue operations and give notice of such condition in the manner provided in Article Vl.B.l,'and the 
64 provisions of Article VLB. or VI.E. shall thereafter apply to such operation, as appropriate. 
63 G. Taking Production in Kind: 
66 £3 Option No. 1: Gas Balancing Agreement Attached • , , 
67 Each party shall take in kind Kr separately dispose of its proponionatc share of all Oil and. Gas produced•frorn the 
68 Contract Area, exclusive of production which may be used in development and producing operations and in preparing and 
69 treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in"the taking 
70 in kind or separate disposition by any party of its proponionatc share of (he production shall bc'bo/ne by such party. Any 
71 ' party taking its share of production in kind shall be required to pay for only its proponionatc s'hare of such pan of 
72 Operator's surface facilities which it uses. f 

73 Each party shall execute such division orders and contracts as may be necessary for the. sale of its interest in 
74 production from (he Contract Area, and, cxccp( as provided in Article VII.B., shall be entitled to receive payment 

* a mutual'lv aat-fwl fr>rin 
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1 directly' from the purchaser thereof for its share of ill production. '. 
2 If any parry fails to make the arrangements necessary to take in kind or separately dispose of its proportionate 
3 ahare of the Oil produced from the Contract Area, Operator shall have the right, aubject to the revocation at will by 
4 the parry owning it, but not the obligation, to purchase such Oil or sell it to others at any time and from time to 

5 time, for the account of the non-taking party. Any such purchase or sile by Operator.may be terminated by 
6 Operator upon at least ten (10) days written notice to the owner of said production and shall be subject always to 
7 the right of the owner of the production upon at least ten (10) days written notice to Operator to exercise at any 
8 time its right to take in kind, or separately dispose of, its share of all Oil not previously delivered to a purchaser. 
9 Any purchase or sale, by Operator of any other party's share of Oil shall be only for such reasonable periods of time 

10 as arc consistent with the minimum needs of the industry under the particular circumstances, but in no event for a 
11 period in excess of one (1) year. 
12 Any such sale by Opera-tor shall be in a manner commercially reasonable under the circumstances but Operator 
13 shall haYe.no duty to share any existing market or.to obtain a price equal to that received under any existing 
14 market. The sale or delivery by Operator of a non-taking parry's share of Oil under, the terms of any existing 
1) contract of Operator shall .not give the non-talcing party any interest in or make the non-taking party a party to said 
16 contract. No purchase shall be made by Operator without first giving the non-taking party at least ten (10) days 
17 written notice of such intended purchase and the price to be paid or the pricing basis to be used. 
18 All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following 
19 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 
20 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or. transported, which 
21 records shall be made available to Non-Operators upon reasonable request. 
22 In the event one or more parties' separate disposition of its share of the Gas causes split-stream deliveries to separate 
23 pipelines and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-
2-1 ate share of tocaj Gas saJcs to be alba ted to it, tlx: balirdng or accounting between the panics shall be in accordance with 
2J any Gas balancing agreement between die panics hereto, whether sodi an agreement is attached, as Exhibit *E" or is a 
26 . separate agreement. Operator shall give notice to all panics of the first sales of Gas from any well under, this agreement. 
27 B 1 1 Optiun Hur i>i >li> Gm BaJwieiwg i^gnaimnti • -• f , 

28 Each parry shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from 
29 the Contract Area, exclusive of production which may be used in development and producing operaiiony£nd in 
30 preparing and treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra wfpenditure 
31 incurred in the taking in kind or separate disposition by any party of its proportionate share of the production shall 
32 be borne by such party. Any party taking its share of production in kind shall be required .ftv'pay for only its 
33 proportionate share of such part of Operator's surface facilities which it uses. • / 
34 Each party shall execute such division orders and contracts as may be necessary for thv sale of its interest in 
33 production from the Contract Area, and, except as provided in Article Vll.B., shall be^ntiifcd to "receive payment 
36 directly from the purchaser thereof for its share of all production. / 
37 If any party fails to make the arrangements necessary to take in kind or separately dispose of jts proportionate 
38 share of the Oil and/or Gas produced from the Contract Area, Operator/Shall have the right, subject to the 
39 . revocation at will by the party owning, it, but not the obligation, to purchase such Oil and/or Gas or sell it to others 
40 ar any time and from time to time, for the account of the non-taking party. Any such purchase or sale by Operator 
4) may be terminated by Operator upon at least ten (10) dsys written/<otkc to the owner of said production and shall 
42 be subject always lo the right of the owner'of the production ur/rh at least ten (10) dsys written notice to Operator 
43 >o exercise ita right to take in,kind, or separately dispose ofyks share of all Oil and/or Cas not previously delivered 
44 to a purchaser, provided, however, that the effective dase of any such rcvocatioo may be deferred at Operator's 
45 election for a period not to exceed ninety (90) days/if Operator has committed such production .to a purchase 
46 contract having a term extending beyond such tcn^l 0) -day -period..Any purchase or sale by Operator of any other 
47 party's share of Oil and/or Gas shall be only/for such reasonable periods of lime as ate consistent wilh the 
48 minimum needs of the industry under the reticular circumstances, but in no event for a period in axccn of one (1) 
49 year. / ' / 
30 Any such sale by Operator shall h«rin a manner commercially reasonable under the circums'iahces, but Operator 
31 shall have no duty to share any exiting market or'transportation arrangement or to obtain I price or transportation 
5! _ fee equal to that received upXer any existing market or transportation arrangement, The sale or delivery by 
33 Operator of a non-taking party's share of production under the terms of any existing contract of Operator shall not 
54 give the non-taking parffany interest in or make the non-taking party a party to said contract. No purchase of Oil 
55 and Gas and no sale/of Gas shall be made by Operator without first giving the non-taking; party ten daya written 
56 notice of such inprftded purchase or sale and the price to be paid or the pricing basis to be Used. Operator shall give 
37 notice to all nyfties of the first sale of Gas from any well under this Agreement. , , 
38 All paeans shall give timely written notice to Operator of their Gas marketing arrangement! for the following 
39 months/excluding price, and shall notify Operator immediately in the event of a change'in such arrangements. 
60 Oponior shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 
61 .Ditcnrdr (hall ix.mvU miaitabU to.Moo OjuKUort up an ttinmblt- n^«»«t. f 

62 ARTICLE VII. 
63 EXPENDITURES AND LIABILITY OF PARTIES 
64 A. Liability of Panics: 
65 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, 
66 and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the 
67 liens granted among the parties in Article VI1.B. are given to secure only the debts of each severally, and no parry-shall have 
68 any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 
69 hereunder. It is not the Intention of the parties to create, nor shall this agreement be construed at creating, a mining or other 
70 partnership, joint venture, agency relationship or association, or to render the parties liable as parrners, co-venturers, or 
71 principals. In their relations with each other, under this agreement, the parties shall not be considered fiduciaries or to have 
72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance \with. thclt own 
73 respecrive self-interest, subject, however, to the obligation of the parties to act in good faith in their dealings wilh each other 
74 with respect to activities hereunder. 
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1 D. Liens said Security Interests: • 
2 Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas 
3 Leases and Oil and Gas Interests in the Contract Area, and * security Interest and/or purchase money security interest in any 
4 interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in Connection 
} therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense, 
6 interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinquishment of interest in Oil 
7 and Gas' Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 
8 granted by each party hereto shall include such parry's leasehold interests, working interests, operating rights, and royalty and 
9 overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitiaed therewith or 

10 otherwise becoming subject to this agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or 
11 used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 
12 (including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas it the wellhead), 
13 contran rights, inventory and general intangibles relating-thereto or arising therefrom, and all proceeds and products of the 

14 foregoing. 
15 To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording 
16 supplement and/or any financing statement prepared and submitted by spy party hereto in conjunction herewith or at any time 
17 following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith u 
18 a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform 
19 Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate 

20 to perfect the security interest granted hereunder. Any party may file this agreement, the recording supplement executed 
21 herewith, or such other documents is it deems necessary as a lien or mortgage in the applicable real fcstatc records and/or a 
22 financing statement with the proper officer under the Uniform Commercial Code. • . 
23 Each parry represents and warrants to the other parties hereto that the lien and security interest granted by such parry to 
24 the other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority .of said lien and security 
25 interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this lgtcement by, through or 
26 under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement, 
27 whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 
28 . to the lien and security interest granted by this Article VII.U. u to all obligations attributable to such interest hereunder 
29 whether or not such obligations arise before or after such interest is acquired. 
30 To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the 
31 Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 
32 The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 
33 election of remedies or otherwise affect the lien rights or security interest as security for the' payment thereof. In 
34 addition, upon default by any party in the payment of"its share of expenses, interests or fees, or upon the improper use 
35 of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 
36 from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 
37 auch party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 
38 owed against the proceeds from the sale of such defaulting party's share of Oil and Gas. All purchasers of production 
39 may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of the 
40 default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided in 
41 this paragraph. s i x t / 6 Q 

42 If any party fails to pay its share of cost within/UCBQtoa-t'ot'KZ^ days after rendition of a statement therefor by 
43 Operator, the non-defaulting parties, including Operator, shall, upon request, by Operator, pay the unpaid amount in the 
44 proportion that the interest of each such party bears to the interest of all such parties. The amount paid by each parry to 
43 paying its share of the unpaid amount shall be secured by the liens and security rights described in Article VII.D., and each 
46 paying party may independently pursue any remedy available hereunder, or otherwise. 
47 If any party does not perform all of its obligations hereunder, and'the failure to perform subjects such party to foreclosure 
48 or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 
49 party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 
50 of the mortgaged or secured property prior to sale, any available right to stay execution or to requite * marshalling of assets 
51 and any required bond in the event a receiver It appointed. In addition, to the extent permitted by applUtbl* law, each party 
32 hereby grtnu to the other parties a power of sale as to any property that ii tubjtct to the lltn anal I'lCVflry light* granted 
33 hereunder, auch power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 
34 manner and upon reasonable notice. 4 ' 
33 Each party agree* that the other parties shall be entitled to utilize the provisions of Oil and Cat lien law or other lien 
36 law of any state in which the Contract Area is situated to enforce the obligations of each parry he'reupder. Without limiting 
37 the generality of the foregoing, to the extent permitted by applicable law, Non-dpcritors agree that Operator may invoke or 
38 utiliac the mechanics' or materialmen's lien law of the state in which the Contract Area is situated In order to sereure the 
39 payment to Operator of any sum due hereunder for services performed or materials supplied by Operator. . 
60 C. Advancea: 
61 Operator, at its election, shall have the right from time to time to demand and receive from one or more of the Other 
62 parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations 
63 hereunder during the next succeeding month, which right may be exercised only by submission to each such parry of an 
64 itemized statement of such estimated expense, together with an invoice for its share thereof. Each such statement .and Invoice 
63 for the payment in advance of estimated expense shall be submitted on or before the,20ih dy_o/.the next preceding.month, 
66 Each parry shall pay to Operator its proportionate share of such estimate within KKceasttj^ days after such estimate and 
67 invoice is received. If any parry fails to pay its share of said estimate within said time, the amount due shall bear ioterett as 
68 provided In Exhibit " C until paid. Proper adjustment shall be made monthly between advances and actual expense.to the end 
69 that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 
70 D. Defaults and Remedies: 

71 If »ny parry failj to discharge any financial obligation under this agreement, including without limitation the failure to 
72 make any advance under the preceding Article VII.C or any other provision of this agtccment, within the pericxl.required for 
73 such payment, hereunder, then in addition to the remedies provided in Article YII.D. or elsewhere,in this agreement, the 
74 remedies specified below shall be applicable. For purposes of this Article VII.D, all notices and elections shall be delivered 
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1 only by Operator, except-that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 
2 and when Operator ii the parry in default, the applicable notices and elections can be delivered by any Non-Operator. 
3 Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 
4 below or otherwise available to a non-defaulting patty. 
5 I. Suspension of Rights: Any parry may deliver to the party in default a Notice of Default, which shall specify the default, 
6 specify the action to be taken to cure the default, and specify that failure to take such action will result in the exercise of one 
7 or more of the remedies provided in this Article. If the default is not cured within thirty (30) days of the delivery of such 
8 Notice of Default, all of the rights of the defaulting party granted by this agreement may upon ̂ notice be suspended until the 
9 default is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of 

