BURLINGTON
RESOURCES

SAN JUAN DIVISION

April 29, 1997

BEFORE EXAMINER CATANACH
CERTIFIED MAIL-RETURN RECEIPT OIL CONSERVATION DIVISION

——— . EXHIBIT NO. -__._.7—
To Working Interest Owners
(see attached Exhibit “A™) case no. N EOF + // FoT

RE:  Scott # 24 Well
Pennsylvanian formation
Proposed depth 14,000
ALL Section 9, T3IN-R10W
636.01 acres, more or less
San Juan County, New Mexico

Gentlemen:

Burlington Resources Oil & Gas Company (Burlington) proposed to drill and complete the
captioned well in the Pennsylvanian formation at a legal location in the NW/4 (SE/4 NW/4) of
Section 9, T31N-R10W, with a proposed depth of 14,000’. Attached for your consideration and
approval is one (1) copy of our Well Cost Estimate to drill and complete the subject well for
$2,316,973.00.

The ownership schedule for the subject well is listed on the attached Exhibit “A”.
An Operating Agreement is enclosed for your review and approval.

If you wish to participate in the drilling of the above referenced well, please verify your interest
and return the following within thirty (30) days to the undersigned:

1. One (1) executed copy of this letter

2. One (1) executed copy of the Well Cost Estimate

3. One (1) executed signature page for the Operating Agreement
dated April 1, 1997.

3535 East 30th St., 87402-8801, P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-326-9700, Fax 505-326-9833



Scott #24 Well
April 29, 1997
Page 2

Your prompt attention to this proposal is requested as we plan to begin operations in the near
future. Please advise in writing if you do not wish to participate.

Very truly yours,

/Méfﬁ

ames R. J. Strickler, CPL
Senior Staff Landman
(505) 326-9756

JRS:dg
scott24

The undersigned hereby elects this day of , 1997, to
participate in and pay its proportionate share of the actual well costs for the
drilling and completion of the Scott #24, as correctly shown on Exhibit “A”.

COMPANY/OWNER:

BY:

TITLE:




BURLINGTON RESOURCES

Farmington Region
Post Office Box 4289
Farmington, New Mexico, 87499
(505) 326-8700

AUTHORITY FOR EXPENDITURE

AFE No.: Property Number: Date: 2120097
Lease/Well Name:  Scott #24 OP Number:

Field Prospect: San Juan Basin Penn Operator: Burlington Resources Region: Farmington
Location: Sec.9, T31IN, R10W County: San Juan State: NM
AFE Type: 1 - New Drill Original: __ X Supplement: Addendum: ____ APl Well Type:
Objective Formation:  Pennsvivanian Authorized Total Depth (Feet): 14.000

Project Description: Pennsvivanian test in San Juan Basin - Exploratory well - Arch Rock Prospect

Estimated Start Date: 2rd Qtr 1997

Prepared By: C.E.Lane

Estimated Completion Date: " 2rd Qtr 1997

GROSS WELL DATA
Drilling Workover/ Construction
Dry Hote Suspended Completion Facitity Total
Days: 58 2 12 0 72
This AFE: $1.713.800 $77.100 $407.073 $118.000 $2.316.973
Prior AFE's: 0 $0
TOTAL COSTS: $1.713.800 $77.100 $407.073 $119.000 $2.316,973

JOINT INTEREST OWNERS

Working interest

Company: Percent Dry Hole § Compieted $
Burlington Resources: ~10.311905z S 116.225 538,924
Trust: 0.00% 0 $0
Others m _——_—_§1 2064 514 $2.101.252
AFE TOTAL: 100.00% $1.713.800 $2,316.973

BURLINGTON RESOQURCES APPR

. OVA
Approved: M %W Approved: %\/ m

Title: g o Dy Date:H wiq ¥ Title: Land Maugoer Dafe: 4-/4-97
Approvedt,itﬂw & ,(M / Approveg/////'{/ : //// ] o
Title: e plm 4 " Date: M Title: (7, .5 s sr . yrms s Dt Lo é 2
PARTNER APPROVAL
Company Name: ) Date:

Authorized By: Title:




Well Name:
Location:
AFE Type:
Formation:

Account
Number
249

80
81
82
84
85
36

Meridian Oii Inc.

Compietion Estimate !
Scatt #24 \. Prepared By: ._C_E_L;an_e___& /z
3IN-10W-8ec. 9 Date: 3NNe?
New Dnill - 01 Approved By: —
Pennsvivanian Date: -
Intangible Costs
Tota!
Estimated Days: 15 Estimated
Cost
Location, Roads or Canals $100
Construction and M $5.000
Surface Restoranon $9.000
Move-in. Move-out $6.250
Fees of Contractor - Footage $0
Fees of Contractor - Davwork $59.950
Fire and Safetv Equip. $8.500
Drilling Fluid Svstem - Liquids
Gas and Air Dnlling $25,000
Specialty Fiuids and Chemicals $300
Salt/Brine Water $2.500
Onsite Disposai Sve.
Fresh Water $15.00¢
Bits 5750
Primary Cement & Svc's S0
Remedial Cementing $2.000
Fuel / Electricity $2.250
BOP & Weilhead Rencals(Sarface) $6.000
Drill Work Strine Rentals $1.500
Fishing Tool Rentais 30
Tank Rentais $4.000
Other Rental $3.500
Transportation $2.250
Offsite Disposal Service
Tubular Inspection §1.000
Cased Hole Services $30.000
Production Testing
Swabbing & Coiled Tubine
Stimulag $10.000
Fracturing $50.000
Casing Crews and Lavdown
Gravel PacksSand Conmrol
BOP Testing
Consultants $10.650
Technical Contracy Svc.
Roustabout Labor $3.000
Miscellanepus S450
Communication Systems $500
Packer Rental $2.200
Pumping Charges
Oper. Owned Equip/Faciliti
Env. Comphi A
Env. Compli 1Remediation)
Company Vehicles
Direct Labor
Benefits
Payroil Taxes and Insurance
Company Supervisor
Empioyee Expense
Employee Meals
Total Intangibies $261.850
Tangible Costs
Casing SO
Tubing and Tiebacks $72.223
Packers and Bridee Plugs $25.000
Casing/Liner Equipment
Tubing Equipment $3.000
Wellhead Equipment & Tree Tbg spool, flange, and tree $45.000
Total Tangibles $145.223
Tota) Completion Cost $407.073




Maeridian Oil Inc.
Facilities Estimate

C.E. Lane éB 7/\

Well Name: _Scott #24 Prepared By:

Location: Sec 9. T31N R1OW Date: ___ 317/87

AFE Type:  01-Exploration Approved By:

Formation:  Pennsyivanian Date:

Tangible Costs
Estimated Days: Total
Account Estimated
Number Cost
247
02 Labor-Contract, Roustabout, Consuitants 15,000
03 Company Vehicles 0
08 Location, Roads & Canals 0
12 Overhead g
17 Damages, Property Losses 0
20 Equip. Coating and Insulation 0
26 SWO Filtering 0
27 Separators 9
28 Gas Sweetening 0
29 Pumping Units 0
31 Prime Mover 0
32 Tanks 9.500
33 Metering Equipment 15,000
34 Fiow Line 0
35 Compressors 0
36 Building 0
39 Flowlines, Piping, Valves & Fittings 11,000
43 Safety 0
44 Technical Contract Svc. 0
47 Rentai Compressors & Maintenance g
48 Rental Equipment 0
49 Cathodic Protection 12,000
50 Right Of Way 2,500
51 Minor Pipelines g
53 Surface Pumps 0
54 Electrical Accessories 0
55 Miscellaneous-Facility Expense 0
57 Puiling Unit Costs g
60 Oper. Owned Equip/Facilities 0
62 Env. Compliance-Assessment 0
63 Env. Compliance (Remediation) 0
68 Direct Labor 0
69 Benefits 0
70 Payroll Taxes and Insurance 0
72 Overhead (Contingency 5%) 0
73 Freight/Transportation 0
81 Tubing 9
82 Rods 0
83 Downhole Pumps 0
84 Aiternative Artificial Lift EQuip. 9
86 Convent Artificial Lift Wellhead Equip. g
88 Communication Systems 0
95 Employee Meals 0
96 Gas Dehydrator 54,000
Total Facility Cost 0 119,000



