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DELIVERED TO:  ___________________________________________________   MEMORANDUM NO.  _________    
 

CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM 
 

DRILCO 2017 1H DRILLING PROGRAM 
 

CONSISTING OF: 
 

DRILCO 2017 1H COMPANY, L.L.C. 
(West Virginia limited partnership) 

 
 

UNITS OF GENERAL PARTNER INTERESTS 
AND LIMITED PARTNER INTERESTS 

AT $100,000 PER UNIT1 
 
 

MINIMUM OFFERING: 13 UNITS FOR $ 1,300,0002 
MAXIMUM OFFERING: 300 UNITS FOR $30,000,0003 

OVERSUBSCRIBED MAXIMUM OFFERING: 360 UNITS FOR $36,000,0004 
  

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE 
SECURITIES COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES 

OR DETERMINED IF THIS MEMORANDUM IS TRUTHFUL OR COMPLETE. ANY 
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

THE UNITS ARE SUBJECT TO RESTRICTIONS ON RESALE AND MAY NOT BE 
TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER THE SECURITIES ACT 
AND APPLICABLE STATE SECURITIES LAWS PURSUANT TO REGISTRATION OR 

EXEMPTION THEREFROM. 
 

 
 

DRILCO OIL & GAS, INC. 
Managing General Partner 
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Grantsville, WV 26147 
Office (304) 354-9516  
Fax (304) 354-6809 
Cell (304) 550-0978 

Website: www.DrilcoOilGas.com 
_________________________________________________________________________________ 

1 Subject to certain discount as set forth in the Private Placement Memorandum 
2 Assumes acquisition of all Units without discount 
3 Assumes acquisition of all Units without discount 
4 Assumes acquisition of all Units without discount
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CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM  
DRILCO 2017 1H DRILLING PROGRAM 

300 Units of Limited Partner and General Partner Interests  

Subscription Price: $100,000 per Unit 

Total Amount of Offering: $30,000,000  ς  Minimum Offering 13 units: $1,300,000 ς Oversubscribed Maximum 
Offering: $36,000,000 

 This memorandum is provided on a confidential basis for evaluating the private placement of up to 300 Units of limited partner 

("LP') and general partner ("GP') interests ("Units") in Drilco 2017 1H Drilling Program, a West Virginia limited partnership (collectively, 

the 'Partnership"), at a subscription price of $100,000 per Unit ("Unit Price"). If the maximum offering amount is raised, it is then 

anticipated that the Partnership will participate with Drilco Oil & Gas, Inc. ("Drilco") in drilling about 20 crude oil and natural gas 

development wells, primarily in the upper Mississippian Section and Devonian Shale horizons with up to ten (10) vertical wells and ten 

(10) horizontal wells crude oil and natural gas producing sands ("Program Wells"), on Drilco's prospects (the "Prospects") within the 

Appalachian Basin spanning seven counties in West Virginia (the "Project Areas"). Operations will be conducted through a joint venture 

between each respective Partnership and Drilco (the 'Program"). The Program will be capitalized 75% by the Partnership from the sale of 

Units (the "Partnership Position") and 25% by Drilco (the "Drilco Position"). 

Drilco will be the managing general partner of the Partnership and the Program and will assign well bore working interests in the 
Prospects to the Program. Drilco will receive a non-recurring location fee and management fee from the Program for each assigned Prospect 
and will earn a reversionary interest in the Program that will increase the Drilco Position from 25% after total distributions to the 
Unitholders reach 110% of their investment to 50% meaning that after payout 50% profits will go to Drilco and 50% of profits will go to the 
partnership. Drilco may increase the size of the offering, along with its proportionate Program contribution, by up to 20% for any over-
subscriptions, which would increase the maximum offering amount by up to $6,000,000 for a total maximum offering of up to $36,000,000. 

To purchase Units, subscribers must qualify as "accredited investors," as defined under the Securities Act of 1933 (the "Securities 
Act'). Drilco may accept non-accredited sophisticated investors on a case by case basis, for investment in the Partnership, at the sole 
discretion of the Partnership. Transfers of the Units will be restricted under the Securities Act and the Partnership Agreement. Investors 
may elect to purchase either General Partnership (GP) Units or Limited Partnership (LP) Units. During the drilling and completion phase, 
purchasers of GP Units will have unlimited liability for Partnership obligations, but will be entitled to apply their tax deductions from the 
Partnership against their active income from other sources under the working interest owner exception from the passive activity loss rules. 
See "Federal Income Tax Considerations." When the drilling phase is completed, all outstanding GP Units will be converted into LP Units, 
limiting the holders' liability for Partnership obligations arising after the conversion. 

The Units are being offered on a "best efforts" basis by Drilco Oil and Gas officers or if any selling agent agreements are made between 
Drilco and any financial advisors, companies, investment banks, or members in good standing of the Financial Industry Regulatory Authority 
("FINRA") (the "Selling Agents") and, on a limited basis, by affiliates and employees of Drilco. The Partnership will pay a commission based on 
investment banking terms Lehman Scale on all Units sold by that Selling Agent. No Commissions or fees will be paid on Units sold through affiliates 
or employees of Drilco. 

 

 

 

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of 
these securities or determined if this memorandum is truthful or complete. Any representation to the contrary is a criminal 
offense. 
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NOTICES TO INVESTORS 

The memorandum has been prepared solely for evaluating an investment in Units in the Partnership. It includes 
statements, estimates and forecasts about the Partnership's anticipated activities and performance. Actual performance may 
differ materially from anticipated results due to economic conditions and other risks, uncertainties and circumstances partly or 
totally outside the Partnership's control. See "Risk Factors." None of the information in this memorandum should be construed 
as financial, legal, tax or investment advice or as a guaranty about the economic return that may result from ownership of Units. 
Delivery of the memorandum does not imply that the information it contains is unchanged after its issuance date. 

This memorandum is delivered to the person named on the top of the cover page. It constitutes an offer only to that 
person. It does not constitute an offer or solicitation to anyone in any state or other jurisdiction where an offer or solicitation of 
Units is unauthorized or not permitted pursuant to prevailing laws. The minimum subscription is one Unit, unless waived by Drilco. 
The offering will terminate when subscriptions for all of the offered Units have been accepted by Drilco on behalf of the Partnership 
or December 31, 2017, whichever occurs first, subject to earlier termination by Drilco in its sole discretion. See "Terms of the 
Offering." 

The offering of Units has not been registered under the Securities Act or any state securities laws. The Units are being 
offered in reliance on the exemption from registration provided by Rule 506(c) of Regulation D under the Securities Act for 
transactions not involving a public offering and in reliance on similar exemptions under state securities laws. The Units are 
subject to restrictions on transferability and may not be transferred or resold except as permitted under the Securities Act, 
applicable state securities laws and the Partnership agreement of each limited partnership. Investors will be required to bear 
the financial risks of the investment for an indefinite period of time. 

Units may be purchased only by persons who qualify as "accredited investors" under Regulation D of the Securities 
Act. A limited number of non-accredited investors may be accepted for investment in the Program subject to the acceptance 
of such investment by Drilco in its sole discretion. Subscribers must be able to make the representations in the Subscription 
Agreement included at the end of this memorandum as Exhibit I. These include representations about the personal income 
and net worth thresholds required for qualification as an accredited investor. Investors must also represent that they are 
purchasing Units solely for investment and not with a view to resale of the Units. See "Investor Suitability Standards," Units 
will not be issued to any investor unless and until his subscription has been accepted. Subscriptions may be rejected by Drilco 
in its sole discretion. See "Terms of the Offering τSubscription Procedure." 

Upon request, each investor will have the opportunity to ask questions and receive answers about the Partnership and 
its business plan from Drilco's management. Drilco will also furnish any additional information that may be requested for 
verifying the accuracy of this memorandum. See "Additional Information." No person has been authorized to give any 
representations about this offering other than the information in this memorandum and any due diligence materials provided 
by Drilco upon request to any investor or Selling Agent. Any other representations or information should not be relied on as 
having been authorized. 

Units should be purchased only by investors who have no need for liquidity and are able to bear the economic loss of 
their entire investment. Subscribers should carefully consider whether an investment in Units is suitable in light of their 
financial condition and requirements. In particular, you should carefully consider the information under "Risk Factors" 
beginning on page 12 of this memorandum. 
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NASAA UNIFORM LEGEND 

IN MAKING AN INVESTMENT DECISION, INVESTORS MUST RELY ON THEIR OWN EXAMINATION OF THE 
PARTNERSHIP AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES 
HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. 
THOSE AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. 
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. THESE SECURITIES ARE SUBJECT TO RESTRICTIONS 
ON TRANSFERABILITY AND RESALE AND MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER THE 
SECURITIES ACT AND THE APPLICABLE STATE SECURITIES LAWS. INVESTORS WILL BE REQUIRED TO BEAR THE FINANCIAL 
RISKS OF THIS INVESTMENT FOR AN INDEFINITE PERIOD OF TIME. 

FORWARD LOOKING STATEMENTS 

THIS MEMORANDUM CONTAINS CERTAIN FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF 
SECTION 27 OF THE SECURITIES ACT RELATING TO ANTICIPATED DRILLING, PRODUCTION AND FINANCIAL 
PERFORMANCE. ACTUAL PERFORMANCE AND RESULTS MAY DIFFER MATERIALLY FROM ANTICIPATED RESULTS DUE TO 
ECONOMIC CONDITIONS AND OTHER RISKS, UNCERTAINTIES AND CIRCUMSTANCES PARTLY OR TOTALLY OUTSIDE 
EITHER PARTNERSHIP'S CONTROL, INCLUDING OPERATING RISKS INHERENT IN CRUDE OIL AND NATURAL GAS 
DEVELOPMENT AND PRODUCING ACTIVITIES, FLUCTUATIONS IN MARKET PRICES OF CRUDE OIL AND NATURAL GAS 
AND CHANGES IN FUTURE PRODUCTION COSTS, WORDS SUCH AS "ANTICIPATED," "EXPECT," "INTEND," "PLAN" AND 
SIMILAR EXPRESSIONS ARE INTENDED TO IDENTIFY FORWARD LOOKING STATEMENTS, ALL OF WHICH ARE SUBJECT TO 
THESE RISKS AND UNCERTAINTIES. SEE "RISK FACTORSέΦ
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SUMMARY OF THE OFFERING 

The following term sheet and executive summary are qualified by the more detailed information provided 
elsewhere in this memorandum and the attached exhibits. Investors should carefully read the entire memorandum 
("PPM'), as well as the exhibits. Capitalized words and certain industry terms are defined when first used in the PPM, 
and an alphabetical glossary of these terms is included as Exhibit A (the 'Glossary"). The Glossary is also incorporated 
into the definitions used in the attached form of partnership agreement for the Program (the 'Program Agreement") the 
DRILCO 2017 1H COMPANY, L.L.C. agreement of limited partnership and (the 'Partnership Agreement'), the assignment 
of drilling rights on the Prospects from Drilco to the Program (the "Prospect Assignment') and the drilling and operating 
agreement for the Program Wells between Drilco and the Program (the "Drilling and Operating Agreement). These 
agreements are referred to collectively as the "Program Agreements" and are attached as Exhibit B through Exhibit E. 

TERM SHEET 

The Offering A minimum of 13 Units (the "Minimum Offering") and a maximum of 300 Units (the "Maximum Offering") 
are being offered to accredited investors and a limited number of non-accredited sophisticated investors, at the 
discretion of Drilco, through a private placement (the 'Private Placement') in reliance on an exemption from 
registration under Regulation D, Rule 506(C) of the Securities Act of 1933, as amended (the "Securities Act"), The 
purchase price for each Unit is $100,000, subject to certain discounts available in the Program partnership, DRILCO 
2017 1H COMPANY, L.L.C., as set forth herein, payable in full upon subscription. If the Private Placement is over-
subscribed, Drilco may increase the Maximum Offering, along with its proportionate Program contribution, by up to 
20% or an additional 60 Units. 

 

The Partnership The Partnership was formed to participate with Drilco in a portfolio of crude 
oil and natural gas development wells to be drilled by Drilco in the Project 
Areas beginning during the year of 2017. The Partnership will participate in 
the Program Wells as a partner of Drilco 2017 1H Drilling Program, operating 
joint ventures between the Partnership and Drilco, which we refer to as the 
"Program." 

The Sponsor Drilco Oil & Gas, Inc., a West Virginia corporation, is the sponsor of the 
Partnership. Drilco will be the managing general partner of the Partnership 
and the Program. Drilco will also serve as general drilling contractor and 
operator under the Drilling and Operating Agreement. Drilco controls all 
crude oil and natural gas development operations in the Project Areas 
through its lease arid infrastructure position and will assign its well bore 
working interests in the Prospects to the Program, subject to third-party 
participation rights ("Third-Party Rights"), in portions of its acreage. 

Nature of Units Investors may elect to purchase Units of either general partner interests or 
limited partner interests in the Partnership. Holders of LP Units will have no 
liability for Partnership obligations in excess of their capital contributions, 
but may only apply their tax deductions from the Partnership against their 
passive income from the Partnership and other sources. Holders of GP Units 
will be exposed to unlimited liability for Partnership obligations, but will 
qualify for the working interest owner exception from the passive activity 
loss rules. Generally, this will entitle GP Unitholders to apply their tax 
deductions from the Partnership against salaries and any other sources of 
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active income. See "Federal Income Tax Considerations" herein. When 
drilling and completion operations are concluded, all outstanding GP Units 
will be converted into LP Units, limiting the holders' liability for the 
Partnership obligations arising after the conversion. 

Tax Advantages The drilling and completion costs for the Program Wells will be allocated 
under the Drilling and Operating Agreement in a proportion of 85% to 
intangible drilling and development costs ("IDC" or "Intangible Drilling 
Costs") and 15% to tangible equipment and completion costs ("Tangible 
Costs"). Under the "functional allocation" provisions of the Program 
Agreement up to all of the IDCΩǎ will be allocated to the Partnership which 
will in turn allocate such IDCΩǎ to the Unitholders, up to the total of their 
investment, with the remaining IDC and the Tangible Costs expected to be 
allocated to Drilco. Drilco will endeavor to structure its future drilling 
activities in a manner whereby the Unitholders would have income tax 
deductions in the 2017 tax year for up to 85% to 90% of their subscription 
price of $100,000 per Unit, subject to certain discounts as set forth herein. 
Note, however, that a Unitholder's IDC deduction for 2017 or 2018 will 
ultimately depend upon the prepayment of drilling and completion costs to 
the operator by the end of the tax year that the deduction is desired and 
that the Partnership's drilling activities commence by the end of the first 
quarter of the subsequent year.  For example for a 2017 deduction, Drilling 
costs must be prepaid by December 31, 2017 and drilling must begin by 
March 31, 2018. To the extent that such conditions are satisfied later than 
the dates mentioned above, your IDC deductions could possibly be deferred 
into later tax years as a result of the same conditions. Assuming a combined 
state and federal tax bracket of 40%, this amounts to a potential tax savings 
of $34,000 to $36,000 per Unit for 2017 assuming each Unit is purchased at 
full subscription price. Unitholders will be entitled to annual percentage 
depletion deductions at a rate currently established at 15% of all production 
revenues allocated to them. 

Start-Up Costs All Start-Up Costs will be paid by the Partnership from proceeds of this 
offering, up to a cap equal to 10% of the gross offering proceeds. Any Start-
Up Costs in excess of the capped amount will be payable by Drilco. The Start-
Up Costs include all sales commissions, due diligence fees, marketing fees 
and other offering expenses, legal and accounting fees and other costs for 
the organization of the Partnership. See "Plan of Distribution." 

Offering Period If the minimum offering is reached by December 31, 2017 the Private 
Placement will continue until the Maximum Offering is reached or December 
31, 2018, whichever occurs first (the "Termination Date"), subject to earlier 
termination by Drilco in its sole discretion. 
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Early Incentive Unless earlier terminated at the sole discretion of Drilco, as an incentive for 
early investment, investors are offered a discount on the Unit Price, subject 
to certain limitations, based on the date of each subscriber's fully paid 
subscription for the Units. For those subscriptions received: (i) on or before 
June 30, 2017, the price of a Unit shall be equal to $90,000; and (ii) on or 
before July 31, 2017, the price of a Unit shall be equal to $95,000. Any such 
discounted Unit prices set forth in (i) or (ii) shall only be applicable to a 
maximum Program subscription of Units totaling the aggregate of 
$5,000,000, Subscribers for the Units shall not be eligible for any discount on 
the Unit price for subscriptions received after July 31, 2017 or upon the 
receipt of $5,000,000 cumulative Offering Unit sales. Additionally, for early 
incentives to apply, a subscription must be post-marked by the applicable 
termination date as set forth above and such early incentives shall be on a 
first-come, first-served basis. Any subscriptions that exceed the maximum 
Program subscription applicable to early incentives or the time constraints 
for such early incentives shall be accepted or rejected, in whole or in part, 
solely at the discretion of the Company. 

Put Option In the first quarter of each year, beginning one year after the date of the 
initial distribution by the Partnership, the Unitholders will have the option 
(the "Put Option") to tender their interests in the Partnership for sale to 
Drilco at a price per Unit equal to 3 times the sum of the Partnership's 
distributions to investor per Unit during the preceding 12-month period. The 
purchase price is subject to a 20% reduction for any Put Option exercised 
within six months before or after the point when total distributions to the 
Unitholders reach 110% of their investment. The Put Option may not be 
exercised for more than 10% of the Units in any one year and will be 
considered on a "first-come, first-served" basis. It is also conditioned on 
Drilco's election to purchase tendered Units and its receipt of certain legal 
opinions explaining the legal effect and potential consequences of honoring 
the Put Option requests under Federal taxation and securities laws. 

Closings Closings of the Private Placement (each; a "Closing") will be held from time 
to time prior to the Termination Date. The initial Closing will be held when 
the Minimum Offering is reached. Program operations will commence at that 
time. Drilco reserves the right to close the program at any time in its sole 
discretion. 

Program Structure The Program is being capitalized 75% by the Partnership from the sale of 
Units and 25% by Drilco. Under the terms of the Program Agreement; the 
100% working interests in the Prospects assigned by Drilco to the Program 
όǘƘŜ άProgram Position") will be shared proportionately 75% by the 
Partnership and 25% by Drilco (the "Proportionate Shares") until total 
Partnership distributions to the Unitholders reach 110% of their investment 
(Payout") in the Units. After Payout, Drilco will earn a reversionary interest of 
25% of the Program Position in each of the Program Wells the "Drilco 
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Reversionary Interest"). This will reduce the Partnership Position to 50% 
after Payout. 

Prospects The Prospects are being selected by Drilco from a mix of its proved 
undeveloped ("PUD") locations within the Project Areas, with the balance on 
drilling sites currently classified as probable or possible reserves. Drilco has 
broad discretion in the selection of Prospects and the timing of their 
development. Selection criteria include evaluation of the latest geological 
and geophysical data from ongoing operations in the Project Areas, timely 
approval of drilling permits by state agencies and various logistical 
considerations. Drilco will act as Transfer Agent and Paying Agent for 
monthly oil and gas payments. 

Location Fee The Program will pay Drilco a non-recurring location fee for each Prospect at 
the rate of $80,000 per horizontal and vertical well drilled on the same well 
location (the "Location Fee"). Based on an estimated portfolio of 10 
Horizontal wells and 10 Vertical wells proposed on the same well location. 
The Location Fee charged by Drilco is typical and customary with those 
charged by other companies in the Appalachian Basin for leasing rights. 

Management Fee  The Program will pay Drilco a non-recurring management fee of $40,000 per 
well (the "Management Fee").  

Program Wells Depending on the size of the Private Placement, if the maximum offering 
amount is raised, it is anticipated that the Program will drill about 10 Vertical 
and 10 Horizontal Program Wells targeting the upper Mississippian Section 
and Devonian Shale horizons, conventional and unconventional crude oil, 
shallow oil bearing sands, and natural gas pay zones present throughout the 
Project Area. If the Private Placement is fully subscribed, Drilco anticipates 
that it will drill 10 Vertical and 10 Horizontal Program Wells in Ritchie County 
and Gilmer County, WV. In the event of poor well results on the proposed 
acreage, Drilco reserves the right to relocate drill sites to another 
prospective location of its choosing. Drilco, in its discretion, may increase or 
decrease the number of horizontal wells it has estimated above, within 
5ǊƛƭŎƻΩǎ ƭŜŀǎŜ ŀŎǊŜŀƎŜ όǿƛǘƘ ǘƘŜ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ǿŜƭƭǎ ǎŜǘ ŦƻǊǘƘ ŀōƻǾŜ ōŜƛƴƎ ŀƴ 
estimate by Drilco of its development plan. 

Well AFEs Drilco will be responsible for drilling and completing all of the Program Wells 
under the Drilling and Operating Agreement with the Program. The projected 
drilling and completion costs Authorization For Expenditures ("AFEs") for the 
Program Wells are estimated at this time to average $1,860,000 per 
horizontal well and $1,170,000 per vertical well. Drilco reserves the right at 
its sole discretion to add a vertical or horizontal wells to the program if 
shallow natural gas or crude oil is encountered. Actual drilling and 
completion costs for the Program Wells may vary from their AFEs. 
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Cost-Plus Pricing The Program Wells will be drilled and completed for the Program on an AFE 
"cost-plus" 15% basis. 15% of the AFEs under the Drilling and Operating 
Agreement. Any net surplus in the AFE cost-plus payments above actual 
drilling and completion costs will be applied for the benefit of the 
Partnership under the true-up provisions of the Prospect Assignment. 

True-Up Account  The Partnership will not be assessed for any AFE shortfall or reimbursed for 
any excess AFEs. Instead, Drilco will maintain an account under the Prospect 
Assignment (the "True-Up Account), reflecting a credit for the Partnership's 
Proportionate Share of any AFEs for Program Wells in excess of its actual 
drilling and completion costs and a debit for its Proportionate Share of any 
drilling and completion costs for Program Wells in excess of its AFEs on a 
cost-plus basis. Any net deficit balance in the True-Up Account for all 
Program Wells will be borne by Drilco and applied to proportionately 
increase the Drilco Position in the last Program Wells, determined by 
completion dates. Any net surplus in the True-Up Account for all Program 
Wells will be applied to proportionately increase the Partnership Position in 
the fast Program Wells. If the net surplus exceeds the AFE cost-plus rate for 
one or more horizontal wells, Drilco will assign one or more additional 
Prospects to the Program and drill an additional Program Well for the 
Program on each Prospect by application of the surplus funds in the True-Up 
Account. 

Escrow Account 
and Escrow Agent 

All subscription proceeds from the sale of Units will be deposited in a 
segregated account for the Partnership (collectively, the 'Escrow Account") in 
The Premier Bank in Spencer, WV under the account of Drilco Oil and Gas 1H 
Drilling Program, L.L.C. 

Suitability Subscriptions for Units will only be accepted from accredited investors or, in 
the sole discretion of Drilco, certain non-accredited sophisticated investors. 
Subscribers must also represent in their Subscription Agreement (Exhibit I) 
that they are acquiring Units for investment and not with a view to their 
resale or distribution. In addition, subscribers must represent that they have 
the ability to bear the economic risk of the investment for an indefinite 
period of time, with a principal investment objective of securing an economic 
profit, without regard to tax benefits from the investment. 

Risk Factors An investment in a drilling business such as the Program is very speculative, 
and the ownership of Units involves many risks and uncertainties. These 
include, but are not limited to, drilling and operating risks inherent in oil and 
gas development and producing activities, fluctuations in market prices of 
crude oil and natural gas, changes in future production costs and conflicts of 
interest inherent in the structure of the Partnership and the Program. 
Investors should carefully consider the information under "Risk Factors" 
beginning on page 12 of this memorandum. 
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EXECUTIVE SUMMARY 

Strategy. The Partnership is structured to capitalize on conventional and unconventional resource 
development opportunities in the Project Areas and the favorable long term pricing expectations of Drilco for crude 
oil and natural gas. The primary pay zone in the Project Areas is the Upper Mississippian Section and the Devonian 
and Marcellus Shale formations. The economics of Upper Mississippian Section and the Devonian and Marcellus Shale 
formations play in this part of the Appalachian Basin have been transformed by recent advances in horizontal drilling 
and completion technology optimized for the region. Drilco was one of the first operators in the region to deploy and 
refine deviated and horizontal drilling technology; which has, in many cases; increased initial recovery volumes and 
rates for Upper Mississippian Section and the Devonian and Marcellus Shale wells in Northern Appalachia at lower 
finding costs than conventional vertical and Mississippian Section and shale wells drilled in similar areas. In addition 
to technical expertise, Drilco has historically reduced its finding costs through a disciplined focus on drilling and 
completion efficiencies, combined with competitive pricing for third-party drilling services and equipment, facilitated 
by its status as an established and recognized regional buyer of tubular and well equipment. Notwithstanding such 
efficiencies, Drilco's ability to achieve such efficiencies may be limited by upward pricing adjustments occurring at 
such time when the services and equipment is contracted for by Drilco. 

Business Model. Drilco operates all of its existing wells in the Project Areas and controls the entire field-wide 
gathering and sales infrastructure for their production, either directly or through its natural gas gathering pipelines. As 
of the date of this memorandum, Drilco's natural gas gathering system and crude oil storage facilities for the Project 
Areas and advanced gathering and crude oil facilities in Ritchie County and Gilmer County, WV. Drilco also has historically 
obtained firm capacity transportation rights with third-party pipelines that have helped prior drilling programs to 
ensure the deliverability of existing and future crude oil and natural gas production from the Project Areas. Drilco has 
such firm capacity transportation rights. Sales of crude oil and natural gas production from the Program Wells could 
also benefit from the high energy content of Appalachian crude oil and natural gas, which has historically resulted over 
the past couple of years in realized sales premiums. The proximity of the Project Areas to major east coast markets 
historically has generated further realization premiums above spot prices. 

Investment Objectives. The investment objectives of the Partnership are to: 

¶ generate regular monthly cash flow distributions to investors from sales of crude oil and natural gas produced 
from the Program Wells; 

¶ provide tax advantages through 100 percent intangible tax deductions to the general partners in this 
program during the drilling and completion phase, and once the wells are drilled and completed, the 
general partners that invested in the program will be converted from general partners to limited partners 
to maximize their tax benefit 

¶ provide tax advantages during the production phase through percentage depletion deductions that will 
partially shelter Partnership income allocations from Federal income taxation. 

Management. Drilco is a privately held independent exploration and production company operating in the 
Appalachian Basin since 1995. Drilco's management has over 100 years of combined exploration and production 
experience in this region. To develop its resources, Drilco has expanded from drilling five wells in 1995 to drilling and 
operating over 200 wells for the period comprising 1995 through 2017, for an aggregate total of over 200 wells in the 
Project Areas. Drilco also controls the natural gas gathering system and crude oil infrastructure for all Project Areas, as 
well as the natural gas processing facilities. Drilco is dedicated to maintaining superior operating standards. See 
"Management." 

 

Project Areas. Over the last several years, Drilco has aggressively assembled its core Project Areas, 
which currently span a total of 15,000 acres across seven counties in West Virginia.  
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Prior Performance. Since its formation, Drilco has drilled and operates a total of over 200 wells in the Project Areas. All 
of these wells have been drilled with joint venture partners since 2001, (collectively, "Prior Programs"). Historically, 
100% of the wells drilled by Drilco on this acreage have been completed as producers. Additional information about the 
Prior Programs is provided in the Prior Activities Report included as Exhibit G to this PPM. Beginning in 2001, Drilco 
participated with its own capital between 45% to 85% in their wells, which were drilled at cost.  As a result of the 
ƳŀƧƻǊƛǘȅ ƻŦ 5ǊƛƭŎƻΩǎ ǿŜƭƭǎ ōŜƛƴƎ ƻŦ ǘƘŜ ǾŜǊǘƛŎŀƭ ǘȅǇŜΣ ǘƘŜ Řŀǘŀ ŦǊƻƳ ǇǊƛƻǊ ǇǊƻƎǊŀƳǎ ŀƴŘ ǿŜƭƭǎ ŘƻŜǎƴΩǘ ƛƭƭǳǎǘǊŀǘŜ ǘƘŜ 
improved production economies found with wells made by the newly adopted technique of horizontal drilling.  For all of 
the wells drilled by Drilco, Drilco had at its disposal the majority, if not all, of the equipment needed to do the necessary 
preliminary work, to drilling and completing the wells; which has enabled Drilco to keep its costs low. 

Prospects. The Program will acquire its development rights in the Prospects under a Prospect Assignment 
from Drilco. For the Program's vertical and horizontal wells, these rights will be limited to well bore only assignments 
to the twenty well program. The Mississippian Section is considered conventional due to its high permeability while 
the Devonian Shale formations are considered unconventional targets because of their low permeability. To be 
productive, natural fracturing must be present and generally must be enhanced by an effective treatment. While this 
typically results in modest initial volumes and pressures for vertical and horizontal wells in the Mississippian Section 
and Devonian Shale wells in the region, it generally also accounts for the low annual decline rates demonstrated by 
these wells, many of which are expected to produce for 30 years or more.  Additional information about the 
geological characteristics of the Project Areas is provided in the Geology Report included in this memorandum as 
Exhibit F. 

Program Wells.  

Drilco Oil & Gas Corp. in Partnership with Drilco 2017 1H Drilling Program, LLC is seeking to raise 
$30,000,000.00 for an Oil and Gas Drilling Program that will consist of drilling 10 Vertical Wells and 10 Horizontal Wells 
throughout five crude oil and natural gas producing zones. These zones consist of the following formations: the Big 
Lime formations, the Big Injun Sandstone, Berea Sandstone, and Upper Devonian Shale through to Marcellus Shale. 
The ten vertical wells will be completed using multi-stage frac methods though the use of lateral jet perforating and 
bridge plug completion. Each of the ten vertical wells and ten horizontal wells will be drilled on various leaseholds held 
by Drilco Oil & Gas Corp. in the State of West Virginia. This venture is open to Accredited Investors and is filed as a 
506(c) Regulation D Offering with the SEC. 

If the Program raises the maximum offering amount, Drilco intends that it will drill a total of 20 Program Wells, 
which will include 10 vertical wells that we will drill for exploratory purposes in support of the goal of drilling 20 total 
wells.  We will drill the 10 vertical wells first, using mud logging and other methods to evaluate all the geological 
formations (1,850~6,000 feet), running cross-sections with the intention of finding the prominent producing zones 
primarily for crude oil and natural gas production. After interpreting the geological data from the 10 vertical wells, 
Drilco will determine which areas will produce the greatest amount of crude oil and natural gas. Determination is 
founded upon mudlogging analysis and geological research. Once the vertical wells are completed, Drilco will put the 
vertical wells into production.  Drilco will also utilize new enhanced completion and jetting technologies with the 
vertical wells. The 10 horizontal wells will then be drilled in the areas that show the most promise (8% porosity or 
higher).  Horizontal wells will provide accelerated crude oil and natural gas production within the Big Injun Sand, Big 
Lime, Berea Sandstone, Upper Devonian Shale and the Marcellus Shale formations. 

The Program's horizontal wells will generally have a single lateral leg length ranging between 2,000 feet to 3,500 feet 
through the target formation. The Program Wells will target the Big Injun Sand Upper Mississippian geological section.  
The Devonian Shale depths range from 3000 to 6,500 feet. Up to 10 horizontal wells will focus on shallow crude oil and 
natural gas producing sands in the Upper Mississippian sands. Drilco will complete the Program Wells as expeditiously 
as possible. With its core crude oil and natural gas infrastructure in place for the Project Areas, Drilco expects to bring 
Program Wells on line generally within 45 days after completion. 

Allocation of AFE Cost-Plus Obligations.  If costs exceed the allocated AFEs, Drilco is entitled to stop the 
program at that point.  If there is money left over from drilling after the anticipated number of twenty wells have been 
drilled and completed, the excess funding will be applied to the True-Up Account for additional drilling and exploration 
ŀƴŘ ŀŘŘŜŘ ǘƻ ǘƘŜ tǊƻƎǊŀƳΣ ŀǘ 5ǊƛƭŎƻΩǎ ƻǇǘƛƻƴΦ   
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Drilling Operations. As the general contractor and operator under the Drilling and Operating Agreement, 
Drilco will be responsible for site preparation, drilling and completion operations and installation of flow lines for 
connecting Program Wells to its existing gathering facilities. Drilco will rely on specialized subcontractors with 
established expertise for drilling and completion work on the Program Wells. Drilco will retain control over all 
geological, drilling and completion decisions and supervisory responsibility for all engineering and administrative 
services performed by its outside contractors. 

Well Operations. Drilco will be responsible under the Drilling and Operating Agreement for operating and 
maintaining the Program Wells and for using its best efforts to maximize their production. Pursuant to COPAS 
accounting guidelines, Drilco will be entitled to monthly fees for producing Program Wells. The monthly operating fees 
are established at $500 per Program Well during the first year of production, or $1,000 for any Program Well with oil 
production requiring regular attention. These fees are subject to future increases at Drilco's discretion based on 
prevailing operating costs. 

Crude Oil and Natural Gas Marketing. Crude oil and natural gas production from the Project Areas are 
currently sold through Drilco.  Drilco coordinates all natural gas transportation arrangements and revenue related 
services for the Project Areas. A portion of the crude oil and natural gas production from the Project Areas is sold 
through Drilco under fixed-price contracts, and the balance is sold at prices determined monthly under formulas based 
on prevailing market indices. Drilco will seek to place 50% to 70% of the total natural gas volumes from the Project 
Areas under fixed contracts for various periods up to three years. Although Drilco will generally seek a target range per 
Mcf for these contracts, there is no guarantee.  In the event that crude oil and natural gas prices remain low, this could 
negatively affect Drilco's hedging strategies and the prices it receives for its crude oil and natural gas. 

Use of Proceeds. Proceeds from the sale of Units are expected to be allocated as follows, based on an AFE 
cost-plus 15% obligation averaging $984,750 for the Program Position in each Program Well on a blended basis. As 
reflected in the table, for each Unit issued by the Partnership, Drilco will make a proportionate 25% contribution to 
the Program, amounting to $328,250 per Unit, not including the 1% interest in the Partnership as its managing 
general partner. 
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Use of Proceeds Chart 
 

  

Minimum 
offering (13 

Units)  

Percent 
of 

Program 
Capital 

 
Maximum 

Offering (300 
Units) 

Percent of 
Program 
Capital 

Gross subscription proceeds            1,300,000  99%           30,000,000  99% 

Drilco Contribution                  13,000  1%                 300,000  1% 

Total Partnership Capital            1,313,000  100%           30,300,000  100% 

Startup Costs               131,300  10%             3,030,000  10% 

 Available Partnership Capital      

       

Partnership Contribution               984,750  75%           22,725,000  75% 

Drilco Contribution               328,250  25%             7,575,000  25% 

Total Program Capital            1,313,000  100%           30,300,000  100% 

       

 AFEs for Program Position               984,750  75%           22,725,000  75% 

 Cost-plus component               196,950  15%             4,545,000  15% 

 Capital Reserve                  13,130  1%                 303,000  1% 

 Location Fees                  78,780  6%             1,818,000  6% 

 Management Fee                  39,390  3%                 909,000  3% 

Total development costs            1,313,000  100%           30,300,000  100% 

 
 

Drilco Contributions. In addition to the Drilco Position in the Program, Drilco will have a 1% interest in the 
Partnership as its managing general partner, and the Unitholders will have a 99% interest in each respective 
Partnership. {ŜŜ ϦtŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ /ƻǎǘǎ ŀƴŘ wŜǾŜƴǳŜǎΦέ ! ǇƻǊǘƛƻƴ ƻŦ 5ǊƛƭŎƻϥǎ ŎƻƴǘǊƛōǳǘƛƻƴǎ ǘƻ ǘƘŜ tŀǊǘƴŜǊǎƘƛǇ ŀƴŘ ǘƘŜ 
Program will be in the form of payments to itself. Drilco will receive a credit under the Program Agreements towards 
its required capital contributions to the Partnership and the Program for these payments. The covered payments will 
include Drilco's 10% Proportional Share of the Location Fees, Management Fees and cost-plus component of its AFE 
obligations for the Program Wells. These credits will not include any of Drilco's Program Fees payments. See "Summary 
of the Program and Partnership Agreements." Drilco may fund part of its Program contributions through a special 
purpose partnership to be formed with its founders and other long-term investors (the "Drilco Partnership"), If a Drilco 
Partnership is formed for that purpose, it will acquire a proportionate interest in the Drilco Position but will not share 
in any of Drilco's management or operating rights or obligations under the Program Agreements. 

 

Allocation of Program Costs and Tax Deductions. The following table shows the estimated allocation of 
Program costs and tax deductions between the Partnership and Drilco and actual results may vary. The table does not 
reflect Drilco's 1% general partner interest in the Partnership. Allocations to the Unitholders as a group are determined 
by dividing Partnership allocations by 0.99, and allocations to each Unitholder are determined by dividing the number 
of Units held by the Unitholder by the total number of outstanding Units. Unless otherwise indicated, references in this 
memorandum to the Unitholders' interest in Partnership, the Program and the Program Wells reflect the reduction of 
their interest in the Partnership from Drilco's 1% interest as its managing general partner, and references to the 
Partnership interest in the Program reflect the 99% cumulative interests of the Unitholders and the 1% interest of Drilco 
in the Partnership. 
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  Partnership Drilco 

Start-up Costs 100% 0 

Intangible Drilling and Development Costs  100% 0 

Tangible Costs and costs associated with Location Fees    

Operating costs:   

 Before Payout  75% 25% 

 After Payout  50% 50% 
  

Third-Party Royalty Interests and Participation Rights. Some of the Program Wells may be subject to third-
party royalty interests under the crude oil and natural gas leases and farm outs for the Project Areas. Royalties of 
12.5% are currently in effect for all of the Project Areas, and some may also be subject to a third-party overriding 
royalty interests between 3% and 4%. The net revenue interest of the Partnership and Drilco in the Program Wells will 
be proportionately reduced by these royalty interests.  Since Drilco does not anticipate any exercise of these Third-
Party Rights, any exercise of Third-Party Rights would be normalized under the True-Up Account. See "Summary of the 
Prospect Assignment." 

Administration and Management. As managing general partner, Drilco will be responsible for the day-to-day 
operations of the Program and administration of the Partnership. Drilco will be entitled to reimbursement for any 
third-party expenses, including, but not limited to, legal and other necessary costs it incurs in the management of the 
Program and administration of the Partnership. Drilco is headquartered in Grantsville, West Virginia. Updated 
information about Drilco is available at www.drilcooilgas.com 

Insurance. Under the terms of the Program Agreements, Drilco will add the Partnership as an additional insured 
party under its liability insurance policies. Drilco maintains $1 million of liability insurance coverage for its operations, with an 
additional $14 million of excess umbrella liability coverage, subject to customary exclusions, beginning with and through 
completion of the Program's operations. Drilco also requires its subcontractors to carry liability insurance in varying 
amounts, depending on the type of work performed. 

Qualification of Investors. The offering of Units has not been registered under the Securities Act or with 
any state securities regulatory authority. The Units are being offered in reliance on the exemption from 
registration provided by Rule 506(c) of Regulation D under the Securities Act for transactions not involving a 
public offering and in reliance on similar exemptions under state securities laws. 

Subscriptions for Units will only be accepted from accredited investors, as defined in Rule 501 of the Securities Act 
and, in the sole discretion of Drilco, certain non-accredited sophisticated investors. See "Investor Suitability Standards." 

Rule 506 of the Securities Act, as it had existed until recent amendments, permitted private placements to be 
sold in unlimited offering amounts, to an unlimited number of purchasers (subject to the need for registration pursuant 
to the Securities Act of 1934, as amended (the "1934 Act"), when an issuer has 500 holders of record), so long as all the 
purchasers are accredited investors and there was no use of general solicitation or public advertising. The Jumpstart 
Our Business Startups Act (the "JOBS Act") of 2012 amended Section 12(g)(1)(A) of the 1934 Act to (i) remove the 
prohibition on general solicitation provided that certain conditions are satisfied, and (ii) raise the thresholds at which 
an issuer will be required to register under section 12(g) of the 1934 Act. As a result, under amended Regulation D, 
1934 Act registration is not required until an offering acquires 2,000 holders of record or 500 persons who are not 
accredited investors. 

The offerings of Units hereunder is being made pursuant to Regulation D, Rule 506(c).  In compliance with the 
amendment to Regulation D, the offering of the Units shall be available to up to 2,000 accredited investors and up to 
500 persons who are not accredited investors. 

Being an "accredited investor" qualifies an investor to invest in certain types of higher risk investments 
including, but not limited to, this Offering. Simply stated, a non-accredited investor is an individual who does not meet 
the SEC criteria of an accredited investor and further qualified by a standard of investment sophistication. 
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Although Drilco may offer the Units to certain non-accredited investors, every non-accredited investor, either 
alone or with a purchaser representative, must be sophisticatedτthat is, every investor must have sufficient knowledge 
and experience in financial and business matters to make the investor capable of evaluating the merits and risks of the 
prospective investment. Although taken on a case-by-case basis, generally those that meet the financial requirements 
of being an accredited investor, with the exception of those whose homes comprise the majority of their net worth, 
shall qualify for investment. 

As part of the subscription process, all subscribers will be required to represent that they meet one of the following 
requirements for status as accredited investors including but not limited to: 

1. certain financial institutions, 

2. an employee benefit plan, within the meaning of the Employee Retirement Income Security Act, 
if a bank, insurances company, or registered investment adviser makes the investment decisions, or if the 
plan has total assets in excess of $5 million, 

3. a charitable organization, corporation, or partnership with assets exceeding $5 million, 

4. a director, executive officer, or general partner of Drilco, 

5. subscribers meeting certain net worth and /or purchase requirements including 
specified current and anticipated income requirements including, but not limited to, a natural 
person whose individual net worth, or joint net worth with the investor's spouse, exceeds 
$1,000,000 at the time of purchase, excluding the net value of the primary residence, or a 
natural person whose annual income exceeds $200,000 in each of the two most recent years, or 
joint income with the investor's spouse exceeds $300,000 in each of those years, and the investor 
reasonably expects to reach the same individual or joint income level in the current year, 

6. purchasing entities comprised solely of accredited investors, and, 

7. a trust with assets in excess of $5 million, not formed to acquire the securities offered, whose 
purchases a sophisticated person makes. 

Investment by a Benefit Plan. In appropriate circumstances, an investment in the Units may be made 
through an individual retirement account or by the trustee of a retirement plan that is tax-qualified under section 
401(a) of the Code (either such arrangement hereafter referred to as a 'Benefit Plan"), An investment in the Units by 
a Benefit Plan is permitted, subject to acceptance of the investment by Drilco, and the investment may be structured 
to eliminate or reduce the risk of adverse tax consequences, if any. Investments in the Program by Benefit Plans shall 
be limited to not more than 25% of the total invested in the Program, as determined in accordance with applicable 
regulatory authority. Any investment by a Benefit Plan in the Units shall be made as a limited partner. When Benefit 
Plan funds are invested in an enterprise in which the individual retirement account owner or the retirement plan 
participant has, or will have, some other relationship - current owner, co-investor, employee, creditor, director or 
officer - there may be an issue of whether the investment will constitute a "prohibited transaction" under applicable 
federal laws. Prohibited transaction issues may also arise after the Benefit Plan investment is made, usually in 
connection with a transaction or service between the Benefit Plan and the enterprise or between the owner of the 
Benefit Plan interest (or related person) and the enterprise. No investment by a Benefit Plan shall be permitted by 
the owner or the participant of a Benefit Plan who is a current owner, employee, director or officer of Drilco. If an 
investment in the Offering by a Benefit Plan is considered, please consult your tax advisor for assistance to ensure 
the investment is not a prohibited transaction. 

Plan of Distribution. The Units are being offered on a "best efforts" basis by Drilco Oil and Gas officers.  For any 
selling agent agreements made between Drilco and any financial advisors, companies, investment banks, or members in 
good standing of the Financial Industry Regulatory Authority ("FINRA") (the "Selling Agents") and, on a limited basis, by 
affiliates and employees of Drilco, the Partnership will pay a commission based on investment banking terms Lehman Scale 
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on all Units sold by that Selling Agent. No Commissions or fees will be paid on Units sold through affiliates or employees of 
Drilco. See -Use of Proceeds" and "Plan of Distribution." 

Counsel and Compliance Administrator. All funds received by any Selling Agent and Drilco shall be 
forwarded to the Escrow Agent along with the subscriber completed Subscription Agreement. Elliot G. Hicks, 
Attorney, as counsel to Drilco and the Partnership and as compliance administrator for the Private Placement (the 
"Compliance Administrator") will review all Subscription Agreements to ensure that necessary securities compliance 
requirements have been satisfied. Any incomplete or deficient subscriber documents will be returned to the Selling 
Agent along with a letter explaining the deficiencies. 

 

Subscription Procedure. To subscribe for Units, an investor must complete, date and sign the Subscription 
Agreement. This may be obtained from either the Selling Agents or Drilco. The completed Subscription Agreement, 
together with a check payable to 'Drilco 2017 1H Drilling Program - Escrow Account" in payment of the subscription 
price of $100,000 per Unit, subject to discount for early subscription as set forth herein, should be promptly delivered 
to a Selling Agent. See "Terms of the Offering" to be found in DRILCO 2017 1H DRILLING PROGRAM CONFIDENTIAL 
PRIVATE PLACEMENT MEMORANDUM available from Drilco Oil and Gas, P.O. BOX 385, Grantsville, WV 26147.  All 
subscription funds will be held by the Escrow Agent for the benefit of subscribers, until the earlier of the sale of the 
minimum amount of Units necessary to comprise the Minimum Offering ($1,300,000) or the Offering Termination Date.  
Drilco may offer fractional shares at its sole discretion. 