10 the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the 
11 Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area 
12 after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting 
13 party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right 
\A to receive information as to any operation conducted hereunder during the period of such default, the right to elect to 
15 participate in an operation proposed under Article VLB. of this agreement, the right to participate in an operation being 
16 conducted under this agreement even if the parry has previously, elected to participate in such operation, and the right to 
17 receive proceeds of production from any well subject to this agreement. 
18 2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 
19 account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 
20 until the date of collection at the rate specified in'Exhibit "C" attached hereto. Nothing herein shall prevent any party from 
21 suing any defaulting party to collect consequential damages accruing to such party as a result of the default. 
22 3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the 
23 defaulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, In 
24 which event if the billing Is for the drilling of a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 
25 well which Is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any-well, the defaulting 
26 party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Parry with 
27 respect thereto under Article VLB. or VI.C, as the case may be, to the extern-of tin ccwta unpaid b; autrt • y n j | ' 
28 notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the 
29 non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article VII.D.2. 
30 Until the delivery of .such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure 
31 its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such 
32 payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non-
33 defaulting parties as a result of the default. Any interest relinquished pursuant to this Article VII.D.}. shall be offered to the 
34 non-defaulting parties in proportion to their interests, and the non-defaulting patties electing to participate in the ownership 
35 of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein, 
36 A. Advance Payment; If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or 
37 Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defaulting 
38 party of auch defaulting party's anticipated aharc of any item of expense for which Operator, or Non-Operators,- a* the caw may 
39 be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense v u the subject of 
40 the previous default. Such right includes, but is not limited to, the right to require advance payment for 'the estimated colli of 
41 drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the 
42 defaulting party falls to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 
43 in this Article VII.D. or any other default remedy provided elsewhere in this agreement. Any excess of funda advanced remaining 
44 when the operation Is completed and all coata have been paid shall be promptly returned to the advancing party. 
45 3. Costs and Attorneys' Pees. In the event any parry is required to bring legal proceedings to enforce any financial 
46 obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, coats of 
47 collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 
48 E. Rentals, Shut-in Well Payments and Minimum Royalties: , • 
49 Rentals, shut-In well payments and minimum royalties which may be required under the terms of any lease shall be paid 
30 by the party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties 
51 own and have contributed interests In the same lease to this agreement, such patties may designate on* of such parlies to 
52 make said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper 
53 evidence of all such payments. In the event of failure to make proper payment of any rental, shut-in we)l payment or 
54 minimum royalty through mistake or oversight where such payment is required to continue the lease In force, any lot* which 
35 results from such non-payment shall be borne in accordance with the provisions of Article 1V.B.2, 
56 Operator shall notify Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 
57 production of a producing well, at least five (5) days (excluding Saturday, Sunday and legal holidays) prior to taking auch 
58 action, or al the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. in the event of 
39 failure by Operator to so notify Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure ro make 
60 timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 
C\4 IV.D.3. " *fr 
$2 P. Taxes: 'ffi. 
63 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem tantion all 
64 property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxeSLâ sessed 
63 thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information a* 
66 to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases arid^pil and 
67 Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason'o(4tJ being 
68 subject to outstanding excess royalties, overriding royalties or production payments, the reduction in .3<)i#alpr«ri', taxes 
69 resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall a'diuij jhc^chifge lo 
70 such .owner or owners so as to reflect the benefit of such reduction.-If the ad valorem taxes arc based |n(wjio'l,c^ry lei pari 
71 upon separate valuations of each party's working interest, then notwithstanding" anything to the Contrary'^erttr^^irec* to 
72 the joint account shall be made and paid by the parties hereto in accordance.with the tax value generalefr&Vl^cffioy yft 
73 working interest. Operator shall bill the other parties for their proportionate shares of all tax pa/mcnls1' TfTlft'lhinrWr"" 
74 provided in Exhibit C . L^A.^^,.^,^., 

I 
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1 If Operator consider* any tax assessment improper, Operator may, at its discretion, protest within die time and manner 

2 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final 
3 determination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes 
4 and any interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for 
5 the joint account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 
6 paid by them, as provided in Exhibit " C 

7 Each party shall pay or cause to be paid all production, scvcrancc,.exciie, gathering and other taxes imposed upon or with respect 
8 to the production or handling of such party's share of Oil and Gas produced under the terms of this agreement. 
9 - ARTICLE Vlil. 

10 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
11 A. Surrender of Leases: 
12 The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
13 or in part unless all parties consent thereto. 
\A However, should any party desire to surrender its interest in any Lease or in any portion thereof, such parry shall give written 
15 notice of the proposed surrender to all panics, and the parties to whom such notice is delivered shall have thirty (30) days after 
16 delivery of the notice within which to notify the party proposing the surrender whether they elect to consent thereto. Failure of a 
17 parry to whom such notice is delivered to reply within said 30-day period 'shall constitute a consent to the surrender of the Leases 
18 described in the notice. If all panics do not agree or consent thereto, the party desiring to surrender shall assign, without express or 
19 implied warranty of title, all of Its interest in audi Lcuc, or portion thereof, ind any well, material and equipment which may be 
20 located thereon and any rights In production thereafter secured, to the parties not consenting to such surrender. If the interest of the 
21 assigning party is oc includes an Oil and Gas Interest, the assigning party shall execute and deliver to the party or panics not 
22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest lor a term of one (1) year and so long 
23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on iho form «nth«J hertie « Dwhihii "Pi" 
2A Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore 
25 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 
26 shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties retained 
27 in any lease made under the terms of this Article. The parry assignee or lessee shall pay to the party assignor or lessor the 
28 reasonable salvage value of the Utters interest in any well's salvable materials and equipment attributable 10 the assigned or leased 
29 acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less 
30 the estimated cost of salvaging and the estimated cost of plugging and abandoning and restoring the surface. If such value is less 
31 than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the 
32 assignment or lease is in favor, of more than one pany, the interest shall be shared by such parties in the proportions that the 
33 interest of each bears to the total interest of all such parties.. If the interest of the parties to whom the assignment is to be made 
34 varies according to depth,'then the interest assigned shall similarly reflect such variances. 
35 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
36 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
37 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
38 agreement but shall be deemed subject to an Operating Agreement in the form of this agreement. 
39 D. Renewal or Extension of Leases: ' 
AO . • If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other panics 
Al shall be notified promptly upon such acquisition or, in (he case of a replacement Lease taken before.expiration of an existing Lease, 
A2 promptly upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following 
Al delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease 
AA affects lands within the Contract Area, by paying to the party who acquired it their proportionate shares of the acquisition cost 
A) allocated to that pan of such Lease within the Contract Area, which shall be in proportion to the interests held at that time by the 
A6 panics in the Contract Area. Bach party who participates in the purchase of a renewal or replacement Lease shall be given an 
Al assignment of Its proportionate interest therein by the acquiring party, 
AS If some, but less than all, of (he parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned 
A9 by the panics who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in 
50 the Contract Area to the aggregate of the percentages of participation in the Contract Area of all panics participating in the 
51 purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 
52 shall not a use a readjustment of the interests of the panics stated in Exhibit "A," but any renewal or replacement Lease in which 
33 less than all panics elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating 
54 Agreement in the form of this agreement. 
55 If the interests of the panics in the Contract Area vary according to depth, then their right to participate proportionately In 
56 renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variance*. 
37 The provision* of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by 
58 the expiring Lease or cover only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the 
59 expiration of Its predcCeuor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the 
60 existing Lease, shall be subject to this provision so long as this agreement is in effect it the time of such acquisition or at the lime 
61 the renewal or replacement Ixuse becomes effective; but any Ixase taken or contracted for more than si* (6) monthfjjfter the 
62 expiration of an existing Lease shall not be deemed * renewal or replacement Lease and shall not be subject 10 the provisions of this 
63 agreement. hi 
64 The provisions in this Article shall also be applicable to extensions of Oil and Gai Leases. ' ... 

, ji u a 
65 C. Acreage or Cash Contributions: j( \ t 

66 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well Ofy ipY other 
67 operation on the Contract Area, such contribution shall be paid to the party who conducted (he drilling or other operation and shall 
68 be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, êvp^ny.̂ q,whom 
69 the contribution is made shall promptly tender an assignment of ihe acreage, without warranty of title, to the Djiflirfg.Part^j.in the 
70 pni|x>rtions said Drilling Parties shared the cost of drilling the well. Such acreage shall became a separate Contract AreainUĵ to the 
71 extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all othtff pannes'<of any 

acreage or cash contributions it may obtain in support of any well or any other operation on the Contrac^T'̂ C^^^ '̂sfepvc 
72 
73 provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which arc irf'sup^rf~6F"welN 
4 inside the Contract Area. 

* a mutually .agreed form. 

74 inside the Contract Area. . . . . . . . . . I 

1A 
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1 If any party contract! for any consideration relating to disposition of such party's share of substances produced hereunder, 
2 such consideration shall not be deemed a contribution as contemplated in this Article VHI.C 
3 D. Assignment; Mainwrw>*« >f Uaifawn Infiwn , 
4 I~IU tliu put pull uf uiaiinaiiu'ug uuifuiinit; uf uwinijliip- in-the• Contract A m in the OH and Gas Ix«oO|1 Oil^vtdjiSfW 
5 Interests, wells, equipment and production covered by this lgtecment no party shall sell, ir.nimlj.fr in mil I I'M mil other 
6 disposition of its interest in the Oil and Gas Leases and Oil and Gas Interest̂  pml>wrtt* r̂;thin the Contract Area or in wells, 
7 equipment and production unless such disposition covers i;tihcxi— 
8 1, the entire interest of the parrY_ia->li OH and Gas Leases, Oil and Gas Interests, wells, equipment and production; or 
9 2. in rqyjl nnerrMf,l' prrrrnr of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

10 i.'qtllpTiiciu and 'production in'the Gomrmt Arcai 1 • 
11 Every sale, encumbrance, transfee or other disposition made by any party shall be made expressly subject to this agreement 
12 and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 

13 Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of 
14 the transfer of ownership; provided, however, that the other' parties shall not be required to recognize any such sale, 

15 encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the 
16 instrument of transfer or other satisfactory evidence thereof In writing from the transferor or transferee. No assignment or other 
17 disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect 
18 to the interest transferred, including without limitation the obligation of a parry to pay all costs attributable to an operation 
19 conducted hereunder in which such parry has agreed to participate prior to making such assignment, and the lien and security 
20 interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 
21 If, at any time the interest of any party is divided among and owned by four or mote co-owners, Operator, at its discretion, 
22 may require such co-owners to appoint a single trustee or agent with fulJ authority to receive notices, approve expenditures, 
23 receive billings for and approve and pay such party's shire of the joint expenses, and to deal generally with, and with power to 
24 bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such ot> 
25 owners shall have the right to enter Into and execute all contracts or agreements for the disposition of their respective shares of 
26 the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 
27 proceeds thereof. 
28 E. Waiver of Rights to Partition: 
2? If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
30 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its 
31 undivided interest therein. 
32 Fi Preferential Right ua.IWil.-ac 
33 €3 ( 0 P l i » o J | ghaWl ;t i f f l i aa l l i ) 
34 .Ch/»nU Arty prtrty Amsir* in r . l l i l l nr any p i r t . n t i l r in .>r>. .r i m ^ . r i h i r ™-n>_ of .'•<• . ' j t w r i " ' T — | r V - L l C t t J t J X t 

35 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed d^p»«rrtr3n7which 
36 shall include the name and address of the prospective transferee (who must be ready, willing and ajsjê jst-'purcnase), the purchase 
37 price, a legal description sufficient to identify the property, and all other terras of the offer^ht^ther parties shall then have an 
38 optional prior right, for a period of ten (10) days after the notice is delivergi^r'p'uTchaje for the stated consideration on the 
39 same terms and conditions the interest which the other parrynxPfcO'csto sell; and, if this optional right is exercised, the 
40 purchasing panics shall share the purchased interest iryb**pfoportioas that the interest of each bears to the total interest of all 
41 purchasing panics. However, there shall bejssa^rticrcntial right to purchase in those cases where any party wishes to mortgage 
42 its interests, or to transfer titletrj^arirlTcrcsts to its mortgagee in lieu of or pursuant to foreclosure of a mortgage of Its interests, 
43 or to dispose of iisirjt>i<rtjoy merger, reorganization, consolidation, or by sale of all or substantially all of its Oil and Gas assets 
44 to ttxyjpptf^rrby transfer of .its interests to a subsidiary or parent company or to a subsidiary of a parent company, or to any 
43 âaattâ Say in nihiik imk peaty »w*t • —jajaaily if lUi l ink' • 
46 ARTICLE IX, 
47 INTERNAL REVENUE CODE ELECTION 
48 If, for federal income tax purposes, this agreement and the operations hereunder arc regarded as a partnership, and if the 
49 parties hive not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 
50 parry thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle 
51 "A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 
52 the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected 
53 auch evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal 
54 Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by 
55 Treasury Regulations §1.761. Should thete be any requirement that each party hereby affected give f̂urthcr evidence of this 
56 election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal 
57 Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action 
58 inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 
59 Area is located or any future income tax Laws of the United States contain provisions similar to those in Subchapter "K," Chapter 
60 1, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 
61 hereby affected shall make such election as may be permitted or'rcquircd by such laws. In making the foregoing election, each 
62 such party states that the income derived by such party from operations hereunder can be adequately determined without the 
63 computation of partnership taxable income. '.' 
64 ARTICLE X. !' 
65 CLAIMS AND LAWSUITS 
66 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
67 docs not exceed Twenty-fivs Thousand Doikrs a 25.000. oo — ) ind if the payment is in complete settlement 
68 of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assure •arid'take over 
69 the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of harKlling,.-settling, 
70 or otherwise discharging such claim or suit shall be at the joint, expense of the panics participating in the operation 'from which the 
71 claim or suit arises. If a claim la made against any party or U any parry is sued on account of any matter uuing'frcmTopewtioru 
72 hereunder over which auch Individual has no control because of the rights given Operator by this a^recrreot^vauforfaar^shill 
73 immediately notify all other parties, and the claim or suite shall be treated as any other claim or suit involving'orxmkwis hereunder"' 

15 
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1 ARTICLE X L 
2 FORCE MAJEURE 
3 If any parry is rendered unable, -wholly or in part, by force majeure to carry out itj obligation! under ihij agreement, other 
4 than the obligation to indemnify or make money payment! or furnish iccurity, that parry shall give to all other partiej 
5 prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 
6 party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but' no longer than, the 
7 continuance of the force majeure. The term "force majeure," as here employed, shall mean an act of God, strike, lockout, or 
8 other industrial disturbance, an of the public enemy, war, blockade, public riot, lightning, fire, storm, flood or other act of 
9 nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any Other 

10 cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 

11 claiming suspension. 
12 The affected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 
13 requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
\A lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 
15 be entirely within the discretion of the parry concerned. 
1(3 ARTICLE XII . 
17 NOTICES 
18 All notices authorixed or required between the parties by any of the provisions of this agreement, unless otherwise 
19 specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 
20 telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 
21 Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 
22 notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to 
23 whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date 
24 the originating notice is received. "Receipt" for purposes of this agreement with respect to written notice delivered hereunder 
25 shall be actual delivery of the notice to the address of the parry to be notified specified in accordance with this agreement, or 
26 to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shalLbe deemed delivered when 
27 deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 
28 or facsimile, or when personally delivered to the parry to be notified, provided, that when response is required within 24 or 
29 48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 
30 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other 
31 parties. If a party is not available to receive notice orally or by telephone when a party attempts to deliver a notice required 

