
PATTERSON PETROLEUM LP 
A LIMITED PARTNERSHIP 

410 N. Loraine, Suite B • Midland, Texas 79701 
(915) 685-1414 • Fax (915) 685-1133 

April 25, 2001 

Leasehold Owners of the 
E/2 SE/4 of Section 31, 
T-17-S, R-34-E, 
Lea County, New Mexico 
(See Address List Attached) 

Re: Proposal to drill the Gach "31" State #1 Well, 
to be located 990' FEL & 1650' FEL of Section 31, 
T-17-S, R-34-E, Lea County, New Mexico 

Dear Owners: 

Patterson is proposing the drilling of the captioned well to a depth of 13,600 feet in order to test 
the Morrow Formation. Because the well is being proposed to the Morrow Formation it will require 
a 320 acre unit. The N/2 of Section 31 is already in a Morrow unit. Therefore, the S/2 of Section 
31 will be dedicated to this well. We also believe economic production may exist in shallower 
horizons, including but not limited to the Abo, Wolfcamp, Strawn and Atoka. We will want to have 
the right to test and possibly complete and produce said zones, if or when the Morrow is not 
economical to produce. We have a rig scheduled to commence drilling the subject well between 
August 15, 2001 and September 1, 2001. 

Patterson, pursuant to an agreement with Phillips Petroleum Company, owns leasehold rights 
below the base of the San Andres Formation in Lots 3 &4, the E/2 SW/4 and the W/2 SE/4 of the 
subject Section 31. (Section 31 is a short acre Section due to the lots on the West side. Lots 3 
contains 35.3 acres and Lot 4 contains 35.39 acres; therefore the S/2 of Section 31 only contains 
310.69 acres.) In said agreement with Phillips, Patterson operates all the wells drill pursuant to 
same through completion; after which, Phillips takes over operations if they have elected to own 
a working interest in such well(s). Patterson and its partners, including Phillips and others, are 
subject to an operating agreement which covers all of Section 31 and other acreage. 

We invite you to join in the drilling of the proposed well with us. Each party's working interest for 
a S/2 unit well is indicated on the enclosed name and address list. Also enclosed for your review 
is a copy of the AFE for the proposed well. Enclosed is a copy of the drilling permit and survey 
we filed with NMOCD. When I get an approved permit I will forward same to you for your file. As 
presented on the AFE the total estimated costs to drill and complete the well are, $1,787,550.00. 
Also enclosed for your review is the Operating Agreement we propose to utilize. The Operating 
Agreement is the same form which we are subject to with Phillips and our other partners as to 
Section 31. 

We realize this is a very expensive well and you may not wish to participate in same at this time; 
therefore we would offer to purchase your leasehold interest. We would purchase your leasehold 
interest pursuant to a mutually acceptable form of a Term Assignment. Said Term Assignment 
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would provide for a three (3) year term, delivering a 75% NRI leasehold interest as to all rights 
below the base of the San Andres. Patterson would pay as consideration for said Term 
Assignment, $200.00 per net acre delivered. At the end of the three year term, subject to a 180 
day continuous development clause, the leasehold interest not then contained in a pool unit and 
rights 100 feet below the deepest depth drilled would revert back to you. 

As an alternative to the Term Assignment, Patterson would enter into a mutually acceptable 
Farmout Agreement covering your interest. Said Farmout Agreement would provide, upon 
completion of a well capable of commercial production, for the delivery of a 75% NRI leasehold 
interest of your rights in the pool unit from the base of the San Andres to 100 feet below the total 
depth drilled. Said Farmout Agreement would also provide for a 25% backin after payout and a 
180 day continuous development clause. 

As I stated above we have a rig scheduled for the second half of August. As you know rigs are 
in very short supply right now. My drilling contract representative informed me if we don't utilize 
the rig when it becomes available in August it would be eight months or more before he could 
reschedule us. Plus, Patterson drilled a well in the N/2 of Section 31 in December of last year 
and the AFE costs were $344,000.00 less than they are for the well we are proposing herein. Our 
engineer says if we wait for the next time a rig is available the cost could go up another 
$300,000.00 or more. Also gas prices are good right now and no one knows how long that will 
last; we need to get this well drilled now so we can have it producing during the winter months and 
receive the best commodity price we can for the risk we are taking. Therefore, due to the timing, 
risk and expenses outlined above, but not to force you into making a trade, we will be filing for 
a hearing before the NMOCD to compulsory pool the acreage underlying the S/2 of Section 31 
for the soonest possible date. 

The offer herein to join in the drilling of the proposed well, grant a Term Assignment or Farmout 
is extended to each individual party named on the attached list. Each party may choose which 
option is best for them. Due to the time constraints, subject to limitations of licensing agreements 
and/or confidentiality agreements, I will make available any information which Patterson has in its 
possession, including well logs and production data. I am available to meet with or discuss this 
proposal with any party at your convenience. If you need further information or have any 
questions please do not hesitate to call. My toll free phone number is 1-800-470-4200. Because 
of the time constraints involved, if you plan to join in this well, I will need your joinder by Friday, 
May 11,2001. 

Your prompt attention to this matter shall be greatly appreciated. I look forward to working with 
each of you to the success of all parties. 

Joe Fitzgerald 
Land Manager 
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WORKING INTEREST OWNERS NEEDED TO FROM A UNIT COVERING 
THE S/2 OF SECTION 31, T-17-S, R-34-E, LEA COUNTY, NEW MEXICO 

OWNERS INTERESTS % IN S/2 UNIT 
The following Owners own the leasehold rights in Lots 3 & 4, the E/2 SW/4, and the W/2 SE/4 of Section 31-17-
34, Lea County, New Mexico, containing 230.69 acres, and are subject to an Operating Agreement covering 
all of said Section 31: 

Patterson Petroleum, LP, et al 230 69/310.69 = 74.250860% 
P. O. Drawer 1416 
Snyder, Texas 79550 

The following Owners own the leasehold rights in the E/2 SE/4 of Section 31-17-34, containing 80 acres, and 
are NOT subject to an Operating Agreement with the leasehold Owners of the balance of the S/2 of said 
Section 31: 

L. Chuck Sammons 4.3220692976/310.69 = 1.391120% 
401 W. Texas, Ste. 1003 
Midland, TX 79701 

R. Robert Statton 4.3220692976/310.69 = 1.391120% 
401 W. Texas, Ste. 1003 
Midland, TX 79701 

S. RhettGist 4.3220692976/310.69 = 1.391120% 
301 N. Colorado, Ste. 217 
Midland, TX 79701 

Ben D. Taylor 4.3220692976/310.69 = 1.391120% 
401 W. Texas, Ste. 1225 
Midland, TX 79701 

JayPulte 1.00/310.69 = .321864% 
8729 Glencrest Lane 
Dallas, TX 75209 

J. Chris Statton 4.3220692976/310.69 = 1.391120% 
401 W. Texas, Ste. 1003 
Midland, TX 79701 

The Ninety-Six Corporation 19.525861304/310.69= 6.284676% 
Attn: W.D. Kennedy 
550 W. Texas, Ste. 1225 
Midland, TX 79701 

Arden R. Grover 9.762930736/310.69 = 3.142338% 
505 N. Big Spring 
Midland, TX 79701 

Grover Brothers, Ltd. 9.762930736/310.69 = 3.142338% 
Attn: Arden R. Grover 
505 N. Texas 
Midland, TX 79701 

Arthur R. Wilson 8.575/310.69 = 2.759986 
wife Deborah Wilson 
2340 Carefree Circle 
Flagstaff, AZ 86004 

KNW Oil & Gas, Inc. 4,881465368/310.69 = 1.571169 
Attn: Ben Taylor 
401 W. Texas, Ste. 1005 
Midland, TX 79701 

RRSOil, Inc. 4.881465368/310 69 = 1.571169 
Attn: Robert Statton 
401 W. Texas, Ste. 1003 
Midland, TX 79701 



District I 
?0 Boi 1980. Hcbbi. NM S324M980 

OLilriet Q 

PO Drawer DD, Ancaia. KM 33211-^719 

District Kl 

1000 Rio Brut* Rd.. Aziz*. KM J7410 
Diitrid rv 
PO Box 20*8. Saan Pe, NM 875&U208S 

State of New Mexico 
Energy, Mineral* & Natural Resources Department 

OIL CONSERVATION DIVISION 
PO Box 2088 

Santa Fe, NM 87504-2088 

Form C-tOl 
Revised. February 10, 1994 

Instructions on baclc 
Submit to Appropriate District Office 

State Lease - 6 Copies 
Fee Lease - 5 Copies 

• AMENDED REPORT 

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE 
Operator Nunc aad Addrai . 

Patterson Petroleum LP 

P.O. Drawer 1416 

Snyder, TX 79550 

Pfepeflty Code ' Property Name 

1 OGRID Nacoocr 

141928 
AStSambtt 

3 0 - 0 

Gach "31" S t a t e 
' Watt No. 

1 
7 Surface Location 

UL or lot DO. 

0 

S e d i u 

31 

Towoafaip 

17S 34E 

Lot Ida F m from the 

990 

Noftfc/Soatn one 

South 

Feet from. Ike 

1650 

Eaat/Weat Use 

East 

Count* 

Lea 

"Pr oposed Bottom Hole Location If Different From Surface 
tX or lot no. Sectioa Townahip Ranfe I M Ida Feet rrom the .Vortk/SoMlh Use Feet from the Ewu Wat Hue Co«atT 

Vacuum; 

'Prapeaad Pml 1 

Morrow 
" PVopoaai PDol 2 

" Work Typ, Code 

N 

1 1 WeU Type Code 

G 

" C a W R o U r r 

Rotary 

" Leaae Type Code 

S 

1 1 CroMaei LMTH E W u i o t 

" Multiple '' Pluyuowi Dffpti 1 1 Formation; '* Coatmclar » Spaa Daw 

No 13,600' Morrow Patterson D r l s 09/01 
"21 

HoW Sin Casing Sise Cuing weight/foot Setting Depth Saekaof Ccnvtat Eaiimatai TOC 

17-1/2" 13-3/8" 48# 400' 500 Surface 
12-1/4" 9-5/8" 40# 4800' 2500 Surface 
8-3/4" 7" 26# 12,950' 650 8000' 

6-1/5" 5" l i n e r 18# 13,600' 180 12,700' 

Proposed Casing and Cement Program 

DcMTifc* lae proponed protraa. If thia appikatioa ia to DEEPEN ae PLUG B A C K ( i n the <UU oo the 
nine. Deaerifce (he blowout prvn-ncina program, if any. t u . , h — j r timtaai j 

D r i l l i n g f l u i d synopsis attached 

BOP: Series 9000# WP - See figure 2.5 attached 

Additional casing & cementing information attached 

pfeaent proctactive son* and piopueaU m prqOacliTT 

a 1 hereby certify thai the m/onaaiwn giveo above it true mi compnae to tbe ben 
of my knowledge and belief. > J 

Printed 
Nolan von Roeder 

Title: 
Petro leum E n g i n e e r 

Dale! 
04/12/01 Pboaz 

915/573-1938 

OIL CONSERVATION DIVISION 
Approved hy 

Title: 

Approval Due: Expiration. Da tec 

Cooditiooa of Approval: 

Attached • 



PATTERSON PETROLEUM LP 
A LIMITED PARTNERSHIP 

P.O. Drawer 1416 • Snyder, Texas 79550 
(915) 573-1938 • Fax (915) 573-1939 

DRILLING FLL'ID SYNOPSIS 

PATTERSON PETROLEUM LP 

Gach "31" State No. 1 

Section 31 
T-17-S 
R-34-E 

Lea County, New Mexico 

400 ' 
800 1 

950 ' 
600 ' 

DEPTH MUD WEIGHT VISCOSITY FLUID LOSS DRILL COMMENTS 
SOLIDS 

0' - 400' 3.6 t o 9.5 32 t o 4 5 No c o n t r o l 5% Spud mud, 
paper 

"'400' -4800' 10.0 to 10.1 28 t o 29 No c o n t r o l 1% Brine water, 
• paper, c a u s t i c 

4800' -12,500' S.4 t o 9.2 23 t o 29 No c o n t r o l 1% Fresh water 
c a u s t i c , paper 

(Brine i f needed) 

12,500*-13,600' 9.0 to 9.5 36 t o 42 10 cc 5% Xanthan gum, 
white s t a r c h , 
pac, c a u s t i c 

CASING 
13-3/8" at 
3-5/8" at 4, 
7" at 12, 
5" at 13, 



2-25 



PATTERSON PETROLEUM LP 

PROPOSED CASING & CEMENTING PROGRAM 

GACH "31" STATE WELL NO. 1 

13 3/8". 48 lb/ft, H-40 Surface Casing Set at 400' - in a 17 1/2" Hole 

Circulate to surface with 500 sacks of Class "C" + 2% CaCI2 + V* lb/sk celloflake 

Slurry Weight: 14.8 ppg 
Slurry Yield: 1.32 cu.ft/sk 
Water Requirement: 6.3 gaL/sk 

9 5/8", 40 lb/ft, J-55 & N-8Q Intermediate Casing Set at 4800' - in a 12%" Hole 

Lead : 2250 sx of 35:65 Poz Class "C" + 5% salt + 6% gel + 1/4 lb/sk celloflake 
+ 2/10 % antifoamer. 

Desired TOC = Surface 
Slurry Weight: 
Slurry Yield: 
Water Requirement: 

Tail: 250 sx of Class "C" Neat 

Slurry Weight: 
Slurry Yield: 
Water Requirement: 

7", 26 lb/ft, N-80 & P110 Protection String Casing Set at 12.950' - in an 8 3/4" Hole 

Cement w/ 650 sx of Class "H" + 5% salt + 2% gel + 3/10% retarder + 2/10% antifoamer 

Desired TOC = 8000' 

Slurry Weight: 16.4 ppg 
Slurry Yield: 1.09 cu.ft/sk 
Water Requirement: 5.49 gal/sk 

12.4 ppg 
2.15 cu.ft/sk 
11.99 gal/sk 

14.8 ppg 
1.32 cu.ft/sk 
6.31 gal/sk 

5". 18 lb/ft, N80 Production Liner Set from 12,600' to 13,600' - in a 6 1/8" Hole 

Cement wl 180 sx of Class "H" + 3/10% retarder + 2/10% antifoamer + 6/10% Gasblock 

Slurry Weight: 
Slurry Yield: 
Water Requirement: 

16.4 ppg 
1.09 cu.ft/sk 
5.49 gal/sk 



DISTRICT I 
P.O. Boi I S M . B O M M , MX 68*41-1000 

DISTRICT H 
P.O. D n r n DD. artada. XM 01X11-0719 

DISTRICT HI 
1000 Bio Braaee Rd., Axteo, SM 87410 

DISTRICT IV 
P.O. BOX S06A, SaXTa Tt . MJL 87S04-2OM 

State of New Mexico 
Knorn7. Xlnerala and Natural Raamrreee Department 

O I L C O N S E R V A T I O N D I V I S I O N 
P.O. Box 2088 

Santa Fe, New Mexico 87504-2088 

WELL LOCATION AND ACREAGE DEDICATION PLAT 

Submit 

F o r m C-102 
Rerlaed February 10. 1084 

to Appropriate Dlatrict Office 
State Leaae - 4 Coplea 

Pee Leaae - 3 Copies 

• AMENDED REPORT 
API Number Pool Code Pool Name 

N. Vacuum; Atoka - Morrow 
Property Code Property Name 

GACH " 3 1 " STATE 
Well Number 

1 
OGRID No. 

141928 

Operator Name 

PATTERSON PETROLEUM L.P. 
He-ration 

4083" 

Surface Location 
UL or l o t No. 

0 
Section 

31 
Townahip 

17-S 
Range 

34-E 
Lot Idn Feet f r o m the 

990 
North/South line 

SOUTH 
Feet f r o m the 

1650 
Bast/Vest line 

EAST 
County 

LEA 

Bottom Hole Location If Different From Surface 
DL or l o t No. Section Townahip Range Lot Idn Feet f rom the North/South line Feet f rom the Eaat/Weat line County 

Dedicated acre* 

310.69 
Joint or In f i l l Consolidation Code Order No. 

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

LOT 1 

35.11 AC 
LOT 2 

35.20 AC 
LOT 3 

35.30 AC 

LOT 4 

-1650" 

35.39 AC 

o 
cn 
cn 

OPERATOR CERTIFICATION 
/ hereby certify the ths information 

contained herein, is true and complete to the 

best of TTvy knowledge and belief. 

S i g n a t u r e 

Printed Name 

TiUe 

SURVEYOR CERTIFICATION 

/ hereby certify that the well location shown 

an ihis plat was plotted from field notes of 

actual lur'jfys mad* by me or under my 

supervisory and that the same is true and 

correct io the best af my behef. 

APRIL 13, 2001 
Date Surreyse.dw>w\\\\,,1( 

Signatures r & Seaf • o t / / , '')(, 
Professional •Su r ve yo r ' uVA 

H .• «siA V,-, •. • '/,, 

AWB 

6/ 
0 4 4 8 ^ / 

RONAJUfV.-fesON Certififcate-.fclo 
\ < ' < } n ' - - ( a i n ' . -



Insert 

Color Page/Photo 

Here 



VICINITY MAP 

SCALE: 1" = 2 MILES 

SEC. 31 TWP. 17-S RGE._5±ZE_ 

SURVEY N.M.P.M. 

COUNTY LEA 

DESCRIPTION 990'FSL & 1650'FEL 

ELEVATION 4083' 

OPERATOR PATTERSON PTFROI FIJM I .P. 

I EASE GACH "31" STATE 

JOHN WEST SURVEYING 
HOBBS, NEW MEXICO 

(505) 393-3117 



LOCATION VERFICATION MAP 

SCALE: 1" = 2000' 

SEC. 31 TWP. 17-S RGE. 34 -E 

SURVEY N.M.P.M. 

COUNTY. LEA 

DESCRIPTION 990'FSL & 1 650'FEL 

ELEVATION 4083' 

OPERATOR PATTERSON PTFROI Fl JM I. P. 

LEASE GACH "3 7" STATE 

U.S.G.S. TOPOGRAPHIC MAP 
BUCKEYE, N.M. 

CONTOUR INTERVAL: 5' 

BUCKEYE, N.M. 