Cost Estimate

#
Kurt A, Shipley

Well Name:  Scott #24 Preparea By:
Location: Section § T-31-N, R-10-W 3} L - s
AFE Type: (02) Exploration pp&m‘\?ba’ V.
Formation: Pennsyivanian Date:
Proposes TD: 14,225 Intermeaiate TD:  3100°, 7425’ Area Team: Penn Cosuft: _ $125.80/#t
Comments: OH Logs 7425 - 12.000": AIT\‘SP-GR. Micro-SP-GR. Dens-Neut-Cal-GR-SP. Dipoie Sonic
OH Logs 12.000' - 14.225: AIT-SP-GR. Micro-SP-GR. Dens-Neut-Cal-GR-SP. Dipole Sonic. Sidewail Cores
Intangible Costs
Total
Ory Hole Suspended Estimated
Account Cost Cost Cost
Number Estimated Days: 58 2 60
248
03 Location Cost 4.9 Acre focation w/ 30" Conductor Pipe. 35,000 0 35.000
05 Move-in. Move-out Move in and move out. 200,000 0 200,000
07 Rig Cost @ $7000/day. 430,000 15,000 445,000
08 Safety Equioment H2S Monitor 10,500 to TD @ $600/day. 19,000 1.300 20.300
10 Drilling Fiuid LSND. Solids Control. Air Drilling. 137,500 0 137,500
16 Fresh/Sait Water. Fiuids 50,000 0 50,000
17 Bits 141.900 0 141,900
18 Cementing HES Cost Estimate. 98.000 17,000 115,000
22 Coring ano Analvsis Sidewail Core Analyvsis. 20,000 0 20,000
23 Fuel Air Package Fuei. 22,500 3.000 25,500
25 Rentals BOP: 10 days @ $500/day. 3-1/2" D.P. + Misc. 18,500 0 18,500
26 Fishing 0 0 0
28 Other Rentals 5,000 0 5,000
28 Transportation 20,000 0 20,000
32 Directionai Services 0 0 0
33 Inspection 7.200 0 7,200 -
34 Logging Services OH Logs. Sidewall Cores. Mud Log. 110,000 0 110,000
36 Production Testing 0 0 0
37 Swabbing.Snubbing,Coiled Tubing 0 0 0
39 Stimulation 0 0 0
43 Consultants 0 0 0
44 Technical Contract Services 0 0 0
45 Roustabout Labor Casing Crews. Welders. 15,000 2.000 17.000
45 Miscellaneous 5.000 0 5.000
49 Packer Rental 0 0 0
53 Environmental Cost 5,000 0 5.000
54 Disposai Cost Trash Baskets. Toilets. 2,000 0 2,000
60 District Tools Company Owned Equipment. 5,000 0 5,000
72 OQverheaa Rig Days @ $141/day. 8,500 300 8,800
Total Intangible Cost $1,355,100 $38,600 $1,393,700
Tangible Costs
8o Casing 80’ 30" Conductor 3,200 315,700 27.500 343,200
S00° 207 23,000
3100 13-3/8” 86,000
7425° 9-5/8" 153,500
4775 7 50,000
28625' 5" 27.500
81 Tubing 0 0 0
84 Casing & Tubing Equipment 13,000 11,000 24,000
g6 Wellheaa Equipment 20"X13-3/8"X9-5/8" (10.000 psi) 30,000 0 30.000
Total Tangible Cost $358,700 $38,500 $397,200
Totat Cost $1,713,800 $77,100 $1,790,900

All Costs inciude tax where applicable.



PLEASE RETURN T0
BURLINGTON LAND-FARMINGTON

RESOURCES

SAN JUAN DIVISION

April 29, 1997

CERTIFIED MAIL-RETURN RECEIPT

To Working Interest Owners
(see attached Exhibit “A”)
RE:  Scott # 24 Well
Pennsylvanian formation
Proposed depth 14,000
ALL Section 9, T3IN-R10W
636.01 acres, more or less
San Juan County, New Mexico
Gentlemen:

Burlington Resources Oil & Gas Company (Burlington) proposed to drill and complete the
captioned well in the Pennsylvanian formation at a legal location in the NW/4 (SE/4 NW/4) of
Section 9, T3IN-R10W, with a proposed depth of 14,000°. Attached for your consideration and
approval is one (1) copy of our Well Cost Estimate to drill and complete the subject weil for
$2,316,973.00.

The ownership schedule for the subject well is listed on the attached Exhibit “A”.
An Operating Agreement is enclosed for your review and approval.

If you wish to participate in the drilling of the above referenced well, please verify your interest
and return the following within thirty (30) days to the undersigned:

1. One (1) executed copy of this letter

2. One (1) executed copy of the Well Cost Estimate

3. One (1) executed signature page for the Operating Agreement
dated April 1, 1997.

3535 East 30th St., 87402-8801, P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-326-3700, Fax 505-326-9833



Scott #24 Well
April 29, 1997
Page 2

Your prompt attention to this proposal is requested as we plan to begin operations in the near
future. Please advise in writing if you do not wish to participate.

Very truly yours,

: /)M

ames R. J. Strickler, CPL
Senior Staff Landman
(505) 326-9756

JRS:dg
scott24

The undersigned hereby elects this day of 1997, to
participate in and pay its proportionate share of the actual well costs for the
drilling and completion of the Scott #24, as correctly shown on Exhibit “A”.

COMPANY/OWNER:

BY:

TITLE:




BURLINGTON RESOURCES
Farmington Region

Post Office Box 4289
Farmington. New Mexico, 87489
(505) 326-9700

AUTHORITY FOR EXPENDITURE

AFE No.: Property Number: Date: 2120197
Lease/Weil Name: Scott #24 OP Number:

Field Prospect: San Juan Basin Penn Operator:  Burlington Resources Region: Farmington
Location: Sec.9, T31N. R1OW County: San Juan State: NM
AFE Type: 1 -New Drill Qriginal: __X__ Supplement: Addendum: _____ APIWell Type:
Objective Formation:  Pennsvivanian Authonzed Total Deoth (Feet): 14.000"

Project Descnption: Pennsvivanian test in San Juan Basin - Exploratory weil - Arch Rock Prospect

Estimated Start Date: 2rd Qtr 1997

Prepared By: C.E.Lane

Estimated Completion Date: ~ 2d Qtr 1997

GROSS WELL DATA
Drilling Workover/ Construction
Dry Hole Suspenaed Comptetion Facility Totat
Days: 58 2 12 0 72
This AFE: $1.713.800 $77.100 $407.073 $119.000 $2.316.973
Prior AFE's: 0 $0
TOTAL COSTS: $1.713.800 $77.100 $407.073 $119.000 $2.316.973

JOINT INTEREST OWNERS

Working interest

Company: Percent Dry Hole $ Comoieted S

Burlington Resources: 10.311905z $ 176,725 S238,924
Trust: 0.00% o 50

Others : 790.689550%. S1,064 514 22,101,252,

AFE TOTAL: 100.00% $1.713.800 52316873

. BURLINGTON RESOURCES APPROVA
Approved: W Z“J Approved: 7;4,[:/ m‘
Title: o Date: ¥ relq 3 Title: Land %7,; Date: 4-/4-97
Approved; 4. w /. Approved.; /n// . %’ ) L

Title: Date: w Title: (7 7 sh ne orrs o DA€ _F L /5
PARTNER APPROVAL

Company Name: : Date:

Authorized By: Title:
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MODEL FORM ORERATING AGREEMENT

OPERATING AGREEMENT
DATED

BURLINGTON RESOURCES OIL & GAS COMPANY

OPERATOR

SECTION 9, TOWNSHIP 31 NORTH, RANGE 10 WEST

CONTRACT AREA

(LOTS 1 THRU 12, N/2 N/2)

COUNTY ORxPARISH OF __SAN JUAN STATE OF _NEW MEXICQ

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE Bl:!lLDlNG.
FORT WORTH, TEXAS, 76102, APPROVED FORM.,
A.AP.L. NO. 610 - 1982 REVISED

cCOTT #2724 WELL
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT
THIS AGREEMENT. eatered into by and be:w&nwg_m—w

“ereinafter designated and
reterrea 10 as *"Operatar . and the stgnatory party or parues otner than Operator. sometmes nerematter reterred to individuaily herein
as “"Necn-Operator . 2nd collecuveiy as **Non-Operators .