32 to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 

33 be deemed delivered in the same manner provided above for any responsive notice. 
34 ARTICLE XIII . 
35 TERM OF AGREEMENT 
36 This agreement shall remain in full force and effect .as to the Oil and Gas Leases and/or Oil and Gas Interests subject 
37 hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title 
38 or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement. 
39 ED Option No. 1: So long as any of the Oil and .Gas Leases subject to this agreement remain or are continued in 
40 force as to any part of the Contract Area, whether by production, extension, renewal or otherwise. 
41 • ' "Omitm Hu. Pi li, the even, il .11 J . . . . i . . J in X.u . l , Vl.X.y », . » »uL..« .ill ..ill.a uni ,m,» r awaxia^a 
42 of this agreement, results in the Completion of a well as a well capable of production of Oil and/or Gas Ipyfrfying 
43 quantities, this agreement shall continue in force so long as any such well is capable of produetjpwfand for an 
44 additional period of days thereafter; provided, however, il, prior to t^tvlfxpiration of such 
45 additional period, one or more of the parties hereto arc engaged in drilling, Rcworkin^Ocepening, Sidetracking, 
46 Plugging Back, testing or attempting to Complete or Re-complete a well or wcJJ '̂ficrcunder, this agreement shall 
47 continue in force until such operations have been completed and if prodpcfTon results therefrom, this agreement 
48 shall continue in force as provided herein. In the event the well de^tocd in Article VI.A., or any subsequent well 
49 drilled hereunder, results in a dry hole, and no other weiMScapablc of producing Oil and/or Gas from the 
50 Contract Area, this agreement shall terminate uplrfs drilling, Deepening, Sidetracking, Completing, Rc-
51 completing, Plugging Back or Reworking opepKfons are commenced within ' days from the . 
52 date of abandonment of said well. "Abaryierrlment" for such purposes shall mean either (!) a decision by all parties 
53 not to conduct any further opcrasttfns on the well or (ii) the elapse of 180 days from the conduct of any 
54 operations on the well, whjc>tfver first occurs. 
53 The termination of this agrecsntmt shall not relieve any party hereto from any expense, liability .or̂ other obligation or any 
56 tcmedy therefor which haŝ rccrucd or attached prior to the date of such termination. 
57 Upon terminatjp^oT this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 
58 Operating Ag«<cment has been filed of record, Operator is authorixed to file of record in all necessary recording offices a 
59 notice^-tfermination, and each party hereto agrees to execute such a notice of termination at to Operator's Interest, upon 
60 -HMMI *(-&f if Ofrntm, | l . . . . . . ; . f ; .J . .I | . i , . fiii.llui.l-ublil,»in>l*. 
61 ARTICLE XIV. 
62 COMPLIANCE WITH LAWS AND REGULATIONS 
63 A. Laws, Regulations and Orders: 
64 This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the valid rules, 
65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, 
66 and local laws, ordinances, rules, regulations and orders. 
67 B. Governing Law: 4 

68 This agreement and all matters pertaining hereto, including but not limited to matters of performance, non-
69 performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall .be governed and 
70 determined by the law of the state in which the Contract Area is located. If the Contract Area is in two or more states, 

71 the law of the state „r ' Texas • 
shall govern. 

72 C. Regulatory Agencies: 
73 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority ro waive or release any 
74 rights, privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or 



A.A.P.L FORM £10 • MODEL FORM OPERATING AGREEMENT - m 

1 orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or 

2 production of wells, on tracts offsetting or adjacent to the Contract Area. 

3 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 

4 injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation 

5 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 

6 or predecessor or successor agencies ro the extent such interpretation or application was made in good faith and does not 

7 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 
8 production or any refund, fine, levy or other governmental sanction that Operator may be required to pay as a result of such 
9 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

10 incorrect interpretation or application. 
11 ARTICLE XV. 

12 MISCELLANEOUS 

13 A. Execution: 
/ 14 This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

15 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of 
16 the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which 
17 own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 
18 become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no 
19 event later than five days prior to the date specified in Article VI.A. for commencement of the Initial Well, terminate this 
20 agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of 
21 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 
22 as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or orher costs 
23 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 
24 with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 
25 current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the 

26 Initial Well which would have been charged to such person under this agreement if such person had executed the same and 

27 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 
28 executed the same. 
29 B. Successors and Assigns: 

30 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and their respective heirs, 
31 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 
32 Interests included within the Contract Area. 

33 C Counterparts: 
34 This instrument may be executed in any number of counterparts, each of which shall be considered an original for all 
35 purposes. 
36 D. Severability: 
37 For the purposes of assuming or rejecting rhis agreement as an executory contract pursuant to federal bankruptcy laws, 
38 this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to 
39 this agreement to comply with all of its financial obligations provided herein shall be a material default. 
40 ARTICLE X V I . 
41 OTHER PROVISIONS 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
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I IN WITNESS WHEREOF, this agreement shall be effective as of the 3rd J a y 0 f July 

2 19 95 , 

3 ATTEST OR WITNESS: 

8 

9 

10 

11 

12 

13 

14 

15 

16 
17 

OPERATOR 

Steve L. Thomson 
Type or print name 

Title1 President 

n > t > August 24, 1995 

Tax ID or S.S, No. 75-2445357 

NON-OPERATORS 

F. Howard Walsh 

By. 

Type or prinr name 

18 

19 

20 

21 

22 

23 

24. 
25 

Title 

Date 

Tax ID or S.S. No. 

Rachel Lyman 

By 

Type or print name 

26 

27 

28 

29 

30 

31 
32 

33 

34 

35 

36 

37 

Title 

Date 

Tax ID or S.S. No. 

-THOMAS C. 3ROU/A/ 

llv tl ihli MtkMi»i awl ii pMuti 

i talbhlllj in MlkU« I t I k 

* W « M A l m u M i J h h l M llrdMM 
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1 

2 

3 

4 

5 

6 

1 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The 

validity and effecr of these forms in any state will depend upon the statutes of that state. 

Individual acknowledgment: 

State 

) ss . 

County of I J ^ 4 ) 

This instrument was acknowledged before me on 

/ ? > ^ < 5 7 / j ' / ^ by. 

(Seal, if any) / 

L ' N D A ROBINSON 
\(^u£AVi NOTARY PUBLIC 

State of Texas 
Comm. Exp 02-03-98 

Title (and Rank) A / p f / l f Y / % t ~ y £ « V C 

My commission expires: 

Acknowlcdgmenr in representative capacity: 

State of Texas j 

) ss. 

County of M i d l a n d } 

This instrument waj acknowledged before me on 

••- August 24, 1995 

President n f GECKO, Inc. 

(Seal, if any) 

by. Steve L. Thomson 

stratrve Assistant" 

APffik KANOCE K. WILKINSON 
)*} W COMMISSION EXPIRES 
& September 11,1997 

AOrranistr 
Title (.nd Rank) and Notary Public 

September 11, 1997 My commission expires: 

•. • *•* • r^nilnrS^r^^ 
Vie tt ihir Mi*4,nia/:ii> t i i r i U iuUimflit 

.'>••«•>;» \;+~:« tmi^ ' i t f i ,m wiling hi IM 

X»K*wl .W»* '^ ' ah«M| tAth t l t* 
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l IN WITNESS WHERE01-, (his agreement shall be effective as of the 3rd day of Juty 

2 19 95 , 

3 ATTEST OR WITNESS 

4 

5 

8 

9 

10 

11 

12 

13 

14 

15 

16 
17 

ins 

OPERATOR 

GECKO, I n c . 

By {lrXA< 

Steve L. Thomson 
Type or print name 

T i t president 

Date August 2 4 1 1995 

Tax ID or S.S. No. 75-2445357 

NON-OPERATORS 

F. Howard Walsh 

By 

Type or print name 

18 

19 

20 

21 

22 

23 

24. 
25 

Title 

Date . 

Tax ID or S.S. No. 

/ORachel U 

Type or print name 

26 

27 

28 

29 

30 

31 
32 

33 

34 

35 

36 

37 

Ti„. Oh/y^ A 

Date rT-'Z-f- 7 ^ 

Tax ID or S.S. No. 

By. 

Type or print name 

Title 

Date 

Tax ID or S.S. No, 

l lu »t >tit «>rt i i »MUIii<4 

imp wUi. witaiiaj it ir a* 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 ' 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. The 

validity and effect of these forms in any state will depend upon the statutes of that state. 

Individual acknowledgment: 

State of 

) " 

County of 

This instrument was acknowledged before me on 

(Seal, if any) 

Title (and Rank) A f o - r / j f i / V P v A L U 

My commission expires: 

Acknowledgment In representative capacity: 

State of Texas ) 

) ss. 

County of Midland y 

This instrument was acknowledged before me on 

• August 24, 1995 b y 

President o f GECKO, I n c . 

(Seal, if any) 

Steve L. Thomson 

AtJraxnistrative Assistant 
Title (.nd Rank) and Notary Public 

KANOiCE K. WILKINSON 
[ T / l x j i MY COMMISSION EXPIRES 
% ! W SeP«»ri*eM1.1907 

My commission expires: September 11, 1997 

>M .tlKUi-X. r el,'«fW«| ******* 
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ARTICLE XYI . 
OTHER PROVISIONS 

A. CONFLICTING PROVISIONS: In the event of a conflict between the provisions of this 
Article XVI. and any other provision of this Operating Agreement, the provisions of this 
Article XVI. shall control and prevail. 

B. DEEMED NON-CONSENT FOR DEFAULTING PAYMENT - Notwithstanding 
anything to the contrary contained herein: "If the lien or security interests confprrcd herein 
has been enforced, or if any party to this agreement shall fail to pay its share of costs and 
expenses incurred and\or fails to pay any advance invoice as provided for in Article VI1.C. 
herein for cost to be incurred in operations of the Contract Area for a period of forty-five 
(45) days from the date of Operator's invoice therefor, Operator may notify the affected party 
of its default by certified mail, return receipt requested, and if such party fails to cure the 
default within'ten (10) days from the date of receipt of Operator's notice, by payment in full 
of the invoices for operating costs which have been due for more than thirty (30) days, at 
Operator's election, the affected party shall be deemed in non-consent status and for so long 
as the affected party remains in default it shall have no further access to the Contract Area 
or information obtained in connection with operations hereunder and shall not b,e entitled to 
vote on any matter hereunder. As to any proposed operation in which it otherwise would 
have the right to participate, such party shall have the right to be a Consenting Party therein 
only if it pays the amount it is in default before the operation is commenced; otherwise, at 
Operator's election, it automatically shall be. deemed a Non-Consenting Party to that 
operation. Nothing herein shall affect each party's right to protest any item charged to the 
Joint Account by Operator under'the provision of Article 1.5. of Exhibit "C" attached 
hereto. 

In the event a party disputes in good faith the existence of a default on his part that is the 
subject of a Notice of Default, such party may avoid the imposition of the remedies for such 
default contained in this agreement by paying the disputed amount into an account at a bank 
requiring the signatures of such party and the Operator (or, if the Operatori* tho party in 
default, a Non-Operator designated by the Non-Operators) in order to release such funds. 
Such funds shall be released to the party entitled thereto upon the resolution .Of the issue 
raised by tho objecting party'. 

C. PRIORITY OF OPERATIONS: If the parties participating in the drilling of any well 
under this agreement cannot mutually agree upon the sequence and timing of •further 
operations, the operations proposed to be conducted shall be governed by the following 
sequence of priority: . • . ; 

A proposal to do additional logging, coring or testing, then; 

A proposal to attempt to complete the well in the objective formation or the deepest 
zone considered prospective by participating parties owning an interest of at least 
fifty percent (50%), then; 

A proposal to plug the well back and to attempt a completion in a formation above 
the .objective formation, then; 

A proposal to sidetrack the well, then; 

A proposal to deepen the well, then; , • 

A proposal to plug and abandon. 

If, however, at tho time said participating parties arc considering any of the above proposals, 
the hole is in such condition that a prudent operator would not conduct proposal (1) for fear 
of placing the hole in jeopardy or losing tho samo prior to an attempt to complete the well 
in the objective formation, proposal (1) shall not be given tho priority set forth above. 

P:\APPS\WPWIN60\PAUM5INU5OCS\ARTICLEJ.WrD 1 • 

I 

(0 

(2) 

0) 

(4) 

(5) 

(6) 



D. -DRTLL OR OUT: MULTIPLE PROPOSED WELLS 

This paragraph "D" shall be deemed an addition to Article VLB. Notwithstanding anything 
to the contrary herein contained, it is understood and agreed that any well.- drilled or 
operation conducted on any well within the Contract Area, except a reworking' or plugging 
book operation and any deepening operation conducted on any wells shall be.deemed a 
"required operation". As to any required operation proposed, in which any party elects not 
to participate, the non-participating party shall, upon completion of the well as "a commercial 
producer of oil and/or gas and upon written request by the consenting party, execute an 
assignment proportionately to the consenting parties, assigning all of its interest in the 
proration unit established by order of the appropriate governmental regulatory- agency for 
such well from the surface down to the stratigraphic equivalent of 100 feet below total depth 
drilled, In addition, the non-consenting party shall assign proportionately to the consenting 
parties all of its interest In each contiguous proration unit of comparable size not held by 
ongoing drilling operations in which such non-consenting party is or was a participant or by 
production from a well drilled by the parties pursuant to the terms of this Agreement. 

Notwithstanding the terms of Article VLB. hereof, no more than an aggregate of three wells, 
other than the Initial Prospect Wells, may be proposed by the parties hereto during any 
calendar quarter. No well may be proposed by any party hereto pursuant to-Article VLB. 
until all of the Initial Prospect Wells have been drilled and completed or .plugged and 
abandoned, as the case may be. . ! . . 