JOHN WEST SURVEYING 
HOBBS, NEW MEXICO 

(505) 393-3117 



PATTERSON PETROLEUM LP 
DRILLING & COMPLETION DETAILED COST ESTIMATE 

Lease Name: Gach "31" State Well No. 1 Depth: 13,600' 
Location: 990' FSL & 1650' FEL of Sec. 31, T-17-S, R-34-E 
Field: N. VACUUM State: NM 

LEA Contract Type: Daywork 

CATEGORY DRILL & TEST COMPLETION TOTAL 

1. Acreage Cost 
2. Abstracts/Legal 
3. Location Costs 
4. Footage Contract ft. @ $ /ft 
5. Daywork Contract 58 days @ $ 13500 /day 
6. Mobilization 
7. Fixed Overhead 
8. Well Control Insurance 
9. Bits, Reamers & Stabilizers 
10. Directional Services 
11. Equipment Rentals 
12. Labor/Supervision - Contract 
13. Labor/Supervision - Company 
14. Trucking 
15. Fuel/Power 
16. Water/Well 
17. Chemicals/Mud & Services 
18. Drill Stem Testing 
19. Coring 
20. Logging 
21. Geological, Geophysical 
22. Engineering Services 
23. Cement & Equipment 
24. Fis'hina'Top-s 
25. CapDigtipo Unit - 5 days 
26. CaseeiliiQi? Wireline i 
27. Stijmiiajipr..'': ' 
28. Plugg.r&.V.'.:..: : 
29. Sufvacte-Dafaages , 
30. Miscellaneous ' 

$ - -
2,000 2,000 

22,000 2,500 24,500 

742,500 40,500 783,000 
50,000 50.000 
5,000 5,000 
6,000 6,000 

51,000 51,000 

45,000 6,500 51,500 
16,000 4,500 20,500 
3,000 3,000 6.000 
2,000 2,000 4,000 

50,000 50,000 
30,000 30,000 
80,000 80,000 
6,000 6,000 

12,000 12,000 
60,000 60,000 
27,000 27,000 

1,000 1,000 
40,000 55,000 95,000 

10,000 10,000 
16,000 16,000 

7,000 7,000 
2,000 2,000 

15,000 10,000 25,000 

TOTAL INTANGIBLES $ 1,274,500 $ 150,000 $ 1.424,500 

31. Casing - Surface 
440 ft of 13 3/8"OD 54.5 #/ft @ $ 18/ft 7,920 

32. Casing - Intermediate 
4800 ft of 9 5/8"OD 36&40#/ft @ $ 14/ft 67,200 

33. Casing - Production 
13000 ft of 7"OD 26 #/ft @ $ 12.75/ft 165,750 
900 ft of 5"OD 18 #/ft @ $ 9.20/fi 

34. Production Tubing 
13600 ft of 2 7/8"OD 6.5 #/ft @ $ 3.8/ft 

35. Wellhead 7,500 
36. Pumping Unit 
37. Rods 
38. Sub-surface Equipment 
39. Line Pipe & Battery Fittings 
40. Surface Production Facilities 
41. Miscellaneous Equipment 

8,280 

51,680 
33,000 

30,000 

7,920 

67,200 

165,750 

51,680 
40,500 

30,000 

TOTAL TANGIBLES $ 248,370 $ 122,960 $ 363,050 

$ 1,522,870 $ 272,960 $ 1,787,550 

Prepared Bv: Nolan von Roeder Date: 04/12/01 

Approved By: Date: 



A.A.P.L. FORM 610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

'P%' ' i DATED 
;i<( .-il '-t... i . , 

r . •#,>:, • May 1 ,20 01 , 

OPERATOR-.. PATTERSON PETROLEUM LP 

CONTRACT AREA S/2 of Section 31, T-17-S, R-34 

COUNTY OR PARISH OF LEA STATE OF NEW MEXICO 

COPYRIGHT 1982 - ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 4100 FOSSIL CREEK BLVD. FORT 
WORTH, TEXAS 76137-2791, APPROVED FORM, 
A . A . P . L . NO. 610 - 1982 REVISED 



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

TABLE OF CONTENTS 

Article Title Page 

I. DEFINITIONS I 
II. EXHIBITS I 

III . INTERESTS OF PARTIES 2 
A. OIL AND OAS INTERESTS 2 
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION 2 
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS 2 
D. SUBSEQUENTLY CREATED INTERESTS 2 

IV. TITLES 2 
A. TITLE EXAMINATION 2-3 
B. LOSS OF TITLE 3 

1. Failuro of Title : » 
2. Loso by Non Payment or Erroneous Payment of Amount Due Z 
3. Ofhe^Losses 3 

V. OPERATOR 4 
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR •• 4 I4.l-t> 
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR 4 

1. Resignation or Removal of Operator 4 
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I OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by ond between P A T T E R S O N P E T R O L E U M L P 
4 . hereinafter designated and 
5 referred to as "Operator", and the signatory party or parlies other than Operator, sometimes hereinafter referred lo individually herein 
6 as "Non-Ooerator", and collectively as "Non-Operators". 
7 

g WITNESSETH: 

9 
10 WHEREAS, ihe parties lo ihis agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit "A", and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 production of oil and gas to Ihe exlcnt and as hereinafter provided, 

13 

14 NOW. THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 

17 DEFINITIONS 

18 
19 As used In this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusivcness of this term is specifically staled. 
22 D. The terms "oil and gas lease", "lease" and "leasehold" shnll mean the oil nnd gas leases covering tracts of land 
23 lying within the Contract Area which arc owned by Ihe parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying wiihin the 
25 Contract Areii which are owned by panics to this agrecmcnl. 
26 0. The1 term "Contract Area" shall mean all of the lahds, oil and gas leasehold interests and oil and gas interests intended la be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas intrnsl* 
28 are described in Exhibit "A". 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any slate or 
30 federal body having authority. If a drilling unit is nol fixed by any such rule or order, a drilling unit shall be the drilling unit as establish' 
31 ed by the pattern of drilling in Ihe Conlraci Area or as fixed by express agreement ofthe Drilling Parlies. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to he located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees lo join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 I I . The terms "Non-Drilling Party" and "Non-Consenting Party" shall meat! a party who elects not lo participate 

36 in a PWj^d gpe™l'^"^^^- a n a | | m e a n | n e stratum ol earth containing, or thought lo contain an accumulation ot 
37 oil and/or gas. 
38 Unless the context otherwise clearly indicates, words used in ihe singular include thc plural. Ihe plural includes the 

39 singular, and Ihe nculer gender includes the masculine and the feminine. 

40 

41 ARTICLE I I . 

42 EXHIBITS 

43 
44 The following exhibits, as indicated below and attached hereto, arc incorporated in and made a pan hereof: 
45 S3 A. Exhibit "A", shall include the following information: 
46 (I) Identification of lands subject to this agreement. 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to Ihis agrecmcnl, 

49 (4) Oil and gas leases and/or oil and gas interests subject to this agrecmcnl. 

50 (5) Addresses of parties for notice purposes. 

51 • B, Exhibit "B", Form of U i i i , Memorandum ofOpcraling Agrecmcnl 

52 0 C. Exhibit "C", Accounting Procedure. 

53 0 D. Exhibit "D", Insurance. 

54 0 E. Exhibit "£", Gas Balancing Agreement. 
55 0 F. Exhibit "F', Non-Discrimination and Certification nf Non-Segregated Facilities. 

56 B O, Cohibil "C", Ta» Painurship, 
57 Jf any provision of any exhibit, c\cepi Exhibits "E" wd "G". is inconsistent wiih any provision contained in thc body 
5X of this agreement, ihe provisions in llie hody til'lhi* agteeineut shnll ptvvail. 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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1 ARTICLE 111. 

2 INTERESTS OF PARTIES 
3 
4 A. OU end Cm Interests: 
5 
6 I f any party owns an oil and gas interest iu the Contract Area, that interest shall be treated tor all purpose* of this agreement 

7 and during thc term hereof as if it were covered by the form of oil nnd gas lease all ached hereto as l:\hihit " l , ' \ and the owner thereof 

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

9 

10 IL Interests of Parties In Costs and Production: 

11 

12 Unless changed hy oilier provisions, all costs and liabilities incurred in operations under this agreement shall he borne and 

13 paid, and all equipment and materials acquired in operations on the Contract Area shall he owned, by llie panics as their interests are set 

14 forth in Exhibit "A". In the same manner, the panics shall also own all production of oil and gas from thc Contract Area subject ut the 
and overriding rpyalties , , . , 

15 payment of royalties / to the extent ot currently existing leasehold/burdens ol which shall he borne LIS here ma Her set lorih. 1 ' 3 —record asoTiiwtiaie tiered! 
16 

17 Regardless of which party has contributed the k-nse(s) and/or oil and uas interests) hereto on which ro>all> is due mid 

18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pa> or deliver. or 

ll> cause to be paid or delivered, to llie extern ol'its interest in such production, the royalty amount stipulated hereinabove and shall ItolJ tlic 

20 other parties free from any liability there tur. No party shall ever he responsible, howev er, on a price basis higher than (he price received 

21 by such party, 10 any other party's lessor or royalty owner, and i f any such oilier party's lessor or rmall) owner should demand anJ 

22 receive settlement on a higher price basis, ihe party contributing the affected lease shnll bear the additional royalty burden attributable lo 

23 such higher pi ice. 

24 • 

25 Nothing centa'lycd in this Article lil.R. shall be deemed an assignment or cross-assignment oI interests covered hereby. 

2ft 

27 C. Excess Royalties, Overriding Royalties and Oilier Payments: 

28 

2V Unless changed by other provisions, i f the interest of any party in any lease covered hereby is subject to am royalty, 

30 overriding royalty, production payment or other burden on production in excess of Ihe amount stipulated in Article I1LB. such party so 

31 burdened shall assume and atone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from am 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

34 D. Subsequently Crcaicd interests: 

35 

36 I f any party should hereafter create an overriding royalty, production pa>meui or other burden payable out o f production 

37 attributable to its working interest hereunder, or i f such a burden existed prior to this agreement and is not set forth in h'xhihh "A", or 

38 was nol disclosed in writing to all oiher panics prior to the eve en I ion of this agreement by all parties, or is not a joint!) acknowledged JJ)J 

39 accepted obligation of all parties (any such interesi being hereinafter referred io as "subsequently created interest" irrespective of the 

4ft liming of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 lo as "burdened party*"), and: 

42 

43 1. I f the burdened party is required under ihis agreement to assign or relinquish to any other party, or parties, all or a portion 

44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive sard assignment artJ'or 

45 production free and clear ofsaid subsequently created interest and the burdened party shall indemnify and save said other party. 

46 or panics, harmless from any and atl claims and demands for payment asserted by owners of the subsequently created interest; 

47 and. 

48 

4° 2. If thc burdened party fails lo pay. when due. its share of expenses chargeable hereunder, all provisions of Article VII R shall be 

50 enforceable against the subsequently created interest in the same manner as they arc enforceable against thc working interest of 

51 (he burdened party. 

52 Sec Article XV.L. 

53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 

57 

58 Title examination shall be made on thc driltsiic of any proposed well prior to commencement of drilling operations or. i f 

59 thc Drilling Parties so request, title examination shall be made on the leases and/or oit and gas interests included, or planned to he iiwIuJ* 

60 cd, in the drilling unit around such well The opinion will include the ownership of the working littered, minerals, rovalrv. overriding 
oratlccung 

61 royalty and production payments under / the applicable leases. At the lime a well is proposed, each party contributing leases and/or oil and 

62 gas interests to the ririllsite, or to be included iu such drilling unit, shall furnish to Ojicralor all abstracts (including federal lease status 

63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 

64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained b> Operator. Operator >hall 

65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of alt title opinions shall he furnished to each port) 

66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 

67 

68 Q Qfniflw-frJe,. h—Cos** iwcuwd by Ofwratof- in- pfwuf'mg-^siWi$-2ml--i'HU^\&miUiihMt -finJuJme pf^inwnaAi-^pfJrfHwW^lt 

69 shwi w gaa royally opinions and division <*dtff -utU-opwiow&) shatt-W-a part• ̂ '•tlw--*himi.Hstf*iiv^vwriwrtJ a» fW»v.J^d •w-^lHbrt '•^'•'•'i 

70 and shall not-b* a direct charge, wlwtlwr parl'oruwd hy-Optffatw'-s^atfaHtrtfrtiws-or by •rml-.id*> a»ortw^»i 
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continued 

1 H Option No, 2: Costs incurred by Operator in procuring abstracts and lees paid outside attorneys lor title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be home by the Drilling Panic* 

3 in the proportion that the interest of each Drilling Party bears to fhe total interest ot' alt Drilling Parties as such interests appear irt 

4 hibif **A". Operator shall make no charge for services rendered by its staff attorneys or other personnel in ihe performance o f the abotc 

5 functions. 

A 

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

8 with leases or oi) and gas inlcrcsis cm unbilled by such party. Operator shall he responsible for the preparation and recording of pooling 

9 designations or declarations as well as ihe conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall nol prevent any party from appearing on its own behalfat any such hearing. 

I I 

12 No well shall be drilled on the Contract Area until afler ( I ) the title to the drillsitc or drilling unit has heen examined as above 

13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the panics who arc io par* 

14 ticipatc in the drilling of the well. 

15 

16 R. LosjorTi t le : 

17 

18 4,—Failure, of-TkUf—Should ony-oil ond gas interest of In as*, or interest Uwrein.-he lost through-failure o f ml*.- whuh loss-rcswV-in a 

19 reduction--af-lnterest from that sltown en HMiibit-^'-'T-lhe-pariy e.mlr*hui*ng- t in affected lease or interest slwll-ltave HH»e4y-^thJeyTii 

20 from-final determination of t i l l* failure-to acquire-a-new-lease or-other mstHtnhmt-cufing the entirety of the utle-failwe^which-e^c^iisi-

21 lion will nol be subject to Article VIII P., ami failing to do so, thiii agreement, nevertheless, si tall eonl'inue in fou* *u to all renaming »il 

22 and gas leases fend irnarastsi and? 

23 (a)—Th* party whoseoil ami gas- lease-of^intcrest-is-alTc«e4-hy-4lte-4ttlcr&^ t l w ^ H i w l o » and it shall rwt he 

24 entitled W-WftW-fffem Op»Falof-of th« other panics- any development-OF operating costs which-it way-have- theretofore paid-or 4neuned1 

26 (b^Tha-re-shall he-no retroactive adjustment of expenses incurred or-revenues received from the operation of the interest which has 

27 been losu but the interests of Ute-parties stall be revised an an acreage feasor as-of-tlw-tiine—rt-w-deterwwned- tinatly that title failure has oc-

28 ayrredt so that the int«f*st-of-the pafty whose lease or-imcfest is-affe<te4-by-the-tif)e failure witl-thereaiterhc reduced in the- COM*act 

29 Area bythe amount ef ihe interest losti 

30 (*)—If-the proportionate - interest of lite other parties hereto in any producing well tlwreiolore-JrilleJ on the • CotHf*H Area is 

31 increased by reason of the lille failure, the party whose-title-has-failed snail-receive the proceeds amihutahle--to tne-+nwat»e- w->weh N> 

32 teres* (less -easts and burdens-attributable tlwreto) uo til-it has been-wnibursedlW tmrecovered cost* paid bv- i*-w connection -WHH-»tf»h 

33 w«4lr 

34 (4)—Should any person not a parly-to this agreement.--wlto-ts-determined to be tlvc *»wttcr -of any -utterest-m-the tfUe-whkh haw 

35 faileeV-pay> in any manner any pan of lite cost of operation,- developtnentror-equipmem.-such amount shall-he-paiJ to-the-party of parties 

36 who-bore the eosts-vvhtch-ar e-so refunded; 

37 (•)—Any-iiabtliiy ta account to a third party for prior produelton-of-otl and gas v^uch-arises -by 4eason--of-+ilW failure shall be 

38 bom* by the party ot parties whose t i l l * failed in the same prop^mtons-w-wnichihey shared io-such-prior production; ao*h 

39 (f) No charge shall- be-made to the joint -account for legal expenses, fees Of'salariesi-4n-coniwetton-whh the defense «vf ihe iniereM 

40 el aimed by any party-hereto.-it be tag the intention of the parties hereto tliat each shall defend title lo its interest and hear al|-e*penses in 

41 connection therewith. 

42 

43 2i—Loss by Nan Payment or Erroneous Pavmem of Amount Due;—If. through mistake or overnighi. any rental, shm in well 

44 payment, •mttwffwm-foyahy-or royally paymentr-is-not-paid or-is^rr^ewsly-paid.-and-as-a result a-lease or interest therein terimnatett 

45 Ihec-i shall be no monetary liability against the-party who failed to-wafce-such payment- Unless live party v.lw* tailed-to mahe the required 

46 payment fiecuras a naw lease covering the sama interest wiiliin tu'iwly (Q0) days front the discovery of ihe failure to inaJ.e proper pannenh 

47 which aca^Hsriton-will not be subject to Article- V l U . m the intcrests-of the-parties shall-be revised on an acreage-basis; elle^tive the 

48 date ef termination of the lease involved, and the party who failed lo make proper payment-will -n**-longer-be efedited with an interest in 

49 ihe-Contr-act Area on-accoum of-ownefship-of the-lease-or-interest-Mhish has terminated.—In the event the party-*ho failed U* nudie-the 

50 reqoifed payment shati-not- have been folly reimbursed, at the time of'-the loss,-fa>HMl*e-pf**cevds of the sale-iW-^il and ga» artribwtable M 

51 lhe-4ost-interest, calculated on an acreage basisr for-tlie devehymenl and operaiing e«>sis t)wje4*>lWe pa*d-t^-awe<*wm of sy«h-i»ie*e»tr ii 

52 shall he reimbursed fof unrecovered aciuat costs theretofore paid by-it-(few mt-Hof tfs--shafe of the cosi of ai>> dry h«>le p»ev*<H*»ly-Jfit4eJ 

53 or wells-previously abandoned) from so mu«;h of ihe-follow4flfl as is necessary to-elleM reimborsemenu 

54 —— (a)—Proceeds of oil and-gas,-less operating-eKpenseSr thefeiofore accrued to «he ^fedil-«*l-tlw-h^ interest. -on-ei> acreage baatSi 

55 up4o the amawl-of u nre cove red costs, 

56 (fe}—Prac*adst less-operating expenses, thereafter accr-ued-atiributable to-the l.wt interest **n an acreage--basisi, of tliat fMOKW of 

57 oil and gas tharaqftar produced and marheled (e.scludirtg production from any walls thereafter drilled) whieh. in ihe absence of cmh N M < 

58 termination! would be attributable to the lo&l interest un an acreage basis, up to Ihe amount of unrecovered cojt .. ihe prueeed.. ,\( said 

59 portiorvof the oil and gas -to he-contfthuled by the other parties in proportion to their respective inieresti andi 

60 (c) Any manias, up to the amount of unrecoverid costs, that may he paid by any party who is. or become*, ihe owner «'f tlie intereil 

61 lostr for the-privilege^f-participaiing in-the-Contfact Afea or becoming a party to this agreentertti 

62 

63 3. -Other -Losses: All losses incurred, other-titan ihose t^t--l^h-w-^t^es-IV^U.iV-and--UnRr3—a Une. shall be joint losses 

64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment ol* interests in the remaining portion o f 

65 the Contract Area. 

66 

67 

68 

69 

70 

3 -
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ARTICLE v. 
OPERATOR 

A. Designation and Responsibilities of Operator: 

6 PATTERSON PETROLEUM LP >lultbethe 
7 Operator ofthe Contract Area, and shall conduct and direct and have full control of all operations on the Control Area as permitted and 

8 required by, and within the limits of this agreement. It shall conduct all such o|vralions in a good and workmanlike manner, hut it shall 

0 have no liability as Operator to the other panics for losses sustained or liabilities incurred, except such as ma> result from gross 

Ifl negligence or willful misconduct. See Article XV.T., XV.U. 

I I 

12 n. Resignation or Removal nf Operator mul Selection of Successor: See Article XV.H 

13 

14 4T—Rasiemiiion or Removal of Oiwfatow—Operator m..> u-.ijJH al any lime by giv ing written notice thereof lo h\m Oparator.. 

15 If Oparator terminates its legal csislcnce. no longer owns- an interest Itcreunder in tlte-Comravt-Areat-of is no hmger-capahle »»f-serving a* 

IA Operator, Operator shall be daemad 10 have resigned without any action by Mon Operators except the selection of a suCiciiari Operator 

17 ntay be removed i f it-fails or refuses to carry out-its duties-Iwcintderv or becomes insolvent hnnhrupt-or -is plaeed in rceeiveridupi-hy-the 

IK affirmative vote of two (3) o^owe-Non Operators-tHvnhH^ -A"-remaining 

19 aflar excluding the voting interest of Operator.—.Such resignation or removal shall nol become clfewliw until 7 W o . lo . l . A M on ihe 

20 first'day ef the calenJar month fotiow'ing-tlte expiration of ninety fPO)-J.iys-aller-tlw giviw|^-of-.%»tice of re»tgnatii»n-by Operate ** acih'ti 

21 hy the Non •Operators-to remove Operator, unless- a successor Operator has beet*- selected ami assumes tlte duties •^'-Operatof-at an earlier 

22 dale. • Operator,-after efl'ective daie of resignation or removal, sliall l>e-rHHn»d-hy4lte-terms Ivereof as-a Xon Operator. A change of a mOi< 

23 porate name or structure of Operator or ifamOif of Opefator-Vtntere*>-ta-any^-s*r^ parent ««r successor•c'Ofporettow shall w t 

24 he tha basis for removal of Operator. 

25 ' V ' 

26 3i—Sanction ot Successor Operate—Upon the resignation or removal of Operator a smucssor Operator »hall be ..elejicd hs 

27 lh* parties. Tlte fiuceossof Operator shall be selected from-thc parties owning an interest in tltc Con tract -Area at the- thwe -such successor 

28 Oparator ic stl'tclti]. Th t v r - i - r f C Q r r Y - f f l ^ r j l i a t l Ky-ii^-i.n'.™-»ii>^-ii^^-.ir m... p^ p»ii.u .n..,..,^ n . . . i j ^ ; . . i .n .^ i 

29 based on ownership n jjliftwn on Fhhihil "A"; p f . " ' " ^ ) . - " • - f r . i ^a f t -^p^f^F "Mvh-ha* Wew-rem^^il l?ih • i^-* r f *iMf-' i 1 " 1 ; J» 

30 succeed jtselfi the sueeessor Operator shall be selected-by llie aOtro.etivc voie-et^wo-^-of n w e parties ov>nmea-nw>o*ity-wtere»t based 

31 ort ownership a* shown on Exhibit -A" remaining afler excluding the voting interest of tlte- Operator-mat was removed. 

32 

33 C. Employees: 

34 

35 Tlic number of employees used hy Operator in conducting operations hereunder, their selection, and Ihe hours of labor and the 

36 compensation for services performed shall he determined by Operator, and all such emphnees shall be ihe employees of Operator. 

37 

3S D. Drill ing Contracts: See Article XV.Y. 

39 ! 

40 All wells eVilled-en Ute- Contract-Area shall be drilled on a compeiitive-conuact hasts-at tltc usual rates prevailing in tlw area. If it se 

Jecires. Operator may employ iis own tools and-equipment-in the- drilling of v. ells, wu iis-chargcs-thcre-tor-shall not e •icced the prevailing 

such worh shall be performed by Operator under-the same terms-t Mtd-cottditietv s-as-are customary.and usual in the are a in t o n l w i i of in 43 

44 dapandanl contractors who era doing worU ol'a similar natura. 