WITNESSETH:

WHEREAS. the parnes to this agreement are owners oOf oil and gas leases andior oil and gas interests in the land identified in
Exhibit "A"", and the parties hereto have reached an agreement to expiore and deveiop these ieases and/or oii and gas wnterests for the
producuon of oil and gas to the extenc and as neretnarter provided.

NOW, THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement. the following words and terms shall have the meanings here ascribed to tiem:

A, The term "‘oil and gas"* shall mean o1, gas. casinghead gas. gas condensate. and all other Liquid or gaseous nvdrocarbons
and other marketable substances produced therewith. uniess an intent to limit the inciusiveness of this term 1s specuicaily stated.

B. The terms ‘‘oil and gas lease™. ‘‘lease’” and ‘‘leasehoid’’ shall mean the cil and gas leases covering tracts of land
lving witnin the Contract Area which are owned by the parues 10 this agreement.

C. The term ‘“"oil and gas interests’ shall mean unleased fee and munerai interests in tracts of land lving within the
Contract Area which are owned by parties to this agreement.

D. The term “*Contract Area’” shail mean all of the lands, oil and gas ieasehold interests and oil and gas interests intended to be
deveioped and operated for oil and gas purposes under this agreement. Such lands, ev-end-gac-ieasehold-tieresoand-ruidi-gabriteresis
are described in Exhibit “*A"".

E. The term ‘‘drilling unit"® shall mean the area fixed for the drilling of one well by order or rule of any state or
federai body having authority. if a drilling unit is not fixed by any such rule or order, 2 drilling unit shail be the driiling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Partes.

F. The term ‘‘drillsite’” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms *Drilling Party " and *‘Consenung Party’" shail mean a party who agrees to join in and pay its share of the cost of
iny operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Party'” and ‘*Non-Consenung Party’' shall mean a party who elects not to participate
in 2 proposed operation.

Unless the context otherwise clearly indicates. words used in the singular inciude the plural. the plural inciudes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto. are incorporated in and made a part hereof:
& A. Exhibit “A*’, shall include the following information:
(1) Identfication of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations. or substances,
(3) Percentages or fractional interests of parties 1o this agreement.
) O3 I end i . iy
(5) Addresses of parties for notice purposes.

f

® C. Exhibit *‘C", Accounting Procedure. i

® D. Exhibit **D"", Insurance. A

X E. Exhibit “‘E", Gas Balancing Agreement.

® F. Exhibit “‘F**, Noa-Discrimination and Certification of Non-Segregated Fadilities.

If any provision of any exhibit, except Exhibits *E* and ‘“G™, is inconsistent with any provision conumined in 2he body
of this agreement, the provisions in the body of this agreement shall prevail. =
e A




B U T U VI o

w

AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IIL
INTERESTS OF PARTIES

% . .
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B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all costs and labilities incurred in operations under this agreement shafl be borne and
paid, and all equipment and matenais acquired in operauons on the Contract Area shall be owned. by the parues as their interests are set
forth in Exhibit *'A*". In the same manner, the parues shall also own ail producton of cil and gas irom the Comraa Area suoject to the
payment of rovaities to the extent due. PR NRAE

MANOASCTIOPYT.

Regardiess of which party has contributed the ieasets) andjor oil and gas interesus) hereto on which royaity is due and
pavable. each party enutied to receve 8 share of production of oil 2nd gas trom the Contract Area shall bear and shail pav or detiver. or
cause to be paid or delivered. to the extent of its interest 10 such progucnon. te rovaity amount stipulated hereinabove and shall hold the
other parties iree irom any liability therefsr. No party shall ever e responsiie. however. on 2 price basis nigher than the price received
by such party, to any other party's lessor or royaity owner. and if any such other party’s lessor or royalty owner should demand and

recetve settiement on a higher price basis. the party contributing the affected lease shail bear the additionai rovalty burden atributable to
such higher pnce.

Nothing contaned in this Article [[I.B. shail be deemea an assignment or cross-assignment of interests covered herepy.

C. Ezxcess Rovaities. Overriding Royaities and Other Payments:

Unless cnanged by other provisions. if the interest of any party in any lease covered heredy 1s subiect 1o any rovaity.
overriding royaity, production payment or other burden on production in excess of the amount stipulated in Article II1.B., sucn party so
burdened shall assume and alone bear all such excess obligadons and shall indemniiv and hold the other parties hereto harmiess from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereaiter create an overriding royaity, production payment or other burden payabie out of production
atrributable 10 1ts working interest hereunder. or if such a burden existed prior to this agreement and is not set forth in Exhibit A", or
was not disclosed in writing to ail other parues prior 1o the execution of this agreement by ail parties. or is not a jointly acknowiedged and
accepted obligation of all parnes 1any such interest being hereinaiter referred to as *‘subsequently created interest ' irrespecuve of the

riming of its creation and the party out of whose working interest the subsequentiy created interest is derived being heremaiter merred
to as ‘‘burdened party’’), and:

1. If the burdened parry is required under this agreement to assign or relinquish to any other party. or parties. all or a2 portion
of its working tnterest andior the production attributable thereto, said other party, or parties, shall recerve satg assignment and/or
production free and clear of said subsequenty created inrerest and the burdened party shall indemnufy and save said other party,

or parues, harmiess from any and all claims and demands for payment asserved by owners of the subsequently crezted interest:
and,

2. If the burdened parry fails to pay, when due, its share of expenses chargeabie hereunder, all provisions of Article VILB. shail be
enforceabie 2gainst the subsequentiy created interest in the same manner as they are enforceabie against the working interest of
the burdened parry. ’

ARTICLE IV.
TITLES

A. Tite Examination:

Title examunztion shail be made on the drillsite of any proposed well prior to commencement of drilling operanons or, if
the Drilling Parties so request. title exammarion shall be made on the leases and/or oil and gas interests included, or pianned to be inciud-
ed, in the drilling unit around such weill. The opinion will include the ownersnip of the working interest. minerals. royaity, overriding
royaity and producrion payments under the applicable leases. At the ume a weil is proposed, each party contributing ieases andior oil and
gas interests to the drillsite. or to be inciuded in such drilling unir. shail furnish to Operator all abstracts tinciuding federai iease starus
reportsy, title opumons. ttie papers and curauve material in its possession free of charge. Al such informaaon not in the aone‘-;mn of or
made svailabie 1o Operator by the parties. but necessary for the exanunauon of the tite, shall be obtained by Openmr.ﬂoen;or shail
cause title to be examined by artorneys on its staff or by outsidezttomeys.Copiaoialltidecpinionsshzﬂbemnmbadtca:hpany
herewo. The cost incurred by Operator in this title program shall be borne as follows:
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ARTICLE IV
comtnued
Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid oumside avorneys for title examination
(including preummary. suppiementai, shutn gas royaity opintons and division order title opinons) shall be borne oy the Drilling Parties

in the proportion that the interest of each Drilling Party bears to the totai interest of all Drilling Parries as such interests appear in Ex-

hibit **A™". Operator shall make no charge for services rendered Dy its staxt attorneys or other personnet in the perfrormance of the above
funcions.