Contact Information for Drilco Oil and Gas. To request a copy of DRILCO 2017 1H 
DRILLING PROGRAM CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM please contact 
Drilco Oil and Gas by calling 5ǊƛƭŎƻΩǎ ƻŦŦƛŎŜ ŦǊƻƳ фΥлл !a ǘƻ рΥлл ta aƻƴŘŀȅ ǘƘǊǳ CǊƛŘŀȅ EST 
(excluding holidays) at (304) 354-9516 or fax your request to (304) 354-6809.  Requests can be 
ƳŀŘŜ ƻƴƭƛƴŜ ǘƘǊǳ 5ǊƛƭŎƻΩǎ ǿŜōǎƛǘŜΥ http://www.drilcooilgas.com/offers.html or 
http://www.drilcooilgas.com/contact.html  and requests can always be made by mailing your 
contact information including your phone number and address and a note of your interest to: 

 

    Drilco Oil and Gas 
    P.O. BOX 385 
    Grantsville, WV 26147. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.drilcooilgas.com/offers.html
http://www.drilcooilgas.com/contact.html
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RISK FACTORS 

An investment in the Program and the Partnership involves many risks. The following factors and the other 
information contained in this memorandum, including the exhibits, should be carefully considered before making an 
investment decision. 

TAX EFFECTS AND RISKS RELATED TO OWNERSHIP OF GP UNITS  

Tax Effect for GP Units 

If you invest in GP Units, then your share of Partnership's deduction for Intangible Drilling Costs (IDC) will not 
be subject to the passive activity limitations on losses. Intangible Drilling Costs include all expenditures made for any 
well before production in commercial quantities for wages, fuel, repairs, hauling, supplies and other costs and 
expenses incident to and necessary for drilling the well.  IDC also includes costs of preparing the well for production of 
crude oil and natural gas. IDC is currently deductible, whereas Tangible Costs must be recovered through depreciation 
deductions. Most states, but not all, also allow for a similar deduction against state income tax. Availability of tax 
deductions will depend partially on the tax status of the investor. 

Liability 

Holders of GP Units will have unlimited liability for investments in the Partnership's obligations. This means 
that if insurance proceeds from any source and the Partnership's assets are not sufficient to satisfy a Partnership 
liability, you and the other GP Unitholders would have joint and several liability, along with Drilco, for those 
obligations. As a result, a creditor or other person with a claim against the Partnership may sue all or any one or more 
of the Partnership's general partners, including one or more GP Unitholders, for the entire amount of the liability 
Although past performance is no guarantee of future results, the investor general partners in Prior Programs have not 
had to pay any assessments because of their status as investor general partners. 

When all of the Program Wells have been drilled and completed, each GP Unit will be automatically converted 
into an LP Unit. The conversion of GP Units will not create any tax liability to holders of GP Units. Once your GP Units 
are converted, you will have the lesser liability of a limited partner under the West Virginia law for Partnership 
obligations and liabilities arising after the conversion. However, you will continue to have the responsibilities of a 
general partner for Partnership liabilities and obligations incurred before the effective date of the conversion. This 
could result in joint and several liability in excess of your subscription amount for environmental or other claims that 
arose during drilling activities but were not discovered until after the conversion. 

 

 

TAX EFFECTS AND RISKS RELATED TO OWNERSHIP OF LP UNITS  

Tax Effect for LP Units 

If you invest in LP Units, then the use of your share of the IDC deduction from the Partnership will be limited 
to offsetting your net passive income from "passive" trade or business activities. These activities generally include your 
investment in the Partnership and other limited partnerships, but do not include salary, dividends or interest. As a 
result, you will not be able to deduct your share of the Partnership's deduction for 100 in the 2017 tax year unless you 
have net passive income from investments other than the Partnership, since the Program will not begin generating 
significant production revenues until 2018 unless the initial Closing is held early in the third quarter of 2017. However, 
any portion of your IDC deduction from the Partnership that you cannot use in the 2017 tax year for that reason may 
be carried forward indefinitely until you can use it to offset your net passive income from the Partnership or your 
other passive activities in subsequent tax years. 
 
 
Liability 
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If you invest in LP Units, you will have limited liability for the Partnership's liabilities and obligations for which you 
are invested. This means that you will not be liable for any Partnership liabilities or obligations beyond the amount of your 
subscription payment for your LP Units and your share of any Partnership's undistributed net profits, subject to certain 
exceptions. See "Summary of the Program and Partnership Agreement τ Liability of Limited Partners." 

OPERATING AND BUSINESS RISKS 

Crude oil and natural gas prices are volatile, and continuing weakness in commodity prices could reduce 
revenues from the Program Wells. 

The Partnership's financial performance will depend on the prices received for sales of crude oil and natural 
gas from the Program Wells and, to a lesser extent, prices for crude oil and natural gas liquids extracted from 
throughput from the Project Areas. Crude oil and natural gas prices have historically been subject to wide fluctuations 
in response to relatively minor changes in supply and demand, market uncertainty and many other factors beyond the 
control of producers. These factors are interrelated and include: 

¶ the extent of domestic crude oil and natural gas and NGL production, which has surged over the last few years 
from the use of horizontal drilling technologies to accelerate development of shale and other unconventional 
resource plays; 

¶ the impact of weather and general economic conditions on consumer and industrial demand for crude oil and 
natural gas; 

¶ volatile trading patterns in the commodities trading markets; 

¶ the proximity and capacity of pipelines; 

¶ storage levels; 

¶ comparative prices and availability of alternative fuels; 

¶ worldwide supply and demand for oil, crude oil and natural gas, NGL and liquefied crude oil and natural gas; and, 

¶ Federal and state regulatory, conservation and tax measures, including proposed legislation such as the 
proposed elimination of depletion deductions for federal income tax purposes. Recently, House Ways and 
Means Committee Chairman David Camp has issued a tax reform discussion draft. This draft contains provisions 
that would eliminate percentage depletion and repeal the passive activity exception for working interests (such 
as those held by the Partnership) in crude oil and natural gas properties. Under the draft these provisions 
would, if enacted, apply to taxable years beginning after December 31, 2017. In addition, President Obama has 
released his Proposed Budget of the United States Government for Fiscal Year 2017 where he proposes to 
repeal, among other things, (1) the expensing of intangible drilling costs, (2) the exception for passive loss 
limitations for working interests in crude oil and natural gas properties and (3) percentage depletion for crude 
oil and natural gas wells. 

The volatility of energy markets makes it extremely difficult to predict future crude oil and natural gas prices. 
Because crude oil and natural gas production from the Project Areas is sold under market-sensitive arrangements, the 
Partnership will be exposed to this price volatility. Historically, Drilco has not addressed this risk through financial 
hedging, but has used fixed-price, fixed-volume physical delivery contracts that cover a portion of its crude oil and 
natural gas production for various terms, up to three years from the contract date. While prices established by Drilco's 
outstanding physical delivery contracts are favorable compared to current spot markets indices, the use of these 
arrangements in volatile markets could result in future crude oil and natural gas sales at fixed prices below prevailing 
market prices at the time of delivery. Continued weakness in the energy markets or further erosion of crude oil and 
natural gas prices would limit Drilco's ability to obtain favorable terms for future production from the Project Areas 
under these types of arrangements, potentially reducing production revenue and cash flow from the Program Wells. 
 
Uncertainties in implementing the Program's drilling schedule could impact the amount and timing of distributions from 
the Partnership. 
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¢ƘŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ 5ǊƛƭŎƻΩǎ ŘǊƛƭƭƛƴƎ ǎŎƘŜŘǳƭŜ ŦƻǊ ǘƘŜ tǊƻƎǊŀƳ ²Ŝƭƭǎ ƛǎ ǎǳōƧŜŎǘ ǘƻ ŀ ƴǳƳōŜǊ ƻŦ ǳƴŎŜǊǘŀƛƴǘƛŜǎΣ 
including seasonal conditions, regulatory approvals and the continued availability of drilling services and equipment. 
Market disruptions may cause delays in drilling operations and the possibility of poor results. Because of these 
uncertainties, Drilco may be unable to drill and produce the Program Wells on schedule or on budget and actual results 
ŦǊƻƳ ǘƘŜǎŜ ƛƴƛǘƛŀǘƛǾŜǎ Ƴŀȅ ŘƛŦŦŜǊ ƳŀǘŜǊƛŀƭƭȅ ŦǊƻƳ 5ǊƛƭŎƻΩǎ ŜȄǇŜŎǘŀǘƛƻƴǎΣ ǿƘƛŎƘ ŎƻǳƭŘ ŀŘǾŜǊǎŜƭȅ ŀŦŦŜŎǘ ǘƘŜ ǘƛƳƛƴƎ ŀƴŘ ƭŜǾŜƭǎ 
of distributions to the unitholders. 

The business plans for the Partnership are subject to various performance risks during drilling and 
completion operations on the Prospects and production operations for completed Program Wells, which 
could result in an investment loss. 

The drilling of crude oil and natural gas development wells involves numerous risks, many of which may be 
increased from the added drilling and completion complexities for horizontal conventional and unconventional wells. 
While development drilling generally consists of drilling to producing reservoirs or to extend known producing trends, 
the Prospects will not necessarily be spaced adjacent or contiguous to producing units in the Project Areas. First 
vertical wells will be drilled to assess the exact geological make-up of the rock layers of the well sites, afterwards a 
new horizontal well will be made alongside to come off into productive strata.  The horizontal Program Wells will be 
drilled through the most productive layer in which could be the Mississippian Big Injun sand, Berean sandstone, and 
Devonian shale, which are blanket formations representing the primary crude oil and natural gas pay zones throughout 
the Project Areas. However, this type of development drilling still involves risks from depositional uncertainties, 
unusual or unexpected formation characteristics, mechanical problems or other conditions that may result in 
production performance below anticipated levels, In that event, the Program Wells may not produce enough net 
revenues to return a profit after drilling, completion and operating costs, which in turn could result in an investment 
loss to you. 

Drilling and completion operations for the Program will involve various operating hazards. 

The process of drilling for crude oil and natural gas can be hazardous. These operating hazards include the risk 
of fire, explosions, blowouts, craterings, pipe or mechanical failure of drilling equipment, casing collapse and 
environmental hazards such as gas leaks, ruptures and discharges of toxic gas. Any of these hazards could result in 
personal injury, property and environmental damage, clean-up responsibilities and other regulatory penalties. As 
managing general partner, Drilco will maintain insurance for the Partnership against liabilities arising from the 
Program's drilling and production operations under the Drilling and Operating Agreement. However, no combination of 
insurance, experience, knowledge or scientific evaluation can eliminate the operating hazards associated with 
development drilling and production activities. 

The Program's Estimated Ultimately Recoverable volumes (EURs) from the Program Wells will be subject to 
various production risks. 

Various field operating conditions may adversely affect production from the Program Wells. These conditions 
include potential delays in obtaining regulatory approvals and easements for connecting completed wells to Drilco's 
existing gathering facilities and the risk that production from connected wells could be interrupted, or shut in, from time 
to time for various reasons, including weather conditions, accidents, loss of pipeline access, mechanical conditions, field 
labor issues or intentionally as a result of market conditions. While close well monitoring and effective maintenance 
operations can contribute to maximizing production rates over time, production delays and declines from normal field 
operating conditions cannot be eliminated and can be expected to adversely affect revenue and cash flow levels to 
varying degrees. Moreover, due to the short production history for vertical and horizontal wells in the Project Areas and 
similar regional plays, the timing and extent of production declines for the Program's vertical and horizontal Program 
Wells cannot be predicted with any certainty. 

 
The Partnership will not retain any of the proceeds from the Offering for working capital, which could require Partnership 
borrowing for cash reserves. 

While Drilco believes that each Partnership's share of Program revenues from the sale of production from the 
Program Wells will be sufficient to meet such Partnership's future expenses, if additional funds are needed, Drilco could 
set aside reserves out of Partnership cash flow or cause the Partnership to incur debt and pledge assets to secure its 
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obligations. If working capital reserves are established or funds are borrowed to meet working capital requirements, 
the cash flow otherwise available for distribution to the Unitholders would be reduced to the extent of the reserves or 
debt service obligations, although Partnership income allocable to the Unitholders would remain subject to federal and 
state income tax. Drilco is permitted to borrow funds to an amount that not more than 25% of the total investments in 
the Program at any given time and any such loans shall be incurred on a non-recourse basis. Additionally, any security 
interests placed upon Program assets as a result of any such borrowing(s) shall be made only for loans that directly 
benefit the Program. 

The Partnership will be subject to risks from well concentration. 

Because the planned Program and Drilco's drilling initiatives are limited to the Project Areas, spanning seven 
counties in West Virginia, its geographical concentration will increase its exposure to any regional events that may increase 
costs, reduce availability of skilled labor, equipment or supplies, restrict drilling activities, reduce demand or limit production 
or access to transportation facilities. 

The Program will be subject to government regulation that could increase its costs and exposure to environmental 
liabilities. 

The oil and gas business is subject to broad federal and state laws and regulations that could adversely 
affect the Program's operations. Prior to the commencement of drilling operations on the Prospects, drilling permits 
or approvals from state agencies will be required. The laws and regulations for this process govern the maintenance 
of bonding requirements, the location of wells, the method of drilling and casing wells, the surface use and 
restoration of properties on which wells are drilled, the plugging and abandoning of wells and the disposal of any 
fluids used in drilling operations. Many of these laws and regulations as well as their enforcement have become 
more stringent in recent years, imposing greater liability on a larger number of potentially responsible parties. 
Present and future regulation of the oil and gas industry and claims for damages to properties, employees and other 
persons or the environment resulting from operations on the Prospects could adversely affect oil and gas operations 
or result in substantial future costs and liabilities. 

Competition in the oil and gas industry and continued investment by the oil and gas industry in Marcellus reserves could 
impact Program costs and operating results. 

Competition in the oil and gas industry is intense, particularly for the skilled labor, equipment, pipeline 
capacity and other resources needed to develop undeveloped acreage. Independent oil and gas companies, drilling 
and production purchase programs and individual producers and operators actively bid for the equipment and labor 
required to develop and operate these properties. Additionally, the oil and gas industry continues to make 
substantial investments to identify substantial reserves of Marcellus Gas. Drilco competes with several large 
independent exploration and production companies and various regional operators for the equipment, materials and 
labor required to develop its properties. The demand, competition and cost for these commodities can be expected 
to fluctuate with market conditions and may adversely affect the Program's operations and profitability. 

The Program Wells are depleting assets and Partnership distributions will gradually decrease over time as a result of such 
depletion. 

Crude oil and natural gas wells are assets whose production depletes over time. As such, the Partnership's 
distributions will gradually decrease over time as the crude oil and natural gas from such wells is recovered (with the 
production cycles of the wells varying depending upon the amount of reserves). 

PARTNERSHIP INVESTMENT RISKS 

The Partnership has no operating history, and the speculative nature of its business makes drilling results 
and investment returns uncertain. 
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Because the Partnership and the Program has no operating history, the purchase of Units in the Partnership is 
fundamentally an investment in Drilco's ability to successfully implement the Program's business plan. While Drilco has 
sponsored or served as driller and well operator for Prior Programs since 1995, the operations of the Program will be 
conducted on different Prospects under different operating and market conditions. In addition to challenges faced by 
all domestic exploration and production companies from the current economic downturn and unsettled energy 
markets, the Program's portfolio will be far more dependent than the Prior Programs on the success of Drilco's vertical 
and horizontal drilling initiatives. In addition, most of the Prior Programs sponsored by Drilco have been structured as 
joint ventures with strategic and affiliated partners participating with Drilco on a non-promoted basis. Investors cannot 
necessarily expect the Program to achieve drilling results or investment returns comparable to Drilco's Prior Programs. 

Because of the speculative nature of crude oil and natural gas development drilling and production 
operations, any return on your investment in the Partnership is uncertain. 

It is impossible to predict the EURs from the Program Wells or the time it will take to recover your investment 
through cash distributions from the Partnership. The recoverable volumes of crude oil and natural gas in a well, 
generally referred to as its reserves, decrease over time as the crude oil and natural gas is produced, or "depleted," 
until the well is no longer economical to operate. Depending on the success of drilling operations on the Prospects and 
the prevailing price levels for crude oil and natural gas produced from the Project Areas; you may not recover your 
entire investment in a Partnership, or the rate of return on your investment may not be competitive with other types 
of investment, even if tax benefits are considered. The cash distributions from the Partnership to you will be 
considered a return of capital until you have received 100% of your investment. This means that you are not receiving 
a return on your investment in the Partnership, excluding tax benefits, until your total cash distributions from the 
Partnership exceed 100% of your investment. If and when the Program reaches Payout, which will only occur if your 
distributions from the Partnership total 110% of your investment, your interest in the Program Wells will be reduced 
by the Drilco Reversionary Interest, which will negatively impact your potential return on investment after Payout. 

The Units are subject to transfer restrictions, and an investment in the Partnership will be illiquid. 

There will be no market for the Units, and the Unitholders will not be able to resell their Units readily, if at all. 
In addition, transfers of Units are substantially restricted by provisions of the Partnership Agreement. A transfer may 
also involve adverse tax consequences, including the recapture of depletion and IDC deductions. 

The Put Option is subject to various conditions and uncertainties. 

¢ƘŜ ǇǳǊŎƘŀǎŜ ƻŦ ŀ ¦ƴƛǘƘƻƭŘŜǊΩǎ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ tŀǊǘƴŜǊǎƘƛǇ ǳǇƻƴ ŜȄŜǊŎƛǎŜ ƻŦ ǘƘŜ tǳǘ hǇǘƛƻƴ Ƴŀȅ ōŜ ŘŜŎƭƛƴŜŘ ƻǊ 
deferred by Drilco in its sole discretion, and Drilco may elect to allocate capital to other aspects of its business for any 
reason. While Drilco intends to use its best efforts to purchase tendered Units upon the exercise of the Put Option, it will not 
be contractually obligated to do so, and Unitholders will have no recourse against Drilco or its affiliates if their Units are not 
purchased for any reason. Accordingly, Unitholders cannot be assured that their investment in the Partnership will be 
monetized upon exercise of their Put Option. 

The selection of the Prospects and implementation of the Program's drilling schedule may involve conflicts of 
interest. 

Drilco is the managing general partner of the Prior Programs and is also involved in development activities 
outside the Project Areas. Because of its participation in these activities, Drilco may be faced with conflicting demands 
on the time and efforts of its staff. Although the Prospects will be selected by Drilco based on geological and 
engineering factors, selection criteria may include logistical and regulatory considerations. If the Private Placement is not 
fully subscribed, Drilco would seek to maintain the development schedule for the Project Areas by participating in wells 
outside the Program. In that event, Drilco could face conflicts of interest in allocating development opportunities to the 
Program. 

Drilco's operation of the Program Wells may involve conflicts of interest. 

The Project Areas are subject to existing oil and gas purchase contracts and other gathering, transmission, 
processing and marketing arrangements that will also cover production from the Program Wells. Drilco will have broad 
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discretion to adjust the fee structure for its own operating, gas gathering and compression services under the Drilling 
and Operating Agreement to reflect prevailing market conditions and contractual commitments. Third-party fees for 
marketing, transporting and processing crude oil and natural gas production from the Project Areas will also be subject 
to contractual adjustments. Drilco could face conflicts of interest within the Program, the Prior Programs and any 
subsequent drilling partnership in negotiations or disputes with these third parties or their successors. Drilco will 
endeavor to act in the best interests of the Program and all other operated partnerships in managing and pricing all gas 
gathering, marketing, transmission and processing services covering the crude oil and natural gas production from the 
Project Areas, including production from the Program Wells. 

Unitholders will have no control over the operations of the Program or the administration of the 
Partnership, which generally will be the sole responsibility of Drilco. 

Investors will have no voice in the operation of the Program or the management of the Partnership, since 
control over these matters is vested exclusively in Drilco as managing general partner and as driller and operator under 
the Program Agreements.  If investors become dissatisfied with the management by Drilco, their only recourse will 
generally be limited to divesting from the program.  

The Prospects may be subject to title irregularities, and assignments of the Partnership Position in the 
Program Wells will not be recorded until they are brought on line. 

Title to the Prospects will initially be retained in the name of Drilco or the lease holder under leases and 
farmout agreements covering the Project Areas. The recording of assignments of the Partnership's Position in the 
Program Wells may be deferred under the Drilling and Operating Agreement for a reasonable period of time after their 
completion. Prior to the date of recording, if a creditor of Drilco sought to foreclose on a Prospect as a result of the 
record holder's bankruptcy or any other reason, the rights of the related Partnership in the Program Wells could be at 
risk. In that case, Drilco would be required to establish the Partnership's rights to the Partnership Position in the 
Program Wells. 

The liability of Drilco to the Unitholders will be limited under the Program Agreement. 

Drilco will not be liable to the Unitholders for losses incurred by the Partnership or the Program except for losses 
caused by Drilco's gross negligence or willful misconduct in the operations of the Program or the administration of the 
Partnership, provided Drilco acted in good faith and in a manner believed to be in the best interests of the Partnership. 
Pursuant to the terms of the Program Agreement, Drilco and its Affiliate shall have a right to be indemnified and held 
harmless, including costs for reasonable attorneys' fees, by the Program for, in part, performing services on behalf of the 
Program. See "Summary of the Program and Partnership Agreement τ Exculpation and Indemnification of Managing 
General Partner.'' 

FEDERAL INCOME TAX RISKS 

Your deduction for Intangible Drilling Costs may be limited by the alternative minimum tax. 

Even though the "functional allocation' provisions of the Program Agreement and the allocation provisions of 
the Partnership Agreement provides for the Unitholders to share 100% of the Program's deduction for Intangible 
Drilling Costs in the 2017 tax year, up to 85% to 90% of their investment, your alternative minimum taxable income in 
the year you invest cannot be reduced by more than 40% by your IDC deduction without creating a tax preference 
under current law. Depending on your particular tax situation, including your other items of tax preference for 2017, 
this could limit the amount of your IDC deduction from the Partnership in the year of your investment, See "Federal 
Income Tax Consequences Alternative Minimum Tax." 

Limited partners will need passive income from other sources to use their IDC deduction from the Partnership for the 2017 
tax year. 

In general, if you subscribe for LP Units, your share of the Partnership's deduction for Intangible Drilling Costs 
in the 2017 tax year will be a passive loss that cannot be used to offset "active" income, such as salary, or portfolio 
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income, such as dividends and interest income. Since the Program will not begin generating significant production 
revenues until 2018 unless the initial Closing is held early in the third quarter of 2017, you may not have enough net 
passive income from your other investments this year to offset all of your passive deduction for IDC from the 
Partnership in the 2017 tax year. In that event, however, your unused passive loss from Intangible Drilling Costs may be 
carried forward indefinitely to offset your passive income in subsequent taxable years. 

The anticipated tax benefits from an investment in the Partnership are not guaranteed. 

The anticipated tax benefits from your investment in the Partnership are not protected by any insurance, tax 
indemnity or otherwise, including the Tax Opinion issued to Drilco (Exhibit H), and may be disallowed by the Internal 
Revenue Service (the "Service or "IRS"). You have no right to rescind your investment in the Partnership or to receive a 
refund of any of your investment if any portion of the intended tax consequences of your investment is ultimately 
disallowed by the IRS or the courts. Also, none of the fees paid by the Program to Drilco, its affiliates or independent 
third-parties are refundable or contingent on whether the intended tax consequences of your investment in the 
Partnership are ultimately realized or sustained if challenged by the IRS. 

The Partnership's tax deductions may be challenged by the IRS. 

The risk of an IRS audit of the Partnership's annual federal information income tax returns may be increased 
by the amount and timing of its IDC deductions. Because the Partnership will prepay all of their AFE cost-plus 
obligations under the Drilling and Operating Agreement before the end of 2017, the Unitholders will be entitled to 
claim IDC deductions for up to 85% to 90% of their subscription payment in the year of their investment, as long as the 
drilling of the prepaid wells begins on or before March 31, 2018. If the IRS audits the Partnership, it may challenge the 
amount of that Partnership's deductions for IDC and the taxable year in which the deductions were claimed. If a 
challenge of that nature were sustained, all or part of your IDC deduction from the Partnership for the 2017 tax year 
could be reallocated to the subsequent tax year. In addition, the IRS also could seek to recharacterize a portion of the 
claimed IDC for the Program Wells as some other type of expense, such as lease acquisition costs or equipment costs, 
which would reduce or defer your share of the Partnership's tax deductions. 

Any IRS audit of the Partnership may result in an IRS Audit of a Unitholder's personal federal income tax returns. 

Any adjustments made by the IRS to the federal information income tax returns of the Partnership could reduce the 
amount of your deductions from the Partnership for the 2017 tax year and subsequent tax years. Any IRS audit could 
also lead to adjustments on your personal federal income tax returns for the current and prior tax years and could 
include items that are unrelated to the Partnership. 

Changes in the tax laws may reduce your anticipated benefits from an Investment in the Partnership. 

The anticipated tax benefits from an investment in the Partnership may be affected by changes in the tax 
laws after the date of this memorandum. For example, President Obama has previously proposed the repeal of the 
percentage depletion allowance, the repeal of the deduction for costs paid or incurred for any tertiary injectant used 
as part of a tertiary recovery method, the elimination of the immediate deduction of IDC, the repeal of the passive 
loss exemption for working interests in oil and gas and lengthening the amortization period for geological and 
geophysical expenditures from two years to seven years. These proposals were not enacted by Congress. However, 
such items have been proposed again in the President's recently released Fiscal Year 2017 Budget. Recently, House 
Ways and Means Committee Chairman David Camp has issued a tax reform discussion draft. This draft contains 
provisions that would eliminate percentage depletion and repeal the passive activity exception for working interests 
(such as those held by the Partnership) in oil and gas properties. Under the draft these provisions would, if enacted, 
apply to taxable years beginning after December 31, 2017. If such proposals are subsequently enacted by Congress, 
they would reduce your tax benefits from an investment in the Partnership. 

There are uncertainties involved the tax classification of the Partnership. 

Drilco has not requested the IRS to rule that the Program and the Partnership will be classified for federal 
income tax purposes as a partnership and not as associations taxable as corporations. Drilco has received a Tax Opinion 
to the effect that the Program and the Partnership will each be classified as a partnership for federal income tax 
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purposes and that neither will be treated as a publicly traded partnership or otherwise be taxable as a corporation. The 
Tax Opinion is predicated on various factual representations of Drilco, however, and is not binding on the Service. 
Moreover, the Program and the Partnership do not meet certain guidelines necessary to obtain a letter ruling from the 
Service that they will be treated as partnership for federal income tax purposes. If the Program or the Partnership were 
found to be an association or a publicly traded partnership taxable as a corporation, none of the tax benefits associated 
with an investment in the Units would be available to an investor. 

Allocations of Partnership income and loss may be subject to reallocation upon audit by the IRS, 

The provisions of the Program Agreement and the Partnership Agreement allocating items of income, gain, 
loss, deduction and credit include functional allocations of IDC, Tangible Costs and costs associated with the Location 
Fees. The Service could reallocate those tax items, reducing the tax benefits otherwise available to the Unitholders. In 
particular, if the IRS were to successfully challenge these special allocations of tax items in proportion to the capital 
contributions of the parties, the Unitholders' expected distributive share of IDC deductions could be decreased, and a 
portion of the nondeductible items functionally allocated to Drilco could be reallocated to the Unitholders. 

The disposition of a Partnership interest would involve adverse tax consequences. 

The sale or other disposition of Units could trigger tax liability in excess of the cash proceeds from the 
disposition. In addition, previously claimed losses could be subject to recapture, resulting in tax liability on any gain at 
ordinary income rates. 

Considerations for Tax-Exempt Unitholders. 

A tax-exempt Unitholder's allocable share of the Partnership's income will constitute unrelated business 
taxable income. Accordingly, an investment in Units may subject a tax-exempt entity to the requirement to pay federal 
income taxes. 
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ADDITIONAL TAX MATTERS 

For a more detailed discussion of these and other federal income tax considerations and issues relating to an 
investment in the Partnership. See 'Federal Income Tax Considerations." Investors are urged to consult with their 
personal tax advisors on the federal, state and local tax consequences of an investment in Units based on their own 
financial and tax situation. 

TERMS OF THE OFFERING 

The Private Placement 

The Partnership is offering the Units to accredited investors and certain non-accredited but sophisticated 
investors, at the sole discretion of Drilco, on the exemption from registration provided by Rule 506(c) of 
Regulation D under the Securities Act. The subscription price for each Unit is $100,000 subject to certain 
ŘƛǎŎƻǳƴǘǎ ŀǎ ǎŜǘ ŦƻǊǘƘ ƘŜǊŜƛƴΣ ǇŀȅŀōƭŜ ǳǇƻƴ ǎǳōǎŎǊƛǇǘƛƻƴΦ {ŜŜ Ϧtƭŀƴ ƻŦ 5ƛǎǘǊƛōǳǘƛƻƴΦέ ¢ƘŜ Ƴƛnimum subscription 
is one Unit, although Drilco may accept subscriptions for fractional Units in its sole discretion. The Minimum 
Offering is 13 Units, and the Maximum Offering is 300 Units. Assuming the minimum offering is reached by 
December 31, 2017 the Private Placement will continue until Termination Date, which will occur on the earlier 
of December 31, 2018 or acceptance of subscriptions for the Maximum Offering, unless Drilco elects in its sole 
discretion to terminate the Private Placement prior to year-end with less than the Maximum Offering. If the 
offering is oversubscribed, Drilco may elect to increase the Maximum Offering up to 20%, for an additional 60 
Units. 

Partnership Capitalization 

The capitalization of the Partnership will equal the total capital contributions of the Unitholders, at the 
rate of $100,000 per Unit, subject to certain discounts as set forth herein, plus Drilco's matching 1% contribution, 
as managing general partner. Drilco and its affiliates may subscribe for Units for their own accounts on the same 
terms as other investors, including any subscription necessary for meeting the Minimum Offering threshold, 
except that no sales commissions will be payable by Drilco on those subscriptions. Depending on the number of 
Units sold in this offering, the Partnership' capitalization will be in the following range, exclusive of Drilco's 
proportionate 1% contribution: 

 

 Number of Units Partnership Capital 

Minimum Offering 13 $1,300,000 

Maximum Offering 300 $30,000,000 

*Assumes all Units are purchased without discount   

 

Up to 10% of all Start-Up Costs will be paid by the Partnership. This includes all sales commissions and 
due diligence fees of the Selling Agents and all other offering expenses, legal and accounting fees and other costs 
for the organization of the Partnership and the Program. See "Plan of Distribution." Accordingly, all proceeds 
from the Private Placement will be contributed to the Program for the Partnership's participation in the Program 
Wells. 

Program Capitalization 

The Program will be capitalized 75% by the Partnership with proceeds from the sale of Units and 25% 
by Drilco, amounting to $25,000 for each Unit issued by the Partnership to Drilco. If the Maximum Offering is 
increased by up to 20% for any over-subscriptions. Drilco's contribution to the Program will be increased 
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proportionately. Proceeds from any increase in the Maximum Offering and from Drilco's capital contribution 
for 25% of the incremental increase in the Program's total capital will be applied in the same manner and 
proportions reflected in the table under the caption "Use of Proceeds." 
 
Tax Advantages 

The drilling and completion costs for the Program Wells will be allocated under the Drilling and Operating 
Agreement in a proportion of 85% to intangible drilling and development costs ("IDC" or "Intangible Drilling Costs") 
and 15% to tangible equipment and completion costs ("Tangible Costs"), Under the "functional allocation" provisions 
of the Program Agreement, 100% of the IDC will be allocated to the Partnership and allocated under the Partnership 
Agreement to the Unitholders, up to the total of their investment, with the remaining IDC and all Tangible Costs 
allocated to Drilco. Unitholders will be allocated IDC deductions in the 2017 and 2018 tax years amounting to 85% to 
90% of their subscription price of $100,000 per Unit, subject to certain discounts as set forth herein. Assuming a 
combined state and federal tax bracket of 40%, this amounts to a tax savings of $34,000 to $36,000 per Unit for 2017 
or 2018 assuming a Unit purchase price without discount. In addition to their IDC deductions, Unitholders will be 
entitled to annual percentage depletion deductions at a rate currently established at 15% of all production revenues 
allocated to them. 

Location Fee 
The Program will pay Drilco a non-recurring location fee for each Prospect at the rate of $80,000 per horizontal 

and vertical well drilled on the same well location (the "Location Fee"). Based on an estimated portfolio of 10 Horizontal 
wells and 10 Vertical wells proposed, the 75% Proportionate Share of the Location Fees will average $60,000 per 
Prospect. The Location Fee charged by Drilco is typical and customary with those charged by other companies in the 
Appalachian Basin for leasing rights. 

Management Fee 
The Program will pay Drilco a non-recurring management fee of $40,000 per well (the "Management Fee"). The 

Partnership's Proportionate Share of the Management Fees will amount to $30,000 per well or $3,000 per Unit. 

Program Wells 
Depending on the size of the Private Placement, if the maximum offering amount is raised, it is anticipated that 

the Program will drill about 10 Vertical and 10 Horizontal Program Wells targeting the upper Mississippian Section and 
Devonian Shale horizons, conventional and unconventional oil and natural gas pay zones present throughout the 
Project Area and 5 program wells focused on shallow oil bearing sands. If the Private Placement is fully subscribed, Drilco 
anticipates that it will drill 10 Vertical and 10 Horizontal Program Wells in Ritchie County and Gilmer County, WV. In the 
event of poor well results on the proposed acreage, Drilco reserves the right to relocate drill sites to another prospective 
location of its choosing. Drilco, in its discretion, may increase or decrease the number of horizontal wells it has 
ŜǎǘƛƳŀǘŜŘ ŀōƻǾŜΣ ǿƛǘƘƛƴ 5ǊƛƭŎƻΩǎ ƭŜŀǎŜ ŀŎǊŜŀƎŜ όǿƛǘƘ ǘƘŜ ŀƭƭƻŎŀǘƛƻƴ ƻŦ ǿŜƭƭǎ ǎŜǘ ŦƻǊǘƘ ŀōƻǾŜ ōŜƛƴƎ ŀƴ ŜǎǘƛƳŀǘŜ ōȅ 5ǊƛƭŎƻ ƻŦ 
its development plan). 

Put Option 

(a) Right to Request Purchase of Units. Each Unitholder will have the option to tender a request for 
Drilco to purchase the Unitholder's interest in the Partnership (the 'Put Option") at a price per Unit equal to 3 
times the sum of the respective investors distributions during the preceding 12-month period (the "Put Price"), 
subject to a 20% reduction for any Put Option exercised within six months before or after the time Payout is 
reached under the Program Agreements. The Put Option will be exercisable on a "first-come, first-served" basis 
during the first calendar quarter of each year, beginning three years after the date of the initial distribution by 
the respective Partnership (the "Put Period"), exercisable upon written notice to Drilco during any Put Period. 
The Put Option granted to each Unitholder is conditioned upon Drilco's election to fund the Put Price for 
tendered Units. 

(b) Limitations on Put Option. In any one Put Period, the Put Option will not be exercisable for more 
than 10% of the Units issued in the Private Placement. In the event Unitholders tender requests to exercise their 
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Put Option after the 10% threshold has been reached for any one Put Period, their tenders will be considered 
sequentially by Drilco in the succeeding Put Period. The undertakings hereunder shall not be deemed an 
obligation or binding commitment to purchase Units tendered upon exercise of the Put Option, and Unitholders 
will have no recourse against Drilco or its affiliates if Put Option requests are deferred or denied by Drilco for any 
reason. 

(c) Proportionate Reduction in Certain Events In the event the 10% threshold for Put Option as set forth 
above and limitations on similar options granted under the partnership agreements for other drilling programs 
sponsored by Drilco are exceeded in any one year or Drilco elects to purchase a smaller portion of those tenders, 
Drilco will prorate tenders among Unitholders and investors in those programs and will use its best efforts to purchase 
tendered interests from Unitholders and investors in such other programs on a pro rata basis. 

(d) Transfer of Units. Within 30 days after the end of each Put Period, Drilco will provide each 
Unitholder with outstanding requests for the exercise of a Put Option with written notice on the status of the 
request. If a Unitholder's tender is accepted by Drilco in its sole discretion, its notice will include the 
computation of the Put Price and a form of assignment for the transfer of the Unitholder's interest in the 
Partnership to Drilco. Payment of the Put Price shall be made by check from Drilco to the order of the 
tendering Unitholder upon receipt by Drilco of the Unitholder's executed assignment within 20 days after the 
mailing of the acceptance notice by Drilco. The assignment of Units purchased by Drilco in each Put Period 
will be effective as of January 1st of that year. 

USE OF PROCEEDS 

Use of Proceeds. Proceeds from the sale of Units are expected to be allocated as follows, based on an AFE cost-plus 
15% obligation averaging $1,170,000 for the vertical wells and $1,860,000 for the horizontal wells in a twenty-well 
program.  Program Position in each Program Well is determined on a blended basis, as reflected in the below table. As 
reflected in the table, for each Unit issued by the Partnership, Drilco will make a proportionate 25% contribution to the 
Program, amounting to $292,500 for the vertical wells and $465,000 for the horizontal wells, which does not include 
the 1% contribution, as managing general partner. 

 

 
 
 

 

  

Minimum 
offering (13 

Units)  

Percent 
of 

Program 
Capital 

 
Maximum 

Offering (300 
Units) 

Percent of 
Program 
Capital 

Gross subscription proceeds            1,300,000  99%           30,000,000  99% 

Drilco Contribution                 13,000  1%                 300,000  1% 

Total Partnership Capital            1,313,000  100%           30,300,000  100% 

Startup Costs               131,300  10%             3,030,000  10% 

 Available Partnership Capital            1,181,700          90%           27,270,000              90% 

       

Partnership Contribution               984,750  75%           22,725,000  75% 

Drilco Contribution               328,250  25%             7,575,000  25% 

Total Program Capital            1,313,000  100%           30,300,000  100% 

       

 AFEs for Program Position               984,750  75%           22,725,000  75% 

 Cost-plus component               196,950  15%             4,545,000  15% 

 Capital Reserve                  13,130  1%                 303,000  1% 

 Location Fees                  78,780  6%             1,818,000  6% 

 Management Fee                  39,390  3%                 909,000  3% 

Total development costs            1,313,000  100%           30,300,000  100% 
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PARTICIPATION IN COSTS AND REVENUES 

Allocation of Program Costs and Tax Deductions 

The following table shows the estimated allocation of Program costs and tax deductions 
between the Partnership and Drilco and actual results may vary. The table does not reflect 
Drilco's 1% general partner interest in the Partnership. Allocations to the Unitholders as a group 
are determined by dividing Partnership allocations by 0.99, and allocations to each Unitholder 
are determined by dividing the number of Units held by the Unitholder by the total number of 
outstanding Units. Unless otherwise indicated, references in this memorandum to the 
Unitholders' interest in the Partnership, the Program and the Program Wells reflect the 
ǊŜŘǳŎǘƛƻƴ ƻŦ ǘƘŜƛǊ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ tŀǊǘƴŜǊǎƘƛǇ ŦǊƻƳ 5ǊƛƭŎƻΩǎ м҈ ƛƴǘŜǊŜǎǘ ŀǎ ƛǘǎ ƳŀƴŀƎƛƴƎ ƎŜƴŜǊŀƭ 
partner, and references to the Partnership's interest in the Program reflect the 99% cumulative 
interests of the Unitholders and the 1% interest of Drilco in the Partnership. 

 Partnership Drilco 

Start-Up Costs 100% - 

LƴǘŀƴƎƛōƭŜ 5ǊƛƭƭƛƴƎ ŀƴŘ 5ŜǾŜƭƻǇƳŜƴǘ /ƻǎǘǎ ΧΧΧΧΧΧΦΦ 100% - 

Tangible Costs and costs associated with Location Fees .. - 100% 

Operating costs:   

.ŜŦƻǊŜ tŀȅƻǳǘ ΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΦΦ 75% 25% 

!ŦǘŜǊ tŀȅƻǳǘ ΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΧΦΦ 50% 50% 
 

¶ All Start-Up Costs, will be borne by the Partnership. See "Terms of the Offering." 
¶ Intangible Drilling and Development Costs or IDC are costs and expenditures for items having no salvage value that are 

not required to be capitalized under the Code. See "Federal Income Tax Considerations." 
¶ Tangible Costs and the costs associated with the Location Fees, consisting of geological and geophysical costs and 

leasehold acquisition costs, are required to be capitalized under the Code. 
 
 
Allocation of Program Position Profits and Cash Flow 

The following table shows the percentage of capital contributions to the Program by 
Unitholders through the Partnership and by Drilco, together with the allocations of profits and 
cash flow of the Program before and after Payout. The table does not reflect Drilco's 1% general 
partner interest in the Partnership. 

 

 Investment in the Program Share of Program Position Allocation of Profits 
and Cash Flow 

   Before 
Payout 

After 
Payout 

Partnership 75% 75% 75% 50% 

Drilco 25% 25% 25% 50% 

Total 100% 100% 100% 100% 
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Drilco Contributions  

A portion of Drilco's contributions to the Partnership and the Program will be in the form 
of payments to itself. Drilco will receive a credit under the Program Agreement towards its 
required capital contributions to the Partnership and the Program for these payments. The 
covered payments will include Drilco's 25% Proportional Share of the Location Fees, 
Management Fees and cost-plus component of its AFE obligations for the Program Wells. 
These credits will not include any of Drilco's payments of other fees. See "Summary of the 
Program and Partnership Agreements.' Drilco may fund part of its Program contributions 
through a special purpose Drilco Partnership that will acquire a proportionate share of the 
Drilco Position in the Program Wells, other than Drilco's management and operating rights and 
obligations under the Program Agreements. Drilco will also have the right under the Program 
Agreements to pledge its remaining Drilco Position as collateral under its revolving credit 
facility. 

Third-Party Royalty Interests and Participation Rights 

Some of the Program Wells may be subject to third-party royalty interests under the oil and gas leases and 
farm-outs. Some Prospects may be subject to a third-party overriding royalty interests between 3% and 4%. The Net 
Revenue Interest or "NRI" of the Partnership and Drilco in the Program Wells will be proportionately reduced by 
these royalty interests. Exercising these Third-Party Rights for any Prospects would proportionately reduce the 
Program Position in the Program Wells drilled on those Prospects. Since Drilco does not anticipate any exercise of 
Third-Party Rights, all references in this memorandum to the working interests assigned to the Program under the 
Prospect Assignment and the Proportionate Shares of the Partnership and Drilco in the Program Wells assume the 
waiver of all Third-Party Rights. Any exercise of Third-Party Rights would be normalized under the True-Up Account. 
See "Summary of the Prospect Assignment." 

INVESTOR SUITABILITY STANDARDS 
General 

The minimum investment in either general partner interests or limited partner interests is one Unit. Drilco reserves the 
right to accept subscriptions for fractions of a Unit and the right to accept and reject subscriptions selectively in its 
sole discretion. Units will be sold only to accredited or, in the sole discretion of Drilco, a limited number of non-
accredited but sophisticated investors. An investment in the Units is only suitable for persons of substantial means 
who (i) have no need for liquidity in their investment, (ii) have been advised about the unlimited personal liability that 
may arise from ownership of GP Units and (iii) can afford the loss of their investment. 

Qualified Investors 
 
Units will be sold only to persons who qualify as accredited investors or, in the sole discretion of Drilco, certain non-
accredited, sophisticated investors. 

An accredited investor includes one of the following: 

¶ A natural person whose individual net worth, or joint net worth with the investor's spouse, exceeds 
$1,000,000, excluding the net value of the primary residence, at the time of purchase; 

¶ A natural person who had an individual income in excess of $200,000 in each of the two most recent 
years, or joint income with that person's spouse in excess of $300,000 in each of those years, and has a 
reasonable expectation of reaching the same income level in the current year; 

¶ An organization described in Code Section 501(c)(3), corporation, business trust or partnership, not 
formed for the specific purpose of acquiring the securities offered, with total assets in excess of 
$5,000,000; 
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¶ A trust with total assets in excess of $5,000,000 and not formed for the specific purpose of acquiring the 
securities offered, whose purchase is directed by a sophisticated person in accordance with Rule 506(c)(2)(ii) of 
Regulation D under the Securities Act; or 

¶ An entity, other than a conventional trust, in which all of the equity owners are accredited investors. 

Additional Representations 

Subscribers for Units must represent in their Subscription Agreement that they are acquiring Units for 
investment and not with a view to resale or distribution. Subscribers must also represent that they have the ability to 
bear the economic risk of the investment for an indefinite period of time and their principal investment objective is 
securing an economic profit, determined without regard to any tax benefits that may be derived from the investment. 

Subscription Agreement 

Each subscriber must complete and sign a Subscription Agreement. By doing so, the subscriber represents, 
among other matters, that he, she or it is an accredited investor and meets the foregoing investment intent 
requirements. A certain limited number of non-accredited investors may be accepted by Drilco for investment and such 
determinations are in the sole discretion of Drilco. The Subscription Agreement elicits specific information from each 
subscriber relating to these representations. If the subscriber is purchasing Units in a fiduciary capacity, he or she must 
be able to represent that the person or entity represented by the fiduciary satisfies the eligibility requirements for the 
offering. If the subscriber is a partnership, each of its partners may be required, under certain circumstances, to meet 
the eligibility requirements. Drilco through the Escrow Agent, the Compliance Administrator, and each Selling Agent will 
be responsible for making every reasonable effort to determine that the purchase of Units is a suitable investment for 
each investor subscribing through that Selling Agent or Drilco, based on the foregoing suitability standards. Their 
determination will be predicated solely on the information submitted by investors in their Subscription Agreement. 

SUBSCRIPTION PROCEDURES 

Subscriptions for GP Units 

Investors (subscribers) may subscribe for LP Units, Subscribers electing to purchase GP Units will be personally 
liable, jointly and severally with other GP Unitholders and Drilco, for all Partnership and Program obligations. As long 
as they do not otherwise limit their liability, the GP Unitholders will qualify for the working interest exception to the 
passive activity loss rules under the Code, enabling them to apply their tax deductions from the Partnership against 
their active income from other sources. When drilling and completion operations are concluded, all GP Units will be 
converted into the same number of LP Units, limiting the holders' liability for the Partnership's obligations arising from 
that point forward. See "Risk Factors - Tax Effects and Risks Relating to Ownership of GP ¦ƴƛǘǎΦέ 

Subscriptions for LP Units 

Subscribers for LP Units will be admitted to the Partnership as limited partners. Under applicable law, LP 
Unitholders should have no liability for Partnership or Program obligations in excess of their capital contributions and 
their share of the Partnership assets and undistributed income. LP Unitholders may also have liability in certain 
circumstances for any capital returned to them, plus interest. Investors who elect to subscribe for LP Units may only 
apply their tax deductions from the Partnership against net passive income from the Partnership and other limited 
partnership investments. See "Risk Factors - Tax Effects and Risks Relating to Ownership of LP Units" and "Federal 
Income Tax Considerations - Passive Loss Limitations." 