45 

46 

47 

48 

49 ARTICLE V I . 

JO DRILLING AND DEVEI.OP.MKNT 

51 

52 A. IniUal Well: 

53 

34 On or before ihe 1 5 t h j a y 0 f S e p t e m b e r 2 0 0 1 , Operator shall commence Ihe drilling of a well lor 

55 oil and g u at the following location: 

56 

57 6 6 0 FSL and!980FEL, Section 3 1 . T-17-S, R34-E, NMPM, Lea County. New Meiicn 

58 

59 
60 and shall thereafter conlimic the drilling of llic well with due diligence lo 

61 

62 a depth sufficient io adequately lest ihcM^rroWformai inn nr in u depth of 1 3 / 6 0 0 ' . whichever is llic lesser depth 

6) 

64 

65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is cn-

66 countered al a lesser depth, or unless all parties agree to complete or abandon Ihe well al a lesser depth. 

67 

68 Operator shall make reasonable tests of all lormations encountered during drilling which give indication of containing oil and 

60 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which 

70 even! Operator shall be required to lest only the formation or formations io which this agreement may appl>. 

- 4 -
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continued 

I K i - in Qparatur'a judgment, -the-welt wtU-notproduce oil nt gas in-paying^pHWiiiic;.. and i l wiahes-to plug and ahanJ.w-the 

3 

4 Sec Articles XV.C, XV. H . XV.G.. and XVJ. 

5 

6 B. Subsequent Operations: 

7 

8 t. Proposed Operations: Should any party hereto desire to drill any wet) on thc Conlract Area other-than the well proMded 
comruete, sidetrack 

9 for-wt Articla Vl.A., or lo rework, deepen / or plug back a dry hole drilled at the joint expense ol all parlies or a well jointly owned b\ all 
, complete, sidetrack 

10 llie panics and nol then producing in paying quantities, the party desiring to drill, rework, deepen / or plug back such a well shall give the 

11 other parties written notice ol'the proposed operation, specifying the work to be performed, thc location, proposed depth, objective forma-

12 lion and llie estimated cost ofthe operation. The parties receiving such a notice shall have thirty (30) dnys alter receipt of the notice 

13 within which to notify the party wishing lo do the work whether ihev elect lo participate in the cost oJ'ihe proposed oneraiiiin. I f a drill-
cou.plc'lv\ sidetrack 

14 ing rig is on location, notice of a proposal io rework, plug back / or drill deeper may be given by telephone and ihe response period >1ull be 

15 limited lo forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays.* failure of a party receiving such notice to reply within 

16 ihe period above fixed shall constitute an election hy (hat party nol to participate iu ihe cost of the proposed operation Any notice or 

17 response given by telephone shall be promptly confirmed in writing. 
IJi Mn the event a party receiving such notice fails to respond within fortv-eichl (48) hours us ;i result of ihe exclusion of Saturday. Sundax or a 

lenat iKilioay in inc calculation ol the response period, such parly shall he responsible tor the staml-hv rig expense over and ahoic thc 
19 loThy^iglilflftliiours. " 

20 

21 If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) davs afler expiration of the notice 

22 period of* thirty (30) days (or as promptly as possible afler the expiration ofthe lurtv -eight (-JK) hour period when a drilling rig is on toea-

23 lion, as the case may be), actually commence the proposed operation and complete il with due diligence ai the risk and expense of all par-

24 lies hereto; provided, however, said commencement dale may be extended upon written notice of same bv Operator io ihe other panics. 

25 lor a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ev-

27 animation or .curative matter required for title approval or acceptance. Notwithstanding ihe force majeure provisions of Article XL i f the 

28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 

29 If any party hereto still desires to conduct said operation, written notice proposing same must he resubmitted to ihe other panics in accor-

30 dance with (he provisions hereof as i f no prior proposal had been made. 

31 

32 

33 

34 2. Operations hv_ Less than All Panics; If nny party receiving such notice as provided in Article VI ILL or VII 11 L (Option 

35 No. 2) elects not io participate in the proposed operation, then, in order to be entitled to the bene tits of this Article, the party or parties 

36 giving the notice and such other parties as shall elect to participate in ihe operation shall, within ninety (90) Jays a her the expiration of 

37 the notice period of thirty (30) days (or as promptly as possible alWr the expiration of ihe loin-eight 14X) hour period when a drilling rig is 

38 on location, as the case may be) actually commence ihe proposed operation and complete it wiih due diligence. Operator shall perform all 

39 work for the account ofthe Consenting Parties; provided, however, i f no drilling rig or other equipment is on location, and i f Operator is 

40 a Non-Consenting Party, the Consenting Parties shall cither: (a) request Operator to perform ihe work required b\ such proposed ojtera-

41 tion for the account of thc Consenting Panics, or (b) designate one ( I ) of the Consenting Panics as Operator to perforin such work. Con-

42 sent ing Parties, when conducting operations on the Contract Area pursuant lo this Article VI 11.2.. shall comply with all terms and con-

43 ditions of this agreement. 

44 

45 See Article XV.F. 

46 

47 I f less than all parties approve any proposed operation, the proposing party, immediately nttcr ihe expiration of the applicable 

48 notice period, shall advise Ihe Consenting Parties ofthe total interest of the parties approving such operation and iu recommendation as 

49 to whether the Consenting Panics should proceed with thc operation as proposed. I'ach Consenting Party, within forty-eight (48) hours 

50 (exclusive of Saturday, Sunday and legal holidays)" afler receipt of such notice, shall advise the proposing party of its desire to (a) limit par-

51 licipation to such parry's interest as shown on Exhibit "A" or (b) carry its proportionate part of Non-Consenting Parties' interests, and 

52 failure to advise the proposing party shall be deemed an election under fa), tn the event a drilling rig is on location, the lime permitted for 

53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party. 

54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 

55 "In the event a party receiving such notice fails io rcsppnd within forty-eight (48) hours as a result ofthe exclusion of Saturday. Sundav or 
4 legal holiday In the calculation ot ihe response period, such party shall he responsible lor ihe standby ng expense over and above the 

56 lorty-cighl (48) hours. 

57 

58 Thc entire cost and risk of conducting such operations shall be borne hy the Consenting Pontes in the proportion* they have 

59 elected to bear same under thc terms of ihe preceding paragraph. Consenting Parties shall keep ihe leasehold estates involved in such 

60 operations free and clear of alt liens and encumbrances of every kind created hy or arising from the operations of ihe Consenting Parties. 

61 I f such an operation results in a dry hole, the Consenting Parties shall plus and Abandon the well and restore the surface location at ilnrir 
completed, sidetracked 

62 sole cost, risk and expense.* If any well drilled, reworked, deepened I or plugged back under the provisions ot this Article results in a pro-
63 duccr of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well io produce al their sole eo»t and risk. 
64 * provided however, that thpsc Non-Consentinc parties that participated in the drill'me, deepening or sideirackii.* of the well shall remain, 

liable for and shall pay their proportionate shares of the cqst o| pi tie nine and pbandoiitnu me well and restoring Ihe suriace location, msolar 

65 as those costs were not increasea by (he subsequent operations oi the consenting Parties? 

66 

67 

68 

69 

70 
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1 and the well shall then be turned over to Operator and shall be operated by it at the expense and lor the account of the Consenting Par-
2 lies. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Panics 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Panic*. 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Con*entina 
5 Party's interest in thc well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise laves, royalty, overriding royalty and other in-
7 tcrests not excepted by Article III D. payable out of or measured by thc production Irom such welt accruing with respect lo such interest 
fi until it reverts) shail equal thc total ofthe following, 

10 

12 (a) • of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment heumd the wellhead 

13 connections {including, but not limited to, stock tanks, separators, treatcrs. pumping equipment and piping), plus I (Hi*, of each such 

14 Non-Consenting Party's share ofthe cosl of operation ofthe well commencing with first production and continuing until each such Son-

15 Consenting Party's relinquished interest shall revert lo it under other provisions of ihis Article, il being agreed thai each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeahle to such Non-Consenting 
17 Party had il participated in the well from the beginning ofthe operations; and 

18 
10 
20 
21 (b) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing. 
22 after deducting any cash contributions received under Article VIII.C, and 300 % of thai portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if ii had 

24 participated therein. 
25 

26 

27 

28 An election not lo participate in the drilling or the deepening of a well shall he deemed an election not io participate in any rc-

29 working or plugging back opcraiion proposed in such a well, or portion thereof, to which llic inilial Non-Consent election applied that ts 
30 conducted at any time prior to full recovery by the Consenting Parlies of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during Ihe recoupment period iball be deemed part of ihe cosl of operation of said well 
32 and there shall be added lo ihe sums to be recouped by the Consenting Parties one hundred percent (IOO**) of that portion of ihe cost, of 
33 the reworking or plugging back operation which would have been chargeable lo such N'on-Consenting Party had ii panieipaled therein If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.It. shall be ap* 
35 plicable as between said Consenting Parties in said well. 
36 
37 
3« 
39 During the period of time Consenting Panics are cniiiled to receive Non-Consenting Pany's share of production, or the 
40 proceeds (herefrom, Consenting Parties shall be responsible for ihe payment of all production, severance, excise, gathering and other 
41 taxes, and all royally, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted hy Ar-
42 tide HI D. 

43 

44 
45 
46 In the case of any reworking, plugging hack or deeper drilling operation, the Consenting Parties shall be permitted to use. free 

47 of cost, all casing, tubing and other equipment in the well, hut the ownership of all such equipment shnll remain unchanged; and upon 

48 abandonment of a well after such reworking, plugging hack or deeper drilling, Ihe Consenting Parties shall account for all such equip-

49 ment to thc owners thereof, with each party receiving its proportionate pan in kind or in value, less cost of salvage. 
50 

51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, thc party conducting the operations lor the 
54 Consenting Panics shall furnish each Non-Consenting Party with an inventory ofthe equipment in and connected to .ihe well, and an 
55 itemized Statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well lor production: or. at its 
56 option, (he operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Hach month (hereafter, during the time the Consenting Parlies are being reimbursed as provided above. Ihe party conducting the 
58 operations for the Consenting Panics shall furnish the Non-Consenting Parlies with an ilemi/ed statement of atl costs and liabilities, in-
59 ciirrcd in the opcraiion of the well, together wiih a statement of ihe quantity of oil ami gas produced from ii and the amount of proceeds 
60 realized from the sale of ihe well's working .merest production during (he preceding mouih. In determining the quantity of oil and ga* 
61 produced during any month, Consenting Parties shall use industry accepted methods such as. hut not limited to. metering or periodic 
62 well tests. Any amount realized from thc sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had it participated (herein shall be credited against ihe total unretumed costs 
64 of the work done and of thc equipment purchased in determining when ihe interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 
66 

67 
68 
69 
70 
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1 Jf and when the Conscnling Parlies recover irom a Non-Consenting Party's relinquished interest the amounts provided for above. 

2 tlw relinquished interests of such Non-Consenting Parry shall automatically revert to it, and. from and alter such reversion, such Non-

3 Consenting Party shall own the same interesi in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have heen entitled to had it participated in the drilling, reworking, deepening or plugging 

5 back of said well. Thereafter, such Non-Consenting Party shall be charged with nnd shall pay its proportionate part of lite further costs of 

6 Ihe operation ofsaid well in accordance with the terms of this agreement and thc Accounting Procedure attached hereto. 

7 

8 

9 

10 Notwithstanding thc provisions of this Article VI.13 2., it is agreed that without the mutual consent of all parties, no well* shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

12 well conforms lo the ihcn-exisling welt spacing pattern for such source of supply. 

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 

17 except (a) as to Article VII .D. I . (Option No. 2}, i f selected, or (b) as to thc reworking, deepening and plugging hack of such initial well 

18 after i f has been drilled lo the depth specified in Article VI.A. i f it shall thereafter prove to be a dry hole or. i f initially completed lor pro-

19 duction, ceases to produce in paying quantities. 

20 

21 

22 

23 3. Stand-By Time; When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

24 completed, and thc results thereof furnished to ihe parties, stand-by costs incurred pending response to a party's notice proposing a 

25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

26 ing opcraiion just completed. Stand-by costs subsequent lo atl parties responding, or expiration of the response time permit ted, whichever 

27 first occurs, and prior to agrecmcnl as lo the participating interests of all Consenting Parties pursuant to ihe terms of the second gram-

28 matical paragraph of Article Vl.fi .2. , shall be charged to and borne as part of the proposed operation, but i f the proposal is subsequently 

29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between ihe Consenting Parties in the proportion 

30 each Consenting Party's inicrcsi as shown on Exhibit "A" hears to ihe total interest as shown on Exhibit " A " of all Consenting Par-

31 lies. 

32 

33 

34 

35 4. Sidetracking; Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 

36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 location (herein call "sidetracking"), unless done to straighten ihe hole or io drill around junk in the hole or because of other 

38 mechanical difficulties. Any party having the right to participate iu a proposed sidetracking operation ihal does not own an interest in the 

39 affected well bore at thc lime of the notice shall, upon electing lo participate, lender io the well bore owners its proportionate share {equal 

40 lo Us interest in the sidetracking operation) of the value of that portion of ihe existing well bore to be uiili?ed as follows: 

41 

42 

43 

44 (a) i f the proposal is lor sidetracking an existing dry bole, reimbursement shall be on the basis o f ihe actual costs incurred in 

45 Ihe Initial drilling of the well down to the depth at w hich the sidetracking operation is initialed. 

46 

47 

48 

49 (b) I f ihe proposal is for sidetracking a well which has previously produced, reimbursement shall be on ihe basis of the well's 

50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

51 provisions of Exhibit *C*\ less ihe estimated cost of salvaging and the estimated cost of plugging and abandoning. 

52 

53 

54 

55 In Ute event that notice for a sidetracking opcraiion is given while ihe drilling rig io be utilized is ou Uteaiion. the response period 

56 shall be' limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays: provided. Iiowcvcr. any party may request and 

57 receive ;jp to eight (8) additional days after expiration of ihe forty-eight (48) hours within which io respond by paving for all stand-by lime 

5$ incurred during sucit extended response period. If more than one party elects to take such additional time lo respond io the notice, stand 

59 hy costs shail be allocated between the parties taking additional I hue to respond on a day-to-day basis in ihe proportion each electing par-

60 ty's interest as shown on Exhibit "A" bears io the total interest as shown on Exhibit " A " of all ihe electing parties. In all oilier in-

61 stances the response period to a proposal for sidetracking shall be limited to thiny (30) dav s. 

62 

63 

64 

65 C. TAKING PRODUCTION IN KIND: See Article XV.V. 

66 

67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area. 

68 exclusive of production which may be used in development and producing operations and in preparing the treating oil and gas lor 

69 marketing purposes and production unavoidably lost. Any extra expenditure incurred iu the taking in kind or separate disposition by any 

70 party of its proportionate share ofthe production shall be home by such party. Any party inking its share of production in kind shall be 
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I required lo pay tor onty its proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Each parly shall execute such division orders and contracts as may be necessary lor the sale ot* its interest in production from 

4 the Contract Are;i, and, exccpl as provided in Article VII.B.. shall be entitled to receive payment directly from the purchaser thereof for 

5 its share of alt production. 

6 

7 In thc event any party shall fail to make thc arrangements necessary to take in kind or separately dispose of its proportionate share of 

8 ihe oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it. hut not 

0 the obligation, to purchase such oil or sell il lo others at any time and from lime lo lime, for the account of ihe non-taking pari} al the 

10 best price obtainable in the area for such production * Any such purchase or sale h\ Operator shall be subject always to the right of live 

11 owner of the production to exercise at any lime its right to take in kind, or separately dispose of, its share of all oil not previously 

12 delivered to a purchaser. Any purchase nr sale hy Operator of any other party's share of oil shall be only lor such reasonable period* of 

13 lime as are consistent with the minimum needs of ihe industry under Ihe particular circumstances, bin in no event for a period in excess 

14 of one (l)ycar. 

15 •but in no event less than the price actually received hy Operator 

16 In the event one or more parties' separate disposition of its share of die gas'causes split-stream deliveries to separate pipelines and/or 

17 deliveries which on u day-to-day basis for any reason are not exactly equal io a parts's respective proportionate >harc o f total gas sales lo 

18 be allocated fo it, (he balancing or accounting between the respective accounts ofthe parties shall he in accordance with am gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " I " ' , or is a separate agreement. 

20 

21 D. Access to Contract Area and Information: 

22 
Subject to Article XV.L., , _ ,, L l , , . 

23 /Each party shall have access to the Contract Area at all reasonable limes, at its sole cost and risk to inspect or observe operations, 

24 and shall have access at reasonable times to information pertaining to (he development or operation thereof, including Operator's hooks 

25 and records relating thereto. Operator, upon request, shall furnish each of the other panics wiih copies of all forms or reports filed with 

26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of siock on hand at thc fust of 

27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area, l i t e cost of 

28 gathering and furnishing information lo Non-Operator, other (ban that specified above, shall he charged to the Non-Operator that re-

29 quests the Information. 

30 

31 F.. Abandonment of Wells: 

32 

33 I . Ahandonmeni of Ory Holes: Exccpl for nny well drilled or deepened pursuant 10 Article VI R.2.. any well which has been 

34 drilled or deepened under thc terms of this agreement and is proposed to be completed as a dry- hole shall not be plugged and abandoned 

35 without the consent of all parties. Should Operator, afler diligent effort, be unable io contact any party, or should any party fail lo reph 

36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of ihe proposal io plug and abandon 

37 such well, such party shall be deemed to have consented lo the proposed abandonment. All such wells shall be plugged and abandoned in 

38 accordance with applicable regulations and at the cosl, risk and expense of ihe parties who participated in Ihe cost of drilling or deepening 

39 such well. Any party who objects to plugging and abandoning such well shall have the right to lake over ihe well and conduct further 

40 operations in search of oil and/or gas subject (o the provisions of Article VLB. 

41 

42 2. Abandonment of Wells that have Produced: Exccpl for any well in which a Non-Consent operation has been conducted 

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 

44 producer shall not he plugged and abandoned without the consent of atl parties. If all parties consent to such abandonment, the well shall 

45 be plugged and abandoned in accordance w ith applicable regulations and ai the cost, risk and expense o f all the parties hereto. If. within 

46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to (he abandonment of such well. 

47 those wishing to continue its operation from the interval(s) of the formation(s) ihen open in production shall tender to each of the other 

48 parties its proportionate share of thc value of the well's salvable material and equipment, determined in accordance with the provisions of 

49 Exhibit "C", less the estimated cost of salvaging and the estimated cosl of plugging and abandoning.* Each abandoning party shall assign 

50 the non-abandoning parties, without warranty, express or implied, as to title or as io quantity, or Illness for use of the equipment and 

51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. but only as to, the in-

52 terval or intervals of the formation or formations (hen open to production. I f the interest o f (he abandoning part)' is or includes an oil and 

53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-

54 (crvals of the formation or formations then open to production, for a term of one ( I ) year and so long ihcrcarter as oil and/or gas is pro-

55 duced from the interval or intervals of ihe formation or formations covered thereby, swih-lease-lo he on ihe form attached aiittf»hihit 

56 : ,,' • • • , 
57 *See Article XV.K. 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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1 The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. Thc payments by. and ihe 

2 assignments or Uases to, the assignees shall be in a ratio based upon the relationship of their respective percentage oi" participation in the 

3 Contract Area tn the aggregate of the perccniages of participation in the Contract Area of all assignees. There shall be no readjustment of 

4 Interests in the remaining portion ofthe Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interesi in the operation of or production from 

7 ihe well in the interval or inlervals then open other than Ihe royalties retained in any lease made under the terms of this Article. Upon rc-

8 quest, Operator shall continue to operate the assigned well for the account of lite MOD-abandoning parties at the rales and charges con-

9 lemplated by this agreement, plus any additional cost and charges which may arise as lite result of the separate ownership o f ihe assigned 

10 well. Upon proposed abandonment of ihe producing interval(s) assigned or leased, ihe assignor or lessor shall (hen have the option to 

11 repurchase its p/i-r interest in thc well (using tlic same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 

13 

M 3. Abandonment of Non-Consent Operations: Thc provisions of Article Vl.fr. J. nr V1.H.2 above shall be applicable as between 

15 Consenting Parties in the event of (he proposed abandonment of any well excepted from said Articles; provided, houeier, m» weU shall be 

16 permanently plugged and abandoned unless and unit! all parties having the right 10 conduct further operations therein have been notified 

17 o f the proposed iihandonment and afforded (he opportunity to elect to take over the well in accordance wiih thc provisions of this Article 

18 VI.E. 

19 

20 ARTICLE V I I . 

21 EXPENDITURES AND L I A B I L I T Y OK PARTIES 

22 

23 A. Liability of Parties: 

24 

25 The liability of ihe panics shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, ihe liens granted 

27 among the parties in Article VII . I i . arc given to secure only ihe dehis of each severally, ll is not ihe intention ofthe parties to create, nor 

28 shall this agree me i.t be construed as creating, a mining or other partnership or association, or in render the parlies liable as partners. 

