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1 " OPERATING A G R E E M E N T 

3 THIS AGREEMENT, entered into by and h~-~n PENNZOIL COMPANY 

4 : . , herrinahg i W t - n f ! T-V1 

5 referred to as ' 'Operatorand the signatory party or parties other than Operator, sometimes hereinafter referred to W J I V - M ' T bereb 
6 as "Non-Operator", and collectively as "Non-Operators". 

7 
8 WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the ~r<——t-? ~x 
12 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gzs iacress i x tbe 
12 production of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 
17 DEFINITIONS 
18 

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

20 A. The :erm "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gasexs brcroarbaras 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is sperincaET g-ar«<4 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts ot fcod 
23 lying within tie Contract Area which are owned by the parties to this agreement. 

24 C. Tne term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of knd bring wiihri the 
25 Contract Are: which are owned by parties to this agreement. 

26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interess ir- - i v V co be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil md 22s »' 
28 are described n Exhibit " A " . 

29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rufe of err sine or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the driUiag m^- as ssabEsh-
31 ed by the panern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The erm "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Parry" shall mean a party who agrees to join in and pay its share d the cost of 
34 any operation conducted under the provisions of this agreement. 

35 H. Tne terms "Non-Drilling Pany" and "Non-Consenting Party" shall mean a parry who elects net tc paroripzie 

36 in a proposed operation. 

37 
38 Unless the context otherwise clearly indicates, words used .in the singular include the plural, the phiral bcLacs ne 

39 singular, and the neuter gender includes the masculine and the feminine. 

40 

41 ARTICLE I I . 

^2 EXHIBITS 

•O 

44 Tne folic wing exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 2 A. ExhiWt " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Cil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 CX B. Exhibit " B " , Form of Lease. 
52 (2 C. Exhibit "C" , Accounting Procedure. 
53 E D.. Exhibit " D " , Insurance. 
54 CX E. Exhibit "E" , Gas Balancing Agreement. 
55 CX F. Exhibit "F" , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 V.niii-i'Tiagifir- fUBHWHttiHiTirTWfflfHg 
57 If any provision of any exhibit, except Exhibits " E " JESSJB23J, is inconsistent with any provision i-rmrjiib—* ia .the torV 
58 of this agreement, the provisions in the body of this agreement shall prevail. 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
6 C 

1 
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1 ' ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 
4 A. Oil and d s Interests: 
5 

6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for iTJ purposes of this ; r • •.. *— 

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " \ aad ths onsrs-r theme 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 
10 B. Interests o:r Parties in Costs and Production: 

11 
12 Unless charged by other provisions, all costs and liabilities incurred in operations under this agreement be bcrzs zr_c 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parries as their lett-res-.*- zrt 
14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contract Are2 street to the 
15 payment of royalties to the extent nf One-e i f j h t h ( l / 8 t h ) which shall be bome as hereinzhi: ss: frrrh. 
16 
17 Regardiess of which pany has contributed the lease(s) and/or oil and gas interests) hereto cn which rcyairrr is cue zr_c 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and <h s'• pzy cr c-e£rv—•. cr 
19 cause to be paid cr delivered, to the extent of its interest in such production, the royalty amount stipulated hereir-abeve ir.-d zzli the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher th^r. tie price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner shcuid d-— â x: 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalry burcsa " — ' — - v - —• 
23 such higher pric:. 
24 

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

26 

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

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to ar.v rrrslrr. 
30 overriding royally, production payment or other burden on production in excess of the amount stipulated in Article LTLB_ srch Tirrr sc 
31 burdened shall aisume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto hirer-less free: zrrr 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequertly Created Interests: 

35 

36 If any par'7 should hereafter create an overriding royalty, production payment or other burden payable out ci rrccurrioo 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth ir. Exhfr-ir "A*", or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is nc: a jointly acirc--".£C«c zr.; 
39 accepted obligat on of all parties (any such interest being hereinafter referred to as "subsequently created interest"" L—sscerf r t a the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereir^rher referred 
41 to as "burdened party"), and: 
42 .-• •* 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties. H\ cr 2 rxreks 

44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive siid - "Vi—-•— zzd. cr 

45 production free and clear of said subsequently created interest and the burdened party shall inderrr.ify and save said ether parry. 

46, or partis, harmless from any and all claims and demands for payment asserted by owners of the subsequently crsiii-d interest 

47 and, 
48 _ 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Ardcl-e *« sraZ be 
50 enforceible against the subsequently created interest in the same manner as they are enforceable against the strcr; ir-teres; d 

51 the burdened party. 

52 

53 ARTICLE IV. 

54 TITLES 

55 
56 A. Title Examination: 
57 ^ 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of dri l l ig cr^rrd-ccs cc. if 
59 the Drilling Parties so request, tide examination shall be made on the leases and/or oil and gas interests induced, or f ^ r s ^ i xz be r i r ix : -
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royihr. c>-errsd=t 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party cor.triburir.g leases zcicrr zr>i 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts fmdudir.r, 'Vd-erii l-tase scxr_s 
63 reports), title opinions, tide papers and curative material in its possession free of charge. All such infcrrr.aticri nc: ir. the rr-ss^s:^ cc' cr 
64 made available to Operator by the parties, but necessary for the examination.of the title, shall be obtained by Oreritrr. Cc-rz-^r ST-LI 
65 cause title to b; examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be i-^r~sbfi~:: e i ± pirry 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 - 7" 
68 • Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary. srrr-ler-ecril. 
69 shut-in gas royilty opinions and division order title opinions) shall be a part of the administrative overhead as prc-Td-ed "— Errfrrt ""C". 
70 and shall not te a direct charge, whether performed by Operator's staff attorneys cr by outside ir.crr.eys. 

. 1 . 
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ARTICLE IV 
continued 

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

10 This shall not srevent any party from appearing on its own behalf at any such hearing. 
11 

12 No well snail be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and f^anMMi^r tn i ^^MHMar t - aaaHHai -^ -BH-HiMfc tide has been accepted by all of the parries who are to par-
14 ticipate in the drilling of the well. 
15 

16 B. Loss of T i t le : 

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

37 (e) Any liability to account to a third parry for prior production of oil and gas which arises by reason of tide failure shall be 
3S borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and. 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto'that each shall defend title to its interest and bear all expenses in 

41 connection therewith. 

42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight, any rental, shut-in well 
-v. payment, mini num royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates. 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secure a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper pavment, 
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termini.tion of the lease involved, and the pany who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Asea on account of ownership of the lease or interest which has terminated. In the event the parry who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (out not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proce-ids of oil and gas, less operating expenses, theretofore accrued to the credit of the test interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, ^ 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any parry who is, or becomes, the owner of therinterest 

61 lost, for the privilege of participating in the Contract Area or becoming a pany to this agreement. . ^_ 

62 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l . and IV.B.2. above, shall be jointhosses 
64 ar.d shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 

65 the Contract Area. j ' -

67 ' '-„\ 

65 • - -

69 ' '- ~ 7 ^ 
70 — 
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! ARTICLE V. 

2 - OPERATOR 

3 
4 A. Designation and Responsibilities of Operator: 
5 PENNZOIL COMPANY 
6 _ shaU be the 
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as p— aun* — 
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and wcnimanHke rna-n-ser. bat k shaU 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as rs-ry resti trotn gross 

10 negligence or willful misconduct. 
11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

1. Resignation or Removal o f Operator: Operator may res ign at any t i r e t v c i v : r ; r 
w r i t t en not ice thereof to Non-Operators. I f Operator terminates i t s leca". ex is t=- .c -
no longer owns an i n t e r e s t hereunder in the Contract Area, or i s no loncer capable 
of serving as Operator, Operator shal l be deemed to have resigned w i thou t z~v ac t i c r . 
by Non-Operators, except the se lec t ion of a successor. Operator may be r e e v e d at 
the e lec t ion c f Non-Operator i f i t f a i l s or refuses to car ry cut i t s dut ies hereunder, 
or becomes i r s o l v e n t , -bankrupt or i s placed in rece iversh ip or f o r any reason ou t ­
l i ned in A r t i c l e XV. E. Such res ignat ion or removal sha l l not beccrr.e e f f e c t i v e - j r t i ! 
7:00 o 'c lock A.M. on the f i r s t day of the calendar month f o l l o w i n g the e x p i r a t i o n c f 
ninety (90) cays a f t e r the g iv ing of not ice of res igna t ion by Operator c r a c t i o n 
by the Non-Operators to remove Operator, unless a successor Operator has beer, se lec ted 
and assumes the dut ies of Operator at an e a r l i e r date. Operator, a f t e r e f f e c t i v e date 
of res ignat ion or removal, sha l l be bound by the terms hereof as a ' ion-Operator . .-. 
change of a corporate name or s t ruc tu re o f Operator or t r ans fe r o f Operator 's i n t e r e s t 
to any s ingle subs id ia ry , parent or successor corporat ion sha l l not be the basis f o r 
removal of Operator. -

2. Select ion of Successor Operator: Upon the res ignat ion or rerr.oval o f O r e r e t c r , 
a successor Operator sha l l be selected by the p a r t i e s . The successor Operator s h a l l 
be selected from the par t ies owning an i n t e r e s t in the Contract Area at the t ime such 
successor Operator is se lec ted. The successor Operator sha l l be se lec ted by the 
a f f i rma t i ve vote of one (1) or more par t ies owning a ma jo r i t y i n t e r e s t based on 
ownership as shown on Exhib i t "A" remaining a f t e r excluding the vc t i ng i .-. te-est c f 
the Operator that was removed. 

. i immaii uaju i i me UMJAJ la.g, piFigmng g Cti area. £ r: sc 
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shaU not 

42 rates in the ares and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are ctx=r>er>rec_ *=.J 

43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area hi crcrracrs cc rr.-
44 - "dependent contractors who are doing work of a similar nature. 

45 

46 

47 

48 
49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 
51 

52 A. Initial Well: 

53 
54 On or before the day of , 19 , Operator shall cc-mmence the drGErE of a w-Ti for 
55 oil and gas at the following location: 

* 1980' FNL & 1980' FEL Section 4-T17S-R37E, N.M.P.M., Lea County, New Mexico 
58 
59 
60 and shall thereifter continue the drilling of the well with due diligence to a d e p t h S u f f i c i e n t t o c d e c - t £ l •' 
61 the Strawn Formation or to a depth of 11 ,500', whichever is the lesser de-trr- J 

62 -• ' . 
63 
64 ~[j 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further driliirig i r ^ r r ^ r i i is er.-
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. ^z~~~~~-*— 
67 I f V " : ; . 
68 Operator ;hall make reasonable tests of all formations encountered during drilling which give indication cf cocc2i-£r.e o£ z=,J 

69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fcr-rurxS a -^bx± 
70 event Operator shall be required to test only the formation or formations to which this agreement may ap--!y. ~ >^T— -"T^— 
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ARTICLE V I 

continued 

1 I i . in Operator's judgment, the weli will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 

3 

4 

5 
6 B. Subsequent Operations: 
7 

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

-0 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a wefl shall give the 
11 other parlies written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which tc notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a erill-
1^ ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shaU be 
15 limited to forty-eight (4S) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a parry receiving such notice to reply wi-hir. 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration o; the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on kxca-
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
2 7 aminatiun or curative m-ner required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI , if the 
28 actual operatior 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 be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 

34 2. Operations by Less than All Parties: If any pany receiving such notice as provided in Article Vl .B. l . or VH.D.1. (Option 
35 No. 2) elects ne t to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the partv or parties 
36 giving the notice and such other panies as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thiny (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Pany, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VLB.2., shall comply with all terms and con-

43 ditions of this agreement. 