Subscription Process 

To subscribe for Units, an investor must complete, date and sign a Subscription Agreement (Exhibit I). This 
may be obtained from the Selling Agents or Drilco. The completed Subscription Agreement, together with a check 
payable to "Drilco 2017 1H Drilling Program - Escrow Account" in payment of the subscription price of $100,000 per 
Unit, subject to certain discounts as set forth herein, should be delivered to a Selling Agent or directly to Drilco. If the 
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above check is delivered to the Selling Agents, they will promptly deliver same along with the completed Subscription 
Agreement to the Escrow Agent. The mailing address of the Escrow Agent is: 

Premier Bank  
406 Main St.  
Spencer, WV  25276 
Attn:  Drilco 2017 1H Escrow Account 

Closings 

The initial Closing of the Private Placement will be held as soon as subscriptions for the Minimum Offering of 13 
Units are accepted by Drilco. Program operations will commence at that time. After the initial Closing, as subscriptions are 
received. Additional Closings will be held in increments of at least 10 Units or, for the final Closing, the number of remaining 
Units to be issued on the Termination Date. 

Escrow Account 

All subscription checks received from subscribers will be promptly deposited in the Escrow Account with the 
Escrow Agent. If Drilco terminates the Private Placement before the Minimum Offering is reached, it will advise the 
Escrow Agent, which will issue and deliver checks to subscribers in the amounts of their collected subscriptions, 
without interest or deduction. If Drilco receives and accepts subscriptions for at least the Minimum Offering, the 
Escrow Agent will be authorized to release collected subscription funds to the Partnership for contribution to the 
Program and application under the Prospect Assignment and Drilling and Operating Agreement at each Closing. 

PLAN OF DISTRIBUTION 

The offering is being conducted on a "best-efforts" basis primarily through affiliates and employees of Drilco, 
ŀƴŘ ǘƘǊƻǳƎƘ ǎŜƭƭƛƴƎ ŀƎŜƴǘǎ ǿƘƻ ŀǊŜ ƳŜƳōŜǊǎ ƻŦ CLbw!Σ ŀǘ 5ǊƛƭŎƻΩǎ ƻǇǘƛƻƴΦ  9ŀŎƘ ǎŜƭƭƛƴƎ ŀƎŜƴǘ ǿƛƭƭ ŜƴǘŜǊ ƛƴǘƻ ŀ ǎŜƭƭƛƴƎ 
agent agreement for the offering with Drilco 1H Drilling Program. The Partnership will pay according to the Lehman 
Scale if it makes use of a selling agent. Except for its relationship as a Selling Agent, none of the Selling Agents are 
affiliated with Drilco. Under the terms of the soliciting dealer agreements, all subscription payments received by the 
Selling Agents will be promptly remitted to the Escrow Agent for deposit in the Escrow Account. See "Terms of the 
Offering." The Partnership will not pay any sales commissions or fees on subscriptions for Units sold through Drilco 
affiliates and employees, and the subscription price for Units issued to those investors will be reduced by the amount 
of the commissions and fees that would have been paid if such Unit(s) had been sold by a Selling Agent. See "Use of 
Proceeds" and "Plan of Distribution." 

Drilco will also indemnify the Selling Agents and the Escrow Agent against certain liabilities, including liabilities 
under the Securities Act, Drilco and its affiliates may subscribe for Units for their own accounts on the same terms as 
other investors, including any subscription necessary for meeting the Minimum Offering threshold, except that no sales 
commissions will be payable by Drilco on those subscriptions. 

DESCRIPTION OF THE PROGRAM 

General 

The Partnership is a West Virginia limited partnership formed to invest, through the Program, in a portfolio of 
about 20 crude oil and natural gas development wells, primarily vertical and horizontals, being drilled by Drilco in the 
Project Areas during 2017 and the first quarter of 2018 (with the number of wells ultimately drilled being subject to the 
amount of proceeds actually raised from investors and the cost of each well). As of the date of this memorandum, the 
Project Areas span a total of developed and undeveloped acres across seven counties in West Virginia within the 
northern portion of the Appalachian Basin, which is one of the oldest and most prolific crude oil and natural gas 
producing areas in the United States. Over the last several years, Drilco has opportunistically expanded its acreage and 
infrastructure positions in the Project Areas, and Drilco may select one or more Prospects for development by the 
Program. 
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Strategy 

The Program has been structured to capitalize on unconventional resource development opportunities in 
the Project Areas and the favorable long term pricing expectations for crude oil and natural gas. The primary pay 
zones in the Project Areas are the Upper Mississippian Section and Devonian Shale formation. The economics of 
Mississippian sands and Devonian Shale plays in this part of the Appalachian Basin have been transformed by recent 
advances in horizontal drilling and completion technology optimized for the region. Drilco was one of the first 
operators in the region to deploy and refine deviated and horizontal drilling technology, which has substantially 
increased initial recovery volumes and rates for Mississippian sandstones and Devonian Shale wells in southern 
Appalachia at much lower finding costs than conventional vertical shale wells on the same acreage. In addition to 
technical expertise, Drilco has excelled at driving down its finding costs even further through a disciplined focus on 
drilling and completion efficiencies, combined with aggressive pricing for third-party drilling services and equipment, 
facilitated by its status as an established regional buyer of tubular and well equipment and oilfield services. 

Business Model 

Drilco operates all of the existing wells in the Project Areas and controls all of the field-wide gathering 
facilities for their production Drilco also has firm capacity transportation rights with third-party pipelines that ensure 
the deliverability of existing and future gas production from the Project Areas. The Program is anticipated to have about 
20 Program Wells, including 10 verticals and 10 horizontal wells.  Sales prices for production from the Program Wells 
will benefit from the high energy content and quality of Appalachian basin crude oil and natural gas.  Which results in 
realized sales premiums between 14% to 24% over normal pipeline quality gas. The proximity of the Project Areas to 
major east coast markets generates further realization premiums above spot prices. 

Drilling Program Benefits 

Drilco's structure for sharing drilling program costs, risks and returns addresses the high capital costs of its 
business, enabling it to accelerate the development of its properties without relinquishing control over drilling and 
operating decisions. The structure provides economies of scale with operational benefits at several levels. 

¶ By aggregating its capital with private investors, Drilco controls a larger drilling budget than it could support on 
its own, enabling Drilco to leverage its buying power for drilling services and materials, contributing to lower 
development costs. 

¶ Accelerating the pace of development through sponsored programs expands the production capacity Drilco 
can provide to oil and gas purchasers, contributing possibly to higher crude oil and natural gas sales prices. 

Drilco's drilling program strategy increases the number of wells it would otherwise drill on a stand-alone 
basis or solely for the account of outside investors, diversifying the related risks. 

Investment Objectives 

The investment objectives of the Partnership are: 

Generate regular monthly cash flow distributions to investors from sales of crude oil and natural gas produced 
from the Program Wells; 

Provide tax advantages through IDC deductions during the drilling and completion phase; and 

Provide tax advantages during the production phase through 15% depletion allowance on all oil and 
gas production income to the partnership. 

  

 



35 

 

 

Project Areas 

The intention is to focus drilling within Ritchie and Gilmer which are two adjoining Counties in West Virginia.  Below 
is an attached map of proposed locations. 

 

 

 

 

Ritchie County Tracks                   Gilmer County Tracks 

 

 

 

 
Prior Performance 

Since its formation, Drilco has drilled and operates a total of over 200 wells in the Project Areas. All of these wells have 
been drilled with partners and Drilco by itself, and beginning in 1995, with drilling partnerships (collectively, "Prior 
Programs"). Historically, over 99% of the wells drilled by Drilco on this acreage have been completed as producers.  
Additional information and a track record of prior Projects is provided in the Prior Activities Report included as Exhibit 
G to this PPM.   

Prospects 
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The Program will acquire its development rights in the Prospects under a Prospect Assignment from Drilco. 
For the Program's vertical and horizontal wells, these rights will be limited to well bore only assignments to the 
twenty well program. The MississipǇƛŀƴ {ŜŎǘƛƻƴ ƛǎ ŎƻƴǎƛŘŜǊŜŘ ŎƻƴǾŜƴǘƛƻƴŀƭ ŘǳŜ ǘƻ ƛǘΩǎ ŀ ǎŀƴŘǎǘƻƴŜ ŦƻǊƳŀǘƛƻƴ ŀƴŘ ƛǘǎ 
higher porosity and permeability.  The Devonian Shale formations are considered unconventional targets because of 
their lower porosity and permeability. To be productive, natural fracturing must be present and generally must be 
enhanced by an effective treatment. While this typically results in modest initial volumes and pressures for vertical 
and horizontal wells in the Berea and Mississippian sandstones and Devonian Shale wells in the region, it generally 
also accounts for the low annual decline rates demonstrated by these wells, many of which are expected to produce 
for 30 years or more.  Additional information about the geological characteristics of the Project Areas is provided in 
the Geology Report included in this memorandum as Exhibit F. 

Horizontal Drilling 

The Program's horizontal wells will generally have a single lateral leg ranging between 2,400 feet to 3,500 feet 
through the target formation. Most of the Program Wells will target Big Injun and Berea sandstones and the Upper 
Mississippian Section. Up to 10 horizontal wells will focus on shallow crude oil and natural gas producing sands. Drilco 
will drill and complete the Program Wells as expeditiously as possible. With its core crude oil and natural gas 
infrastructure in place for the Project Areas, Drilco expects to bring Program Wells on line generally within 45 days 
after completion. Note that Drilco, in its discretion, may increase or decrease the number of horizontal wells it has 
estimated above. 

Since its formation. Drilco's business model has changed due to technological advancements in the oil and gas 
industry. Horizontal drilling has replaced vertical drilling to become the preferred method to maximize oil and gas 
production and the economics of drilling operations. Drilco began exploring horizontal drilling technologies in 2008. 
Horizontal drilling is now the principal drilling method for Drilco's business model. 

Air-driven horizontal drilling advances and staged completion technology optimized for the Mississippian and 
Devonian Shale play in northern and southern Appalachia have dramatically improved the economics of harvesting 
these resources.  In general, horizontal wells in this region use directional air drilling techniques to create a lateral leg 
approximately 2,400 feet to 3,500 feet through the target formation. This allows the well bore to stay in contact with 
the reservoir far longer and to intersect more fractures in the formation than conventional vertical wells. 

 

While far more expensive than vertical wells, horizontal drilling is improving overall performance by increasing 
recovery volumes and rates, limiting the number of wells necessary to develop an area through conventional drilling 
and reducing the costs and surface disturbances of multiple vertical wells. Typically, one horizontal well replaces 
between three to four vertical well locations. Additional economies can be achieved by drilling multiple horizontal wells 
on a single drilling location. In that scenario, horizontal wells might be distributed between the Mississippian and Berea 
Sandstones and Devonian Shale.  In addition to these operational advantages, the initial recovery rates for these 
horizontals are averaging four to six times the generally reported rates for vertical Mississippian and Berea sandstone 
wells and Devonian Shale in the same region. 

Horizontal Air Drilling Technology 

The Program's horizontal wells will be drilled in separate sections. The initial section is identical to a standard 
vertical well, with 9 5/ 8 Inch to 7 inch casing set and cemented in place to isolate shallow water-bearing formations, 
approximately 1,000 to 1,500 feet above the target formation. After drilling about 400 to 900 feet below the casing, the 
directional crew begins drilling a curve that generally takes approximately 600 feet of additional vertical depth to 
achieve an inclination approaching 90 degrees from vertical. At that point, the well bore is near the top of the target 
zone, approximately 500 feet away from the original location, at the proper inclination to continue horizontal 
operations. The lateral leg is drilled between 2,400 to 3,500 feet depending on vertical depth through the most 
promising target formation.  This horizontal leg through the target formation is drilled at a slight angle to allow the well 
bore to cross from the top to the bottom target section of the formation, and is guided by real-time data on the drill bit 
location. Upon completion of drilling, the 4.5-inch production casing is run to the end of the horizontal leg, and then 
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casing is cemented and perforated at 250 foot intervals, fracked, allowing the well to be completed in separate stages 
within the horizontal leg. 

Staged Completion Technology 

The Program's horizontal Program Wells are all expected to be completed with a staged fracturing treatment 
process performed to enhance natural fracturing. The staged completions use large volumes of nitrogen, sand, and 
water, per frac stage for up to eighteen separate completion intervals per well. After the wells are cleaned-up after the 
pipe perforations and hydraulic frac completion, they will be connected to Drilco's existing natural gas and oil 
gathering system to commence sales of crude oil and natural gas. Depending on electrical log or other downhole 
analysis, however, Drilco may complete one or more horizontals as so-called "natural wells," without any treatment 
process. In that event, the cost savings to the Program would be included as a credit to the True-Up Account. See 
"Summary of the Prospect Assignment τ True-Up Account. 

Prospect Selection 

Drilco will select the Prospects from its inventory of proved offset production and other development locations 
in the Project Areas. The Prospects will be selected based primarily on evaluation of geological information and criteria 
and infrastructure. Selection criteria may also include potential spacing requirements on available Prospects, timely 
approval of permits by state agencies and updated review of the latest geological and geophysical data from the 
Program Wells.  

Prospect Reserve Classification 

The Prospects will be selected by Drilco from a mix of its PUD locations and other locations within the Project 
Areas currently classified as proved probable or possible reserves. Industry definitions of these terms are provided in the 
Glossary included as Exhibit A to this memorandum. Since 1993, approximately 100% of the locations of wells drilled by 
Drilco in the Project Areas were PUDs. 

 Under current SEC regulations, proved undeveloped reserves from conventional sandstone formations and 
unconventional Shale resource plays are generally limited to available spacing units contiguous to producing units, 
regardless of the continuity of the formation.  The SEC issued amendments to its oil and gas reporting rules and Industry 
Guides for fiscal years ending on or after December 31, 2009. The amendments, effective, January 1, 2010, are intended 
to provide investors with a more meaningful and comprehensive understanding of these resources by aligning the oil 
and gas disclosure requirements with current industry practices and technology. The revised standards are not reflected 
in the reserve classification of the Prospects to be selected for the Program.  

 

Program Rights in the Prospects 

The Program will participate in 100% of the working interests in the Program Wells to be drilled on the 
Prospects. The Program will acquire its interest in the Prospects through the Prospect Assignment from Drilco. The 
rights conveyed in the Prospect Assignment will be subject to the terms and conditions of the Drilling and Operating 
Agreement between Drilco and the Program, which in turn are subject to Drilco's leases and farm-out agreements 
covering the Project Areas, including all third-party royalty interests and overriding royalty interests retained under 
those instruments. The Partnership will not have any separate rights under those leases and farm-outs other than its 
Proportionate Share of the Program Position in the Program Wells through its interest in the Program. 

Program Wells 

If the Private Placement is fully subscribed, the Program will have a planned portfolio of 20 Program Wells on 
Prospects acquired by the Program under the Prospect Assignment including 10 vertical and 10 horizontal wells. The 
Program's horizontal wells will generally have a single lateral leg ranging generally from 2,400 to 3,500 feet through 
the target formation.  The vertical wells will be drilled to 6000 feet, their purpose being to assess the geological make-
up of the most productive formations.  The horizontal Program Wells will target the Upper Mississippian, Big Injun, and 
Berea sandstone formations and the Devonian Shale formation at depths ranging from 1,850 to 6,000 foot in depth. 
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The number of Program Wells in which the Program ultimately participates will depend on the number of 
Units sold in the Partnership and the actual costs of those wells. The True-Up Account will be used to settle any 
variations between the APE cost-plus payments for the Program Wells and their actual costs. If Drilco modifies the 
anticipated mix of horizontal Program Wells or if Third-Party Rights are exercised for participation in any Program 
Wells, the related variances from the anticipated AFEs will also be normalized under the True-Up Account. See 
"Summary of the Prospect Assignment," 

Drilling Schedule 

Under the Drilling and Operating Agreement, Drilco will use its best efforts to drill and complete the Program 
Wells as expeditiously as possible, with an outside spudding date of March 31, 2018. Accordingly, it is anticipated that 
the Unitholders will be able to utilize all their IDC deductions from the Partnership for the 2017 tax year. If any Program 
Wells are spudded after March 2018, the associated IDC will not be deductible until the 2018 tax year. Drilco will not be 
subject to any penalty under the Drilling and Operating Agreement if it is unable to meet any timing targets for 
spudding, completing or connecting Program Wells.  

The geographical characteristics of the Prospects should enable Drilco to bring each Program Well on line and 
into production within 45 days after spudding date of that particular well. Drilco will install production lines and all 
crude oil facilities/pumping units for connecting Program Wells to its existing gathering production systems as part of 
the services covered by the Drilling and Operating Agreement.  

Drilling Operations 

As the general contractor and operator under the Drilling and Operating Agreement, Drilco will be responsible 
for site preparation, drilling and completion operations and installation of flow lines for connecting Program Wells to 
its existing gathering and production facilities. Drilco will rely upon specialized subcontractors with established 
expertise for drilling and completion work on the Program Wells, while retaining control over all geological, drilling and 
completion decisions and supervisory responsibility for all engineering and administrative services performed by its 
outside contractors. For timing reasons, the vertical wells with be drilled first and then the horizontal wells may be 
completed weeks or months apart.  

 

Drilco will be responsible under the Drilling and Operating Agreement for operating and maintaining the 
Program Wells and for using its best efforts to maximize their production. Pursuant to COPAS accounting guidelines, 
Drilco will be entitled to monthly fees for operating and producing Program Wells. The monthly operating fees are 
established at $500 per vertical Well during the first year of production, and $1,000 per month for all horizontal 
Program oil wells with oil production requiring regular attention. These fees will be subject to future increases at 
Drilco's discretion based on prevailing operating costs. 

Crude Oil and Gas Marketing 

Crude oil and natural gas production from the Project Areas is currently sold through Drilco, an established 
energy services and crude oil and natural gas marketing intermediary. In addition to crude oil and gas marketing 
services Drilco coordinates crude oil and gas transportation arrangements and revenue receipt and related services for 
the Project Areas. A portion of the crude oil and natural gas production from the Project Areas is sold through Drilco 
under fixed-price contracts and the balance at prices determined monthly under formulas based on prevailing market 
indices. Drilco will seek to place 50% to 70% of the natural gas volumes from the Project Areas under fixed contracts for 
various periods of up to three years. Although Drilco will generally seek a target range for these contracts; there is no 
guarantee that such targeted prices will be achieved in the future. In the event that crude oil and natural gas prices remain 
low, this could negatively affect Drilco's hedging strategies and the prices it receives for its crude oil and natural gas. 

Partnership and Program Administration 

As managing general partner, Drilco will be responsible for the administration of the Partnership and the 
day-to-day operations of the Program. Under the terms of the Partnership Agreement and the Program Agreement, 
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Drilco will be entitled to reimbursement for third-party expenses it incurs in the administration and management of 
the Partnership and the Program. See "Compensation." 

Insurance 

The Program and the Partnership will be named insured under policies maintained by Drilco with the following 
insurance coverage: 

¶ Comprehensive general liability insurance with a single limit per occurrence of $1,000,000 and an 
aggregate limit of $1,000,000 for completed operations coverage, subject to customary 
exclusions and deductibles. 

¶ Automobile liability and property damage insurance with per occurrence limits of $1,000,000 for 
bodily injury and property damage, subject to customary exclusions and to deductibles. 

¶ Pollution liability insurance with a single limit per occurrence of $1,000,000 and an aggregate limit of 
$1,000,000, subject to customary exclusions and deductibles. 

¶ Umbrella coverage for an additional $14,000,000 above the foregoing coverage, subject to customary 
exclusions, beginning with and through completion of the Program's operations. Under the terms of 
the Drilling and Operating Agreement, all subcontractors engaged by Drilco will be required to 
comply with applicable workers' compensation laws and to maintain all other insurance at specified 
levels. All subcontractors will be required to submit properly executed certificates of insurance 
issued by approved insurers before work is begun under the Drilling and Operating Agreement. 

Title to Properties 

The Drilling and Operating Agreement will require Drilco to undertake title examinations for the Prospects 
and will entitle Drilco to rely on those examinations for Prospects to be assigned under the Prospect Assignment 
with the Program. Title records to crude oil and natural gas drilling and production rights are sometimes unclear or 
incomplete, and the Unitholders will be relying on Drilco to exercise reasonable judgment on the adequacy of title 
to the Prospects. Drilco may waive any title requirements, including title checks and reports, at its sole discretion. 
Title to the Prospects will initially be retained in the name of Drilco or the lease holder under leases and any farm-
out agreements covering the Project Areas. The recording of assignments under the Drilling and Operating 
Agreement may be deferred for a reasonable period of time after completion of the Program Wells. Prior to the 
date of recording, if a creditor of Drilco sought to foreclose on a Prospect as a result of the record holder's 
bankruptcy or any other reason, the rights of the respective Partnership in the Program Wells could be at risk. In 
that case; Drilco would be required to establish the Partnership's rights to the Partnership Position in the Program 
Wells. 

Competition 

Competition in the oil and gas industry is intense, particularly for the skilled labor, equipment, pipeline 
capacity and other resources needed to develop undeveloped acreage. Independent oil and gas companies, drilling and 
production companies as well as individual producers and operators actively bid for the equipment and labor required 
to develop and operate these properties. Drilco competes with several large independent exploration and production 
companies and various regional operators for the equipment, materials and labor required to develop its properties. 
The demand, competition and cost for these commodities can be expected to fluctuate with market conditions and 
may adversely affect the Program's operations and profitability. 

Regulation 

General. The oil and gas business is subject to broad federal and state laws that are routinely under review for 
amendment or expansion. Various federal, state and local departments and agencies empowered to administer these 
laws have issued extensive rules and regulations binding on industry participants. Many of these laws and regulations, 
particularly those affecting the environment, have become more stringent in recent years, and some impose penalties 
for noncompliance, creating the risk of greater liability on a larger number of potentially responsible parties. The 
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following discussion of oil and gas industry regulation is summary in nature and is not intended to cover all regulatory 
matters that could affect operations on the Prospects. 

State Regulation. State statutes and regulations require permits for drilling operations and construction of 
gathering lines, as well as drilling bonds and reports on operations. These requirements often create delays in drilling 
and completing new wells and connecting completed wells. The West Virginia Legislature recently passed legislation 
increasing the permit fee for drilling operations. All of the Prospects will be located in the State of West Virginia, which 
also has statutes and regulations governing conservation matters. These include regulations affecting the pooling of 
drilling units, the density of wells that may be drilled and the unitization or pooling of oil and gas properties, and the 
registration and maintenance of crude oil storage tanks on and near well sites. State conservation laws generally 
prohibit the venting or flaring of gas and impose certain requirements on the ratability of production, and some states 
have established maximum rates of production from oil and gas wells. None of these statutes or regulations currently 
imposes restrictions on the production rates of wells in the Project Areas or the prices received for production. 

Federal Regulation. The sale and transportation of crude oil and natural gas in interstate commerce is subject 
to regulation under various federal laws administered by the Federal Energy Regulatory Commission ("FERC"). 

Historically, these laws included restrictions on the selling prices for specified categories of crude oil and natural gas 
sold in "first sales," both in interstate and intrastate commerce. While these restrictions were removed in 1993, 
enabling sales by producers of crude oil and natural gas and all sales of crude oil to be made at market prices, federal 
legislation reinstituting price controls could be adopted in the future. 

During the last decade, a series of initiatives were undertaken by FERC to remove various barriers and 
practices that historically limited producers from effectively competing with interstate pipelines for sales to local 
distribution companies and large industrial and commercial customers. These regulations have had a profound 
influence on domestic crude oil and natural gas markets, primarily by increasing access to pipelines, fostering the 
development of a large short term or spot market for gas and creating a regulatory framework designed to put gas 
sellers into more direct contractual relations with gas buyers. These changes in the federal regulatory environment 
have greatly increased the level of competition among suppliers. They have also added substantially to the complexity 
of marketing crude oil and natural gas, prompting many producers, including Drilco, to rely on highly specialized 
experts for the conduct of gas marketing operations. 

Environmental Regulation. Participants in the oil and gas industry are subject to numerous federal, state and 
local laws and regulations designed to protect the environment, including comprehensive regulations governing the 
treatment, storage and disposal of hazardous wastes. Liability for some violations of these laws and regulations may 
be unlimited in cases of willful negligence or misconduct, and there is no limit on liability for environmental clean-up 
costs or damages on claims by the state or private parties. Under regulations adopted by the Environmental Protection 
Agency and similar state agencies, producers must prepare and implement spill prevention control and 
countermeasure plans to deal with the possible discharge of oil into navigable waters. State and local permits or 
approvals may also be needed for waste-water discharges and air pollutant emissions. Violations of environment 
related lease conditions or environmental permits can result in substantial civil and criminal penalties as well as 
injunctions curtailing operations. 

Under the terms of the Drilling and Operating Agreement, Drilco will undertake to conduct drilling and 
production activities to comply with all applicable environmental regulations, permits and lease conditions, and to 
monitor subcontractors for environment compliance. Drilco and its affiliates, including the Program and the 
Partnership, will remain at risk for inadvertent noncompliance, conditions beyond Drilco's control and undetected 
conditions resulting from activities by prior owners or prior operators of acreage within the Project Areas. in any of 
those events, the Program and the Partnership, as well as GP Unitholders, could be exposed to liability for clean-up 
costs or damages in excess of insurance coverage, including costs to remove improperly disposed waste, remediate 
property contamination or undertake plugging operations to prevent future contamination. 

Occupational Safety Regulations. Operations on the Prospects will be subject to various federal and state laws 
and regulations intended to promote occupational health and safety. Although all of the Program Wells will be drilled 
with participation by specialized independent subcontractors, Drilco will be responsible for enforcing appropriate 
environmental and safety policies and procedures designed to protect the safety of its own staff and to monitor all 
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subcontracted operations for compliance with applicable regulatory requirements and lease conditions, including 
environmental and safety compliance. This includes regular field inspections of drilling locations sites and producing 
wells and internal assessments of compliance procedures. 

COMPENSATION 

Drilco will contribute 25% of the Program's total capital See 'Participation in Costs and Revenues" and "Plan of 
Distribution." Drilco will receive payments or entitlements from the Partnership and Program in several forms, as 
summarized below. Any surplus in the amount or future value of these payments and interests above Drilco's 
associated costs will be retained by Drilco as compensation. 

Form of Payment or Entitlement  Amount or Future Interest  

 

Partnership Proportionate Share of Management Fee (1) S30,000  per Program Well 

Partnership Proportionate Share of Location Fee ...........................................$60,000 per Program Well  

Cost-plus component of AFEs for Partnership Position in Program Wells(1) 15% of AFEs 

Vertical well operating fees monthly .....................................................................................$500 per Program Well  

Horizontal well operating fees monthly  .............................................................................$1000 per Program Well 

Reimbursement of direct expenses for the Partnership and the Program at cost 

Reversionary interest in the Program after 'Payout' (2) ...................................................25% of Program Position 

(1) See "Summary of the Program and Partnership Agreements" and Summary of the Prospect Assignments. - 
(2) See "Summary of the Program and Partnership Agreements." 
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MANAGEMENT 

Drilco Oil and Gas Corporation Overview 
 

Drilco Oil and Gas ƛǎ ŀ оǊŘ ƎŜƴŜǊŀǘƛƻƴ ƻƛƭ ŀƴŘ Ǝŀǎ ǇǊƻŘǳŎŜǊκƻǇŜǊŀǘƻǊ ƛƴ ²Ŝǎǘ ±ƛǊƎƛƴƛŀΦ 5ǊƛƭŎƻΩǎ ƻǿƴŜǊ ŀƴŘ tǊŜǎƛŘŜƴǘΣ Hugh 
Dale, has extensive knowledge of oil and gas drilling operations, oil and gas formations and negotiating lease contracts 
within the Appalachian Basin.  Since 1995, when Drilco Oil and Gas was founded, Drilco has led the way in innovative 
ǎƻƭǳǘƛƻƴǎ ŦƻǊ ƻƛƭ ŀƴŘ Ǝŀǎ ŜȄǇƭƻǊŀǘƛƻƴΣ ŘǊƛƭƭƛƴƎ ŀƴŘ ǇǊƻŎŜǎǎƛƴƎΦ  5ǊƛƭŎƻΩǎ ǇǊƻŦŜǎǎƛƻƴŀƭǎ ŀǊŜ ŎƻƴǎƛŘŜǊŜŘ ǎƻƳŜ ƻŦ ǘƘŜ Ƴƻǎǘ 
seasoned oil and gas veterans in West Virginia.  Drilco's management has over 100 years of combined exploration 
and production experience in this region. To develop its resources, Drilco has expanded from drilling five wells in 
1995 to over 200 wells for the period comprising 1995 through 2017, for an aggregate total of over 200 wells in the 
Project Areas. Through its crude oil and natural gas gathering system, Drilco also controls the gas gathering system 
and crude oil infrastructure for all Project Areas, as well as the gas processing facilities. Drilco is dedicated to 
maintaining superior operating standards and has received several Oil and Gas Drilling and Reclamation Awards 
from the West Virginia Department of Environmental Protection, Office of Oil & Gas.  
 
Officers and Directors 
 
Hugh Dale, is the President/CEO and has 35 years operations experience in all aspects of Oil and Gas Drilling, and 
Completion Operations. He serves as President and CEO of Drilco Oil and Gas Corporation. He has supervised the drilling 
and completion of hundreds of oil and gas wells in the Eastern Region and Midwest Region of the United States.  Crude 
oil and natural gas production has been in the Dale family for three generations. As the Owner and Operator, he is 
involved in Drilling, Exploration and the Production of Oil and Natural Gas in the Appalachian Basin. His expertise begins 
with acquiring the initial lease to continued well operation and service, years beyond initial production.  
 
Cynthia Dale acts as Office Manager with the help of various office assistants and has eighteen years of experience in 
this capacity. Her role in Drilco Oil and Gas Corporation entails that of payrolls services and the quarterly filings of 
Unemployment Compensation, Worker's Compensation, WV State Withholding, Employee Health Insurance Reports and 
941 Federal filings.  Her responsibilities include various reports such as the WV DEP Report to the WV Division of Oil & 
Gas (EPA) which charts MCF Readings and Barrels of Oil Sales as well as the annual Producer Operator Returns to the WV 
Department of Revenue which charts a breakdown of Working Interest and Royalty Interest Owners Distributions in 
order to gauge Personal Property Tax are due annually. Severance Tax Returns are filed monthly, quarterly and annually. 
Cynthia maintains records to readily devise Operating Statements on various Partnerships, and see that royalty interest 
and working interest checks are distributed in a timely fashion. An excellent working relationship with open dialogue is 
maintained with all stakeholders who maintain an interest in all business ventures. Mrs. Dale Oversees Operating 
Statements to various Partnerships, working interest checks, and royalty interest checks, and maintains an excellent 
reporting system to all working interest owners.  Mrs. Dale received educational training from Glenville State College in 
Business Education, with a Master's Degree in Education along with additional certification in Education Leadership. 
 
Elliot G. Hicks, Attorney, acts as counsel to Drilco and the Partnership and as Private Placement compliance 
administrator.  Along with acting as Compliance Administrator Mr. Hicks will review all Subscription Agreements to 
ensure that necessary securities compliance requirements have been satisfied.  Mr. Hicks' primary areas of practice are 
mediation and arbitration.  His former practice consisted entirely of litigation with a focus on product liability, premises 
liability, corporate and commercial litigation, insurance law cases, medical malpractice defense and higher education 
law.   Mr. Hicks was honored as a Fellow of the American College of Trial Lawyers, a Fellow of the American Bar 
Foundation and the West Virginia Bar Foundation.  He has been recognized in the publications The Best Lawyers in 
America® and Super Lawyers® for commercial litigation and mediation.  Martindale-Hubbell has honored Mr. Hicks with 
its highest peer review rating of AV.  He has a B.A. in Political Science from West Virginia University and a J.D. from West 
Virginia University College of Law.  Mr.  Hicks was the President of the West Virginia State Bar from 1998 to 1999. 
 
Brooks Javins, acts as a Contract Directional Driller & Advisor to Drilco Oil and Gas and is the President of Javins 
Corporation.  Javins Corporation offers a variety of well-bore analysis, engineering and completion services within the 

http://drilcooilgas.com/team.html
http://drilcooilgas.com/team.html
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Appalachian Basin. Javins Corporation has some of the most experienced directional drillers in America. Brooks Javins, 
President, was involved in directional drilling and releasing early research papers about different practices in the 1970's 
before it became the common practice of today. Javins Corporations owns the patent on Downhole Directional Drilling 
Hammer.  
 
Garlan Miller, does all of the accounting and IRS tax returns for Drilco Oil and Gas Corporation. He has been Drilco's 
accountant for 20 plus years and structures all drilling partnerships and compliances.  Mr. Miller is from Spencer, WV. He 
started his career with Ernest and Young. He graduated from Spencer High school and West Virginia University and he 
sits on the board of directors of FNB Bank of Spencer, WV.  Garlan also does audits for the state of West Virginia.   

CONFLICTS OF INTEREST 

Resource Allocation 

In addition to serving as managing general partner of the Program and the Partnership, Drilco manages its 
Prior Programs and is actively involved in expanding its property and infrastructure position. These activities may put 
conflicting demands on the time and efforts of Drilco's staff and on its allocation of financial and operating resources. 

Well Selection 

Drilco will have substantial sole discretion in selecting Prospects for the Program. After all the Program 
Wells are drilled and completed, Drilco will continue to develop the Project Areas. These ongoing initiatives may 
be pursued for its own account or in part with subsequent drilling partnerships. Neither the Partnership nor the 
Unitholders will have any interest in those activities. There can be no assurance that the Prospects will represent 
the most suitable locations for development at the time of selection. Prospects could be selected based in part 
on factors such as infrastructure requirements and permitting considerations. Commitments under oil and gas 
leases and farm-outs or the expiring term of one or more leases, and the Prospects may not necessarily represent 
optimum locations within the Project Areas. In addition, if the Private Placement is not fully subscribed, Drilco may 
continue drilling crude oil and natural gas wells in the Project Areas for its own account or under joint arrangements 
with other parties on locations that would otherwise be assigned to the Program. In that event, the Program's 
portfolio may not include the best development opportunities within the Project Areas. 

Oil and Gas Gathering and Marketing 

All of the Prospects will be subject to existing oil and gas purchase contracts and other crude oil and natural gas 
gathering and marketing arrangements that will also cover production from the Program Wells. Drilco will have broad 
discretion to adjust the fee structure for gas gathering, compression and processing activities under the Drilling and 
Operating Agreement to reflect prevailing market conditions and contractual commitments. Drilco could also face 
conflicts of interest between the Program, the Prior Programs and any subsequent drilling partnership in negotiations 
or disputes with gas purchasers. See "Risk Factors τ Operating and Business Risks." Drilco will endeavor to act in the 
best interests of the Program and all other managed programs in pricing all gas gathering services and conducting 
marketing operations for the Project Areas, including production from the Program Wells. 

Related Party Transactions 

5ǊƛƭŎƻ hƛƭ ŀƴŘ DŀǎΩǎ ŎƻǊǇƻǊŀǘŜ ǎǘǊǳŎǘǳǊŜ ŎŀǳǎŜǎ ǾŀǊƛƻǳǎ ŀƎǊŜŜƳŜƴǘǎ ŀƴŘ ǘǊŀƴǎŀŎǘƛƻƴǎ ƛƴ ǘƘŜ ƴƻǊƳŀƭ ŎƻǳǊǎŜ ƻŦ ōǳǎƛƴŜǎǎ 
to be treated as related party transactions. To address these issues, the Partnership Agreement and Program 
Agreement require, among other things, that all transactions between the Program or the Partnership and Drilco or its 
affiliates be on terms no less favorable to the related party than terms that could be obtained from an independent 
third party and be fair to the related party at the time the transactions are authorized. Drilco and its affiliates will not 
take any action affecting the assets or property of the Partnership or the Program that does not benefit the 
Partnership and the Program as a whole, including the utilization of funds of the Partnership or the Program as 
compensating balances for the benefit of Drilco or its affiliates. No loans will be made by the Partnership or the 
Program to Drilco or its affiliates. All benefits from relationships affecting the Program and other drilling partnerships 
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sponsored by Drilco will be fairly and equitably apportioned according to their respective interests.  Unitholders will 
be among the first to know and have the opportunity to participate in future private placements 
 and development plans by Drilco. 

 

FIDUCIARY RESPONSIBILITIES 

General 

As the managing general partner of the Partnership, Drilco will be a fiduciary for the Unitholders and will have 
legal responsibilities of loyalty, care and good faith. These include a duty to conduct Program operations and 
administration of the Partnership in compliance with the Program Agreements. Drilco will comply with its fiduciary 
duties under all circumstances, including any situation that might involve a conflict of interest between Drilco or its 
affiliates and the Unitholders. 

Remedies for Breach of Fiduciary Duties 

Under state law, if Unitholders believes that Drilco has breached its fiduciary duties as the managing general 
partner, they could institute legal action against Drilco to enjoin the activity or transaction or to recover damages 
resulting from the activity or transaction. This is a developing area of the law; however, and investors who have 
questions concerning the fiduciary duties of limited partnership's managing general partner should consult with their 
own counsel. 

Limitations on Remedies of Unitholders 

The Partnership Agreement provides that Drilco and its affiliates will not be liable to the Partnership or the 
Unitholders for errors of judgment or any acts or omissions, when acting in good faith and in a manner believed to be 
in, or not opposed to, the best interests of the Partnership, unless its actions or omissions constituted gross negligence 
or willful misconduct. In addition, the Partnership Agreement provides generally that, to the extent permitted by 
law. The Partnership will indemnify Drilco and its affiliates providing services on behalf of the Partnership or the 
Program against judgments and amounts paid in settlement, plus costs and expenses (including attorneys' fees and 
expenses) actually and reasonably incurred, if the indemnified party acted in good faith and in a manner reasonably 
believed to be in, or not opposed to, the best interests of the Partnership, provided that the indemnified party's 
conduct did not constitute gross negligence or willful misconduct. The Partnership Agreement also provides that, in 
any derivative action arising under federal or state securities laws, the Partnership will not be required to provide 
indemnification unless there has been a successful defense on the merits of the securities laws claims or the court 
approves a settlement of those claims. In the opinion of the SEC, indemnification for liabilities arising under the 
Securities Act is against public policy and therefore unenforceable. 

SUMMARY OF THE PROGRAM AND PARTNERSHIP AGREEMENTS 

General 

The rights and obligations of the Unitholders will be governed entirely by the Program Agreement, the 
Partnership Agreement, the Prospect Assignment and the Drilling and Operating Agreement. The forms of these 
agreements are included as exhibits to this memorandum. Each prospective investor should carefully review those 
agreements before submitting a subscription for Units. The following section provides summary of the Program 
Agreement and the Partnership Agreement. Summaries of the Prospect Assignment and the Drilling and Operating 
Agreement are provided elsewhere in this memorandum. All of these summaries are only intended as outlines. They do 
not purport to be complete restatements and are qualified in their entirety by reference to the actual text of the 
agreements. 

Purpose of the Partnership and the Program 
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The Program Agreement creates a general partnership between Drilco and the Partnership and establishes 
ŜŀŎƘ ǇŀǊǘƴŜǊΩǎ ǊŜǎǇŜŎǘƛǾŜ ǊƛƎƘǘǎ ŀƴŘ ƻōƭƛƎŀǘƛƻƴǎ ŀǎ ǇŀǊǘƴŜǊǎΦ ¢ƘŜ tŀǊǘƴŜǊǎƘƛǇ !ƎǊŜŜƳŜƴǘ ŎǊŜŀǘŜǎ ŀ ƭƛƳƛǘŜŘ ǇŀǊǘƴŜǊǎƘƛǇ 
among the Unitholders and Drilco and establishes their respective rights and obligations at the Partnership level The 
sole purpose of the Partnership is to enter into the Program Agreement and, through the Program, to finance the 
Partnership's share of drilling, completion, operating and eventual abandonment costs for the Program Wells and to 
produce and sell oil and gas from completed Program Wells. 

Capital Contributions 

The Unitholders will contribute $100,000 per Unit to the respective Partnership, and Drilco will contribute 25% 
of the Partnership' total capital. At each Closing, the Partnership will contribute all of the proceeds from the sale of 
Units issued at that Closing to the Program, representing 75% of its capital, and Drilco will make a proportionate capital 
contribution for 25% of the Program's total capital, amounting to $25,000 per Unit. See άUse of Proceeds." Since Drilco's 
25% Proportionate Share of the Location Fees, Management Fees, and cost-plus component of its AFE obligations for 
the Program Wells will represent payments to itself, Drilco will receive a credit under the Program Agreement towards 
its required capital contributions to the Partnership and the Program for these payments. See "Participation in costs and 
Revenue τ Drilco Contributions." Drilco may fund part of its Program contributions through a special purpose Drilco 
Partnership that will acquire a proportionate share of the Drilco Position in the Program Wells, other than Drilco's 
management and operating rights and obligations under the Program Agreement. Drilco will also have the right under 
the Program Agreements to pledge its remaining Drilco Position as collateral under its revolving credit facility. 

Description of Units 

The Partnership is offering two classes of Units in the Private Placement. The LP Units represent limited 
partner interests, and the GP Units represent general partner interests in the Partnership. The Units of each class 
represent identical interests in the Partnership, except that (i) holders of GP Units will be general partners with 
unlimited liability, while holders of LP Units will be limited partners with limited liability, and (ii) holders of GP Units 
will not be subject to the "passive loss" limitations of the Code, while holders of LP Units will be subject to these 
limitations. See "Risk Factors τ Tax Effects and Risks Related to Ownership of GP Units." When all of the Program 
Wells have been drilled and completed, each outstanding GP Unit will be automatically converted into an LP Unit. The 
percentage interest in the Partnership represented by a Unit, regardless of its class, will be equal to the ratio that it 
bears to the total number of Units outstanding, multiplied by 99% to reflect the 1% interest of Drilco as the managing 
general partner. Each Unit, regardless of its class, entitles the holder to a Proportionate Share of the respective 
Partnership's income, gain, losses and distributions equal to that percentage interest. See "Participation in Costs and 
Revenues." 

Program Allocations 

Under the "functional allocation" provisions of the Program Agreement, the Partnership will be allocated 100% 
of the IDC for Program Wells, up to $100,000 per Unit, and Drilco is estimated to be allocated 100% of the Tangible 
Costs for Program Wells and all of the costs associated with the Location and Management Fees, up to the amount of 
its capital contribution to the Program (actual results may vary). If the IDC allocated to the Partnership for any Program 
Well exceeds its share of drilling and completion costs for the well or is less than that proportionate share, then 
Tangible Costs will be reallocated to match the Partnership' share of the drilling and completion costs for that Program 
Well. See "Federal Income Tax Considerations τ Intangible Drilling Costs." Except for these functional allocations, the 
Program Position in each Program Well will initially be allocated 75% to the Partnership and 25% to Drilco until total 
Partnership distributions to the Unitholders reach Payout. After Payout, Drilco will earn the Drilco Reversionary Interest 
for 15% of the Program Position in each of the Program Wells, subject to any True-Up Account adjustments under the 
Prospect Assignment. See "Participation in Costs and Revenues." 

Management of the Program and the Partnership 

Under the Program Agreements, Drilco will have sole responsibility and authority for managing the Program 
and the Partnership. This includes express authority to perform all acts customary or incident to the management 
and administration of the Partnership and the Program, as well as the right to take any other action on behalf of the 
Program and the Partnership that it deems appropriate, even if not expressly authorized, as long as the action does 
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not require consent of the Unitholders under their limited voting rights. Both the Program Agreement and the 
Partnership Agreement also permit Drilco to engage in other business activities, including the management of the 
Prior Programs and subsequent programs sponsored to participate in its drilling and related activities. Accordingly, 
Drilco will be required to devote only the time and resources it deems necessary and appropriate for performing 
those duties. 

Restrictions on Transfer of Units 

Except as otherwise permitted pursuant to the Put Option as set forth herein, Units may only be transferred 
with the consent of the managing general partner and only under limited circumstances. In general, transfers are 
restricted to assignments by gift to family members or a trust for their benefit and by operation of law, such as the 
death or bankruptcy of a Unitholder who is a natural person. Subject to those restrictions, Drilco will recognize the 
transfer of Units as of the last day of the month following receipt of notice of the transfer and required 
documentation. A permitted assignee of Units may become a substituted Unitholder only with the consent of Drilco. 
These restrictions will not prevent investors from pledging or granting security interests in Units as collateral, although 
they may restrict the ability of a creditor to succeed to the interest of the Unitholder upon any foreclosure of the 
secured obligations. See "Risk Factors τ Partnership Investment Risks." 

Voting Rights of Unitholders 

The Partnership may not take part in the management of the Program or the Partnership, and the Unitholders 
may not participate in the management of the Partnership, except for limited voting rights provided in the Partnership 
Agreement. See "Risk Factors τ Partnership Investment Risks." The Partnership Agreement authorizes the 
Unitholders, voting together as a single class, to take actions solely on the following matters and only if the voting 
thresholds specified in the description of those matters are reached: 

¶ Sale, Exchange or Dissolution. Any sale or exchange of all or substantially all of the assets of the Program or the 
Partnership and any dissolution of Program or the Partnership may be approved, with only the consent of 
Drilco. 

¶ Amendments to the Partnership Agreement. The Partnership Agreement may be amended by the 
managing general partner, without the consent of the Unitholders, to reflect the issuance or transfer of 
Units and to comply with applicable laws or for nominal changes not affecting the Unitholders 
collectively.  

¶ Removal of Managing General Partner. Drilco may not be removed as the managing general partner.  

Meetings and Inspection Rights 

Unitholders holding an interest in the Units and any Unitholder may request to inspect the books and records 
of the Partnership upon reasonable prior notice and may conduct field visits during regular business hours.  Drilco may 
charge the partnership for the costs of copying, printing, and mailing. 