* 

E. MULTIPLE OPERATIONS: *•'..•*' 

• No party to this agreement shall propose the drilling of more than one well at a'time nor shall 
any party to this agreement propose the drilling of a well during the time that another well 
is being drilled except; (1) by the mutual consent of all parties hereto; or (2) if one or more, 
of said proposed wells qualify as "a required operation" necessary for the maintenance of any 
leasehold interest on acreage covered by this agreement as defined in Article XV.D. hereof. 

F. LIABILITY: AFE ESCROWS: 

Notwithstanding any provision contained herein to the contrary, subject to the'pfovisions of 
Article VII.D.3. herein, Operator shall not be obligated to perform nor shall be liable for its 
failure to perform or to continue any work or incur any expenditure of indebtedness 
hereunder for the Joint Account until all funds requested of Non-Operators pursuant lo cash 
calls given in accordance with the applicable provisions hereof have been"received by 
Operator. 

Notwithstanding any other provisions of Article XVI., if Operator or any Non-0'pcralor so 
requests, the parties to this Operating Agreement shall enter into mutually acceptable Escrow 
Agreement for the escrow of all funds (including Operator's share) prior to the drilling of any 
well hereunder or any operation which requires the issuance of an AFE in which the 
Operator has elected to advance bill all parties. ' . . ; , ' 

G. ASSIGNMENTS: 

Notwithstanding any provision of this agreement to the contrary, where, under the terms of 
this agreement, & party hereto is required to assign to one or more of the other parties its 
interest in one or more leases or. portion or part thereof, such assignment shall he made free 
and clear of all overriding royalties, production payments, net profits interests, mortgages, 
liens or other burdens placed thereon by the assigning party, or resulting from its ownership 
and operation of such lease or interest, on and after the date of the Operating Agreement but 
otherwise without warranty of title, eithcr:express or implied, and assignee shall have the 
right of subrogation as to any warranties to which it may be entitled. 
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H. SEPARATE MEASUREMENT: 

In the event of transfer, sale, encumbrance or other disposition of interest within thc'Contract 
Area which creates the necessity of separate measurement of production, the party creating 
the necessity for such measurement shall alone bear the cost of purchase, installation and 
operation ofsuch facilities. 

I. SIDETRACKING OPERATIONS: ' 

The phrase "necessary expenditures" in Article VI.C.l. (Option No. 2) on page 9 shall not 
be deemed to include sidetracking operations, unless specifically included .in .an Authority 
for Expenditure approved by the participating parties. . • ' 

J. RENTALS. SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES: " 

All rentals, shut-in well payments and minimum royalties which may be required .under the 
terms of any lease shall be administered and paid by Operator and charged-to the Joint 
Account except where otherwise expressly provided to the contrary in this Operating 
Agreement. Any party may request and shall be entitled to receive proper evidence of all 
such payments. 

Operator shall diligently attempt to make or cause to be made proper payment of any rentals 
and/or shut-in well payments and/or minimum royalties under the foregoing provisions, but 
Operator shall nqt be held liable to the other parties in damages for the loss of any lease or 
interest therein if, through mistake or oversight, any rental and/or a shut-in well payment 
and/or a minimum royalty is not-paid or is erroneously paid . The loss of any lease or 
interest therein which results from Operator's failure to pay or an erroneous payment of 
rental and/or a shut-in well payment and/or a minimum royalty shall be borne jointly by the 
parties hereto under the provisions of Article IV.B.3. 

Each party hereto shall be obligated to bear its proportionate part of any and aH rentals 
necessary to continue in force and effect the oil and gas leases covered by the agreement 
unless and until it timely gives the notice provided for in the next sentence hereof. If any 
party does not wish to bear its proportionate part of any rental necessary to continue in force 
any lease covered by this agreement, such party may give Operator and all other-parties 
hereto written notice of such election, and the party giving such written notice shall be 
released of obligation to bear its proportionate part of any rentals which accrue under the 
terms of the leases specified in such written notice at any time after thirty (30) .days after the 
date Operator receives such party's aforesaid written notice. Unless mutually agreed 
otherwise, the proportionate part of the rental attributable to any such lease which-would 
have been bome by the party giving the aforesaid written notice shall be borne by the parties 
hereto who do not exercise the aforesaid election, in the proportion that the interest of each 
bears to the total of their interests, and the party giving the aforesaid written notice of 
election not to pay its part of such rental shall assign, without express or implied warranty 
of.titlc, all of its interest in the lease or leases specified in said written notice to the1, aforesaid 
parties in the respective proportions that they bear the rental on any such lease or leases and 
shall not thereafter be entitled to any production, or the proceeds thereof, attributable to such 
lease. . . . 

K. TRANSITION: 

As provided in Article V.B.2., the records and data that the Operator, who has been removed 
as has resigned, shall promptly deliver to the successor Operator shall include:'. 

All original records relating to operations on the Contract Area, including current accounting 
information with regard to the status of the joint account, information concerning all invoices 
not yet paid by the Operator who has resigned or been removed, all logs, maps and al! other 
information concerning operations. Duplicating expenses required by virtue of the change 
of Operator shall be charged to the joint account. 
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L. FINANCING STATEMENT: 

Consistent with Article VII.B., the security interest granted to each Operator and Non-
Operator under Paragraph VII.B. of this agreement which secures payment of eafch party's 
share of costs and expenses of operations shall extend to each such party's share of all oil and 
gas equipment, fixtures, personal property, accounts, inventory and general intangibles and 
proceeds or products thereof relating or pertaining to the leases and lands included in the 
Contract Area as' described in Exhibit "A" attached hereto. For purposes of compliance wilh 
New Mexico Uniform Commercial Code § 55-9-402 NMSA 1978, each party agrees that this 
instrument shall serve and may be filed as a financing statement to perfect'"the security 
interest mutually granted herein. 

In that regard, each party hereto agrees that its signature herein shall be its signature as 
debtor of an appropriate financing statement, and that for purposed of compliance with the 
requirements of § 55-9-402 NMSA 1978 of the New Mexico Uniform Commercial Code 
each secured party and debtors' names and addresses are as follows: 

Sec Exhibit "A" 

The collateral to which the security interests apply arc all of each debtor's interest in oil and 
gas, equipment, fixtures, personal property, accounts, inventory and general intangibles and 
proceeds or products thereof to the extent, but only to the extent, the same relate or pertain 
to oil and gas leases covered by this'agreement and included in the Contract Area as 
described in Exhibit "A". 

M. TRUSTEE'S SALE FOR DEFAULTING PAYMENT-

If Operator should elect to foreclose the lien of Operator as against the interest-of a Non-
Operator having an interest in the Contract Area located in the State of Texas, this Operating 
Agreement does hereby include provisions for nonjudicial sale under the laws of the State 
of Texas, and John T. Mitchell is hereby appointed as Trustee for such- purpose. 
Accordingly, the Trustee shall have the right and power to foreclose the lien of this 
agreement and'to sell, at one or more sales,'as an entirety or in parcels, as he may elect, the 
real property subject to such lien, at the location, at such time and in such manner as may be 
permitted by applicable law, including, without limitation, Chapter 51 of the Texas Property 
Code, as amended from time to time, or, in the absence of any such requirement, as the 
Trustee may deem appropriate. Upon such default, said Trustee or Operator shall at least 
21 days preceding the date of nonjudicial sale serve written notice of the proposed sale by 
certified mail on Non-Operator according to the records of Operator. Service of such notice 
shall be deemed completed upon deposit of a notice enclosed in a post-paid wrapper properly 
addressed to Non-Operator and each other party obligated to pay such obligations at.the most 
recent address or addresses shown on the records of the Operator in a post office or-other 
official depository under the care and custody of the United States Postal Service. The 
affidavit of any person having knowledge of the facts to the effect that luoh service was 
completed shall be prima facie-evidence of the facts of service. After such notice, said 
Trustee shall proceed to sell part or all of the interests of Non-Operator in the Contract Area 
at public auction to the highest bidder for cash after having given notice of the time and 
place of a sale in the manner and after the advertisement of such sale as now or- hereafter 
required or permitted by the statutes of the State of Texas in making sales of real estate under 
deeds of trusL Sale of a part of the realty shall not exhaust the power .of sale and sales may 
be made from time to time until all of the property is sold or the obligations are paid in full. 
Said Trustee shall have authority to appoint an attorney-in-fact to act as Trustee in 
conducting the foreclosure sale and executing a deed to the purchasers; and it is'further 
agreed that said Trustee or his successor may sell said property together or in lots and/or 
parcels as he shall deem expedient and after such sales as aforesaid shall make, execute and 
deliver to the purchaser or purchasers title to the Non-Operator's interest in the Contract 
Area in fee simple together with all personal property used or obtained in connection 
therewith and together with all of the proceeds of production attributable thereto including 
proceeds of production held by any party for payment to Non-Operator. From the proceeds 
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of said sale said Trustee shall first pay all charges, costs and expenses incurred in enforcing 
these provisions and secondly pay any sums due by Trustee for taxes in preservation of 
security and thereafter pay all of the remaining sums to Operator for the satisfaction of the 
debts of Non-Operator hereunder and the balance, if any, shall be paid to Non-Operator. 

It is agreed that such sale shall be a perpetual bar against Non-Operator and its heirs, 
successors, and assigns and legal representatives and all other persons claiming' under him, 
them or any of them. It is further agreed that said Trustee or any holder or holders of said 
obligation or Operator shall have the right to become the purchaser or purchasers at such sale 
if the highest bidder or bidders in which event the bid or bids may be credited.upon said 
indebtedness of Non-Operator. It is stipulated and agreed that in case of any sale hereunder 
by Trustee or his successor all prerequisites of said sale shall be presumed 'to have been 
performed and any conveyance given hereunder, all statements of fact or recitals therein 
made as to the advertisement of sale or the time, place and terms of sale or as to any other 
preliminary act or thing shall be taken in all courts of law and equity as prima facie evidence 
that the facts so stated are true. Operator may appoint a substitute or successor Trustee in 
the event the Trustee above named is unable for any reason to serve. 

FOR PURPOSES OF THE OBLIGATIONS SECURED BY LIENS GRANTED IN 
PROPERTY LOCATED IN NEW MEXICO, THE MAXIMUM AMOUNT OF 
OBLIGATIONS SECURED HEREBY, INCLUDING FUTURE ADVANCES AND 
OBLIGATIONS, SHALL NOT EXCEED $20,000,000, WHICH SHALL BE THE 
MAXIMUM AMOUNT SECURED HEREBY AT ANY ONE TIME. 

THIS PROVISIONS OF THIS OPERATING AGREEMENT GRANTING A LDXN TO 
SECURE OBLIGATIONS SHALL CONSTITUTE A "MORTGAGE. TO SECURE 
FUTURE ADVANCES" FOR THE PURPOSE OF SECTION 48-7-9'N.M.S.A 1978 
COMP. 

With regard to any part of the Contract Area located in the State of New Mexico,.the parties 
hereto agree pursuant to Section 39-5-19NMSA, 1978 Compilation, that the redemption 
period as to such Contract Area situated in the State of New Mexico shall be one (1) month. 

N. MEMORANDUM OF OPERATING AGREEMENT: 

Within ten (10) days from the execution of this Operating Agreement, each party agrees lo 
execute a "Memorandum-of Joint Operating Agreement" to be filed of record in each 
county where the Contract Area lies, imparting constructive notice that the Contract Area 
is subject to all of the terms, conditions and provisions contained in this agreement.. 

O. ADVANCE PAYMENT OF WELL COSTS: 

Notwithstanding any other provisions herein, Operator shall have the right to request and 
receive from each Non-Operator payment in advance of its respective share of (i) the dry 
hole cost for the Initial Well to be drilled under Article VIA., (ii) the dry hole cost' for any 
other well to be drilled hereunder to which such Non-Operator has consented, and (in) the 
cost of any Completion, Reworking, Recompletion, Sidetracking, Deepening or Plugging 
Back operation to which such Non-Operator has consented (any such operation under clause 
(i), (ii) or (iii) being herein called a "Drilling Operation"). Such request,for advance 
payment may be made upon all NonrOpcrators or upon any ono or more of them to the 
exclusion of others, and shall bo made in writing no earlier than twenty (20) days 
(inclusive of Saturday, Sunday and legal holidays) prior to the anticipated commencement 
date for such Drilling Operation. The amount of each Non-Operator's advance shajl.be based 
upon the latest AFE approved by persons participating in the Drilling Operation who own 
a majority of the working interest for such operation. 

A Non-Operator receiving a request for advance payment shall, within 48 hours (inclusive 
of Saturday, Sunday and legal holidays) of the receipt of such request if a drilling rig is on 
location and within thirty (30) days (inclusive of Saturday, Sunday and legal holidays) of 

H:\APPS\WPWIN60\rAlVU ÎNU)OCSURTlCLEj.vVPD 5 



the receipt of such request in all other cases, pay to Operator in cash the full amount of such 
request or tender to Operator an irrevocable bank letter of credit (which shall permit partial 
draws) issued by a bank satisfactory to Operator and containing terms satisfactory to 
Operator for the full.amount due. In the event payment is in cash, Operator shall credit the 
amount to the Non-Operator's account for the payment of such Non-Operator's share of costs 
of such Drilling Operation, and following the end of each month Operator shall charge such 
account with such Non-Operator's share of actual costs incurred during such month. 

Payment of an advance shall in no event relieve a Non-Operator of its obligation to pay its 
share of the actual cost of a Drilling-Operation, and when the actual costs have been 
determined, Operator shall adjust the accounts of the parties by refunding any net amounts 
due or invoicing the parties for additional sums owing, which additional sums shall be paid 
in accordance with the Accounting Procedure. 

In the event a Non-Operator to whom a request for advance payment was made does not, 
within the time and manner above provided, fully satisfy the request for advance payment 
by depositing cash or furnishing a satisfactory letter of credit as aforesaid, the Operator shall 
make a second written or telephone request for such advance. Non-Operators shall pay or 
give security for said advance as aforesaid within 24 hours (inclusive of Saturday, Sunday 
and legal holidays) from receipt of such second request. 