45 
46 
47 If less than all parties approve any proposed operation, the proposing parry, immediately after the expiration o: the applicable 
48 notice period, <haU advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 

70 

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvedin such 
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
sole cost, risk ;,nd expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results rn a pro­
ducer of oil and/or gas in paving quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk 

:B 
^ „ t T _ 

• ; - f \ - \ -

- 5 • 
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1 and the v>eli shall then be turned over to Operator and shall be operated by it at the expense and ior the account ci the Cocstr.zr:£ Psr-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consen~* Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Pany shall be deemed to have relinquished to Cccse™:£ Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Noe-CToasennag 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the -refl. or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalry, overriding royalty aac other in-
7 terests not excepted by Article HID. payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 

10 

11 
12 (a) 100% cf each such Non-Consenting Party's share of the cost of any newly acquired surface equipment bey cod the wellhead 
13 connections (inc.uding. but not limited to, stock tanks, separators, treaters, pumping equipment and piping! plus 100% oc such 
14 Non-Consenting Pany's share of the cost of operation of the well commencing with first production and continuing until such Noo-
15 Consenting Pany's relinquished interest shall reven to it under other provisions of this Artide, it being agreed that ^--h Non-
16 Consenting Pan/s share of such costs and equipment will be that interest which would have been chargeable to such Noo-Coosen-cig 
17 Party had it participated in the well from the beginning of the operations; and 
IS 
19 
20 
21 (b)_300_.% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing ana p 
22 after deducting ;ny cash contributions received under Article VULC, and of that portion of the cost of newly acquired ecuir-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consentins Party if h hid 

24 participated theiein. 

25 

26 
27 
28 An electior not to partidpate in the drilling or the deepening of a well shall be deemed an election not to paradbate in anr re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election arcliec that is 
30 conducted at an;.' time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Arsv sych 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed pan of the cost of operation cf said weTl 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of ± e ccscs of 
33 the reworking oi plugging back operation which would have been chargeable to such Non-Consenting Pany had it partidpated therein- If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Artide \1_B. shall be zr> 
35 plicable as between said Consenting Parties in said well. 
36 
57 
3S 
39 During the period of time Consenting Panies are entitled to receive Non-Consenting Pany's share of production, cr the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and ether 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Pany's share of production not excepted by Ar-

42 tide II1.D. 

43 
4-, - -
45 
46 In the cas; of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permi—ed tc use. free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain undiar.-td: arid upon 
48 abandonment cf a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account tor aU such eqtirr-

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

50 
51 
52 
53 Within skty (60) days after the completion of any operation under this Article, the pany conducting the opera-docs for the 
54 Consenting Panies shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the -eZL aod za 
55 itemized "statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production: or. st hs 
56 option, the operating parry, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of r^ccthly biH-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the parrr ctr.cr.ic—:2 rise 
58 operations for ihe Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs aod Ha>jries 12-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amour:: of proceeds 
60 realized from tie sale of the well's working interest production during the preceding month. In determining the quantirr cf c3 and £25 
61 produced durir.g any month, Consenting Panies shall use industry accepted methods such as, but not limited to. meterir.r or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with anv such operation 
63 which would have been owned by a Non-Consenting Party had it partidpated therein shall be credited against the total unrerurKC cess 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Pxnv shiD re-.er: to c as 
65 above providec; and if there is a credit balance, it shall be paid to such Non-Consenting Pany. 

66 
67 
68 
69 
70 
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1 I; and whe- the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for aic%£. 
2 the relinquished interests ol such Non-Consenting Parry shall automatically revert to it. and, from and after such reversion, such Non-
3 Consenting Par y shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Pany would have been entitled to had it participated in the drilling, reworking, deepertirig or plugging 
5 back of said well Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate pan of the further costs of 
6 
7 
8 
9 

10 i->uiwiui3iaiiuuig uie piuvuioiji oi una /-uut-ic vi.o.-., 11 is agreeo mat wjtnout tne mutual consent ol all parties, : 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing. i r - W 
12 well conforms tD the then-existing well spacing pattern for such source of supply. 
13 

14 
15 
16 Tne provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Artide \TA_ 
17 except (a) as to Artide VH.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial wel 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or. if initiallv competed for oro-
19 duction, ceases to produce in paying quantities. 

20 
21 
22 

23 3. Stand-B.- Time: When a well which has been drilled or deepened has reached its authorized depth and all tes^ have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a pany'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 deecen-
26 ing operation ju:;t completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 firs: occu-s, and prior to agreement as to the partidpating interests of all Consenting Parties pursuant to the terms of the second erzrr.-
28 matical paragraph of Article VLB.2, shall be charged to and borne as pan of the proposed operation, but if the proposal is subsecueatiy 
29 withdrawn beea jse of insuffident partidpation, such stand-by costs shall be allocated between the Consenting Parties in tie prcoo. Jen 
30 each Consenting Pany's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Ccasencng Par-

31 ties. 
32 

33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a ' 'deepening"' coeracoa shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to char.ee the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical diff culties. Any parry having the right to partiripate in a proposed sidetracking operation that does not own an interest =n the 
39 affected well bcre at the time of the notice shall, upon electing to partidpate, tender to the well bore owners its proportionate share (eoual 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 

42 
43 
4̂ (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual ccsts incurred in 

45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

46 
47 
48 
49 (b) U the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis oi the ~el"s 
50 saivable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in arrordir.ce with the 

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

52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any parry may request and 
57 receive up to dght (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for aU stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, srznd-
59 bv costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecting par-
60 ry's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. Ln AU other ia-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. , ^_ 

62 .- • - . 
63 - ~ 
64 
65 C TAXING PRODUCTION LN KIND: 2 

66 
67 Each parry shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the"Cocrtr>r. .Area, 
68 exclusive of production which may be used in development and produdng operations and in preparing and treating cO and rzs fer 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taxing in kind or separate disposition by any 
70 party cf its proportionate share of the production shall be borne by such pany. Any parry taking its share of productior. ir. iti=d V - J " be 
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1 required ;o pay lor only its proportionate share of such pan of Operator's surface facilities which it uses. 

2 

3 Each pany shall execute such division orders and contracts as may be necessary for the sale of ia interest in prodnrticn from 

4 the Contract Area, and. except as provided in Article VI1.B., shall be entitled to receive payment directly from the pur eraser thereof ix 

5 its share of all rroduction. 
6 
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at trill by the partv owrrns c_ bet not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-takiaa rarrr a: the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject alwavs tc the rUht of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all oil cm rrrriocsl-v 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reisccirle rtrvjes oc* 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event ior a r«riod in -T.-^T 
14 of one (1) year. 
15 
16 ln the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines zadcr 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total CJS ^ 3 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with anv cs balatKnrif. 

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

20 

21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe ccrs-ations. 
24 and shall have sccess at reasonable times to information pertaining to the development or operation thereof, inclucinj Operator's boois 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies cf aU forms or recens Se: whs. 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports o; stock or. hand ar the 5rsc of 
27 each month, ard shall mike available sarr,pl?s of any cores or cuttings taken from any well drilled on the Cccrran .Ares. Th? rest of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
3 2 . A n y 
33 1. Abandonment of Dry Holes1"^MBBBMMMaB5^ttaBB^BriaiMBMjBHaBMBHrtMe^8^aaBiaW>- well which has been 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a drv hole.shail not be piueeed and abaradaaed 
« v r n • i P r ^ l c l P A w p e ^ r i l . T i n a thereof. . / T T ^ ™ 
35 without the cor sent of all paruesAihoula Operator, alter diligent efton, be unable to contact any parry, or shoula any parrr u£l o reohr 
36 within forty eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt cf notice cf the proposal to p".t;£ inc ar m dec 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and ar2nd0r.ee in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilline rr ceerertinE 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and err rue: rarrhsr 

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

41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been <-—.-;<—rr, 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been crmrleted as z 

" producer shall not be plugged and abandoned without the consent of all parties. If all parties consent ro ŝ ch abandonment, rhe wel <.--~ 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense o: all the panies hereto, i i . within 
^6 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandcement c: SL:ci weL 
47 those wishing to continue its operation from the interval(s) of the formation(s) then open to production shaU tender :o each cf ± r crher 
4S panies its proportionate share of the value of the well's salvable material and equipment, determined ir, accordance whh rhe —c-visLmi cd 
49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abar.d—.ir.g caret Q-»" assign 
50 tiie nor.-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fimess for use o: the erairrnir.: and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. b j : enly as tc. ± e —-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning parry is cr inoudes an cu and 
53 gas interest, such pany shall execute and deliver to the non-abandoning pany or parties an oil and gas lease, limited to the interval or nt-
54 tervals of.the formation or formations then open to production, for a term of one (1) year and so lone thereafter as o3 and :r cas is pro-
55 duced from thi; interval or intervals of the formation or formations covered thereby, such lease to be on the form 2raa±;c as Ejcuz-h 56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
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1 " B ' • T n e assignments or leases so limited shall encompass the "drilling unit"' upon which the well is located. The payments and the 

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

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 

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

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have rhe option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subiect to the pro-
12 visions hereof. 
13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or VI.E.2. above shall be applicable zs burn m i 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no wdZ •thi'P be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notiSed 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Artide 
IS VI.E. 
19 
20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 Tne liability of the parties shall be several, not joint or collective. Each party shal] be responsible only for its obEsetiotss, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordinelv, the Eens Granted 
27 among the partie. in Article VI1.B. are given to secure only the debts of each severally. It is not the intention of the parries to create, nar 
28 shall this agreem mt be construed as creating, a mining or other partnership or assodation, or to render the parties liable as partners. 
29 
30 B. Liens and ?ayment Defaults: 
31 

32 Each Non-Cpernor grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security fateres: in its share 
33 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 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Corrimerciil Code of the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suh and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise ai'ect the Een 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the pavrnen: c: its share 
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 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 raid. Each 
40 purchaser shall b? entitled to rely upon Operator's written statement concerning the amount of any default. Operator grans a Eke Een 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor bv 
4* Operator, the noi-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the rmepcrtion that 
45 the interest of each such party bears to the interest of all such parties. Each parry so paying its share of the unpaid amount shaL to obtain 
46 reimbursement nereof. be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 

50 Except as herein otherwise spedfically provided, Operator shall promptly pay and discharge expenses incurred in the ce-. doprsent 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their restrictive proper -
52 tionate shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder. 
53 showing expenses incurred and charges and credits made and received. 
54 

55 Operator, a: its election, shall have the right from time to time to demand and recrive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next saareedme 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, toeetber 
58 with an invoice f Dr its share thereof. Each such statement and invoice for the payment in advance of estimated expense shaU be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimee »ithin 
60 fifteen (15) days niter such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tie amount 
61 due shall bear m erest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and jcrjal ex-

62 pen$e to the enc that each party shall bear and pay its proportionate share of actual expenses incurred, and no more 

63 
64 D. Limitation of Expenditures: 

65 _ 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well driiied cr deepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall indude: ; 
68 

69 ' - /-* 
70 

.0. 
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'_ Option No. 1: All necessary expenditures lor the drilling or deepening, testing, completing anc equipping o: the well, inducing 
necessary tankage and/or surface fadlities. 

S Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate nodes 
to the Non-Oj>erators who have the right to partiripate in the completion costs. The parties receiving such notice shaU have forty-eight 
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to partidpate in the setting of casing and the compaction at­
tempt. Such election, when made, shall'include consent to all necessary expenditures for the completing and equipping of such wefl, in­
ducing necessary tankage and/or surface fadlities. Failure of any party receiving such notice to reply within the period above <"-*»d dul l 
constitute an election by that parry not to partidpate in the cost of the completion attempt. If one or more, but less than all of the parties, 
elect to set pipe and to attempt a completion, the provisions of Artide VI.B.2. hereof (the phrase "reworking, deepenine or plugging 
back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
than all parties. 

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a weU reworked or 
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging bade cd a weU shall 
include all necessary expenditures in conducting such operations and completing and equipping of said welL including necessary tankage 
and/or surface facilities. 

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably esdrnated 
to require an expenditure in excess of Twenty TfidUSand D r i l l a r s ft n n / l f i n Dollar fS ? n n n n nn ) 

except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood cr other sudden 
emergency, whether of the same or different nature, Operator may take 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. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 

an information copv thereof for any single project costing in excess of Ten Thousand Dn"l"lar<; fi n n / I O n 
E>ol!ars ($ 1 0,QOQ, QQ ) D u t t^ e amount first set forth above in this paragraph. 

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid bv the 
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own ar.d have con­
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and oa 
behalf of all stch parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
failure to makr proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay­
ment is requir?d to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro­
visions of Article IV.B.2. 

Operator shall notify Non-Operator of the antidpated completion of a shut-in gas well, or the shutting in or return to production 
of a produdng gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
N on -Opera tor. the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in we2 pavment 

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

F. Taxes: 

Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all properrv 
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
become delinq jent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to ir.clude^but no: 
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over­
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit oi the owner or 
owners of sudi leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit o: such reduc­
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then nc^-ithssnding 
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
the manner provided in Exhibit "C" . 

If Opera.or considers any tax assessment improper. Operator may, at its discretion, protest within the time ar.d-manner 
prescribed by aw, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter­
mination. During the pendency of administrative or judidal proceedings. Operator may elect to pay, under protest, all such taxes and any 
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the ux for the vr-r.t ac­
count, together with anv interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 
provided in Exhibit "C" . _ 

Each pany shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or w-lth respect to 
the production or handling of such party's share of oi! and/or gas produced under the terms of this agreement. 
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ARTICLE M I 
continued 

1 G. Insurance 

2 

3 At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensarioc law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under sad cnm-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "CT". Operator shaU 
6 also carry or pre vide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to aad m*Tr a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's • ; ^ r u r ^ 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 

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

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

12 
!3 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be suaendered b whote 

19 or in part unle;s all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other carries do not 
22 agree or consent thereto, the pany desiring to surrender shall assign, without express or implied warranty of title. aS ot hs interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located therecn and any righs in production 
24 thereafter secur<;d, to the parties not consenting to such surrender, lf the interest of the assigning party is or includes an 03 and gas b -
25 terest, the assigning pany shall execute and deliver to the pany or parties not consenting to such surrender an oO and gas lease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on Lie form attached hereto as Exhibit " B " . Upon such jssignme.it or lease, the ?ssigning partv shall be renev-d frcrc aU 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of anv weU 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The pany assignee or lessee <-"*»"* pay to the 
31 pany assignor o- lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assEned or iezs-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 
33 salvaging and tie estimated cost of plugging and abandoning. Ii the assignment or lease is in favor of more than one parry. the interest 
34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 
35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or strrencerinz 
37 pany's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acrease 
3g assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions oc this 
39 agreement. 
40 

41 B. Renewal or Extension of Leases: 

42 

43 Ii any parry secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified prtrmrtlv. and 
^4 - shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 ponionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in properties to the 

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

48 

49 Ii some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shaU be owned bv the partis 
50 who elect to paticipate therein, in a ratio based upon the relationship of their respective percentage of participation Ln the Centra— Area 
51 to the aggregate of the percentages of participation in the Contract Area of aU parties participating in the purchase of such renewal ie-sc. 
52 Any renewal l<rase in which less than all parties elect to participate shall not be subject to this agreement. 
53 
54 Each parr/ who participates in the purchase of a renewal lease shall be given an assignment of its proportionate tnteres; therein 

55 by the acquiring parry. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the eccpirinE lease 
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease tarea or coo-
60 tracted for mor; than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall DOC be ss-bject to 
61 the provisions of this agreement. • -~ 
o2 -" :.:y 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. — 
64 
65 C. Acreage or Cash Contributions: _* _ 

66 • —; - . 
67 While this agreement is Ln force, if any party contracts for a contribution of cash towards the drilling of a vrtll or IHT other 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilUng or other oper-ticc and shall be 
69 applied by it against the cost of such drilling or other operation, lf the contribution be in the form of acreage, the party :o ai-cm the coc-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties ir. the prc^orty-fts 

-11-
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ARTICLE V I I I 
continued 

1 said Drilling Panies 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 pany shall promptly notify all other parries of any acreage or cash attributions 
3 it may obtain in suppon of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
4 tional rights to tarn acreage outside the Contract Area which are in suppon of a well drilled inside the Contract Area. 
5 

6 If any parr;- contracts for any consideration relating to disposition of such parry's share of substances produced hereunder, such 

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

8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
12 party shal] sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area aad in weCs, 
13 equipment and production unless such disposition covers either: 
14 
15 1. the entire interest of the pany in all leases and equipment and production; or 
16 
17 2. an equa undivided interest in all leases and equipment and production in the Contract Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any pany shall be made expressly subject to this agreement 
20 and shall be male without prejudice to the right of the other parties. 
21 
22 lf, at any tme the interest of any pany is divided among and owned by four or more co-owners, Operator, at its discretion, mav 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
24 and approve anc pay such pany's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
25 pany's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 
26 into and execute all contracts or agreements for the disposition of their respective shares of the oD and gas produced from the Contract 
27 Area and they shall h?ve the right to receive, separately, payment of the sale proceeds thereof. 
28 

29 E. Waiver of Rights to Partition: 

30 
31 If permitted by the laws of the state or states in which the property covered hereby is located, each parry 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 in severalty hs undivided 
33 interest therein. 
34 ..... - -
35 mm^i'mm^UHimmi M*lt*tit** 

36 
37 . | ^ g w . u ""'| ^--:-- ' - -" i 1 -•- p " "i :~>™~~.r . . - J ~ - . i : . ... . •• -.. - y . . , r ,J • i ' ' f*i M I I 

38 Area, itsrTaTrprT*-ady_give written notice to the other parties, with full information concerning its proposed sale. u^Lch-seaTmdude the 
39 name and address of rhf prrrp-^Trr-.finj^hns^r (who must be ready, willing and able to pur(±aseVjh^^ttrtnasTprice, and aE other terms 
40 of the offer. The other parties shall then havean"Opisea-i_pnor right, for a r̂ riod_oX^*rrtTtTTdays after receipt of the notice, to purchase 
41 on the same terms and conditions the interest which the i iliujVjTJ7 1 " .Tnesto sell; and, if this optional right is exercised, the purchas-
42 ing panies shal] share the purchased interestjn_<tJ-£-e«rpornOT that the interestcT^Sri^>bears-itothe total interest of all purchasing par-
43 ties. However, ihere shal! bejiiD-p-efeTenual right to purchase in those cases where any p-iny "T-^**Tr r-Qrteage its interests, or to 
4^ dispose ofJt£jnj.--«*si5ymerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsndlary^ -̂p ĵ-er̂ tccTO 
45 ,pM-y*rr:*riri i uinidi'rv -if a parent company, or to any eempa-,; i.1. uliiih m j um ^ a i j umis i nujjlky uf iliu sUXl. * 
46 
47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
51 for profit between or among the panies hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 19M, as per-
55 mined and auth prized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
56 ecute on behalf of each pany hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each pany hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requireB bv the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such pany shall give any notices or take f i v other 
61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which Lhe-Contract 
62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Chapter 1, 
63 Subtitle " A " , cf the Internal Revenue Code of 1954. under which an election similar to that provided by Section 761 of the Code*ts per-
64 mined, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foreeoTng elec-
65 tion. each such pany states that the income derived by such party from operations hereunder can be adequately determined without the 
66 computation of partnership taxable income. ,-r—~*-^ 

67 ^':~^.;;\ 
6S • 
69 T^r. 
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1 ARTICLE X. 

2 ' CLAIMS AND LAWSUITS 

3 
4 Operator may settle any single uninsured third parry damage claim or suit arising from operations hereunder if the expeacisire 
5 does not ~r~A Ten Thousand Dollars & no/100 - - rw-^ 
6 «10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for ser-jesaest ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the dakn or suit, t-nWt such aatauttu is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit be at tbe joint ex-
9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if aay pacxr B 

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

12 or suit involvirg operations hereunder. 

13 

14 ARTICLE X I . 

15 FORCE MAJEURE 

16 

17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, ocher than 
IS the obligation to make money payments, that party shall give to all other parties prompt written notice of the force caje-ire wrch 
19 reasonably full particulars concerning it; thereupon, the obligations of the pany giving the notice, so far as they are affected by the force 
20 majeure, shall l>e suspended during, but no longer than, the continuance of the force majeure. The affected parry shaU use aU reasonable 

21 diligence to remove the 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 shal be entireiy 

25 within the discretion of the party concerned. 

26 

27 Tne term "force majeure", 2S here employed, shall mean an aa of Cod, strike, lockojt, or other mdustrial diszurtanve. i - t 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 the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 
35 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
\~j the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
3g shall be deemec given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when depositee in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to aU ether parties. 

42 

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, title or interest in or to any 

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

49 
50 LJ Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in icrct as to arly part 

51 of the Contract Area, whether by production, extension, renewal or otherwise. 