Withdrawal of the Managing General Partner 

Drilco may retire or withdraw from the Partnership or the Program and has a right to appoint a successor 
managing general partner.   Upon any withdrawal, Drilco may elect to receive the Drilco Position in the Program Wells 
in kind. 

Limitation of Drilco's Liability 

The Program Agreement provides that Drilco shall not be liable to the Partnership or its partners for any 
action taken or omitted to be taken in connection with the organization and management of the Partnership or the 
operations of the Program, except in the case of its gross negligence or willful misconduct. The Program Agreement 
also provides for indemnification of Drilco and its affiliates against any damages, losses, fines, costs and expenses 
(including attorneys' fees and disbursements) suffered by the Partnership resulting from any claim or action asserted 
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or threatened and arising out of or relating to any action taken or omitted to be taken in connection with the 
organization and management of the Partnership or the operations of the Program, including any settlement of any 
the claim or action, as long as the indemnified parties acted in good faith and in a manner believed to be in, or not 
opposed to, the best interests of the Partnership and the acts or omissions of the person seeking indemnification is not 
found to constitute gross negligence or willful misconduct. 

 
Accounting Matters 

Drilco will maintain the Partnership's accounting records on an accrual basis. The fiscal year of the Partnership 
will be the calendar year. Drilco will provide investors with annual income tax information within 90 days after the end 
of each calendar year and with production reports accompanying each monthly distribution from the Partnership. 
However, the Unitholders will not be entitled under the Program Agreements to audited financial statements or 
reserve reports of independent engineers. The costs and expenses of the Partnership's accountants will be paid or 
reimbursed by the Partnership, along with any other third-party fees for legal, engineering or other services rendered 
to the Program or the Partnership to the extent they are not covered by the well operating fees payable to Drilco or the 
oil and gas gathering, compressing, processing and transmission fees payable under the Drilling and Operating 
Agreement. 

Power of Attorney 

By signing a Subscription Agreement, investors irrevocably appoint Drilco as their attorney-in-fact with broad 
authority to execute the Partnership Agreement on their behalf, along with all other instruments required in 
connection with the formation of the Partnership and the conduct of the business of the Partnership and the Program, 
including the filing of an application for a small producer's certificate with FERC and filings required to be made by the 
Partnership in any jurisdiction in which it may conduct business. 

Dissolution and Liquidation 

The Partnership will be dissolved on March 1, 2043, or upon the earlier occurrence of one of the following 
termination events: 

¶ Determination by the managing general partner that the Partnership should terminate and the 
concurrence in that determination by vote of super majority vote of at least 80% majority-in-interest of 
the Unitholders; 

¶ Resignation, bankruptcy, dissolution or removal of the managing general partner, unless a 80% 
supermajority in interest of the Unitholders vote to continue the business of the Program and the 
Partnership and elect a successor managing general partner for that purpose; 

¶ Sale or other disposition of all or substantially all the Program Wells or a final adjudication of bankruptcy 
of the Partnership; and 

¶ The withdrawal, removal, dissolution or bankruptcy of the managing general partner, subject to 
reconstitution at the election of the Unitholders. See "Voting Rights of Unitholders." The Partnership will 
also be dissolved and not be subject to reconstitution upon Drilco's receipt of written instructions to 
dissolve the Partnership from a 80% supermajority in interest of the Unitholders of each respective 
Partnership or upon the disposition of all or substantially all of a Partnership's assets. The withdrawal, 
death, legal disability, bankruptcy or dissolution of any Unitholder will not dissolve or terminate the 
Partnership. Upon any removal of Drilco for any reason, Drilco may elect to receive the Drilco Position in 
the Program Wells in kind. 

Liquidation Procedures 

Upon any dissolution of the Partnership without reconstitution, Drilco or its successor will act as liquidating 
trustee and immediately proceed to wind up the business and affairs of the Partnership. In settling accounts upon 
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liquidation after dissolution of the Partnership, the assets of the Partnership will first be applied to repayment of 
Partnership obligations owed to third parties. The remaining assets of the Partnership will distributed in the following 
order of priority: (i) first to pay non-partner creditors, (ii) then to establish any necessary reserves, (iii) next to pay any 
creditors who are partners or otherwise affiliated with Drilco and (iv) then to the partners (including the managing 
general partner) in accordance with their interests in the Partnership. Drilco will not be liable for the repayment of any 
amounts remaining in the P&A accounts or for the return of any part of the contributions of the Unitholders. Any 
distributions upon liquidation will be made solely from the respective Partnership's assets. Liquidation procedures for 
the Program are identical, except that Drilco may elect to receive the Drilco Position in the Program Wells in kind. 

Governing Law 

Except as may be otherwise required by law in any other jurisdiction, the provisions of the Program Agreement and 
the Partnership Agreement will be governed by and construed in accordance with the laws of the State of West Virginia. 

SUMMARY OF THE PROSPECT ASSIGNMENT 
General 

The Program will acquire its interest in the Program Wells through the Prospect Assignment (as Amended). See 
"Terms of the Offering." The form of Prospect Assignment is included as Exhibit D to this memorandum. Each prospective 
investor should carefully review the Prospect Assignment, as well as the other Program Agreement, before submitting a 
subscription for Units. The following summary of the Prospect Assignment is only an outline. The summary is not a complete 
restatement and is qualified by reference to the actual text of the Prospect Assignment. 

Prospects 

The number of Prospects assigned to the Program and the Program Position in the Program Wells drilled on 
the Prospects will depend on the number of Units sold in the Partnership, the actual drilling and completion costs of 
the wells and the level of Third-Party Participation. See "Description of the Program τ Program Wells." The rights 
conveyed in the Prospect Assignment will be subject to the terms and conditions of the leases and farm-outs covering 
the Project Areas, including royalty and overriding royalty interests. The development rights will be limited to the 
Mississippian sand and Big Injun/Berea sandstones and the Devonian Shale formation for the vertical and horizontal 
Program Wells, see "Description of the Program τ Prospects." 

Prospect Selection 

The Prospects will be selected by Drilco from a mix of its PUD locations within the Project Areas and located on 
acreage currently classified unproved probable or possible reserves. Industry definitions of these terms are provided in 
the Glossary included as Exhibit A to this memorandum, and pending revisions to the definitions and reporting rules for 
reserve classification and disclosure are described under the caption "Description of the Program τ Prospect Reserve 
Classification.' Drilco has broad discretion in the selection of Prospects and the timing of their development under the 
Prospect Assignment and Drilling and Operating Agreement. Selection criteria include evaluation of the latest geological 
and geophysical data from ongoing operations in the Project Areas; timely approval of drilling permits by state agencies, 
location denials from conflicting coal mining activity, pipeline and other infrastructure considerations and logistical 
considerations for meeting Drilco's drilling commitments and objectives for ongoing development of the Project Areas. 
These criteria and variables could affect the allocation of Prospects among Project Areas and the timing of their 
development. Based on these variables. Drilco may also modify its current plans for the mix of horizontal and vertical 
wells to be drilled for the Program. See "Conflicts of Interest τ Prospect Selection. 

 
Formation Specific Assignments 

Although vertical wells throughout the Project Areas produce crude oil and natural gas or a combination of 
crude oil and natural gas and crude oil from multiple pay zones, the development rights covered by the Prospect 
Assignment will be limited to wellbore assignments and the Mississippian Sands, Berea Sands, Big Injun Sands, and the 
Devonian Shale formations for Prospects to be drilled vertically and horizontally. The formation specific nature of these 
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assignments will result in Drilco's retention of drilling rights to any pay zones below the Devonian Shale within 
Prospects that are drilled vertically and horizontally for the Program. 

Location Fee 

Drilco will be entitled to a non-recurring Location Fee under the Prospect Assignment for the Program's 
interest in the Prospects at the rate of $80,000 per wellsite. Based on the anticipated mix of vertical and horizontal 
Program Wells to be drilled on the Prospects, the Location Fee will amount to $80,000 per Prospect location or an 
aggregate of $800,000 for the Partnership Position in the Prospects if the Private Placement is fully subscribed. The 
Location Fee charged by Drilco is typical and customary with those charged by other companies in the Appalachian 
Basin for leasing rights. 

True-Up Account 

Instead of assessing the Partnership for any AFE shortfall or reimbursing the Partnership for any excess in its 
AFE cost-plus payments under the Drilling and Operating Agreement, Drilco will maintain the True-Up Account under 
the Prospect Assignment for netting and settling these variations between anticipated and actual drilling and 
completion costs. The True-Up Account will be credited for the Partnership's Proportionate Share of any AFEs for 
Program Wells in excess of their actual drilling and completion costs and debited for its Proportionate Share of any 
drilling and completion costs for Program Wells in excess of their AFEs on a cost-plus basis. Any net deficit balance in the 
True-Up Account for all Program Wells will be borne by Drilco and applied to proportionately increase the Drilco 
Position in the last Program Wells, determined by completion dates. Any net surplus in the True-Up Account for all 
Program Wells will be applied to proportionately increase the Partnership Position in the last Program Wells. If the net 
surplus exceeds the AFE cost-plus rate for one or more horizontal wells, Drilco will assign one or more additional 
Prospects to the Program and drill an additional Program Well for the Program on each Prospect by application of the 
surplus funds in the True-Up Account. if Drilco adjusts the number of horizontal Program Wells anticipated as of the 
date of this memorandum or if Third-Party Rights are exercised for any Program Wells, the related variances from the 
anticipated AFEs set forth in this memorandum will also be normalized under the True-Up Account. 

SUMMARY OF THE DRILLING AND OPERATING AGREEMENT  

Drilling Operations 

Under the terms of the Drilling and Operating Agreement, Drilco will be responsible for geological and 
geophysical evaluations, site preparation, drilling and completion operations and gathering line extensions from the 
Program Wells to Drilco's existing field-wide infrastructure. All drilling and completion costs for each Program Well will 
be prepaid by the Program to Drilco at the Closing when the underlying Prospect is assigned to the Program under the 
Prospect Assignment.  Drilco will rely in part on specialized subcontractors for drilling and completion work under the 
Drilling and Operating Agreement. Drilco will retain control over all geological, drilling and completion decisions and 
supervisory responsibility for all engineering and administrative services performed by outside contractors under the 
Drilling and Operating Agreement. Drilco will be solely responsible for payment of subcontractor fees and the cost of 
drilling equipment and supplies. 

Drilling and Completion Services 

The Drilling and Operating Agreement will provide for Drilco to perform the following drilling and completion services, 
either directly or through subcontractors engaged by Drilco: 

¶ Perform updated reviews and evaluations of the latest geological and geophysical data for the Prospects from 
available sources; 

¶ Obtain all regulatory permits, surveys and title opinions required for drilling the Program Wells: 

¶ Build necessary roads and prepare the site locations for the Program Wells; 
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¶ Furnish suitable drilling rig, drill pipe and drill collars, and all equipment and tools necessary to drill the 
Program Wells to their casing points, and move all equipment and materials in and out of the site locations; 

¶ Dig all pits necessary for drilling the Program Wells; 

¶ Furnish all water, fuel, drilling mud, chemicals. bits and air compressors necessary to drill the Program Wells: 

Furnish all logs, cores and tests that a reasonably prudent operator would undertake to adequately 
determine the feasibility and nature of completion work for the Program Wells; 

For each Program Wells for which completion operations are deemed appropriate. (i) furnish, set and 
cement production casing, (ii) furnish suitable completion rigs and all equipment and tools necessary to 
complete the wells, (iii) furnish all treating chemicals, materials and equipment deemed appropriate to 
stimulate the wells, (iv) furnish all labor and well equipment necessary to equip and produce the wells 
through available gathering systems, in each case in a workmanlike manner and in accordance with 
standard industry practice; 

For each Program Well with recoverable oil in commercial amounts, Drilco will install separators alongside 
crude oil storage tanks and oilfield pumping units and all tubing and well pumps, and electrical automation 
in addition to natural gas metering and gathering lines when necessary to store and transport the liquids.  

If necessary, install all drips and other dehydration devices to ensure that all gas entering the gathering or 
transmission lines have moisture contents consistent with industry standards and applicable gas marketing 
contracts. 

Timing of Drilling Operations 

Drilco will undertake to spud the Program Wells based on the drilling schedules specified in the Drilling and 
Operating Agreement and will use its best efforts to drill each Program Wells to the specified casing point or the end of 
the lateral leg contemplated by the AFE for each vertical and horizontal Program Well within three weeks after 
spudding. Drilco will also undertake to spud all Program Wells no later than March 31, 2018. Accordingly, it is 
anticipated that the Unitholders will be able to utilize all their IDC deductions from the Partnership for the 2017 tax 
year. However, implementation of the drilling schedule for the Program Wells is subject to a number of uncertainties, 
including seasonal conditions, regulatory approvals and the continued availability of drilling services and equipment. 
See "Risk Factors τ Operating Risks." Drilco will not be subject to any penalty under the Drilling and Operating 
Agreement if it is unable to meet the outside timing target for spudding Program Wells. IDC for any Program Wells 
spudded after March 2018 will be deductible in the 2018 tax year. 

Timing of Completion Operations 

Drilco expects completion operations for many of the Program Wells to be deferred until production lines, well 
hook-ups, wellsite reclamation, service rig completions, running tubing, and putting pumping units in place for their 
connection to its existing gathering systems. Drilco will undertake to install production lines and associated compression 
equipment for the Program Wells as expeditiously as possible.  Drilco will not be subject to any penalty under the Drilling 
and Operating Agreement if it is unable to meet any timing targets for completing or connecting the Program Wells. 

Weil Operations 

Under the terms of the Drilling and Operating Agreement, Drilco will be responsible for operating and 
maintaining all Program Wells. Pursuant to COPAS accounting guidelines, Drilco will receive monthly operating fees of 
$500 for each producing vertical Program Well, or up to $1,000 for any horizontal Program Well.  These fees will be 
subject to future increases at Drilco's discretion based on prevailing operating costs. 

Oil and Gas Marketing 
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Crude oil and natural gas production from the Project Areas is currently sold through Drilco. In addition to oil and gas 
marketing services, Drilco coordinates oil and gas transportation arrangements and revenue receipt and related 
services for the Project Areas. A portion of the crude oil and natural gas production from the Project Areas is sold 
through Drilco under fixed-price contracts and the balance at prices determined monthly under formulas based on 
prevailing market indices. Drilco will seek to place 50% of the total gas volumes from the Project Areas under fixed 
contracts for various periods up to three years. Although Drilco will generally seek a target range per Mcf for these 
contracts, there is no guarantee In the event that crude oil and natural gas prices remain low, this could negatively 
affect Drilco's hedging strategies and the prices it receives for its crude oil and natural gas. 

Plugging and Abandonment of Program Wells 

In accordance with industry practices, the Drilling and Operating Agreement will provide for Drilco, as 
operator, to assume responsibility for plugging, abandoning and reclaiming all Program Wells at the end of their 
economic lives. In consideration for these obligations, Drilco will be entitled to plugging and abandonment fees for 
each Program Well the rate of $100 per month, payable proportionately by the working interest owners from 
production proceeds and held in an interest-bearing reserve account, until the monthly fees plus interest earned in the 
account reaches a cap of $15,000. The plugging and abandonment fee installments for each Program Well will begin 
with the first distribution of production proceeds from that well. If a Program Well must be plugged and abandoned 
before the plugging and abandonment cap is reached, the Program will be obligated to fund the balance when all 
plugging, abandonment and reclamation work for the well is completed. 

Exculpation and Removal 

Under the terms of the Drilling and Operating Agreement, Drilco will not be liable to the Partnership or the 
Unitholders for any act or omission based upon errors in judgment, negligence or other fault in the performance of its 
obligations as driller and operator, except to the extent the act or omission involves its gross negligence or willful 
misconduct. The Drilling and Operating Agreement also establishes a presumption that Drilco acted in accordance with 
that standard of conduct if the act or omission was based on advice of legal counsel or independent outside 
consultants. Drilco may not be removed as the driller or operator. 

FEDERAL INCOME TAX CONSIDERATIONS 

LIMITATIONS ON AND IMPORTANT DISCLOSURES RELATED TO THIS SECTION 

THIS SECTION WAS NOT INTENDED OR WRITTEN BY DRILCO TO BE USED, AND CANNOT BE USED BY ANY 
INVESTOR, FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON THE INVESTOR. THE TAX CODES 
DISCUSSED BELOW WERE NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED BY ANY INVESTOR, FOR 
THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON THE INVESTOR. THIS SECTION AND THE ADVICE 
DISCUSSED IN THE TAX CODES DISCUSSED WERE WRITTEN TO SUPPORT THE PROMOTION OR MARKETING OF THE 
TRANSACTION(S) OR MATTER(S) ADDRESSED BY THIS MEMORANDUM AND THE TAX CODES, ALL INVESTORS SHOULD 
SEEK ADVICE BASED ON THE INVESTOR'S PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

General 

The following discussion is general in nature and is intended to assist prospective investors in evaluating the 
federal income tax consequences and risks of participating in the Partnership. The discussion is not intended to be 
exhaustive. Because of the complex nature of tax rules for limited partnership engaged in oil and gas operations, it is 
not practicable to present a detailed explanation of the federal, state and local income tax treatment of those 
businesses and their partners. In addition to those complexities, the consequences of investing in the Partnership are 
not free from doubt and may vary depending upon the individual circumstances of each investor. This analysis is not 
intended to be a complete description of all federal income tax consequences or a substitute for careful tax planning. 

 

The federal income tax laws and their administrative and judicial interpretations are subject to change. There 
can be no assurance that the present laws or interpretations affecting an investment in the Partnership and its 
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proposed operations will not be changed by new legislation or interpretations that could adversely affect investors. Any 
investor should seek their own counsel or accountant for their own tax opinion. 

 

A copy of the IRS Tax Codes is included in this memorandum as Exhibit H. No assurance can be given that the 
conclusions in the following IRS Tax Codes discussion will be supported by subsequent judicial or administrative 
decisions or that future legislation, administrative changes or court decisions, all of which may have retroactive 
ŀǇǇƭƛŎŀǘƛƻƴǎΣ ŀƴŘ Ƴŀȅ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ƛƳǇŀŎǘ ǘƘŜ ŦƻƭƭƻǿƛƴƎ ŘƛǎŎǳǎǎƛƻƴ ƻǊ ǊŜǉǳƛǊŜ ǎƛƎƴƛŦƛŎŀƴǘ ƳƻŘƛŦƛŎŀǘƛƻƴ ǘƻ ǘƘŜ ǳƴƛǘƘƻƭŘŜǊΩǎ 
personal tax counsel's conclusion. 

Scope of IRS Tax Codes 

No ruling has been requested from the IRS regarding the Partnership. A Tax Opinion is limited to certain 
material federal income tax attributes and does not extend to a continuation of Program and Partnership operations 
following any removal or resignation of Drilco as managing general partner. Moreover, a Tax Opinion is not binding on 
the IRS tax codes. Under certain laws, certain material federal income tax attributes will more likely than not be 
realized as described in a Tax Opinion. No opinion is expressed, however, on the specific income tax consequences to 
any particular investor, nor is any opinion expressed on state or local tax consequences of an investment in the 
Partnership. Prospective investors are urged to consult their own tax advisors regarding their own tax situation, 
including their anticipated tax preference items in the 2017 and future tax years, as well as the state and local tax 
consequences of owning Units. In addition, no opinion is expressed in the following tax codes on estate or gift taxes. 
Prospective investors are urged to consult their own tax advisors on the tax consequences to investors and their 
transferees at death or by gift. 

Summary of IRS Tax Codes 

General.  An independent Tax Opinion addresses (i) whether the material tax benefits of an investment in the 
Partnership, in the aggregate, are likely to be realized by a typical Unitholder and (ii) the likely outcome of certain 
ƳŀǘŜǊƛŀƭ ǘŀȄ ƛǎǎǳŜǎ ŦǊƻƳ ŀƴ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ǘƘŜ tŀǊǘƴŜǊǎƘƛǇ ƛƴ ǘƘŜ ŜǾŜƴǘ ǘƘŜȅ ǿŜǊŜ ǘƻ ōŜ ŎƘŀƭƭŜƴƎŜŘ ōȅ ǘƘŜ Lw{Φ  hƴŜΩǎ 
tax counsel's conclusions in their own independent Tax Opinion could change if the organization or operation of the 
Partnership or the Program or other relevant facts differs from the facts upon which  counsel or tax advisor relied or 
which the advisor assumed in rendering its opinions. These opinions will only reflect the tax counsel's best judgment 
and analysis of the current law as applied to the assumptions and anticipated facts upon which its opinions are 
rendered. 

Assumptions and Representations. In rendering its own tax opinion, tax counsel, along with other assumptions, 
assumes that (i) the parties to the Program Agreements will comply with their terms and conditions, (ii) the facts as set 
forth in the memorandum and the representations made to Drilco as managing general partner of the Partnership and 
the Program and as a party to the Program Agreements are true and correct and (iii) the Partnership and the Program 
will make certain federal income tax elections as contemplated in this memorandum. Tax Counsel will also rely upon 
the accuracy of the following representations of Drilco and the representations provided for in the opinion: 

The amounts to be paid by the Partnership or the Program for services rendered to or on behalf of the 
Partnership or the Program (i) will be for actual services rendered, (ii) will be reasonable in relation to 
those services, (iii) will be properly characterized, (iv) will be paid for the services to which the fees relate 
and not for other services, and (v) will be paid for services to be performed in the year in which the 
payments will be made or, in the case of drilling and development services under the Drilling and 
Operating Agreements, within 90 days after the close of such year for site preparation and spudding and 
within a reasonable period thereafter for the balance of the drilling and completion services; 
 

¶ The drilling and completion cost per Program Well under the Drilling and Operating Agreement is 
reasonable in amount and comparable to what would be paid to a driller unrelated to Drilco for similar 
services; 

¶ The Program Agreement is being entered by the parties thereto for valid business reasons under terms that are 
customary in the industry for transactions of the nature contemplated by this memorandum; 
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¶ The Partnership and the Program will make all federal income tax elections as contemplated in this 
memorandum and will not elect under Code Section 761 to be excluded from the application of Subchapter K 
of the Code; 

¶ The Program, through its interests under the Prospect Assignment, will own 100% of the working interests 
in the Program Wells drilled on the Prospects covered by the Prospect Assignment, subject to 
proportionate reduction for the working interests of any third-party participants who elect to exercise 
their Third-Party Rights under leases and farm-outs for portions of the Project Areas; 

Drilco will enter into the Partnership Agreement and will cause the Partnership to enter into the Program 
Agreement and, in turn, the Program to enter into the Prospect Assignment and Drilling and Operating 
Agreement with the intention of making an economic profit for the Partnership and the Program, and will 
operate the Partnership and the Program in a manner that is consistent with that intention, 

No Unitholder will be admitted as a partner in the Partnership if the admission of such Unitholder would 
cause the Partnership to have a taxable year for federal income tax purposes other than the calendar 
year; and 

Each of the Program and the Partnership will derive 90% or more of its gross income in each year from 
interest or income and gains derived from the development, production of oil or crude oil and natural gas. 

Opinions Rendered. Subject to the foregoing assumptions, conditions and limitations, Tax Counsel or tax 
advisor is of the opinion that, if challenged by the Service and fully litigated in court, the following results would more 
likely than not be obtained with respect to the following federal income tax issues. For purposes of this discussion and 
for purposes of oneΩs tax opinion, the use of the term "should" is synonymous with the phrase -more likely than not." 

The Partnership and Program should be treated as non-public partnership for federal tax purposes, not as 
corporations, and not as associations taxable as corporations. Each Unitholder should be treated as a partner 
of the Partnership and the Partnership and Drilco should be treated as partners of the Program. 

¶ The Program should be treated as owning 100% of the working interests in the Program Wells to be 
drilled on Prospects to be assigned to it in the Prospect Assignment, - subject to the exercise of Third-
Party Rights and to adjustments of the Partnership Position of the HRE Position in certain Program Wells 
in accordance with the provisions of the True-Up Account under the Prospect Assignment, and the GP 
Unitholders should be treated as indirectly owning a working interest in a manner which does not limit 
their liability within the meaning of Code Section 469(c)(3)(a), as a result of which the passive activity loss 
limitation rules in Code Section 469 should not limit the deductibility of losses or the use of any credits 
from the oil and gas activities of the Program far GP Unitholders who do not otherwise limit their liability 
with respect to their working interests in the Program Wells. 

¶ It is more likely than not that (i) deductions of IDC will be allowed in the year in which the economic 
performance of drilling services provided to the Program takes place, and (ii) any prepayment of IDC will be 
deductible in the year of payment, subject to the passive loss limitation rules, the tax basis limitation rules and 
the at-risk loss limitation rules, provided that (a) the prepayment is nonrefundable, (b) the prepayment is 
made for a business purpose and is not merely for tax avoidance, (c) the deduction of the prepayment 
does not materially distort income, (d) each Program Well to which such prepaid costs relate is "spudded" 
within the first 90 days of the immediately succeeding taxable year and (e) each Partner's Proportionate 
Share of the prepayments does not exceed the particular Partner's cash basis in the Partnership. 

Even though the Partnership will elect to expense ail of its allocable IDC, each Partner may elect to 
capitalize all or a part of the IDC applicable to such Partner and amortize it on a straight line basis over a 
sixty-month period, beginning with the month in which the expenditure is made. 

The allocations of income, gain, loss, deduction or credit under the Partnership Agreement and under the 
Program Agreement should either have substantial economic effect or be deemed to be in accordance with the 
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Partners' respective interests in the Partnership and Program, and therefore should be recognized for federal 
income tax purposes. 

¶ Conversions of the GP Units into LP Units as provided in the Partnership Agreement should not result in 
termination of the Partnership under Code Section 708. 

¶ In the aggregate, the federal income tax benefits described herein from an investment in the Partnership 
should be realized by the Partners, except as may otherwise be qualified or conditioned herein. 

No Opinion Expressed. Due to lack of authority, or the essentially factual nature of the question, we express 
no opinion on the following: 

¶ The impact of an investment in the Partnership on a Unitholder's alternative minimum tax, due to the factual 
nature or the issue, as discussed below under the caption "Federal Income Tax Consequences- Alternative 
Minimum Tax;" 

¶ Whether, under Code Section 183, the losses of the Partnership will be treated as derived from 'activities 
not engaged in for profit" and, therefore, could be treated as being nondeductible from other gross 
income, due to the inherently factual nature of a Unitholder's interest and motive in purchasing Units; 

¶ Whether a Unitholder will be entitled to percentage depletion, insofar as the determination is dependent upon 
the status of the Unitholder as an independent producer and on the Unitholder's interests in other oil and gas 
producing activities; 

¶ Whether interest incurred by a Unitholder on any borrowings used to finance the purchase of Units will 
be deductible or subject to limitations on deductibility, due to the factual nature of the issue; 

Whether the characterization and amounts of fees to be paid to Drilco and any other third parties under 
the Programs Agreement will be deductible; due to the inherently factual nature of the issue and the 
proper allocations among nondeductible and currently deductible items, and because the issues involve 
questions concerning both the nature of the services to be performed and the reasonableness of the 
amounts charged; and 

The characterization and tax consequences of shifting working interests in the Program's oil and gas property 
interests. 

Disclaimers. Prospective Unitholders should be aware that the Service, as a matter of public policy, is 
currently subjecting certain kinds of tax-oriented investments to particularly close scrutiny. Specifically, the IRS 
may rely on certain Code provisions and applicable non-statutory principles to challenge potentially abusive 
partnership transactions. This includes Treasury Regulation 1.701-2, known as the Anti-Abuse Rule, which clarifies 
that the intent of Subchapter K of the Code, containing most of the tax laws governing partnership, is to provide 
flexible economic arrangements for taxpayers to conduct business without incurring an entity level tax. The Anti-Abuse 
Rule also provides that if the principal purpose of an entity is to reduce substantially the present value of the partners' 
aggregate federal tax liability in a manner that is inconsistent with the intent of Subchapter K, the IRS can recast the 
transaction. While it is the intent of the Partnership to conduct its affairs without incurring an entity level tax in a 
manner consistent with the intent of Subchapter K, the broad authority of the Anti-Abuse Rule could be used to 
recharacterize Partnership activities in a manner that could change its partnership classification. There is limited case 
law or other guidance on the application or use of the Anti-Abuse Rule. Accordingly, its application to the Partnership is 
uncertain. 

As a result, deductions claimed by the Partnership or the allocations of tax items to the Partners may be 
challenged by the Service. The Partnership or its Unitholders could incur substantial legal and accounting expenses in 
resisting any IRS challenge, regardless of the outcome. In addition, any IRS audit of one or more of the Partnership 
could lead to an audit of the Unitholders' individual returns, potentially resulting in adjustments to individual returns 
that are unrelated to the Partnership. Because Unitholders must satisfy themselves about the merits of tax benefits 
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from an investment in the Partnership the federal as well as state and local levels, prospective Unitholders are urged 
to consult with and rely upon their own tax advisors on these matters. 

Partnership Classification 

For federal income tax purposes, a partnership is treated as a conduit through which taxable income and tax 
deductions are passed to the partners, rather than as a separate taxable entity. As long as the Partnership are 
classified as a partnership for this purpose, each Unitholder's Proportionate Share of the respective Partnership's 
revenues, income, gain, deductions, credits and losses will be passed through to the Unitholder. If the Partnership 
were characterized as an association taxable as a corporation, the distributive share these tax items and benefits from 
the Partnership would not pass through to the Unitholders. 

In 1996, the IRS issued final Treasury Regulations (the "check-the-box Treasury Regulations") that revised the 
manner of classifying organizations for federal tax purposes. The check-the-box Treasury Regulations enable business 
organizations to elect whether to be taxed as either corporations or partnership, regardless of the application of the 
traditional characteristics used for classification purposes. Business organizations that do not elect a particular 
classification are classified under 'default" rules. Under those rules, non-corporate domestic organizations with more 
than one member are treated as partnership. Accordingly, the Partnership should be classified as a partnership for 
federal tax purposes under the check-the-box Treasury Regulations. 

Partnership Taxation 

General. An entity that is classified as a partnership for federal income tax purposes is not subject to the 
payment of any federal income tax. Instead, each partner reports his distributive share of items flowing from the 
business and transactions of the partnership. The manner in which partnership and their partners account for and 
report the distributive share of tax items, partnership capital contributions and distributions, as well as the partners' 
investment in the entity and other matters, are governed by numerous specialized Code provisions, Treasury 
Regulations and interpretations. The following overview describes certain of these specialized features and provisions. 

Allocations of Partnership Profit. Gain and Loss to Partners. For federal income tax purposes, each Partner's 
annual allocable share of Partnership items of income, gain, loss, deduction, credit and tax preference will be 
determined in accordance with the Partnership Agreement. Under the terms of the Partnership Agreement, all 
Partnership costs and revenues of the Partnership will be allocated 1% to Drilco, as managing general partner, and 99% 
to the Unitholders, with the Unitholders' total Proportionate Share allocated among them in proportion to the number 
of Units they own. In general, the allocations provided in a partnership agreement will be respected for federal income 
tax purposes so long as they have -substantial economic effect." An allocation will be considered to have substantial 
economic effect if the allocation actually affects the dollar amount of the partners' share of the total partnership income 
or loss, independent of tax consequences. If an allocation provision of a partnership agreement is found to lack 
"substantial economic effect," partnership items covered by that allocation provision will be allocated in accordance 
with a partner's interest in the partnership, as determined by taking into account all of the facts and circumstances. 

The Treasury Regulations under Code Section 704(b) provide certain "safe harbor" tests. If satisfied, these 
tests assure that allocations of income, gain, loss, deduction or credit set forth in a partnership agreement will have 
economic effect. These Treasury Regulations provide that partnership allocations will generally be viewed as having 
"substantial economic effect" if (i) partner capital accounts are determined and maintained in accordance with the 
Treasury Regulations, (ii) liquidating distributions are required in all cases to be made in accordance with the positive 
capital account balances of the partners after taking into capital account adjustments due to the liquidation and (iii) 
partners with negative capital accounts are obligated to restore the negative balances with restored amounts paid 
upon liquidation to creditors or partners with positive capital account balances. The Treasury Regulations also provide 
for an alternate test for substantial economic effect when the partnership agreement contains a "qualified income 
offset" provision by which taxable income and gains are allocated to partners having negative capital account 
balances under certain circumstances. Although the Partnership Agreement does not contain a deficit restoration 
provision, it does contain a "qualified income offset" provision. If these tests are not satisfied, the allocation 
provisions of the partnership agreement may nonetheless be respected if they are in accordance with the partners' 
interest in the partnership, as reflected in their respective capital accounts. 



56 

 

Limitation of Deductions to Partner's Adjusted Tax Basis. A Unitholder's basis in their Units for federal income tax 
purposes is initially the amount of their cash contribution to the Partnership. This tax basis will be increased by the 
amount of their distributive share of Partnership items of income and gain, any non-recourse borrowings of the 
Partnership and the excess of deductions for depletion over the basis of the property subject to depletion. The tax basis 
of the Units will be reduced, but not below zero, by the amount of the Partners' distributive share of Partnership losses, 
the Partners' deductions for depletion with respect to the Program Wells, cash distributions received by the Partners and 
any nondeductible expenditures of the Partnership that are not properly chargeable to the Partners' capital accounts. 

Code Section 704(d) provides that the partners' distributive share of partnership loss is allowed as a 
deduction only to the extent of the positive adjusted basis of their partnership interests at the end of the partnership 
year in which the loss is incurred. Losses disallowed to the Partner under Code Section 704(d) may be carried forward 
indefinitely until the Partners have sufficient basis to permit the deduction. However, Unitholders may not deduct 
their share of the Partnership losses to the extent the losses exceed the amount for which they are "at risk," as 
discussed in the following section. In addition, Code Section 469 prohibits certain individual and other taxpayers from 
deducting losses from a passive activity against salary, dividends, interest and royalties, as discussed under the 
caption "Passive Activity Loss Limitation." 

Limitation of Deductions to Amount at Risk. Code Section 465 limits the deductibility of certain taxpayers' 
losses to the amount the taxpayer has "at risk" in any activity which is engaged in for the production of income. The 
taxpayers subject to the "at risk" rules include individuals, S corporations, personal holding companies, and closely 
held corporations. As a result, the Unitholders may deduct their Proportionate Share of the Partnership losses only to 
the extent of the lesser of their amount "at risk" in the Partnership or their adjusted basis in their Units. Since the LP 
Unitholders will not have personal liability for the Partnership borrowings; if any, the amount that the LP Unitholders 
have "at risk" should generally equal their basis in their Units, excluding their distributive share of any of the respective 
Partnership's nonrecourse borrowings of the Partnership. The same general rule should apply to GP Unitholders. Since 
the capital contributions of the Unitholders will be used entirely to fund their Proportionate Share of the AFE cost-plus 
obligations for the Program Wells and the Location and Management Fees for the Prospects, the Unitholders should 
have sufficient basis and amount "at risk" to deduct their Proportionate Shares of the losses attributable to the 
payment of these costs. 

Distributions of Cash from a Partnership. Cash distributions received by the Partners from the Partnership 
otherwise than in liquidation of their Partnership interests will generally not cause the recognition of gain (or loss) for 
federal income tax purposes. This is because recognition of gain (or loss) to a partner in a partnership is not dependent 
upon whether a distribution is made to the partner. However, cash distributions in excess of a Partner's adjusted basis will 
result in recognition of gain to the extent of that excess. Any such gain will ordinarily be treated as a capital gain and will be 
long-term or short-term, depending upon the holding period. 

Election to Adjust Basis of Partnership Property. Due to tax accounting complexities and the resulting 
substantial expense, Drilco does not presently intend to exercise any special elections under Code Sections 734, 743 or 
754 to adjust the basis of a Partnership property in the case of a transfer of a Unit, although it has the right to do so 
under the Partnership Agreement. The absence of any such election may, in some circumstances, result in a reduction 
in the value of a Partner's interest to any potential transferee. 

Limitation on Accounting Method and Tax Year. Code Section 448 provides that certain types of taxpayers will 
be required to use or adopt the accrual method of accounting. Included among the types of taxpayers subject to this 
limitation are partnerships that have one or more C corporations as a partner and tax shelters, which are generally 
defined to include any partnership or other entity if more than 35% of the losses of its losses during the tax year are 
allocable to limited partners. It is anticipated that the Partnership will be subject to these limitations on accounting 
method and, therefore, will be required to use or adopt the accrual method of accounting. In addition, under Code 
Section 706, the Partnership will be required to conform its tax year to the tax years of its owners, unless the 
Partnership can establish a business purpose for having a different year. The Partnership will adopt a calendar year as 
their tax year. 

Application of Section 706(d) of the Code. Code Section 706(d) provides that each partner's distributive share 
of any item of income, gain loss, deduction or credit of a partnership for a taxable year will be determined by taking 
into account the varying interests of the partners in the partnership during such taxable year. This varying interest rule 
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effectively prohibits partnerships from retroactively allocating a full share of partnership items for a taxable year to 
persons who were partners in the partnership for only a portion of the taxable year. In addition, Section 706(d)(3) 
provides special rules for allocations of items attributable to a 'lower tier partnership" such as the Program when there 
is any change in any partner's interest in an "upper tier partnership" such as the Partnership. Section 706(d)(3) is 
designed to eliminate the use of tier partnerships to avoid restrictions on retroactive allocations. Depending upon the 
facts and circumstances, Section 706(d) could operate to limit the allocation of certain items to Partners in the 
Partnership who enter the Partnership after the initial Partners are admitted. 

Termination of the Partnership. The actual or constructive termination of the Partnership may have important 
tax consequences to the Unitholders. If the Partnership cease to conduct of its business or sells its assets and makes 
liquidating distributions to the Unitholders, an actual termination of the Partnership will occur for both federal income 
tax and state law purposes. In addition, if 50% or more of the total interests in the capital and profits of a Partnership 
are sold or exchanged within a period of twelve consecutive months, the Partnership will be considered to have 
constructively terminated for federal income tax purposes but not necessarily for state law purposes. If the 
Partnership continues in business without actual dissolution and termination, a new partnership between the 
remaining partners will be deemed to have been created for federal income tax purposes. A constructive termination 
of a respective Partnership could have potentially adverse federal income tax consequences, including a change in the 
adjusted tax basis of Partnership property and the bunching of taxable income within one taxable period. 

Passive Activity Loss Limitation 

General. Code Section 469 provides that losses from passive trade or business activities generally may not be 
deducted against other non-passive income, such as active business income, salaries, interest, dividends and royalties. 
A taxpayer's passive losses may only be offset against other passive income, except in a taxable year of complete 
disposition of the passive activity. These passive loss limitations apply to individuals, estates, trusts, closely-held C 
corporations and personal service corporations. A passive activity generally includes a trade or business activity in 
which the taxpayer does not materially participate and rental activities involving real or personal property, whether or 
not the taxpayer materially participates in the activity. Under Code Section 469(h)(2), as a general rule "no interest in a 
limited partnership as a limited partner shall be treated as an interest with respect to which a taxpayer materially 
participates." 
 

Exception from Passive Activity Loss Limitation for GP Unitholders. An exception to the passive loss limitations 
is provided for oil and gas working interests owned directly by the taxpayer or through an entity that does not limit the 
liability of the taxpayer. The Partnership has been structured so that the GP Units qualify for this "working interest" 
exception from classification as a passive activity. A "working interest" is defined as a working or operating mineral 
interest in any tract or parcel of land either as fee owner or under a lease or other contract granting working or 
operating rights. An overriding royalty, production payment, net profits interest or other non-operating interest does 
not qualify for the working interest exception to the passive loss rules and is generally considered portfolio income. 

In the opinion of tax counsel or advisor, the GP Units in the Partnership, prior to their conversion to LP Units 
upon completion of drilling operations, will be excluded from classification as a passive activity because the GP 
Unitholders will be general partners and their liability will not limited as a matter of state law. The application of the 
exception, in Tax Counsel's opinion, will not be affected by Drilco's liability insurance, which will include the Program 
and each of the Partnership as additional insureds, or by the conversion into LP Units upon completion of drilling 
operations. Under the provisions of Code Section 469 and the applicable Treasury Regulations, however, a GP 
Unitholder who has deducted non-passive losses in a taxable year prior to the conversion of GP Units into LP Units will 
be required to treat any post-conversion net income as non-passive income, which will not be permitted to offset 
passive losses from other activities. 

Passive Loss Limitations for LP Unitholders. An investment in LP Units will be considered a passive activity. 
Accordingly, all of the LP Unitholders' deductions from the Partnership for IDC in the 2017 tax year and for depletion 
and other allocable losses in subsequent years will be subject to the passive loss limitations. Passive losses and tax 
credits that are disallowed under the passive loss limitations are suspended in any taxable year and may be carried 
forward indefinitely and can be used to offset passive income realized by the taxpayer in subsequent years. A taxable 
disposition by a taxpayer of his entire interest in a passive activity will trigger the recognition of any suspended losses 
from that activity, and any such loss in excess of the passive income in the year of disposition may be used to offset any 
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non-passive income of the taxpayer in that year. The effect of the passive loss limitations will depend upon the 
individual circumstances of each taxpayer. Prospective investors are urged to carefully consider their overall tax 
situation and the passive loss limitations before deciding to invest in the Partnership and before deciding to borrow 
money to make an investment in the Partnership. 

Offering and Organizational Costs; Location and Management Fees 

Sales commissions, marketing, wholesaling and due diligence expenses, which typically represent a major 
portion of offering and organization costs, are not currently deductible.  The organization expense portion of offering 
and organization costs, upon proper election, may be deducted up to $5,000 and the balance may be amortized over 
180 months. The Locations and Management Fees payable by the Program to Drilco will be treated in that fashion and 
therefore will not be currently deductible.  See "Terms of the Offering" and "Plan of Distribution." In addition, the costs 
associated with the Locations and Management Fees will be functionally allocated to Drilco under the provisions of the 
Program Agreements in the same manner as Tangible Costs and, as a result, will not be available to the Unitholders for 
deduction or amortization. As a result, however, all of the Unitholders' capital contributions will be used for 
participation in the Program Wells and will be available for deduction as IDC. 

Intangible Drilling and Development Costs 

The Partnership Agreement provides that an election will be made to treat as an expense all "intangible drilling 
and development costs." Unitholders may nevertheless elect to capitalize and amortize the IDC allocable to them over 
60 months rather than expensing the costs in the year of payment. If the election is made, a Unitholder's share of the 
Program's IDC will not be treated as an item of tax preference for alternative minimum tax purposes. See "Alternative 
Minimum Tax" below. 

IDC includes costs for drilling, labor, fuel, supplies, hauling and other costs for items without salvage value that 
are incurred in preparing wells for production. Expenditures for the production of gas and oil, such as costs and 
expenses for facilities and structures for storing and treating gas and oil, pumping equipment and flow lines may not 
be deducted as expenses but must be capitalized and depreciated. The Drilling and Operating Agreement provides for 
the allocation of the Program's AFE cost-plus obligations for the Program Wells approximately 85% to IDC and 15% to 
Tangible Costs. These allocations are based upon AFE estimates prepared by Drilco, which in turn reflect its historical 
costs for similar wells drilled in the Project Areas for Prior Programs. Despite this experience, if the Service were to 
audit the tax returns of any of the Partnership, the classifications of expenditures for Intangible Drilling Costs could be 
expected to be scrutinized and potentially challenged. In that event, the IRS could seek to adjust the allocation of the 
drilling and completion costs between IDC and Tangible Costs. 

Functional Allocation of IDC 

Under the terms of the Program Agreements, the Partnership will be allocated 100% of the IDC incurred under 
the Drilling and Operating Agreement, up to the total amount of its investment in the Program, and Drilco is estimated 
to be allocated the balance of the IDC and 100% of the Tangible Costs and the costs associated with the Location and 
Management Fees (actual results may vary). If the IDC allocated to the Partnership for any Program Well fails to reach 
its Proportionate Share of the drilling and completion costs for the well, then Tangible Costs will be reallocated to 
reach that threshold. The Code permits the functional allocation of items of income, gain, loss, deduction or credit 
among partners for federal income tax purposes in proportions that differ from the economic allocation and 
distribution of net cash. The allocations of income, gain, loss, deduction or credit under the Partnership Agreement 
and under the Program Agreement, including the functional allocation of IDC and Tangible Costs and the Location and 
Management Fee costs between the Partnership and Drilco under the Program Agreement should be respected for 
federal income tax purposes. However, if the Service were to successfully challenge this allocation, the Program could 
be required to reallocate these costs. As a result, the functional allocation of IDC to the Unitholders could be increased 
or decreased, and portions of the Tangible Costs or Location and Management Fee costs allocated to Drilco could be 
reallocated to the Unitholders, depending upon the circumstances. 

Prepaid Drilling Costs 
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The Drilling and Operating Agreement provides that the Program's AFE cost-plus 15% obligation for drilling 
and completing each Program Well will be prepaid to Drilco, as general contractor under the Drilling and Operating 
Agreement, at the Closing in which the underlying Prospect is assigned to the Program under the Prospect Assignment. 
The Partnership' right to deduct IDC prepaid in 2017 will depend on requirements that an accrual-basis taxpayer must 
meet, under certain circumstances, in order to deduct these costs in the year of payment. In general, a "tax shelter" 
using the accrual method of accounting may deduct prepaid IDC only as "economic performance" occurs. For purposes 
of oil and gas drilling, economic performance is deemed to occur in a particular taxable year if drilling services for a 
well are commenced on or prior to the 90th day of the succeeding taxable year. If no drilling services are provided for a 
particular Program Well in the year of payment or within 90 days thereafter, none of the prepaid Intangible Drilling 
Costs for that well would be deductible in the year of prepayment. 

Under the Drilling and Operating Agreement, Drilco will undertake to use its best efforts to spud all the 
Program Wells no later than March 31, 2018. To the extent that this outside spudding date is not met for a particular 
Program Well, the deduction of prepaid Intangible Drilling Costs for that well will not be available until the year when 
drilling services for the well are actually commenced. However, the passive loss limitations under Code Section 469 
would apply to such Intangible Drilling Costs allocable to Limited Partners and may defer the deductibility of such costs 
to years later than the year the drilling services are performed. 