29 

30 n . Liens and Payment Defaults: 

31 

32 Each Non-operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interesi in its share 

33 of oil and/or gas when extracted and its interest in all equipment, lo secure payment of its share of expense, together w ith interest (hereon 

34 ai the rate provuLd in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 

35 state. Operator shnll be entitled to exercise the rights and remedies of a secured partv under ihe Code. The bringing of a suit and the oh-

36 laining of judgment by Operator for the secured indebtedness shall nol be deemed an election of remedies or otherwise affect the lien 

37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

38 of expense, Opci.itor shall have the right, without prejudice to oilier rights or remedies, to collect from thc purchaser thc proceeds from 

39 thc sale of such Nun-Operator's share of oil and/or gas until ihe amount owed by such Non-Operator, plus interest, has heen paid. Each 

40 purchaser shall hv entitled lo rely upon Operator's written statement concerning ihe amount of any default. Operator grants a like lien 

41 and security inters I to the Non-Operators la secure payment of Operator's proportionaic share of expense. 

42 

43 I f any party fails or is unable to pay ils share of expense within sixty (60) days after rendition of a statement therefor hy 

44 Operator, the non defaulting parties, including Operator, shall, upon request hy Operator, pay ihe unpaid amount in the proportion that 

45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of ihe unpaid amount shall, to obtain 

46 reimbursement thereof, he subrogated to the security rights described in thc foregoing paragraph. 

47 

48 C. Payments uiul Accounting: 

49 

50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in ihe development 

51 nnd operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto wiih their respective propor-

52 lionale shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate record of Ihe joint account hereunder. 

53 showing expenses incurred and charges and credits made and received. 

54 

55 Operator, at its- election, shall have (he right from time to time to demand and receive from the other parties payment in advance 

56 of their respective shares of the esiimated amount of (he expense to be incurred in operations hereunder during thc next succeeding 

57 month, which right may be exercised only hy submission to each such party of an itemized statement o f such estimated expense, together 

58 with an invoice for its share thereof. Each such statement and invoice fur (he payment iu advance o f estimated expense shall he submitted 

59 on or before the 20th day of ihe next preceding month. Eacii party shall pay lo Operator its proportionate share o f such estimate within 

60 fifteen (15) days afler such estimate and invoice is received. If any party fails to pay its share ofsaid estimate within said lime, die amount 

61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual ex-

62 pense to the end thai each party shall hear and pay its proportionate share of actual expenses incurred, and no more. 

63 Sec Articles X V . M , XV.S. and XV. W. 

64 D. Limitation of Lxpenditures: 

65 

66 1. Drill or Deepen: Without thc consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened 

67 pursuant to the provisions of Article VI.R.2. of this agreement. Consent to ihe drilling or deepening shall include: 

68 

69 

70 
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2 neeewary-tankage and/or surface facilities, 

3 

4 0 Option No. 2: All necessary expenditures lor the drilling or deepening and testing of the well. When such well has reached its 

5 authorized depth, and all tests have been completed, and the results thereof furnished 10 the parties. Operator >hatl give immediate notice 

6 to the Non-Operators who have the right lo participate in thc completion costs. I he panics receiving such notice shall have torn •eight 

7 (48) hours (exclusive of Saturday. Sunday and legal holidays) in which to elect to participate in Ihe setting of casing and the completion at-

8 tempt. Such election, when made, shall include eon sent to all ncce&s.iry expenditure.-) for ihe completing ami equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

'0 constitute an election by that party not to participate in the cost of the completion attempt If one or more, but less than all ofthe parties. 

' I elect to set pipe and to attempt a completion, the provisions of Article VLB,2. hereof (ihe phrase •'reworking, deepening or plugging 

12 back" as contained in Article VI B.2. shall he deemed lo include "completing") shall apply lo the operations thereafter conducted hy less 

13 than all parties. 

14 

15 2. Rework or I'ltin Buck: Wilhoul llic consent ol" ull parlies, no well shall be reworked (tr plugged back exccpl a well tewoiked or 

plugged back pursuant to the provisions of Article VLB.2. of this agrecmcnl. Consent in the reworking or plugging back o f a well shall 

' 7 include all necessary expenditures in conducting such operations and completing and equipping ofsaid well, including necessary tankage 

'8 and/or surface facilities. 

19 

20 3. Other Operations; Without the consent of all panics. Operator shall not undertake any single project reasonably estimated 

21 lo require an expenditure in excess of Fifty-Thousand and no/100 Dollars (S 50.000.00 > 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting. or plugging back of which has heen 

23 previously authorized by or pursuant to this agreement; provided, however, (hat. in case of explosion, fire. Hood or other sudden 

24 emergency, whether of ihe same or different nature. Operator may lake such steps and incur such expenses as in its opinion are required 

25 to deal wiih the emergency io safeguard life and property bul Operator, as promptly as possible, shall report lite emergency io the other 

26 parties. I f Operator prepares an authority for expenditure (AFE) for its own use. Operator shnll furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess of Fifty-Thousand and no/100 

2* Dollars (J 50,000.00 ) but less than the amount first set forth above in this paragraph 

29 

30 K. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 

32 Rentals, shut-in well payments and minimum royalties which may be required under the lerms of any lease shall be paid by llw 

33 party or parties who subjected such lease lo this agreement at its or their expense. In the event two or more parties own and have con-

34 (rlhuted interests in the same lease to this agreement, such panics may designate one of such parlies to make said payments for and on 

35 behalf of atl such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event o f 

3° failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

3 ' ment is required to continue the lease in force, any loss which results from such non-payment shall be home in accordance wiih the pro-

38 visions of Article ALSrXIV.D.3. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting iu or return to production 

41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted hy 

42 circumstances, prior to taking such action, but assumes no liability for failure lo do so. In ihe event of failure hy Operator to so notify 

43 Non-Operator, thc loss of any lease contributed hereto by Non-Opcraior for failure io make timely payments of any shut-in well payment 

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

45 

4^ F. Taxes: 
47 

48 Beginning with the first calendar year afler ihe effective dale hereof. Operator shall render lor ad valorem taxation alt pro pert v 
An lawtulK . 

49 subject to this agreement which by law should be rendered lor such taxes, and it shall pay atl such taxes assessed / 11 ker con relore liny 

50 become del in quant. Prior lo Ihe rendition date, each Non-Operator shall furnish Operator information as io burdens (to include, but not 

51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-

52 Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its being subject lo outstanding excess royalties, over-

53 riding royalties or production pay ments, ihe reduction in ad valorem laxes resulting therefrom shall inure to ihe benefit of the owner or 

^4 owners of such leasehold estate, and Operator shall adjust ihe charge lo such owner or owners so as to rellecl the benefit o f such rcduc-

5 5 (ion. I f the .ad valorem raxes arc hascd in whole or in pan upon separate valuations of each party's working interest, then rwtwilhstanding 

56 anything io Ihe contrary herein, charges to the joinl account shall be made and paid by ihe parlies herein in accordance wiih the lax 

5? value generated by( each party's working interesi. Operator shall bill the other panics for their proportionate shares of all lax payments in 

*8 live manner provided in Exhibit "C". 
59 

60 I f Operator considers nny tax assessment improper, Operator may, al its discretion, protest within the lime aivd manner 

6' prescribed by law, and prosccuic thc protest to a final determination, unless all parties agree to abandon the protest prior to final deier-

°2 minalion. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, ail such la\e> arid anv 

°3 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the lax for the joint ac-

64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parlies, and be paid by them. a* 

°5 provided in Exhibit "C". 

66 

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and oilier laxes imposed upon or with respect 
68 to the production or handling of such party's share of oil and/or gas produced under the terms of this agrecmcnl. 
69 

70 

- 10-



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

A R T I C L E v n 
continued 

v • i . •• " 

I C Insurance: . 

workers 

3 At all limes while operations arc conducted hereunder. Operator shall compl) vwih thc w o w new * compensation law ol 

4 the stale where the operations arc being conducted; provided, however, that Operator may he a sell-insurer lor liability under said com* 

5 pen sat ion laws in which event the only charge that shall he made to the joint account shall he as provided in Exhibit "C". Operator Mull 
6 also carry or provide insurance tor (he benefit of the joint account of'the panics as outlined in Exhibit "D" . attached to and made a part 

workers 
7 hereof Operator shall require all contractors engaged in work on or for die Contract Area to comply with the workmen* compensation 

8 law of the state where the operations are being conducted and lo maintain such other insurance as Operator ma> require. 

9 

10 ln the event automobile public liability insurance is specified in said Exhibit "D" . or subsequently receives the approval of the 

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

12 

13 ARTICLE V I I I . 

14 ACQUISITION. MAINTENANCE OK I U VSSlT.lt Ol* INTEREST 

15 

16 A. Surrender nf Leases: 

17 

18 The leases covered hy this agreement, insofar as iltey embrace acreage in the Contract Area, shall not be uarcndercJ in wlu»le 
19 or in part unless all parlies consent thereto. However, no consent >hall he necessary lo release a lease whieh has expired or otlierwise 

terminated. 
20 

21 However, should any party desire to surrender its interesi in any lease or in any ponion thereof, and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest tn 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the panics not consenting to such surrender. I f Ihe interest of the assigning party is or includes an oil and gas in-

25 terest, the assigning party shall execute and deliver to Ihe party or parties nol consenting lo such surrender an oil and gas lease covering 

26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from ihe land covered thereby, »ueh 

27 Uas* to be-on tit*• form-attached Itereto as-EwhibuVP*'. Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not therein fore accrued, w iih respect to thc interest assigned or leased and the operation of any welt 

29 attributable thereto, and (he assigning party shall have no further interest in (he assigned or leased premises and its equipment and pro-

30 duction other than (he royal lies retained in any lease made under the terms of (his Article. The party assignee or lessee shall pay to (he 

31 party assignor or lessor the reasonable salvage value of the laiter's interest in any wells and equipment attributable in the assigned or leas-

32 ed acreage. The value of all material shall be deiermined in accordance wiih the provisions of Exhibit "C". less Ihe estimated eo»t of 

33 salvaging and the estimated cost of plugging and abandoning. I f the assignment or lease is in favor of more than one party, the iutcrot 

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

35 See Article XV.D. 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in ihe balance of ihe Contract Area; and thc acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall nol thereafter be subject to the terms and provisions of ihis 

39 agreement. 

40 

41 0. Renewal or Extension of Leases: 

42 

43 I f any party secures a renewal of any oil and gas lease subject m ihis agreement, all oilier parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) dnys following receipt of such noiice in which io elect io participate in (he ownership of ihe 

45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to ihe party who acquired it their several proper pro-

46 portionale shares of thc acquisition cost allocated to that pan of such lease within the Contract Area, which shall be in proportion to ihe 

47 interests held at that lime by the parties in the Contract Area. 

48 

49 I f some, but less (han all, of thc parties elect to participate in Ihe purchase of a renewal lease, ii shall be owned by the parties 

50 who elect lo participate therein, in a ratio based upon ihe relationship of their respeciive percentage o f participation in ihe Contract Area 

51 lo the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lea»e 

52 Any renewal lease in which less than all parties elect to participate shall not be subject (o this agreement. 

53 

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

55 by the acquiring party. 

56 

57 The provisions of ihis Article shall apply io renewal teases whether they arc for the entire interest covered hy ihe expiring lease 

58 nr cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor tease, or taken or 

59 contracted for vviihin six (6) months utter ihe expiration of the existing lease shall be subject io Ihis provUioii. but any lease taken or eon-

60 iractcd Tor more than six (6) months alter the expiration of an existing lease shall nol be deemed a renewal lease and >hall not be nibject to 

61 thc provisions of U.is agreement. 

62 

63 The provisions in (his Article shall also be applicable io extensions of oil and gas leases. 

65 C. Acreage or Cash Cor.'rihutions: 1 

66 ! 
67 While thi: agreement is in force, il" any party contracts tor a contribution of cash towards the drilling o f a well or any iMher 

68 operation cn the Contract Area, such contribution shall be paid io the party who conducted the drilling or oilier operation and shall be 

69 applied by. il against thc cost of such drilling or oilier operation. If the contribution he in the form of acreage, ihe party to whom ihe eon-

70 tribution is made shall promptly tender an assignment of thc acreage, without warranty of tide, to the Drilling Panics in ihe proportions 
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A R T I C L E V I I I 

' ' continued 

1 said Drilling Panics shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible, be 

2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 

3 it may obtain in support of any well or any other operation on the Contract Area. Thc above provisions shall also be applicable to op-

4 tionat rights to cam acreage outside the Contract Area which arc in support of a w ell drilled inside die Contract Area. 

5 

6 I f any party contracts for any consideration relating 10 disposition of such party's share of substances produced hereunder, such 

7 consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 

8 

9 O. Maintenance of Uniform Interests: See Article XV.0 . 

I ft 

I I For- th*-purpose" e f -mainta in ing -uniformity— of -owtwruhip-in -the -nit-ai>d--ga*-leasehold intereste-c^wcred-h*-thia agreementt-no 

12 party shall eell< encumber) transfer or nvake other- disposition-ofits iwiefeM-in-the leases embraced -within the-Contract Area aai-inr-M>e"m 

13 equipment and produetion-wnless-sueh disposition covers eitiwft 

14 

IS l-i—the entire interest ofthe party-w all leases and equipment -and pnvducuon;-of 

16 

17 3i—an equal undivided interest in all- leases and equipment and production in the t ^ i m U w . 

18 

19 Gvery-tWrh sale r encumbrance, tran&Ur-Of-otlwr-diap*>sitifln made by-any-party »hrtll-be-inade csprcwdy tH+hjeet t**-this-agreement 

20 and-theil be made wnhout-prejtid+ce to the right -of the other parties, 

21 

22 *ft at any time the-interest of-any-party is divided among and-owned-hy- itmr-or-mote-co owners. Operator! a* it*-discretion! ma* 

23 require such ea owners to appoint a single trustee or agent- with full authority to receive notwesr approve espendkwesr receive hilling*'for 

24 and approve and pay such party 's share- of the-joint -etipenses, audio deal -generally witli.-and -wjth-power to bind, the'co owners o f such 

25 party's intense within the scope of the operations embraced in ihii* agreement; however, all susli ao owners shall have the right to enter 

26 into and anacMla all contrasts or agreements for tha disposition of thair respective shares of the oil and gas produced from the Contra*! 

27 Area and they shall have tha right to receive, separately, payment of ihe sale proceeds thereof. 

28 

29 E. Waiver of Rights to Partition: 

30 

31 I f permitted hy the laws of thc state or stales iu which the property covered hereby is located, each party hereto owning an 

32 undivided interest In the Contract Area waives any and all rights it may have to partition and have set aside to it iu severalty its undivided 

33 interest therein. 

34 

35 F. Preferential Right to Purchase; See Article XV.X. 

36 
37 Should any party desire to sell all or any pan of iis interests under this agreement, or iis rights and interests in the Contract 

38 Area, it shall promptly give written notice to ihe other parties, with full information concerning its proposed sale, which shall include the 

39 name and address of ihe prospective purchaser (who musl be ready, willing and able to purchase), ihe purchase price, and all other terms 

40 of Ihe offer. Thc other parties shall then have an optional prior right, for a period of * let!</l\§i days alter receipt o f the notice. i*> purchase 

41 on the same terms and conditions the interest which the other party proposes to sell: and, i f this optional right is exercised, the purchas-

42 ing parties shall share the purchased interest in the proportions that the interest of c.ich bears to (he total interest o f all purchasing par-

43 lies. However, there shall be no preferential right to purchase in ihose cases where am party wishes to mortgage its inteKStt. or lo 

44 dispose of iis interests by merger, reorganizaiion, consolidation, or sale of all or sub>ianiialh all of its assets lo a subsidiary or parent e«wn-

45 pany or to a subsidiary of a parent company, or to any company in which any one party owns a majority o f the stock. 

46 See Article XV.R. 

47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 
50 This agreement is not intended to create, and shall not be construed lo create, a relationship of partnership or an association 

51 for profit between or among ihe parties hereto. Notwithstanding any provision herein thai the rights and liabilities hereunder are several 

52 and not joint or collective, or (hat this agrecmcnl and operations hereunder shall not constitute a partnership, if, for federal income tax 

53 purposes, Ihis agreement and the operations hereunder are regarded as a partnership, each party herehy affected elects to be excluded 

54 from thc application of all of thc provisions of Subchapter "K", Chapter 1, Subtitle "A", of the Internal Revenue Code of 1986, as per-

55 mined and authorized by Section 761 ofthe Code and the regulations promulgated (hereunder. Operator is authorized and directed to ex-

56 cculc on behalf of each party hereby affected such evidence of this election as may be required hy Ihe Secretary of the Treasury of the 

57 United Stales Dr the Federal Internal Revenue Service, including specifically, but not by way of limitation, atl of the returns, statements. 

58 and the data required by Federal Regulations 1.761. Should there be any requirement thai each party hereby affected give further 

59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 

60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 

61 action inconsistent with the election made hereby. I f any present or future income tux laws of ihe stale or states in which the Contract 

62 Area is located or any future income lax laws of thc United States contain provisions similar to those in Subchapter "K", Chapter I . 

63 Subtitle "A", of ihe Internal Revenue Code of 1986, under which an election similar to that provided by Section 761 o f the Code i * per* 

64 milled, each party hereby affected shall make such election as may he permitted or required by such laws. In making the foregoing elec-

65 lion, each such party stales that the income derived hy such party from operations hereunder can be adequately determined without the 

66 computation of partnership taxable income. 

67 

68 

69 

70 
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1 ARTICLE X. 

2 CLAIMS AM) LAWSUITS 

3 

4 Operator may setlle any single uninsured ihird party damage claim or suit arising Irom opcralions hereunder i f the expenditure 

5 does not exceed Twenty-Thousand and no/100 • Dollars 

6 (S 20.0Oti.0O ) and if ihe payment is in complete settlement of such claim or suit. I f Ihe amount required for settlement e v 
7 cexds the above amount, Inc parlies hereto shall assume and take over the further handling o f the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint cx-

9 pense ofthe parties participating in Ihe operation from which the clnim or suit arises. I f a claim is made against any party or i f any party is 

10 sued on account of any mailer arising from operations hereunder over which such individual has no control because of Ihe rlf hit given 

11 Operator by this agreement, such party shall immediately notify all other panics, and the claim or suit shall be treated as any other claim 

12 or suit involving,operations hereunder. All claims or suits involving title In anv interest subject lo this agreement shall be treated as a claim 
^ or sutl against all parties liereto. 

14 ARTICLE X I . 

|J FORCE MAJEURE 

In 

17 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that party shall give 10 all other parties prompt written notice of the torce majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations ofthe party giving Ihe notice, so far us they are affected hy the force 

20 majeure, shall be suspending during, bul no longer than, the continuance of the force majeure, l l ic affccicd pans shall use all reasonable 

21 diligence to remove Ihe force majeure situation as quickly as practicable. 

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes. 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 Thc term "force majeure", as here employed, shall mean an act of God, strike, lockout, or olhcr industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within Ihe control of the party claiming suspension. 
31 
32 ARTICLE X I I . 

33 NOTICES 
34 
35 Al l notices authorized or required between thc parties and required hy any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall he given in writing by mail or telegram, postage or charges prepaid, or hy tele\ or telecopier and aJdrcsi^'d to 

37 the panics to whom Ihe notice is given at the addresses listed on Rxhibit "A". The originaiing notice given under any provision hereof 

38 shall be deemed given only when received hy ihe party to whom such notice is directed, and the time for such party to give any notice in 

39 response thereto shall run from thc date the originating notice is received. Tlic second or any responsive notice shall be deemed given 

40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or senl hy telex or telecopier. Each party 

41 shall have the right lo change its address at any lime, and from lime to lime, hy giving written notice thereof to all other parties. 

42 See Article XV.N. 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, tide or interest in or to any 

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

49 

50 Q Ontian >la. l i Sa lana ft* any of lha oil and aas l̂ asas liubj.tfl to this agrinnwiil remain or m i donlimiad in fori* arf I* am part 

51 af tha Cantraat Araa! whaihar by production, aiaansion. ranawal. or oilurwisa. 

52 

53 BI Onlion No 2: In the even! the well described in Anicle VI.A., or any subsequent well drilled under any provision of this 

54 agreement, results in production of oil and/or gas in paying quantities, Ihis agreement shall continue in force so long as any such well or 

55 wells produce, or are capable of production, and for an additional period of I2j> days from cessation of all production; provided, 

56 however, if, prior to thc expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

58 tions have been completed and i f production results therefrom, this agreement shall continue in force as provided herein. In the event Ihe 

59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry liolc, and no other well is producing, or capable 

60 of producing oil and/or gas from Ihe Conlracl Area, ihis agreement shall lerminaie unless drilling, deepening, plugging back or rework-

61 ing operations are commenced within 120 days from ihe date of abandonment ofsaid well. 

62 

63 It is agreed, however, that Ihe termination of this agreement shall not relieve any parly hereto from any liability whieh has 

64 accrued or attached prior to the dale of such termination. 