Each party shall be responsivie ior securing curauve martter angd opooiing amendmMEnIs Of agreements required in connecton
with leases or oii and gas interests contriouteg by such partv. Jperator snaii be responsioie for tne preparation ana recoraing ot pooling
designaticns or declarations as weii as the conauct of Nearings De1Ore gOvernmental agencies 107 the SECUriNg Of SC2AINE Of POOLNE Orders.”
This shali not prevent any party 1rom appearing on 1ts own penalf at any such neanng.

No weil shall be drilied on the Contract Area unui aiter (1) the utie to the driilsite or drilling unit has been exanuned as above

provided. and (2) the ntie has peen approved by the examining attorney or titie has been accepted by all of the parues who are 10 par-
ticipate 1n the drilling of the weil.

B. Loss of Title:

uon wili not be subject to Articie VIILB.. anu failing ta do so. this agreement. nevertneless. shall contnue in force as to ail r
and gas leases and interests: and. A\
(a) The party whose oil and gas lease or inrerest 1s afiected by the wtle faiiure shall bear aione the enure ioss angit shall aot be
enatied ta recover from Operator or tne otner parnes any deveiopment or operaung costs which it may have tneretofopé paid or incurred.
but there shall be no additionai liabilitv on 1ts part to the other parues nereto ov reason of such title failure;
(b) There shall be no retrozcuve adiustment of expenses incurred or revenues received from the operauon/6i the interest which has
been iost. but the interests ot the parues shall be revised on an acreage vass. as of the ume 1t is determuned fisally that utie fatlure has oc-
curred. so that the interest ot the party whose lease or tnterest 1s atfected by the ntie failure wiil theregrer be reduced in the Contract
Area by the amount of the interest 1ost:
(c) I the proporucnate tnterest of the other parues hereto in any produang well thereugdre drilled on the Contract Area is
increased by reason of the title fatiure, the party whose utie has failed shall receive the p attributable to e increase 1n such in-
terese tless costs and burdens attributable thereto) unui it has been reimoursed for unrecov costs paid by it in connecuion with such
well;
(d) Should any person not a party to this agreement. wha is determined to b
failed. pay in anv manner any part of the cost of operauon. deveiopment. or equip
who bore the costs which are so refunded;

e owner of any interest 1n the tite which has
t. such amount shall be paid to the party or partes

(e) Any liability to account to a third party for prior production of 4il and gas which arises by reason of title failure shall be
borne by the party or parues whose utie failed in the same proporuonyin which they shared in such prior production: and.
{D) No charge shail be mzde to the joint account for legai ex . fees or saiaries, in connection with the defense of the interest

claimed by any party hereto. it being the intennon of the parues hpfeto that each shall defend title to its interest and bear all expenses in
connectuon therewith.

2. Loss bv Non-Pavment or Erroneous Pavment #1 Amount Due: if. through mistake or oversight. anv renml shutan well
payment. MMIMUM royaity or rovaity payment. 1S ngrpaid of 1S erroneousiv paid. and as a resuit 2 {ease or interest therewn termmates.
there shall be no monetary liability against the parpr’ who failed to make such payment. Unless the party who failed to make the required
payment secures 3 new lease covering the same yiterest within ninetry (90) days irom the discovery of the failure 1o make proper payment.
which acquisition wiil not be subject to Ardple VIILB.. the tnterests of the parues shall be revised on an acreage pasis. effective as of the
date of termination of the iease invoived. #4d the party who failed to make proper payment will no {onger be credited with an interest in
the Contract Ares on account of owngeship oi the lease or mterest which has terminated. In the event the party who failed to make the
required payment shall not have fully rexmbursed. at the time of the loss. irom the proceeds of the sale of oil and gas attributable to
the jost interest. calculated on 3« acreage basis. for the deveiopment and operaung costs theretofore paid on account of such interest, it
shall be retmbursed for u vered actuai costs theretofore paid by it (but not for its share of the cost of any drv hole previousiy drilled
ed) from so much of the following as is necessary to effect reimbursement:
d and gas. iess operanng expenses, theretofore.accrued to the credit of the lost incerest. on an acreage basis.
unrecovered Costs:

less opersting expenses. thereafter accrued attributable to the lost interest on an acreage basis. of that portion of
fter produced and marketed (excluding production irom any weils theresiter drilled) which. in the absence of such lease

Raaan oo ey V\ﬂ!!-!grm -

3. Other Losses: All losses incurred. evwes

' . . shail be joint losses
and shall be borne dy all parues in proporuon to their interests, There snall be no rad;us:mem of interests mn the remaming poron of
the Contract Arez.
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ARTICLE V.
OPERATOR
A. Designation and Responsibilities of Operator:
BURLINGTON RESOURCES OIL & GAS COMPANY <hall be the

Operator of the Contract Area. and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shail conduct all such operauons in a good and workmaniike manner, but it shall
have no liability as Operator to the other parues for losses sustained or liabilities incurred. except such as may result from gross
negligence or willful misconduct.

B. Resignation or Removai of Operator and Selection of Successor:

1. Resignaton or Removai of Operator: Operator mav resign at any time by giving written nouce thereof to Non-Operators.
If Operator terminates its legal existence. no ionger owns an interest hereunder in the Contract Area. or 1s no ionger capable of serving as
Operator. Operator shall be deemned to have resigned withour any action by Non-Operators. except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder. or becomes insoivent. bankrupt or is piaced in receivership, by the
aifirmauve vote of two (2) or more Non-Operators owning a maijority interest based on ownership as shown on Exhibit *'A"" remaming
aiter excluding the voting interest of Operator. Such resignation or removal shall not become eifecuve unul 7:00 o'clock A.M. on the
first day of the calendar month following the expiration of ninety (90) davs aiter the giving of nouce of resignauon by Operator or action
by the Non-Operators to remove Operator. unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator. after effective date of resignation or removal, shail be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transter of Operator 's interest to any single subsidiary. parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Overator: Upon the resignation or removal of Operator. a successor Operator shall be selected by
the parues. The successor Operator shall be selected from the parues owning an interest in the Contract Area at the time such successor
Operator 1s selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parues owning a majority interest
based on ownership as shown on Exhibit **A"": provided. however. if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be seiected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit ‘*A"" remaining after excluding the voting interest of the Operator that was removed.

C. Employees:

The number of employees used bv Operator in.conducting operations hereunder. their selection. and the hours of labor and the
compensation for services performed shall be determined by Operator. and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usuai rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells. but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

A or recompletion
On or before the_lst ____dayof ___January . 19_98_ | Operator shall commence the drilling of a well for
oil and gas at the following focation:

Section 9, T3IN-RIOW
San Juan County, New Mexico

and shall thereafter continue the drilling of the weli with due diligence to

14,000° or depth sufficient to test the Pennsylvanian formation, .
whichever is the lesser depth -

unless granite or other practicaily impenetrable substance or condition in the hole, which renders further drilling unpracnml is en-
countered at a lesser depth, or unless all parues agree to complete or abandon the weli at a lesser depth. _

Operator shall make reasonable tests of all formations encountered during drilling which give indication of ccmtammg oil and
gas in quantities sufficient to test, uniess this agreement shall be limited in its application to a specific formation or fomauom m which

event Operator shall be required to test only the formation or formations to which this agreement may apply. e AT
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ARTICLE VI
continued

I. in Operator's judgment. the weil will not produce oil or gas in paying quanuties. and it wishes to piug and abandon the
weil as a ary hole, the provisions of Article VLE.1. shall thereanter appiy.

B. Subsequent Operzuons:

1. Proposed Operanons: Shouid anv party hereto desire to dnil anv weii on the Contract Area otner than tne weii provided
for 1n Arucie VLA, or to rework. deepen or plug back a drv hoie driiled at ire iont expense of all parues or a weii fointiy owneg by all
the parues and not ten producing 1n paying quanutes. the party Gesinng to ariil. rework. deepen or piug dack sucn a well shail give tne
other parues written nouce of the proposed operation. specitving the work to ce pertormed. the locauon. proposed depth. obiecuve rorma-
tion ang the esumated cost of the operauon. The parues reveiving such 3 nouce shall have thirty (30) davs arter receipt of the nouce
within wnich to notify the party wishing to do the work whetner they eiect to parucipate in the cost of the proposed operauon. it a drill-
ing rg 1s on iocation. nouce of a proposai to rework. piug back or drill deeper mav ve given by telephone and the response period shall be
limited to iorty-eight (48) haurs. exclusive of Saturdav. Sundav and legal hoiidays. Failure of a party receiving such notice to repiy within
the period above fixed shall consutute an election by that party not to parucipate 1n the cost of the proposed operauon. Any nouce of
response given by telephone snail be promptiy contirmed in wrinng.