Taxpayers such as the Partnership using the accrual method of accounting may deduct prepaid Intangible 
Drilling Costs in the year of payment only if the prepayment is not a "deposit" or other refundable amount; a 
business purpose exists for the prepayment and the prepayment does not result in a material distortion of income for 
the person deducting the prepayment. Under the Drilling and Operating Agreement, none of the prepayments will be 
refunded to the Partnership and therefore should not be treated as deposits. In addition, Drilco has represented that 
a bona fide business purpose exists for the prepayments and that none of the prepayments will result in a material 
distortion of income. Accordingly, Tax Counsel believes it is more likely than not that the Partnership' prepayments of 
the Intangible Drilling Costs portion of the AFE cost-plus obligations for drilling and completing the Program Wells will 
be treated as a prepayment, and not a deposit or other refundable amount since and therefore should be deductible 
during the 2017 tax year as long as drilling services are commenced by the outside spudding date of March 31, 2018. 
Notwithstanding the Tax Opinion on this issue, the prepaid IDC and the corresponding deductions for the Program 
Wells could be challenged by the IRS. If the deductions were successfully challenged, the Intangible Drilling Costs for 
Program Wells spudded after the end of the 2017 tax year would not be deductible until the year in which the drilling 
services for those wells were actually performed. 

Payment of Excessive Drilling Costs 

The Partnership' determination of amounts qualifying as IDC will not be binding on the IRS. However, to the 
extent the terms of the Drilling and Operating Agreement meets the reasonable price requirements imposed by the 
decision in Bernuth v Commissioner, 57 T.C. 225 (1972) and by Rev. Rul. 73-211, 1973-1 C.B. 303, and that amounts 
treated as IDC do not include costs allocable to Tangible Costs or lease acquisition costs, the IDC to be specified in the 
Drilling and Operating Agreement at the rate of 85% of the Program's total AFE cost-plus 15% obligations for each 
Program Well should qualify as Intangible Drilling Costs and should be deductible in the year of payment, subject to the 
foregoing rules on prepayments of drilling costs. However, if the portion of those costs allocated to IDC were found to 
represent lease acquisition costs or Tangible Costs or to exceed the amount that would be charged by an independent 
drilling contractor under similar terms, the excess or amount improperly classified would not qualify as IDC and would 
be required to be capitalized. Any costs determined to be improperly classified or to exceed reasonable drilling costs, 
particularly when paid to the party from whom the drilling rights were acquired, such as Drilco, may be reclassified as 
lease acquisition costs or Tangible Costs recoverable through depletion, cost recovery or depreciation deductions, or as 
a loss upon establishing that the property is worthless, or upon abandonment of the property. 

Depletion 

The Unitholders will be entitled to percentage depletion deductions for their Proportionate Shares of the 
Program's oil and gas revenues, subject to the limitations of the independent producer exemption. Under those 
limitations, percentage depletion at a rate of 15% of revenues, net of royalty interests, will generally be available for a 
participant's depletable oil quantity of 1,000 barrels of domestic oil per day or, to the extent the participant elects, an 
equivalent quantity of domestic crude oil and natural gas by using a conversion factor of 6,000 cubic feet of crude oil 
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and natural gas per barrel, provided neither the participant nor any related party is engaged in refining (average daily 
refinery runs 75,000 barrels during the taxable year) or retail marketing of oil or gas products (exceeding $5,000,000 
per year in the aggregate). The Unitholders will apply their Proportionate Share of Program production against their 
depletable oil quantity. The depletable oil quantity is subject to allocation among family members and among 
commonly controlled corporations. No allocation is required among partners or between a partner and a partnership. 
An individual taxpayer is related to an entity engaged in refined or retail marketing if the taxpayer owns 5% or more of 
the entity. In addition, the percentage depletion deduction for all oil and gas properties may not exceed 65% of the 
taxpayer's overall taxable income. 

Recapture of Drilling Costs and Depletion Deductions 

IDC and depletion deductions (to the extent the deductions reduce the depletable basis of a properties) are 
subject to recapture as ordinary income on dispositions of an interest in oil or gas properties or of an interest in a 
partnership that owns an interest in oil and gas properties, other than dispositions by abandonment, gift, inheritance 
or tax-free exchange. The amount subject to recapture is the lesser of the gain realized on the disposition of the 
property or the previously deducted IDC and deductions for depletion that reduced the adjusted basis of the property. 
When a portion (other than an undivided interest) of an oil and gas interest is disposed of, all IDC and depletion 
deductions subject to recapture will be treated as allocable to the Unitholder's interest to the extent of the amount of 
the gain. Where an undivided oil and gas interest is disposed of, a proportionate part of the costs and deductions 
subject to recapture will be treated as allocable to that interest to the extent of the gain. Note that President Obama 
Fiscal Year 2017 Budget and Congressman David Camp's recent tax reform proposal both propose the repeal of the 
percentage depletion allowance for taxable years beginning after December 31, 2017. 

Profit Objective and Section 183 

Code Section 183 provides that deductions or losses attributable to activities not engaged in for profit may be 
disallowed in whole or in part. Whether an activity is engaged in for profit is based on all of the facts and 
circumstances, with no one factor being determinative. If gross income from an activity exceeds deductions for three 
or more years of a five consecutive year period, then the activity is presumed to be engaged in for profit. There can be 
no assurance that the Partnership will generate taxable income in three years of a five year period and be entitled to 
benefit from the presumption. If the IRS were to assert that the activities of the Partnership were not engaged in for 
profit and if the assertion were upheld, then Partnership losses and deductions allocated to the Partners would not be 
allowed in the year incurred or as an offset against Partnership income from other years. 

Alternative Minimum Tax 

Taxpayers may be subject to an alternative minimum tax. The alternative minimum tax applies in addition to 
the regular income tax to the extent that the tentative alternative minimum tax exceeds the regular tax. The 
alternative minimum tax is generally computed on the excess of the alternative minimum taxable income ("AMTI") 
over a specified exemption amount, subject to a phase-out of the exemption at higher levels of income. Over the last 
several years, various changes to the tax laws increased the exemption amounts. Even though the functional allocation 
provisions of the Program Agreement provides for the Unitholders to share 100% of the Program's deduction for 
Intangible Drilling Costs in the 2017 tax year, up to the total amount of their investment, a Unitholder's AMTI in the 
year investment cannot be reduced by more than 40% by the Unitholder's DC deduction, determined by disregarding 
this limitation on the IDC preference and disregarding any AMTI net operating deductions, without creating a tax 
preference under current law. Depending on a Unitholder's particular tax situation, including all other items of tax 
preference for the 2017 tax year, this could limit the amount of the IDC deduction from the Partnership in the year of 
the investment. 

THE CODE PROVISIONS AND TREASURY REGULATIONS AND THEIR APPLICATION REGARDING ALTERNATIVE 
MINIMUM TAX ARE COMPLEX. PROSPECTIVE INVESTORS ARE STRONGLY URGED TO CONSULT WITH THEIR TAX ADVISORS 
TO DETERMINE THEIR AMTI LEVELS, THE POTENTIAL APPLICATION OF THE ALTERNATIVE MINIMUM TAX TO THEM AND 
THE EFFECT IT MAY HAVE ON THEIR INVESTMENT DECISION. 

Penalties 
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Under Code Section 6662, taxpayers will be assessed a penalty equal to 20% of any underpayment of tax 
attributable to negligence, disregard of a rule or regulation or a substantial understatement of tax. "Negligence" 
includes any failure to make a reasonable attempt to comply with the tax laws. The Treasury Regulations further 
provide that a position with respect to an item is attributable to negligence if it lacks a reasonable basis. Negligence is 
strongly indicated if, for example, a partner fails to comply with Code Section 6222, which requires that a partner treat 
partnership items on the partner's return in a manner that is consistent with the treatment of those items on the 
partnership return. The term "disregard" includes any careless, reckless or intentional disregard of rules or  
regulations. A taxpayer who takes a position contrary to a revenue ruling or a notice will be subject to a penalty for 
intentional disregard if the contrary position does not have a realistic possibility of being sustained on its merits. An 
"understatement" is defined as the excess of the amount of tax required to be shown on the return of the taxable year over 
the amount of the tax imposed that is actually shown on the return, reduced by any rebate. An understatement is 
"substantial" if it exceeds the greater of ten percent (10%) of the tax required to be shown on the return for the taxable 
year or $5,000 ($10,000 in the case of certain corporations). 

Generally, the amount of an understatement is reduced under Code Section 6662 by the portion thereof 
attributable to (i) the tax treatment of any item by the taxpayer if there is or was substantial authority for such 
treatment or (ii) any item if the relevant facts affecting the item's tax treatment are adequately disclosed in the 
return or in a statement attached to the return, and there is a reasonable basis for the tax treatment of such item 
by the taxpayer. Disclosure will generally be adequate if made on a properly completed Form 8275 (Disclosure 
Statement) or Form 8275R (Regulation Disclosure Statement). However, in the case of "tax shelters," there will be a 
reduction of the understatement only to the extent it is attributable to the treatment of an item by the taxpayer 
with respect to which there is or was substantial authority for such treatment and only if the taxpayer reasonably 
believed that the treatment of such item by the taxpayer was more likely than not the proper treatment. Moreover, 
a corporation must generally satisfy a higher standard to avoid a substantial understatement penalty in the case of 
a tax shelter. 

The term "tax shelter" is defined for purposes of Code Section 6662 as a partnership or other entity, any 
investment plan or arrangement, or any other plan or arrangement, the principal purpose of which is the avoidance or 
evasion of federal income tax. This definition differs from the definition of "tax shelter" in Code Sections 461 and 6111, 
as discussed above. A tax shelter item includes an item of income, gain, loss, deduction, or credit that is directly or 
indirectly attributable to a partnership that is formed for the principal purpose of avoiding or evading federal income 
tax. The existence of substantial authority is determined as of the time the taxpayer's return is filed or on the last day of 
the taxable year to which the return relates and not when the investment is made. Substantial authority exists if the 
weight of authorities supporting a position is substantial compared with the weight of authorities supporting contrary 
treatment. Relevant authorities included statutes, Treasury Regulations, court cases, revenue rulings and procedures, 
and legislative records reflecting Congressional intent. However, among other things, conclusions reached in legal 
opinions are not considered authority. The Service may waive all or a portion of the penalty imposed under Code 
Section 6662 upon a showing by the taxpayer that there was reasonable cause for the understatement and that the 
taxpayer acted in good faith. 

THIS SUBSECTION IS NOT INTENDED OR INCLUDED IN THIS MEMORANDUM BY DRILCO TO BE USED, AND 
CANNOT BE USED, BY ANY INVESTOR FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON 
THE INVESTOR. THIS OVERVIEW OF TAX CODES WAS NOT INTENDED OR WRITTEN TO BE USED, AND CANNOT BE 
USED BY ANY INVESTOR, FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED ON THE INVESTOR. 
THIS SUBSECTION AND THE INFORMATION DISCUSSED IN THE TAX CODES WERE WRITTEN TO SUPPORT THE 
PROMOTION OR MARKETING OF THE TRANSACTION(S) OR MATTER(S) ADDRESSED BY THIS MEMORANDUM AND 
THE TAX OPINION. ALL INVESTORS SHOULD SEEK ADVICE BASED ON THE INVESTOR'S PARTICULAR 
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

Self-Employment Tax 

The self-employment tax rate for 2017 is 12.4% up to the annual Social Security wage base of $117,000. In 
addition, the Medicare tax rate of 2.9% applies to self-employment income. Under the Code, general partners in a 
partnership are deemed to be engaged in the trade or business of the partnership and are subject to self-employment 
tax on their distributive share of the partnership's income, whether or not that income is distributed. Tax court 
decisions have specifically applied this provision of the Code to a working interest in an oil and gas partnership. Limited 
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partners have not been considered to participate in the active trade or business of a partnership and, therefore, have 
not been subject to self-employment tax. The possibility exists that the GP Unitholders will be subject to self-
employment tax on their income from the Partnership even if they do not receive distributions sufficient to cover the 
amount of self-employment tax for the taxable year. 

Net Investment Income Tax 

Code Section 1411 imposes a tax on the net investment income of every individual, other than nonresident 
aliens. The tax is 3.8% of the lesser of (i) the individual's net investment income for the year or (ii) the excess of the 
individual's modified gross income for the year over a threshold amount ($250,000 in the case of a married taxpayer 
filing a joint return). 

Net investment income does not include any item taken into account in determining self-employment 
income for the tax year on which the self-employment tax is imposed. Therefore, the net investment income tax 
would not apply to general partners in the Partnership. However, net investment income tax applies to business 
income that is from a passive activity with respect to the taxpayer. Therefore, the net investment income tax 
could apply to limited partners in the Partnership. 

Additional Medicare Tax 

Code Sections 1401(b)(2) and 3101(b)(2) collectively impose a tax on an individual's wages, compensation and 
self-employment income if the total of such amounts exceeds the threshold amount for the individual's filing status. 
The tax is 0.9% of the excess over the threshold amount. The threshold amount for a married individual filing a joint 
return is $250,000. Under the Code, general partners in a partnership are deemed to be engaged in the trade or 
business of the partnership and, subject to the threshold amounts described above, are subject to the additional 
Medicare tax on their distributive share of the partnership's income, whether or not that income is distributed. 
Limited partners have not been considered to participate in the active trade or business of a partnership and, 
therefore, have not been subject to the additional Medicare tax. The possibility exists that the GP Unitholders 
will be subject to self-employment tax on their income from the Partnership even if they do not receive 
distributions sufficient to cover the amount of additional Medicare tax for the taxable year. 

State and Local Taxes 

Prospective Unitholders should also consider the potential state and local income tax consequences 
of an investment in the Partnership. Generally, a Unitholder's distributive share of income, gain, loss, 
deduction and credit is required to be included in determining his reportable income for state and local tax 
purposes. INVESTORS ARE URGED TO CONSULT THEIR TAX ADVISORS WITH RESPECT TO POSSIBLE STATE 
AND LOCAL INCOME TAX CONSEQUENCES OF AN INVESTMENT IN THE PARTNERSHIP. 
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ADDITIONAL INFORMATION 

The following exhibits are incorporated as part of this memorandum and should be carefully reviewed by investors: 

Exhibit A Glossary  ------------------------------------------------------------------------------------- Page 64 

Exhibit B Form of Program Agreement ------------------------------------------------------------- Page 72 

Exhibit C Form of Partnership Agreement ------------------------------------------------ Page 90 

Exhibit D Prospect Assignment  ------------------------------------------------------------ Page 115 

Exhibit E Form of Drilling and Operating Agreement - Well Bore Assignment   ------------ Page 122 

Exhibit F Geology Report ------------------------------------------------------------------------ Page 124 

Exhibit G Prior Activities Report  ----------------------------------------------------------- Page 128 

Exhibit H Subscription Agreement ----------------------------------------------------------- Page 131  
    

Drilco Oil and Gas is headquartered in Grantsville, West Virginia. 

Additional and updated information about Drilco is available at 
www.drilcooilgas.com. 

This memorandum does not constitute an offer to sell or a solicitation of an offer to buy any of the Units offered 
hereby in any jurisdiction to any person to whom it is unlawful to make an offer in that jurisdiction. No person has been 
authorized to give any information or to make any representations, other than as contained in this memorandum, in 
connection with the offering of Units and, if given or made, the information or representation must not be relied upon. 
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EXHIBIT A 

GLOSSARY 

DRILCO 2017 1H DRILLING PROGRAM 

[Attached] 
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EXHIBIT A 

GLOSSARY 

Capitalized terms and industry terms used in the PPM and the Program Agreements have the respective meanings set 
forth below or, for certain specialized terms, the meanings ascribed to them in the Program Agreements. 

The term "accredited investor" means a person meeting the requirements for accredited investor status in Rule 501 
of Regulation D under the Securities Act. 

The term "additional Closing" means a partial closing of the Private Placement, up to the Maximum Offering, to 
be held from time to time after the initial Closing and prior to the Termination Date in increments of at least 10 Units 
or, for the final Closing.  The number of remaining Units to be issued on the Termination Date. 

"AFE" stands for "ŀǳǘƘƻǊƛȊŀǘƛƻƴ ŦƻǊ ŜȄǇŜƴŘƛǘǳǊŜέ and means the estimated projected costs for drilling a well 
to a specified casing point, completing the well in one or more zones with specified treatment techniques, furnishing 
all labor, well equipment and gathering facilities necessary to produce the wells to sales. 

ά!ƴǘƛŎƭƛƴŜέ ƛǎ a fold of rock layers that slope downward on both sides of a common crest. 

 ά.ŀǊǊŜƭΦέ  ! ōŀǊǊŜƭ of crude oil is 42 gallons. 

"Capital Account" means the capital account established for each Partner under the Program Agreements and 
the Partnership Agreements, in each case maintained pursuant to the terms thereof in accordance with the applicable 
provisions of Treasury Regulation section 1.704-1(b)(2)(iv). 

The term "casing point" means, for each Program Well, the time when the well has been drilled to the depth or the 
formation designated under the Drilling and Operating Agreements and a determination has been made that the well can be 
further developed to completion. 

"Closing" means the initial Closing or each additional Closing.  

"Code' means the Internal Revenue Code of 1986, as amended. 

¢ƘŜ ǘŜǊƳ άcompletion" refers to the process of finishing a well so that it is ready to produce oil or gas, and generally 
consists of setting production casing, which may be perforated before or after the pipe is set, installing wellhead equipment 
and performing one or more well treatment methods such as nitrogen fracturing or other stimulation to improve the flow of 
oil or gas through one or more zones. 

"COPAS" means the Council of Petroleum Accountants Societies. 

The term "development well" generally means an oil or gas well drilled within the area of known oil or gas 
reservoirs to the depth of stratigraphic horizons known to be productive, and may also include a well drilled in an area 
adjacent or contiguous to a proration unit having existing production and drilled to the same formations from which 
production is or was obtained from that proration unit. 

"Drilling and Operating Agreement" means the Drilling and Operating Agreement in substantially the form 
annexed as Exhibit E to the PPM, to be entered at the initial Closing between Drilco, as driller and operator, and the 
Program, and as supplemental at each Additional Closing, providing for Drilco's preparation, drilling, completion and 
equipping of Program Wells on the AFE cost-plus 15% basis established therein, and for well operating and gas 
gathering services at the monthly rates specified therein. 

"Dth' means dekatherms, which is an industry measure for the energy content of crude oil and natural gas, and 
"Dth/d" means Dth per day. 

'Escrow Account" means a segregated escrow account designated "DRILCO 2017 1H COMPANY, L.L.C. τ Escrow 
Account" to be maintained by the Escrow Agent for the deposit of subscription checks pending disbursement at each Closing. 
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"Escrow Agent' means Premier Bank, Headquartered in Spencer, WV, as Escrow Agent for Drilco 2017 1H Drilling 
Program. 

"EUR" means estimated ultimately recoverable volumes of crude oil and natural gas. 

The term "farm-out" means an arrangement with a third party covering the rights to drill and operate wells on 
specified acreage. 

"FERC" means the Federal Energy Regulatory Commission.  

"FINRA" means the Financial Industry Regulatory Authority. 

The term "formation" means a stratum of rock that is recognizable from adjacent strata consisting mainly of a 
certain type of sedimentary rock or combination of rock types with a thickness that may range from less than two feet to 
hundreds of feet. 

"GP Unit" means a unit of general partner interest in the Partnerships. 

"GP Unitholder" means the holder of one or more GP Units. 

"Drilco" means Drilco Oil & Gas, Inc., a West Virginia corporation. 

"Drilco Partnership" means an affiliated special purpose general partnership that Drilco may form with its 
founders and other long-term investors to fund part of its Program contributions in exchange for a proportionate 
interest in the Drilco Position in the Program Wells, exclusive of any management or operating rights or obligations of 
Drilco under the Program Agreements. 

"Drilco Position" means Drilco's 25% Proportionate Share of the Program Position in the Program Wells, 
subject to adjustment in accordance with the True-Up Account maintained under the Prospect Assignment and upon 
vesting of the Drilco Reversionary Interest under the Program Agreements. 

"Drilco Reversionary Interest" means the reversionary working interest to be earned by Drilco in the Program Wells 
after Payout, as determined under the Program Agreements. 

The term "horizontal well" means a well drilled with directional drilling techniques to create one or more lateral 
legs designed to optimize fracture intersection and EURs. 

The term "vertical well" means a well drilled straight down. 

The term "initial Closing" means the first closing of the Private Placement, to be held when subscriptions for at least 
the Minimum Offering have been received and accepted. 

"Intangible Drilling Costs" or "IDC" means expenditures incurred for items having no salvage value and for 
labor, fuel, repairs, hauling and supplies used in (i) preparing the surface prior to drilling oil and gas wells, (ii) 
drilling, treating and cleaning oil and gas wells and (iii) preparing oil and gas wells for production, all within the 
meaning of Treasury Regulation section 1.612-4(a). 

άLƴŦƛƭƭ ŘǊƛƭƭƛƴƎέ ǊŜŦŜǊǎ ǘƻ ŘǊƛƭƭƛƴƎ ƻǇŜǊŀǘƛƻƴǎ ǿƛǘƘƛƴ ŀƴ ŀǊŜŀ ƻŦ ǇǊƻǾŜƴ ǇǊƻŘǳŎǘƛƻƴΣ ŀƭǎƻ ŎŀƭƭŜŘ άŘŜǾŜƭƻǇƳŜƴǘ 
drilliƴƎΦέ  bǳƳŜǊƻǳǎ ǿŜƭƭǎ ŀǊŜ ŎŀƭƭŜŘ ŀ άŦƛŜƭŘΦέ ¢Ƙƛǎ ƛǎ ǘƘŜ ƭƻǿŜǎǘ Ǌƛǎƪ ƳŜǘƘƻŘ ƻŦ ŦƛƴŘƛƴƎ ǇŜǘǊƻƭŜǳƳ ōŜŀǊƛƴƎ ǊŜǎŜǊǾƻƛǊǎΦ 

The term "leasehold acquisition costs" mean the costs of acquiring a leasehold or the rights to drill on a leasehold 
or farm-out or to participate in those activities through ownership of a working interest. 

"Location Fee" means the non-recurring fee charged by Drilco to the Program for its interest in the Prospects 
at the rate $80,000 per wellsite. for an aggregate of $800,000 if the Private Placement is fully subscribed, payable 75% 
by the Partnerships and 25% by Drilco. Pursuant to COPAS accounting guidelines, the Location Fee charged by Drilco is 
typical and customary with those charged by other companies in the Appalachian Basin for leasing rights. 
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ά[ƻƎƎƛƴƎέ ƛǎ ǘƘŜ ǎǘŀƴŘŀǊŘ ƳŜǘƘƻŘ ƻŦ ŜǾŀƭǳŀǘƛƴƎ ȊƻƴŜǎ ǇƻǘŜƴǘƛŀƭƭȅ ōŜŀǊƛƴƎ ǇŜǘǊƻƭŜǳƳΦ  !ŦǘŜǊ ŘǊƛƭƭƛƴƎ ƛǎ 
completed, electrical and nuclear detection equipment is lowered into the well.  This test graphically displays 
parameters such as zone depth, porosity, hydrocarbon content, quantitative and qualitative formation development. 

"LP Unit" means a unit of limited partner interest in the Partnerships. 

"LP Unitholder" means the holder of one or more LP Units. 

"Majority in Interest" means the Unitholders, at the time of a Unitholder vote, holding at least an 80% 
majority of the outstanding Units held by all the Unitholders. 

"Management Fee" means, pursuant to COPAS accounting guidelines, the non-recurring management fee 
charged by Drilco to the Program at the rate of $40,000 per well, for an aggregate of $800,000 if the Private Placement 
is fully subscribed, payable 75% by the Partnerships and 25% by Drilco. 

"Managing General Partner' means Drilco in its capacity as managing general partner of the Partnership. 

"Maximum Offering means the receipt and acceptance by Drilco of subscriptions for 300 Units, which 
may be increased by Drilco in its sole discretion up to 20%, for an additional 60 Units, if the Private Placement is 
oversubscribed prior to the Termination Date. 

"Mcf means one thousand cubic feet, and 'Bcf" means one billion cubic feet. 

"Mcfe" means Mcf of crude oil and natural gas equivalents. 

άMinimum Offeringέ means the receipt and acceptance by Drilco of subscriptions for 13 Units.  

άaǳŘ ƭƻƎƎƛƴƎέ is the creation of a detailed record (well log) of a wellbore by examining the cuttings of rock brought 
to the surface by the circulating drilling medium to develop a map and analyze the zones potentially bearing petroleum 
and is done as drilling  the well bore is progressing. 

 άNGL" means natural gas liquids. 

"NRIέ stands for net revenue interest, an industry term that means the amount received by a working interest 
owner from the sale of oil or gas from a well after the payment of royalties and overriding royalties but before the payment 
of operating costs for the well. 

The term "operating costsΩ' means, in general, all expenditures made and costs incurred in producing and 
marketing oil or gas from completed wells, including transportation and compression charges; labor, fuel, repairs, 
hauling, materials, supplies, utility charges, ad valorem, production and severance taxes, insurance and casualty loss 
expenses and compensation for services rendered in production operations. A more technical and exhaustive definition 
is set forth and used in the Drilling and Operating Agreements. 

"P&A Account" means the plugging and abandonment account to be maintained under the Program Agreements. 

"Partner' means each of (i) Drilco and the Partnership or any successor or permitted assignee in the capacity as a 
partner of the Program, or (ii) Drilco and the Unitholders or any successor or permitted assignee in the capacity as a partner 
of the Partnership. 

άPartnership" means, DRILCO 2017 1H COMPANY, L.L.C., a West Virginia limited partnership. 

"Partnership Agreement" means the agreement of limited partnership of the Partnership, in the form of Exhibit C to 
the PPM, among Drilco, as managing general partner, the GP Unitholders, as investor general partners, and the LP 
Unitholders, as investor limited partners, to be entered at the initial Closing and supplemented at each additional Closing. 
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"Partnership Positionέ means each respective Partnership's 75% Proportionate Share of the Program Position 
in the Program Wells, subject to adjustment in accordance with the True-Up Account maintained under the Prospect 
Assignment and upon vesting of the Drilco Reversionary Interest under the Program Agreements. 

"Paying Agent" means Drilco Oil & Gas, Inc., a West Virginia corporation. 

"Payout" means the point when each Unitholder has received cumulative distributions from the Partnerships 
aggregating 110% of the Unit subscription price or $110,000 per Unit. 

άtŀȅȊƻƴŜέ refers to the rock in which oil and gas are found in exploitable quantities. 

The term άpermeability" means the ability of fluids or gas to move through a reservoir.   
  

The term "possible reserves" means estimated quantities of oil and gas that analysis of geological and 
engineering data suggests may be recoverable with at least 10% probability, based on definitional guidelines approved by the 
Society of Petroleum Engineers and the World Petroleum Congress. 

 
"Prior Programs" means joint ventures and drilling partnerships sponsored by Drilco or by DPI prior to the Program 

for participation in Drilco's drilling initiatives. 
 
"Private Placement" means the private placement of Units by the Partnership in accordance with the PPM and 

Program Agreements. 
 
"Program" means Drilco 2017 1H Drilling Program, a West Virginia general partnership and Drilco. 
 
"Program Agreement" means the agreement of the Program in the form of Exhibit B to the PPM, to be entered 

between Drilco and the Partnership at the initial Closing. 

"Program Agreements" means, collectively, the Program Agreement, the Partnership Agreement, the Prospect 
Assignment, the Drilling and Operating Agreement, including all supplements to be entered at Additional Closings, and 
any other agreements or instruments Drilco deems necessary or desirable to protect or further the best interests and 
purposes of the Program and the Partnership, or to satisfy any requirements, conditions or guidelines contained in any 
order, ruling or regulation of the Securities and Exchange Commission, the Service or any other federal or state 
governmental authority or agency ("collectively, "governmental agencies"), or to comply with any applicable federal or 
state law, rule or regulation or any judgment, decree, writ, injunction or order of any court, administrative agency, 
arbitrator or governmental agency (collective, "applicable laws"), together with any and all other instruments required 
or permitted to be executed thereunder for and on behalf of the Program or the Partnership. 

"Program Manager" means Drilco in its capacity as managing general partner of the Program. 

"Program Position" means a 100% working interest in the Prospects to be assigned by Drilco to the Program under 
the Prospect Assignment. 

"Project Areas" means oil and gas interests that will be developed as  a part of this drilling program in Ritchie 
and Gilmer Counties and five additional counties that may be considered, for a total of 7 counties which Drilco holds 
interests in West Virginia.  These interests in the Appalachian Basin are held under leases and farm-outs. 

"Program Well" means a development well drilled on a Prospect, in accordance with applicable well spacing 
regulations for the Project Areas, to a casing point or formation specified in the Drilling and Operating Agreements. 

"Proportionate Share" means, at any particular time during the term of the Program or the Partnerships, (i) 
the percentage interest of the Partners in the Program under the Program Agreement, established at 25% for Drilco 
and 75% for the Partnership, subject to adjustment in accordance with the True-Up Account maintained under the 
Prospect Assignment and upon vesting of the Drilco Reversionary interest under the Program Agreement, and (ii) the 
percentage interest of Partners under the Partnership Agreement, established at 1% for Drilco and, for each 
Unitholder, 99% multiplied by the number of Units owned by that Unitholder, divided by the total number of Units 
outstanding at the time of the determination. 
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"Prospect" means an interest under an oil and gas lease or farm-out in a drilling unit within the Project Areas on 
which a Program Well will be drilled on the terms of the Prospect Assignment and the Drilling and Operating Agreement. 

"Prospect Assignment" means the Assignment of Drilling Rights in substantially the form of Exhibit D to the PPM, 
providing for Drilco's assignment to the Program of its 100% working interest in the Program Wells to be drilled on the 
Prospects specified therein. 

The term "probable reserves" means estimated quantities of oil and gas that analysis of geological and engineering 
data suggests may be recoverable with at least 50% probability, based on definitional guidelines approved by the Society of 
Petroleum Engineers and the World Petroleum Congress. 
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The term "proved reserves" means estimated quantities of oil and gas that geological and engineering data 
demonstrate with reasonable certainty, in accordance with regulations of the SEC, can be recovered in future periods 
from known reservoirs under existing economic and operating conditions. 

The term "psi" means pounds per square inch. 

"PUD" stands for proved undeveloped, which is a portion of proved reserves that can be expected to be recovered 
from new wells on undrilled proved acreage or from existing wells where a relatively minor expenditure is required for 
completion. 

The term "reservoir" means an underground formation containing a natural accumulation of oil or gas that is 
confined by impermeable rock or water barriers or is separate from other reservoirs and is sufficiently porous and permeable 
for production of the accumulated oil or gas. 

The term "royalty- or "royalty interest" means a royalty interest or overriding royalty interest retained by the 
lessor or farm-out under a mineral lease or farm-out, entitling the lessor or farm-out to a specified percentage of sale 
proceeds from the oil and gas produced by wells on the leasehold or farm-out acreage, with no responsibility for any 
part of the drilling, completion or operating costs for the wells, 

ά{ŜŎǳǊƛǘƛŜǎ !Ŏǘέ means the Securities Act of 1933, as amended. 

"Selling Agent" means a broker-dealer that is a member of the FINRA and has entered into a selling agent 
agreement with Drilco for the offering and sale of the Units on a "best efforts' basis. 

"Service" or "IRS" means the Internal Revenue Service. 

"Start-Up Costs" means sales commissions, marketing, wholesaling and due diligence fees, other offering expenses, 
legal and accounting fees and other costs for the organization of the Partnership and the Program, all of which will be borne 
by the Partnership up to 12%. 

"Subscription Agreement" means the subscription agreement in the form of Exhibit I to the PPM. 

"Supermajority in Interest" means the Unitholders, at the time of a Unitholder vote, holding at least 80% of the 
outstanding Units held by all the Unitholders. 

"Tangible Equipment and Completion Costs" or "Tangible Costs" means the cost of equipment and supplies used in 
the drilling, testing, completing and producing oil and gas from a well to the extent the equipment and supplies have a 
salvage value and are capitalized for federal income tax purposes. 

"Tax Matters Partner" means Drilco in its capacity as the tax matters partner, as defined in Code section 6231(07), 
for both the Program and the Partnership 

"Termination Date" means the earlier of a Closing for the Maximum Offering.  December 31, 2018 or any prior 
termination of the offering by Drilco in its sole discretion. 

"Third-Party Rights" means the rights held by any third party to participate in 3 % to 4 % of the working interests in 
wells proposed by Drilco for drilling on portions of the Project Areas. 

"Transfer Agent" means Drilco Oil & Gas, Inc., a West Virginia corporation. 

"Treasury Regulations" means the Treasury Regulations adopted by the Service under the Code. 

"True-Up Account" means the account to be maintained by Drilco under the Prospect Assignment, providing a 
mechanism to settle variations between the AFE cost-plus obligations for the Program Wells and their actual drilling and 
completion costs, any variations between the anticipated and actual mix of horizontal and vertical Program Wells or any 
exercise of Third-Party Rights as described under the captions "Summary of the Prospect Assignment τ True-Up 
Account" 
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"Unitholder" means the holder of one or more LP Units or GP Units. 

"Units" mean the units of general partner interests and limited partner interests in the Partnership. 

"West Virginia Act" means, with respect to the Program, the West Virginia Uniform Partnership Act, as 
amended, and with respect to the Partnership, the West Virginia Uniform Limited Liability Company Act, as amended. 

The term "working interest" means an interest in an oil and gas leasehold or well entitling the holder to 
receive a specified percentage of the sale proceeds from oil or gas produced from the leasehold or well and obligating 
the holder to bear a specified percentage of the costs of drilling, completing and operating the well. 
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EXHIBIT B 

FORM OF 

PROGRAM AGREEMENT 

DRILCO 2017 1H DRILLING PROGRAM 

* *  

DRILCO 2017 1H COMPANY, L.L.C. 

[Attached] 
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Exhibit B 
 

PARTNERSHIP AGREEMENT 

DRILCO 2017 1H DRILLING PROGRAM 

This PARTNERSHIP AGREEMENT of DRILCO 2017 1H DRILLING PROGRAM, a West Virginia general partnership 
(the "Program"), is entered into as of March 1, 2017 by and among DRILCO OIL & GAS, INC., a West Virginia corporation 
("Drilco"), and DRILCO 2017 1H COMPANY, L.L.C., a West Virginia limited partnership (the "Partnership"). 

RECITALS 

A.     Drilco has organized the Partnership to invest, through the Program, in a portfolio of primarily horizontal 
crude oil and natural gas development wells ("Program Wells") to be drilled by Drilco on prospects (the "Prospects") 
located in its 7 county operating area in West Virginia within the Appalachian Basin (the "Project Areas"). 

B.     The Program will acquire its interests in the Prospects (the "Program Position") under an Assignment 
of Drilling Rights from Drilco of even date herewith (the "Prospect Assignment"), providing for the Program Position 
in each Program Well to be maintained 25% by Drilco (the "Drilco Position") and 75% by the Partnership (the 
"Partnership Position"), subject to (i) proportionate reduction for any third-party working interests ("Participating 
Interests") acquired upon exercise of participation rights under oil and gas leases or farm-outs for portions of the 
Project Areas ("Third-Party Rights"), (ii) adjustments pursuant to the true-up provisions of the Prospect Assignment 
and (iii) reallocation upon vesting of Drilco's reversionary interest hereunder (the "Drilco Reversionary Interest"). 

C.   The Program Wells will be drilled and operated by Drilco under a Joint Drilling and Operating Agreement 
with the Program of even date herewith {the "Drilling and Operating Agreement"), providing for Drilco to use its best 
efforts to drill and complete each Program Well and install production lines from the wellhead to its existing gathering 
systems for the Project Areas based on the drilling schedule and projected drilling and completion costs ("AFE") to be 
specified therein. 

D.     The Program will pay Drilco a location fee and management fee for each Prospect under the Prospect 
Assignment and will participate in the Program Wells under the Drilling and Operating Agreement on a cost-plus 15% 
basis, entitling Drilco to payments from the Program in an amount equal to 115% of the AFEs for the Program Position in 
the Program Wells, to be shared in proportion to the Drilco Position and the Partnership Position in the underlying 
Prospects, and the Program is being capitalized proportionately by Drilco and the Partnership in accordance with the 
terms of this Agreement. 

E.          The Partnership is being capitalized through a private placement (the "Private Placement") of units of 
general and limited partner interests ("Units") on the terms described in a Private Placement Memorandum of the 
Partnership dated March 1, 2017 (the "PPM"). 

F. Drilco will be the managing general partner of the Partnership and the manager of the Program 
("Program Manager"). 

G.         The parties desire to enter into this Agreement to memorialize their arrangements for the capitalization 
of the Program, the conduct of its business and the rights and duties of its partners (the "Partners"). 

Accordingly, the parties hereby agree as follows: 
ARTICLE 1 τ DEFINITIONS AND CONSTRUCTION 
 

1.1 Definitions. As used in this Agreement, (a) capitalized terms defined in the Recitals have the meanings 
ascribed to them therein, (b) the definitions of capitalized words and certain industry terms in the Glossary included as 
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Exhibit A to the PPM are incorporated by reference herein and (c) the following terms have the respective meanings set 
forth below: 

"Affiliate" means any Person directly or indirectly controlling or controlled by or under direct or indirect common 
control with a specified Person, and "control" when used with respect to any specified Person means the power to direct 
the management and policies of that Person, directly or indirectly, whether through the ownership of voting securities, by 
contract or otherwise. 

"Agreement" means this Agreement, as amended or supplemented from time to time. 

"Book Value" means, with respect to any Program asset, the carrying value of the asset on the books and records 
of the Program, determined in accordance with the provisions of Treasury Regulation § 1.704-1(b)(2)(iv) and Article  

"Capital Account" means the capital account established for each Partner and maintained pursuant to 
the terms of this Agreement in accordance with the provisions of Treasury Regulation § 1 .704-1(b)(2)(1v). 

άCOPASέ ƳŜŀƴǎ the Council of Petroleum Accountants Societies 

"Depreciation" means the depreciation, amortization or other cost recovery expense of the Program, determined 
in accordance with Section 6.1. 

"Gross Fair Market Value" means the fair market value of an asset, determined without taking into account any 
liabilities secured by the asset or otherwise associated with the asset. 

The term "leasehold acquisition costs" mean the costs of acquiring an oil and gas leasehold or the rights to drill 
on property subject to an oil and gas leasehold or farm-out. 

"Majority in interest" means the Unitholders, at the time of a Unitholder vote, holding at least an 80 % majority 
of the outstanding Units held by all the Unitholders. 

"Minimum Gain" means the aggregate amount of gain (of whatever character), computed with respect to each 
property of the Program that secures a Third Party Nonrecourse Liability of the Program, that would be recognized by the 
Program if, in a taxable transaction, the Program were to dispose of the property in full satisfaction of the Third Party 
Nonrecourse Liability, determined in accordance with the provisions of Treasury Regulation § 1.704-2. 

"Net Fair Market Value" means, in connection with the contribution of an asset to the Program by a Partner or 
the distribution of an asset by the Program to a Partner, the Gross Fair Market Value of the asset, reduced by any 
liabilities (i) assumed by that Partner or the Program or (ii) subject to which the Partner or the Program acquires the asset. 

"Net Losses" and "Net Profits" have the respective meanings ascribed to them in Section 6.1. 

"Nonrecourse Deduction" means an allocation of loss or expense attributable to Third Party Nonrecourse 
Liabilities, determined in accordance with the provisions of Treasury Regulation § 1.7042(b)(1). 

"P&A Account" has the meaning set forth in Section 6.12. 

"Partner Nonrecourse Deduction" means an allocation of loss or expense attributable to Partner 
Nonrecourse Liabilities, determined in accordance with the provisions of Treasury Regulation § 1.7042(i)(2). 

"Partner Nonrecourse Liabilities" means liabilities of the Program that are nonrecourse debt, as defined in 
Treasury Regulation § 1.704-2(b)(3), but with respect to which one or more Partners (or the Affiliate of any Partner) bears 
the economic risk of loss, as defined in Treasury Regulation § 1.752-2(a). 

"Partner Nonrecourse Liability Minimum Gain" means the aggregate amount of gain, of whatever character, 
computed with respect to each property of the Program that secures a Partner Nonrecourse Liability of the Program, that 
would be recognized by the Program if, in a taxable transaction, the Program were to dispose of the property in full 
satisfaction of the Partner Nonrecourse Liability, determined in accordance with the provisions of Treasury Regulation § 
1.704-2(i). 
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"Payout" means the point when each Unitholder has received cumulative distributions from the Partnership 
aggregating 110% of the respective Unit subscription price. 

"Person" means an individual, any form of business enterprise, including a corporation, Limited Liability 
Company, partnership or limited partnership, and any other juridical entity or its representative, including a trust, estate, 
custodian, administrator, personal representative, nominee or any other entity acting on its own behalf or in a 
representative capacity. 

"Program Agreements" means, collectively, any agreements or instruments Drilco deems necessary or desirable 
to protect or further the best interests and purposes of the Program and the Partnership, including all supplements to be 
entered at additional closings, if any, and, or to satisfy any requirements, conditions or guidelines contained in any order, 
ruling or regulation of the Securities and Exchange Commission, the Internal Revenue Service or any other federal or state 
governmental authority or agency, or to comply with any applicable federal or state law, rule or regulation or any 
judgment, decree, writ, injunction or order of any court, administrative agency, arbitrator or governmental agency 
(collective, "applicable laws"), together with any and all other instruments required or permitted to be executed 
thereunder for and on behalf of the Program or the Partnership. 

"Simulated Basis" has the meaning set forth in Section 6.1(h).  

"Simulated Depletion" has the meaning set forth in Section 6.1(h)(1). 

"Supermajority in Interest" means the Unitholders, at the time of a Unitholder vote, holding at least 80% of the 
outstanding Units held by all the Unitholders. 

"Tax Matters Partner" means Drilco in its capacity as the Program's tax matters partner, as defined in Code § 
6231 (a)(7). 

"Third Party Nonrecourse Liabilities" means liabilities of the Program that are nonrecourse debt, as defined in 
Treasury Regulation § 1.704-2(b)(3), and that are not Partner Nonrecourse Liabilities. 

"Total Minimum Gain" means the aggregate of the Minimum Gain and the Partner Nonrecourse Liability 
Minimum Gain. 

"West Virginia Act" means the West Virginia Uniform General Partnership Act. 

1.2 Construction. Whenever the context requires, the gender of all words used in this Agreement includes 
the masculine, feminine and neuter. Unless otherwise expressly provided herein, all references to Recitals, 
Articles, Sections and Schedules refer to recitals, articles and sections of this Agreement and schedules to this 
Agreement. 

ARTICLE II- ORGANIZATIONAL MATTERS 

2.1 Program Name and Principal Office. The name of the Program shall be "Drilco 2017 1H Drilling 
Program." The principal address of the Partnership shall be c/o Drilco Oil & Gas, Inc., 2021 Calhoun Hwy, 
Grantsville, West Virginia, or any other address that may be designated for that purpose by the Program Manager.  
Any written correspondence should be addressed to Drilco Oil & Gas, Inc., P.O. Box 385, Grantsville, West Virginia, 
26147. 

2.2 Character of the Business. The principal business of the Program shall be the drilling of Program Wells 
on Prospects assigned to it by Drilco under the Prospect Assignment and the sale of production from completed 
Program Wells in accordance with the Drilling and Operating Agreement. 

 

2.3 General Partnership between the Partnership and Drilco. This Agreement creates a general 
partnership between the Partnership and Drilco. Drilco shall act as Program Manager and shall have the powers 
delegated to it in that capacity under Article IV. 
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2.4 Capital Contributions of the Partners. For each Unit issued and sold by the Partnership, the Partners shall make 
cash contributions to the capital of the Program in the amounts set forth below, payable at the time of the Closing at 
which those Units are issued and sold, provided that, Drilco shall be entitled to a credit towards its required Capital 
Contributions to the Program in amounts equal to the payments to itself attributable to its 25% Proportional Share of 
the Location Fees, all Management Fees and cost-plus component of its AFE obligations for the Program Wells pursuant 
to the Program Agreements. 

   

 Partnership Drilco 

Capital Contribution per Unit $75,000 $25,000 

2.5 Proportionate Shares of the Partners. The Partners shall have the respective investments in the 
Program and shall be entitled to the following Proportionate Shares of the Program Position in each Program 
Well before and after Payout, subject to any adjustment required under Section 2.6.  The following table does not 
reflect Drilco's 1% general partner interest in the Partnership: 

 

 Investment in the Program Share of Program Position Allocation of Profits 
and Cash Flow 

   Before 
Payout 

After 
Payout 

Partnership 75% 75% 75% 50% 

Drilco 25% 25% 25% 50% 

Total 100% 100% 100% 100% 

 
2.6 Adjustment of Proportionate Shares under True-Up Account. In the event of an adjustment to the 

Partnership Position and Drilco Position in any Program Wells under the True-Up Account in accordance with the 
terms of the Prospect Assignment, the Partners' respective Proportionate Shares of the Program Position in those 
Program Wells before and after Payout shall be adjusted accordingly. 

2.7 Term of the Program. The term of this Program shall commence on the date of this Agreement and shall continue 
until dissolved or terminated pursuant to Article IX. 

ARTICLE III τ CAPITAL ACCOUNTS 

3.1 Capital Accounts. A Capital Account shall be established and maintained for each Partner in compliance with the 
provisions of Treasury Regulation §1.704-1(b)(2)(iv). The Capital Accounts shall be maintained as set forth in this Article III. 

(a) General Rules. Each Partner's Capital Account shall be (i) credited with the amount of money and the Net 
Fair Market Value of any property contributed by the Partner to the Program, (ii) credited or debited, as the case may be, 
with the Partner's allocation of income, gain, loss and expense and (iii) debited with the amount of cash and the Net Fair 
Market Value of property distributed to the Partner. 

(b) Special Rules. If a Partner's interest in the Program is sold or liquidated, the following special 
rules shall apply when determining the Capital Account balances of any new or remaining Partners: 

   (i) If the sale or exchange (together with any other sales or exchanges of interests in the 
Program that occur during any relevant accounting period) causes a termination of the Program within the meaning 
of Code § 708(b)(1)(B), the Capital Accounts of the Partners shall be re-determined in accordance with this Section 
3.1 as though its property is deemed to be distributed to a new partnership in exchange for its partnership interests 
and a deemed distribution is made to the partners of the new partnership interests. 