65 

66 

67 

68 

69 

70 
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1 ARTICLE XIV. 
2 •" COMPLIANCE WITH LAWS AND REtil'l.ATIONS 
3 

4 A. Laws, Regulations and Orders: 

5 

6 This agreement shall he subject to the conservation laws or thc slate in which the Contract Area is located, to the valid rule*. 

7 regulations, and orders of any duly constituted regulatory hudy of said suuc: and to all other applicable federal, stale, and local laws, or* 

8 dinances. rules, regulations, and orders. 

9 

10 D. Governing Law: 

I I 

12 This agreement and all matters pertaining hereto, including, hul not limited lo. mailers of performance, non-performance, breach. 

13 remedies, procedures, rights, duties, and interpretation or construction, shall be governed and determined hy l h . law of ilia slala in whi.h 

14 lh« Conlraal Aria is loaalad. If lh» Contract Ar«a ia in two or mora siaus. thc law of ihe slate of Texas 

15 shall govern. 

16 

17 C. Regulatory Agencies: 

18 

19 Nothing herein contained shall grant, or he construed lo grant. Operator the right or ainhoritv lo waive or release any rights, 

20 privileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated 

21 under such laws in reference lo oil, gas and mineral operations, including llie location, operation, or production of wells, on tracts ortsct-

22 ting or adjacent lo the Contract Area. 

23 

24 Wiih respect to operations hereunder, Non-Opcialors agree lo release Operator from any and all losses, damages, injuries, claims 

25 and causes of action arising DUI of, incident lo or resulting directly or indirectly from Operator's interpretation or application of rules. 

26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies lo the extent such interpretation or ap-

27 plication was made in good faith. Each Nou-Operaior further agrees lo reimburse Operator for any amounts applicable lo such Non-

28 Operator's share of production (hat Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together wiih interest and penalty's thereon owing hy Operator as a result of such incorrect interpretation or application. 

30 

31 Non Oparalors aulhoriaa Qpitaior in prapara and submit such doaunnnls as may ha rmiuirad to ha suhmiiiaJ lo Ilia puutoar 

32 of any awde oil sold haraundar or lo any oilmr parson or amity pursuant to i lu rnquitjnwnls of lha "Cruda Oil Windfall Profit Tas .V.l 

33 of I980'1! aa aama may ba amandad from lima lo time ("Aat"), and any valid raguhuiuits or rulas whinh may ba issuad by tha Traaaury 

34 Dapartmant from lima lo lima pursuant lo said Aal.—Each party harelo aaraas lo furnish any and all aartil'mations ar olhat information 

35 whieh is raquirad to ba furnishad hy said Aat in a timaly maiuwr nnd in sulTiaianl dalail In pyrniil ..unplian.'a Kith ;;»iJ 

36 

37 ARTICLE XV. 
38 OTHER PROVISIONS 

39 See next page for thc beginning of Article XV. 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 
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ARTICLE XV. 

A. This Operaiins Agreement will be subject to the applicable terms of the Joint Venture Agreement lo which this 
Operating AgreejTient attached. Any conflict between the terms of this Operating Agreement and the Joint Venture 
Agreement shall be resolved in favor of the Joint Venture Agreement. 

B. Resignation, Change or Removal of Operator and Selection of Successor: 

1. Resignation or Removal of Operalor: Operator may resign at any time by giving written notice thereof lo Non-
Operators. If Operalor terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or Is no 
longer capable of serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, 
except the selection of a successor. Operator may be removed only for good cause by the affirmative vole of Non-
Operators owning a majority interest based on ownership as shown on Exhibit "A' remaining afler excluding the voting 
interest of Operator: such vote shall not be deemed effective until a wrillen notice has been delivered to the Operalor by 
a Non-Operator detailing the alleged default and Operator has failed to cure the default within thirty (30) days from its 
receipt of Ihe notice or, if Ihe default concerns an operation then being conducled. within forty-eight (48) hours of iis 
receipt of the notice. For purposes hereof, "good cause" shall mean nol only gross negligence or willful misconduct but 
also Ihe material breach of or inability to meet the standards of operation contained in Article V.A. or material failure or 
inability to perform its obligations under this agreement. 

Resignation or removal shall not become effective until 7:00 o'clock A.M. on the first day of Ihe calendar month following 
the expiration of ninety (90) days after the giving of notice of resignation by Operator or action by the Non-Operators to 
remove Operator, unless a successor Operalor has been selected and assumes the duties of Operator at an earlier date. 
Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change 
of a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or 
successor corporation shall not be the basis for removal of Operator. 

2. Selection of Successor Operalor: Upon Ihe resignation or removal of Operator under any provision of Ihis 
Operating Agreement, a successor Operalor shall be selected by the parties. The successor Operator shall be selected 
from the parties owning an interest In the Contract Area at the time such successor Operator is selected. The successor 
Operator shall be selected by the affirmative vole of the party(ies) owning a majority interest based on ownership as 
shown on Exhibit 'A ' ; provided, however, if an Operator which has been removed or is deemed to have resigned fails lo 
vote or votes only to succeed itself. Ihe successor Operalor shall be selected by the affirmative vole of the party or 
parties owning a majority interest based on ownership as shown on Exhibit "A" remaining after excluding Ihe voting 
Interest of the Operator that was removed or resigned. The former Operator shall promptly deliver to ihe successor 
Operetor atl records and data relating to the operations conducted by the former Operator to the extent such records and 
data are not already in the possession of Ihe successor Operator. Any cost of obtaining or copying the (ormer Operator's 
records and data shall be charged to the joint account. 

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed 
to have resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under 
the federal bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal 
bankruptcy court, all Non-Operators and Operator shall comprise an interim operating committee lo serve until Operator 
has elected to reject or assume this Operating Agreement pursuant lo the Bankruptcy Code, and an election lo reject Ihis 
Operating Agreement by Operator as a debtor in possession, or by a trustee in bankruptcy, shall be deemed a 
resignation as Operator without any action by Non-Operalors, except Ihe selection of a successor. During the period of 
time the operating committee controls operations, all actions shall require the approval of two (2) or more parties owning 
a majority interest based on ownership as shown on Exhibit "A". In the event there are only two (2) parties to Ihis 
agreement, during the period of time the operating committee controls operations, a third party acceptable to Operator. 
Non-Operator and the federal bankruptcy court shall be selected as a member of the operating committee, and all actions 
shaU require the approval of two (2) members of Ihe operating committee without regard for their interest in Ihe Contract 
Area based on Exhibit "A*. 

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

C. Mandato ry Opera t i ons : 

Notwithstanding the other provisions hereof, and particularly Article VI., if Ihe proposed well is an obligation well, a 
party nol participating In drilling the well shall assign to the participating parties its interest in the leases or portion thereof 
which would be lost or not earned if the well was not drilled and thereafter shall not be subject to the JVA nor ba 
covered by this Agreement. Such assignment shall be due upon the commencement of operations for such well and 
shall be free and clear of all mortgages (unless such mortgages are subordinated to this agreement), claims, liens, 
overriding royalty interests, production payments, net profits interests, and other encumbrances or leasehold burdens 
placed thereon by or resulting from the Assignor's ownership and operations subsequent lo Ihe date of Ihis Operating 
Agreement, but otherwise without warranty of (ilia, either express or implied. An "obligation well" is defined as a well 
which must be drilled lo maintain a lease or portion thereof which cannot otherwise be maintained. A well proposed 
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within the last one hundred eighty (180) days of (he primary term of a lease or term assignment (whether as a unit well or 
lease weil) shall constitute an "obligation well". 

In the event a party should propose to rework or recomplete a well which has ceased to produce and such 
operation is necessary to perpetuate a lease or leases which would otherwise expire, a party choosing lo go non-consent 
on such operation shall assign to the consenting parlies its interest in the lease or leases or portion thereof which would 
expire if the proposed operation was not conducted. Such .assignment shall be made in the manner provided for 
hereinabove for the drilling of an obligalion well. Provided, however, if such a non-consenling party has proposed or 
indicated a willingness to participate in another operation or well which would perpetuate the lease or leases, such non-
consenting party shall be subject to the penalty provisions of Article VLB.2. hereof, rather than forfeiture. 

D. New Cont rac t Area: 

In the event one or more of the parties hereto shall: 

1) elect not to pay a delay rental; 
2) . elect to abandon a lease; or 
3) elect not to participate in an obligalion well as denned in Article XV.C. (Mandatory Operations): 

and assigns its interesi in a lease, or portion thereof, to two or more of Ihe parties hereto, or if some, but not 
all, of the parties hereto elect to acquire an interest in a lease or contract affecting a lease pursuant to the 
Area of Mutual Interest provisions hereof, it is agreed that the leasehold interests covered by Ihe contract 
rights shall no longer be subject to Ihis Operating Agreement. In such event, the lease or contract rights and 
the lands covered thereby shall be deemed lo be subject to an Operating Agreement identical to this 
Operating Agreement, changed only to reflect the proper owners and percentages and. if the parties so desire, 
to designate a new operalor if Ihe operator under Ihe Operating Agreement is not a co-owner. 

E. Pr ior i ty of Opera t ions : 

Where a well that has been authorized under Ihe terms of this Agreement by all parties (or by one or more, but 
less than all parties under Article VLB 2.) has been drilled to the objective depth and the parties participating in the well 
cannot agree upon the sequence and liming of further operations regarding such well, the following elections shall control 
in the order enumerated below: 

1. an election to do additional logging, coring or testing; 
2. an eleclion to attempt lo complete the well al either the objective depth or objective formation; 
3. an eleclion to deepen said well; 
A. an eleclion to plug back and attempl to complete said well; 
5. an eleclion to sidetrack the well; 
6. an election to rework said well by generally accepted stimulation techniques whether or not said well had 

previously produced in commercial quantities or is capable of commercial production, subject to Ihe 
provisions of Article XV. J. (Reworking of Producing Completion) hereof; 

7. an eleclion to temporarily abandon Ihe well; 
B. an eleclion to plug and abandon the well. 

It is provided, however, that if at any time said participating parties are considering the above elections, Ihe hole is 
in such a condition that, in the opinion of Ihe party(ies) owning a majority in cost-bearing, possessory interest as set forth 
on Exhibit "A" hereto, a reasonably prudent operalor would not conduct the operations contemplated by the particular 
election involved for fear of placing Ihe hole in jeopardy or losing the same prior lo completing the well in the objective 
depth or objective formation, such election shall not be given Ihe priority hereinabove set forth. In such event, the 
operation which, in the opinion of Ihe party(ies) owning a majority in cost-bearing, possessory interest as set forth on 
Exhibit "A" hereto, is less likely lo jeopardize the well, will be conducted. It is further understood that if some, but not all 
parlies, elect to participate in the additional logging, coring, or testing, Ihey may do so and the party or parties not 
participating in such operations shall not be entitled to Ihe logs, cores or the results of the tests but shall suffer no other 
penalty. 

In the event a party elects to deepen Ihe well under Item 3 immediately above and the other party elects not to 
participate in such deepening, but such non-participating party has proposed lo complete Ihe well at a shallower depth, 
then the deepening operation shall be conducted at the sole cost, risk and expense of the participating party(s), subject 
to the potential obligation for a substitute well sel forth below. If the well is not completed for production in a horizon or 
formation deeper than the original depth drilled in such well and, as a result of such deepening operation the well is lost 
or damaged to the extent that il may not be plugged back and recompleted in the shallower formation that had been 
proposed by the non-participating party(s) in Ihe deepening operation, then the deepening party(s) shall be obligated to 
promptly drill for the benefit of the parties, at its sole cost, risk and expense, a substitute well for the damaged or lost well 
to a depth and to a condition that the well may be completed in the formation originally proposed for completion by the 
non-participating party in Ihe deepening operation. 

F. Opera t ions by Less than Al l Part ies: 

Notwithstanding anything herein to Ihe contrary, Article VI.B.2. shall apply separately to each separate Completion 
or Recompletion attempt undertaken hereunder, and an election to become a Non-Consenting Party as to one 
Completion or Recompletion attempt shall not prevenl a party from becoming a Consenting Party in subsequent 
Completion or Recompletion attempts, regardless of whether the Consenting Parties as to earlier Completions or 
Recompletions have recouped Iheir costs pursuant to Article VI.B.2.; provided, further, that any recoupment of costs by a 
Consenting Party shall be made solely from the production attributable to the Zone in which the Completion attempt is 
made. Election by a previous Non-Consenting Party to participate in a subsequent Completion or Recompletion attempt 
shall require such party to pay its proportionate share of Ihe cost of salvable materials and equipment installed in Ihe well 
pursuant to the previous Completion or Recomplelion attempl, insofar and only insofar as such materials and equipment 
benefit the Zone in which such party participated in a Completion attempt. 
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G. D isputes as to Dep th : 

If during the drilling of any well being drilled hereunder, a bona fide dispute shall exist as to whether Ihe authorized 
depth has been reached In such well (as for example, whether a well has been drilled to a depth sufficient to test a 
particular sand or formation or if the well has reached the stratigraphic equivalent of a particular depth), the opinion of 
two or more parties owning a majority in cost bearing, possessory interest as set forth in Exhibit "A" hereto, shall control 
and be binding upon all parties. 

H. Paragraph Headings for Conven ience : 

The Article and paragraph headings used in this Operating Agreement are Inserted for convenience only and 
shall be disregarded in construing this Operating Agreement. 

I. Ass ignments : 

Notwithstanding any provision of Ihis Operating Agreement lo the contrary where, under Ihe lerms of this 
Operating Agreement, a 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 be made free and clear of all mortgages (unless such mortgages 
are subordinated to this agreement), claims, liens, overriding royally interests, production payments, net profits interests, 
and other encumbrances or leasehold burdens placed Ihereon by Ihe assigning party or resulting from its ownership and 
operation of such lease or interest on and after the date of this instrument, as reflected by the records of the appropriate 
county, other than those provided in Article XVI. of the Agreement but otherwise without warranty of title, either express 
or implied. 

J. Reworking of Producing Completion: 

It is agreed that without the mutual consent of all parties participating in a well, no reworking or other operations 
shall be conducted under the provisions of Article VI. hereof so long as any completion is producing in paying quantities 
In the well with respect to which such proposal is made. 

K. Proposa l to Plug and A b a n d o n : 

Notwithstanding anything herein to the contrary, if no written response to a proposal to plug and abandon the well 
Is received within thirty (30) days of the date of the receipt of the proposal, it will be conclusively deemed for all purposes 
that an affirmalive,eleciion to plug and abandon the well has been made. 

L. A c c e s s i o con t rac t Area and In fo rmat ion : 

Notwithstanding anything herein to the contrary, it is agreed and understood that any non-consenting party under 
Article VLB or Article VII.D.1. (Option 2) who is not an Operator shall be denied access to the well site until thirty (30) 
days following the date of the release of Ihe rig used to conduct the operation. 

M. Payment Default: 

Notwithstanding anything herein to the contrary, if any Non-Operator neglects or fails to pay sums due and owing 
Operalor hereunder for a period of forty-five (45) days afler receipt of invoice therefor, Operator may, al Operator's 
option, notify Non-Operator of its election to regard such Non-Operating Party as a Non-Consenting Party hereunder as 
to said cost, whereupon Operator shall be liable for such amount. If Non-Operator fails to pay any such amount within 
ten (10) days after receipt of such notice, then Operator's election shall be effective, and Non-Operator will no longer owe 
said sum to Operator but shall be subject to the Non-Consent penalty from the inception of the operation but only with 
respect to the sums remaining unpaid by such Non-Operator. It is provided, however, that this provision shall not be 
applicable to any sums allegedly owed Operator but which Non-Operator contests in good faith. Any interest that 
Operator acquires under this paragraph shall be subject lo the terms of the last two sentences of Article VII.B. herein. 
Non-Operators shall be accorded reciprocal protection to secure payment of Operator's proportionate share of expenses 
as set forth in Article VII. 

N. Not ice : 

Article XII. is amended to add the following: 

Any notice(s) and/or response(s) may be made by telephone in person, but not by recorded message, and must 
be confirmed In writing consistent with Ihe other provisions hereof. 

O. Public Announcement: 

No public announcement or statement regarding operations hereunder shall be made or released without the 
approval of the parties unless required by law or regulation or the requirements of an applicable Stock Exchange. Any 
party making a public announcement as required by law. regulation, order, or applicable Stock Exchange shall 
immediately furnish the other party with a full transcript of such public announcement or statement. Except as otherwise 
provided in this paragraph, no public announcement or statements shall be made until all testing in a well is completed. 
Any proposed public announcement or statement regarding a well drilled under the terms of Ihis Operating Agreement 
shall contain at a minimum the following information: 

a. Name of well 
b. Location of well by section, township, range, county and state 
c. Tested interval(s), if appropriate 
d. Test results, if appropriate 
e. Development/confirmation plans, if appropriate 



f. Participants and percentages 
g. Acreage controlled, if appropriate 

Either party may elect lo exclude its name from a proposed public announcement or statement and thus remove 
Itself from the approval process. The operator of an affected well or operation will coordinate the approvals of any 
proposed public announcement or statement (but shall not be liable for failure or error in exercising such responsibility). 
The operator of an affected well or operation may make such public announcements as it deems appropriate in the event 
of an emergency or imminent harm to people, properly or environment without prior consultation with the Non-Operator. 

P. Conf ident ia l i ty of In fo rmat ion : 

All geophysical, geological or engineering data acquired by the parties under this Operating Agreement as a result 
of joint operations conducted hereunder shall be kept confidential by the parties unless the release of such information to 
a third party is agreed upon by the parties or is required by law. The term during which information is to be kept secret 
and confidential shall extend (or the term set forth in Ihe Agreement unless the parties agree either to extend or reduce 
the term of such confidentiality requirement. Any release of information to a third party must have the prior written 
consent of all parties hereto and said third party must agree in writing to be bound by the provisions of this paragraph. 

Subject to Ihe provisions of Article XV.O. (Public Announcements), nothing herein shall prohibit any party from 
disclosing whatever information in such manner as may be required by statute, rule or regulation, including the rules or 
regulations of any stock exchange on which any securities of such party or any affiliates are traded; nor shall any party 
be prohibited by the terms hereof from disclosing information acquired under this Operating Agreement to any financial 
institution or investors providing or proposing financing to the disclosing party. 

Q. Maintenance o f Un i fo rm Interest : 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interest covered by this 
Agreement, the JVP shall not sell, encumber, transfer or make other disposition of its interest in the leases located 
within the Subject Lands and in the wells, equipment and production, unless such disposition covers either: 

1. the entire leasehold interest of the JVP in all leases and equipment and production; or 
2. a contractual interest. 

Every such sale, encumbrance, transfer, or other disposition made by the JVP shall be expressly subject to 
this Agreement and shall be made without prejudice to the right of the other parties. 

For all matters pertaining to this Agreement, Phillips shall deal directly with Patterson and Patterson shall be 
appointed as the single trustee or agent of JVP with full authority to receive notices, dispense revenue, approve 
expenditures, receive billings for, approve and pay JVP's share of the joint expenses and to deal generally with, and 
with the power to bind, the co-owners of JVP's interest within the scope of the operations embraced in Ihis 
Agreement. 

R. Sales Necess i ta t ing Separate Measurements : 

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

S. Regula tory Expenses: 

Notwithstanding anything lo Ihe conlrary contained in this Operating Agreement or the Accounting Procedure 
(Exhibit "C"), Ihe following items pertaining to the Contract Area shall not be considered as administrative Overhead, but 
Operator shall be entitled to make a direct charge against the joint account for same. 

Fees for outside or contract legal services, title costs, costs and expenses incurred by consulting engineers, 
geologists and other consultants in connection with preparations and presentation ot evidence and exhibits at hearing, 
preparations and handling of application lo and hearings before the Bureau of Land Management and the New Mexico 
Oil Conservation Commission on behalf of the Parties hereto. 

T. Other Party Ac t ing as Operator : 

If any Party other than Operator is authorized pursuant to the terms hereof or the Agreement to perform duties 
contemplated by this agreement as the duty of Operator, the Party performing such duties shall be accorded all rights 
and privileges provided to Operator under the terms hereof. 

U. Operator : 

Patterson shall be designated Operator for Ihe purpose of drilling, completing and equipping the wells through the 
wellhead. Phillips shall have Ihe option, on a well by well basis, to assume Operatorship at either, (i) prior to the setting 
of production equipment and facilities beyond the wellhead, if Phillips elected to participate in the completion attempt; or 
(ii) at the point at which the non-consenl penally has "paid-out", if Phillips elected not to participate either in the well or in 
Ihe completion, whichever may be the case, and operate all subsequent production phases. 

V. Payment of Taxes: 

At and during such lime or times as any Non-Operator is exercising Ihe right to lake in kind or separately dispose 
of its proportionate share of the production as set forth in Article VI.C. hereof, such Non-Operator shall pay or arrange for 
Ihe payment of all produclion, severance, gathering, sales or similar laxes imposed upon such party's share. 
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Al and during such lime or times as Operator is purchasing or selling Non-Operator's proportionate part of the 
production, as set forth in said Article VI.C. hereof, Operator shall pay or arrange for Ihe payment of all such production, 
severance, gathering, sales, or similar laxes imposed upon such party's share. 