52 

53 GO Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any rxoviskx- of this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such weU or 
55 wells produce, or are capable of production, and for an additional period of 50- days from cessation of all prod-jcrkst: provided. 
56 however, if, pr.or to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, re-rc-riting. deepers-
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 if production results therefrom, this agreement shall continue in force as provided hererm In the event the 
59 well described ;n Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is prodaenc. or arable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging bids cirlrrvrork-
61 ing operations are commenced within QQ days from the date of abandonment of said well. ^ 
62 3 - -
(33 h is agreed, however, that the termination of this agreement shall not relieve any party hereto from any IL-KLcy wtSrh has 
64 accrued or atuched prior to the date of such termination. 
65 ~ . 
66 . 
67 : ' • " 
68 - - -pr- . 
69 . ~~ 
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1 ARTICLE XIV. 

2 - COMPLIANCE WITH LAWS AND REGULATIONS 

3 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the vaSd rules. 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federaL state, and local kr»rs_ or-
8 dinances, rules, -egulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-pen'omance. breach. 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and deterrnined by the law of the a *hk i i 
14 the Contract Ana is located. If the Contract Area is in two or more states, the law of the sate of _ NEW MEXICO 
15 shall govern. 
16 
17 C. Regulator/ Agencies: 
18 
19 Nothing hwein contained shall grant, or be construed to grant, Operator the right or authority to waive or release acre rizbs. 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders -rcxnxueated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of welis, on tracts oefsei-

22 ting or adjacent to the Contract Area. 

23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, mjaries, r*-4-->̂  
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation oc applkxiuu of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such ic*erpre-aribo or zp-
27 plication was nude in good faith. Each .Non-Operator further agrees to reimburse Operator for any amounts applicable to such Nco-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect imerpreratioo or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrea interpretation or arpfeatioa. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the oarchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 
33 of 1980", as same may be amended from time to time ("Aa") , and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other mfrxt-satiba 

35 which is requirfd to be furnished by said Act in a timely manner and in sufficient detail to permit compliance widi said Act. 

36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 
39 
40 A. In the performance of work under this Agreement, Operator agrees to comply 
4 1 with all of the provisions of Section 202 (1) to (7) inclusive, to Executive 
4 2 Order 11246 (30 F.R. 12319), which is set out on attached Exhibit "F". For the 
43 purposes of this Agreement, i t shall be assumed that the reference in Exhibit "F" 
4̂  to Contractor" shall refer to Operator hereunder. 
45 
46 B. Surplus material and equipment from the Unit Area which in the judgment of 
4 7 Operator is not necessary for the development and operation thereof, may be sold by 

Operator ~o any of the parties hereto or to others for the benefit of all parties 
hereto, or may be divided in kind between such parties. Proper charges and credits 
shall be made by Operator as provided in the Accounting Procedure. The provisions 
of this paragraph shall not apply to any single item of surplus material or equipment 

52 with an original cost in excess of Five Thousand and No/100 Dollars. (55,000.00) 

^ C. Notwithstanding any language set out in Article VI(B)(2) to the contrary, each 
5 5 Non-Consenting Party to a reworking operation on a well conducted pursuant to said 

Article V[(B)(2) shall, upon commencement of such operation, be deemed to have 
relinquished to Consenting Parties, and the Consenting Parties shall own and be 
entitled to receive, in proportion to their respective interests, all of such 

48 
49 
50 
51 

56 
57 
58 

5 9 Non-Consenting Party's interest in the well, its leasehold operating rights^nd share 
of production therefrom, only insofar as the interval or intervals of the formation 
or formations which are being reworked and to which such Non-Consenting Parfv dees 
not desire to join in the reworking thereof, until the proceeds or market vjfckie 
thereof (after deducting production taxes, royalty, overriding royalty and cicfier 
interests payable out of or measured by interval or intervals of the forrnat%n or 
formations which are subject to said reworking operations occurring with r e j e c t to 
such inte-est until i t reverts) shall equal the total of those certain cjosiSlis 

™ further described in Sub-paragraphs (a) and (b) of the third grammatiGa'f-rT=r^raph 
£g under said Article VI (B) (2). .-f- * , - I -;• 
69 ?* -v 

60 
61 
62 
63 
64 
65 
66 



D. "UBULAR GOODS: Notwithstanding any provisions contained hereir. :c 
the contrary, i t is agreed and understood that during such tires as 
major supply stores are charging out-of-stock prices, Operatcr sha'", 
when furnishing tubular goods for the account of Non-Operator, price . 
such tubular goods to Non-Operator on the same basis. Operator shall 
add to mill base the same percentage as major supply stores are adding 
for out-of-stock prices on the date that tubular goods are moved fror. 
stock inventory. Provided further, that should Operator be required to 
purchase Eastern mill price tubular goods shall be charged to the joint 
account based upon Eastern mill price plus freight and out-of-stock 
price fee. 

hon-Operator shall have the right to furnish its proportionate share 
of all tubular goods required for drilling the Test Well as well as any 
other wells which may be drilled under the terms of the agreement. 
Should Non-Operator elect to furnish its proportionate share of tubular 
goods in kind, Operator reserves the right to inspect such tubular goods 
and reject same should i t not satisfy Operator's inspection. Operatcr 
will not unreasonably withhold acceptance of any tubular goods offered. 

E. The duties of the Operator for which its failure or refusal to carry 
shall give rise to its removal as referenced in Article V.E.I shall 
include the following acts or omissions: 

a. Failure to keep adequate records as a prudent Operator; 

b. Failure to furnish daily drilling reports and copies of legs 
and other test data as soon as practicable to Non-Operator(s) 
and failure to notify Non-Operator(s) in advance of any 
logging, coring, testing or similar operations of the sane 
when such failure is not the result of mere error or inadver­
tence; 

c. Failure to promptly pay invoices of laborers or suppliers cf 
labor, material and equipment (including drilling contracts) 
in the absence of a bona fide dispute between Operator ar.d the 
person or persons furnishing the same; 

d. Allowing a lien filed by laborer, materialmen or a furnisher 
of labor, materials, equipment or services to remain against 
the property for more than thirty (30) days in the absence of 
a bona fide dispute between Operator and the party or parties 
f i l i n g the lien; 

e. Withholding information with respect to the Contract Area 
subject hereto which affects any Non-Operator's interest; cr 

f. Conducting operations in a manner not consistent with 
standards of a prudent operator which materially affects 
Non-Operator(s). 

F. I f the lien conferred in Article VII. B has been enforced, for so * 
long as the affected party remains in default i t shall have no 
further access to the Contract Area or information obtained in 
connection with operations hereunder and shall not be entitled to 
vote on any matter hereunder. As to any proposed operation in which 
i t otherwise would have the right to participate, such party shall 
have the right to be a Consenting Party therein only i f i t pays the 
amount i t is in default before the operation is commenced; otherwise 
i t automatically shall be deemed a Non-Consenting Party to that 
operation. 

G. The establishment, either voluntary or by order or rule of a State 
or Federal regulatory body, of a drilling or production unit for one 
well as to any sand, horizon or strata which includes all cr a 
portion of the Contract Area and other lands outside the Contract 
Area shall not serve to change the interests hereunder as to the 
lands and/or depths covered hereby which are included in such a 
unit. Except for any prior l i a b i l i t y which has accrued or attached 
hereunder, upon the unit operating agreement becoming effective cn 
all parties hereto, i t shall be deemed to supersede this agreerrert 



but only during the term of the unit operating agreement and only as 
to the particular sands, horizon, or strata of that portion cf this 
Contract Area, or all of i t , subject thereto. This agreement shall 
continue in f u l l force and effect in accordance with its terms as to 
all other lands and/or depths subject hereto. 

No party shall distribute any information or photographs concerning 
operations hereunder to the press or other media without the appro­
val of all parties. In the event of an emergency involving exten­
sive property damage, operations failure, loss of human l i f e or 
other clear emergency, Operator is deemed authorized to furnish such 
minimum, strictly factual information as is necessary to satisfy the 
legitimate public interest on the part of the press and duly con­
stituted authorities i f time does not permit the obtaining of prior 
approval by the other parties, but Operator shall promptly advise 
the other parties of the information so furnished. Nothing herein 
contained shall preclude any party from making such disclosures as 
may be, in that party's sole judgment, required by any Federal or 
State law or regulation or by any stock exchange on which the shares 
of the party and/or its parent company are listed. 

I f any well is proposed to" be drilled, deepened or sidetracked 
through and below any reservoir productive in paying quantities 
(herein defined as an amount of petroleum substances capable of 
being produced from a well sufficient to pay the costs of operation 
plus a reasonable profit) in the Contract Area and such well conforms 
to the then existing well spacing pattern for such a reservoir, any 
party having the right to participate therein may elect, within the 
time permitted for responding to such a notice, to participate in 
the operation either (1) to the depth proposed or (2) only down to 
the base of any said reservoir i t specifies in its response to the 
notice (hereinafter called "Specified Depth"). I f a party so elects 
to limit its participation only down to a Specified Depth, i t shall 
be deemed a Consenting Party in the proposed operation down to the 
Specified Depth and a Non-Consenting Party, subject to the applica­
tion of Article VI.B.2 in the proposed operation below the Specified 
Depth. Drilling the well to the deepest depth proposed and attempt­
ing a completion below any Specified Depth shall have priority in 
the event of conflicting proposals. I f the operation results in the 
well being plugged and abandoned as a dry hole after being drilled 
below any Specified Depth, each party participating only down to the 
Specified Depth shall be obligated only for its proportionate part 
of what otherwise would have been the plugging and abandoning costs 
of the well at the respective Specified Depth. I f a party partic­
ipating only down to a Specified Depth has proposed a completion 
attempt at or above that depth and, as a result of operations below 
that depth, the proposed completion is mechanically impossible or 
impracticable, promptly upon final determination of the hole's 
condition, the Drilling Parties responsible therefor shall reimburse 
the well bore owners precluded from said completion attempt for the 
actual costs paid by such owners in the dr i l l i n g , deepening cr 
sidetracking operation. Thereafter that portion of the well bore' 
and newly acquired equipment therein and thereon for which reimburse­
ment has been made shall be owned in its then condition by the 
reimbursing parties. 

This agreement is made subject to all the provisions of that certain 
Farmout Letter Agreement dated June 17, 1985, from The Estate of 
David Fasken to Pennzoil Company. I t is understood and agreed that 
Pennzoil Company and The Superior Oil Company will pay, in the 
proportions set forth in Exhibit "A", all costs attributable to 
The Estate of David Fasken's interests in the i n i t i a l test well 
provided for in Article VI-A. 

This agreement is made subject to all the provisions of that certain 
Farmout Letter Agreement dated June 4, 1985, from Amerind Oil Cc, 
to Pennzoil Company. I t is understood and agreed that Pennzoil 
Company and The Superior Oil Company will pay, in the proportions 
set forth in Exhibit "A", all costs attributable to Amerind CiT 
Co.'s interest in the i n i t i a l test well provided for in Article 
Vl-A. 
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ARTICLE X V I . 