If a Non-Operator fails to pay or furnish the aforesaid security within 24 hours (inclusive 
of Saturday, Sunday and legal holidays) of the receipt of such second request/then: 

1. If the advance was requested for the drilling of the Initial Well under Article VIA., 
Non-Operator shall be deemed to have relinquished and shall assign all of its 
Leasehold and contract rights in the Initial Well, within five (5) days (inclusive of 
Saturday, Sunday and legal holidays) of a request for such assignment, to those 
parties who have participated in such Drilling Operation, in proportion that such 
parties elected to share the relinquished interest. 

2. If .the advance was requested for any other Drilling Operation (including Completion 
of Initial Well), Non-Operator shall be deemed to have relinquished an interest in 
the well to which the Drilling Operation relates computed in the same manner and 
with same force and effect as if such Non-Operator had originally elected under 
Article VI.B.2. (and, if applicable, Option No.2 of Article VI.C. 1) not to participate 
in such operation. 

If the Non-Operator fails to make such payment or furnish such security within 24. hours 
(inclusive of Saturdays, Sundays and legal holidays) of the receipt of such second request, 
Operator shall promptly notify all other parties still participating in such Drilling Operation 
of the relinquishment of ah interest under this provision. The parties who wish to participate 
in the Drilling Operation shall have 48 hours (inclusive of Saturdays, Sundays and legal 
holidays) from receipt of such notice to elect to assume the costs chargeable" to such 
relinquished interest and shall share such relinquished interest, in. proportion to their 
assumption of such relinquished interest. If the parties who wish to' participate in the 
Drilling Operation are unwilling to assume the costs chargeable to such relinquished interest, 
the Drilling Operation shall be cancelled. * . „• 

P. AREA OF MUTUAL INTEREST. All prospect areas outlined in red on the map attached 
hereto as Exhibit H are hereby established as an Area of Mutual Interest ("AMI"). 'The AMI 
shall become effective on the date hereof. Unless sooner terminated by mutual consent, the 
AMI shall remain in effect'until April 1, 1997. Additionally, any transactions between 
Gecko, Inc. and/or Benny Barton or any affiliate of Benny Barton, on the one hand, and 
TMBR Sharp Drilling Co.,Tnc, F. Howard Walsh, Jr. and/or Rachel Lyman, on the other 
hand, shall not be subject to the terms of this AMI provision and Tenneco shall have no right 
to participate therein. 
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If any Party hereto shall acquire any leasehold interest or acquire the right to acquire such 
interest within the AMI, then the Party acquiring such interest or right shall'give written 
notice to the other Party hereto of the acquisition or proposed acquisition of such interest or 
the right to be acquired and the cost and other terms of such acquisition. The Party, receiving 
such notice shall then have thirty (30) days in which to notify the acquiring Party whether 
it desires to participate in such acquisition by bearing its proportionate part of the cost 
thereof and/or by participation in the requirements precedent of such acquisition;-which shall 
be in proportion to the interest held at that time by the Party pursuant to the ownership of 
interest in Paragraph III.A. herein. Provided, however, that if a well is drilling, in the AMI 
pursuant to this Operating Agreement, the notice of acquisition shall be given .as'promptly 
as possible and the notice of election shall be given within forty-eight (48) hours (not 
including Saturdays, Sundays and legal holidays) of receipt of the notice of acquisition. 
Failure to reply within the appropriate period shall be construed and constitute an election 
not to share in the acquisition. Any acquisition acquired by both the Parties to this 
Agreement shall be subject to this Agreement. 

All leases acquired either by direct acquisition, Farm-in, sublease, purchase and\or any other 
means within the AMI shall be subject to an overriding royalty interest due Rumson Royalty 
Company, L.L.C. based on the following scale: 

. ROYALTY QRRI DUE RUMSQN. ' 
Less than 20% Difference between royalty l?urden 

and 20% 

Greater than 20% No Overriding Royalty ' 

Q. Additional Leases. Gecko (and/or other affiliates of Benny Barton) is currently engaged in 
obtaining additional oil and gas leases on acreage within the AMI; with respect to leases received 
or paid for on or after April 1, 1995 (other than those leases listed on Exhibit A-l hereto), Tenneco 
agrees to either (i) pay one-half of all costs and expenses, including without limitation lessors' 
bonuses, previously incurred or to be incurred by or on behalf of Gecko in obtaining each such lease 
or (ii) relinquish all of its interest in each lease which Tenneco does not wish to pay for (a "Rejected 
Leisjj") and permit Gecko to obtain such Rejected Lease without any obligation to permit Tenneco 
to participate therein. Any Rejected Lease acquired by Gecko shall not be subject to this Operating 
Agreement. 

R. Controlling Agreement. I f there is a conflict or inconsistency between 
any provision of this Operating Agreement and any other agreement between the 
non-operators, on the one hand, and operator, Benny M. Barton or any a f f i l i a t e 
of Benny M. Barton (including Paladin Exploration Company, Inc.) , on the other 
hand, the terms and provisions of this Operating Agreement shall control to the 
exclusion of the other agreement. 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated May 1, 1995,-. by and 
between Gecko, Inc., as Operator, 

1. Identification of Lands Subject to Agreement: 

The oil and gas leases described on Exhibit A-l hereto. 

2. Restrictions: 

This agreement shall be limited only to those depths, formations, or substances in accordance 
with the terms of the oil, gas and mineral leases and other agreements that arc covered by 
this agreement. 

3. 

4. Oil and Gas Leases and/or Oil and Gas Interest Subject to this Agreement: 

Sec Exhibit "A" 

5. 
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AlUtehed lo and made a part of 'that certain Operating Agreement dated May 1, 1995 
by and between GECKO, INC. Operator and Non-Operators 

ACCOUNTING PROCEDURE : 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Properly" shall mean the real and personal property subject lo the agreement to which this Accounting Procedure 
is attached, 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of tho Joint Property. • 
"Joint Account" shall mean the account- showing the charges paid and credits received in the conduct of the Joint 
Operations and which arc to be shared by the Parlies. 

. "Oiwrulor" ahall mean the party designated lo conduel Ihe Joint Operations. 
"Non-Operators" shall mean tho Parties to this agreement other than tho Operator. 
"Parties" shall moan Operator and Non-Operators. 
"Klrol I/ivol Supervisors" shall moan thoko employee*) whoso primary function In Joint Opurullone Is ihe dlrool 
Mi|Xtrvlnlon of other omployoos"and/or contract labor directly employed on tho Joint Properly In a field ojxirnllng 
e.nimuily. . .. • . 
"IVdmiunl lCmployoes" shall menu those employees having special and specific engineering, geological, or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 
problems for the benefit of the Joint Property. . s

 1 ' 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. ' 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which al tho time is so classified in the Material Classification Manual ax 
most recently recommended by the Council of Pclrolcum Accountants Societies. 

2. SUlumunl and Hillings ' 

0|>ornlnr shall bill Non-Operators on or before the Uust day of each monlh for their proportionate' shnrc of the Joint 
Account for the preceding month. Such bills will be accompanied by statements which identify tho authority for 
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of Investment and 
uxpense except that items of Controllable Material and unusual charges and credits shall be separately identified and' 
fully described in detail. 

}J. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (16) days aflor rocoipl of tho 
billing or by the first day of the monlh for which the advance is required, whichever, is, later, Operator shall adjust 
each monthly billing lo reflect advances received from the Non-Operators; ' , 

H. Bach Non-Opornlor shall pay i u proportion of all bills within fifteen (16) days after receipt. If payment IK not made 
within sueh lime, the unpaid balance shall bear interest monthly ul the prime rule in effect ul Chase 
Manhattan Bank, N.A. 0 u the first day of the monlh in which delinquency occurs plui 1% or the 
maximum contract rale permitted by the applicable.usury laws in tho suite in which tho Joint Properly to locnlod, 
whichever is the lessor, plus attorney's fees, court costs, and other costs in connection wilh the collection'of unpaid 
amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice tho right of any Non-Opcralor lo prolosl or question tho correctness thereof; 
provided, howovor, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 
conclusively be presumed lo be true and cqrrccl after twenty-four (24) months following Iho end of any such calendar 
yattr. unless wilhin Ihe said twenty-four (24) monlh period a Non-Operator lakes written exception thereto and makes 
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is-made-within the sumo 
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inven-tory of 

, Controllable Material as provided for in Seclion V. • ' 

COPYRIGHT© 1985 by the Council of.Peti'oieum Accountants Societies. 
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1 5. Audits 
2 : 
3 A. A Non-Operator, upon notice in writing lo Operator and all other Non-Operators, shall have Ihe right lo audit 
4 Operator's accounts and records relating to the Joint Account for any calendar your within Ihe twenty-four 
5 (24) month period following the end of such calendar year; provided, however, the making of'an audit shall not 
fl extend the time for the taking of written exception to and the adjustments of accounts .as provided for in 
7 Paragraph 4 of this Section I . Where there arc two or more Non-Operators, the Non-Operators shall make 
8 every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience 
9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred .under this 

10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 
11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be.madc 
12 at Ihe expense of those Non-Opcralors approving such audit. 

14 B. The Operator shall reply in writing to an audit report wilhin 180 days after receipt of such report. 
15 
16 G. Approval By Non-Opcralors . , 
17 
18 Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other sections of 
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 
20 contrary provisions In regard thereto, Operator shall notify all Non-Operators of the Operator's proposal,'and the 
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 
22 " 
23 ' 
24 I I . DIRECT CHARGES 
25 
26 Operator shall charge the Joint Account with the following items: 
27 
28 1. Ecological and Environmental 
29 
30 Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 
31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
32 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
33 
34 2. Rentals and Royalties 
35 
30 Ueaso rontnls and royalties paid by Oporulor for tho Joint Operations, 
37 ' . 
38 3. Labor 
39 
40 A. (I) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 
41 Joint Operations. •• •. 
42 
43 (2) Salaries of First l^vcl Supervisors in the field. 
44 ' ." . 
45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such'charges are 
40 excluded from tho overhead rates. : 

47 
48 (4) Salaries and wages of Technical Employees cither temporarily or permanently assigned lo and directly 
49 employed in the operation of the Joint Properly if such charges arc excluded from tho overhead rales. 
50 ' ' . 
51 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary 'allowances paid lo 
52 employees whose salaries and wagos arc chargeable lo the Joint Account under Paragraph 3A of this Section I I . 
53 Such costs undor this Paragraph 3B may be charged on a "when and as paid basis" or by "perc'onlugo asscssmonl" 
64 on tho amount of salaries and wages chargeable to the Joint Account under Paragraph 3A'of this Section I I . If 
55 percentage assessment is used, the rate shall be based on the Operator's cost experience. 
G6 . ' • •• 
57 C. ICxponditures or contributions made pursuant to assessments imposed by governmental authority which arc 
58 applicable to Operator's cosls chargeable to the Joint Account under Paragraphs 3A and 313 of this Section I I . 
59 
GO I). Personal Expenses of those employees whose salaries and wages are chargeable lo the Joint Account undor 
Gl Paragraph 3A of this Section I I . 
62 • , 
63 4. ICmployoo Boneflls ' 
6 4 . ' 
65 Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, 
G6 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable lo Operator's labor cost chargeable to tho 
07 Joint Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not to-cxecod the percent 
68 most recently recommended by the Council of Petroleum Accountants Societies. 
G<) • " 
70 . 
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I 5. Material 
2 
3 Material purchased or furnished by Operator for use on the Joint Properly as provided under Section IV. Only such 
4 Material shall bo purchased for or transferred to the Joint' Property as may be required for immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus slocks shall be 
G avoided. 
7 
8 G. Transportation 
9 

10 Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
ii 
12 A. If Material is moved to the Jojnt Property from the Operator's warehouse or other properties, no charge shall be 
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
15 . 
16 B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall'be made to the Joint 
17 Account for a distance greater than the distance to the nearest reliable supply store whore like material is normally 
18 available, or railway receiving point nearest the Joint Properly unless agreed lo by the Parlies. No charge shall bo 
19 made to the Joint Account for moving Material lo other properties belonging lo Operator, unless agreed to by the 
20 Parties. , 
21 
22 C. In tho application of subparagraphs A and B above, the option to equalize or charge actual trucking cost Is 
23 .available when tho actual charge is $400 or less excluding accessorial charges. The $4Q0 will bo adjusted lo the 
24 amount most recently recommended'by the Council of Petroleum Accountants Societies. 
25 
20 7. Services 
27 • 
28 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
29 10 of Section II and Paragraph i, ii, and iii , of Section I I I . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on the Joint Properly if such charges arc excluded from tho ovorhoad 
31 rales. Tha cost of professional consultant services or contract services of technical pcrsonncl-not directly engaged on tho 
32 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties*. 
33 '• 
34 8. Equipment and Facilities Furnished By Operator 
35 . ; 