W. Advance B i l l ing f o r Certa in Opera t ions : 

In addition to the rights granted to Operator In Article VII.C, if a proposal is made pursuant hereto (or the drilling, 
sidetracking, deepening or recompletion of any well where (he estimated costs exceed $50,000.00, any party electing to 
participate In the proposed operation may, at Operator's request, within thirty (30) days after making such election, either 
advance its portion of Ihe proposed costs or make arrangement for such payment satisfactory lo Operalor. Failure of any 
party either to advance its share of the costs or to make such arrangement for such payment within the 30 day period 
shall constitute a withdrawal of its prior eleclion to participate in the proposed operations and an election by such party to 
become a Non-Consenting Party to such operations. For the purposes of this paragraph, if Ihe proposal is for the drilling, 
deepening or sidetracking of a well, Ihe estimated costs of Ihe proposed operations shall be exclusive of completion. 

Payment of an advance shall In no event relieve a Non-Operator of its obligation to pay lis share of Ihe actual cost 
of a drilling operation, and when the actual costs have been determined, Operator shall adjust the accounts of Ihe 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. Advance payment by a Non-Operator of his share of completed well costs 
shall In no event prevent such Non-Operator from electing not to participate in completion of a well pursuant to Option 
No. 2 of Article VII.D.1 and, in the event such a Non-Operator elects not to participate in completion, the sums which 
such Non-Operator has advanced shall not be charged with any share of the costs of any completion attempted. 

In the event Operator prepares a supplemental AFE for its internal use due to anticipated or actual over 
expenditure of any existing AFE, Operator agrees to furnish copies of such supplemental AFE to the Non-Operators, 
whether or not Operator requests advance payment for the supplemental amount under the provisions hereof. Such 
supplemental AFE's will be for informational purposes only and will not require execution or approval by the Non-
Operator. 

X. Preferential Right to Purchase: 

Phillips preferential right to purchase and Its right to approve sales, assignments or transfers as provided 
herein shall extend to any subsequent sales, assignments or transfers by Assignee or any third party(s). 

In addition to the exceptions referenced in Article VIII.F.. and notwithstanding anything to the contrary 
contained herein, there shall be no preferential right to purchase in those cases whereby contractual interests are 
conveyed by the JVP for the sole purpose of raising drilling capital for purposes herein. 

Y. Dr i l l ing Con t rac ts : 

All wells drilled on the Subject Lands shall be drilled on a competitive contract basis. If it so desires. 
Operator may employ its own tools and equipment or the tools and equipment of its affiliates and/or subsidiaries in 
the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and/or any bidlsl 
received by the Parties. The rate and/or bid (or such charges shall be agreed upon by the Parties in writing before 
drilling operations are commenced, and such work shall be performed by Operator under the same terms and 
conditions as are customary and usual in the area in contracts of independent contractors who are doing work ol a 
similar nature and utilizing similar quality or superior quality equipment. 

Z. Other Opera t ions : 

Notwithstanding anything herein, it is expressly agreed and understood that Operator may undertake without Non-
Operator's consent any single project, including a rework, to maintain, restore, continue, increase, or improve production 
from any weil or wells drilled and/or operated under this agreement so long as such single project is nol reasonably 
estimated to require an expenditure in excess of $50,000.00 and may charge and collect the cost of the project as a joint 
expense, except that if the subject well or wells have been drilled pursuant to the provisions of Article VI.B.2.. then 
expenses shall be apportioned pursuant to the provisions of that Article; provided, however, that, in case of explosion, 
fire, flood or other sudden emergency, whether of the same or different nature, Operator may lake such steps and incur 
such expenses as in Its opinion are required to deal with the emergency to safeguard life and property but Operator, as 
promptly as possible, shall report the emergency to the other parties. Operator shall provide Non-Operator with a copy of 
Operator's Authority for Expenditure or Cost Estimate for said project. 

"Necessary expenditures," as used in Article VII.D.1. of this Operating Agreement, shall not include sidetracking 
operations unless covered specifically in an Authority for Expenditures approved by the Participating Parties. 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 
2 

3 

4 ARTICLE X V I . 
5 MISCELLANEOUS 

6 

7 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. 

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

O P E R A T O R 

PATTERSON PETROLEUM LP 

Joe Fitzgerald/Attorney-in-fact 

N O N - O P E R A T O R S 
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1 2 IN WITNESS WHEREOF, this agreement shall be effective as of 1st day of May 2001_ 
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EXHIBIT "A" 

Attached to and made a part of Operating Agreement dated May 1,2001 by and between Patterson Petroleum LP, as Operator, and 
other Non-Operators. 

1. IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT: 

S72 of Section 31, T-17-S, R-34-E, Lea County, New Mexico 

2. RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES: 

All rights below the base of the San Andres Formation. 

3. ADDRESSES OF THE PARTIES: 

To be completed later. 

4. OIL & GAS LEASES SUBJECT TO THIS AGREEMENT: 

To be completed later. 
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EXHIBIT "B 

MEMORANDUM OF OPERATING AGREEMENT 

STATE OF NEW MEXICO ) 
) KNOW ALL MEN BY THESE PRESENTS: 

COUNTY OF LEA ) 

The undersigned have entered into nn Operating Agreement, dated May 1, 2001, in 

order lo explore for, develop nnd produce oil and gas from their respective oil and gas leases or 

interests to the extent described in Exhibit "A" attached hereto and hereinafter referred to as the 

"Contract Area". 

The term of the Operating Agreement shall be: 

Through the drilling and completion of the initial well under Article VI of the 
Operating Agreement until one hundred twenty (120) days after all production 
(which includes shut-in wells) from the Contract Area ceases or a dry hole is drilled 
and abandoned, i f there is no production elsewhere attributable to the Contract Area, 
unless drilling or reworking operations commence within snid one hundred twenty 
(120) days. 

Termination of the Operating Agreement does not relieve any party of any of its obligations 

accrued prior to termination. 

Among other provisions, the Operating Agreement appoints Patterson Petroleum Inc.. a 

Texas corporation, as Operator and designates the other parties thereto as Non-Operator(s). The 

Operating Agreement grants said Operator the authority, with certain limitations, to incur expenses 

on behalf of the Non-Operator(s) and, at the Operator's election, the right to bill the Non-Opcrator(s) 

in advance for the estimated expenditures. 

The Operating Agreement provides that the liability of (he parties shall be several and not 

joint or collective, with each being liable only for its proportionate share ofthe costs and liabilities 

incurred therewith as sel forth in the Operating Agreement and as may change by subsequent 

assignment of interest. Said Operating Agreement also provides that: 

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the 
Contract Area, and a security interest in its share of oil and/or gas when extracted and 
its interest in all equipment, to secure payment of its share of expense, together with 
interest thereon at the rate provided in the Exhibit "C". To the extent that Operator 
has a security interest under the Uniform Commercial Code ofthe State. Operator 
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shall be entitled to exercise the rights and remedies of a secured party under the 
Code. The bringing of a suit and the obtaining of judgment by Operator for the 
secured indebtedness shall not be deemed an election of remedies or otherwise affect 
the lien rights or security interest as security for the payment thereof. In addition, 
upon default by any Non-Operator in the payment of its share of expense, Operator 
shall have the right, without prejudice to other rights or remedies, to collect from the 
purchaser the proceeds from the sale of such Non-Operator's share of oil and/or gas 
until the amount owed by such Non-Operator, plus interest, has been paid. Each 
purchaser shall be entitled to rely upon Operator's written statement concerning the 
amount of any default. Operator grants a like lien and security interest to the Non-
Operators to secure payment of Operator's proportionate share of expense. 

If any party fails or is unable to pay its share of expense within sixty (60) 
days after rendition of a statement therefor by Operator, the non-defaulting parties, 
including Operator, shall, upon request by Operator, pay the unpaid amount in the 
proportion that the interest of each such party bears to the interest of all such parties. 
Each party so paying its share ofthe unpaid amount shall, to obtain reimbursement 
thereof, be subrogated to the security rights described in the foregoing paragraph. 

Further, the Operating Agreement has attached to it various Exhibits, including but not 

limited to, an Area of Mutual Interest, a Gas Balancing Agreement, which among other provisions, 

allows one or more parties to take more than their working interest share of gas production if another 

party or parties cannot or does not take their respective working interest share. It also provides for 

volumetric balancing on an Mcf basis and for cash balancing on permanent cessation of gas 

production from a well, cessation of a gas category if different pricing categories are imposed by 

governmental regulation and if a party sells its interest. 

Copies ofthe Operating Agreement and/or the Gas Balancing Agreement Exhibit can be 

obtained from any of the undersigned or their successors in interest. 

The said Operating Agreement and the Exhibits attached thereto are binding upon the 

undersigned and their respective heirs, devisees, legal representatives, successors and assigns. This 

Memorandum of Operating Agreement shall not be deemed an amendment of said Operating 

Agreement or of said Gas Balancing Agreement Exhibit and shall in no way increase the obligations 

or decrease the rights of the undersigned thereunder, but is entered into for the sole purpose of 

providing notice of the existence of said Operating Agreement, the security interest granted 

thereunder, and the Gas Balancing Agreement attached as an Exhibit thereto. 

This Memorandum of Operating Agreement may be executed in any number of duplicate or 

counterpart copies, including counterpart signature pages, each of which shall be considered an 

original for all purposes. Photocopies of this Memorandum of Operating Agreement may be filed 

in the appropriate records as proof of the security interest created hereunder. 

-2-



Executed as of the date and year indicated in the acknowledgement of each signature, to be 

effective the date of the Operating Agreement recited above. 

OPERATOR 

PATTERSON PETROLEUM LP 

WITNESS OR ATTEST: BY: 

TITLE: 

NON-OPERATOR(S) 
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ACKNOWLEDGMENTS 

STATE OF TEXAS } 
COUNTY OF } 

This instrument was acknowledged before me on this day of , 20_ 

by , the , a corporation, 

on behalf of said corporation. 

Notary Public, State of Texas 

My commission expires: 

STATE OF TEXAS } 
COUNTY OF } 

This instrument was acknowledged before me on this day of , 20. 

by • 

Notary Public, State of Texas 

My commission expires: 
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EXHIBIT "A" 

Attached to and made a part of that certain Memorandum of Operating Agreement dated May 
1, 2001, by and between Patterson Petroleum LP, and other Non-Operators. 

IDENTIFICATION OF LANDS SUBJECT TO THIS AGREEMENT 

S/2 of Section 31, T-17-S, R-34-E, Lea County, New Mexico 

RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS OR SUBSTANCES 

All Rights below the base of the San Andres formation 

ADDRESSES OF THE PARTIES 

To be completed later. 

OIL & GAS LEASES SUBJECT TO THIS AGREEMENT 

To be completed later. 
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EXHIBIT " c " 

Attached to and made a part of t ha t c e r t a i n J o i n t Operating Agreement e f f e c t i v e May 1 , 
2001, by and between Patterson Petroleum LP, Operator, and other Non-Operators 

A C C O U N T I N G P R O C E D U R E 

JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and |>ei sonal property suliject lo llie agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proj>er for the development, 0|>eraiioii. protection unci 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid anil credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint 0|>erations. 
"Non-Operators" shall mean the Parties to this agreement other than the 0|>erator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees who.se primary function in Joint Derations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Pro|>ert.v in a field operating 
capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operntions is the handling of S|>ecific ojicrating condition* anil 
problems for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of O)ieralors employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Pro|>erly. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleuni Accountants Societies. 

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

provided expenditures are expected to exceed $50,000.00 
A. Unless otherwise provided for\in the agreement, the 0|>erator may require the Non-Operators to advance their 

share of estimated cash outlay/for the succeeding month's operation within fifteen (15) days after receipt of the 
billing: or by the first day of the month for which the advance is required, whichever is later. 0|>eralor shall adjust 
each monthly billing to reflect advances received from the Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is nut made 
within such time, the unpaid balance shall bear interest monthly at the prime rale in effect al Chase Manhattan 
Bank, New YorHi NY a t noon on the first clay of the month in which delinquency occurs plus l" uur llic 
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 
whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of iiniiaid 
amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the corriHiness thereof: 
provided, however, aU bills and statements rendered to Non-Operators hy O|>erator during any calendar year »lntll 
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar 
year, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto ami make* 
claim on Operator for adjustment. No adjustment favorable to Ojierator shall he made unless it is made within ihe same 
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of 
Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
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I 6. Audit* 
2 
3 A. A Non-Opcralor, upon notice in writing to Operator and all other Non-Operators, shall have tho right lo audit 
4 Operators accounts and records relating to the Joint Account for any calendar year within tho twenty-four 
5 (24) month period following the end of such calendar year; provided, however, thc making of an audit shall not 
fi extend the time fur llie taking of written exception to and the adjustments of accounts as provided for in 
7 Paragraph •! of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make 
fi every reasonable effort to conduct a joint audit in a manner which will result in n minimum of inconvenience 
9 lo thc Operator. Operator shall hear no portion of the Non-Operators' audit cosl incurred under this 

10 paragraph unless agreed lo by the Operator. The audits shall not be conducted more than once each year 
11 without prior approval of Operalor, except upon the resignation or removal of the Operator, and shall be made 
12 al the expense of those, Non-Operators approving such audit. 
13 
M B. The Operator shall reply in writing to an nudit report within 180 days after receipt of such report 
IG 
16 C. Approval Hy Nmi-Opm nlors 
17 
18 Where an approval or other agreement of the Parlies or Non-Operators is expressly required under other sections ot 
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 atl Non-Operators. 
22 
23 7. A f f i l i a t e s (See " A f f i l i a t e s " page 10 here in . ) 
24 It. DIRECT CHARGES 
26 
26 Operator shall charge the Juint Account with the following items: 
27 
28 1, Ecological ant) Environmental 
29 
30 Costa incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satis 
:il environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological 
:I2 archaeological nature and pollution control procedures as required by applicable taws and regulations. 
33 
34 2. Rentals and Royalties 
35 
36 Jieaxf rentals and royalties paid by O|>crnlor for the Joint Operations. 
37 
38 3. Labor (See "Direct Labor Fixed Rate" on Page 10 herein.) 
39 
40 A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Properly in the conduct 
41 Joint Operations. 
42 
43 (2) Salaries of First l/ovcl Supervisors in the field. 
44 
45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges a 
4G excluded from tho overhead rates. 
47 
48 (4) Salaries mid wages nf Technical Employees cither temporarily or permanently assigned to and direct 
49 employed in the operation of the Joint Property if such charges are excluded from tho overhead rates. 
CO 
51 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid 
&2 employees whose salaries and wages arc chargeable to the Joint Account tinder Paragraph 3A of this Section 
53 Such costs under this l\trngraph 3B mny be charged on a "when and ns paid basis" or by "percentage ossessmcr 
54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . 
55 percentage assessment is used, the rate shall be based on thc Operator's cost experience. 
5C 
C7 C. Ex|Ksnditures nr contributions made pursuant to assessments imposed by governmental authority which a. 
58 applicable lo Operator's costs chargeable to the Joint Account under Paragraphs 3A nnd 3B of this Section II . 
59 
CO D. Personal Exiwnses of those employees whose salaries and wages are chargeable to the Joint Account undi 
Cl Paragraph 3A of this Section II . 
62 

G3 4. Employee Benefits (See "Direct Labor Fixed Rate" on Page 10 here in . ) 
M 

fi5 Operator's current costa of established plana for employees' group life insurance, hospitalization, pension, rctircmot 
CC slock purchase, thrift, Ixmus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to t 
67 Joint Account under Paragraphs 3A and .If) of this Section II shall be Operator's actual cost not to exceed the percc 
G8 moat recently recommended by the Council of Petroleum Accountants Societies. 109 
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1 5. Material 
2 
8 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such 
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is 
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surplus stocks shall be 
6 avoided. 
7 
8 6. Transportation 
9 except as defined under "Direct Labor Cost" on Page 10 herein 

10 Transportation of employees/and Material necessary for the Joint Operations but subject to the following limitations: 
11 
12 A. It Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be 
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like 
14 material is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 
15 
16 8. 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 lo the nearest reliable supply store where like material is normally 
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
19 made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
20 Parties. 
21 
22 C. In the application of subparagraphs A and Q above, the option to equalize or charge actual trucking cost is 
23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the 
24 amount most recently recommended by the Council of Petroleum Accountants Societies. 
25 
26 7. Services 
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 III . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead 
31 rates. The coat of professional consultant services or contract services of technical personnel not directly engaged on the 
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 
36 For equipment other than d r i l l i n g equipment 
36 A. /Operator shall charge the Joint Account for use of Operator owned equipment and facilities/it rates commensurate 
37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating 
38 expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to 
39 exceed twelve percent ( —L2 %) per annum. Such rates shall not exceed average commercial 
40 rates currently prevailing in the immediate area of the Joint Property. 
41 
42 B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the 
43 immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
44 published by the Petroleum Motor Transport Association. 
46 
46 9. Damages and Losses to Joint Property 
47 
48 All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or 
49 losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operators gross 
50 negligence or willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as 
61 soon as practicable after a report thereof has been received by Operator. 
62 
63 10. Legal Expense 
64 
65 Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
66 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to 
67 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 to be 
69 covered by the overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section 
60 I , Paragraph 3. 
61 
62 11. Taxes 
63 
64 All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad 
66 valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then 
67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties 
68 hereto in accordance with the tax value generated by each party's working interest 
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1 12. Insurance 
2 
3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
4 event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Com|iensutioii 
6 and/or Employers Liability under the respective state's laws, Operator may. at its election, include the risk under its self-
6 insurance program and in that event. Operator shall include a charge at Operators cosl 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, o|)crating, repairing and maintaining communication systems, including radio and 
16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint 
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this 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 II 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 
26 I I I . OVERHEAD 
27 
28 1. Overhead - Drilling and Producing Operations 
29 
50 i . As compensation for administrative, supervision, office services and warehousing costs. 0|>eralnr shall charge 
31 drilling and producing operations on either: 
32 
33 ( X ) Fixed Rale Basis, Paragraph IA, or 
34 ( ) Percentage Basis, Paragraph I l i 
35 
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and e\|>enses of all offices and 
37 salaries or wages plus applicable burdens and expenses of all |>ersonnel. except those directly chargeable under 
38 Paragraph 3A, Section I I . The cost and expense of services from outside sources in connection wiih matters of 
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in 
40 the overhead rates provided for in the above selected Paragraph o'f this Section I I I unless such cosl and exi>ense arc 
41 agreed to by the Parties as a direct charge to the Joint Account. 
42 
43 i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
44 services and contract services of technical personnel directly employed on the Joint Property: 
45 
46 ( ) shall be covered by the overhead rates, or 
47 ( X ) shall not be covered by the overhead rates. 
48 
49 i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
60 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
51 the operation of the Joint Property: 
52 
63 ( X ) shall be covered by the overhead rates, or 
64 ( ) shall not lie covered by the overhead rates. 
65 
56 A. Overhead - Fixed Rate Basis 
67 
68 (1) Operator shall charge thc Joint Account at the following rales per well per month: 
69 
60 Drilling Well Rate $ 5,000.00 
61 (Prorated for less than a full month) 
62 
63 Producing Well Rate $ 650.00 
64 
66 (2) Application of Overhead - Fixed Rate Basis shall be as follows: 
66 
67 (a) Drilling Well Rate 
68 
69 (1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date 
70 the drilling rig, completion rig, or other units used in completion of the well is released, whichever 

A 
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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. 
3 
4 (2) Charges for wells undergoing any typo of workover 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 bi 
G applied for the period Irom date workover operations, with rig or other units used in workover 
7 commence through dale of rig or other unit release, except that no charge shall be made durint 
8 suspension of operations for fifteen (IS) or more consecutive calendar days. 
9 