If all parnes elect to parucipate tn such a proposed operation. Operator snall. within ninety (90 days atter exniration of the nouce
per1od of thirty (30) days (or as promptiy as possible after tne expiration ot the forty-eight (48) hour pertod wien 2 crilling rig s on loca-
t1on. as the case mav e, actuzily commence the proposed operauon and compiete 1t with due diligence at the risk and cxpense o il par-
ties herero: provided. however. said commencement date may be extended upon written nouce of same oy Operator 16 the other parues.
for a period of up to thirty (30) additionai days if. in the soie optnion of Operator. such additionai time is reasonabiv necessary to obtain
permuts from governmentai authorities, surface rights (inciuding rights-of-wavi or appropriate drilling equipment. or w0 compiete title ex-
JmInauon oOr curauve mamer reguired for tte approval or acceptance. Notwithstanding the force majeuse provisions of Articie X1. if the
actual operauon has not been commenced within the time provided (including any extension thereof as speaticaiiv permitted herein) and
if any party hereto suil desires 1o conduct said operaton. written nouce proposing same must be resudmuctea o the otier parues m accor-
dance with the provisions hereof as if no prior proposai had been made.

2. Operations bv Less than All Parties: If anv party receiving such notice as provided in Article VI.B.1. or VILD.1. (Opton
No. 2) elects not to participate in the proposed operation. then. in order to be entitled to the benetits of this Article. the panty or partes
giving the notice and such other parnes as shall elect to participate in the operaton shall, within ninety (90) days ater the expiration of
the nouce period of thirty (30} days (or as promptiy as possible after the expiration of the forty-eight (48) hour period when 2 driiling rig s
on location, a5 the case may be) actually commence the proposed operauon and complete it with due diligence. Operator shall periorm all
work for the account of the Consenung Parties: provided, however, if no drilling g or other equipment is on location. and if Operator is
a Non-Consenung Party, the Consenung Parties shail either: (2) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenung Parties. or (b) designate one (1) of the Consenuing Parties as Operator 1o perform such work. Con-

senting Parties. when conducting operatons on the Contract Area pursuant to this Article V1.B.2.. shall compiy with all terms and con-
ditions of this agreement.

If less than ail parues approve any proposed operation. the proposing party. immediately after the exptrauon of the appiicable
notce period. shall advise the Consenung Parties of the total interest of the parues approving such operaton and its recommendation as
10 whether the Consennng Parties should proceed with the operation as proposed. Each Consenung Party, within forty-eight (48) hours
(exciusive of Saturday, Sunday and legal holidays) after receipt of such notice, shail advise the proposing party of its desire to (a) limit par-
ticipadon to such party 's interest as shown on Exhibit ** A"’ or (b) carry its proportionate part of Non-Consenang Parties’ interests. and
failure o advise the proposing party shall be deemed an election under (2). In the event a drilling rig is on location. the tme permirted for
such a response shall not exceed a total of forty-eight (48) hours tinciusive of Saturday, Sunday and legal holidays). The proposing party,
at its eiection, may withdraw such proposal if there is insufficient parugipation and shall prompuy notfy all parues of such decision.

The endre cost and risk of conducting such operadons shall be borne by the Consencing Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenring Parties shall keep the leasehold estates involved in such
operstions free and clear of ail liens and encumbrances of every kind created by or arising from the operstions of the Consenung Parties.
If such an operation resuits in 2 dry hole. the Consenting Parties shall plug and abandon the well 2nd resrore the surface locatian at their
sole cost, risk and expense. If any well drilled. reworked. deepened or plugged back under the provisions of this Articie resuits in a pro-
ducer of oil and/or gas in paying quantities. the Consenung Parties shall compiete and equip the well to produce at their soie cost and risk.
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ARTICLEVI
continued
and the weil shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling. reworking, deepening or plugging back of any sucn weil by Consenung Parties
in accordance with the provisions of this Article. each Non-Consenung Party shall be deemed to have reiinquished to Consenung Parties.
and the Consenung Parties shail own and be entitled to recetve, in propornon to their respectve interests, all of such Non-Consentng
Party's interest in the weil and share of producnon therefrom unti the proceeds of the sale of such share. caiculated at the well. or
market vaiue thereot 1f such snare 1s not soid. {after deducting proQucnion taxes. excise 1axes, rovaity. overriding rovauy and other -

terests not excepted by Arucie [11.D. pavabie out o or measured bv the proguction rom such weil accruing with respect to such interest
unui it reverts: shail equai the totai of the failowing:

(a) 100% of each such Non-Consenung Party's share of the cost ot any newiy acquired surface equipment beyond the weiihead
connectsons (ncluding. but not limited to. stock tanks. separators. treaters. pumping equipment ana piping), plus 100% of each such
~Non-Consenung Party’s share of the cost of operauon ot the weii commencing with first production and conunuing unul each such Non-
Consenung Party’s reiinquisned interest shall revert 1o it under other provisions of this Article, it being agreed thar each Non-
Consenang Party’s share o1 such costs and equpment wiil be that inrerest which would have beent chargeabie to such Non-Consenung
Party had it parucipated in the well from the beginmung of the operauons: and

®) 400 % of that portion of the costs and expenses of drilling. reworking. deepeming. plugging dack. testng and compieting.
atter deducung any cash contnibutions recerved under Arucie VIILC., «ad 7 of that poruon of the cost of newiv acquired equip-

ment in the weil (to and including the welihead connecuons). which wouid have been chargeable to such Non-Consenung Party if it had
paruCipated therem.

An election not 1o parucipate in the drilling or the deepening of a weii shall be deemed an siecuon not to parucipate tn any
re-working or piugging back operauon proposed in such a well. or poruon thereof. to which the wmuual Non-Consent eiecuon appiied
that 1s conducted at any tume pror to tull recovery by the Consenung Parties of the Non-Consenung Party’s recoupment account. Any
such reworking or plugging back operauon conducted during the recoupment penod shall be deemed part of the previous non-consent
operation on said well and shall be added to the sums to be recouped by the Consenung Parties. If such a reworking or plugging back
operation 1s proposed during such recoupment period. the provisions of this Article VI.B. shall be applicable as between said
Consenung Parties in said weil. Similarlv. an election not 1o parucipate in the compietion or piugging back of a wei} shall be deemed
an elecuon not 1o pamcipate in a reworking operation proposed in such well, or portion thereof. 1o which the non-consent election
appized. that is conducted at any tume prior to full recoverv by Consenung Parties of the Non-Consenung Partv's recoupment amount.

During the period of time Consenung Purties are entited to receive Non-Consenting Party’s share of production. or the
proceeds theretrom. Consenung Parties shall be responsible for the payment of all production. severance, excise. gathering and other

taxes. and all rovalty, overriding royalty and other burdens appiicable to Non-Consenung Party 's share of production not excepted by Ar-
ucte fILD.