MISCELLANEOUS 

Tnis agreement shall be binding upon and shall inure }o 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 lor aU purposes. 

LN WITNI5S WHEREOF, this agreement shall be effective as of 1 0 t n day of September 19 ES . 

O P E R A T O R 

PENNZOIL COMPANY 

11 U'JU^V, 
Michael 1 . McCul lough f. 
Agent & At to rney- in -Fac t 

N O N - O P E R A T O R S 

THE SUPERIOR OIL COMPANY 

By: 

TXO PRODUCTION CORP. 

By: 

APCOT-FINADEL JOINT VENTURE, 
A GENERAL PARTNERSHIP 

By: 

SHELL WESTERN E&P INC. 

By: 

ATLANTIC RICHFIELD COMPANY 

By. 

TEXACO PRODUCING INC. 

By: 

J. H. Van Zant i l 
t . 

* 

Jeanne Van Zant Sanders r*-
-hri." 

J. R. McGinley, Jr. -J:. 

LANROY, INC. 

By: - r- ~3n-?; 

— 
_«**^ 



CLEROY, INC. 

By: 

SOHIO PETROLEUM COMPANY 

By: 

BLACK BEAR OIL & GAS CORP. 

By: 

Max W. Coll II 

James N. Coll 

Charles H. Coll 

Jon F. Coll 

Harry A. Miller I I I 

Harry A. Mi 1ler, Jr. 

Margaret Ann Miller Carrico 

E. B. White, Jr. 

REBEL OIL COMPANY 

By: 



EXHIBIT "A" 

To be completed at a later date. 



(Attached hereto and made a part of that ce r ta in Operating Agreement dated 9-10-25 
and between Pennzoil Company, as Operator, and The Superior Oi l Company, et a l , as !»cr.-Op=ra: 

Producer's 88 —Producer's Revised 1981 New Mexico Form 342P, Paid-up Printed and lor sale by Hall-Peorbauch Press, r.rrswen. N i/_ 

OIL & GAS LEASE 

TrilS AoRE£wEN~ n-.i,3s t-.is day c* . 

.Cf . 
(Post O f t * * A3C—SS 

herein called lessor (whether one or more) e n d . 

1. Lessor, in conaideration o l TEN AND OTHER DOLLARS in h i nd paid, receipt of which is her e acknowledged, and of the royalties herein provioed and of t h * a - r t e - « - . j cr" 
herein contained, hereby grants, leases and lets exclusively unto lessee tor t h * purpose of Investigating, exploring, prospecting, dri l l ing, and operating tor ar»3 r—r- -—•- a r e 
ting gas, waters, other f luids, and a i ' I n to subsurface strata, laying pipe lines, storing oi l , building tanks, roadways, telephone lines, and other structure* and t n m j a r -* -_r-

takecare ot, treat, process, store and transport said minerals, the following described land In Coc~n v t -« i f - . * — 

Said land Is estimated to comprise aces , whether It actually comprises more or less. 

2. Subjecl to tne other provisions herein contained, this lease shall remain In force for a term of ONE- ( 1 ) years from this date t e a : - — r-ar» t e r — _ an - as 
long thereafter as oil or gas Is procuced from said land or from land with whieh said land Is pooled. " 

3. The royalties to be paid by lessje are: (a) on oi l , and other liauid hydrocarbons saved at the well, 1 / " of tha i proeuceS «r>; sxvec *—r- s a c l a rC 
same to be delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; fo) on gas, Including casingheai gas or other g^sec—s! 

from said land and used od the premises or used In the manufacture ol gasoline or other products, the market value at the well of j cr r-« gas •W 

provided that on gas sold on or off the premises, the royalties shall be of the amount realized from such saJe: (e) ar>s at a.-ry i t - * « - * - — « -ease 
not validated by other provisions hereof and there is a gas andror condensate well on said land, or land pooieo therewith, but gas or condensate is r.ct being so ss*e e» isec a r c s y ~ - —t ! ss 
shut in, either before or after production therefrom, then on or before 90 days after said well is snut in, and thereafter at annual Intervals, lessee may payor tenders.- ac.sr-rt i s"t-*-cr. —v t r v 
equal to $1.00 pe.' net acre ot lessor's gas acreage then held under lhis lease by the pany making such payment or tender, and se long as said s^ut-in royalry is r * - r o- a x r t t r^s icas-e 
shall not terminate and it shall be considered under all clauses hereof that gas Is being produced from the leased premises In paying Quantities. Eacn such payment v - a r e z a < r r is-oe-sc: 
to the party or panies who at the time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in raet broc j c r . r j . Tae z* *~ -«— o r 
tender of royalties and shut-In royalties may be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fioe attempt te r-_ve r - rser j e v - r W r i cx-t 
which is erroneous in whole or In part as to parties or amounts, shall nevertheless be sufficient to prevent termination of this lease In the same marine- as though a proper z*r*—«~t r j e see -
made If lessee shall correct such error within 30 days after lessee has received written notice thereof Dy certified mail from the pany or panies ent i t le ; to recerve pay—*-r tec«- r«r ——. 
written instruments (or certified copies thereof) as are necessary to enable lessee to make proper payment. The amount realized from tne sale of cas on or or! the prs.-r.-ses «-*•'. z i t r * — ca 
established by the gas sates contras t entered into in good faith by lessee and gas purchaser lor such term and under such conditions as «Te customary in the industry, " r - t ce " s r * : r - *a r tne 
net amount received by lessee after giving effect to applicable regulatory orders and after application of any applicable price adjustments specified in such eor.r-a.rt. sr j z z r : ome-sTfct 
the event lessee compresses, trea'S, purifies, or dehydrates such gas (whether on or off the leased premises) or transports gas off the leased premises, lessee f - ^~ ro^n -— Trwa."-* 
hereunder may deduct from such p'iee a reasonable charge for each of such functions performed. 

4. This is a paid-up lease and lessee shall not be obligated during tne primary term hereof to commence or continue any operations of whatsoever chararte- c r tc - a * « ar-y cx r ' r i e . t s 
hereunder In order to maintain this lease in lorce during the primary term; however, this provision is not Intended to relieve lessee of the obligation tc pay roya.ti«s zr. »— -f _ o i _ = o - . pcr-
suant to the provisions or Paragraph 3 hereof. 

5. Lessee is hereby granted the r ght and power, from time to time, to pool or combine this lease, the land covered by It or any part or horizon the-e-o' with any o r - * - a r t .uses . —vir«--t 
estates or pans thereof for the prod jct ion of oil or gas. Units pooled hereunoer shal! not exceed trie standard proration unit fixed by law or oy tne Oil Cor.servr.io-. D v s i r r . c 1 t-ie Ere—g> i r e 
Minerals Department of the State ol New Mexico or By any other lawful authority lor the pool or area in which said land Is situated, plus a tole-ance cf ten ce rcev . i_esse> sr - i i -t » - r r « -
unit designations in tne county in which the premisesare located and such units may be designated from time to time and either before or after the eorrpiet ion s f » ? i ^ - . ^ ; c c e r a t c r a 
on or production from any part of ar y such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or product io- rre.~, r e - » « — — r -
this lease. There shall be allocated 1j the land covered by this lease included in any such unit tha; portion of the total proouction o! pooled minera:s f rom wel:s i r . t r * «.-;- arte- • ! » • •—•*- a.—y 
used in lease or unit operations, which the net oil or gas acreage In the I8nd covered by this lease Included in the unit bears tc the total number of surface acres ir. i r e T r * p-re.ic-.-cr sc 
allocated shall be considered tor all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the port ion of said la.-^ roe -sc : re-sc-y arc in ­
cluded In said unit in the same mariner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provieed rarer-ty. ra - . r » csso-vec t> 
lessee by recording an appropriate instrument in the County where the land is situateo st any time after the completion ot a ory hole or the cessation of ors-c^rr-or zr. s a c 

6. If at the expiration of the primary term there Is no well upon said land capable ol producing oil or gas. but lessee has commenced operations tor eri' l ing cr ntwr~».i~- t re . so" , t r - 3 HSLS* 
shall remain in force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same w*: i o- e-- a e—e-er-; cr »— 1 - •—* 
well or wells, and If they result in t re production ot oil or gas. so long therafter as oil or gas is produced from said land. If, after the expiration cf the pnmary t e — . a.': j _->rr. s i - _ - c 
should become incapable of produc ing tor any cause, this lease shall not terminate If lessee commences operations for additional drill ing or tor rewonung w i f : r SZ zx.z r-.e-sar-.er. f ir-v 
drill ing, additional drilling, or reworking operations hereunder result In production, then this lease snail remain in full force so long thereafter as oi l or gas Is c -oc . -»d r * - i _ r c * r . 

7. Lessee shall have free use of el l , gas and water from said land, except water from lessor's wells anc tanks, for all operations hereunoer, and the royalty S - A . as cc— z-~xz arte- c e r . c -
tlng any sb used: Lessee shall have the right at any time during or after the expiration of this lease to remove al! property and fixtures placed ey lessee on sa< l a r c n e : . c « r * ' — ~ 
draw and remove all casing. When requires by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shaM fc-e drilled w r r o r » a - - - - c r - « *•*-. rt_-
ol any residence or barn now on sai'l land without lessor s consent. Lessor shall have the privilege, et his risk and expense, of using gas Irom any gas weli on s i s _*rc ^ r s - r » « a.-cirs.- .e 
lights in the principal dwelling tnerson, out of any surplus gas not needed for operations hereunoer. 

8. The rights of either party herei. nder may be assigned in whole O' In part and the provisions hereof shall extend to their heirs, executors, administrators, successc-* a rc ass * ; - s - ~< 
change in the ownership of the lane or in the ownership of. or rights tc receive, royalties or shut-in royalties, however accomplishes shaii operate tc e~.iarj* tr.s c r - « t c - s r r r — - . s - —-e 
rights of lessee: and no such chance or division shall be binding upon lessee tor any purpose until 30 days after lessee has been furnished t y certif ied rr.a-'l et less— « r—- ; * . ; aca 
business with acceptable instrumeits or certified copies thereof constituting the cnain of title from the original lessor. If any such change in ownership occurs t r - t> j ; - . — * r e * r - c' t r * 
owner, lessee may. at Its option, pay or tender any royalties or shut-In royalties in the name o! the deceased or to his estate or to his heirs, executor or ae minis: r a t e s_cr t—e as -e i s * * 
has been furnishec witn evidence satisfactory to lessee as to the persons entitled to such sums. An assignment ol this lease in whole or in pan shall, to the ex-.err r* s . r r LSS 
relieve and discharge lessee of any obligations hereunder and, if lessee or assignee ol part or parts hereof shal! fail or make default in the oaymeni of the -report c*-a-« car. c* *c»* T» c s - . r -
In royalty due trom such lessee or assignee or fail to comply with any of the provisions of this lease, such default shall not al lect this lease insote: as rt covers a z*r . zr S i t * - c s » - c r 
lessee or any assignee therof shall properly comply or make such payments. 