(ii) If the sale or exchange does not cause a termination of the Program within the meaning of 
Code § 708(b)(1 )(B) and if the Program has, at the time of the sale or exchange, an effective election under Code § 
754, the Capital Account of the selling or exchanging Partner shall be carried over to the transferee Partner, and there 
shall not be made to the Capital Account of the Partner who receives the special tax basis adjustment under Code § 
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743 a corresponding adjustment except to the extent a special tax basis adjustment would be reflected in a Partners 
respective Capital Account pursuant to Treasury Regulation § 1.704-1 (b)(2)(iv)(m). 

(iii) If the sale or exchange is not subject to the provisions of Section 3.1(b)(i) or Section 3.1(_b)(ii), 
the Capital Account of the selling or exchanging Partner shall be carried over to the transferee Partner. 

(iv)If a Partner's interest in the Program is repurchased by the Program through a distribution in 
complete liquidation of the interest, except as provided in Section 3.1(a), the Capital Accounts of the remaining Partner 
or Partners shall be adjusted only to the extent required by Treasury Regulation § 1.704-1(b)(2)(iv)(m). 

3.2 Determination of and Adjustments to Book Value and Capital Accounts. When determining the Book 
Value of the assets of the Program and the appropriate balance in each Partner's Capital Account resulting from any 
adjustments to Book Value in accordance with the provisions of Treasury Regulation § 1.704-1(b)(2)(iv), the following 
accounting rules shall apply: 

(a) Contributed Property. The initial Book Value of any asset contributed by a Partner to the Program shall be its 
Gross Fair Market Value on the date of contribution. 

(b) Timing of Adjustments. The Book Values of all Program assets shall be adjusted to equal their respective Gross 
Fair Market Values, as of the following times: 

(i) The acquisition of an interest (including an additional interest) in the Program by any new or 
existing Partner in exchange for more than a de minimis capital contribution to the Program. 

(ii) The distribution by the Program to a Partner or withdrawing Partner of more than a de minimis (as 
determined by the Program Manager) amount of money or other property as consideration for its interest in the Program; and 

(iii) The liquidation of the Program. 

(c) Book Value Adjustments. The Book Value of Program assets shall not be increased or decreased to reflect 
any adjustments to the adjusted tax basis of the assets pursuant to Code § 734(b) or Code § 743(b), except to the extent 
that the adjustments are taken into account in determining and maintaining capital accounts pursuant to Treasury 
Regulation § 1.704(b)(2)(iv)(m): provided, however, that, Book Value shall not be adjusted pursuant to this Section 3.2(c) 
to the extent that the adjustment was previously reflected in the Book Value of the Program's assets. 

(d) Reductions for Depreciation. If the Book Value of an asset has been determined or adjusted pursuant to the 
foregoing provision of this Section 3.2, the Book Value shall thereafter be reduced by the Depreciation taken into account with 
respect to the asset for purposes of computing the Net Profits and the Net Losses of the Program under Article VI. 

ARTICLE IVτ RIGHTS AND OBLIGATIONS OF THE PROGRAM MANAGER  

4.1 Management and Control of the Program. 

(a) General The Program Manager shall have the full and exclusive right and authority to manage and control 
the business and affairs of the Program and to make all decisions incident thereto; provided, however, that, the 
Program Manager shall be prohibited from taking any action (or causing the Program to take any action) that would be 
prohibited under the Program Agreements or failing to take any actions (or causing the Program to fail to take any 
actions) that are required to be taken under the Program Agreements. 

(b) Specific Rights and Powers of the Program Manager. In addition to any other rights and 
powers that the Program Manager may possess under this Agreement and applicable law, the Program Manager 
shall, except to the extent otherwise provided herein, have all specific rights and powers required or appropriate 
to its management of the Program's business, which include the rights and powers to: 
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(i) Execute the Program Agreements in the name and on behalf of the Program and to cause the 
Program to perform its obligations thereunder; 

(ii) Enter into any amendments to the Program Agreements, in the name of and on behalf of the 
Program, to the extent any such amendments are deemed necessary or desirable to protect or further the best interests 
of the Partnership's Unitholders, the Program Manager, and the purposes of the Program (except as otherwise limited 
under such Program Agreements) or as otherwise deemed prudent in the sole reasonable discretion of the Program 
Manager, provided, that, any such amendments shall not cause a material adverse effect on the Partnership's 
Unitholders; 

(iii) On behalf of the Program, exercise the rights and fulfill the obligations of the working interest owner 
under the Prospect Assignment and the Drilling and Operating Agreement; 

(iv) Protect and preserve the title and interest of the Program in its assets, collect all amounts 
due the Program and otherwise enforce all rights of the Program and, in that connection, retain counsel and 
institute suits or proceedings in the name and on behalf of the Program or, if the Program Manager shall so 
determine, in the name of the Program Manager; 

(v) Employ or engage on a temporary or continuing basis any accountants, attorneys, consultants 
and other professionals on terms that the Program Manager deems advisable; 

(vi) Pay all debts and obligations of the Program and make distributions to the Partners in 
accordance with the provisions of this Agreement, to the extent assets of the Program are available therefore; 

(vii) Maintain such insurance as a reasonably prudent oil and gas operator would maintain, to 
require all contractors engaged in work for the Program to comply with the worker's compensation law of the state 
where operations are being conducted and to maintain any other insurance that may be required, and to require any 
contractor employed for the Program to submit to it properly executed certificates of insurance issued by approved 
insurers before work contemplated in any contract is begun; 

(viii) Establish the reserves as the Program Manager deems appropriate for the purposes of the 
Program, and to withhold distribution of cash flow in order to fund the reserves, in the amounts and at the times 
that the Program Manager, in its sole discretion, deems to be in the best interest of the Program; 

(ix) Arrange to prosecute, defend, settle or compromise actions at law or in equity at the expense of 
the Program as may be necessary to enforce or protect Program interests; 

(x) Satisfy any claim against or liability of the Program or any judgment, decree or settlement binding 
on the Program, first out of any available insurance proceeds, next out of Program revenues and then, if necessary, from the 
sale of Program assets; and 

(xi) Convey assets of the Program and distribute the sale proceeds to the Partners in accordance with 
their Proportionate Shares upon consummation of any sale implemented with the consent of the Partnership.  
  

(c) Duties of the Program Manager. The Program Manager shall devote to the Program such time as it 
shall deem necessary to conduct the Program's business and affairs in the best interest of the Program and its 
Partners. The Program Manager shall take all action that may be necessary or appropriate for the Program's 
performance of the Program Agreements, which shall include the duty to: 

(i) Prepare status reports and cost billings for the drilling and completion of the Program Wells; 

(ii) Receive and review all operating reports, production payments and invoices for operating 
costs, and arrange for the timely payment of amounts due from the Program; 
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(iii) Prepare or cause to be prepared, at the expense of the Program, and to file on or before the 
due date (or any extension thereof) all federal, state or local tax returns required to be filed by the Program. and to 
timely furnish each Partner all necessary tax reporting information in connection therewith: 

(iv) Prepare or cause to be prepared, at the expense of the Program, and to timely file all permit 
applications, certificates documents or other instruments required by any government agency or authority 
pertaining to the business and operations of the Program; 

(v) Maintain and preserve during the term of the Program and for four years thereafter all 
accounts, books and other relevant Program documents; and 

(vi) Distribute to the Partners, not less than quarterly. Proceeds from operations of the Program that 
have not been set aside as reserves pursuant to Section 4.1(b)(viii) and Section 6.12. 

4.2 Agency Powers of the Program Manager. Any document executed by the Program Manager in the name 
and on behalf of the Program shall be deemed to be the action of the Program. Any Person dealing with the Program 
or the Program Manager may rely upon a certificate signed by the Program Manager as to (a) the identity of the 
Program Manager or the Program, (b) the existence or nonexistence of any fact or facts that constitute conditions 
precedent to acts by the Program Manager or that are in any other manner germane to the affairs of the Program, 
(c) the Persons who are authorized to execute and deliver any instrument or document on behalf of the Program and 
(d) any other matter involving the Program. 

4.3 Limitations on Authority of the Program Manager. Without the consent of the Partnership, the Program 
Manager may, as managing partner, (a) use any assets of the Program for any purpose other than the payments 
required by the Program Agreements, including the payment of operating expenses of the Program in the conduct of 
its business in the ordinary course, (b) sell all or substantially all the assets of the Program or any of the major assets 
of the Program or (c) accept any offer to exchange the securities of any Person for the assets of the Program or for 
all or a majority of its interests in the Program Wells.  

4.4 Other Business of Drilco, Drilco and any of its Affiliates may engage in or possess any interest in other 
business ventures of any kind, nature or description, independently or with others, including the acquisition; 
operation or development of oil and gas properties and the acquisition, financing, ownership, leasing, operation, 
management and syndication of other oil and gas drilling enterprises, for its own account or for the account of 
others. Neither the Program nor the Partnership shall have any rights or obligations in or to such independent 
ventures or the income, profits or losses derived therefrom. 

4.5 Nonrecourse Borrowings. Subject to a maximum amount of 25% of the capital raised from the Program, the 
Program Manager shall have authority to borrow funds in the name of the Program from any bank or other lending 
institution located in or outside the United States for the conduct of the Program's business and, in connection 
therewith, to mortgage, pledge, encumber and hypothecate Program assets, including any production payments 
allocable to the Program from its interests in Program Wells. 

 

4.6 Tax Matters Partner. Drilco shall be the 'Tax Matters Partner" of the Program for the purposes of Code § 
6231(a)(7). In the event of any inquiry or controversy with the or other taxing authority involving the Program, the Program 
Manager shall act as the agent of the Program to resolve the matter and may, on behalf of the Program, incur any expenses 
it deems necessary or advisable in the interest of the Partners in connection therewith, including professional fees and 
court or administrative costs incurred in the prosecution thereof or appeals therein. 

4.7 Tax Elections. The Program Manager shall take all actions required for the Program to make a timely election to 
deduct IDC on its federal income tax return. In the event of the transfer of an interest in the Program, or in the event of any 
distribution of Program property to a Partner, the Program may, in the sole discretion the Program Manager, file an election 
under Code § 754 to cause the basis of the Program's assets to be adjusted for federal income tax purposes as provided by Code 
§ 734 and Code § 743. The Program Manager shall not make any election for the Program to be excluded from the provisions of 
Subchapter K of the Code. 
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4.8 Start-Up Costs. The Partnership shall be responsible for the payment of all Start-Up Costs of the Partnership and 
the Program up to 10%. 

4.9 Location and Management Fees and Expense Reimbursement. Drilco shall be entitled to (a) Location Fees and 
Management Fees, subject to the terms and conditions of the PPM and pursuant to COPAS accounting guidelines, payable by 
the Program at each Closing in proportion to the Program Position in Prospects assigned by Drilco at that Closing under the 
Prospect Assignment, and (b) reimbursement by the Program for the Partnership's proportionate share of drilling and 
completion costs for any Program Wells drilled in advance of Partnership funding, on an AFE cost-plus 15% basis, without 
interest, under the terms of the Drilling and Operating Agreement. As the Program Manager, Drilco shall also be entitled to 
reimbursement by the Program of all out-of-pocket expenses incurred by Drilco for or on behalf of the Program, including 
fees and expenses attributable to third parties including, but not limited to, accountants, petroleum engineers and attorneys 
for professional services rendered to the Program and the Partnership. 

4.10 Right of the Program Manager to Resign. Drilco may have the right to resign as Program Manager or 
assign those rights. Drilco shall give not less than 30 days written notice from Drilco to the Unitholders of its intention 
to resign. Drilco's notice shall include the name of the new Program Manager and the reasons for this change (not 
limited to health reasons or unexpected death) or inability to operate the program. 

4.11 Exculpation and Indemnification of the Program Manager 

(a) Liabilities of the Program Manager. The Program Manager shall exercise ordinary and prudent judgment 
in conducting and managing the affairs of the Program. The Program Manager and its Affiliates shall not be liable or 
obligated to the Program or the Partnership for any mistake of fact or judgment made by the Program Manager in 
operating the affairs and business of the Program, provided the Program Manager acted in good faith and in a manner 
believed to be in the best interests of the Program and the mistake of fact or judgment did not constitute gross negligence 
or willful misconduct. 

Any losses, claims, liabilities, demands or obligations of the Program will be shared in the proportion that the Partners are 
sharing revenues hereunder and shall be several obligations of the Partners. 

(b) Indemnification of Program Manager. The Program shall indemnify and hold harmless the Program Manager 
and any of its Affiliates performing services on behalf of the Program (collectively, "Indemnified Parties") as follows: 

(i) In any action, suit or proceeding to which an Indemnified Party was or is a party by reason of the fact 
that it was acting as the Program Manager or was an Affiliate of the Program Manager performing services on behalf of the 
Program, involving an alleged cause of action arising from the activities of the Indemnified Party under this Agreement, the 
other Program Agreements or otherwise in the management of the affairs of the Program, or which relates to the 
Program, its property, business or affairs, the Program shall indemnify the Indemnified Party against expenses, 
including attorneys' fees, judgments, fines and amounts paid in settlement actually and reasonably incurred by the 
Indemnified Party in connection with the action, suit or proceeding, if the Indemnified Party acted in good faith 
and in a manner believed to be in the best interests of the Program and if the Indemnified Party's conduct does not 
constitute gross negligence or willful misconduct. The termination of a proceeding by judgment, order, settlement 
or conviction or upon a plea of nolo contendere or its equivalent, shall not, of itself, create a presumption that an 
Indemnified Party did not act in good faith and in the best interests of the Program. 

(ii) Expenses (including legal fees and expenses) incurred in defending any proceeding shall be paid 
by the Program in advance of the final disposition of the proceeding if (A) the Program has received an undertaking by or 
on behalf of the Indemnified Party to repay the amount, with interest at a market rate from the date of the advance, 
unless it shall ultimately be determined, by a court of competent jurisdiction or otherwise, that the Indemnified Party is 
not entitled to be indemnified by the Program as authorized hereunder and (B) the proceeding relates to the performance 
of duties or services by the Indemnified Party on behalf of the Program. 

(iii) Any indemnification under this Section 4.11, unless ordered by a court, shall be made by the 
Program only as authorized in the specific case and only upon a determination by a majority vote of a quorum of all 
directors of the Program Manager, that indemnification of an Indemnified Party is proper. Any indemnification shall 
be made only out of the assets or insurance coverage of the Program. In any claim for indemnification for federal or 
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state securities law violations, the party seeking indemnification shall place before the court the position of the 
Securities and Exchange Commission with respect to indemnification for securities law violations. 

(iv) The indemnification provided by this Section 4.11 shall be in addition to any other rights to 
which an Indemnified Party may be entitled under any agreement or as a matter of law, both as to action in the 
Indemnified Party's capacity as the Program Manager or an Affiliate of the Program Manager and as to action in 
another capacity, shall continue as to an Indemnified Party who has ceased to serve in that capacity and shall inure 
to the benefit of the heirs, successors, assigns and administrators of the Indemnified Party. 

(v) To the extent commercially reasonable, the Program may purchase and maintain insurance 
on behalf of the Program Manager and its Affiliates against any liability that may be asserted against or expense that 
may be incurred by that Person in connection with the Program's activities, whether or not the Program has 
indemnified that Person against liability under the provisions of this Agreement. The Program shall not bear any 
additional cost of the insurance attributable to coverage for liabilities for which the Program would not have the 
power to indemnify under the provisions of this Agreement. 

 
(vi) The provisions of this Section 4.11 are for the benefit of Indemnified Parties and shall not be 

deemed to create any rights for the benefit of any other Persons. 

ARTICLE V τ RIGHTS OF THE PARTNERSHIP 

5.1 Right to Examine Program Records. The Partnership, Partnership Unitholders, and designated legal and 
accounting professionals shall have the right to examine the books and records of the Program at its principal 
address with prior notice during regular business hours and to make reasonable inquiries about the business and 
affairs. 

5.2 No Management Authority, The Partnership shall not take part in the management or control of the 
Program or any aspects of its business of the Program, and it shall not transact any business for or on behalf of 
the Program. 

5.3 Rights Under the West Virginia Act, To the extent not otherwise set forth herein and except as 
modified hereby, the Partnership shall have the rights of a general partner under the West Virginia Act. 

5.4 Meeting of Partners. Either Drilco or the Partners holding not less than a 80% Proportionate Share may, by 
written notice to the other Partners, call for a meeting of Partners to consider the adoption of an amendment to this 
Agreement or any other action set forth in the notice. The notice shall state the purpose of the meeting specifying a 
reasonable time and place and a date, not less than 30 days or more than 60 days thereafter, at which the meeting shall be 
held. Whenever, by any provision of the West Virginia Act or this Agreement, the vote of the Partners at a meeting thereof 
is required or permitted to be taken in connection with any matter or action, the meeting may be dispensed with if a 
consent in writing, setting forth the action so taken, shall be signed by the Partners whose Proportionate Shares would be 
sufficient to determine the outcome of the matter or action at a meeting of the Partners. 

ARTICLE VIτ ALLOCATIONS AND DISTRIBUTIONS 

6.1 Determination of Net Profits and Net Losses. For purposes of computing the amount of any items of income, gain, 
loss or expense to be reflected in the Capital Accounts (the net thereof hereinafter referred to as "Net Profits" or "Net Losses"), 
the determination, recognition and classification thereof shall be the same as their determination, recognition and classification 
for federal income tax purposes, with the following modifications: 

(a) Depreciation, Amortization or Other Cost Recovery. Any item of expense attributable to depreciation, 
amortization or other cost recovery with respect to any asset of the Program shall be in an amount that bears the same 
ratio to the Book Value of the asset at the beginning of the applicable period as the federal income tax deduction for 
depreciation, amortization or other cost recovery with respect to the asset for the fiscal year or other period bears to the 
adjusted tax basis of the asset at the beginning of the applicable period, provided, that, if the federal income tax 
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deduction attributable to depreciation. amortization or other cost recovery for the fiscal year or other period with respect 
to any asset is zero, the item of expense attributable to depreciation, amortization or other cost recovery with respect to 
the asset for the applicable period shall be determined with reference to the Book Value of the asset as of the beginning 
of the applicable period using any reasonable method selected by the Program Manager. 

(b) Taxable Dispositions. Any item of income, gain, loss or expense attributable to the taxable disposition of any 
property with an adjusted tax basis that is different from the Book Value of the property shall be determined as if the adjusted 
tax basis of the property as of the date of disposition were equal in amount to the Book Value of the property. 

 

(c) Investment Tax Credits. If the Program's adjusted tax basis in an item of depreciable property is adjusted 
pursuant to the Code to reflect any investment tax credit available with respect to the asset, the amount of the adjustment shall 
be treated as a Program expense and shall be allocated in the ratio in which the investment tax credit (or qualified 
investment in Code § 38 property) that gave rise to the basis adjustment is allocated. Any restoration of the adjusted 
tax basis occurring as the result of any recapture of previously allowed investment tax credit with respect to any 
Program property shall be treated as Program income and shall be allocated in the same ratio in which the 
investment tax credit (or qualified investment in Code § 38 property the disposition of which gave rise to the 
restoration of adjusted tax basis) was allocated. 

(d) Nondeductible Expenditures. All expenditures of the Program not deductible in computing its 
taxable income and not properly chargeable to any Capital Account and any otherwise nondeductible organizational 
and syndication expenses of the Program (as described in Code § 710) shall be treated as Program expenses. 

(e) Exempt Revenue. Revenue of the Program which is exempt from federal income tax shall be included in Net 
Profits or Net Losses. 

(f) Guaranteed Payments. Any payments made to a Partner that are treated for federal income tax purposes as 
guaranteed payments pursuant to Code § 707(c) shall be treated as Program expenses. 

(g) Book Value Adjustments. In the event the Book Value of any Program asset is adjusted pursuant 
to Section 3.1 the amount of the adjustment shall be treated as gain or loss, as appropriate, from a sale of the 
asset. 

(h) Simulated Basis. The Program shall establish records of the aggregate adjusted basis of all Partners in 
each oil and gas property (as defined in Code § 614) at the time the property is acquired by the Program (the 
άSimulated Basis"), and the Simulated Basis for each property shall be adjusted from time to time, in the same manner 
as if the Simulated Basis was the Program's adjusted basis in the property, to reflect (i) additions to basis and (ii) 
Simulated Depletion as provided in Section 6.1(h)(i), and the Simulated Basis; as adjusted, shall be utilized to determine 
simulated gain or simulated loss, as provided in Section 6.10)(ii). 

(i) The Program shall compute a depletion allowance όά{ƛƳǳƭŀǘŜŘ 5ŜǇƭŜǘƛƻƴϦύ for each taxable 
year based on the Simulated Basis, as theretofore adjusted, equal to either the (A) cost depletion or (B) percentage 
depletion at the rate specified in Code § 613A(c)(5) (but otherwise computed without regard to the limitations that 
theoretically could apply to less than all the Partners) attributable to each oil or gas property, with the method of 
depletion, cost or percentage, being determined on a property by property basis in the first Program's taxable year 
for which it is relevant for the property, with the treatment being binding for all Program taxable years during which 
the oil and gas property is held by the Program, and the Simulated Depletion allowance with respect to each oil or gas 
property shall be treated as an expense of the Program and shall be allocated between the Partners pursuant to 
Section 6.2, provided, that, in no event shall the aggregate Simulated Depletion allowances with respect to an oil or 
gas property exceed the Program's Simulated Basis of the property. 

(ii) The Program shall compute gain or loss attributable to the sale or other taxable disposition of an oil 
or gas property by the Program based on the difference between the amount realized from the disposition and the Simulated 
Basis of the property, as theretofore adjusted. 
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6.2 Allocation of Net Profits and Net Loss from Operations. For purposes of maintaining the Capital Accounts 
of the Partners and determining the rights of the Partners in the assets of the Program, the Net Profit or Net Loss, for 
each accounting period shall be allocated between the Partners in the order of priority set forth below. Each item of 
income, gain, loss or expense giving rise to the Net Profit or Net Loss shall be allocated between the Partners in the 
same proportion that the Net Profit or Net Loss is allocated. Except as otherwise provided in this Agreement, Net 
Profits or Net Losses shall be allocated between the Partners as follows: 

 

(a) Allocation of Net Profits, Net Profit for any accounting period shall be allocated between the Partners in 
accordance with their respective Proportionate Shares in effect during the accounting period. 

 

(b) Allocation of Net Loss. Net Loss for any accounting period shall be allocated between the Partners 
with positive balances in their respective Capital Accounts in the same amounts and in the same proportions as 
the net positive balances in the respective Capital Accounts of the Partners. Any remaining Net Loss shall be 
allocated between the Partners in accordance with their respective Proportionate Shares in effect during the 
accounting period. 
 

(c) Allocation of Tax Credits. Any tax credits available to the Program and any tax credit recaptures for any 
accounting period shall be allocated between the Partners in accordance with their respective Proportionate Shares in 
effect during the accounting period. 

6.3 Functional Allocations. 

(a) General. In general, the IDC of the Program from its participation in the drilling and completion of Program 
Wells shall be allocated 100% to the Partnership, up to its Proportionate Share of their drilling and completion costs, and the 
balance of IDC if any and 100% of the Tangible Costs of the Program and all costs associated with the Location Fees shall be 
allocated to Drilco, 

(b) Exceptions. The allocation of IDC and Tangible Costs pursuant to Section 6.3(a) shall be 
subject to the following exceptions: 

(i) If the IDC for any Program Well exceeds the Partnership's Proportionate Share of its drilling and 
completion costs, the excess shall be allocated to the Drilco. 

(ii) If the IDC for any Program Well fails to reach the Partnership's Proportionate Share of its drilling and 
completion costs, then Tangible Costs allocated to Drilco shall be reallocated to the Partnership until the combined IDC and 
Tangible Costs allocated to the Partnership for that Program Well equals its Proportionate Share of those drilling and 
completion costs. 

(iii) The combined IDC and Tangible Costs allocated to the Partnership for any Program Well shall in no 
event exceed its Proportionate Share of the drilling and completion costs for that Program Well. A Partner's Proportionate 
Share of drilling and completion costs for a Program Well for purposes of this Section 6.3 shall be based on its working interest 
in that Program Well, as determined under the Prospect Assignment. 

6.4 Allocations of Start-Up Costs and Fees. All Start-Up Costs of the Program and the Partnership and the costs 
associated with the Location Fees and Management Fees shall be allocated to Partnership up to 10% 

6.5 Allocations to Comply with Regulations. In order to comply with the provisions of Treasury Regulation §§ 1.704-
1(b), 1.704-IT and 1.704-2, the following special allocations of income, gain, loss and expense shall be made, notwithstanding 
the provisions of Section 6.2. 

(a) Deficit Capital Account Allocations. Subject to the other provisions of this Section 6.5, in accordance 
with Treasury Regulation § 1.704-1(b)(2)(ii)(d), no allocation of expenses or losses shall be made pursuant to Section 
6.2 to the extent that, as of the end of the period to which the allocation relates, the allocation would cause or 
increase a net deficit balance in a Partner's Capital Account. The expenses and losses shall instead be allocated to any 
other Partner not subject to this limitation. For purposes of this Section 6.5(a), each Partner's Capital Account 
balance shall be determined by: 
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(i) Adding to the Capital Account balance the amount of the Partner's share (as determined pursuant to 
Treasury Regulation § 1.704-2) of the Total Minimum Gain of the Program as of the end of the period for which the 
determination is being made; and 

(ii) Subtracting from the Capital Account balance (A) adjustments that are reasonably expected to be 
made to the Partner's Capital Account as of the end of the taxable year for depletion allowances, loss or distribution of Code § 
751 property or otherwise as provided in Treasury Regulation § 1.704-1(b)(2)(d)(5), and (B) an amount equal to the excess of 
any distributions that, as of the end of the period, reasonably are expected to be made to the Partner in any future period over 
the Net Profits reasonably expected to be allocated to the Partner during (or prior to) the period for which the distributions are 
expected to be made. 

(b) Qualified Income Offset Provision. If a Partner unexpectedly receives an adjustment, allocation or 
distribution under this Agreement that causes or increases a net deficit balance in the Partner's Capital Account as 
of the end of the period to which the adjustment, allocation or distribution relates, the Partner will be allocated 
items of income (including gross income) and gain in an amount and manner sufficient to eliminate the net deficit 
balance as quickly as possible. The provisions of Section 6.5(a) shall apply for purposes of determining whether any 
adjustment, allocation or distribution would cause or increase a net deficit balance in a Partner's Capital Account. 

(c) Special Allocations of Nonrecourse Deductions. Notwithstanding any provision of Section 6.2, 
Section 6.5(a) and Section 6.5(b), in compliance with Treasury Regulation § 1.704-2, allocations of Nonrecourse 
Deductions shall be made between the Partners in the same manner as Net Losses are allocated under Section 6.2. 

(d) Minimum Gain Chargeback. If there is a net decrease in the Minimum Gain of the Program during 
any period, as determined pursuant to Treasury Regulation § 1.704-2(f), then each Partner shall be allocated items 
of income and gain in accordance with the provisions of Treasury Regulation § 1.704-2(g). 

(e) Special Allocations of Partner Nonrecourse Deductions. Notwithstanding any provision of 
Section 6.2, Section6.5(a) and Section 6.5(b), in compliance with Treasury Regulation § 1.704-2(b), allocations 
of Partner Nonrecourse Deductions shall be made between the Partners in accordance with the ratios in which 
the Partners or their Affiliates share the economic risk of loss with respect to the Partner Nonrecourse 
Liabilities to which the Partner Nonrecourse Deductions are attributable. 

(f) Partner Nonrecourse Liability Minimum Gain Chargeback. If there is a net decrease in the Partner 
Nonrecourse Liability Minimum Gain during any period, as determined pursuant to Treasury Regulation § 1.704-2(i) , 
then each Partner shall be allocated items of income and gain in accordance with the provisions of Treasury 
Regulation § 1.704-2(i). 

(g) Subsequent Allocations. Any special allocations of items of income. gain, loss or expense made 
pursuant to this Section 6.5 shall be taken into account in computing subsequent allocations of income, gain, loss and 
expense pursuant to Section 6.2, so that the net amount of any item of income, gain, loss and expense allocated to 
each Partner pursuant to Section 6.2 and this Section 6.5 shall, to the extent possible, be equal to the amount of the 
items of income, gain, loss and expense that would have been allocated to the Partner pursuant to Section 6.2 if the 
special allocations of income, gain, loss or expense required by this Section 6.5 had not been made. 

(h) Interpretation of Regulatory Allocations. The provisions of this Section 6.5 are intended to 
comply with the requirements of Treasury Regulation §§ 1.704-1(b), 1.704-1 T and 1.704-2 and shall be 
interpreted consistently therewith. 

6.6 Federal Income Tax Allocations, The allocations of income, gain, loss and expense made pursuant to 
Section 6.2 through Section 6.5 are allocations of book income to be made for accounting purposes to determine the 
respective balances in the Capital Accounts of the Partners and to establish the rights of the Partners between 
themselves in the assets of the Program. These allocations may be different from the allocations between the 
Partners of the income, gain, loss, deduction, tax preference, and tax credits of the Program for federal income tax 
purposes. Allocations of income, gain, loss, deduction, tax preference and tax credits of the Program for federal 
income tax purposes for each taxable year shall be made between the Partners as follows: 



85 

 

(a) General Rules for Allocating Income, Loss, etc. In general, all items of income, gain, loss, deduction and tax 
preference of the Program for each taxable year shall be allocated between the Partners for federal income tax purposes in the 
same manner as the book items that give rise to the tax items are allocated between the Partners pursuant to Section 6.2 
through Section 6.5. 

(b) Special Rules Where Tax Basis Differs from Book Value. If the Program's adjusted tax basis for federal income 
tax purposes in any of its property differs from the Book Value of the property at the beginning of any taxable year, in 
determining each Partner's distributive share of the taxable income or loss (or items thereof) of the Program, each item of 
income, gain, loss or deduction with respect to the property shall be allocated between the Partners in a manner that 
takes into account the difference between the adjusted tax basis for federal income tax purposes of the property and its 
Book Value, all as of the beginning of the taxable year, as required by Code § 704(c) and any applicable Treasury 
Regulations thereunder or by Treasury Regulation § 1.704-1(b)14)(i). 

6.7 Allocation of Profits, Losses and Tax Credits Upon Transfer of Program Interest or Other Change in 
Partnership Interest. The items of income, gain, loss, expense, deduction, tax preference and tax credit allocable under 
any provisions of Section 6.2 through Section 6.6 to any change in any Partner's interest in the Program during a taxable 
year shall be allocated in a manner that takes into account the varying interests of the Partners in the Program during the 
taxable year, all in accordance with any Treasury Regulations promulgated under Code § 706(d): provided, that, the 
allocation of gain or loss on the disposition of any property in which the Program has a direct or indirect interest shall, to 
the extent not prohibited under those regulations, be allocated among the Persons who are Partners in the Program on 
the date the event giving rise to the gain or loss occurs in accordance with the provisions of Section 6.2 through Section 
6.6. 

6.8 Special Tax Audit Allocations. Notwithstanding anything contained in this Agreement to the contrary, in the event 
that the federal taxable income of the Program (or any item thereof) is adjusted as the result of an audit by the Service, the 
Partners' Capital Accounts shall be adjusted in a manner that reflects the adjustments as though corresponding book 
adjustments had been originally reflected in the Net Profits or Net Losses of the Program determined pursuant to Section 6.1. 

6.9 Interest. If, pursuant to applicable law, a portion of the amounts paid with respect to any Partner's capital 
contribution to the Program shall be deemed to constitute interest rather than principal for federal income tax purposes, the 
interest income attributable thereto shall be allocated to the Partner who shall have made the deemed interest payments, and 
the amount of the interest income shall be taken into account in determining the amount of capital contribution made by the 
Partner to the Program. 

6.10 Income Tax Effect. The Partners acknowledge the income tax consequences of the allocations made by this Article 
VI and hereby agree to be bound by those provisions in reporting their shares of Program profits and losses for federal income 
tax purposes. 

6.11 Distribution of Cash. Any cash of the Program that is not required to meet the obligations of the Program or to 
maintain any reserves established pursuant to Section 4.1(b)(viii) and Section 6.12 shall be distributed not less than quarterly to 
the Partners in accordance with their Proportionate Shares. Pending distribution of funds, the Program Manager may, but shall 
not be required to, invest the funds for the account of the Program in savings accounts, money market accounts, prime 
commercial paper or U.S. government obligations. 

6.12 Plugging and Abandonment Account. The Program Manager shall maintain an account to provide for the 
Program's future obligations under the Drilling and Operating Agreement for its Proportionate Share of the costs for plugging, 
abandoning and reclaiming the Program Wells at the end of their economic fives (the "P&A Account"). The P&A Account shall 
be funded from the Program's share of production proceeds from each completed Program Well at the rate of $15,000 per 
gross Program Well, payable by the Program in equal monthly installments of $100 from its share of production revenues from 
each completed Program Wells. If the Program Position is less than 100% of the working interests in a Program Well due to the 
exercise of Third-Party Rights, the plugging and abandonment fee payable by the Program for that Program Well shall be 
reduced proportionately. If the P&A Account is inadequate to cover the Program's share of plugging and abandonment costs 
for all Program Wells, the Program will be obligated to satisfy the shortfall when all plugging, abandonment and reclamation 
work is completed. 

ARTICLE VIIτ LIMITATION ON TRANSFER OF PARTNERS' INTERESTS 
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7.1 Limitation on Transferability. No Partner shall sell, assign, transfer, mortgage, pledge, encumber or in any other 
manner dispose of all or any part of its interest in the Program without the written consent of the other Partner, provided that, 
nothing contained herein shall not restrict or prohibit (a) A collateral assignment or pledge by Drilco of its economic rights 
as a general partner in the Program, including its right to receive distributions of cash and properties, or (b) an 
assignment of its economic rights as a general partner in the Program to an Drilco Partnership, as contemplated by 
the PPM. 

7.2 Admission of Transferee. A transferee of an interest in the Program, other than an interest referred to in 
the proviso under Section 7.1, shall (a) assume all of the obligations of its transferor with respect to the transferred 
interest, (b) acquire all the rights and powers of its transferor with respect to the transferred interest, subject to all 
of the restrictions applicable thereto, and (c) in all respects be considered a Partner hereunder with respect to the 
transferred interest. The transferor Partner shall be responsible for all legal fees and costs of the Program to affect 
the transfer. Each Partner hereby consents to the execution on its behalf by the Program Manager of an amendment 
hereto and any other instruments required for the purpose of admitting the transferee of any interest in the Program 
under this Section 7.2 and the Program Manager is hereby granted the right to admit the transferee in accordance 
with the terms of this Article VIl. 

ARTICLE VIIIτ ACCOUNTING MATTERS 

8.1 Books and Records. During the term of the Program and for four years thereafter, the Program Manager 
shall keep, or cause to be kept, full, accurate, complete and proper books and accounts of all operations of the 
Program. The books shall be kept on a calendar-year basis. With reasonable prior notice, each Partner shall have 
access to the Program's books and records at the Program's principal place of business during regular business 
hours, and make reasonable inquiries about the business and affairs. 

8.2 Accounting Basis for Tax Reporting Purposes. The books and records and the financial statements and 
reports of the Program shall be kept on the accrual basis. 

8.3 Elections. The Program Manager may cause the Program to make any elections required or permitted to be 
made by the Program under the Code and not otherwise expressly provided for in this Agreement in the manner that the 
Program Manager believes will be most advantageous to the Partners. 

8.4 Bank Accounts. All funds of the Program shall be deposited in an account or accounts in the name of the 
Partnership at a bank or other financial institution selected by the Program Manager. No funds of the Program shall 
be commingled with the funds of any other Person, except as provided under the Drilling and Operating Agreement 
All withdrawals from any such accounts shall be made only upon a check or draft signed by the Program Manager or 
by such Person or Persons as may be designated from time to time by the Program Manager. 

ARTICLE IX τ DISSOLUTION AND LIQUIDATION 

9.1 Dissolution. The Program shall be dissolved and shall terminate and wind up its affairs upon the first to occur of 
the following: 

(a) a determination by the Program Manager that the Program should terminate, and the concurrence in 
that determination by the Partnership by vote of a majority-in-interest of the Unitholders; 

(b) the sale, exchange, forfeiture or other disposition of all or substantially all the properties of the 
Program. 

(c) the bankruptcy, insolvency or liquidation of either Partner, unless the other Partner elects to continue the 
Program; 

(d) 25 years from the start date of this Agreement; or 
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(e) any event that results in the dissolution of the Program under the applicable law, unless the Partners elect to 
continue the Program. 

9.2 Liquidation. 

(a) Appointment of Liquidator. If the Program is dissolved upon the occurrence of any of the circumstances 
described in Section 9.1, no further business shall thereafter be conducted by the Program except for taking any action 
deemed necessary by the Program Manager for winding up of the affairs of the Program and distributing its assets to the 
Partners pursuant to the provisions of this Article IX. Upon the Program's dissolution, the Program Manager shall act as 
liquidator or, if it is unable to act in that capacity, it shall appoint one or more liquidators, any of whom shall have full 
authority to wind up the affairs of the Program and to make final distributions as provided herein. 

(b) Steps to Be Taken by Liquidator. Upon the dissolution of the Program, the liquidator shall take the following 
steps: 

(i) Determine the interest of the Program in the Program Wells and other assets held by the Program; 

(ii) Determine which Program properties and assets should be retained or abandoned, and dispose 
of all other Program properties and assets at the best cash price obtainable therefor: 

(iii) Pay all Program debts and liabilities, or otherwise make adequate provision therefore; 

(iv) Determine the fair market value of any remaining Program assets based on estimates to be 
conducted by an independent appraiser, using appropriate appraisal techniques and taking into account the nature of the 
appraised property interests and the recovery of any associated oil and gas reserves by primary, secondary and tertiary 
techniques, to the extent deemed feasible in accordance with industry standards; 

(v) Adjust the Capital Account of each Partner, consistent with Section 9.2(b)(vi), to reflect the fair 
market value of the Partner's interest in any unliquidated assets of the Program, by crediting or charging the Partners Capital 
Account with the amount that would have been credited or charged to the Partner's Capital Account if the Program's properties 
and assets to be distributed in kind had been sold at their fair market value immediately prior to the distribution; 

(vi) Prepare a final statement of accounts showing the status of each Partners Capital Account, as 
adjusted, and the amount, if any, owed by each Partner to the Program, provided, that, if any Partner has a negative Capital 
Account after proper adjustments, then it shall be required to make a capital contribution to the Program in the amount of its 
negative Capital Account; and 

(vii) Distribute to each of the Partners the balance. if any, then remaining in its Capital Account, as 
adjusted in accordance with this Section 9.2, provided, that, the distribution may be made in cash or in kind as provided in 
Section 9.2(cl, and the proportion of the distribution made in cash to the Partners may vary as determined by the liquidator in 
its sole discretion; 

(c) Distributions in Kind. In the event the Program properties are not adequately divisible to effect full repayment 
of the Capital Account balances of the Partners, then the liquidator shall transfer to the Partners all of the cash of the Program, 
and shall convey and assign to the Partners the remaining Program assets to be held by the Partners as tenants in common, in 
either case in proportion to the balances in their respective Capital Accounts. 

(d) Payment of a Partner's Indebtedness. Notwithstanding the foregoing provisions of this Section 9.2, if any 
Partner shall be indebted to the Program, then, until payment of the indebtedness by that Partner, the liquidator shall 
retain the Partners distributive share of Program properties and assets and, after applying the cost of operation of the 
properties and assets during the period of the liquidation against the income therefrom, the balance of the income and any 
cash assets shall be applied in liquidation of the indebtedness of the Partner, and if the amount has not been paid or 
otherwise liquidated in full, the liquidator may sell the remaining assets allocable to the Partner at public or private sale at 
the best price immediately obtainable, as determined in the sole judgment of the liquidator. The proceeds of the sale that 
are necessary to liquidate the Partners indebtedness shall then be so applied, and the balance of the proceeds, if any, shall 
be distributed to the Partner, reduced by the amount of any debit balance in its Capital Account. 
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(e) Termination of the Program. The liquidator shall otherwise comply with all requirements of the 
West Virginia Act, or other applicable law, pertaining to the winding up of a general partnership. Upon 
completion of the liquidation procedures, the Program shall be terminated. 

9.3 Compliance with Regulations. 

(a) Timing. In the event the Program is liquidated within the meaning of Treasury Regulation § 
1.704-1(b)(2)(ii)(g), the following action shall be taken before the later of the last day of the Program's taxable 
year in which the liquidation occurred or the 90th day following the date of the liquidation: 

(i) Distributions shall be made to the Partners who have positive Capital Account balances in 
compliance with Treasury Regulation § 1.704-1(b)(2)(ii)(b)(2) and 

(ii) If any Partner shall have a deficit balance in its Capital Account at the time (after giving 
effect to all contributions, distributions and allocations for all taxable years including the year during which the 
liquidation occurs), the Partner shall contribute the amount of the deficit to the capital of the Program, 

                           (b) Distributions in Trust. In the discretion of the Program Manager, 
distributions pursuant to Section 9.3(a) may be made to a trust established for the benefit of the Partners for the 
purposes of liquidating Program assets, collecting amounts owed to the Program and paying any contingent or 
unforeseen liabilities or obligations of the Program or of the Partners, provided it received an opinion of counsel to 
the effect that the trust will not be taxed as an association taxable as a corporation. The assets of any the trust shall 
be distributed to the Partners from time to time, in the reasonable discretion of the trustee of the trust, in the same 
proportions as the amount distributed to the trust by the Program would otherwise have been distributed to the 
Partners pursuant to this Agreement; and a portion or all of the assets may be withheld by the trustee of the trust 
to provide a reasonable reserve for liabilities and expenses. 

9.4 Return of Capital Contributions Solely Out of Program Assets. A Partner shall look solely to the 
properties and assets of the Program for the return of its capital contribution and, if the properties and assets of 
the Program remaining after the payment or discharge of the debts and liabilities of the Program are insufficient 
to return its capital contribution, it shall have no recourse against the Program Manager, its Affiliates or any 
other Partner or Person for that purpose. 

9.5 Dissolution Followed by Continuation. In the event that the Program shall be dissolved by reason of the 
occurrence of any of the circumstances described in Section 9.1 or for any other reason, if the remaining Partners shall 
agree thereto, the Program shall not terminate and wind up its affairs pursuant to Section 9.2 but shall be modified 
upon the terms mutually agreed to by those Partners and. as so modified, shall continue its business as if the 
dissolution had not occurred. 

ARTICLE X τ MISCELLANEOUS PROVISIONS 

10.1 Notices. Notices, requests, reports or other communications required to be given or made hereunder 
shall be in writing and shall be deemed to be delivered when delivered by hand or when properly addressed and 
posted by U.S. mail, postage prepaid, return receipt requested, to the Person being given the notice at its last known 
address. Any notice to the Partnership or to the Program Manager shall be given at the address shown as the 
Program's principal office. 

10.2 Nature of Interest of Partners. The interest of each Partner in the Program shall be deemed to be personal 
property may provide for partition of real or personal property and agrees that it will not resort to any action at law or equity to 
partition any property subject to this Agreement. The foregoing waiver shall survive the termination and dissolution of the 
Program. 

10.3 Waiver of Right to Partition. Each Partner waives the benefit of any provisions of law that may 
provide for partition of real or personal property and agrees that it will not resort to any action at law or equity 
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to partition any property subject to this Agreement. The foregoing waiver shall survive the termination and 
dissolution of the Partnership. 

10.4 Governing Law. This Agreement shall be construed in accordance with and governed in all respects by the laws of 
the State of West Virginia. 

10.5 Successors in Interest. Each and all of the covenants, agreements, terms and provisions of this Agreement shall be 
binding on and inure to the benefit of the parties hereto and, to the extent permitted by this Agreement, their respective 
successors and assigns. 

10.6 Integration. This Agreement, together with the Glossary incorporated herein by reference to the PPM, 
constitutes the entire agreement among the parties pertaining to the subject matter hereof and supersedes all prior 
and contemporaneous agreements and understandings of the parties in connection herewith. 

10.7 Amendments. Any amendment or supplement to this Agreement shall be in writing and shall be signed by or on 
behalf of each of the parties. Except as otherwise provided in Section 4.1(b) and Section 7.2, any amendment to this Agreement 
shall be effective only if concurred in by all of the Partners. 

10.8 Severability. If for any reason any provision of this Agreement is determined to be invalid and contrary to any 
existing or future law, the invalidity shall not impair the operation of or affect those portions of this Agreement that are not 
determined to be invalid. 

10.9 Headings. The headings in this Agreement are inserted for descriptive purposes only and shall not control or 
alter the meaning of any provision hereof. 

10.10 Rights and Remedies Cumulative. The rights and remedies provided under this Agreement are 
cumulative, and the use of any one right or remedy by a Partner shall not preclude or waive its right to use any or all 
other remedies, whether provided for herein, by law or otherwise. 

[Signature page follows.] 
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IN WITNESS WHEREOF, the parties hereto have executed and delivered this Agreement as of the day and year 
first above written. 

DRILCO 2017 1H DRILLING PROGRAM 

By: DRILCO OIL & GAS, INC., 
Managing General Partner 

By:___________________________________ 

Hugh D. Dale, President/CEO 

 

DRILCO 2017 1H COMPANY, LLC. 

By: DRILCO OIL & GAS, INC., 

By:___________________________________ 

Hugh D. Dale, President/CEO 
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EXHIBIT C 

FORM OF 
AGREEMENT OF LIMITED PARTNERSHIP 

DRILCO 2017 1H DRILLING PROGRAM 

* *  

DRILCO PARTNERS 2017, LP. 

[Attached] 
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EXHIBIT C 

AGREEMENT OF LIMITED PARTNERSHIP  
DRILCO 2017 1H COMPANY, L.L.C. 

This AGREEMENT OF LIMITED PARTNERSHIP of DRILCO 2017 1H COMPANY, L.L.C., a West Virginia limited 
partnership (the "Partnership"), is entered into as of March 1, 2017 by and among the Partnership, DRILCO OIL & 
GAS, INC., a West Virginia corporation ("Drilco"), as the managing general partner (the "Managing General Partner'), 
Hugh Dale, as the original and withdrawing limited partner (the "Initial Limited Partner"), the persons listed in 
Schedule A, as limited partners (the "LP Unitholders"), and the persons listed in Schedule B, as non-managing general 
partners (the "GP Unitholders" and, collectively with the LP Unitholders, the "Unitholders'). 