In the case of any reworking. piugging back or deeper drilling operation. the Consenting Parties shall be permitted 10 use. free
of cost. all casing. tubing and other equipment 1n the weil. but the ownership of all such equipment shall remain unchanged: and upon
abandonment of 2 well after such reworking. plugging back or deeper drilling. the Consenting Parties shail account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. -

Within sixty (60) days after the comvietion of any operation under this Article. the party conducting the operatons for the
Consennng Pardes shail furnish each Non-Consennng Party with an mventory of the equipment in and connected to the weil. and an
itemized statement of the cost of drilling. deepening, plugging back. testmg, compieting, and equipping the well for producton: or. at its
option., the operating party, in lieu of an itemized statement of such costs of operation. may submit a detsiled statement of monthiy bili-
ings. Each month thereaiter. during the ume the Consenung Parties are being reimbursed as provided above. the party conducting the
operations for the Cansennng Parties shall furnish the Non<Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the weli, togetner with a statement of the quantity of oil and gas produced from it and the amount of proceeds
reatized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month. Consenung Parties shall use industry accepted methods such as. but not limited to. metering or periodic
weil tests. Any amount reaiized from the saie or other disposition of equipment newiy acquired in connection with any such operation
which wouid have been owned by a Non-Consenting Party had it participated therein shail be credited agamnst the total unrerurned costs
of the work done and of the equipment surcnased in determining wien the interest of such Non-Consenung Party shall revert o it as
apove provided: and if there 15 a credit baiance. 1t shall be paid to such Non-Consenung Party.
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ARTICLE VI
continued

If and when the Consenung Parties recover from a Non-Consenting Party’'s reiinguished interest the amounts provided for above.
the reiinquished interests of such Non-Consenung Party shall automaticaily revert to it. and. from and after such reversion, such Non-
Consenung Party shall own tne same interest in such weil. the matenai and equipment in or pertaming therero. and the production
theretrom as such Non-Consenung Party wouid have been entitded to had it parucipated in the drilling, reworking. deepenng or piugging
back of said well. Therearter. such Non-Consenung Partv shail be chareed with and shail pay its proportionate par ot the further costs of
the operation of said weii in accordance witn the terms of this aureement ana the Accounung Procedure atracned hereto.

Notwithstanding the orovisions of this Arucie VI.B.2.. it 15 agreed thar without tne mutuai consent ot 2il parties. no weils shall
be compieted in or produced irom a source ot suppiy from which a weil iocaten eisewnere on tne Contract Area 15 producing. uniess such
weil contorms 1o the then-exisung weil spacing pattern 10f SUCQL SOUICe Of Suppiy.

The provisions of this Artcle snail have no appiication whatsoever to the driiiing ot the inital well described in Artcle VIA.
except 12) as 10 Article VILD.1. (Opdon No. 2. ¥ selected. or {b) as to the reworking. deepening and plueging back of such inirial well
after it has been drilied to the deptn specuied in Arucie VLA, if it shall therearter prove 1o be 2 dry hole or. i initiaily compieted for pro-
ductdon. ceases 10 produce in paying quantties.

A\.

3. Stand-Bv Time: When a weil which has been drilled or deepened has reacned its authorized depth and all tests have been
compieted. and the resuits thereot furnisied (o the parues. stand-by costs tncurreg pending response (c a party s noace proposing 3
reworking. deepening, piugging dack or compietung operation in such a weil shall be charged and borne as part ot the drilling or geepen-
1ng operaucn just compieted. Stand-by costs suosequent to ail parues respondine. or expiraton o the response ume permirted. whichever
first occurs. and prior to agreement as to the parucipaung interests of all Consenung Parnes pursuant 1o the terms of the second gram-
maucai paragraph of Arucie VI.B.2, shail be charged 1o and borne us part ot the proposed operason. dut if the proposal is supsequentiy
withdrawn because of insutficient parucioation. such stand-bv costs shail be aiiocatea petween the Consenung Parties 1n the proportion

each Consenung Party's interest as shown on Exhibit ** A" bears to the total interest as shown on Exhibit **A™ of all Consennng Par-
ties.

4. Sidetracking: Except as heremaiter provided. those provisions of this agreement applicable to a “*Jeepeninyg’* operaton shall
dlso be appiicable 10 uny proposal to directionaily controi and intentionallv deviate 2 weil $romesessens 50 as t0 change the bottom hole
location (heremn called *‘sidetracking’ ). uniess done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to parucipate in 2 proposed sidetracking operation that does not own an interest in the
aifected weil bore at the ume of the nouce shall, upon electing to participate. tender to the weil bore owners 1ts proportionate share tequal
to its interest in the sidetracking operation of the value of that poruon of the exisung weil bore to be utilized as follows:

(a) Uf the proposai is ior sidetracking an exisung dry hole. revmbursement shall be on the basis of the actual costs mcurred in
the iniual drilling of the weil down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking 2 well which has previously produced. reimbursement shall be on the basis of the well's
salvable maternals and equipment down to the depth at which the sidetracking operation is initiated. determined in accordance with the
provisions of Exhibit *'C"", less the esumated cost of salvaging and the esumated cost of plugging and abandoning.

In the event that nouce for a sidetracking operstion is given while the drilling rig to be utilized is on location. the response period
shall be limited to forty-eight (48) hours. exciusive of Saturday, Sunday and legal holidays: provided. however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by ime
incurred during such extended response period. If more than one party elects to take such additionai time to respond to the nogee, stand-
by costs shail be allocated between the parties taking additionai rime to respond on 2 day-to-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit *'A"" bears to the total interest as shown on Exhibit **A"* of all the eiecung parties. In ail other in-
stances the response period to 2 proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separateiv dispose of its proporuonate snare of all oil and gas produced from.the Contract Area.
exciusive of production which may be used in development and producing operations and in preparing and trezting oil and gas for
marketing purposes and proguction unavoidably lost. Any extra expenditure mcurred in the taking in kind or separate disposizion by any
parry of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kiad shall be

oo
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ARTICLE VI
contnued

required to pay for oniy its proportionate share of such part of Operator s surface faciiities which it uses.

Each party shall execute such division orders and contracts as mav be necessary for the sale of its interest tn producton from

the Contract Area, and. except as provided in Article VIIB., shad be entitied to receive payment directly from tne purchaser thercof for
s share or ail production.

In the event any party shall fail to make the arrangements necessarv 1o t2ke in kind or separateiv dispose ot i°s croportionate share of
the ou proguced from the Contract Area. Operator snail have e right. suciect to the revocauon at wiii by tne party owne i, but not
ne obligauon. 1o purchase suca oil or seil it to otners at anv ume and from ume to nme. for the 2ccount Of e non-taking party at the
Sest price obtainabie in the area for sucn proguction. Any sucn purchase or saie by Operator snall be subiect aivays to tne rignt ot the
owner of te production to exercise at any time its rignt to take in kind. or separateiv dispose of. us snare or 1il cil not previousiv
delivereq 1o 2 purchaser. Any purchase or saie by Operator of any other party's share of oil shali be oniy for sucn reasonabie periods of

tme s are consistent with the minimum needs of the industry under the particuiar circumstances. dut in NO event 1or 3 period in excess
of one 1 year.

In the event one or more parties’ separate disposition of 1t$ share of the gas causes spiit-stream deliveries to separate pipeiines and/or
deliveries wnich on a day-to-dav basis for any reason are not exactiy equai to a party’s respective proporuonate snare of total gas saies to
be allocatea to it. the balancing or accounting between tne respective accounts of the parues shall be tn accoraance wieh any gas balancing
agreement petween the parues hereto. whether such an agreement 1s attacned as Exhibit "'E™". ur 1s 2 separate agreement.

D. Access 1o Contract Area and Information:
upon prior notification to the Operator

Each party shall have access to the Contract .~\rcalat ail reasonable tmes. at tes soie cost and risk 10 ILSpECt or observe gperations.
and shall have access at reasonable times to information pertaiming to the development or operation thereot. inciuding Operator's books
and records refaung thereto,Operator. upon request. shail furnish each of the other parues witn copies of ail forms or teports tiled with
governmencai agencies.§aily drilling reports. weil logs. tank tables. daily gauze and run tickets and reparts ot stock on nand at the first of
each montn, and shall{make avaiiable sampies of any cores or cutungs taken from any well drilled on tne Contract Area. The cost of
satenng and furnishingfintormauon 1o Non-Operator. otier than that specified above. shall be charged to ine Non-Operator that re-

quests the informauon. -During drilling, completion, and workover operations, access shall be limited to
only those personnel directly involved in performing the actual work.