10 (b) Producing Well Rales 
11 
12 (1) An uclivo well cither produced or injected into for any portion of thc month shall be considered a 
13 a one-well charge for the entire month. 
14 
15 (2) Eiich active completion in a multi-completed well in which production is not commingled dowi 
10 hole .shall he considered as a one-well charge providing each completion is considered a separal 
17 well by the governing regulatory authority. 
18 
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take th 
20 production shall be considered as a one-well charge providing the gas well is directly connected t 
21 ii permanent sales outlet. 
22 ' 
23 • t.yl) !• A one-well charge shall be made for the month in which plugging and abandonment operation 
24 .-„ ('I-.; ,,.are completed on any well. This one-well charge shall be made whether or not tho well hn 
26 ., : .. .^produced except when drilling well rate applies. 
20 ' 
27 v>) All other inactive wells (including but not limited lo inactive wells covered by unit allowable, leas 
28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
29 
30 (3) The well rates shall bo adjusted as of the first day of April each year following the effective date of th 
31 agreement lo which this Accounting Procedure is attached. The adjustment shall be computed by mulliplyin 
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crud 
3.1 Petroleum nnd Cus Production Workers for the last calendar year compared to the calendar year preceding a 
34 shown by the index of average weekly earnings of Crude Petroleum and Cas Production Workers as publishc 
35 hy the United Stales Department of Ijibor, Bureau of I-abor Statistics, or the equivalent Canadian index t 
3D published by Statistics Canada, as applicable. The adjusted rates shall be thc rates currently in use, plus f 
37 minus thc computed adjustment. 
38 
39 --ft Overhead—PepeenUge-Il&Hw -—. 
40 
41 (1) Operator shall charge the Joint Account at the following rales: 
42 
43 (a) Development ^ — 
44 
45 Percent ( 'X.) of the cost of development of the JojflfPropcrty exclusive of cosl 
4Q provided under Paragraph 10 of Section II and all salvage credits, y ' 
47 y ^ 
48 (b) Operating 
49 ySf 
CO Percent { %) of the cost of^Kfraling the Joint Property exclusive of costs provide 
51 tmder Paragraphs 2 and 10 of Section II , aJĴ awage credits, the value of injected substances purchase 
52 for secondary recovery and all laxcsanllassessments which are levied, assessed and paid upon tl: 
63 mineral interest in and to the Join^Propcrly. 
64 
55 (2) Application of Overhead - Perfefflrige Basis shall.be as follows: 
67 Por thc purpose af^itctcrminiiig charges on a perccnlage basis under Paragraph IB of this Section II 
58 development HJJ-.III iuchulc all costs in connection with drilling, red rill ing, deepening, or any rcmcdi: 
53 opcralinnspifany or all wells involving the use of drilling rig and crew capable of drilling lo the produciii 
CO intcrv>Kon Ihe Joinl Properly; also, preliminary expenditures necessary in preparation for drilling an 
Cl 5>fJenditurcs incurred in abandoning when the well is nol completed as a producer, and original cosl i 
C2 -^construction or installation of fixed assets, the expansion of fixed assets and any olher project clear 
63 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . All othi 
04 cosU shall be (ontiidercd ao oporuting. 
CS 
CC 2. Overhead - Major Construction 
C7 
G8 lb compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion < 
G9 fixed assets, and any olher project clearly discernible as a fixed asset required for the development and operation of l l 
70 Joint Properly, Operator shall either negotiate a rate prior to tho beginning of construction, or shall charge the Joir 
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1 Account for overhead based on the following rates for any Major Construction project in excess of $ 50/000.00 ; 

2 
3 A 5 % 0 f first $100,000 or total cost if less, plus 
4 
5 B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus 
6 
7 r. 2 % of costs in excess of $1,000,000. 
8 
9 Tbtal cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be­

l l excluded. 
12 
13 3. Catastrophe Overhead 
14 
15 Tb compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 
17 necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 
18 expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates: 
20 
21 A. 5 % of total costs through $ 100,000; plus 
22 
23 B. 3 _% of total costs in excess of $100,000 but less than $1,000,000; plus 
24 
26 C. 2 % o? 'total costs in excess of $1,000,000. 
26 .. J : ' 

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 Hates 
31 
82 The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
33 between the Parties hereto if, in practice, the rates are 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 Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or 
41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 
44 
45 1. Purchases 
46 
47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
49 when adjustment has been received by the Operator. 
60 
51 2. Transfers and Dispositions 
62 
63 Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
64 unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
66 
66 A. New Material (Condition A) 
67 
68 (1) Tubular Goods Other than Line Pipe (see page 10 f o r d e f i n i t i o n o f "Compe t i t i ve Marke 
59 Prices") competitive market prices 
60 (a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at/f!a»ll!l ll 'mill 
61 published cai ludd-base-pricEs effective as of date of movement plus transportation cost using the 80,000 
62 pound carload weight basis lo the railway receiving point nearest the Joint Property for which 
63 published rail rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound 
64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain, Ohiu 
65 and casing from Youngstown, Ohio. 
66 at competitive market prices 
67 (b) For grades which are special to one mill only/pi iies shall Ue cuinpulcvl-al the mill base ol that mill plus 
68 transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 
69 above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 
70 
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1 pound Oil Field Haulers Association interstate truck rate shall be used. 

8 (c) Special end finish tubular goods shall be priced at tSffic^wr-pub^slietl uuI^r'stouK puce, f.t),b. lluualuitr' 
4 -feca*, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, 
6 to the railway receiving point nearest the Joint Property. 

6 competitive market prices 
7 (d) Macaroni tubing (size Jess than 2% inch OD) shall be priced at-the luwest published uut-uf-stuck pikes 1 

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

10 
11 (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with walls % 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. 
16 Freight charges shall be calculated from Lorain. Ohio. 

16 
17 (b) Line pipe movements (exceirtsize £4 jncl^OD and garget vWjli walls inch and over) less than 30,000 
18 pounds shall be priced at Baalern mHt^mb^icd^t t rES^^je prices effective as of date of shipment, 
19 plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, 
21 Ohio. 
2 2 at competitive market prices 
23 (c) Line pipe 24 inch OD and over and inch wall and larger shall be priced/f.o.b. tne point of 
24 raa**rfaetiure ot current-new-publiahed prieea plus transportation cost to the railway receiving point 
25 nearett the Joint Property. 

27 (d) '^ir.e pipe, infiludingfa^r^ated "ne^oipe, drive^gipe and conduit not listed on published price lists shall 
OO r \n r\t*i,*as4 — * • *» *^ .lt*^*—. - - •» •. - I . - 1 . . ^ v i ^ . . c l . . •— " — - • • — - .. ̂ ...? ~ . • _ , — - ' . 1 - . 1 - . — i T, . _ l . . ~ — — . 

£0 oe priccu^kr*quuueu^ |/riLi.j piuu i n i ^ n v n mi. IUHVIUJ puiui i n u i u i mi. uumi IIU^M.IVJ UI •* 
29 prieea-agreed to by the Parties. 
30 .competitive market prices 
31 (3) Other Material shall be priced at/the current new priee, in effect at date of movement, as listed by a reliable 
32 supply store nearest the joint Properly, or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest the Joint Property. 
3 4 competitive market prices 
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at/4h« current 
36 wc*r priee-, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to the Joint Property 
46 
46 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) At 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 

62 
63 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was 
54 originally charged to the Joint Account as used Material. 
66 
66 (3) Material not used on and moved from the Joint Property 
67 
68 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost of reconditioning, if any, shall be absorbed by the transferring property. 61 
62 C. Other Used Material 
63 
64 (1) Condition C 
66 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 afler reconditioning shall be priced at fifty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
69 C value plus cost of reconditioning does not exceed Condition B value. 
70 
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1 (2) Condition D 
2 
3 Malarial, 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. 

6 
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 be 
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. 

U 
IS (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 to that which would justify a price as provided above may be specially priced as 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. 
26 
27 E. Pricing Conditions 
28 , r ' 
2d — *̂t̂ "™"ijOftiiiH '̂iOi*' tiftloQ^mjc1 to 1 chflf nfcti11»& thc Jftfrnt Account "&t thc'ffttfr'frp^wcftty fiv^^cwtfcj»3&^^* 
30 per hundred weight on all tubular goods movements, in lieu of actual loadjnjt-or-nnTtoaifmg costs 
31 sustained at the stocking point. The above rate shall be attjusjeiLa«-«rThTT^rst day of April each year 
32 following January 1, 1985 by the same perc^rJaga-iftW'easTw'decrease used to adjust overhead rates in 
33 Section I I I , Paragraph UA^fSi-EaerrTeaTTthe rate calculated shall be rounded to ihe nearest cent and 
34 shall be_tjie_jate--rn^necluntil the first day of April next year. Such rate shall be published each year 
8 6 O p e r a t o r ' s a c t u a l c o s t . 
37 (2) Material involving erection costs shall be charged at4pplicable percentage ef the current knocked dewn 
38 pu ice of new—Material;— 
39 
40 3. Premium Price* 
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 Joint Account for the required 
44 Material at the Operators actual cost incurred in providing such Material, in making it suitable for use, and in moving it 
45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
46 Non-Operators for such Material. Each Non-Operator shall have the right, hy so electing and notifying Operator within 
47 ten 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 
60 4. Warranty of Material Furnished By Operator 
61 
62 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 
53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
64 
66 
66 V. INVENTORIES 
67 
58 The Operator shall maintain detailed records of Controllable Material. 
69 
60 1. Periodic Inventories, Notice and Representation 
61 
62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an 
66 inventory shall bind Non-Operators to accept the inventory taken by Operator. 
66 
67 2. Reconciliation and Adjustment of Inventories 
68 
69 Adjustments to the Joint 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 be made by Operator to the Joint Account for 
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1 owut i and shortages, but, Operator shall be held accountable only tor shortages due to lack of reasonable diligence. 
2 
3 8. Special Inventories 
4 
5 Special Inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 
6 Property. It shall be thc duty of the parly 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 case* 
8 involving a change of Operator, all Parties shall be governed by such inventory. 
9 

10 41. Expense of Conducting Inventories 
11 
12 A. The expense of conducting periodic inventories shall nol be charged to the Joint Account unless agreed to by tha 
13 Parties. 
14 
16 D. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
16 inventories required due lo change of Operator shall be charged Lo tha Joint Account 
" v. 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
ao 
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34 
36 
86 
«T 
38 
39 
40 
41 
42 
48 
44 
45 
46 
47 
48 
49 
50 
51 
52 
63 
64 
66 
58 
67 
58 
69 
60 
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63 
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36 
17 
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Affiliates 

Charges to Ihe Joint Account for any services or Materials provided by an Affiliate shall not exceed average commercial rales lor sue 
services or Materials. 

Unless otherwise indicated below, Affiliates performing services or providing Materials for Joint Operations shall provide the Operato 
with written agreement to make their records relating to the work performed for the Joint Account available for audit upon request b 
a Non-Operator under this accounting procedure. These records shall include, hut not be limited to, invoices. Held work ticket 
equipment use records, employee time reports, and payroll summaries relating to the work performed for the Joint Account. All audit 
will be conducted pursuant to Section I , Paragraph 5. 

Direct Labor Fixed Rate 

Operator shall charge Non-Operalors a fixed rate of $450.00 per month per active well completion for Direct Labor Costs. An aclis 
well completion for any portion ofthe month shall qualify for a one-well charge for the entire month. An active well completion is on 
that is: 

1) lYocjJwd 
2) lpjerteil into for recovery or disposal, or 
3) Used i'o Obtain water supply to support production operations. 

Each active completior, ic a multi-completed well in which production is not commingled downhole shall qualify for a one-well charg 
providing each conipielior.' is considered a separate well by the governing regulatory authority. 

A one-well charge shall be made for the month in which plugging and abandonment operations are completed on any well previousl; 
completed as a commercial producer. 

All wells not meeting the criteria set forth above shall not qualify for the monthly fixed rale charge. 

The direct labor fixed rate shall be adjusted each year as of Ihe first day of the production month ofApril following the effective dat 
of the agreement to which ihis Accounting Procedure is attached. The adjustment shall be computed hy multiplying the rate currenll 
in use by the percentage increase or decrease recommended by COPAS each year. The adjusted rates shall be the rales currently in usi 
plus or minus the computed adjustment. 

Direct Labor Costs included in the fixed raie fee shall include but not be limited to the following: 

(1) Salaries and wages of Operator's field employees and contract employees directly employed on The Joint Properly in ill 
conduct of Joint Operations. 

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

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

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

(5) Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees an 
contract employees referenced above. 

(6) Expenditures of contributions made pursuant to assessments imposed by governmental authority. 

(7) Personal Expenses of those employees and contract employees referenced above. 

(8) Operator's current costs of established plans for employees' and contract employees' group life insurance, hospilalizalioi 
pension, retirement, stock purchase, thrift, bonus, and other benefit plans of a like nature. 

(9) Transportation costs incurred by llie employees and contract employees while traveling lo and from the Joint Property. 

Excluded from the flat rate monthly fee for Direct Labor Costs shall be all downhole well work below the wellhead and or projects lh; 
exceed $50,000.00. 

PEF1NITIQN 

Competitive Market Price: The value of Material transferred lo/from the Joint Property should generally reflect the market value i 
the date of transfer. Transfers of new Material will be priced based on published prices in effect on the date of movement as adjust, 
by the appropriate COPAS Historical Price Multiplier (HPM) or prices provided by the COPAS Computerized Equipment Pricing Sysle 
(CEPS). 

wprilcsUMfrirsGS&tUMtXWopiutl.uiid 
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Exhibit "D" 

INSURANCE 

At all times while operations are conducted hereunder. Operator shall comply with all federal and 
state Workers' Compensation Laws where the Operations nre being conducted and include 
Employer's Liability with limit of $1,000,000; provided, however, that Operator may quality as a 
self-insurer for liability under appropriate state workers' compensation laws in which even! the only 
charge that shall be made to the joint account shall be an amount equivalent to the premium which 
would have been paid had such insurance been obtained. Operator shall, within reason, require all 
Contractors engaged in work on or for the contract area to comply with all state and federal workers' 
compensation laws where the operations are being conducted and to maintain such other insurance 
as Operator may require. 

No other insurance shall be purchased, or carried, by the Operator for the benefit of the Parties hereto 
except as directed by the operating committee or as required by third party contract to the joint 
account. Any liability, loss, damage, claim or expense resulting from occurrences not covered by 
or in excess of insurance required under this provision shall be borne by parties hereto in the same 
proportion as their interests may appear at the time ofthe loss. 

Each party may procure and maintain, at its own cost and expense such public liability, third party 
property damage, fire and extended coverage and/or other insurance as it shall determine, and any 
such insurance so procured and/or maintained shall inure solely to the benefit ofthe party procuring 
such insurance and such party shall indemnify and hold Operator and other parties to this agreement 
harmless against any claim of such insurance carrier arising against such other party by subrogation, 
or otherwise, in connection with operations hereunder. 



Exhibit "E" 
GAS BALANCING AGREEMENT 

1. The parties to the Operating Agreement referred to above own working interests in 
the gas rights underlying the lands and leases covered by such agreement ("Contract Area") in 
accordance with the percentages of participation ("Working Interest") set forth therein. 

2. Each party has the right to take, market, or otherwise dispose of its Working Interest 
share of gas produced from the Contract Area. Each party's Working interest share shall be 
calculated on an MMDtu basis as determined at lease semiannually hy Operalor through testing a 
sample of each gas stream following primary separation at the lease under standard conditions by 
means of chromatography or another accepted method used in Ihe industry. All references in this 
agreement to quantity or volume shall refer to the number of MMBtu's contained in such volume or 
quantity of gas. In the event any party at any time does not take in kind or market its Working 
Interest share of gas from a well, or has contracted to sell its Working Interest share of gas to a 
purchaser which fails to take all of such gas, the other parties shall be entitled, in proportion to their 
Working Interest, to produce, take and deliver each month up to one hundred percent (100%) ofthe 
anticipated allowable gas production to be assigned to such well by the governmental entity having 
jurisdiction (if applicable). The purpose of this provision is to permit any party not taking or 
marketing all of its Working Interest share of current gas production to defer its production and 
permit the other parties to pass clear title to quantities of gas in excess of their Working Interest. 

3. Each party which fails to take or market its full Working Interest share of gas from 
any well at any time shall be credited with gas in an imbalance account for such well equal to that 
volume of gas taken or marketed by the other parties hereto in excess of their Working Interest share. 

4. Each party shall endeavor to take or market its full Working Interest share of gas 
production from such well. Further, each party shall give Operator reasonable notice and sufficient 
data either to nominate such party's Working Interest share of gas to the transporting pipeline(s) or. 
if Operator is not nominating such party's gas, to inform Operalor of ihe manner in which to dispatch 
such party's gas. Except as and to the extent caused by Operator's gross negligence or willful 
misconduct, Operator shall not be responsible for any fees and/or penalties associated with 
imbalances charged by any pipeline to nny Non-Operator. 

5. To allow for the recovery of gas from an imbalance account and to balance the gas 
account ofthe parties, a party which has taken less than its full Working Interest share of gas at any 
time ("negative balance"), shall be entitled to produce, take and deliver each month upon reasonable 
notice to the Operator and to the other affected parties, its Working Interest share ofthe anticipated 
allowable gas production to be assigned to such well by the governmental entity having jurisdiction 
(if applicable) plus an amount up to an additional fifty percent (50%) ("Make-up Gas") ofthe 
Working Interest share of each party which has taken more than its full share of gas at such time 
("positive balance"). However, a party with a negative balance shall never be allowed to take more 
than its Working Interest share of such allowable gas (if applicable) plus an amount up to nn 
additional twenty-five percent (25%) Make-up Gas ofthe Working Interest share of each party with 
a positive balance during the months of November, December. January and February. If more than 
one party has a negative balance and elects to take Make-up Gas. they shall divide the Make-up Gas 
to be taken from any party with a positive balance in proportion to the respective working interest 
participation of each such party with a negative balance in such well. 

6. This Agreement shall apply separately to each well, proration unit, conservation unit. 

i 



and to each producing formation within such well, proration unit or conservation unit (unless such 
formations are accounted for all purposes as commingled production), and as to instances where any 
price controls apply to Make-up Gas, to each regulated price category; all uncontrolled gas is in a 
single price category for this purpose. The term "well" is used throughout the other paragraphs of 
this Agreement for convenience only and shall be deemed to include the other delineations herein 
set forth to the extent relevant. Imbalances in one well, proration unit, conservation unit, producing 
formation or category shall not be used for balancing any other well, proration unit, conservation 
unit, producing formation or category, as the case may be. 

7. If, at the permanent termination of production of gas from a well, an imbalance exists 
between the parties, statements or invoices for a monetary settlement ofthe imbalance between nny 
ofthe parties relative to such well shall be issued within one hundred eighty (ISO) days. Operalor 
shall promptly provide all parties with a final cumulative balance for each party upon receipt of all 
relevant data from all other parties after permanent termination of production from each well. For 
the purposes hereof, the value per unit in calculating a monetary settlement shall be defined as the 
weighted average of the actual values received by a party with a positive balance on all of its gas 
sales under an arms-length contract in excess of its Working Interest share ("Extra Gas"), beginning 
when such party was last in balance. If such party did not sell all or part of such IZxtra Gas under 
an arms-length contract, such Extra Gas not sold will be valued in the same manner used for 
production and severance taxes when produced. The amount ofthe monetary settlement due each 
party with a negative balance for any well shall be determined by: (a) multiplying the value per unit 
(as defined above) received by each party with a positive balance for each well by the volume of gas 
(same unit basis) such party has produced; (b) subtracting production and severance taxes (and 
royalties if paid on a gas taken rather than on a working interest basis) paid on such Extra Gas; (c) 
totaling the figures computed in (a) and (b) for all parties with a positive balance; and (d) allocating 
to each party with a negative balance its pro rata share of the total reached in (c) above on the basis 
of the ratio of each party's negative halance volume to the total negative balance volumes for all 
parties. Each party with a positive balance shall provide a settlement schedule to each party with 
a negative Balance detailing how its settlement amount was calculated. That portion ofthe proceeds 
by each pariy with a positive balance which is or may be subject to refund or olher dispute by 
order(s) of ihe FERC, the Minerals Management Service, the courts or other authorities may be 
withheld by such party until such prices or disputes are fully resolved, unless the relevant parties 
with a negative balance furnish satisfactory undertakings agreeing to hold the relevant parties with 
a positive balance harmless from any financial loss due to the orders or disputes. Settlement as 
provided herein shall also be made by any party with a positive balance prior to any sale, assignment 
or other disposition of all or any part of its interest in any well in which such party has a positive 
balance. If the provisions of this Agreement are breached by the transferring party, any party 
receiving any part of the transferred interest shall be jointly and severally liable for its pro rata share 
of such positive balance upon the demand of any party with a negative balance. 

8. Balancing payments from parties with a positive balance to parties with a negative 
balance under this Agreement shall be paid not later than sixty (60) days (1) after the amount ofthe 
monetary settlement due such party has been determined and a statement or invoice issued, or (2) 
after the date when the period for calculation of amounts due has passed, whichever is the earlier, 
pursuant to the provisions of Paragraph 7 above. No interesi shall accrue or be due among the 
parties as to the period prior to this payment date. Interest on late payments (including payments 
rightfully made on a late basis because amounts are subject lo potential refund or other dispute as 
stated in Paragraph 7 above or which are delayed because compulations are not timely completed) 
shall accrue at the prime rate in effect at Chemical Banking Corp.. New York. New York, at noon 
on the first day ofthe month in which the payment due date occurs plus two percent (2%) or the 
maximum contract rate permitted by applicable law, whichever is less. Attorneys' fees, court costs 
and other reasonable costs of collection of amounts owning due to breach of ihis Agreement shall 
also be payable to the affected party(ies). 