RECITALS 

A. The Partnership has been formed as a West Virginia limited partnership to invest, through an 
operating general partnership with Drilco (the "Program"), in a portfolio of horizontal and vertical crude oil and 
natural gas development wells ("Program Wells") to be drilled by Drilco on prospects (the "Prospects") located in 
its 7 county operating area in West Virginia within the Appalachian Basin (the "Project Areas"). 

B. The Program will acquire its interests in the Prospects (the "Program Position") under an 
Assignment of Drilling Rights from Drilco of even date herewith (the "Prospect Assignment"). providing for the 
Program Position in each Program Well to be maintained 25% by Drilco (the "Drilco Position") and 75% by the 
Partnership (the "Partnership Position"), subject to (i) proportionate reduction for any third-party working 
interests ("Participating Interests") acquired upon exercise of participation rights under oil and gas leases or 
farm-outs for portions of the Project Areas ("Third-Party Rights"), (ii) adjustments pursuant to the true-up 
provisions of the Prospect Assignment and (iii) reallocation upon vesting of Drilco's reversionary interest under 
the terms of the partnership agreement of the Program of even date herewith (the "Program Agreement"), 

C. The Program Wells will be drilled and operated by Drilco under a Drilling and Operating Agreement 
with the Program of even date herewith (the "Drilling and Operating Agreement"), providing for Drilco to use its 
best efforts to drill and complete each Program Well and install production lines from the wellhead to its existing 
gathering systems for the Project Areas based on the drilling schedule and projected drilling and completion costs 
("AFE") to be specified therein. 

D. The Program will pay Drilco, consistent with industry practice and COPAS accounting guidelines, a 
Location Fee, as such term is defined in the PPM. and Management Fee, as such term is defined in the PPM, for each 
Prospect under the Prospect Assignment and will participate in the Program Wells under the Drilling and Operating 
Agreement on a cost-plus 15% basis, entitling Drilco to payments from the Program in an amount equal to 115% of 
the AFEs for the Program Position in the Program Wells, to be shared in proportion to the Drilco Position and the 
Partnership Position in the underlying Prospects, and the Program is being capitalized proportionately by Drilco and 
the Partnership in accordance with the terms of the Program Agreement. 

E. The Partnership is being capitalized through a private placement (the "Private Placement") of units of 
general and limited partner interests ("Units") on the terms described in a Private Placement Memorandum dated 
March 1, 2017 (the "PPM"). 

F. Drilco will maintain a 25% general partner interest in the Partnership, though a proportionate capital 
contribution and will serve as managing general partner of the Partnership hereunder and as managing partner of 
the Program under the Program Agreement. 

G. The parties desire to enter into this Agreement to memorialize their arrangements for the capitalization of 
the Partnership, the conduct of its business and the rights and duties of its partners (the "Partners"). 
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Accordingly, the parties hereby agree as follows: 
 

ARTICLE I τ DEFINITIONS AND CONSTRUCTION 

1.1 Definitions. As used in this Agreement, (a) capitalized terms defined in the Recitals have the meanings 
ascribed to them therein, (b) the definitions of capitalized words and certain industry terms in the Glossary included as 
Exhibit A to the PPM are incorporated by reference herein and (c) the following terms have the respective meanings 
set forth below: 

"Affiliate" means any Person directly or indirectly controlling or controlled by or under direct or indirect 
common control with a specified Person, and 'control" when used with respect to any specified Person means the 
power to direct the management and policies of that Person, directly or indirectly, whether through the ownership of 
voting securities, by contract or otherwise. 

"Agreement" means this Agreement, as amended or supplemented from time to time. 

"Allocable Portion" means, as to each GP Unitholder, the number of GP Units owned by that GP Unitholder at 
the time that any Excess Payment is made, divided by the total number of GP Units outstanding at that time. 

"Book Value" means, with respect to any Partnership asset, the carrying value of the asset on the books and 
records of the Partnership, determined in accordance with the provisions of Treasury Regulation §1.704-1(b)(2)(iv) and 
Article Ill. 

"Capital Contribution" means the capital contribution made to the Partnership by a Partner pursuant to 
Section 3.3. 

"Depreciation" means the depreciation, amortization or other cost recovery expense of the Partnership, 
determined in accordance with Section 6.1. 

"Excess Payment" has the meaning set forth in Section 5.7. 

"Gross Fair Market Value" means the fair market value of an asset, determined without taking into account 
any liabilities secured by the asset or otherwise associated with the asset. 

άIndemnified Parties" has the meaning set forth in Section 4.11(b). 

"Majority in Interest" means the Unitholders, at the time of a Unitholder vote, holding at least an 80 % 
majority of the outstanding Units held by all the Unitholders. 

"Minimum Gain" means the aggregate amount of gain (of whatever character), computed with respect to 
each property of the Partnership that secures a Third Party Nonrecourse Liability of the Partnership, that would be 
recognized by the Partnership if, in a taxable transaction, the Partnership were to dispose of the property in full 
satisfaction of the Third Party Nonrecourse Liability, determined in accordance with the provisions of Treasury 
Regulation § 1.704-2. 

"Net Fair Market Value" means, in connection with the contribution of an asset to the Partnership by a Partner 
or the distribution of an asset by the Partnership to a Partner, the Gross Fair Market Value of the asset, reduced by any 
liabilities (i) assumed by that Partner or the Partnership or (ii) subject to which the Partner or the Partnership acquires 
the asset. 

"Net Losses" and "Net Profits" have the respective meanings ascribed to them in Section 6.1. 

"Nonrecourse Deduction" means an allocation of loss or expense attributable to Third Party Nonrecourse 
Liabilities, determined in accordance with the provisions of Treasury Regulation § 1.7042(b)(1). 
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"Partner Nonrecourse Deduction" means an allocation of loss or expense attributable to Partner 
Nonrecourse Liabilities, determined in accordance with the provisions of Treasury Regulation § 1.704-2(i)(2). 

 

άtŀǊǘƴŜǊ bƻƴǊŜŎƻǳǊǎŜ [ƛŀōƛƭƛǘƛŜǎέ means liabilities of the Partnership that are nonrecourse debt, as 
defined in Treasury Regulation  § 1.704-2(b)(3), but with respect to which one or more Partners (or the Affiliate 
of any Partner) bears the economic risk of loss, as defined in Treasury Regulation § 1.752-2(a). 

"Partner Nonrecourse Liability Minimum Gain" means the aggregate amount of gain, of whatever 
character, computed with respect to each property of the Partnership that secures a Partner Nonrecourse 
Liability of the Partnership, that would be recognized by the Partnership if, in a taxable transaction. the 
Partnership were to dispose of the property in full satisfaction of the Partner Nonrecourse Liability, determined 
in accordance with the provisions of Treasury Regulation § 1.704-2(i). 

"Person" means an individual, any form of business enterprise, including a corporation, Limited Liability 
Company, partnership or limited partnership, and any other juridical entity or its representative, including a 
trust, estate, custodian, administrator, personal representative, nominee or any other entity acting on its own 
behalf or in a representative capacity. 

"Program Agreements" means, collectively, any agreements or instruments the Managing General 
Partner deems necessary or desirable to protect or further the best interests and purposes of the Program and 
the Partnership, including all supplements to be entered at additional closings, if any, and, or to satisfy any 
requirements, conditions or guidelines contained in any order, ruling or regulation of the Securities and Exchange 
Commission, the Internal Revenue Service or any other federal or state governmental authority or agency, or to 
comply with any applicable federal or state law, rule or regulation or any judgment, decree, writ, injunction or 
order of any court, administrative agency, arbitrator or governmental agency (collective, "applicable laws"), 
together with any and all other instruments required or permitted to be executed thereunder for and on behalf 
of the Program or the Partnership. 

"Simulated Basis" has the meaning set forth in Section 6.1(h). 

"Simulated Depletion" has the meaning set forth in Section 6.1(h)(i). 

"Supermajority in interest" means the Unitholders, at the time of a Unitholder vote, holding at least 80% of 
the outstanding Units held by all the Unitholders. 

"Tax Matters Partner" means Drilco in its capacity as the Partnership's tax matters partner, as defined in 
Code § 6231(a)(7). 

"Third Party Nonrecourse Liabilities" means liabilities of the Partnership that are nonrecourse debt, as 
defined in Treasury Regulation § 1.704-2(b)(3), and that are not Partner Nonrecourse Liabilities. 

"Total Minimum Gain" means the aggregate of the Minimum Gain and the Partner Nonrecourse Liability 
Minimum Gain. 

1.2 Construction. Whenever the context requires, the gender of all words used in this Agreement 
includes the masculine, feminine and neuter. Unless otherwise expressly provided herein, all references to 
Recitals, Articles, Sections and Schedules refer to recitals, articles and sections of this Agreement and 
schedules to this Agreement. 

ARTICLE II τ ORGANIZATIONAL MATTERS 

2.1 Partnership Name and Principal Office. The name of the Partnership shall be "DRILCO 2017 1H 
COMPANY, L.L.C." The principal address of the Partnership shall be c/o Drilco Oil & Gas, Inc. 2021 Calhoun 
Hwy, Grantsville, West Virginia 26147, or any other address that may be designated for that purpose by the 
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Managing General Partner. Any written correspondence should be addressed to Drilco Oil & Gas, Inc., P.O. Box 
385, Grantsville, West Virginia, 26147. 

2.2 Character of the Business. The principal business of the Partnership is to enter into the Program 
Agreements and, through the Program, to finance the Partnership's share of drilling, completion, operating 
and eventual abandonment costs for the Program Wells and to produce and sell oil and gas from completed 
Program Wells. 

2.3 Capital Contributions of the Partners. 
 

(a) Capital Contributions of the Unitholders. The Unitholders shall contribute to the capital of the 
Partnership, in cash upon their admission to the Partnership at a Closing, $100,000 for each Unit (or 
a proportionate amount for any fractional Unit or such alternative amount as determined by 
offering incentives for early investment) set forth opposite their respective names in Schedule A or 
Schedule B. The amount credited to capital for each Unitholder shall be the actual amount paid by the 
Unitholder to invest in the Program. 
 
(b) Capital Contribution of the Managing General Partner. The Managing General Partner has 
heretofore contributed $100 in cash to the capital of the Partnership. In exchange for its 25% general 
partner interest in the Partnership, the Managing General Partner shall contribute additional capital to the 
Partnership, in cash, at the rate of $1000 for each Unit issued by the Partnership, representing 1% of the 
Partnership's total capital, payable at each Closing at which the Units are issued and sold; provided, that, 
Drilco shall be entitled to a credit towards its required Capital Contributions to the Partnership and the 
Program in amounts equal to the payments to itself attributable to its 10% Proportional Share of the 
Location Fees, Management Fees and cost-plus component of its AFE obligations for the Program Wells 
pursuant to the Program Agreements. 
 
(c) Contribution and Withdrawal of the initial Limited Partner. The Initial Limited Partner has contributed 
$100 to the capital of the Partnership, which shall be returned to him at the initial Closing. Upon the return of 
his contribution, the Initial Limited Partner shall withdraw from the Partnership. 

2.4 Term of the Partnership. The term of this Partnership commenced upon the filing of its Certificate of 
Limited Liability Company under the West Virginia Act and shall continue until dissolved or terminated pursuant to 
Article IX. 

ARTICLE III τ CAPITAL ACCOUNTS 

3.1 Capital Accounts. A Capital Account shall be established and maintained for each Partner in compliance 
with the provisions of Treasury Regulation §1.704-1(b)(2)(iv). The Capital Accounts shall be maintained as set forth in 
this Article III. 

(a) General Rules. Each Partner's Capital Account shall be (i) credited with the amount of money 
and the Net Fair Market Value of any property contributed by the Partner to the Partnership, (ii) credited or debited, 
as the case may be, with the Partner's allocation of income, gain, loss and expense and (iii) debited with the amount 
of cash and the Net Fair Market Value of property distributed to the Partner. 

(b) Special Rules. If a Partner's interest in the Partnership is sold or liquidated, the following 
special rules shall apply when determining the Capital Account balances of any new or remaining Partners: 

(i) If the sale or exchange (together with any other sales or exchanges of interests in the 
Partnership that occur during any relevant accounting period) causes a termination of the Partnership within the 
meaning of Code § 708(b)(1)(B), the Capital Accounts of the Partners shall be re-determined in accordance with this 
Section 3(a) as though its property is deemed to be distributed to a new partnership in exchange for its partnership 
interests and a deemed distribution is made to the partners of the new partnership interests. 
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(ii) If the sale or exchange does not cause a termination of the Partnership within the 
meaning of Code § 708(b)(1)(B) and if the Partnership has, at the time of the sale or exchange, an effective election 
under Code § 754, the Capital Account of the selling or exchanging Partner shall be carried over to the transferee 
Partner, and there shall not be made to the Capital Account of the Partner who receives the special tax basis 
adjustment under Code § 743 a corresponding adjustment except to the extent a special tax basis adjustment would 
be reflected in a Partners respective Capital Account pursuant to Treasury Regulation § 1.704-1 (b)(2)(iv)(m). 

(iii) If the sale or exchange is not subject to the provisions of Section 11(b)(i) or Section 
3.1(b)(ii), the Capital Account of the selling or exchanging Partner shall be carried over to the transferee Partner. 

(iv) If a Partner's interest in the Partnership is repurchased by the Partnership through a 
distribution in complete liquidation of the interest, except as provided in Section 3.1(a) the Capital Accounts of the 
remaining Partners shall be adjusted only to the extent required by Treasury Regulation § 1.704-1(b)(2)(iv)(m). 

 
3.2 Adjustments to Book Value and Capital Accounts. When determining the Book Value of the 

assets of the Partnership and the appropriate balance in each Partner's Capital Account resulting from any 
adjustments to Book Value in accordance with the provisions of Treasury Regulation § 1.704-1(b)(2)(iv), the 
following accounting rules shall apply: 

(a) Contributed Property. The initial Book Value of any asset contributed by a Partner to the 
Partnership shall be its Gross Fair Market Value on the date of contribution. 

(b) Timing of Adjustments. The Book Values of all Partnership assets shall be adjusted to equal their 
respective Gross Fair Market Values, as of the following times: 

(i)  the acquisition of an interest (including an additional interest) in the Partnership 
by any new or existing Partner in exchange for more than a de minimis capital contribution to the Partnership; 

(ii) the distribution by the Partnership to a Partner or withdrawing Partner of more than a 
de minimis (as determined by the Managing General Partner) amount of money or other property as consideration for 
its interest in the Partnership: and 

(iii) the liquidation of the Partnership. 

(c) Book Value Adjustments. The Book Value of Partnership assets shall not be increased or 
decreased to reflect any adjustments to the adjusted tax basis of the assets pursuant to Code § 734(b) or 
Code § 743(b), except to the extent that the adjustments are taken into account in determining and 
maintaining capital accounts pursuant to Treasury Regulation § 1.704(b)(2)(iv)(m); provided, however, that, 
Book Value shall not be adjusted pursuant to this Section 3.2(c) to the extent that the adjustment was 
previously reflected in the Book Value of the Partnership's assets. 

(d) Reductions for Depreciation. If the Book Value of an asset has been determined or adjusted 
pursuant to the foregoing provision of this Section 3.2, the Book Value shall thereafter be reduced by the 
Depreciation taken into account with respect to the asset for purposes of computing the Net Profits and the 
Net Losses of the Partnership under Article VI. 

ARTICLE IV τ MANAGEMENT OF THE PARTNERSHIP 4.1 

Management and Control by the Managing General Partner. 

(a) Rights and Powers. The Managing General Partner shall have complete and exclusive 
authority and power to manage, administer and operate the business and affairs of the Partnership, to do or 
cause to be done any and all acts deemed necessary or appropriate in connection therewith and generally to 
possess and exercise any and all of the rights, powers and privileges of a general partner under the laws of 
the State of West Virginia. Without limiting the generality of the foregoing, the Managing General Partner 
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shall have the exclusive right and power, in the name and on behalf of the Partnership, and without the 
concurrence or consent of the Unitholders except as expressly provided in Section 5.4, to do or cause to be 
done any and all of the following acts in furtherance of the Partnership's purposes, subject only to the 
limitations set forth in Section 4.1(c): 

(i) execute the Program Agreement in the name and on behalf of the Partnership and 
to cause the Partnership to perform its obligations thereunder. including contribution of the Capital 
Contributions of the Partners under Section 2.3 to the Program at each Closing of the Private Placement, and 
enter into any amendments to this Agreement and the other Program Agreements to the extent deemed 
necessary or desirable to protect or further the best interests and purposes of the Partnership or conform the 
provisions thereof to any changes in applicable laws: 

(ii) exercise the rights and fulfill the obligations of the Partnership in the Partnership 
Position as a working interest owner of the Program Wells under the Drilling and Operating Agreement; 

(iii) expend the Partnership's capital and profits in furtherance of the business of the 
Partnership; 

(iv) make and to enter into such agreements and contracts with such parties and to give 
such receipts, releases and discharges with respect to any and all of the foregoing and any matters incident thereto as 
the Managing General Partner may deem advisable or appropriate; 

(v) place any Partnership funds, pending their use for other Partnership purposes, in 
demand or time deposits with one or more commercial banks, short-term government obligations, commercial paper 
and other similar investments; 

(vi) abandon or otherwise dispose of the Partnership Position in any leasehold interest or 
other property interests of the Program upon such terms and consideration as the Managing General Partner may 
determine; 

(vii) sell, hypothecate, dispose, trade or exchange or quitclaim, surrender, release or 
abandon the Partnership Position in property or interests of the Program on behalf of the Partnership; 

(viii) establish any reserves the Managing General Partner deems appropriate for the 
purposes of the Partnership, including future costs of plugging and abandoning Program Wells, and withhold 
distributions of cash flow in order to fund the reserves, in the amounts and at the times the Managing General 
Partner, in its sole discretion, deems to be in the best interest of the Partnership; 

(ix) subject to a maximum amount of 25% of the capital raised from the Program, borrow 
monies for the business of the Partnership in the form of nonrecourse borrowings or otherwise from time to time, to 
enable the Partnership to meet its obligations to the Program or for other Partnership purposes, to draw, make, 
execute and issue promissory notes and other negotiable or non-negotiable instruments and evidences of 
indebtedness, and to secure the payment of the sums so borrowed and to mortgage, pledge or assign in trust all or 
any part of the Partnership's assets, including its interest in Program production and proceeds of production, or to 
assign any monies owing or to be owing to the Partnership, and to engage in any other means of financing customary 
in the oil and gas industry; provided, that, any creditor who makes a nonrecourse loan to the Partnership shall not 
have, or acquire at any time as a result of making the loan, any direct or indirect interest in the profits, capital or 
property of the Partnership other than as a creditor; 

(x) employ, on behalf of the Partnership, agents, employees, accountants, lawyers, 
engineers, clerical help and such other assistance and services as the Managing General Partner may deem 
proper, including employing the Managing General Partner or its Affiliates, and to pay such remuneration for 
those services as the Managing General Partner may deem reasonable and appropriate; 

(xi) purchase, lease, rent or otherwise acquire or obtain the use of machinery, equipment, 
tools, materials and all other kinds and types of personal property that may in any way be deemed necessary, 
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convenient or advisable in connection with carrying on the business of the Partnership, and to incur expenses for 
travel, telephone, telegraph, insurance and for such other things, whether similar or dissimilar, as may be deemed 
necessary or appropriate for carrying on and performing the business of the Partnership; 

(xii) sue and be sued, complain and defend in the name of and on behalf of the 
Partnership; 

(xiii) make such classifications, determinations and allocations on financial reporting and tax 
matters as the Managing General Partner may deem advisable, having due regard for all relevant generally accepted 
accounting principles and applicable provisions of the Code and the Treasury Regulations; 

(xiv) purchase insurance or extend the Managing General Partner's insurance, at the 
Partnership's expense, or to extend the insurance coverage of independent operators, to protect Partnership 
properties and the business of the Partnership against loss, and to protect the Managing General Partner and the 
GP Unitholders against liability to third parties arising out of Partnership activities; and 

(xv) take any and all such other actions and perform such other acts as may be deemed 
appropriate by it to carry out the business and purposes of the Partnership. 

 
(b) Duties. The Managing General Partner shall exercise ordinary and prudent judgment in conducting 

and managing the affairs of the Partnership and shall devote such time to the affairs of the Partnership as may be 
necessary to manage the Partnership effectively, including the following duties in the name and on behalf of the 
Partnership: 

(i) cause to be filed an Amendment to the Certificate of Limited Liability Company as 
required by the West Virginia Act to reflect the admission of Unitholders after each Closing of the Private Placement 
and the conversion of GP Units into LP Units pursuant to Section 5.6; 

(ii) take all actions required for the Partnership to make a timely election to deduct 
IOC on its federal income tax return and, in the event of the transfer of an interest in the Partnership, or in 
the event of any distribution of Partnership property to a Partner. file an election under Code § 754 to cause 
the basis of the Partnerships assets to be adjusted for federal income tax purposes as provided by Code § 
734 and Code § 743 if deemed appropriate in the sole discretion of the Managing General Partner; 

(iii) prepare or cause to be prepared, at the expense of the Partnership; and to file on 
or before the due date (or any extension thereof) all federal. state or local tax returns required to be filed by the 
Partnership, and to timely furnish each Partner all necessary tax reporting information in connection therewith; 

(iv) prepare or cause to be prepared, at the expense of the Partnership, and to timely file all 
certificates, documents or other instruments required by any government agency or authority pertaining to the 
business and operations of the Partnership; 

(v) maintain and preserve during the term of the Partnership and for four years 
thereafter all accounts, books and other relevant Partnership documents; and 

(vi) distribute to the Partners, not less than quarterly, proceeds from the Partnership's 
interest in Program operations that have not been set aside as reserves pursuant to 
Section 4.1(b)(viii). 

(c) Limitations. All transactions between the Partnership or the Program and the Managing 
General Partner or its Affiliates shall be on the terms provided in the Program Agreements or, for 
matters not governed thereby, on terms no less favorable to the Partnership or the Program than the 
terms that could be obtained from an independent third party and shall be fair to the Partnership or 
the Program at the time the transactions are authorized. The Managing General Partner and its 
Affiliates shall not take any action affecting the assets or property of the Partnership or the Program 
that does not benefit the Partnership and the Program as a whole, including (I) the incurring of loans 
and pledging or granting of security interests in Partnership Assets, (ii) the utilization of funds of the 
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Partnership or the Program as compensating balances for the benefit of the Managing General Partner 
or its Affiliates or for any other any purpose other than the payment of operating expenses of the 
Partnership and the conduct of its business in the ordinary course, (iii) the filing of any election for the 
Partnership to be excluded from the provisions of Subchapter K of the Code or (iv) the taking of any 
other action that would result in the Partnership being classified for federal income tax purposes as an 
association taxable as a corporation and not as a partnership. 

 

4.2 Authority to Deal with Third Parties. Any document executed by the Managing General Partner in 
the name and on behalf of the Partnership shall be deemed to be the action of the Partnership. No Person 
dealing with the Partnership shall be required to inquire into the authority of the Managing General Partner 
to take any action or make any undertaking, commitment or decision in the name or on behalf of the 
Partnership. If any Person dealing with the Partnership or the Managing General Partner so requests, the 
Managing General Partner shall be authorized to deliver, and such Person may rely upon, a certificate signed 
by the Managing General Partner confirming (a) the identity of the Managing General Partner or the 
Partnership, (b) the existence or nonexistence of any fact or facts that constitute conditions precedent to acts 
by the Managing General Partner or that are in any other manner germane to the affairs of the Partnership 
and (c) the Persons who are authorized to execute and deliver any instrument or document on behalf of the 
Partnership. 

4.3 Outside Activities. The Managing General Partner and its Affiliates may engage in any business or activity 
similar to or competitive with those of the Partnership, and neither the Partnership nor any Unitholder shall have any 
rights by virtue of this Agreement in any independent business venture of the Managing General Partner or any of its 
Affiliates. No Partner shall be obligated to present any investment or other business opportunity to the Partnership by 
reason of being a Partner, whether or not such investment or business is similar to that of the Partnership; provided 
that, to the extent practicable, all benefits from relationships affecting the Partnership or the Program, the Prior 
Programs and any subsequent drilling partnerships sponsored by the Managing General Partner shall be fairly and 
equitably apportioned according to their respective interests. 

4.4 No Management by Unitholders. None of the Unitholders, in their capacity as such, shall take any part 
in, or at any time interfere in any manner with, the management, conduct or control of the Partnership's business and 
operations or have any right or authority to act for or bind the Partnership in any manner whatsoever. The Managing 
General Partner shall be entitled to pursue on behalf of the Partnership all available remedies to redress any violation 
of the foregoing restriction. Any GP Unitholder who breaches the provisions of Section 4.4 shall be liable to the 
Partnership for liquidated damages in the amount of $10,000, and the Partnership shall have the right to offset those 
damages against amounts otherwise distributable to the GP Unitholder hereunder. The Unitholders hereby consent 
(a) to the exercise by the Managing General Partner of the powers conferred on it by this Agreement and by the other 
Program Agreements and (b) to the limitations on their rights and powers hereunder, subject only to their inspection 
rights under Section 5.3 and voting rights under Section 5.4. 

4.5 Tax Matters Partner. The Managing General Partner shall be the "Tax Matters Partner" of the 
Partnership for the purposes of Code § 6231(a)(7). In the event of any inquiry or controversy with the Service or other 
taxing authority involving the Partnership, the Managing General Partner shall act as the agent of the Partnership to 
resolve the matter and may, on behalf of the Partnership, incur any expenses it deems necessary or advisable in the 
interest of the Partners in connection therewith, including professional fees and court or administrative costs incurred 
in the prosecution thereof or appeals therein. 

4.6 Location and Management Fees. The Unitholders acknowledge that Drilco shall be entitled to Location 
Fees and Management Fees, subject to the terms and conditions of the PPM, payable by the Program at each Closing 
in proportion to the Program Position in Prospects assigned by Drilco at that Closing under the Prospect Assignment. 

4.7 Drilling Cost Reimbursements. The Unitholders acknowledge that Drilco shall be entitled to 
reimbursement by the Program for the Partnership's Proportionate Share of drilling and completion costs for any 
Program Wells drilled in advance of Partnership funding, on an AFE cost-plus 15% basis, without interest, under the 
terms of the Drilling and Operating Agreement. 
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4.8 Expense Reimbursements. The Unitholders acknowledge that Drilco shall be entitled to reimbursement 
by the Partnership of all out-of-pocket expenses incurred for or on behalf of the Partnership, including fees and 
expenses of accountants, petroleum engineers, attorneys and insurance brokers for professional services rendered to 
the Partnership, but excluding any Start-Up Costs. 

4.9 Start-Up Costs, The Partnership shall be responsible for the payment of all Start-Up Costs of the 
Partnership and the Program up to 10%. 

4.10 Right to Resign. Drilco shall not resign as Managing General Partner except in accordance 
with Section 7.1. 

4.11 Exculpation and Indemnification. 
(a) Exculpation of the Managing General Partner. The Managing General Partner and  

its Affiliates shall not be liable or obligated to the Unitholders, the Partnership or the Program for any mistake of fact 
or judgment made by the Managing General Partner in operating the affairs and business of the Partnership or the 
Program, provided the Managing General Partner acted in good faith and in a manner believed to be in, or not 
opposed to, the best interests of the Partnership and the mistake of fact or judgment did not constitute gross 
negligence or willful misconduct. 

(b) Indemnification of Managing General Partner. The Partnership shall indemnify and hold 
harmless the Managing General Partner and any of its Affiliates performing services on behalf of the Partnership 
(collectively, "Indemnified Parties") as follows:  
 
   (i) In any action, suit or proceeding to which an Indemnified Party was or is a party by 
reason of the fact that it was acting as the Managing General Partner or was an Affiliate of the Managing 
General Partner performing services on behalf of the Partnership or the Program involving an alleged cause of 
action arising from the activities of the Indemnified Party under this Agreement, the other Program Agreements 
or otherwise in the management of the affairs of the Partnership or the Program, or which relates to the 
Partnership or the Program, its property, business or affairs, the Partnership shall indemnify the Indemnified 
tŀǊǘȅ ŀƎŀƛƴǎǘ ŜȄǇŜƴǎŜǎΣ ƛƴŎƭǳŘƛƴƎ ŀǘǘƻǊƴŜȅΩǎ ŦŜŜǎΣ ƧǳŘƎƳŜƴǘǎΣ ŦƛƴŜǎ ŀƴŘ ŀƳƻǳƴǘǎ ǇŀƛŘ ƛƴ ǎŜǘǘƭŜƳŜƴǘ ŀŎǘǳŀƭƭȅ ŀƴŘ 
reasonably incurred by the Indemnified Party in connection with the action, suit or proceeding, if the 
Indemnified Party acted in good faith and in a manner believed to be in the best interests of the Partnership 
and if the Indemnified Party's conduct does not constitute gross negligence or willful misconduct. The 
termination of a proceeding by judgment, order, settlement or conviction or upon a plea of nolo contendere, or 
its equivalent, shall not, of itself, create a presumption that an Indemnified Party did not act in good faith and 
in the best interests of the Partnership. 

(ii) Expenses (including legal fees and expenses) incurred in defending any 
proceeding shall be paid by the Partnership in advance of the final disposition of the proceeding if the 
Partnership has received an undertaking by or on behalf of the Indemnified Party to repay the amount, 
with interest at a market rate from the date of the advance, unless it shall ultimately be determined by a 
court of competent jurisdiction or otherwise, that the Indemnified Party is not entitled to be indemnified 
by the Partnership as authorized hereunder. 

(iii) Any indemnification under this Section 4.11, unless ordered by a court, shall be 
made by the Partnership only as authorized in the specific case and only upon a determination by a majority 
vote of a quorum of all directors of the Managing General Partner, that indemnification of an Indemnified 
Party is proper based on the standard of care required hereunder. Any indemnification shall be made only out 
of the assets or insurance coverage of the Partnership. In any claim for indemnification for federal or state 
securities law violations, the party seeking indemnification shall place before the court the position of the 
Securities and Exchange Commission with respect to indemnification for securities law violations.  
  

(iv) The indemnification provided by this Section 4.11 shall be in addition to any other 
rights to which an indemnified Party may be entitled under any agreement or as a matter of law, both as to 
action in the Indemnified Party's capacity as the Managing General Partner or an Affiliate of the Managing 
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General Partner and as to action in another capacity, shall continue as to an Indemnified Party who has ceased 
to serve in that capacity and shall inure to the benefit of the heirs, successors, assigns and administrators of the 
Indemnified Party. 

(v) To the extent commercially reasonable, the Partnership may purchase and maintain 
insurance on behalf of the Managing General Partner and its Affiliates against any liability that may be asserted 
against or expense that may be incurred by that Person in connection with the Partnership's activities, whether 
or not the Partnership has indemnified that Person against liability under the provisions of this Agreement, The 
Partnership shall not bear any additional cost of the insurance attributable to coverage for liabilities for which 
the Partnership would not have the power to indemnify under the provisions of this Agreement. 

(vi) The provisions of this Section 4.11 are for the benefit of Indemnified Parties and shall 
not be deemed to create any rights for the benefit of any other Persons. 

ARTICLE V - RIGHTS OF THE UNITHOLDERS 

5.1 Limited Liability of LP Unitholders. No LP Unitholder (a) shall be required to contribute any 
capital to the Partnership in excess of his, her or its Capital Contribution or (b) shall have any personal liability 
(i) for contribution to any GP Unitholder who is held personally liable for any debt of the Partnership or (ii) for 
satisfaction of any Partnership or Program obligation. 

5.2 Rights of LP Unitholders Under the West Virginia Act. To the extent not otherwise set forth herein and 
except as modified hereby, each LP Unitholder shall have the rights of a limited partner under the West Virginia Act. 

5.3 Inspection Rights of Unitholders. Each Unitholder, upon reasonable prior notice to the Managing 
General Partner, shall have the right to inspect the books, records and accounts of the Partnership at a 
reasonable time.  Any copies may be accompanied by an undertaking to reimburse the Partnership for the cost of 
copying and mailing. 

5.4 Voting Rights of Unitholders. 

(a) Unitholder Majority Voting Rights. Subject to the other provisions of this Section 5.4, the 
Unitholders, by affirmative vote of a Majority in Interest, shall have the right, with the concurrence of the Managing 
General Partner, to: 

(i) approve the sale, exchange, lease or other transfer of all or substantially all of the assets 
of the Partnership or the Program; provided, that, the Partnership shall pay the Managing General Partner a fee equal 
to 5% of the sale proceeds or exchange value of assets sold or exchanged upon the consummation of any transaction 
so authorized; 

(ii) approve the resignation of the Managing General Partner and appointment of a 
successor managing general partner as provided in Section 7.1; and 

(iii) approve an amendment to this Agreement other than amendments referred to in 
Section 5.4(b). 

(b) Unitholder Supermajority Voting Rights. Subject to the other provisions of this Section 5.4, the 
Unitholders, by affirmative vote of an 80% Supermajority in Interest of the Unitholders, shall have the right, without 
the concurrence of the Managing General Partner, to 

(i) remove the Managing General Partner and continue the business of the Partnership with 
a substitute managing general partner as provided in Section 7.2;  

(ii) approve the sale, exchange, lease or other transfer of all or substantially all of the assets 
of the Partnership or the Program in a transaction not covered by Section 5.4(a)(i) or dissolve the Partnership in 
connection with such transaction as provided in Article IX; and 
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(iii) approve any amendment to this Agreement not covered by Section 4.1(b)(i) provided, 
that, the consent of the Managing General Partner shall be required for any amendment to Article VII governing 
transfers of interests in the Partnership, and the consent of all the Partners shall be required for any amendment 
referred to in Section 5.4(c). 

 (c) Restrictions on Unitholder Voting Rights. The exercise of any right of the Unitholders to vote 
upon an action provided for in this Section 5.4 shall be canceled upon the Partnership's receipt of a written opinion 
of its counsel to the effect that either (i) the action in question may not be taken without the concurrence of all 
Partners of the Partnership, (ii) the exercise of that right may result in the loss of the LP Unitholders' limited 
liability or (iii) the exercise of that right will adversely affect the tax status of the Partnership; provided, that, (A) 
the Managing General Partner shall notify the Unitholders promptly after the receipt by the Partnership of an 
opinion to the foregoing effect, and (B) any amendment to this Agreement that would result in the loss of any LP 
Unitholders limited liability or the loss of the Partnership's status as a partnership for federal income tax purposes 
may be approved only by unanimous vote of the Unitholders and the Managing General Partner. 

5.5 Meeting and Written Consent of Partners. Either the Managing General Partner or the Unitholders 
holding not less than a 80 % Majority in Interest of the Units then outstanding may, by written notice to the 
Partners, call for a meeting of the Partners to consider the adoption of an amendment to this Agreement or any 
other action set forth in the notice. The notice shall state the purpose of the meeting and the time, place and date, 
not less than 30 days nor more than 60 days thereafter, at which time the meeting shall be held. Whenever, by any 
provision of the West Virginia Act or this Agreement, the vote of the Partners at a meeting thereof is required or 
permitted to be taken in connection with any matter or action, the meeting may be dispensed with if a consent in 
writing, setting forth the action so taken, shall be signed by the Partners whose affirmative votes would be 
sufficient to determine the outcome of the matter or action at a meeting of the Partners. 

 
5.6 Outside activities. Each Unitholder shall be entitled to and may have business interests and engage 

in business activities in addition to those relating to the Partnership, including business interests and activities 
in direct competition with the Partnership. Neither the Partnership nor any of the Partners shall have any 
rights by virtue of this Agreement in any independent business venture of any other Unitholder. 

5.7 Contribution among GP Unitholders. In the event that a GP Unitholder satisfies any part of a 
judgment entered in any action, suit or proceeding for payment of any liabilities (including tort liabilities), 
debts or obligations of the Partnership or the Program in excess of his Allocable Portion thereof (an "Excess 
Payment"), he shall promptly notify the Managing General Partner, and each other GP Unitholder will be 
responsible for and will contribute his Allocable Portion of the Excess Payment. The Managing General 
Partner shall promptly provide notice to all GP Unitholders with respect to the nature and amount of their 
respective contribution obligations hereunder, and payments thereof shall be made within 30 days thereafter 
in accordance with the instructions set forth in such notice. The provisions of this Section 5.7 are for the 
benefit of the GP Unitholders and shall not be deemed to create any rights for the benefit of any other 
Persons. 

5.8 Conversion of GP Units into LP Units. At the time that all Program Wells have been drilled and 
completed, the Managing General Partner shall take all actions and file all instruments required, in the name 
and on behalf of the GP Unitholders, to convert each GP Unit then outstanding into an LP Unit. The 
conversion shall change the status of each GP Unitholder to the status of a limited partner of the Partnership 
for partnership liability and federal income tax purposes from and after the effective date of conversion but 
shall not change the Proportionate Share of any Unitholder. The Managing General Partner shall additionally 
have the authority to take all actions and file all instruments required, in the name and on behalf of the GP or 
LP Unitholders, to re-convert any LP Unit then outstanding into a GP Unit as circumstances require with 
consent of the subject Unitholder and provided, that, such conversion shall not cause a material adverse 
effect to any other LP or GP Unitholder. 

ARTICLE VI- ALLOCATIONS AND DISTRIBUTIONS 
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6.1 Determination of Net Profits and Net Losses. For purposes of computing the amount of any 
items of income, gain, loss or expense to be reflected in the Capital Accounts (the net thereof hereinafter 
referred to as "Net Profits" or "Net Losses"), the determination, recognition and classification thereof shall 
be the same as their determination, recognition and classification for federal income tax purposes, with the 
following modifications: 

(a) Depreciation. Amortization or Other Cost Recovery. Any item of expense attributable to 
depreciation, amortization or other cost recovery with respect to any asset of the Partnership shall be in 
an amount that bears the same ratio to the Book Value of the asset at the beginning of the applicable 
period as the federal income tax deduction for depreciation, amortization or other cost recovery with 
respect to the asset for the fiscal year or other period bears to the adjusted tax basis of the asset at the 
beginning of the applicable period, provided, that, if the federal income tax deduction attributable to 
depreciation, amortization or other cost recovery for the fiscal year or other period with respect to any 
asset is zero, the item of expense attributable to depreciation, amortization or other cost recovery with 
respect to the asset for the applicable period shall be determined with reference to the Book Value of 
the asset as of the beginning of the applicable period using any reasonable method selected by the 
Managing General Partner. 

(b) Taxable Dispositions, Any item of income, gain, loss or expense attributable to the taxable 
disposition of any property with an adjusted tax basis that is different from the Book Value of the property shall 
be determined as if the adjusted tax basis of the property as of the date of disposition were equal in amount to 
the Book Value of the property. 

(c) Investment Tax Credits. If the Partnership's adjusted tax basis in an item of depreciable 
property is adjusted pursuant to the Code to reflect any investment tax credit available with respect to the 
asset, the amount of the adjustment shall be treated as a Partnership expense and shall be allocated in the 
ratio in which the investment tax credit (or qualified investment in Code § 38 property) that gave rise to the 
basis adjustment is allocated. Any restoration of the adjusted tax basis occurring as the result of any 
recapture of previously allowed investment tax credit with respect to any Partnership property shall be 
treated as Partnership income and shall be allocated in the same ratio in which the investment tax credit (or 
qualified investment in Code § 38 property the disposition of which gave rise to the restoration of adjusted 
tax basis) was allocated. 
 

(d) Nondeductible Expenditures. All expenditures of the Partnership not deductible in computing its 
taxable income and not properly chargeable to any Capital Account and any otherwise nondeductible organizational 
and syndication expenses of the Partnership (as described in Code § 709) shall be treated as Partnership expenses. 

(e) Exempt Revenue. Revenue of the Partnership which is exempt from federal income tax shall be 
included in Net Profits or Net Losses. 

 (f) Guaranteed Payments. Any payments made to a Partner that are treated for federal 
income tax purposes as guaranteed payments pursuant to Code § 707(c) shall be treated as Partnership expenses. 

(g) Book Value Adjustments. In the event the Book Value of any Partnership asset is adjusted 
pursuant to Section 3.2, the amount of the adjustment shall be treated as gain or loss, as appropriate, from a sale of 
the asset. 

(h) Simulated Basis. The Partnership shall establish records of the aggregate adjusted depletable 
basis of all Partners in each oil and gas property (as defined in Code § 614) at the time the property is acquired by the 
Partnership (the ''Simulated Basis"), and the Simulated Basis for each property shall be adjusted from time to time, in 
the same manner as if the Simulated Basis was the Partnership's adjusted basis in the property, to reflect (i) additions 
to basis and (ii) Simulated Depletion as provided in Section 6.1(h)(i), and the Simulated Basis, as adjusted, shall be 
utilized to determine simulated gain or simulated loss, as provided in Section 6.1(h)(ii). 
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(i) The Partnership shall compute a depletion allowance ("Simulated Depletion") for each 
taxable year based on the Simulated Basis, as theretofore adjusted, equal to either the (A) cost depletion or (B) 
percentage depletion at the rate specified in Code § 613A(c)(5) (but otherwise computed without regard to the 
limitations that theoretically could apply to less than all the Partners) attributable to each oil or gas property, 
with the method of depletion, cost or percentage, being determined on a property by property basis in the 
first Partnership's taxable year for which it is relevant for the property, with the treatment being binding for all 
Partnership taxable years during which the oil and gas property is held by the Partnership, and the Simulated 
Depletion allowance with respect to each oil or gas property shall be treated as an expense of the Partnership 
and shall be allocated among the Partners pursuant to Section  6.2, provided, that, in no event shall the 
aggregate Simulated Depletion allowances with respect to an oil or gas property exceed the Partnership's 
Simulated Basis of the property. 

(ii)  The Partnership shall compute gain or loss attributable to the sale or other taxable 
disposition of an oil or gas property by the Partnership based on the difference between the amount realized 
from the disposition and the Simulated Basis of the property, as theretofore adjusted. 

6.2 Allocation of Net Profits and Net Loss from Operations. For purposes of maintaining the Capital Accounts 
of the Partners and determining the rights of the Partners in the assets of the Partnership, the Net Profit or Net Loss for 
each accounting period shall be allocated among the Partners in the order of priority set forth below. Each item of 
income, gain, loss or expense giving rise to the Net Profit or Net Loss shall be allocated among the Partners in the same 
proportion that the Net Profit or Net Loss is allocated. Except as otherwise provided in this Agreement, Net Profits or 
Net Losses shall be allocated among the Partners as follows: 

(a) Allocation of Net Profits. Net Profit for any accounting period shall be allocated among 
the Partners in accordance with their respective Proportionate Shares in effect during the accounting period, 
subject to the special allocation for the Incentive Payment provided under Section 6.11(b).  

(b) Allocation of Net Loss. Net Loss for any accounting period shall be allocated among  
the Partners with positive balances in their respective Capital Accounts in the same amounts and in the same 
proportions as the net positive balances in the respective Capital Accounts of the Partners. Any remaining Net Loss 
shall be allocated among the Partners in accordance with their respective Proportionate Shares in effect during the 
accounting period. 

(c) Allcoation of Tax credits: Any tax credits available to the Partnership and any tax credit 
recaptures for any accounting period shall be allocated among the Partners in accordance with their respective 
Proportionate Shares in effect during the accounting period. 

6.3 Functional Allocations. Notwithstanding anything to the contrary in this Agreement, all IDC 
claimed as expenses by the Partnership shall be allocated in full to the Unitholders, in accordance with their 
Proportionate Shares. Any allocation not permitted under Treasury Regulation § 1.704-1(b) or other 
applicable law shall be reallocated among Partners in compliance therewith. 

6.4 Start Up Costs. All Start-Up Costs of the Partnership shall be a Partnership expense up 
to  10%. 

6.5 Allocations to Comply with Regulations. In order to comply with the provisions of Treasury 
Regulation §§ 1.704-1(b), 1.704-IT and 1.704-2, the following special allocations of income, gain, loss, and 
expense shall be made, notwithstanding the provisions of Section 6.2. 

(a) Deficit Capital Account Allocations. Subject to the other provisions of this Section 6.5, 
in accordance with Treasury Regulation § 1.704-1(b)(2)(ii)(d), no allocation of expenses or losses shall be 
made pursuant to Section 6.2 to the extent that, as of the end of the period to which the allocation 
relates, the allocation would cause or increase a net deficit balance in a Partner's Capital Account. The 
expenses and losses shall instead be allocated to any other Partner not subject to this limitation. For 
purposes of this Section 6.5(a), each Partner's Capital Account balance shall be determined by: 
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(i) Adding to the Capital Account balance the amount of the Partners share (as determined 
pursuant to Treasury Regulation § 1.704-2) of the Total Minimum Gain of the Partnership as of the end of the period 
for which the determination is being made; and 

(ii) Subtracting from the Capital Account balance (A) adjustments that are reasonably 
expected to be made to the Partner's Capital Account as of the end of the taxable year for depletion allowances, 
loss or distribution of Code § 751 property or otherwise as provided in Treasury Regulation § 1.704-1(b)(2)(d)(5), 
and (B) an amount equal to the excess of any distributions that, as of the end of the period, reasonably are 
expected to be made to the Partner in any future period over the Net Profits reasonably expected to be allocated 
to the Partner during (or prior to) the period for which the distributions are expected to be made. 

(b) Qualified Income Offset Provision. If a Partner unexpectedly receives an adjustment, 
allocation or distribution under this Agreement that causes or increases a net deficit balance in the Partner's 
Capital Account as of the end of the period to which the adjustment, allocation or distribution relates, the 
Partner will be allocated items of income (including gross income) and gain in an amount and manner 
sufficient to eliminate the net deficit balance as quickly as possible. The provisions of Section 6.5(a) shall 
apply for purposes of determining whether any adjustment, allocation or distribution would cause or increase 
a net deficit balance in a Partner's Capital Account. 

(c) Special Allocations of Nonrecourse Deductions. Notwithstanding any provision of 
Section 6.2. Section 6.5(a) and Section 6.5(b), in compliance with Treasury Regulation § 1.704-2, allocations of 
Nonrecourse Deductions shall be made among the Partners in the same manner as Net Losses are allocated 
under Section 6.2.  