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except for any weil drilled or deepened pursuant to Artcle VI.B.2.. uny well which has been
drilled or ceepened under the terms of this agreement and is proposed to be compieted as a dry hole shall not be piugged and abandoned
without the consent of all parties. Should Operator. after diligent eifort. be unable to contact any party. or shouid any party fail to reply
within forty-e1ght (48) hours (exclusive of Saturdav. Sunday and legal holidays) aiter receipt of notice of the proposal to plug and abandon
such well. such party shall be deemed to have consented to the proposed abandonment. All such wells shall be piugged and abandoned in
accordance with applicable reguiations and at the cost. risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such weli shall have the right to take over the well and conduct further
operstions in search of oil and/or gas subject to the provisions of Articie VIL.B.

2. Abandonment of Wells that have Produced: Except tor any well in which 2 Non-Consent operauon has been conducted
hereunder for which the Consenting Parties nave not been fuily rexmbursed as herein provided. any well which has been compieted as 2
producer shail not be piugged and abandoned without the consent of ail parues. If all parties consent to such abandonment. the well shall
be plugged and abandoned in accordance with applicable reguiations and at the cost. risk and expense of all the parues hereto. if. within
thirty (30) davs after receipt of notice of the proposed abandonment of any weil, all parties do not agree to the 2bandonment of such well.
those wishing to continue its operation from the intervai(s) of the formauon(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the weil's saivabie material and equipment. determined in accordance with the provisions of
Exhibit **C"", less the estimared cost of salvaging and the esumated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties. without warranty, express or implied, as to title or as to quantity, or fimess for use of the equipment and
material, all of its interest in the weii and related equipment, together with its interest in the leasehoid estace zs to. but only as to. the in-
terval or intervals of the formation or formanons then open to production. k<he-insesest-oi-thsabandoning-paszuisorincludasnciland.
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ARTICLE VI
continued

%%, The assignments or jeasas so fimited shall encompass tne **drilling unt’ " upon which the weil is located. The paymens by. and the
assignments of teases to, the assignces shall be in a rauc pased upon tne reiauonshio of their respecuve percentve of particisation in the

Contract Area to the aggregate of the percentages of parncipaton 1n the Contract Area of all assignees. There snail be no reagjusement of
nteress in the remaming poruon of the Contract Arez.

Therearcer. acandoning parties shaii have no furiner rasconsibiicy. Habiicy. ot interest m the vberanoR Of of production (T
:01¢ wesi i the meervai or intervals then oocn other tNan e rOVAIUES FELINed 1N anv iexse Made unuer tne terms ol this Arucie, Upon re-
Suust. Cerator snail continue to operate tne aSSIRNCE e 10f (e 2CCOUNT &f (e NON-40INACNINE DArties Jt e rates and charges con-
tempiated DV thus agresment. pius anv additional COSt ARG CAArges WRICA Mav zrise as tne fesult Of U1C Separate OWnersmp of the assiened -
weii, Uzon proposea abandonment ct the Drooucing intervas) assiked or icased. the ASSLENOTL OF 1eSSOF SRaii them nave tne option (o

fEPUTCRSE IS PrIOT INTETEST 1N e Weii (USINY tNe SAMe v2:u4U0N [OrMULL] 20a Participate 1n further OPErauocns tErein sudiect to tne pro-
visions nereof.

2 Abandonment of Non-Consent Ooeratons: T=¢ arovisions of Articie VI.E.L. or VLE.2. ubove shall be appiicabie 15 berween
Consenung Parues in tne event ot tne propusea abanaonment of any weil excepred from said Articies: provided. however, no wetl shall be
permanentiv plugged and abandoned uniess and unii ail carues havine e rignt to conduct further operauons theremn have neen noufied

ot the sroposed abandonment ana afforded the opportunity to eiect to take over the weil in accordance with the srovisions of this Aruce
VIE.

: ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
\.

A. Liability of Parties:

The liabiiity of the paruies shall be several. not 1ome or coblective. Each party shall be responsibie oniv for 1ts obligauons. and
shall be hiable oniv ior its proporuonate snare of the costs of Jeveiooing ang operaung the Contract Arca. Accordinaiy, the fiens granted
4mong tne parues in Arucle VILB. are given to secure ontv the debts of eacn severaily. It is not the :ntenuon of the parues o create. nor
snall this agreement be construed as crCatng. a MUAINE OF OINET PACLACISRID Of JSSOCIAUON. OF 1O fenader e narues habie as partners.

B. Liens and Payment Defauits:

Each Non-Operator grants to Operator a livn upon 1ts oil and gas rights 1n the Contract Area. and 3 securuty interest 1n its share
of oil andior gas when extracted and its interest i ail equipment. to secure payment of its share oi expense. wogether with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operatcr has a securnty interest under the Uniform Commeraai Code of the
state, Operator shall be enutied 10 exercise the rights ana remedies of 2 secured party under the Code. Tne bringing of a suit and the ob-
tawung of judgment bv Operator for the secured indebtedness shall not be deemed an election of remedies or otnerwise aifect the lien
rI1QALS Or security interest as security for the pavment tnereof. In addition. upon default by any INon-Operator 1n the payment of its share
ot expense, Operator shall have tne right. without peejudice to ocher rigats or remedres, to collect from the purchaser the proceeds from
the saie of such Non"Operator s share of oil and/or gas undt the amount owed by such Non-Operator. plus interest. has been paid. Each
purciuaser shall be entitled to reiy upon Operator's written statement concerning the amount of any defauit. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator s proportionate share of expense.

If any party fails or 1s unable to pay its share of expense within sixtv (G0V days atter rendition of a statement therefor by
Operator. the non-defaulting parues. tnciuding Operator. shail. upon reauest by Operator. pay the unpaid amount in the proportion that
the interest of each such party bears to the nrerest ot ail such parnes. Each party so paying its share of the unpaid amount shall. to obtain
reimbursement thereof. be subrogated to the securicy nghts described in the foregoing paragraph.

C. Payments and Accounting:

Except as nerein otherwise specificaily provided, Operator shall promptiy pay and discharge expenses incurred in the development
and operauon of the Contract Area pursuant to this agreement and shall charpe each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit *'C"". Operator shall keep an accurate record of the joint account hereunder.
showing expenses incurred and charges and credits mage and received.

N

Operator. at its election, shall have the right from ume to time to demand and receive from the other parties payment in advance
of their respective shares of the estimared amount of the expense to be incurreg in operations hereunder during the next succeeding
mounth, which right may be exercised oniv by submission to each such party of an itemized statement of such estimated expense. together
with an invoice for its share thereof. Ezch such statement and invoice for the payment in advance of estimated expense shall be submirted
on or before the 20th day of the next preceding month. Ezch party shall pay to Operator its proportionate share of such esumate within
fifteen (1) days aiter such estimate and invoice is recewved. If any party fails to pay its share of said estimate within said time. the amount
due shall bear interest as provided in Exhibit **C"* unai paid. Proper adiuscment shall be made monthiy berween advances and actuai ex-
pense to the end that each party shall bear and pay 1ts proporuonate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

——

1. Drill or Deepen: Without the consent of ail partes, no well shall be drilied or deepened. exceot any well drilled or deepened
pursuant to tne provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepeming shall inciude:

e e s . ——my
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® Opton No. 2: All necessary expenditures 1or the drilling or deepening and testing of the well. When sucn weii has reached its

" authorizea deptn. and ail tests have been compieted. and the resuits thereo! furnished to the parties. Operator shall give immediate notice

10 the Non-Operators wno nave the rignt 1o parucipate 1n the comoleuon costs. The parues recewving sucn notice shall have tortv-etght
{48) hours texciusive ot Saturaav. Sunday and legai holidavs: in which to eiect to parucipate in the setang of casing and the compietion at-
tempt. Such eiecuon. wnen made. shail include consent 1o aii necessarv exrenditures tor the compieting and eauipping ot sucn weil. in-
cluding necessarv taniage andor surtace faciiities. Faiiure ot any party receiving sucn nouce 1o reply within the period above nixed shall -
consutute an eiection by that party not to participate 1 the cost of the completion attempt. If one or more. but iess than ail of the parues.
elect 10 set pipe and w attempt a compietion. the provisions of Arucie YI.B.2. hereof (the phirase “reworking. deepening ot piugging

back™* as contaned in Arucle V1.B.2. shall be deemed to include '*compieung "} shall appiy to the operauons thereaiter conaucted by less
than all parties.