30 A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities Ul' rales commensurate 
37 wilh costs of ownership and operation. Such rales shall include costs of maintenance, ropaim, other oiwriiling 
118 expense, insurance, luxes, depreciation, and interest on gross investment less accumulated depredation not to 
.'I!) exceed e igh teen percent ( UL %) per annum. Such rates shall nol exceed average commercial 
40 rates currently prevailing in the immediate area of llu: Joint Property. 
41 • . . . . 
42 : f i . In lieu of charges in paragraph 8A above, Operator may clccl lo use average commercial rales prevailing in tho 
43 immediate area of the Joint Property less 20%. For automotive equipment, Operator,may elect to use rale* 
44 published by the Petroleum Motor Trans|x>rl Association. 
46 ' . . " 
4G !). Damages and Losses lo Joint Property 
47 
48 All costs or expenses necessary for the repair or replacement of Joint Properly made necessary bucuuso of damages or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross 
60 negligence or willful misconduct. Operator shall furnish Non-Oporalor written notice of damages or losses incurred as 
51 soon as practicable after a report thereof has been received by .Operalor. 
52 
63 10. Legal Expense 
64 , ' '. 
55 Exponso of handling, investigating and settling litigation or claims, discharging of lions, payment of judgements and 
6G amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary lo 
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 unless previously agreed to by the Parties. All other legal expense is considered lo be 
69 covered by ihe overhead provisions of Section I I I unless otherwise agreed lo by the Parties, except as provided in Section 
00 I , Paragraph 3. 
Gl 
62 11. Taxes 
63 • 
04 All taxes of every kind and nature assessed or levied upon or in connection wilh the Joinl Properly,- tho operation thereof, 
GC or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parlies. If the nd 
GO valorem taxes arc based, in-whole or in pnrt upon separate valuations of each party's'working inleresl, then 
G7 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made arid paid by the Parties 
68 hereto in accordance with the lax value generated by each party's working interest. 
G9 
70 
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1 12. Insurance 
.2 . ;. 
3 Net premiums paid for insurance required to.be carried for the Joint Operations for the prolcction.of the Parties. In th< 
4 event Joint Operations arc conducted in a state in which Operator may act as self-insurer for Worker's Compensatior 
5 and/or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self 
6 insuranco program and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates. 
7 
8 13. Abandonment and Reclamation 
9 • 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
•11 authority. 
12 
13 14. Communications 
14 
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
1G microwave facilities directly serving the Joint Properly. In the event communication facilities/systems serving the Joint 
17 Property arc Operator owned, charges to the Joint Account shall'be made as provided in Paragraph 8 of Ihis Section I I . 
18 
19 15. Other {expenditures' 
20 . . 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I 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 
2(i I I I . OVISRHICAD 
27 
28 1. Overhead - Drilling and Producing Operations 
29 
30 i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
31 drilling and producing operations on cither. 
32 
33 (X ) Fixed Rate Basis. Paragraph 1A, or 
34 ( ) Percentage Basis, Paragraph IB 
35 
3G Unless otherwise agreed lo by the Parlies, such charge shall be in lieu of costs and expenses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeablo undor 
38 Paragraph 3A, Section I I . Tho cost and expense of services from outside sources in connection wilh maUora 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 I I I unless such cost and cxponsc are 
41 agreed to by the Parties as a direct charge lo the Joint Account. 
42 
43 ii . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Properly: 
45 . • 
46 ( ) shall be covered by tho overhead rates, or 
47 ( X ) shall not be covered by the overhead rates. 
48 . 
49 iii . The salaries, wages and Personal Expenses of Technical Employees mul/or-toolo of ncafotttiowftl consultant uervtce» 
50 and conli'ttct oei'viooa.of tcJndLal puoonnol uithcr lomporni'ilj-oi- permanently assigned lo and directly employed in 
51- tho opcration'of the Joint Property: 
52 
63 ( X ) shall be covered by Ihe overhead rates, or . 
64 ( ) shall not be covered by the overhead rates. , 
55 
6fi A. Ovorhcad - Fixed Rate Basis 
67 
68 (1) Operator shall charge the Joint Account at the following rates per well per month: 
59 . ' 
60 Drilling Well Rate $ 5,000.00 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $450.00' 
64 
65 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
66 
67- (a) Drilling Well Rate 
G8 • . 
69 (1) Charges for drillirfg wells shall begin on'the date the well is spudded and terminate on the dale 
70 the drilling rig, completion rig, or other units used in completion of tho well is released, whichever 
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1 is later, except that no charge shall be made during suspension of drilling or completion operation! 
2 for fifteen (15) or more consecutive calendar days. 
:» 
4 (2) Charges for wells undergoing any type of workovcr or recompletion for a period of five (5] 
5 consecutive work days or more shall be made at the drilling well rate. .Such charges shall be 
6 applied for the period from date workovcr operations, with rig or other units used In workover, 
7 commence through date of rig or other unit release, except that no chargo shall be made during 
8 suspension of operations for fifteen (15) or more consecutive calendar days. 
0 

10 (b) Producing Well Rates 
11 . ' • 
12 (1) An active well cither produced or injected into for any portion of the month shall be considered as 
13 a onc-wcll charge for the entire month. 
14 
15 (2) Each active completion in a multi-completed well in which production is not commingled down 
10 hole shall be considered as a onc-wcll charge providing each completion is considered a separate 
17 well by the governing regulatory authority. 
18 . . 
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to lake the 
20 production shall be considered as a one-well charge providing the gas well is directly connected to 
21 a permanent sales outlet. 
22 " • 
23 (4) A onc-wcll charge shall be made for the monlh in which plugging and abandonment operations 
24 are completed on any well. This one-well charge shall be mado wholhur or not the well has 
25 produced except when drilling well rate applies. 
20 • 
27 (5). All other inactive wells (including but not limited lo inactive wells covered by unit allowable, lease 
28 ; ' allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
31 agreement lo which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
32 the rale currently in use by the. percentage increase or decrease in the average weekly earnings of Crude 
33 Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as 
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Wprkors as publishod 
35 by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as 
30 published by Statistics. Canada, as applicable. The adjusted rates ithull bo tha rates curronlly In use, plus or 
37 minus tho computed adjustment. 
38 
39 ih Overhead—Perccntage-Basia 
40 • • * 
41 (I)- Operittatnaltoti-elMH^fe-ljte-Tlo'wl AocowvWttrU<î foHev4n)*-riUc»> 
42 
43 *{ft)—Development-
44 
45 . • • I I I Pnnnnl ( V») nf Ihr "nnl n f ^lT^^^^^lnpmrnl--rf-^h1'-|̂ ^in1••Ilr |̂̂ rltl'•'̂ '••l1ni•fl• nf nî riT 
40 provided under Paragraph 10 of Section I I and all salvage credils. 

48 (b) Operating 
49 < 
60 1- Percent ( !— %) of the cost of operating the Joint PropciKyaxclusive pf, costs provided 
51 undor Paragraphs 2 and 10 of Section I I , all salvage credits, the vajWof injected substances purchased 
62 for secondary recovery and all taxes and assessments whicjv<frc levied, assessed and paid upon the 
63 mineral interest in and lo the Joint Properly. 

55 (2) Application of Overhead - Percentage Basis shalljje^Is follows: 
66 • 
67 For the purpose of determining chaj#c*fon a percentage basis under Paragraph IB of this Section 111, 
(>H ilevi'lnpmwit shall include nil cwrta in connection with drilling, redlining, declining, or any remedial 
5!) operalions'on any or all wpJl<1nvolving the use of drilling rig and crew capable of drilling U> the producing 
60 interval on the Joint^foperty; also, preliminary expenditures necessary in preparation for drilling and 
61 expenditures inptrtred in abandoning when the well is not completed as a producer, and original cost of 
62 construcUon^or installation of fixed assets, the expansion of fixed assets and any other project clearly 
63 disĉ M-nlolc as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . All other 
64 -4bm\ tilmll bo co+wid<>>'«d--<«i-epew*wffr 
05 
06 2. Overhead - Major Construction .. • . 
67 
08 'lb compensate Operator for overhead costs incurred in the construction nnd installation of fixed assets, the expansion of 
69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and 6|>crulion of the 
70 Joint Property, Operator shall cither negotiate a rale prior to the beginning of construction, or shall chargo tho Joint 
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1 Account for overhead based on the following rates for any Major Construction project in excess of $25/000.00 ; 

2 
3 A 5_ % of first $100,000 or total cost if less, plus 
4 . 
5 B 1 % of costs in excess of $100,000 but less than $1,000,000, plus • • • 
6 
7 C 2. % of costs in excess of $1,000,000. . . 
8 
9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component purls of a single 

10 project shall not bo treated separately and the cost of drilling and workovcr wells and artificial l if t equipment shall be 
11 excluded. 
12 
13 3. Catastrophe Overhead 
14 
IB To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
10 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which arc 
17 necessary to restore the Joint Property to the equivalent condition that existed prior to the ovonl causing tho 
18 oxpondlturoi, Operator shall oilhor negotiate a rate prior to charging the Joint Account or shall ohargo the Joint Account 
19 for ovorhoad based on tho following rates: 
20 . • 
21 A 5_ % of total costs through $100,000; plus 
22 
23 B 1. % of total costs in excess of $100,000 but less than $1,000,000; plus 
24 
26 C 2_ % of total costs in excess of $1,000,000. 
20 
27 Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rales 
31 
32 The overhead rates provided for in this Section Ul may be amended from time to lime only by mutual agreement 
33 between the Parties hereto if, in practice, the rates arc found to be insufficient or excessive. • • 
34 " " • 
35 
36 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
37 
38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material 
39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 
40 Oixsrator's option, such Material may be supplied by tho Non-Operator. Operator shall make timely disposition of idle und/or 
41 surplus Material, such disposal being made cither through sale to Operator or Non-Operator, division in kind, or salo to 
42 outsiders. Operator may purchase, but shall bo under no obligation to purchase, inlorost of Non-Operators in-surplus condition 
43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall bo agreed lo by tho Parlies. 
44 
46 1. Purchases 

47 Material purchased shall bo charged al the price paid by Operator after deduction of all discounU rocoivod. In cose of 
48 Material found lo bo defective or returned to vendor for any other reasons, credit shall bo passed to.'tho Jolnl Account 
49 whori adjustment has been received by the Operator. 
50 
51 2. Transfers and Dispositions 
52 
53 Material furnished to the Joint Property and Material transferred from the Joint Properly or disposed of by tho Operator, 
64 unless olhorwlso agrood to by tho Parties, shall bo priced on tho following basis exclusive of cosh discounts: 
65 . , • 
56 A. New Material (Condition A) 
57 
5K (I) Tubular Goods Olhor than Line Pipe 
61) *• 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced al Eastern mill 
61 published carload base prices effective as of date of movement plus transportation cost using the 80,000 
62 pound carload weight basis to the railway receiving point nearest tho Joint Proporty for which 
63 published rail rates for tubular goods exist If the 80,000 pound rail rale is not offered, the 7Q.000 pound 
64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohio 
65 and casing from Youngstown, Ohio. 
66 
67 (b) For grades which are special to one mill only, prices shall be computed at the mill baso of that mill plus 
(ft transportation cost from that mill to the railway receiving point nearest the Joint Properly as provided 
(i!) above in Paragraph 2.A.(lXn). For transportation cost from ixiinls other than Kaxlern mills, the .'{0,000 
70 
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1 pound Oil Field Haulers Association interstate truck rate shall be used. • , 
2 
3 (c) Special end finish tubular goods shall be priced at the lowest published oul-of-stock price, f.o.b. Houston, 
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rale, 
6 to the railway receiving point nearest the Joint Property. 
6 \ 
7 (d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices 

. 8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Properly. 

'10 • . 
I I (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls y, inch and over) 30,000 pounds or 
14 more shall be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
IG Freight charges shall be calculated from lxrain, Ohio. 
1G 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls 'A inch and over) less than 30,000 
18 pounds shall be priced al Eastern mill published carload base prices effective as.of dale of shipment, 
19 plus 20 percent, plus transportation costs based on freight rates as sot forth under provisions of tubular 
20 goods pricing in Paragraph A.(lXa) as provided above. Freight charges shall be calculated from l.oraln, 
21 Ohio. 
22 
23 (c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of 
24 manufacture at current new published prices plus transportation cost to' the railway receiving point 
25 nearest the Joint Properly. • • 
20 • • • 
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
28 be priced at quoted prices plus freight to the railway receiving point nearest tho Joint Properly or al 
29 prices agreed lo by Ihe Parties. 
30 . " • 
,11 (:t) Other Material shall be priced at the current new price, in effect al dulc of movement, as listed by n reliable 
32 supply store nearest the Joint Properly, or point of manufacture, plus transportation costs, if applicable, to tho 
33 railway receiving point nearest the Joint Property. 
34 
35 (4) Unused new Material, except tubular goods, moved from the Joint Properly shall be priced al the current 
:it> new price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation costs, if applicable, lo the railway receiving point nearest tho Joint 
38 Properly. Unused new tubulars will be priced as provided above in Paragraph 2.A.(J) and (2). 
39 ' 
40 P.. Good Used Material (Condition O) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to tho Joint Property 
45 
4fi At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 . ' 
50 (a) A l seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 
51 originally charged to the Joint Account as new Material or 
52 
53 (b) At sixty-five percent (66%) of current new price, as determined by Paragraph A/ if Material was 
64 originally charged to the Joint Account as used Material. 
55 
66 (3) Material not used on and moved from the Joint Property 
57 
58 At sovonly-five percent (75%) of current new price as determined by Paragraph A. 
59 

The cost of reconditioning, if any, shall be absorbed by tho transferring property. 
Gl 
62 C. Other Used Material 
G3 
64 (1) Condition C 
65 - • 
G6 Material which is not in sound and serviceable condition and not suitable for its original function until 
G7 after reconditioning shall bo priced al fifty pcrcont (50%) of current now- price as determined by 
G8 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
09 C value plus .cost of reconditioning docs-not exceed Condition D value. , 
70 

- 7 -
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• 1 (2) Condition D 
2 
3 Material, excluding junk, no longer suitable for its original purpose, but usable for. some other purpose 
4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material 
5 under procedures normally used by Operator without prior approval of Non-Operators. 
G 
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall bo 
9 priced at used line pipe prices. 