9. Should lessee be prevented frem complying wi th any express or implied covenant of this lease, or from conducting drill ing or reworking operations hereur-re-. cr *-r— r rcc_c: - \ r t> r r 
gas hereunder by reason of scarclt" or inability to obtain or use equipment or material, or by operation of force majeure, or oy any Federal or state I r * or ary err:*-. - . * r r - v j . z t - r r r ' 
govermentmental authority, then while so prevented, lessee's duty shall be suspended, and lessee shal! not be liable for failure lo comply tnerewithr and tnis leas* s-a ce, exts-r .ee •-- « 
and so long as lessee Is prevented by any such cause from conoucting drilling or reworking operations or from producing oil or gas hereunder, and the time w- i< ;eas- ie s sc r . T « ~ s c s r _ l 
not be counted against lessee, any hing in this lease to the contrary notwithstanding. 

10. Lessor hereby warrants and agrees to defend the title to said land and agrees that lessee at Its option may discharge any tax. mortgage or otrier lien u n e . s a r i t a r e at—: — r-e n 
lessee does so it shall be subrogated to such lien with the right toenlorce same and to apply royalties and shut-in royalties payable hereunder toward satisfying Si.--ie.VS — c * t - c a , — e r r 1 

lessee's rights under the warranty, i- this lease covers a less Interest In the oil ot gas in all ot any part of said land than the entire and undivided fee simple estate »-*r.-*- -essc - i i r r * - *« t a 
herein soeclfied or notl then the royalties, shut-in royalty, and other payments. If any, accruing from any part as to which this lease covers less than such full i-.te-est. s - * c* ra.. ; c o , - . r - « 
proportion wheh the interest thereir, If any, covered by this lease, bears to the whee and undivided fee simple estate therein. Should any one or m c e of the par: es a o o n aa ' * sscn . 
fail to execute this lease, it shall nevertheless be binding upon the pany or parties executing the same. 

11. Lessee, Us or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, suceesse-s. a - r a s g-s r« ce- —r- —g 
or mailing a release thereof to tne lessor, or by placing a release thereof of record In the county in which sa:C iand Is situated; thereupon lessee shaii t/« relieve-; f-rv- a. r r r-i.- r n . e i r - K s -
ed or implied, of this agreement as ts acreage so surrendered, and therafter the shut-in royalty payable hereunoer ahall be reduced in the proportion that tne » : • « ; < r-xt-e-r "-i-^cr; a 
ed by said release or releases. 

E»ecu'.eC tne day and year (ust asove written. 



UUi 

EXHIBIT "C " 

Attached to and made a part of ..that certain Operating Agreement 
dated September 10, 1985, by and between Pennzoil Company. 
as Operator, and The Superior Oil Company, et al, as Non-
Operators 

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

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and wnich are to be shared by the Parties. 

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" .shall mean the parties to this agreement other than the Operator. 

"Parties" shall m=an Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling o: specific op-erating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 

Operator shall bi l l 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 wil l be accompanied by statements which identify the author­
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fully described in detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each rnor.thiy billing 
to reflect advances received from the Non-Operators. t h i r t (30) 
•Each Non-Operator shall pay its proportion of all bills within <SS99£§Eiftf days after receipt. If payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate ott^Gmm-^MLtxytsemmm y>-
annum or the maximum contract rate permitted by the applicable usury laws in the state in whi:h the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs ir. connection with 
the collection of unpaid amounts. *1% over prime interest rate of Chase Manhattan 

. . . . . . c Bank of New York. 
4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during anv 
calendar year shell 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 and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall net extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which wil l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless asreed 
to by the Operator. 

6. Approval by Non-Operators 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling cn all Non-Opera­
tors. 
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I I . DIRECT CHARGES 
Operator shall charg; the Joint Account with the following items: 

1. Rentals and Royalties 

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

2. Labor 
A. (1) Salaries nnd wages of Operator's field employees directly, employed on the Joint Propertv in the conduct 

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs; under this Paragraph 2B may be charged on a "when and as paid basis" or bv '"percentage"as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authorirr which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec­
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, oerision. re­
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section U shall be Operator's actual 
cost not to exceed • • B S H B B L . percent most recently recommended of the Council of 

4. Material Petroleum Accountants Societies of America. 
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IT. Only 
such Material shell be purchased for or transferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur­
plus stocks shall be avoided. 

5. Transportation 

Transportation o:: employees and Material necessary for the Joint Operations but subject to the foUowing limita­
tions: 

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charse g^=n 
be made to the Joint Account for a distance greater than the distance from the nearest reliable sunnh- store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless* aereed 
to by the Parties. 

B. I f surplus Material is moved to' Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized bar^e 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac­
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross Trucking cost 
of $200 or less excluding accessorial charges. 

6. .Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent ( 3 f i ) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area, 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate^ area of the Joint Property less 20%. For automotive equipment, Operator may elect to use ra:es 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

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

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment o: judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to project or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other leg's.] 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except an provided in Section I , Paragraph 3. 

— 2 — 



10. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Jo:nt Property, -.he opera­
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

11. Insurance 

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

12. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section n , or in Section HL, 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

UX OVERHEAD 

1. Overhead - Drilling and Producing Operations 
i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 

drilling and producing operations on either: 
( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section m unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, -wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( X) shall 
not ( ) be ccvered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ 5.500.00 
Producing Well Rate $ 550.00 

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

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on 
tne date the drilling or completion rig is released, whichever is later, except that no charge shall 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipment moves off loca­
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen­
sion of drilling operations for fifteen (15) or more consecutive days 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con­
secutive days or more shall be made at the drilling well rate. Such charges shall be applied fer 
the period from date workover operations, with rig, commence through date of rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

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

[2] Each active completion in a multi-completed well in which production is not comrningied down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc­
tion shall be considered as a one-well charge providing the gas well is directly connected to a per­
manent sales outlet. 

[4] A one-well charge may be made for the month in which plugging and abandonment operations 
are completed on any well. 

[5] A l l other inactive wells (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult i­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings cf 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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(1) Operator shall charge the Joint Account at the following rates: 
(a) Development 

Percent ( %) of the cost of Development of the Joint 
provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating 

erty exclusive of costs 

lents which are levied, assessed and paid upon the min-

(2) 

Percent ( %) of the cost of Operatirjg<ne Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvafie-^fedits, the value of injected substances purchased 
for secondary recovery and all taxes and asse . . . . . . 
eral interest in and to the Joint Pror 

Application of Overhead - Percenlag£ rBasis shall be as follows: 
For the purpose of determinjj*g""charges on a percentage basis under Paragraph IB of this Section EX de­
velopment shall include^-erfTcosts in connection with drilling, redrilling, deepening or any remedial opera­
tions on any ora]>^ells involving the use of drilling crew and equipment; also, preliirLuiary expenditures 
necessary ip^rfeparation for drilling and expenditures incurred in abandoning when the well is* not com-
pletejL^asTa producer, and original cost of construction or installation of fixed assets, the expansion cf fixed 

s and. any other project clearly discernible as a fixed asset, except Major Construction as defined in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of constructor, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
o f ^ 25,000.00 . 

5 % of total costs i f such costs are more than $ 25,000.00 hut less than slOO.OOO.OO 
" 3 « — ; , * 100,000.00 hut less than $1,000,000; plus 

A. 
B. 
C. 

plus 
_% of total costs in excess of $ ' w > u u u » 
_% of total costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project 
of a single projec 

Amendment of Kates 

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

For the purpose of this paragraph, the component parts 
shall not be treated separately and the cost of drilling and workover wells shall be excluded. 

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Prenerty; how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make r ' r p V disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor shall be agreed to by the Parties. 

1. Purchases 

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

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or r:=r-v>c--- 0 f by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis­
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date o: rtcvement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor­
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para­
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section TV. 

(2) Material moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A cf this Section IV. 
if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price/ as determined by Paragraph 2A of this Secticr 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro­
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Conditior. D 

All other Material, including junk, shall be priced at a value commensurate with its use°or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator mav dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-C perators. 

D. Obsolete Material 

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

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15£) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IX 

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable irtervals, Inventories shall be taken by Operator of the Joint Account Controllable Material 
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven­

t o r y is to begin SD that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
to be representee at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation ard Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory, inventory ad­
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

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

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 
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(ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT BY AND BETWEEN 
PENNZOIL COMPANY AS OPERATOR AND THE SUPERIOR OIL COMPANY, ET AL, AS 

NON-OPERATORS, DATED SEPTEMBER 10, 1985 

EXHIBIT "D" 

INSURANCE 

Operator shall carry Workmen's Compensation and Employer's Liability 
Insurance in full compliance with the Workmen's Compensation laws of the 
particular state where the work is being performed. 

Operator shall require all contractors engaged in operations on the contract 
premises to carry Workmen's Compensation and Employer's Liability Insurance 
in full compliance with the Workmen's Compensation laws of the state where 
the work is being performed and to maintain such other insurance as Operator 
may require. 

Operator shall not be obligated to provide any other insurance for the joint 
account of the parties hereto. Any party may, at its own expense, acquire 
such other insurance as i t deems proper to protect itself against any claims, 
losses, damages, or destructions arising out of operations of the contract 
premises. 
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EXHIBIT "E" 

Attached to and made a part of Operating Agreement dated 
September 10, 1985 by and between Pennzoil Company, as Operator, 

and The Superior Oil Company, et al, as Non-Operators) 

GAS BALANCING AGREEMENT 

The parties to the Operating Agreement to which this gas storage agreement is attached 
own the working interest in the gas rights underlying the Unit Area covered by such 
agreement in a:cordance with the percentages of participation as set forth in Exhibit 
"A" to the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party thereto has the 
right to take *ts share of gas produced from the Unit Area and market the same. In the 
event any of the parties hereto is not able to market its share of gas or has contracted 
to sell its share of gas produced from the Unit Area to a purchaser which is unable at 
any time while this agreement is in effect to take the share of gas attributable to the 
interest of such party, the terms of this storage agreement shall automatically become 
effective. 

During the period or periods when any party hereto has no market for its share of gas 
produced from the Unit Area, or its purchaser is unable to take its share of gas pro­
duced from the Unit, the other parties shall be entitled to produce each month one 
hundred percent (100%) of the allowable gas production assigned to such Unit by the 
regulatory body having jurisdiction and shall be entitled to take and deliver to i t s or 
their purchaser all of such gas production; however, no party shall be entitled to take 
or deliver to a purchaser gas production in excess of three hundred (30C%) of i t s 
current share of either the volumes capable of being delivered or the allowable gas 
production i f assigned thereto by the regulatory body having jurisdiction unless that 
party has gas in storage. All parties hereto shall share in and own the liquid hydro­
carbons recovered from such gas by lease equipment in accordance with their respective 
interest and subject to the Operating Agreement to which this gas storage is attached, 
but the party or parties taking such gas shall own all of the gas delivered to it s cr 
their purchaser. Each party unable to market its share of the gas produced shall be 
credited with gas in storage equal to its share of the gas produced under this agree­
ment, less its share of gas used in lease operations, vented or lost. 