9. Each party taking gas from a well shall promptly furnish or cause to be furnished to 
Operator a monthly statement of gas taken. Operator shall regularly furnish to each party a statement 
of the gas balance among the parties, including the total quantity of gas produced from each well. 
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the portion thereof used in operations, vented or lost, and the total quantity delivered for each party's 
account. Each party shall retain records of volumes of gas taken or marketed from each well and 
revenues or values accruing thereto for the full term of the Operating Agreement and two (2) years 
thereafter. Any party with either a positive or negative balance shall have the right during the two 
(2) years following each statement/invoice due date under Paragraph 7 above to audit the records of 
the other parties with positive or negative balances as to volumes, revenues, values and other 
relevant information concerning such well. No party will use any ofthe information obtained 
pursuant to the provisions of this paragraph for any other purpose than implementing the terms of 
this Agreement and enforcing rights thereunder. 

10. In addition to any rights granted in the Operating Agreement, if any well produces 
casinghead gas and any party is not selling all of its Working Interest share. Operator shall have the 
right but not the obligation to sell the non-selling party's share of casinghead gas for the account of 
such party. 

11. Each party hereto shall share in and own the condensate recovered from each well 
by primary separation at the lease in accordance with its Working Interest in such well as provided 
in the Operating Agreement. 

12. Gas used in lease operations, vented or lost shall not be considered taken by any party 
for purposes of the balancing hereunder. Nothing herein shall change or affect each party's 
obligation to pay its Working Interest share of all costs and liabilities incurred in accordance with 
such party's Working Interest. 

13. At all times while gas is produced from the Contract Area, unless otherwise required 
by any laws, rules or regulations, each party shall make appropriate settlement of all royalties, 
overriding royalties and other payments out of or in lieu of production for which it is responsible 
("royalty payments") as if each party were taking or delivering lo a purchaser its Working Interest 
share and, its Working Interest share only, of such gas production. Each parly hereto agrees to 
defend, indemnify and bold each other party hereto harmless from all claims for royalty payments 
asserted by third parties to whom any party hereto is accountable. 

14. Each party taking or marketing gas hereunder shall pay. or cause to be paid, all 
production and severance taxes due on all volumes of gas actually taken or marketed by such party, 
unless otherwise required by any laws, rules or regulations. 

15. Nothing contained herein shall be construed to deny any party the right, from time 
to time, to produce and take or deliver to its purchaser the entire well stream, if necessary, to meet 
such deliverability tests as may be reasonably required by its gas sales contract. 

16. The parties shall communicate, as necessary, the contents of this Agreement to any 
of their respective gas purchasers or transporters and monitor their respective deliveries so as to 
ensure to the extent reasonably practicable that such third parties do not take gas in excess of the 
quantities provided herein. 

17. This Agreement shall remain in force and effect as long as the Operating Agreement 
is in effect and thereafter until the gas balance accounts of the parties are settled in full or the audit 
period provided in Paragraph 9 has expired, whichever shall be longer. The obligations of the 
parties shall survive the termination of this Agreement. 
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Exhibit "F' 

The word "Contractor" as used herein refers to Second Party/Operator in Ihe Agreement to which this Exhibit "2"t 

attached. 

SECTION I 

EQUAL EMPLOYMENT OPPORTUNITY CLAUSE 

The following clause shall he included in all contracts exceeding $10.(Hill. 

(a) The Contractor will nol discriminate against any employee or applicant lor employment because of race, color, 
religion, sex. or national origin. The Contractor will take nrrirmaiivc aciion lo ensure lhai applicants are employed, and that 
employees are treated during employment, without regard lo tlicir race, color, religion, sex. or national origin. Such action shall 
include, but nol be limited to the following employment, upgrading, demotion, or transfer, recruitment or recruitment advertising, 
layoff or termination; rales of pay or oilier forms of compensation: and selection for Iraining. including apprenticeship. The 
Contractor agrees to post in conspicuous places, available lo employees anil applicants for employment notices to be provided hy 
tlic Contracting officer selling forth the provisions of this nondiscrimination clause. 

(b) The Contractor will, in nil solicitations or advertisements for employees placed hy or on behalf of the Contractor, 
slate Ihol all qualified applicants will receive consideration for employment withoul regard 10 race, color, religion, sex or national 
origin. 

(c) The Contractor will send to each labor union or representative of workers with which it has a collective 
bargaining agreement or other contract or understanding, a notice to be provided by llie agency contracting officer, advising the labor 
union or workers' representative ofthe Contractor's commitments under Section 202 of Executive Order 11246 of September 24. 
1965, and shall post copies of Ihe notice in conspicuous places m ailable lo employees and applicants lor employment. 

(d) The Contrncior will comply with all provisions of Executive Order I 1246 of September 24. 1965. and ofthe 
rules, regulations, and relevant orders ofthe Sccrelnry of labor. 

(e) The Contractor will furnish all information and reports required by Executive Order 11246 of September 24. 
1965, and hy the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto, and will permit access to books, records, 
and accounts by the contracting agency and ihe Secretary of Labor for purposes of investigation to ascertain compliance with such 
rules, regulations, and orders. 

(0 In the event of (fie Contractor's noncompliance svitli the mindiserimiiiaiioii clauses of this contract or with am 
of such rules, regulations, or orders, Ihis contract may be canceled, terminated or suspended in whole or iii pan and the Coniracior 
may be declared ineligible for further government contracts in accordance with procedures authorised in Executiv e Order 11246 of 
September 24, 1965, and such other sanctions may he imposed and remedies invoked as provided in Executive Order 11246 of 
September 24, 1965, or by rule, regulation, or order ol" ihe Secretary of Labor, or as nibcrn ise provided by law, 

(g) The Contractor will include the provisions ol'l'aranraphs (a) through (g) in every subcontract or purchase order 
unless exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 2(14 of Executive Order 11246 
of September 24, 1965, so that such provisions will be binding upon each subcontractor nr vendor. The Contractor will lake such 
action with respect to any subcontract or purchase order as the contracting agency may direct as a means nfenforcing such pro\ isions 
including sanctions for noncompliance; provided however, that in the event Ihe Contractor becomes involved in or is threatened with, 
litigation with a subcontractor or vendor as n result of such direction hy the contracting agency, the Contractor may request the United 
Slates lo enter into such litigation to protect the interests ofthe United Stales. 

SECTION 2 
EMPLOYMENT OF THE HANDICAPPED 

(a) Tbe Contractor will nol discriminate against any employee or applicant for employment because ol" ph> sieal or 
mental handicap in regard to any posilion for which the employee or applicant for cmptov ment is qualified. The Contractor agrees 
lo make affirmative action to employ, advance in employment and otherwise treat qualified handicapped individuals withoul 
discrimination based upon their physical or mental handicap in all employment practices such as thc following: employment, 
upgrading, demotion or transfer, recruitment, advertising, layoff or termination, rales of pay or other forms of compensation, and 
selection for training, including apprenticeship. 

(b) The Contractor agrees lo comply wiih Ihe rules, regulations, and relevant orders of the Secretary of Labor issued 
pursuant to the Act. 

(c) In the event ofthe Contractor's noncompliance with the requirements of this clause, actions for noncompliance 
may be taken in accordance with the rules, regulations, and relevant orders of the Secretarv- of Labor issued pursuant lo the Act. 

(d) The Contractor agrees lo post in conspicuous places, available lo employees and applicants for employmenl. 



notices in a form to be prescribed by thc Director, provided by or through llie contracting officer. Such notices shall stale the 
Contractor's obligation under the law lo take affirmative action lo employ and advance in employment qualified handicapped 
employees and applicants for employment, ond the rights of applicants and employees. 

(e) The Contractor will notify each labor union or representative of workers with which it has a collective bargaining 
agreement or other contract understanding, that the Contractor is bound hv the terms of Section 50.1 ofthe Rehabilitation Act of 197.1. 
and is committed to take affirmative action to employ and adv ance in employment physically and mentally handicapped individuals. 

(0 The Contractor will include the provisions of this clause in every Mibconlnicl or purchase order of $2.51X1 or more 
unless exempted by rules, regulations, or orders of the Secretary issued pursuant to Section 511.1 ofthe Act. so that such provisions 
will be binding upon each subcontractor or vendor. The Coniracior will take such aciion w ith respect to am subcontract or purchase 
order as the Director of the Ollice of federal Contract Compliance Programs may direct lo enforce such pnu isions. including action 
for noncompliance. 

SECTION 3 
CERTIFICATION OF NON-SEGREGATED FACILITIES 

The following clause shall be included in all contracts and related subcontracts exceeding $111.11(111 which are not exempt 
from the Equal Opportunity Clause. 

The Contractor certifies that it does not maintain or provide for its employees any segregated facilities nt any of its 
establishments, nnd that it does not permit iis employees to perliirm their sen ices ni any locaiion. under its control, olicre segregated 
facilities are maintained. Thc Contractor certifies further that it will nol maintain or provide for its employees any segregated 
facilities at any of its establishments, and that it will not permit iis employees to perform their services al any locaiion. under its 
control, where segregated facilities are mainiained. The Contractor agrees that n breach of this certification is a violation of Ihe Equal 
Opportunity Clause in Ihis contract. As used in this certification, the term "Segregated Facilities" means any waiting room, work 
areas, rest rooms and wash rooms, restaurants and olher eating areas, time clocks, locker rooms or other storage or dressing areas, 
parking lots, drinking fountains, recreation or entertainment areas, transportation, and housing facilities provided for employ ees 
which are segregated by explicit directive or are in fact segregated on the basis of race, color, religion, or national origin, because 
of habit, local custom, or otherwise. The Contractor agrees thai (except w here it has obtained identical certifications from proposed 
subcontractors for specific lime periods) il w ill obtain identical certifications from proposed subcontractors prior lo the award of 
subcontracts exceeding $10,000 which are not exempt from the provisions ofthe Equal Opportunity Clause, and that it will retain 
such certifications in its files. 

NOTE: The penally for making false statements in oilers is prescribed in IX U.S.C. 1001. 

The failure of a prime Contractor or subcontractor lo comply with Ihe terms of iis certification ofnonsegregaled facilities 
or with Ihe terms of Equal Opportunity Clause shall be a ground for termination or cancellation of contracts or subcontracts us 
provided in § 1 -12.805-9. 

SECTION 4 
WRITTEN AFFIRMATIVE ACTION COMPLIANCE PROGRAM 

The Contractor certifies that if it has 50 or more employees and if il anticipates sales to us in connection with government 
contracts of $50,000 or more, il will develop a written Affirmative Aciion Compliance Program for each of its establishments 
consistent with the rules and regulations published by the Department of Labor in 41 CIR Chapter 61). 

SECTION ? 
AFFIRMATIVE ACTION PROGRAMS FOR DISABLED VETERANS 

AND VETERANS OF VIETNAM ERA 

The following clauses shall be included in all contracts exceeding $10.01)0. 

(a) The Contractor will not discriminate against any employee or applicant for employ mem because he or she is a 
disabled veteran or veteran ofthe Vietnam Era in regard lo any position for which the employee or applicant lor employ ment is 
qualified. The Contractor agrees lo take allinnalive action lo employ, advnnce in employment nnd oilicrw ise treat qualified disabled 
veterans and veterans of the Vietnam Era w ithout discrimination based on their disability or veterans slalus in all employ ment 
practices such as Ihe following; employment upgrading, demotion or transfer, recruitment, advertising, lay off or termination, rules 
of pay or other forms of compensation, and selection for training, including apprenticeship. 

(b) The Contractor agrees that all suitable employment openings of ihe Contractor which exist at Ihe lime ofthe 
execution of this contract and those which occur during the performance of this contract, including those not generated by this 
contract and including those occurring at an establishment of the Contractor olher than the one wherein the contract is being 
performed but excluding those of independently operated corporate affiliates, shall he listed al an appropriate local office ofthe Stale 
employment service system wherein Ihe opening occurs. The Contractor further agrees to provide such reports to such local office 
regarding employment openings and hires as may be required. 

Stale and local government agencies holding Federal contracts of $10,00(1 or more shall also list all their suitable openings 
with llic appropriate office ofthe Slate employment service, but are nol required lo provide those reports sel forth ill paragraphs (d) 
and (3). 

fc) Listing of employment openings with ihe employ ment sen ice sy stem pursuant to this clause shall be made at 
least concurrently with the use of any other recruitment source or elfurt and shall involve the normal obligations whieh attach lo the 
placing of a bona tide job order, including the acceptance of referrals of veterans and nonvcterans. The listing of employ ment 
openings does not require Ihe hiring of any particular job applicant or from any particular group of job applicants, and nothing herein 



is intended to relieve the Contractor from any requirements in Executive Orders or regulations regarding nondiscrimination in 
employment. 

(d) The reports required by paragraph (b) of this clause shall include, but not be limited to. periodic reports which 
sholl be tiled at least quarterly with the appropriate local office or. where the Contractor has more than one luring location in a State, 
wi th the central office o f that State employment service. Such reports shall indicate for each hiring location (1) Ihe number o f 
individuals hired during the reporting period, (2) the number of nondisahled velerans o f the Vietnam lira hired. ^^) Ihe number o f 
disabled veterans of the Vietnam Era hired, and (4) the total number of disabled veterans hired. The reports should include covered 
veterans hired for on-the-job training under 38 USC 1787. The Contractor shall submit a report within 3(1 days after the end o f each 
reporting period wherein any performance is made on Ihe contract identifying dala for each hiring locaiion. The Contractor shall 
maintain at each hiring location copies of Ihe reports submitted until Ihe expiration of one year alter final payment under the contract, 
during which lime these reports and related documentation shall be made available, upon request, for examination by any authorized 
representatives o f (he contracting officer or o f the Secretary o f Labor. Documentation would include personnel records respecting 
j o b openings, recruitment and placements. 

(e) Whenever the Coniracior becomes contractually hound to ihe listing provisions o f ihis clause, it shall advise the 
employment service system in each Stole where il has establishments o f Ihe name and locaiion o f each hiring location in ihe State. 
As long as Ihe Contractor is contractually hound to these provisions and has so advised ihe Stale system, there is nol need tt) nd\ Ise 
thc Slate system o f subsequent contracts. The Contractor may advise ihe State system w hen it is no longer bound by this contract 
clause. 

( 0 This clause does not apply to the listing of employment openings which occur and are fi l led outside o f the 50 

stales, the District o f Columbia, Puerto Rico, ( i i iam. and the Virgin Islands. 

(g) The provisions of paragraphs (b), (c). (d) and (e) of this clause do not apply lo openings w hich the Contractor 
proposes lo f i l l from within its own organization or to ti l l pursuant lo a customary and traditional employer-union hiring arrangement. 
This exclusion does nol apply to a particular opening once an employer decides lo consider applicants outside of iis own organization 
or employer-union arrangement for that opening. 

fh) As used in ihis clause: 

(1) " A l l suitable employment openings" includes, but is not l imited lo. openings which occur in the 
following job categories: production and nonproduction; plant and oll ice; laborers and mechanics; supervisory and nonsupervisory: 
technical; and executive, administrative; and professional openings as are compensated on a salary basis o f less than $25,000 per 
year. This term includes full time employment of more than three (3) days' duration, and part-time employment. It does not include 
openings which Ihe Contractor proposes to f i l l from within its own organization or to f i l l pursuant to a customary and traditional 
employer-union hiring arrangement nor openings in an education institution which are restricied to students of that institution, tinder 
the most compelling circumstances an employment opening may nol be suitable for listing, including such situations where the neeJs 
o f t h e Government cannot reasonably be otherwise supplied, where listing would he contrary lo national security, or where the 
requirement o f listing would otherwise nol be for Ihe best interest of the Government. 

(2) "Appropriate office of the State employment service sy stem" means the local ol l ice o f the Pederal-Stale 
national system o f public employment offices wiih assigned responsibility for serving the area where the employment opening is lo 
be filled, including the District o f Columbia. Guam. Puerto Rico, and the Virgin Islands. 

(3) "Openings which the Contractor proposes lo fill from within its own organization" means employ menl 
openings for which no consideration wi l l be given to persons outside Ihe Contractor's organization (including any affiliates, 
subsidiaries, and the parent companies) and includes any openings which Ihe Coniracior proposes to fill Irom regularly established 
"recall" lists. 

(4) "Openings which the Contractor proposes to fill pursuant to a customary and traditional employer-union 

hi r ing arrangement" means employment openings which (he Conlractor proposes to fill from union halis. which is part o f t h e 

customary and traditional hir ing relationship which exisls between the Coniracior and representatives ol" its employees. 

( i ) The Contractor agrees lo comply with the rules, regulations, anil relevant orders of the Secretary o f Labor issued 
pursuant lo the Act. 

( j ) In Ihe event ofthe Contractor's noncompliance with Ihe requirements of this clause, actions for noncompliance 
may be taken in accordance with the rules, regulations and relevant orders o f the Secretary o f Labor issued pursuant to the Act. 

(k) The Contractor agrees to post in conspicuous places, available lo employ ees and applicants for employment, 
notices in a form to be prescribed by the Director, provided hy or through the contracting officer. Such notice shall stale the 
Contractor's obligation under Ihe law to lake affirmative action to employ and advance in employment qualif ied disabled veterans 
and veterans o f t he Vietnam Era for employment, ond ihe rights o f applicants and employees. 

( I) The Contractor wi l l notify each labor union nr representative of workers with which il has a collective bargaining 
agreement or other controct understanding, that the Contractor is bound by the lerms of the Vietnam l i ra Veterans Readjustment 
Assistant Act, and is committed lo take affirmative action lo employ and advance in employment qualif ied disabled velerans and 
velerans o f the Vietnam Era. 

(m) The Conlractor wi l l include Ihe provisions of this clause in every subcontract or purchase order o f SI 0.000 or 
more unless exempted by rules, regulations, or orders o f the Secretary issued pursuant lo the Act. so thai such provisions w i l l be 
binding upon each subcontractor or vendor. The Contractor w i l l take such aciion with respect to nny subcontract or purchase order 
as Ihe Director of the Off ice o f Federal Contract Compliance Programs may direct to enforce such prov isions, including aciion for 
noncompliance. 
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SECTION 6 
UTILIZATION Of SMALL BUSINESS CONCERNS 

AND SMALL BUSINESS CONCERNS OWNED AND 
CONTROLLED BY SOCIALLY AND ECONOMICALLY 

DISADVANTAGED INDIVIDUALS 

The following clause shall he included in all contracts over $10,000 except contracts lor sen ices which are personal in 
nature and contracts which will be performed entirely (including all subcontracts) outside any Slate, territory, or possession ofthe 
United States, the District of Columbia, or the Commonw ealth of I'uerto Rico. 

(a) It is llie policy of (he United Slates (hat small business concerns and small business concerns owned and 
controlled by socially and economically disadvantaged individuals shall have the maximum practicable opportunity to participate 
in the performance of contracts let by any Federal agency. 

(b) The Contractor hereby agrees to carry out Ihis policy iu Ihe awarding of subcontracts to the fullest extent 
consistent with Ihe efficient performance of Ihis contract. The Contractor further agrees to cooperate in nny studies or surveys as 
may be conducted by the Small Business Administration or thc contracting agency w hich may be necessary to determine the extent 
ofthe Contractor's compliance with this clause, 

(c) As used in Ihis contract: 

(1) The term "small business concern" shall mean a small business as defined pursuant lo Section 3 of the 
Small Business Act and relevant regulations promulgated pursuant thereto. 

(2) The term "small business concern owned and controlled by socially and economically disadvantaged 
individuals" shall mean a small business enncern-

(i) which is at least 51 per centum owned by one or more socially and economically disadvantaged 
individuals; or in the case of any publicly owned business, at least 5I per centum of the slock of w hich is ow ned by one or more 
socially and economically disadvantaged individuals; and 

(ii) whose management and daily business operations are controlled hy one or more of such individuals. 

The Conlractor shall presume thnt socially and economically disadvantaged individuals include Black Americans. 
Hispanic Americans, Native Americans, Asinn-Pacilic Americans, and other minorities, or any olher individual found 10 be 
disadvantaged by the Small Business Administration pursuant to Section K(a) ofthe Small Itusiness .Act. 

(d) Contractors acting in good faith may rely on w ritten representations hv their subcontractors regarding their status 
as a small business concern or a small business concern owned and controlled by socially and economically disadvantaged 
individuals. 

SECTION 7 
UTILIZATION OF WOMEN-OWNED BUSINESS CONCERNS 

The following clause shall be include in all contracts expected to exceed S 10.000 except eomracis whieh. including all 
subcontracts thereunder, are to be performed entirely outside the United Stales, its possessions. Puerto Rico and the Trust Territory 
ofthe Pacific Islands, and contracts for services which are personal in nature. 

(a) It is Ihe policy of the United Stales Government thnl women-owned businesses shall have the maximum 
practicable opportunity to participate in the performance of contracts awarded by any Federal agency. 

(b) The Conlractor agrees to use its best efforts to carry out Ihis pnlicy in the aw ard of subcontracts to the fullest 
extent consistent with the efficient performance of this contract. As used in this contract, a "w oman-ow ned business" concern means 
a business (hat is al least 51 per centum owned by a woman or women who also control and operate i l . "Control" in this context 
means exercising the power to make policy decisions. "Operate" in this context means being actively involved in the day-to-day 
managemenl. "Women" means all women business owners. 
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