10 
11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 
13 Upset tubular goods shall be priced on a non upset basis. 
14 
16 • • ' (3) Condition E 
16 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
18 procedures normally utilized by Operator without prior approval of Non-Operators. 
19 
20 D. Obsolete Material . , ; . 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
23 is not equivalent lo that which would justify a price as provided above may be specially priced us agreed to by 
24 the Parties. Such price should result in the Joint Account being charged with the value of the service 
26 rendered by such Material.. 
2G 
27 E. Pricing Conditions 
2 8 .actual cost incurred. 
29 (1) Loading or unloading costs may be charged to the Joint Account alAho I'oto of twcnty-/ive-eenjsJflS*) 
30 per hundred weight on ail tubular goods movements, in lieu of actual lojvdjnjt-*H unloading costs 
31 sustained at the stocking point. The above rate shall bo adjusJcjLiuj-«f^1to~^^ of April oach year 
32 following January 1, 1986 by tho same perwiJAg^tnnTfllsTcTdecroasQ used to adjust overhead rales In 
33 Section I I I , Paragraph LA^3J_ii^cb-Y6luTlJie rale calculated shall bo rounded lo tho nearest cont and 
34 shall ̂ J ^ j J ^ r ^ x r ^ i T ^ ^ n i \ \ the first day of April next year. Such rate shall be published each year 
35 bj*tiyrOouftcil of Petroleum Aeeowrttrnfav-Soeietiea. 
3C 
37. - (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
38 . price of new Material. 
39 
40 3. Premium Prices 
41 . 
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the Operator has no control, the Operator may charge the Joinl Account for tho required 
44 Material at Ihe Operator's actual cost incurred in providing auch Material, in making it suilablu for use, and In moving i l 
45 to tho Joint Property; provided notice in writing is furnished to Non-Operators of the proposed-chargo prior to billing 
46 Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
47 ton days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to Operator. ' . 
49. 
SO- 4. Warranty of Material Furnished By Operator , 
51 ' _ 
G2 Operator does not warrant the Material furnished. In ease of defective Material, credit shall not be passed to Ihe Joinl 
53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
55 • • " ' 
5G V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Materinl. 
6D " 1 

.60 I . Periodic Inventories, Notice and Representation 
61 
62 At reasonable intervals, inventories shall be taken by Operator of the Joinl Account Controllable Material. Written notice 
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is lo begin so that 
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to bo. represented at an 
65 inventory shall bind Non-Operators to accept the inventory taken by'Operator. 
•66 . . . . 
G7 2. Reconciliation and. Adjustment of Inventories 
68 
fi!) Adjustments to the Joinl Account resulting from the reconciliation of a physical inventory shall be made within six 
70 months following the taking of the inventory. Inventory adjustments shall bo made by Operator.lo the Joinl Account for 
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1 overages and shortages, but, Operator shall be hold accountable only for shortages due lo lack of reasonable diligence. 
2 
3 3. Special Inventories • 
•1 
5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in tho Joinl 
6 Property. I l shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of 
7 interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases 
8 involving a change of Operator, all Parties shall be governed by such inventory. 
9 

10 '1. Expense of Conducting Inventories 
II 
12 A. The expense of conducting periodic inventories shall not be charged lo the Joinl Account unless agreed U» by the 
13 Parties. 
14 • • 
15 II. The expense of conducting special inventories shall be charged to the Parlies requesting such inventories, except 
1G inventories required due to change of Operator shall be charged to the Joint Account. 
17 
18 
19 
20 
21 
22 
23 
24 
25 
20 
27 
28 
29 
30 
31 
32 
33 
3-1 
35 . . . 
3G 
37 
:18 
3!) 
'10 
41 
42 
4.1 
44 
45 
4(i 
47 
48 
49 
•50 
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52 
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Attached to and .made a part of that certain 
Operating Agreement dated '; May I , 199-5 • • 
• by and between GECKO, Inc., as Operator, and 

' • Non-Operators 

INSURANCE. 

1. Operator, or its contractors, shall provide for Workers' Compensation* Insurance 
coverage. In accordance with the laws- of the State of New Mexico, Operator shall 
provide an AFE Insurance program'with coverage as follows! Control of well, 
seepage, pollution cleanup and containment, rcdrilling expense, property of others, 
owned, property, joint venture contingent liability, and evacuation expense. No 
other insurance shall be provided by. the Operator for the benefit of the parties 
hereto. 

2. Except as otherwise provided in Article V.D.9 of the Operating Agreement to which 
this Exhibit is attached, all premiums on the above provided for insurance shall be 
charged to the Joint Account • 

3. Operator shall not be obligated or authorized to at the cost of the Joint Venture 
carry any insurance other than that specified aboyc. In particular unless provided 
for above, Operator will not carry fire, windstorm, tornado, explosion, vandalism 
or malicious mischief insurance. Any party may, at its own expense acquire such 
insurance as it deems proper to protect itself against claims, losses, damages or 
destruction arising out of the operation of the Contract Area. 

4. Except as may be otherwise expressly, provided in the Operating Agreement to 
which this Exhibit Is attached, the Joint Account shall be charged with all liabilities 
and expenditures resulting from any claims, damages or losses against which 
Operator is not required to carry insurance. 

5. Operator shall not be liable to Non-Operators for loss, suffered on account of the 
insufficiency of Insurance carried, or of the insurer with whom carried, nor shall 
Operator-be Jiablc to Non-Operators for any loss occurring by reason of Operator's 
inability to provide or maintain the insurance specified above, provided, however, 
that if at any time Operator is unable to obtain or maintain such insurance, 
Operator shall promptly notify Non-Operators in writing of such fact and r^on-
Opcrators may, on behalf of the Joint Account, obtain and maintain such 
insurance. 

* 
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EXHIBIT HE-

GAS BALANCING AGREEMENT 

Attached' t o and made a part of t h a t c e r t a i n Operating 
Agreement dated ; , 199 by and between, 

GECKO, Inc., as Operator, and 
., as Non-Operator 

1. Ownership of Gas Production. 

Except as s p e c i f i c a l l y set f o r t h i n t h i s E x h i b i t "E", i t i s 
the i n t e n t of the Parties t h a t each Party s h a l l have the r i g h t 
t o take i n kind or separately dispose of i t s - proportionate 
share of gas (i n c l u d i n g casinghead gas) produced from each 
formation i n each v e i l located on the Contract Area, to the 
same, extent and as provided i n the Operating Agreement. 

2. Gas Imbalances. 

Notwithstanding anything to the contrary i n the. Operating 
Agreement to which t h i s Gas Balancing Agreement i s attached, 
i f any Party hereto takes and disposes of less than i t s 
percentage i n t e r e s t share of gas (i n c l u d i n g casinghe'ad gas) 
produced and saved during any calendar month, then the volume 
not taken by such Party may be taken by any other Party or 
Parties hereto. I f such volume i s taken by more than one 
Party, then each t a k i n g Party s h a l l be e n t i t l e d t o take the 
proportion thereof t h a t i t s percentage i n t e r e s t bears to the 
sum of the percentage i n t e r e s t s of a l l t a k i n g P a r t i e s , or. i n 
such other proportions as the taking Parties may agree among 
themselves. '\ 

3. Volumetric Balancing. 

3.1 Balancing-. Volumetric balancing hereunder, based on 
MMBTU'.s rat h e r Mcf's, s h a l l apply t o each separate w e l l 
located on the properties covered by the Operating Agreement. 
Each producing formation s h a l l be considered a .separate w e l l 
f o r t h i s Gas Balancing Agreement. ' 

3.2 D e f i n i t i o n s . The terms "Cumulative Underproduction" 
means the amount.by which the.cumulative volume of gas taken 
by a Party w i t h i n a p a r t i c u l a r w e l l i s less than the 
cumulative volume t h a t the Party was e n t i t l e d t o take 
according t o such Party's percentage ownership i n t e r e s t i n 
such w e l l ; the term "Cumulative Overproduction" means the 
amount by which the cumulative volume of gas taken by a Party 
w i t h i n a p a r t i c u l a r w e l l exceeds the cumulative volume tha t 
Party was e n t i t l e d t o take w i t h i n such w e l l according to such 
Party's percentage ownership i n t e r e s t i n such w e l l ; the term 
"Underproducer" or "Underproduced Party" means a Party 
credited w i t h Cumulative Underproduction; the' term 
"Overproducer" or "Overproduced Party" means a Party charged 
with Cumulative Overproduction; and the*'term "Make-Up Gas" 
means the -volume taken by an Underproducer t o make up 
Cumulative Underproduction pursuant to Paragraph 3.4. 

3.3 Operator's Information Requirements and Statement 
Obligations. Each Party taking gas s h a l l n o t i f y Operator or 
cause Operator t o be n o t i f i e d , at least two (2) business days 
p r i o r t o the applicable.pipeline's nomination deadline, of the 
gas volumes such Party wishes to take during the f o l l o w i n g 
month. No Party may.take more gas volumes than i t i s e n t i t l e d 
to pursuant t o the terms of t h i s Agreement. Each Party s h a l l 
also provide such information required f o r the Operator to 
properly a l l o c a t e monthly gas production, i n c l u d i n g , but not 
l i m i t e d t o , the time period f o r which s p e c i f i c gas volumes are 
going to be taken, the transporting p i p e l i n e , the transporting 

i i 

i 
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pipeline's contract number and the p i p e l i n e ' s meter or s t a t i o n 
number. On or before the end of each calendar month, • Operator 
s h a l l use d i l i g e n t e f f o r t s to f u r n i s h the Parties hereto a 
written"' statement showing f o r each w e l l f o r the preceding 
month: (1) the quantities" of gas to which each Party was 
e n t i t l e d ; (2) the t o t a l q u a n t i t y of gas taken by each Party; 
and, . (3) the Cumulative -Overproduction or Cumulative 
Underproduction of each Party under t h i s Agreement. The Non-
Operators s h a l l be • responsible .for p r o v i d i n g a l l data and 
information s p e c i f i e d herein t o enable the Operator to perform 
the duties contemplated by t h i s paragraph; the Operator s h a l l 
have no l i a b i l i t y t o any Party hereto f o r any errors i n the 
monthly statement provided by Operator. The operating costs 
and "-expenses s h a l l be borne as provided i n the Operating 
Agreement, regardless of whether a l l P a r t i e s are s e l l i n g or 
using gas or whether the. sales and use of each are i n 
proportion to t h e i r respective i n t e r e s t s i n such gas. 

3.4. Volumetric Make-Up. An Underproducer may give w r i t t e n 
notice to Operator and a l l other Parties hereto at le a s t 15 
days before the beginning of a calendar month, s t a t i n g i t s 
desire t o take Make-Up Gas during t h a t . month. Each 
Overproducer s h a l l promptly .notify i t s purchaser so t h a t such 
purchaser w i l l adjust i t s takes to accommodate the Make-Up. 
The Underproducer s h a l l thereupon be e n t i t l e d to take Make-Up 
Gas i n accordance w i t h the rates set out below but not i n 
excess of i t s Cumulative Underproduction. To allow f o r an 
Underproduced Party to make up and to balance i t s gas account, 
an Underproduced Party s h a l l be e n t i t l e d t o take and/or 
d e l i v e r t o a purchaser i t s f u l l e n t i t l e d share of gas produced 
from such w e l l (less any used i n operations, vented or l o s t ) 
plus a l l production a t t r i b u t a b l e t o Parties not taking gas 
plus an amount up to an a d d i t i o n a l 50% of the monthly q u a n t i t y 
of gas a t t r i b u t a b l e t o the Overproduced Party or Parties 
working i n t e r e s t . i f more than one Underproduced Party i s 
e n t i t l e d t o take a d d i t i o n a l gas, they s h a l l d i v ide the 
a d d i t i o n a l gas i n proportion t o t h e i r respective working 
i n t e r e s t ownership i n the property covered by the Operating 
Agreement. The f i r s t gas made up s h a l l be assumed to be the 
f i r s t gas underproduced. 

3.5 O i l and'Other Minerals. Regardless of the volume .of gas 
a c t u a l l y taken by any Party hereto, such Party s h a l l share, as 
otherwise provided i n the Operating Agreement, i n the 
production of crude o i l , condensate and other minerals 
separated ,:from the gas i n f a c i l i t i e s operated f o r the j o i n t 
account. 

3.6 Costs and Expenses. Regardless of the volume of gas 
a c t u a l l y taken by any Party hereto, such Pa r t y ^ j s h a l l bear 
costs and expenses as otherwise provided i n the Operating 
Agreement. 

4. Final Cash Balancing. 

4.1 Procedure. Upon permanent cessation of a l l gas 
production-from the w e l l , the Operator s h a l l submit notice of 
such cessation to a l l Parties i n the w e l l . I f a l l the Parties 
i n the w e l l have not achieved volumetric gas balance i n the 
we l l at the time of such n o t i c e , then w i t h i n 30 days of 
submitting the notice, the Operator s h a l l f u r n i s h to a l l 
Parties a statement showing the remaining f i n a l Cumulative 
Overproduction and Cumulative Underproduction of each Party i n 
the w e l l , and the month and. year i n which i t accrued. I n 
determining the timi n g of accruals, Make-Up Gas s h a l l be 
applied against Cumulative Overproduction on a f i r s t - i n - f i r s t -
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out basis. Within 60'days after, receipt of Operator's 
statement, each Overproducer shall furnish to a l l other 
Parties '• a statement showing', the value of i t s Cumulative 
Overproduction based on the price the Overproducer actually 
received .for the Cumulative .- Overproduction. Value of such 
overproduction shall be based on the net proceeds received for 
such overproduction at the time the overproduction occurred. 
Based upon the statements furnished by Overproducersthe net 
amount owed by or to each Party combined shall be calculated 
by Operator and furnished to a l l Parties i n a f i n a l cash 
balancing statement. Operator shall have no l i a b i l i t y to any 
Party for errors .in any. of such statements. 

4.2 Settlements. Within '30 days after receipt of the 
f i n a l cash balancing statement, each Overproducer shall pay 
each Underproducer i n accordance with the .statement and 
without interest. After such'.30-day period, any unpaid amount 
shall .bear interest i n accordance with the accounting 
procedure, Exhibit "C" to .the Operating Agreement. To the 
extent any value used to calculate a cash settlement hereunder 
is. subject to- refund by the' Overproducer pursuant to "law, 
regulation or governmental order, the Underproducer e n t i t l e d 
to such cash settlement sh a l l , p r i o r to payment thereof, agree 
in w r i t i n g to indemnify the Overproducer against the 
Underproducer's proportionate part of any refund (including 
penalties and interest) which the Overproducer shall ba 
required to make. Any Party may challenge any volumes or 
values or amounts specified .in any of the statements furnished 
under Paragraph 3.3 or 4.1- above, i n the same manner and 
subject to the some limitations as an invoice from Operator 
may be challenged under the Operating Agreement or the 
accounting procedure thereto. The Operator shall not be 
l i a b l e for any misstatements -or misrepresentations contained 
i n statements received from others nor shall i t be responsible 
for any collection e f f o r t s by and Underproduced Party against 
any Overproduced Party. 