Each party taking gas shall furnish the Operator a monthly statement of gas taken. The 
Operator will maintain a current account of the gas balance between the parties and will 
furnish all parties hereto monthly statements showing the total quantity of cas taken 
and/or sold by each party and the monthly and accumulative over and under delivered cf 
each party. 

E*ch party producing and/or delivering gas to its purchaser shall pay any end a l l 
production taxes due on such gas. 

At all times while gas is produced from the Unit Area, each party hereto will cake 
settlement with the respective royalty owners to whom they are each accountable, just as 
i f each party were taking or delivering to a purchaser its share, and its share only, cf 
such gas production. Each party hereto agrees to hold each other party harmless- from 
any and all claims for royalty payments asserted by royalty owners to whom each party is 
accountable. 

After notice to the Operator, any party at any time may begin taking or delivering to 
its purchaser its share of the gas produced from the Unit Area. In addition to i t s 
share, each party, including the Operator, until i t has recovered its gas in storage ar.d 
balanced the gas account as to its interest, shall be entitled to take or deliver to a 
purchaser a volume of gas equal to f i f t y percent (50%) of the overproduced party cr 
parties' share of gas produced from the Unit Area. I f two or more parties are entitled 
to f i f t y percent (50%) of the overproduced party or parties' share of gas produced, they 
shall divide such f i f t y percent (50%) in accordance with their percentage of participa­
tion in the Unit. 

Should production of gas be discontinued before the gas account is balanced, a monetary 
settlement will be made between the underproduced and overproduced parties. In making 
such settlement, each overproduced party shall remit to the operator an amount of money 
that such party received for its overproduction, less taxes theretofore paid, for a 
volume of gas equal to its overproduction. As to gas sold in interstate conr.:erce, the 
price basis shall be the rate collected, which is not subject to possible refund, as 
provided by the applicable regulatory authority pursuant to final order or settlere-t 
applicable to the gas sold, plus any additional collected amount which is ret ultimate";. 
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required by seid authority to be refunded, such additional collected amount to be 
accounted for at such time as final determination is made with respect thereto. The 
Operator shall distribute the total of such amounts among the underproduced parties in 
the proportion that the underproduction of each bears to the underproduction of all 
parties. 

Nothing herein shall be construed to deny any party the right, from time to time, to 
produce and take or deliver to its purchaser the full well stream, for a period not to 
exceed seventy-two (72) hours to meet the deliverability test required by its purchaser. 
Each party shall, at all times, use its best efforts to regulate its takes and deliver­
ies from said Unit so that said Unit will not be shut-in for overproducing the allowable 
or for cancel"ation of allowable because of underproducing the allowable assigned 
thereto by the state regulatory body. 

The provisions of this agreement shall be applied to each well and/or formation com­
pletion as i f each well or formation completion were a separate well and covered by a 
separate but identical gas storage and balancing agreement and shall be and remain in 
force and effect for a term concurrent with the term of the Unit Operating Agreement 
between the parties. 

This agreement shall become effective in accordance with its terms and shall remain in 
force and effect as long as the Operating Agreement to which i t is attached remains in 
effect, and shall inure to the benefit of and be binding upon the parties hereto, their 
successors, legal representatives and assigns. 



IntLccneG LU ana maot a part ot lhat cer ta in Gperaiinc Agreerer.t :atec 
September 10, 1985, Dy and between Pennzoil Company,"as'Operatcr. 

FORM 0139(2) and The Superior Oil Company, et a l , as Non-Operators) 
SCHEDULE"C" 
EXHIBIT "F" 

EQUAL EMPLOYMENT, SAFETY AND HEALTH REQUIREMENTS 
AND CERTIFICATE OF COMPLIANCE 

It being understood that [ : (Company), 

may be a Government contractor as defined by law, and therefore required to obtain cert i f icat ion of compliance 

w i th certain applicable laws, orders, regulations and requirements promulgated by Federal and State authorities 

f rom vendors, sjppl iers, parties, contractors and subcontractors, (Contractor), w i th whom i t does business. 

Now, the'efore, to ensure compliance w i th such requirements and to direct attent ion to such laws, including 

but not l imited to Executive Orders 11245, 11701, 11458 and 11758 as they exist and are amended, 

as Contractor hereby agrees that the provisions set 
fo r th below which may be applicable to contracts and purchase orders between the parties shall, if applicable, aoply 
to all such transactions, and certifies its compliance as fol lows: 

EQUAL EMPLOYMENT 

A. Eqia l Opportuni ty Clause (OFCC) (41 CFR §60-1.4) 

Except as othe-wise provided, each nonexempt Government contract and modif icat ion shall include the fo l lowing 

equal opportuni ty clause: 

During the performance of this contract. Contractor agrees: 

(1) The Contractor wil l not discriminate against any employee or applicant for employment because 

of race, color, religion, sex, or national origin. The Contractor wi l l take aff irmative act ion to 

ensure that applicants are employed, and that employees are treated during employment, wi thout 

regard to their race, color, religion, sex, or national origin. Such action shall include, but not be 

l imited to the fo l lowing: Employment, upgrading, demot ion, or transfer, recruitment or 

recruitment advertising; layoff or terminat ion; rates of pay or other forms of compensation; and 

selection for training, including apprenticeship. The Contractor agrees to post in conspicuous 

places, available to employees and applicants for employment, notices to be provided by the 

contracting officer setting forth the provisions of this nondiscrimination clause. 

(2) The Contractor wi l l in all solicitations or advertisements for employees placed by or on behalf of 

the Contractor, state that all qualified applicants wi l l receive consideration for employment 

w i thout regard to race, color, religion, sex, or national origin. 

(3) The Contractor wi l l send to each labor union or representative of workers w i th which he has a 

collective bargaining agreement or other contract or understanding, a notice to be provided by the 

agency contracting off icer, advising the labor union or workers' representative of the Contractor's 

commitments under section 202 of Executive Order 11246 of September 24, 1965, and she!! post 

copies of the notice in conspicuous places available to employees and applicants for employment. 

(4) The Contractor wi l l comply wi th all provisions of Executive Order 11246 of September 24, 1965, 

and of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Contractor wi l l furnish all information and reports required by Executive Order 11245 cf 

September 24, 1965, and by the rules, regulations, and orders of the Secretary of Laoor, or 

pursuant thereto, and wi l l permit access to his books, records, and accounts by the contracting 

agency and the Secretary of Labor for purposes of investigation to ascertain compliance w i th such 

rules, regulations, and orders. 

(6) In the event of the Contractor's noncompliance wi th the nondiscrimination clauses of this contract 

or with any of such rules, regulations, or orders, this contract may be cancelled, terminated cr 

suspended in whole or in part and the Contractor may be declared ineligible fer ; urther 

Government contracts in accordance with procedures authorized in Executive Order 11245 cf 

September 24, 1965, and such other sanctions may be imposed and remedies invoked as provided 

in Executive Order 11246 of September 24, 1965, or by rule, regulation, or order of t i e Secretary 

of Labor, or as otherwise provided by law. 

(7) The Contractor wi l l include the provisions of paragraphs (1) through (7) in every subcontract or 

purchase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued 

pursuant to section 204 of Executive Order 11246 of September 24 , 1965, so that such previsions 

wi l l be binding upon each subcontractor or vendor. The Contractor wi l l take such action wi th 

respect to any subcontract or purchase order as the contracting agency may direct as a means of 

enforcing such provisions including sanctions for noncompliance: Provided, however, Tnat i.n the 

event the Contractor becomes involved in, or is threatened w i th , l i t igation w i th a subcontractor or 

vendor as a result of such direction by the contracting agency, the Contractor may request the 

United States to enter into such l it igation to protect the interests of the United States. 

B. Reporting 

OFCC regulations (41 CFR §60-1.7) require that if you have f i f ty or more employees anc have a 

contract or purchase order with Company amounting to S50.000 or more, you , as a Contractor wi th cr a 

supplier to Company, may be required to file annually, on or before March 3 1 , complete and accurate 

repDrts on Standard Form 100 (EEO-1) promulgated. jo int ly by the Office of Federa1 Co- t ract 

Compliance (OFCC), the Equal Employment Opportuni ty Commission (EEOC) and Plans for Prcc'ess. 

C. Certfication of Nonsegregated Facilities 

To comply with obligations under the Equal Opportuni ty Clause, employers must ensure that emcio/ee 

facilities are provided in such a manner that segregation on the basis of race, color, re!ic :on c ne / cne 1 

origin cannot result. This obligation (41 CFR §60-1.8) extends tc all contracts anc o-rc-.asi 

containing the Equal Opportuni ty Clause. 



(6) Cooperate with the Contracting Officer in any studies and surveys of the Contractor's minor i ty 

business enterprises procedures and practices that the Contracting Off icer may f r om t ime to t ime 

conduct. 

(7) Submit periodic reports of subcontracting to known minority business enterprises with respect to 

the records referred to in subparagraph (4), above, in such form and manner and at such time (not 

more often than quarterly) as the Contracting Officer may prescribe. 

b. The Contractor further agrees to insert, in any subcontract hereunder which may exceed $500,000, 

provisions which shall conform substantially to the language of this clause, including this paragraph (b), 

and to notify the Contracting Officer of the names of such subcontractors. 

E M P L O Y M E N T O F T H E HANDICAPPED 

A Aff i rmat ive Act ion 

Wherever applicable, pursuant to Section 503 of the Vocational Rehabilitation Act of 1973, Government procure­

ment contracts or subcontracts in excess of $2,500 shall contain the following provision for affirmative action: 

Employment of the Handicapped 

(This clause applies to all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1) Part A applies 

to contracts and subcontracts which provide for performance in less than 90 days. (2) Parts A and B apply to 

contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract or 

subcontract is less than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for 

performance in 90 days or more and the amount of the contract or subcontract is $500,000 or more.) 

P A R T A 

(a) The Contractor wi l l not discriminate against any employee or applicant for employment because o f 

physical or mental handicap in regard to any positions for which the employee or applicant fo r 

employment is qualif ied. The Contractor agrees to take aff i rmat ive act ion t o employ, advance in 

employment and otherwise treat qualif ied handicapped individuals w i t h o u t discr iminat ion based upon 

their physical or mental handicap in all employment practices such as the fo l l ow ing : employment , 

upgrading, demotion or transfer, recruitment or recruitment advertising; layo f f or terminat ion, rates of 

pay or other forms of compensation, and selection for training, including apprenticeship. 

(b) The Contractor agrees that, if a handicapped individual files a complaint w i t h the Contractor that he is 

not complying wi th the requirements of the Act , he w i l l (1) investigate the complaint and take 

appropriate action consistent w i th the requirements of 20 CFR 741.29 and (2) maintain on f i le fo r three 

years, the record regarding the complaint and the actions taken. 