(d) Minimum Gain Chargeback. If there is a net decrease in the Minimum Gain of the 
Partnership during any period, as determined pursuant to Treasury Regulation § 1.704-2(f), then each Partner 
shall be allocated items of income and gain in accordance with the provisions of Treasury Regulation § 1.704-
2(g). 

(e) Special Allocations of Partner Nonrecourse Deductions. Notwithstanding any provision of 
Section 6.2, Section 6.5(a) and Section 6.5(b), in compliance with Treasury Regulation § 1.704-2(b), 
allocations of Partner Nonrecourse Deductions shall be made among the Partners in accordance with the 
ratios in which the Partners or their Affiliates share the economic risk of loss with respect to the Partner 
Nonrecourse Liabilities to which the Partner Nonrecourse Deductions are attributable. 

(f) Partner Nonrecourse Liability Minimum Gain Chargeback. If there is a net decrease in the 
Partner Nonrecourse Liability Minimum Gain during any period, as determined pursuant to Treasury Regulation § 
1.704-2(i), then each Partner shall be allocated items of income and gain in accordance with the provisions of Treasury 
Regulation § 1.704-2(i). 

(g) Subsequent Allocations. Any special allocations of items of income, gain, loss or expense made 
pursuant to this Section 6.5 shall be taken into account in computing subsequent allocations of income, gain, loss and 
expense pursuant to Section 6.2 so that the net amount of any item of income, gain, loss and expense allocated to 
each Partner pursuant to Section 6.2 and this Section 6.5 shall, to the extent possible, be equal to the amount of the 
items of income, gain, loss and expense that would have been allocated to the Partner pursuant to Section 6.2 if the 
special allocations of income, gain, loss or expense required by this Section 6.5 had not been made. 

(h) Interpretation of Regulatory Allocations. The provisions of this Section 6.5 are intended to 
comply with the requirements of Treasury Regulation §§ 1.704-1(b), 1.704-1 T and 1.704-2 and shall be interpreted 
consistently therewith. 

6.6 Federal Income Tax Allocations. The allocations of income, gain, loss and expense made pursuant to 
Section 6.2 through Section 6.5 are allocations of book income to be made for accounting purposes to determine 
the respective balances in the Capital Accounts of the Partners and to establish the rights of the Partners 
between themselves in the assets of the Partnership. These allocations may be different from the allocations 
among the Partners of the income, gain, loss, deduction, tax preference, and tax credits of the Partnership for 
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federal income tax purposes. Allocations of income, gain, loss, deduction, tax preference and tax credits of the 
Partnership for federal income tax purposes for each taxable year shall be made among the Partners as follows: 

(a) General Rules for Allocating Income, Loss, Etc. In general, all items of income, gain, loss, 
deduction and tax preference of the Partnership for each taxable year shall be allocated among the Partners for 
federal income tax purposes in the same manner as the book items that give rise to the tax items are allocated 
among the Partners pursuant to Section 6.2 through Section 6.5.  

(b) Special Rules Where Tax Basis Differs From Book Value. If the Partnership's adjusted tax basis 
for federal income tax purposes in any of its property differs from the Book Value of the property at the beginning 
of any taxable year, in determining each Partner's distributive share of the taxable income or loss (or items thereof) 
of the Partnership, each item of income, gain, loss or deduction with respect to the property shall be allocated 
among the Partners in a manner that takes into account the difference between the adjusted tax basis for federal 
income tax purposes of the property and its Book Value, all as of the beginning of the taxable year, as required by 
Code § 704(c) and any applicable Treasury Regulations thereunder or by Treasury Regulation § 1.704-1(b)14)(i). 

6.7 Allocation of Profits, Losses and Tax Credits Upon Transfer of Partnership Interest The items of income, 
gain, loss, expense, deduction, tax preference and tax credit allocable under any provisions of Section 6.2 through 
Section 6.6 to any interest in the Partnership which may have been transferred during any period shall be allocated 
among the Persons who were the holders of the interest during the period in a manner that takes into account the 
varying interests of the Partners in the Partnership during the period, all in accordance with any Treasury Regulations 
promulgated under Code § 706(d).; provided, that, the allocation of gain or loss on the disposition of any property in 
which the Partnership has a direct or indirect interest shall, to the extent not prohibited under those regulations, be 
allocated among the Persons who are Partners in the Partnership on the date the event giving rise to the gain or loss 
occurs in accordance with the provisions of Section 6.2 through Section 6.6. 

6.8 Special Tax Audit Allocations. Notwithstanding anything contained in this Agreement to the contrary, in 
the event that the federal taxable income of the Partnership (or any item thereof) is adjusted as the result of an audit 
by the Service, the Partners' Capital Accounts shall be adjusted in a manner that reflects the adjustments as though 
corresponding book adjustments had been originally reflected in the Net Profits or Net Losses of the Partnership 
determined pursuant to Section 6.1. 

6.9 Interest. If, pursuant to applicable law, a portion of the amounts paid with respect to any Partner's 
Capital Contribution to the Partnership shall be deemed to constitute interest rather than principal for federal 
income tax purposes, the interest income attributable thereto shall be allocated to the Partner who shall have 
made the deemed interest payments, and the amount of the interest income shall be taken into account in 
determining the amount of capital contribution made by the Partner to the Partnership. 

6.10 Income Tax Effect. The Partners acknowledge the income tax consequences of the allocations 
made by this Article VI and hereby agree to be bound by those provisions in reporting their shares of 
Partnership profits and losses for federal income tax purposes. 

6.11 Distribution of Cash. 

(a) General. Except as provided in Section 6.11(b) and Section 6.11(c), all cash of the 
Partnership that is not required to meet the obligations of the Partnership or to maintain any reserves 
established pursuant to Section 4.1 (b)(viii) shall be distributed not less than quarterly to the Partners in 
accordance with their Proportionate Shares. Pending distribution of funds, the Managing General Partner may, 
but shall not be required to, invest the funds for the account of the Partnership in savings accounts, money 
market accounts, prime commercial paper or U.S. government obligations. 

(b) West Virginia Nonresident Income Tax Withholding. In the event that the Partnership is 
required by the West Virginia State Tax Department to remit any amount subject to withholding from a 
nonresident Unitholder, the Partnership will deduct the amount withheld from subsequent distributions that 
would otherwise be paid to the nonresident Unitholder until the amount remitted is recouped by the 
Partnership. Absent the express acknowledgement to the Partnership by the Unitholder that Unitholder is 



107 

 

exempt from withholding taxes in West Virginia, the Partnership will withhold any taxes assessed by the State 
of West Virginia. 

ARTICLE VIIτ TRANSFER OF PARTNERS' INTERESTS 

7.1 Withdrawal or Assignment by the Managing General Partner. Except as provided in this 
Section 7.1, Drilco may at any time resign or withdraw from the Partnership as the Managing General 
Partner, or assign or transfer all or any part of its interest as Managing General Partner. The Managing 
General Partner shall have provided an additional or successor managing general partner.  Nothing 
contained herein shall not restrict or prohibit a collateral assignment or pledge by the Managing General 
Partner of its economic rights as a general partner in the Partnership, including its right to receive 
distributions of cash and properties, or an assignment of its economic rights as a general partner in the 
Program to a Drilco Partnership, as contemplated by the PPM. 

7.2 Removal of the Managing General Partner. 

(a) Without "Cause". At any time, an 80% Majority in Interest of the Unitholders may 
propose that the Managing General Partner be removed, without cause. Within 30 days after receipt of any 
such proposal, the Managing General Partner shall call a meeting of all Unitholders for the purpose of voting 
on the proposal. At the meeting, the Unitholders. upon the affirmative vote of a 80% Supermajority of the 
Unitholders, may remove the Managing General Partner and continue the business of the Partnership and the 
Program with a substitute Managing General Partner of the Partnership and substitute manager of the 
Program, provided, that, the Managing General Partner shall receive, upon and as a condition to its removal, 
in exchange for its interest in the Partnership and the Program, an undivided working interest in the Program 
Wells equal to the Drilco Position therein, including its Drilco Reversionary Interest under the Program Wells 
under the Program Agreement. 

(b) With "Cause" The Managing General Partner may be removed for "cause" by a vote of 
not less than 80% of the Units owned by the Unitholders. For purposes of this Section 7.2(b), the term "cause' 
shall be defined as fraud, willful neglect or reckless misconduct which, in each case, causes material and 
irreparable harm to the Company.  

 

7.3 Put Option. Pursuant to the terms and conditions as more fully set forth in the PPM, each Unitholder 
will have the option to tender a request for Drilco to purchase the Unitholder's interest in the Partnership (the 
"Put Option") at a price per Unit equal to 3 times the sum of the Partnership's distributions per Unit during the 
preceding 12-month period (the "Put Price"), subject to a 20% reduction for any Put Option exercised within six 
months before or after the time Payout is reached under the Program Agreement. The Put Option will be 
exercisable on a "first-come, first-served" basis during the first calendar quarter of each year, beginning three 
years after the date of the initial distribution by the Partnership, exercisable upon written notice to Drilco during 
any Put Period. The Put Option granted to each Unitholder is conditioned upon Drilco's election to fund the Put 
Price for tendered Units. 

7.4 Restrictions on Transfer of Units. Except as otherwise permitted pursuant to the Put Option as set 
forth herein and in the PPM, except as provided in this Article VII, Units of any Unitholder may not be transferred 
in whole or in part. Any transfer or purported transfer of Units not made in accordance with this Article VII shall 
be null and void. and neither the Partnership nor the Managing General Partner shall have any liability for any 
payments or allocations in respect thereof to any Person who may have an interest in that payment or allocation 
by reason of an attempted transfer or otherwise unless the transfer is made in accordance with this Article VII. 
No foreclosure of a Partners interest in the Partnership by a creditor of that Partner shall operate as a 
dissolution of the Partnership or release that Partner from any obligations hereunder, and the Person acquiring 
any interest in the Partnership upon foreclosure shall not thereby become a Partner or have any rights of a 
Partner hereunder, other than the right to receive the Proportionate Share of that Partner in the Partnership 
items under Article VI. 
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7.5 Transfer of Units. Except as otherwise permitted pursuant to the Put Option as set forth herein and 
in the PPM, unless otherwise provided in this Article VII, Units may not be transferred except upon death, by 
operation of law or by a natural person by gift to direct family members or to a trust for the benefit of direct 
family members, provided, that, the transfer or assignment complies with applicable securities laws and does not 
cause the Partnership to be treated as an association or a publicly traded partnership taxable as a corporation for 
federal income tax purposes. Any transfer or assignment by a Unitholder shall not confer upon the transferee or 
assignee any right to become a substituted Unitholder, except as provided in this Article VII, or release the 
assignor Unitholder from his obligations under this Agreement. Subject to those restrictions, the Managing 
General Partner will recognize an assignment of Units as of the last day of the calendar month following receipt of 
notice of the assignment and all required documentation. If requested, the transferee of Units may become a 
substituted Unitholder with the consent of the Managing General Partner. Each Partner hereby consents to the 
execution on its behalf by the Managing General Partner of an amendment hereto and any other instruments 
required for the purpose of admitting a transferee or assignee of any interest in the Partnership as a substituted 
Partner hereunder. 

7.6 Documents Required. No sale or assignment of Units by a Unitholder shall be effective until the assignor 
and assignee execute all certificates and other documents and perform all acts that the Managing General Partner 
may deem appropriate, in its sole and absolute discretion, to preserve the limited liability of LP Unitholders and the 
tax status of the Partnership after the completion of the sale or assignment and to assure compliance with all 
applicable federal and state securities laws. The costs and expenses of the Partnership and the Managing General 
Partner in connection with any assignment shall be borne by the Assignee. 

7.7 Incapacity of Unitholders. If a Unitholder dies, his executor, administrator or trustee or, if he is 
adjudicated incompetent, his committee, guardian or conservator or, if he becomes bankrupt, the trustee or 
receiver of his estate, shall have all the rights of a Unitholder for the purpose of settling or managing his estate and 
such power as the incapacitated Unitholder possessed to assign the Units held by him and to join with an assignee 
in satisfying conditions precedent to the assignee becoming a substituted Unitholder. The incapacity of a 
Unitholder by death, incompetency or bankruptcy shall not dissolve the Partnership. 

 
7.8 Substituted Unitholders. No Unitholder shall have the right to substitute a purchaser, assignee, 

transferee, donee, heir, legatee, or other recipient of Units as a Unitholder in his place. Any such purchaser, 
assignee, transferee, donee, legatee, distributee, or other recipient of Units shall be admitted to the 
Partnership as a substituted Unitholder only with the consent of the Managing General Partner. If given, the 
consent by the Managing General Partner shall be binding and conclusive without the consent of any 
Unitholder and may be evidenced by the execution by the Managing General Partner of a certificate 
evidencing the admission of such Person as a substituted Unitholder. 

ARTICLE VIII τ ACCOUNTING MATTERS 

8.1 Accounting Basis for Tax Reporting Purposes. The books and records and the financial 
statements and reports of the Partnership shall be kept on the accrual basis. 

8.2 Elections. The Managing General Partner may cause the Partnership to make any elections 
required or permitted to be made by the Partnership under the Code and not otherwise expressly 
provided for in this Agreement in the manner that the Managing General Partner believes will be most 
advantageous to the Partners. 

8.3 Bank Accounts. All funds of the Partnership shall be deposited in an account or accounts in the 
name of the Partnership at a bank or other financial institution selected by the Managing General Partner. All 
withdrawals from any such account or accounts shall be made only upon a check or draft signed by the 
Managing General Partner or by such Person or Persons as may be designated from time to time by the 
Managing General Partner. 

ARTICLE IX τ DISSOLUTION AND LIQUIDATION 
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9.1 Dissolution. The Partnership shall be dissolved and shall terminate and wind up its affairs upon the first 
to occur of the following: 

(a) a determination by the Managing General Partner that the Partnership should terminate, and 
the concurrence in that determination by a Majority in Interest of the Unitholders; 

(b) the sale, exchange, forfeiture or other disposition of all or substantially all the properties of 
the Partnership; 

(c) the bankruptcy, insolvency or liquidation of the Managing General Partner, unless a 
Majority In Interest of the Unitholders elect to continue the Partnership; 

(d) 25 years from the start of this program; or 

(e) any event that results in the dissolution of the Partnership under the applicable law, unless 
the Managing General Partner and a Majority in Interest of the Unitholders elect to continue the Partnership. 

9.2 Liquidation. 

(a) Appointment of Liquidator. If the Partnership is dissolved upon the occurrence of any of 
the circumstances described in Section 9.1, no further business shall thereafter be conducted by the Partnership 
except for taking any action deemed necessary by the Managing General Partner for winding up of the affairs of 
the Partnership and distributing its assets to the Partners pursuant to the provisions of this Article IX. Upon the 
Partnership's dissolution, the Managing General Partner shall act as liquidator or, if it is unable to act in that 
capacity, it shall appoint one or more liquidators, any of whom shall have full authority to wind up the affairs of 
the Partnership and to make final distributions as provided herein. 

(b) Steps to Be Taken by Liquidator. Upon the dissolution of the Partnership. the liquidator shall 
take the following steps: 

(i) determine the interest of the Partners in the assets of the Partnership, 
(ii) determine which Partnership assets should be retained or abandoned, and dispose of 
all other Partnership properties and assets at the best cash price obtainable therefore: 
(iii) pay all Partnership debts and liabilities, or otherwise make adequate provision 

therefore; 

(iv) determine the fair market value of any remaining Partnership assets based on estimates 
to be conducted by an independent appraiser, using appropriate appraisal techniques and taking into account the 
nature of the appraised property interests and the recovery of any associated oil and gas reserves by primary, 
secondary and tertiary techniques, to the extent deemed feasible in accordance with industry standards; 

(v) adjust the Capital Account of each Partner, consistent with Section 9.2(b)(vi), to reflect 
the fair market value of the Partner's interest in any unliquidated assets of the Partnership, by crediting or charging 
the Partners Capital Account with the amount that would have been credited or charged to the Partners Capital 
Account if the Partnership's properties and assets to be distributed in kind had been sold at their fair market value 
immediately prior to the distribution; 

(vi) prepare a final statement of accounts showing the status of each Partner's Capital 
Account, as adjusted, and the amount, if any, owed by each Partner to the Partnership; and 

(vii) distribute to each of the Partners the balance, if any, then remaining in its Capital 
Account, as adjusted in accordance with this Section 9.2 provided, that, the distribution may be made in cash or in 
kind as provided in Section 9.2(c), and the proportion of the distribution made in cash to the Partners may vary as 
determined by the liquidator in its sole discretion. 
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(c) Distributions in Kind. In the event the Partnership properties are not adequately divisible to 
effect full repayment of the Capital Account balances of the Partners, then the liquidator shall transfer to the Partners 
all of the cash of the Partnership, and shall convey and assign to the Partners the remaining Partnership assets to be 
held by the Partners as tenants in common, in either case in proportion to the balances in their respective Capital 
Accounts. 

(d) Payment of a Partner's Indebtedness. Notwithstanding the foregoing provisions of this 
Section 9.2, if any Partner shall be indebted to the Partnership, then, until payment of the indebtedness by that 
Partner, the liquidator shall retain the Partner's distributive share of Partnership properties and assets and, after 
applying the cost of operation of the properties and assets during the period of the liquidation against the income 
therefrom, the balance of the income and any cash assets shall be applied in liquidation of the indebtedness of the 
Partner, and if the amount has not been paid or otherwise liquidated in full, the liquidator may sell the remaining 
assets allocable to the Partner at public or private sale at the best price immediately obtainable, as determined in 
the sole judgment of the liquidator. The proceeds of the sale that are necessary to liquidate the Partner's 
indebtedness shall then be so applied, and the balance of the proceeds, if any, shall be distributed to the Partner, 
reduced by the amount of any debit balance in its Capital Account. 

(e) Termination of the Partnership. The liquidator shall otherwise comply with all requirements of 
the West Virginia Act, or other applicable law, pertaining to the winding up of a general partnership. Upon completion 
of the liquidation procedures, the Partnership shall be terminated. 

9.3 Compliance with Regulations. 

(a) Timing. In the event the Partnership is liquidated within the meaning of Treasury Regulation § 
1.704-1(b)(2)(ii)(g), the liquidator shall arrange for distributions to be made to the Partners who have positive Capital 
Account balances, in compliance with Treasury Regulation § 1.704-1(b)(2)(ii)(b)(2), before the later of the last day of 
the Partnership's taxable year in which the liquidation occurred or the 90th day following the date of the liquidation. 

(b) Distributions in Trust. In the discretion of the Managing General Partner, distributions 
pursuant to Section 9.3(a) may be made to a trust established for the benefit of the Partners for the purposes of 
liquidating Partnership assets, collecting amounts owed to the Partnership and paying any contingent or unforeseen 
liabilities or obligations of the Partnership or of the Partners, provided, it receives an opinion of counsel to the effect 
that the trust will not be taxed as an association taxable as a corporation. The assets of the trust shall be distributed 
to the Partners from time to time, in the reasonable discretion of the trustee of the trust, in the same proportions as 
the amount distributed to the trust by the Partnership would otherwise have been distributed to the Partners 
pursuant to this Agreement; and a portion or all of the assets may be withheld by the trustee of the trust to 
provide a reasonable reserve for liabilities and expenses. 

9.4 Return of Capital Contributions Solely Out of Partnership Assets. A Partner shall look solely to 
the properties and assets of the Partnership for the return of its Capital Contribution and, if the properties and 
assets of the Partnership remaining after the payment or discharge of the debts and liabilities of the 
Partnership are insufficient, the Unitholder shall have no recourse against the Partnership, Managing General 
Partner, its Affiliates or any other Partner or Person for that purpose. 

9.5 Dissolution Followed by Continuation. In the event that the Partnership shall be dissolved by 
reason of the occurrence of any of the circumstances described in Section 9.1 or for any other reason. if 
the Managing General Partner and a Majority in Interest of the Unitholders shall agree thereto, the 
Partnership shall not terminate or wind up its affairs pursuant to Section 9.2 but shall be modified upon 
the terms mutually agreed to by those Partners and, as so modified, shall continue its business as if the 
dissolution had not occurred. 

ARTICLE X τ MISCELLANEOUS PROVISIONS 

10.1 Notices. Notices, requests; reports or other communications required to be given or made 
hereunder shall be in writing and shall be deemed to be delivered when delivered by hand or when properly 
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addressed and posted by U.S. mail, postage prepaid, return receipt requested, to the Person being given the 
notice at its last known address. Any notice to the Partnership or to the Managing General Partner shall be 
given at the address shown as the Partnership's principal office. 

10.2 Nature of Interest of Partners. The interest of each Partner in the Partnership shall be deemed to be 
personal property. 

10.3 Waiver of Right to Partition. Each Partner waives the benefit of any provisions of law that may 
provide for partition of real or personal property and agrees that it will not resort to any action at law or 
equity to partition any property subject to this Agreement. The foregoing waiver shall survive the termination 
and dissolution of the Partnership. 

10.4 Governing Law, This Agreement shall be construed in accordance with and governed in all respects by 
the laws of the State of West Virginia. 

10.5 Successors in Interest. Each and all of the covenants, agreements, terms and provisions of this 
Agreement shall be binding on and inure to the benefit of the parties hereto and. to the extent permitted by this 
Agreement, their respective successors and assigns. 

10.6 Integration. This Agreement, including the Schedules hereto and the Glossary incorporated 
herein by reference to the PPM, constitutes the entire agreement among the parties pertaining to the subject 
matter hereof and supersedes all prior and contemporaneous agreements and understandings of the parties 
in connection herewith, except that each Unitholder hereby makes, for the benefit of the Partnership and the 
Managing General Partner, each and every representation and warranty of that Unitholder in his Subscription 
Agreement in the form attached as Exhibit I to the PPM, as fully as though set forth herein. 

10.7 Amendments. Any amendment or supplement to this Agreement shall be in writing and shall 
be signed by or on behalf of the Managing General Partner, on its own behalf and as attorney-in-fact for 
the Unitholders. Any amendment to this Agreement shall be effective only if concurred in by the Partners 
whose consent may be specifically required that the particular purpose of such amendment hereunder. 

10.8 Severability, If for any reason any provision of this Agreement is determined to be invalid or contrary to 
any existing or future law, the invalidity shall not impair the operation of or affect those portions of this Agreement 
that are not determined to be invalid. 

10.9 Headings. The headings in this Agreement are inserted for descriptive purposes only and shall not 
control or alter the meaning of any provision hereof. 

10.10 Rights and Remedies Cumulative. The rights and remedies provided under this Agreement are 
cumulative, and the use of any one right or remedy by a Partner shall not preclude or waive its right to use any or all 
other remedies, whether provided for herein, by law or otherwise. 

 

 

[Signature page follows.] 
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WITNESS WHEREOF, the parties hereto have executed and delivered this Agreement as of the day and year 
first above written. 

PARTNERSHIP: 

DRILCO 2017 1H DRILLING PROGRAM 

By: DRILCO OIL & GAS, INC., 
Managing General Partner 

By:___________________________________ 

Hugh D. Dale, President/CEO 

      
MANAGING GENERAL PARTNER: 

By:___________________________________ 

Hugh D. Dale, President/CEO 

INTIAL LIMITED PARTNER: 

      By:___________________________________ 

Hugh D. Dale, President/CEO 
 

UNITHOLDERS: 

By: DRILCO OIL & GAS, INC., 
As Attorney in fact for the unitholders listed on Schedule A     
and Schedule B hereto 

 
By:___________________________________
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SCHEDULE A 

AGREEMENT OF LIMITED PARTNERSHIP  

DRILCO 2017 1H COMPANY, L.L.C. 

Name and Address Unit(s) Owned 
of LP Unitholder by LP Unitholder 
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SCHEDULE B 

AGREEMENT OF LIMITED PARTNERSHIP  

DRILCO 2017 1H COMPANY, L.L.C. 

Name and Address Unit(s) Owned 
of GP Unitholder by GP Unitholder 
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EXHIBIT D 

FORM OF 
ASSIGNMENT OF DRILLING RIGHTS 

DRILCO 2017 1H DRILLING PROGRAM 

* *  

DRILCO 2017 1H COMPANY, L.L.C. 

[Attached] 
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EXHIBIT D  

ASSIGNMENT OF DRILLING RIGHTS 

DRILCO 2017 1H DRILLING PROGRAM 

This ASSIGNMENT OF DRILLING RIGHTS is entered into as of  ___________________________ , 20_ 
by and between DRILCO 2017 1H DRILLING PROGRAM, a West Virginia general partnership (the "Program"). and 
DRILCO OIL & GAS, INC., a West Virginia corporation ("Drilco"), 

RECITALS 

A. Drilco has organized DRILCO 2017 1H COMPANY, L.L.C., a West Virginia limited partnership (the 
"Partnership"), to invest, through the Program, in a portfolio of vertical and horizontal crude oil and natural 
gas development wells ("Program Wells) to be drilled by Drilco on prospects (the "Prospects") located in its 
operating areas spanning 7 counties in West Virginia within the Appalachian Basin (the "Project Areas"). 

B. The Partnership is being capitalized through a private placement (the "Private Placement") of units 
of general and limited partner interests ("Units") on the terms described in Private Placement Memorandum of 
the Partnership dated March 1, 2017 (the "PPM"). 

C. The Program is being capitalized 75% by the Partnership from the sale of Units in the Private 
Placement (the "Partnership Position") and 25% by Drilco (the "Drilco Position") under the terms of a 
partnership agreement of even date herewith between Drilco and the Partnership (the "Program 
Agreement"), providing for proportionate allocation of the Program's working interests in the Program 
Wells (the "Program Position"), subject to (i) reduction for any third-party working interests 
("Participating Interests") acquired upon exercise of participation rights under oil and gas leases or farm-
outs for portions of the Project Areas ("Third-Party Rights"), (ii) adjustments pursuant to True-Up Account 
maintained under this Assignment of Drilling Rights (the "Agreement") and (iii) reallocation upon vesting 
of Drilco's reversionary interest under the terms of the Program Agreement (the "Drilco Reversionary 
Interest"). 

D. The Program has engaged Drilco to drill and operate the Program Wells under the terms of a 
drilling and operating agreement of even date herewith (the "Drilling and Operating Agreement"), 
providing for Drilco to use its best efforts to drill and complete all of the Program Wells and install 
production lines from the wellhead to its existing gathering systems for the Project Areas based on the 
drilling schedule and projected drilling and completion costs ("AFE") to be specified therein. 

E. The PPM provides for the Program to pay Drilco, pursuant to COPAS accounting guidelines, a 
location fee (the "Location Fee") and management fee (the "Management Fee") for the Program Position 
in each Prospect assigned under this Agreement and to participate in developing the Prospects on a 
cost-plus 15% basis, entitling Drilco to payments from the Program under the Drilling and Operating 
Agreement in an amount equal to 115% of the AFEs for the Program Position in the Program Wells, to be 
shared in proportion to the Drilco Position and the Partnership Position in the underlying Prospects (the 
"AFE Cost-Plus Obligation"). 
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F. The parties desire to enter into Agreement to memorialize their arrangements for Drilco's 
assignment of its development rights for the Program Position in the Prospects (the "Program Interests"), 
which shall be limited to the well bore assignments for the wells drilled and penetrated with drill bit into the 
following formations: Mississippian sand and Big Injun/Berea sandstones and the Devonian Shale formations for 
the vertical and horizontal Program Wells. 

Accordingly, in consideration of their mutual promises and intending to be legally bound, the parties hereby 
agree as follows: 

AGREEMENT 

1. Construction and Definitions. 

(a) Definitions. As used in this Agreement, (i) capitalized terms defined in the Recitals have the 
meanings ascribed to them therein, (ii) the definitions of capitalized words and certain industry terms in the 
Glossary included as Exhibit A to the PPM are incorporated by reference herein and (iii) the following terms have 
the respective meanings set forth below: 

"Affiliate" means any Person directly or indirectly controlling or controlled by or under direct or 
indirect common control with a specified Person, and "control" when used with respect to any specified Person 
means the power to direct the management and policies of that Person, directly or indirectly, whether through 
the ownership of voting securities, by contract or otherwise. 

"Agreement" means this Agreement, as amended or supplemented from time to time.  

"COPAS" means the Council of Petroleum Accountants Societies. 

"Location Fee" and "Management Fee" have the general meanings set forth in Recital E and shall be payable 
to Drilco by the Program in accordance with Section 3. 

"P&A Account" has the meaning set forth in the Program Agreement. 

"Payout" means the point when each Unit holder has received cumulative distributions from the Partnership 
aggregating 110% of the respective Unit subscription price. 

"Person" means an individual, any form of business enterprise, including a corporation, Limited 
Liability Company, partnership or limited partnership, and any other juridical entity or its representative, 
including a trust, estate, custodian, administrator, personal representative, nominee or any other entity 
acting on its own behalf or in a representative capacity. 

The term "working interest" means an interest in an oil and gas leasehold or well entitling the holder 
to receive a specified percentage of the sale proceeds from oil or gas produced from the leasehold or well and 
obligating the holder to bear a specified percentage of the costs of development, operation and production, 
including the operating costs and expenses attributable to the underlying royalty and overriding royalty 
interests. 

(b) Construction. Whenever the context requires, the gender of all words used in this 
Agreement includes the masculine, feminine and neuter. Unless otherwise expressly provided herein, all 
references to Recitals, Articles, Sections and Schedules refer to recitals, articles and sections of this 
Agreement and schedules to this Agreement. 
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2. Assignments of Production Rights. 

(a) Initial Assignment Drilco hereby assigns and conveys to the Program, on the terms and 
following conditions of this Agreement, all of its Mississippian sandstone, Big Injun/Berea sandstones, and the 
Devonian Shale Rights penetrated by drill bit and well bore assignment only into the Program Position in the 
specific Prospects identified in Schedule AΦ  ¢Ƙƛǎ ǊŜǇǊŜǎŜƴǘǎ 5ǊƛƭŎƻΩǎ ǊƛƎƘǘ ǘƻ ǇŀǊǘƛŎipate as a working interest 
owner of the Program Wells drilled thereon, at the working interest percentages attributable to the Program 
Position in the specified Prospects, and the Program hereby assumes the obligations of Drilco as a working 
interest owner of the Program Position in those Program Wells under the Drilling and Operating Agreement. 

(b) Supplemental Assignments. At each additional Closing of this Private Placement after the 
date hereof, Drilco shall contemporaneously assign and convey to the Program, on the terms and conditions 
of this Agreement, all its Mississippian sand and Big Injun/Berea sandstones and the Devonian Shale Rights 
penetrated by the drill bit and is a well bore only assignment into the Program Position in the Prospects to be 
identified by supplement to Schedule A, representing the right to participate as a working interest owner of 
the Program Wells drilled thereon, at the working interest percentages attributable to the Program Position 
in the specified Prospects, and the Program hereby assumes the obligations of Drilco as a working interest 
owner of the Program Position in those Program Wells under the Drilling and Operating Agreement. 

(c) Formation Specific Assignments. The Program Interests acquired hereunder are limited 
to the well bore assignment only for the Devonian Shale Rights and shallow oil bearing sands in the 
Prospects penetrated by the well bore. The formation specific nature of the Program Interests will result 
in Drilco's retention of drilling rights to any pay zones below the Devonian Shale section and/or 
penetrated by the drill bit for each Prospect on which a vertical and horizontal Program Well is drilled for 
the Program. 

 
(d) Prospect Selection. Drilco shall have broad discretion on the selection of the Prospect 

locations within the Project Areas, the allocation of Prospects among Project Areas and the timing of their 
selection and development, based on updated review of the latest geological and geophysical data from its 
recent drilling initiatives in or near the Project Areas and other criteria and variables that may include timely 
approval of permits by state agencies, location denials from conflicting coal mining activity and logistical 
considerations for meeting Drilco's drilling commitments under oil and gas leases or farm-outs covering 
portions of the Project Areas. Drilco shall also have broad discretion in determining the mix of vertical and horizontal 
Program Wells for the Program. Drilco at its sole discretion may enter into a joint venture outside of the project area 
to drill developmental vertical and horizontal oil and gas wells. 

(e) Participating Interests. The owners of any Participating Interests in Program Wells will be entitled 
to all the right, title and interest attributable thereto under the oil and gas leases or farm-outs creating the Third-Party 
Rights, subject to their proportionate share of all drilling and completion costs and operating expenses for those 
Program Wells. 

(f) Royalty Interests. The Prospects are subject to the terms and conditions of the Drilling and 
Operating Agreement and the oil and gas leases or farm-outs covering the Project Areas, including all mineral, royalty 
and overriding royalty interests provided therein. 

(g) Drilco Reversionary Interest. The Partnership Position and the Drilco Position in the Program Wells 
are subject to reallocation upon vesting of the Drilco Reversionary Interest under the terms of the Program 
Agreement, 

3. Location and Management Fees. Consistent with industry practice and COPAS accounting 
guidelines, Drilco shall be entitled to the payment of (a) Location Fees from the Program for the Program 
Interests in the Prospects at the rate of $80,000 per Program Well site location (b) Management Fees from 
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the Program at the rate of $40,000 per gross Program Well. The Location Fees and Management Fees shall 
each be reduced in proportion to any Participating Interests in Program Wells being drilled on the 
Prospects and shall be payable contemporaneously with the assignment of the Program Position in the 
Prospects hereunder. 

4. True-Up Account. Drilco will maintain an account hereunder (the "True-Up Account"), 
reflecting a credit for the Partnership's Proportionate Share of any AFEs for Program Wells in excess of 
their actual drilling and completion costs and a debit for its Proportionate Share of any drilling and 
completion costs for Program Wells in excess of their AFEs on a cost-plus basis. Any net deficit balance in 
the True-Up Account for all Program Wells will be borne by Drilco and applied to proportionately increase 
the Drilco Position in the last Program Wells, determined by completion dates. If the deficit exceeds the 
Partnership's Proportionate Share of the average AFE cost-plus obligation per Program Well, the Program 
will reassign to Drilco all of the Program Interest in the last Program Well, determined by completion date, 
and the Program shall relinquish all right, title and interest therein. Any net surplus in the True-Up Account 
for all Program Wells will be applied to proportionately increase the Partnership Position in the last 
Program Wells. If the net surplus exceeds the AFE cost-plus rate for one horizontal well under the Drilling 
and Operating Agreement, Drilco will assign one or more additional Prospects to the Program on the same 
terms and conditions as the assignments of Prospects under Section 2 and will drill an additional Program 
Well(s) for the Program on a Prospect or new Prospect in accordance with the Drilling and Operating 
Agreement by application of the surplus funds in the True-Up Account. 

5. Miscellaneous Provisions. 

(a) Notices. Any notice given under this Agreement shall be made in writing and shall be 
deemed to have been duly given or made if delivered personally, mailed with postage 
prepaid by registered or certified mail or sent by courier or facsimile to a party at its address 
set forth or provided below. Any notice so sent shall be deemed to have been given or 
delivered (a) at the time that it is personally delivered, (b) within two business days after the 
date deposited in the United States mail or one business day after deposit with an overnight 
courier if sent by mail or courier and (c) when receipt is acknowledged, if sent by facsimile. A 
party may change its address by giving notice in writing, stating its new address, to the other 
party. 
 

If to Drilco: 
  

Drilco Oil & Gas, Inc.  
P.O. Box 385 
Grantsville, West Virginia, 26147 
Fax: (304) 354-6809 

If to the Program: 

Drilco 2017 1H Drilling Program 
c/o Drilco Oil & Gas, Inc. 
P.O. Box 385 
Grantsville, West Virginia, 26147 
Fax: (304) 354-6809 

 

(b) Governing Law. This Agreement shall be construed in accordance with and governed in all 
respects by the laws of the State of West Virginia. 
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(c) Successors in Interest. Each and all of the covenants, agreements, terms and provisions of 
this Agreement shall be binding on and inure to the benefit of the parties hereto and, to the extent 
permitted by this Agreement, their respective successors and assigns. 

(d) Integration. This Agreement, including the Schedule and the Glossary incorporated herein by 
reference to the PPM, constitutes the entire agreement between the parties pertaining to the subject matter hereof 
and supersedes all prior and contemporaneous agreements and understandings of the parties in connection herewith. 

(e) Amendments. Any amendment or supplement to this Agreement shall be in writing and shall 
be signed by or on behalf of each of the parties. 

(f) Headings. The headings in this Agreement are inserted for descriptive purposes only and 
shall not control or alter the meaning of any provision hereof, 

[Signature page follows.] 
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IN WITNESS WHEREOF, the parties hereto have executed and delivered this Agreement as of 
the day and year first above written. 

DRILCO 2017 1H DRILLING PROGRAM 

By: DRILCO OIL & GAS, INC., Managing General 
Partner 

By:___________________________________ 

Hugh D. Dale, President/CEO 

      DRILCO OIL & GAS, INC. 

      By:___________________________________ 

                                                                                                             Hugh D. Dale, President/CEO 
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SCHEDULE A 

WELLBORE ASSIGNMENT OF DRILLING RIGHTS 

DESCRIPTION OF PROSPECTS: 

 
 
(To be completed (and updated) by managing General Partner upon selection of Drilling Locations)
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WELL BORE ASSIGNMENT  
AND ASSOCIATED OIL AND GAS INTERESTS 

State of West Virginia     Record and Return to:  
Drilco 2017 1H Drilling Program LLC 

County of _____________________    Drilco Oil & Gas, Inc.  

P.O. Box 385 
Grantsville, West Virginia, 26147 

KNOW ALL MEN BY THESE PRESENTS THAT, WHEREAS, the undersigned, Drilco Oil & Gas, Inc., a West Virginia 

corporation, whose chief executive offices are located at 2021 Calhoun Hwy, Grantsville, West Virginia 26147, hereinafter refeed to as 

άAssignorέΣ ŦƻǊ ŀƴŘ ƛƴ ŎƻƴǎƛŘŜǊŀǘƛƻƴ ƻŦ ¢Ŝƴ 5ƻƭƭŀǊǎ όϷмлΦллύ ƛƴ ƘŀƴŘ ǇŀƛŘ ŀƴŘ ƻǘƘŜǊ ƎƻƻŘ ŀƴŘ ǾŀƭǳŀōƭŜ ŎƻƴǎƛŘŜǊŀǘƛƻƴΣ ǘƘŜ ǊŜŎŜƛǇǘ ŀƴŘ 

sufficiency of which is hereby acknowledged, does hereby grant, convey, sell, assign, transfer and set over unto Drilco 2017 1H Drilling 

Program LLC, a West Virginia limited liability corporation, with its offices located at 2021 Calhoun Hwy, Grantsville, West  Virginia 

нсмптΣ όάAssigneeέύΣ ǘƘŜ tǊƻǇŜǊǘȅ ŀǎ ŘŜŦƛƴŜŘ ōŜƭƻǿΣ ŀǎ ǘƘŜ tǊƻǇŜǊǘȅ ŎƻǾŜǊǎ ŀƴŘ ǇŜǊǘŀƛƴǎ ŘƛǊŜŎǘƭȅ ǘƻ ǘƘŜ ²9[[.hw9Σ !{ DEFINED 

BELOW, AND LAID OUT IN DRILCO 1H DRILLING PROGRAM 2017, EXHIBIT D, ONLY OF THE [INSERT WELL NAME] _____________________ 

ψψψψψψψψψψψψψψψψψψψψψψψψ²Ŝƭƭ όǘƘŜ άWellέύŦǊƻƳ ŀ ǎǳǊŦŀŎŜ ƭƻŎŀǘƛƻƴ ƻƴ [INSERT SURFACE LOCATION] ______________________________ 

_________________________________________ leased to Assignor by [INSERT MINERAL NAME] _________________________________ 

ψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψψ ǳƴŘŜǊ ǘƘŜ ƭŜŀǎŜόǎύ ŘŜǎŎǊƛōŜŘ ōŜƭƻǿ όŎƻƭƭŜŎǘƛǾŜƭȅΣ ǘƘŜ άLease(s)έύΣ ŀƴŘ ŀƭƭ ǇǊƻŘǳŎǘƛƻƴ 

of oil, gas, and other minerals from the Wellbore, penetrated by the drill bit for this program, EXCEPTING AND RESERVING unto 

!ǎǎƛƎƴƻǊ ŀƭƭ ƻŦ !ǎǎƛƎƴƻǊΩǎ ǊƛƎƘǘΣ ǘƛǘƭŜΣ ŀƴŘ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ǇǊƻǇŜǊǘȅ ƻǘƘŜǊǿƛǎŜ ǊŜƭŀǘƛƴƎ ǘƻ ƻǊ ƛƴ ŀƴȅ ƳŀƴƴŜǊ ǇŜǊǘŀƛƴƛƴƎ ǘƻ ǘƘe lands which 

are the subject of the oil and gas Leases. 

 ¢ƘŜ ǘŜǊƳ άPropertyέ ƳŜŀƴǎ ŀƭƭ ǊƛƎƘǘǎΣ ǘƛǘƭŜΣ ŀƴŘ ƻƛƭ ŀƴŘ Ǝŀǎ ƭŜŀǎŜƘƻƭŘǎ ŀƴŘ ƛƴǘŜǊŜǎǘǎ ƛƴ ŀƴŘ ǘƻΥ όŀύ ǘƘŜ ǿŜƭƭōƻǊŜ ƻŦ ǘƘŜ ǿŜƭƭ 

from the surface to its actual depth, provided that, such total depth shall not be deeper than 6,000 feet from the surface (the 

άWellboreέύΤ  ŀƴŘ όōύ ǘƘŜ ŜȄŎƭǳǎƛǾŜ ǊƛƎƘǘ ǘƻ ǇŜƴŜǘǊŀǘŜ ƛƴǘƻ ǘƘŜ ǎǳōǎǳǊŦŀŎŜ ǿƛǘƘ ǘƘŜ ǿŜƭƭōƻǊŜ ƛƴ ǎŜŀǊŎƘ ƻŦ ƻƛƭΣ ƴŀǘǳǊŀƭ ƎŀǎΣ ŀƴŘ ƻǘƘŜǊ 

petroleum hydrocarbons; (c) all of the oil, gas, and/or minerals produced from the well so long as its total depth is no deeper than 

6,000 feet from the surface including with limitation presently existing oil, and casinghead gas, natural gas and /or other 

hydrocarbons in the wellbore; TO HAVE AND TO HOLD the same unto  the same terms and provisions contained in said leases, 

contracts and assignments relating thereto and to all laws, rules, and regulations of all governmental bodies and agencies having 

jurisdiction thereof, all of which Assignees herby assume insofar as same are applicable to the interest herby assigned, The term 

άLeases(s)έ ƳŜŀƴǎ ώLb{9w¢ [9D![ 59{/wLt¢Lhb hC [9!{9Σ Lb/[¦5LbD w9/hw5LbD LbChwa!¢LhbϐΦ 

 This Assignment is being entered into and pursuant to and is subject to the terms, conditions, and reservations set forth in 

that certain DRILCO 1H DRILLING PROGRAM 2017 by and between Assignor and Assignee dated as of [INSERT AGREEMENT 

DATE]____________________________.  This Assignment is made without warranty of title.  The provisions hereof shall be construed 

as covenants running with the respective Leases and rights assigned hereunder, and shall be binding upon the respective successors 

and assigns of Assignor and Assignee. 

 IN WITNESS WHEREOF, this Assignment is executed this __________________ day of  ____________________, 2017. 

ASSIGNOR:      ASSIGNEE: 
DRILCO 2017 1H DRILLING PROGRAM LLC.,    Address:      
 DRILCO OIL & GAS, INC    _______________________________________________ 
 Federal ID #: 47-2391454                                 

By: ______________________________   _______________________________________________ 
 Hugh D. Dale President/CEO                    
Physical Address:      _______________________________________________ 
 2021 Calhoun Hwy           
 Grantsville West Virginia 26147   _______________________________________________  
Mailing Address:        

 P.O. Box 385     Federal ID/SSN: ________________________________________ 

Grantsville, West Virginia, 26147    

        By: ______________________________________ 

 
Name (please print) _________________________________ 
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EXHIBIT F 

REGIONAL GEOLOGY REPORT  

DRILCO 2017 1H DRILLING PROGRAM 

[Attached] 
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EXHIBIT F 

G E O L O G Y  R E P O R T 

DRILCO 2017 1H DRILLING PROGRAM 

R i t c h i e  a n d  G i l m e r  C o u n t i e s ,  West Virginia 

Introduction 

The Project Areas span parts of Ritchie and Gilmer Counties, West Virginia. This region falls within 
the northcentral portion of the Appalachian Basin, which is well known for low risk, long-life reserves. 
Existing production comes mainly targeting the upper Mississippian Section and Devonian Shale horizons 
Several vertical and horizontal Program Wells, which can be completed in multiple zones without the risk of 
fluid migration, are targeting the shallower Big Injun, Mississippian, Berea sand, Devonian Shale and 
Marcellus. 

Production History 
Both oil and natural gas were discovered in western Virginia by the first explorers in the mid-1700s George 

Washington acquired 250 acres in what is now West Virginia because it contained an oil and gas spring. This was in 
1771, making the father of our country the first industry speculator. 
 
A thriving commercial oil industry was in process as early as 1819 with the first major wells drilled at Petroleum, outside 
Parkersburg, early in 1859; and Burning Springs a year later in 1860. Natural gas was moved in wooden pipes from wells 
to be used as a manufacturing heat source by the Kanawha salt manufacturers as early as 1831.  
 
These events truly mark the beginnings of the oil and gas industry in the United States.  

Structure 
 

Structurally, the Ritchie County area lies within the outer plateau province of the Appalachian basin.  This is an 
area of gentle, broad, low-relief folds.  Structural maps of Cardwell show these folds in neighboring counties to have 
amplitudes of, generally, 400 feet or less, and wavelengths of 4 to 12 miles at the Greenbrier level.  Structural maps of 
Haught show much less structure in the study area, with the exception of the prominent Burning Springs Anticline, 
which bisects the area from north to south. 

 
The Big Injun of drillers in this area actually refers to both the basal Greenbrier zone mentioned above, and sands 
present at the top of the Pocono Group.  The Pocono portion of the Big Injun is truncated in much of the area by the 
unconformity on top of the Lower Mississippian.  
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