5. Payments on Production. 

Each Party taking gas shall pay a l l roya l t i e s , overriding 
royalties, production payments and other such payments on 
production which such Party takes. Each Party hereto agrees 
to indemnify and hold harmless the other Parties hereto 
against a l l claims, losses or l i a b i l i t i e s arising out of i t s 
f a i l u r e to f u l f i l l such obligations. 

6, Taxes, 
I t is agreed that a l l Parties shall report and pay income 
taxes, severance taxes or other taxes on production based on 
what the Parties actually produce and take. • 

lovington\exe.joa 



EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated May 1, 1995,-. by and 
between Gecko, Inc., as Operator, 

1. Identification of Lands Subject to Agreement: 

The oil and gas leases described on Exhibit A-l hereto. 

2. Restrictions: 

This agreement shall be limited only to those depths, formations, or substances in accordance 
with the terms of the oil, gas and mineral leases and other agreements that are covered by 
this agreement. 

4, Oil and Gas Leases and/or Oil and Gas Interest Subject to this Agreement: 

Sec Exhibit "A" 

5. 

^ \̂A^^S\WPWIN60\rALADlN\TliNNECO\DOCUMEN^M•XlllU •̂A.\VI•O 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED 
BY THE OIL CONSERVATION DIVISION 
FOR THE PURPOSE OF CONSIDERING: 

CASE NO. 11471 
Application of GECKO, Inc. 
for Compulsory Pooling, 
Eddy County, New Mexico. 

CERTIFICATE OF MAILING 
AND 

COMPLIANCE WITH ORDER R-8054 

W. THOMAS KELLAHIN, attorney in fact and authorized 
representative of GECKO, Inc., states that the notice provisions of 
Division Rule 1207 (Order R-8054) have been complied w i th , that 
Applicant has caused to be conducted a good faith diligent effort to 
find the correct addresses of all interested parties entitled to receive 
notice, that on the 29th day of January, 1996 I caused to be sent, by 
certified mail return receipt requested, notice of this hearing and a 
copy of the application for the referenced case along with the cover 
letter, at least twenty days prior to the hearing set for February 22, 
1996, to the parties shown in the application as evidenced by the 
attached copies of receipt cards, and that pursuant to Division Rule 
1207, notice has been given at the correct addresses provided by 

such rule. 

SUBSCRIBED AND SWORN to before me on this 20 th day of 

Notary Public 

My Commission Expires: June 15th, 1998 
BEFORE THE 

OIL CONSERVATION DIVISION 
Case No. 11471 Exhibit No. 7 
Submitted By: ^~ 

GECKO, Inc. 
Hearing Date: February 22, 1 9 9 6 
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SENDER: 
•Complete items 1 and/or 2 for additional services. 
•Complete items 3, 4a, and 4b. 

T " Gecko Wilks/ •/ 
F •V 

•1 
d«. 

February 1,1996 

tnrm cn that we can return this 

;e does not 

le number, 
id the date 

3. Article Addressed to: 

Robert J. Floyd 
Vice President 
Lea County State Bank 
PO Box 400 
Hobbs, NM 88241-0400 

5. Received By: (Print Name) 

6. Signature: (Addressee or Agent) 

I also wish to receive the 
following services (for an 
extra fee): 

1. • Addressee's Address 

2. • Restricted Delivery 
Consult postmaster for fee. 

CD 
o 

4) 

4a. Article Number 

gsp yoz-
4b. Service Type 

• Registered ^QxCertified 

• Express Mail • Insured 

Return Receipt for Merchandise • C O D 

v 
o 
o 
CC 
c 
3> 

C0> 

CC cn 
c 
0) 
3 ' 

P 32b ^30 702 
US Postal Service 

Receipt for Certified Mail 
No Insurance Coverage Provided. 
Do not use for international Mail (See reverse) 

Robert J. Floyd 
Vice President 
Lea County State Bank 
PO Box 400 
Hobbs, NM 88241-0400 

7. Date of Delivery 

8. Addressee's Address (Only if requested 
and fee is paid) 

c 
CQ L 

PS Form 3811, December 1994 Domestic Return Receipt 

SENDER: 
•Complete items 1 and/or 2 for additional services. 
•Complete items 3, 4a, and 4b. 
• Print your name and address on the reverse of this form so that we can return this 

card to you. 

•Attach this form to the front of the mailpiece, or on the back if space does not 

. Gecko/Wilks 02/22/96 , e n u m b e f . 
• January 29, 1996 .ndthedate 

1 also wish to receive the 
following services (for an 
extra fee): 

1. • Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 
3. Article Addressed to: 
Sylvia Janie Sumruld 
c/o C. Barry Crutch field, Esq. 
Templeman and Crutchfield 
113 East Wahington Ave. 
Lovington, NM 88260 

4a. Article Number . _ 

Lrf 
3. Article Addressed to: 
Sylvia Janie Sumruld 
c/o C. Barry Crutch field, Esq. 
Templeman and Crutchfield 
113 East Wahington Ave. 
Lovington, NM 88260 

4b. Service Type 
• Registered 13. Certified 
• Express Mail • Insured 
D-Retum Receipt for Merchandise • COD 

3. Article Addressed to: 
Sylvia Janie Sumruld 
c/o C. Barry Crutch field, Esq. 
Templeman and Crutchfield 
113 East Wahington Ave. 
Lovington, NM 88260 7. Date of Deliverŷ  

5. Received By: (Print Name) 8. Addressee's Address (Only if requested 
and fee is paid) 

8. Addressee's Address (Only if requested 
and fee is paid) 

Certified Fee 

Special Delivery Fee 

Restricted Delivery Fee 

Return Peceipt Showing to 
Whom & Date Delivered 
Perum Feceipt Showing 10 Whom. 
Gate. & Acaressee s AdCress 

1) 
o 
a> 
CC 
c 
3 

ac 

P 32b =!3Q b ? ^ 

US Postal Service 

Receipt for Certified Mail 
No Insurance Coverage Provided. 
Do not uss for international Mail (See reverse) 
j Sent to 

ylvia Janie sumruld 
/o C. Barry Crutchfield, Esq. 
empleman and Crutchfield 
13 East Wahington Ave. 

ovington, NM 88260 

3 
o 
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c 
CU 

X 

esirctea ueme"t -ee 

'55 j i-nur, .-ecaiot Showing : 
~ ! Whom -i 3aie Ceii'.ereo 

SENDER: 
•Complete items 1 and/or 2 for additional services. 
•Complete items 3,4a, and 4b. 
• Print your name and address on the reverse of this form so that we can return tins 

card to you. 
•Attach this form to the front of the mailpiece, or on the back if space does not 

^ e c k o / w . i k s U2/22/yb e n u m b e r 

•TUanuary 29, 1996 d , h e d a , e 

C* 

1 also wish to receive the 
following services (for an 
extra fee): 

1. • Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 

3. Article Addressed to: 

Tommy D. Parker, Esq. 
Lea County State Bank 
P. O. Box 1094 
Hobbs, New Mexico 88241 

4a. Article Number 3. Article Addressed to: 

Tommy D. Parker, Esq. 
Lea County State Bank 
P. O. Box 1094 
Hobbs, New Mexico 88241 

4b. Service Type ^ 
• Registered C3 Certified 
• Express Mail • Insured 
"51 Return Receipt for Merchandise • COD 

3. Article Addressed to: 

Tommy D. Parker, Esq. 
Lea County State Bank 
P. O. Box 1094 
Hobbs, New Mexico 88241 

7. Date of Delivery 
' J ' 

5. Received By: (Print Name) 

' • i '' ' ' ' ' V V •'• • 

8. Addressee's Address (Only if requested 
and fee is paid) 

6. Signature: (Addressee or Agent) 

X r' 

8. Addressee's Address (Only if requested 
and fee is paid) 
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JS Postal Service 

Receipt for Certified Mail 
Nc insurance Coverage Provided. 
Co nci use ?or International Mail (See reverse) 
\ Sent to " 

tommy D. Parker, bsq. 
_ea County State Bank 
3 . O. Box 1094 
Hobbs, New Mexico 88241 

3 ) 

O 
O 

Special Ceiivery ,̂ ee 

Restricted Delivery Fee 

Return Peceiot Showing to 
Whom & Date Delivered 
Return necetot Showing !o Whom 
Gate, i Addressee's Address 

I 
I TOTAL Postage £ Fees s 

January 29, 1996 
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SENDER: 
•Complete items 1 and/or 2 for additional services. 
•Complete items 3,4a, and 4b. 
• Print your name and address on the reverse of this form so that we can return this 

card to you. 
• 'Sc-*- * * • »n the front of the mailpiece, or on the back if space does not 

Gecko/Wilks 02/22/96 _ _ 
• . „ ' w ide number. 
• J a n u a r y 2 9 , 1 9 9 6 andthedate 

1 also wish to receive the 
following services (for an 
extra fee): 

1. • Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 

3. Article Addressed to: 

AnSon Company 
AnSon Gas Corporation 
PO Box 24060 
Oklahoma City, OK 73118 
Attn: Dan/el W. Fischer 

4a. Article Number 

3ZC %3o 67£> 
3. Article Addressed to: 

AnSon Company 
AnSon Gas Corporation 
PO Box 24060 
Oklahoma City, OK 73118 
Attn: Dan/el W. Fischer 

4b. Service Type 
• Registerecy^f^J^Q^Cert i f ied 
• E x p r e s s m j P ^ ^ Q r ^ C Insured 
HReturr^Slppt forPfS|̂ ndise^t3kCOD 

3. Article Addressed to: 

AnSon Company 
AnSon Gas Corporation 
PO Box 24060 
Oklahoma City, OK 73118 
Attn: Dan/el W. Fischer 7. Date•TgHivery Q \ 

to AM* *1 
5. Received By: (Print Name) 8. Addre%e's AdcfeHBOn/yifredjested 

and fed^^id) ' a * 0 . * £ 

6. Signature: (AdfJwssee or Agent) 

8. Addre%e's AdcfeHBOn/yifredjested 
and fed^^id) ' a * 0 . * £ 
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1 P 32b T30 b7b 
US Postal Service 
Receipt for Certified Mail 
No Insurance Coverage Provided. 
Do net use for International Mail (See reverse) 

i j Sent to ~ 

i AnSon Company 
AnSon Gas Corporation 

[ PO Box 24060 
j Oklahoma City, OK 73118 
[Attn: Daniel W. Fischer 

v^ci iiiftsa me 

Special Delivery Fee 

Restricted Delivery Fee i 

P 32b 1 30 bflO 

US Postal Service 

Receipt for Certified Mail 
No Insurance Coverage Provided. 
Do net use for International Mail (See reverse) 
| Sent to 

Sylvia Janie Sumruld 
114 Eagle Drive 
Ruidoso, NM 88345 

I — • — 
i 
J Scedal Delivery Fee 
i 
j Restricted Delivery Fee 

§; j Return Receipt Showing to 
'; Whom J Date Delivered 

~_\ Pettim PeceiOt Showing to Whom. 
"* i Date, i Adaressees Address 
O 1 
C I TOTAL Postage & Fees s 

Gecko/Wilks 02/22/96 
I ,-,r„ 1Q 1 QQd 

P 35b 130 b?7 
US Postal Service 

Receipt for Certified Mai! 
No insurance Coverage Provided. 

w and J Sumruld, Ltd'.' '" 
a New Mexico Partnership 
c/o Sylvia Janie Sumruld 
903 Avenue J 
Lovington, NM 88260 

i 

Certified Fee 1 
1 

Special Delivery Fee —1 
1 
1 

Restnctea Delivery Fee 

o> Return ReceiDt Showing to ' 
^ Whom A Date Delivered 
Q. Return Receiot Showing lo Whom. 

Date, i Addressee s Address 
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Gecko/Wilks 02/22/96 
January 29, 1996 
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SENDER: 
•Complete items 1 and/or 2 for additional services. 
•Complete items 3, 4a, and 4b. 
• Print your name and address on the reverse of this form so that we can return this 

card to you. — 
• Attach this form to the trort of themailrj«g» nr nn tha hark a enace does not 

Gecko/Wilks 02/22/96 
• . de number. 

•January 29, l y y b xidthedate 

I also wish to receive the 
following services (for an 
extra fee): 

1. O Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 
3. Article Addressed to: 

Sylvia Janie Sumruld 
114 Eagle Drive 
Ruidoso, NM 88345 

4a. Article Number . , 

£ZC <&> C>~&> 
3. Article Addressed to: 

Sylvia Janie Sumruld 
114 Eagle Drive 
Ruidoso, NM 88345 

4b. Service Type 
• Registered Decertified 
• Express Mail • Insured 
f3-Retum Receipt for Merchandise • COD 

3. Article Addressed to: 

Sylvia Janie Sumruld 
114 Eagle Drive 
Ruidoso, NM 88345 

7. Date of Delivery 

5. Received By: (Print Name) 

c: < _ 
8. Addressee's Address (Only if requested 

and fee is paid) 

6. Signature: (Addpgssee^ir Agent) 

8. Addressee's Address (Only if requested 
and fee is paid) 
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Domestic Return Receipt 
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US Postal Service 
Receipt for Certified Mail 
No Insurance Coverage Provided. 
Do net use for international Mail (See reverse) 
| Sent to 

Sylvia Janie Sumruld 
114 Eagle Drive 
Ruidoso, NM 88345 
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Special Ceiivery Fee | 

Restricted Delivery Fee | 

Return Receipt Showing to 
Whom & Date Delivered 

i 
! 

Return Pecetot Showing to Whom, 
Date, i Adaressees Address 

TOTAL Postage 1 Fees s i 
Gecko/Wilks 02/22/96 
January 29, 1996 