(c) The Contractor agrees that, if a handicapped individual files a complaint w i t h the Department of Labor 

that he has not complied wi th the requirements of the Act , (1) he wi l l cooperate w i th the Department in 

its investigation of the complaint, and (2) he wi l l provide all pert inent in format ion regarding his 

employment practices wi th respect to the handicapped. 

(d) The Contractor agrees to comply wi th the rules and regulations of the Secretary of Labor in 20 CFR Ch. 

V I , Part 721 . 

(e) In the event of the Contractor's noncompliance w i th the requirements of this clause, the contract may 

be terminated or suspended in whole or in part. 

(f) This clause shall be included in all subcontracts over S2,500. 

N PART B 

(g) The Contractor agrees (1) to establish an aff i rmative action program, including appropriate procedures 

consistent wi th the guidelines and the rules of the Secretary of Labor, which wi l l provide the aff irmative 

action regarding the employment and advancement of the handicapped required by P.L. 93-112, (2) to 

publish the program in his employee's or personnel handbook or otherwise distr ibute a copy to all 

personnel, (3) to review his program on or before March 31 of each year and to make such changes as . 

may be appropriate, and (4) to designate one of his principal off icials to be responsible for the 

establishment and operation of the program. 

(h) The Contractor agrees to permit the examination by appropriate contract ing agency off icials or the 

Assistant Secretary for Employment Standards or his designee, of pert inent books, documents, papers 

and records concerning his employment and advancement of the handicapped. 

(i) The Contractor agrees to post in conspicuous places, available to employees and applicants for 

employment, notices in a form to be prescribed by the Assistant Secretary for Employment Standards, 

provided by the contracting off icer stating Contractor's obligation under the law to take aff i rmat ive 

action to employ and advance in employment qualif ied handicapped employees and applicants for 

employment and the rights and remedies available. 

(j) The Contractor wi l l not i fy each labor union or representative of workers w i t h which he has a collective 

bargaining agreement or other contract understanding, that the Contractor is bound by the terms of 

Section 503 of the Rehabilitation Act, and is commit ted to take aff irmative action to employ and 

advance in employment physically and mentally handicapped individuals. 

PART C 

(k) The Contractor agrees to submit a copy of his aff irmative action program to the Assistant Secretary for 

Employment Standards wi th in 90 days after the award to him of a contract or subcontract. 

(I) The Contractor agrees to submit a summary report to the Assistant Secretary for Employment 

Standards, by March 31 of each year during performance of the Contract, and by March 31 of the year 

fol lowing completion of the contract, in the form prescribed by the Assistant Secretary, cover inc 

employment and complaint experience, accomodations made and aU steps taken to effectuate anc1 ca'ry 

O J : tne commitments set for th in the affirmative action program. 



(6) Cooperate with the Contracting Officer in any studies and surveys of the Contractor's minority 
business enterprises procedures and practices that the Contracting Officer may from time to time 
conduct. 

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

b. The Contractor further agrees to insert, in any subcontract hereunder which may exceed S500,000( 

provisions which shall conform substantially to the language of this clause, including this paragraph (b), 
and to notify the Contracting Officer of the names of such subcontractors. 

EMPLOYMENT OF THE HANDICAPPED 

A Affirmative Action 

Wherever applicable, pursuant to Section 503 of the Vocational Rehabilitation Act qf 1973, Government procure­
ment contracts or subcontracts in excess of $2,500 shall contain the following provision for affirmative action: 

Employment of the Handicapped 

(This clause appli js to all nonexempt contracts and subcontracts which exceed $2,500 as follows: (1) Part A applies 
to contracts and subcontracts which provide for performance in less than 90 days, (2) Parts A and B apply to 
contracts and subcontracts which provide for performance in 90 days or more and the amount of the contract or 
subcontract is less, than $500,000, and (3) Parts A, B, and C apply to contracts and subcontracts which provide for 
performance in 90 days or more and the amount of the contract or subcontract is $500,000 or more.) 

PART A 

(a) The Contractor will not discriminate against any employee or applicant for employment because of 
physical or mental handicap in regard to any positions for which the employee or applicant for 
employment is qualified. The Contractor agrees to take affirmative action to employ, advance in 
employment and otherwise treat qualified handicapped individuals without discrimination based upon 
their ahysical or mental handicap in all employment practices such as the following: employment, 
upgrading, demotion or transfer, recruitment or recruitment advertising; layoff or termination, rates of 
pay or other forms of compensation, and selection for training, including apprenticeship. 

(b) The Contractor agrees that, if a handicapped individual files a complaint with the Contractor that he is 
not cDmplying with the requirements of the Act, he will (1) investigate the complaint and take 
appropriate action consistent with the requirements of 20 CFR 741.29 and (2) maintain on file for three 
years, the record regarding the complaint and the actions taken. 

(c) The Contractor agrees that, if a handicapped individual files a complaint with the Department of Labor 
that he has not complied with the requirements of the Act, (1) he will cooperate with the Department in 
its investigation of the complaint, and (2) he will provide all pertinent information regarding his 
employment practices with respect to the handicapped. 

(d) The Contractor agrees to comply with the rules and regulations of the Secretary of Labor in 20 CFR Ch. 
VI , Part 721. 

(e) In the event of the Contractor's noncompliance with the requirements of this clause, the contract may 
be terminated or suspended in whole or in part. 

(f) This clause shall be included in all subcontracts over $2,500. 

PART B 

(g) The Contractor agrees (1) to establish an affirmative action program, including appropriate procedures 
consistent with the guidelines and the rules of the Secretary of Labor, which will provide the affirmative 
action regarding the employment and advancement of the handicapped required by P.L. 93-112, (2) to 
publish the program in his employee's or personnel handbook or otherwise distribute a copy to all 
personnel, (3) to review his program on or before March 31 of each year and to make such changes as 
may be appropriate, and (4) to designate one of his principal officials to be responsible for rhe 
establishment and operation of the program. 

(h) The Contractor agrees to permit the examination by appropriate contracting agency officials or the 
Assistant Secretary for Employment Standards or his designee, of pertinent books, documents, papers 
and records concerning his employment and advancement of the handicapped. 

(i) The Contractor agrees to post in conspicuous places, available to employees and applicants for 
employment, notices in a form to be prescribed by the Assistant Secretary for Employment Standards, 
provided by the contracting officer stating Contractor's obligation under the law to take affirmative 
action to employ and advance in employment qualified handicapped employees and applicants for 
employ ment and the rights and remedies available. 

(j) The Contractor will notify each labor union or representative of workers with which he has a collective 
bargaining agreement or other contract understanding, that the Contractor is bound by the terms of 
Sectior 503 of the Rehabilitation Act, and is committed to take affirmative action to employ and 
advance in employment physically and mentally handicapped individuals. 

PART C 

(k) The Ccntractor agrees to submit a copy of his affirmative action program to the Assistant Secretary for 
Employment Standards within 90 days after the award to him of a contract or subcontract. 

(I) The Contractor agrees to submit a summary report to the Assistant Secretary for Employment 
Standards, by March 31 of each year during performance of the Contract, and by March 31 of the year 
following completion of the contract, in the form prescribed by the Assistant Secretary, covering 
employment and complaint experience, accomodations made and all steps taken to effectuate and ce-ry 
out the commitments set forth in the affirmative action program. 



OCCUPATIONAL SAFETY AND HEALTH ACT OF 1970 

Contractor hereby agrees to devote special attention to its responsibilities under the Occupational Safety and Health 
Act of 1 970 (OSHA), as amended, and all rules and regulations promulgated thereunder, to assure so far as possible, 
safe and healtnful working conditions. Observance of and compliance with the requirements thereof shall be the 
responsibility of Contractor, without reliance on, or superintendence of, or direction by Company. 

In addition to such responsibilities, it being contemplated by the parties that Contractor will have exclusive, full and 
complete power of control and supervision of the work performed pursuant to and during the term of this agree­
ment. Contractor agrees that should any of its activities at Company's work place result in an occupational safety or 
health hazard, or change the worksite so that it is no longer in compliance with OSHA standards,Contractor assumes 
rer pons ibility for and agrees to hold harmless and indemnify Company from any pecuniary loss resulting from any 
violation of OSHA, or any rules or regulations promulgated thereunder, including abatement, compliance, conse­
quential loss, and fines and penalties. In order to further promote and assure safe and healthful working conditions 
at the work site during the time Contractor has assumed exclusive, full and complete power of control and super­
vision, Contractor further agrees to advise and report to Company all conditions hazardous to safety and health so 
that immediate action may be taken to provide safe and healthful working conditions; in the event that Contractor 
has knowledge of any such hazards and fails to report the same to Company, thereby preventing Company from 
taking remedial steps, then Contractor agrees to hold harmless and indemnify Company from any damages, fines or 
penalties occasioned by virture of such violation. Contractor shall advise Company of any investigation by safety and 
health inspectors of the work site under this contract and of the outcome thereof. 

CLEAN AIR AND WATER CERTIFICATIONS 

Wherever applicable, pursuant to 40 CFR § 30.420-1 and related Environmental Protection Agency (EPA) reg­
ulations. Contractor agrees that, for all nonexempt grants, contracts, and subcontracts valued in excess or $100,000 
over a 12 month period or where work may be performed at facilities convicted of a Clean Air or Water Pollution 
Act violation. 

Contractor will comply with applicable federal pollution laws and will notify the grantee or project officer if 
any of Contractor's facilities utilized in the performance of a nonexempt grant or subagreement has been listed or is 
under consideration to be listed on the EPA List of Violating Facilities in which case, to further ensure compliance 
with federal pollution laws and to meet required standards, the EPA may request that a grant, contract or subcon­
tract be withheld for a period not to exceed 15 days. 

Contractor further agrees to include substantially similar stipulations tb those contained herein in every non-
exempt subagreement. 

FAIR LABOR STANDARDS ACT 

Wherever applicable to work done pursuant to an agreement between Company and Contractor, Contractor 
agrees to abide by the hiring and employment provisions and applicable regulations and standards of the Fair Labor 
Standards Act as it exists or may be amended. 

Contractor further agrees and understands that a breach of the Certifications contained herein may subject it 
to the provisions of the Order of the Secretary of Labor at 41 CFR Chapter 60, dated May 28, 1969, and the 
provisions of the Equal Opportunity Clause enumerated in Executive Order 11246, as amended. 

Contractor further certifies that where necessary it will obtain identical certifications from its contractors and 
subcontractors and notify its subcontractors of their responsibilities under Executive Order 11246, as amended. 

This Agreement and the Certifications herein will continue in effect if and so long as required by applicable 
•laws. 

Dated this day of , 19 

WITNESSES: COMPANY — 

By: 

Title: 

Whose Address is: 

WITNESSES: CONTRACTOR -

By:_ 

Title: 

Whose Address is: 