2. Rework or Plug Back: Without the consent of ail parties. no weil shall be reworked or plugged back except 2 weil reworked or
plugged back pursuant 1o tne provisions of Articie VI.B.2 of this agreement. Consent to the reworking or piugging back of a weli shall
inciude all necessary expenditures 1n conducting such operadons and compieting and equipping of said weil. including necessary rankage
and/or suriace facilities,

3. Other Overauons: Without tne consent of all parties. Operator shall not undertake anv single protect reasonadly estimated
10 require an expenaiture in excess oi___Iwenty Five Thousand & no/100 _Doliars 15___25,000.00 )

except in connection with a weil. the drilh\ﬂg. reworking. deepeming. compieting. recompleting. or plugging back of which has been
previousiv authorized by or pursuant to this agreement: provided. however. that. in case of explosion. tire. flood or otner sudden
emergency. whether of the same or different nature. Operator may take such steps and incur such expenses as in 1ts opinion are required
1o deal with the emergency to sateguard life and property but Operator. as promptiy as possible. shall report the emergency to the other

Protirre— T TR T TR T T - rmg el

E. Renmuis. Shut-in Well Payments and Minimum Rovaities:

Rentais. shut-in weil payments and minimum royaities which may be required under the terms of any iease shail be paid by the
party or parties who sudjected such fease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same iease to this agreement. such parties may designate one of such parties 1o make said payments for and on
behalf of all such parties. Any party may request. and shall be enatied to recetve. proper evidence of all such payments. In the event of
failure o make proper payment of any rental. shut-in weil payment or minimum royaity through mistake or oversight where such pay-

ment is required 1o continue the lease n jorce. any ioss which resuits from such non-payment shall be borne i accordance with the pro-
visions of Artcle [V.B.2.

Operator shall nonfy Non-Operator of the antcipated completion of a shut-in gas well. or the shutting in or return to production
of a producing gas weil. at least five (5) days exciuding Satueday. Sunday and legal holidavs), or at the carliest opportunity permitted by
circumstances, prior to taking such action. but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator., the loss of any lease contributed hereto oy Non-Operator for failure 1o make timeiy payments of any shut-in weil payment
shall be borne ywintly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar vear after the effective date hereof. Operator shall render for ad valorem taxaton all property
subject to this agreement which by law should be rendered for such taxes. and it shall pay ail such taxes assessed thereon before they
become delinquent. Prior to the rendition date. each Non-Operator shall furnish Operator information as to burdens (to include, but not
be fimited 1o, royaities. overriding royaities and production payments) on ieases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehoid estate 1s reduced by reason of its being subject to outstanding excess royaities, over-
riding rovaites or production payments. the reduction in ad valorem taxes resulting therefrom shall inure to the benefic of the owner or
owners of such leasehoid estate. and Operator shall adjust the charge to such owmer or owners 5o as to reflect the benefit of such reduc-
tion. {f the 3d vaiorem taxes are based in whole or in part upon separate vaiuations of each party ‘s working interest, then norwithstanding
anything to the conuary hereia, charges to the joint account shall be made and paid by the parties hereto in sccordance with the tax
value generated by each party's working interest. Operator shall bill the other parties for their proportonate shares of ail tax payments in
the manner provided in Exhibit *‘C"’.

If Operstor considers any tax assessment improper, Operator may, at its discretion. protest within the time snd manner
prescribed by law. and prosecute the protest to a final determinadion. urless ail parties agree to abandon the protest prior to final deter-
minagon. During the pendency of administrative or judicial proceedings. Operator may elect 1o pay, under protest. all such taxes and any
interest and pensity. When any such protested assessment shall have oeen finailv determined. Operator shall pay the tax for the joint ac-

caunt, together with any interest and penaity accrued. and the totai cost shall then be assessed suainst the parues. and be pad bvthem as
provided in Exhibit *‘C"",

Each party shall pay or cause to be paid all production. severance. excise, gathering and other taxes imposed uponerwuh mnect to
the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement, ‘ -F
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ARTICLE VII
continued
G. Insurance:

At all times while operations are conducted hereunder. Operator shall compiy with the workmen's compensation law of
the state ~rere the operations are being conducted: provided. however. that Operator may be 2 seif-insurer tor liabilicy under said com-
pensation :zws n which event the oniv charge that shall be maae to the 1oiat account shail be as provided in Exnibit "C"". Qperator shall
3is0 carrv o7 orovide insurance tor the Denelt o1 the 1oint account of the parues as outiined in Exhibit **D"", sitacned to anc mage a part
nereot. Ozerator shall requtre ail contractors engagea wn work on or tor the Contract Area to compiv with the workmen s compensation
W Of the state where the operauons are Cemng conuucted and (O MAinlain such Otner wnsurance as Operator mav require.

In the event automobile pubiic lizbility insurance s spectiied in sad Exhibit "D’". or subseauentiy receives the approvai of the
pacties. nc airect charge shall be maae by Operator tor premiums paid for suca insurance tor Operator’s sutomotive cquipment.

ARTICLE VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. tsofar as thev embrace acreage in the Contract Area. shall not be surrendered in whoie
or in parc uniess all parues consent thereto.

However. shouid any party desire to syrrender its interest in any iease or in any portion thereot. and the other parues do not
agree or consent thereto. the party desiring 10 surrender shall asstgn, without express or impiied warranty of ute. ail of its interest mn
such lease. or poruon thereof. and anv weli. material and equipment which mav be located thereon and any rights in production
thereatter secured. to the parues not consenung to such surrender. K-hews it
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3. Upon such assignment or iease, the assiening party shail be reiteved from ail
obligations thereafter accruing. but not theretotore accrued. with respect ta the interest assigned or ieased and the crerauan of any well
ateributable thereto. and the assigming party shall have no further interest in the assigned or leased premses and 1ts equipment and pro-
duction other than the rovaities recained in anv lease made under the terms ot this Acticle. The party assignee or iessee shall pay to the
party assignor or lessor the reasonable salvage vaiue of the latter's interest in any weils and equipment attributabie to the assigned or jeas-
ed acreage. The vaiue of all materiai shall be determined in accordance wich the provisions of Exhibit **C"". less the estmated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such partes.

Any assignment. lease or surrender made under this provision shall not reduce or change the assignor 's. lessor's or surrendering
party's interest as it was immediately before the assignment. lease or surrender in the balance of the Contract Area: and the acreage

assigned, leased or surrendered. and subsequent cperations thereon, shall not thereaiter be subject to the terms and provisions of this
agreement,

B. Renewal or Extension of Leases:

If any party secures a renewai of any oil and gas lease subject to this agreement. all other parties shail be noutied promptly. and
shall have the right for a penod of thirty (30) days following receipt of such notice tn which to elect to participate in the ownership of the
renewal lease, insofar as such Jease aifects lands within the Contract Area. by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be 1n proporuon to the
interests held at that time by the partes in the Contract Area.

If some. but less than all. of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a rato based upon the reiationship of their respective percentage of participation in the Conuract Area
to the aggregate of the percentages o participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties eect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewai lease shill be given an assignment of its proporuanate interest therein
by the scquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring iease
or cover only a portion of its arez or an interest therein. Any renewal leasc tzken before the expiration of its predecessor lease. of taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject 1o this provision: but any iease taken-or con-

tracted for mare than six (6) months after the expiration of an existing lease shall not be deemed 2 renewal lease and shall not be subject to
the provisions of this agreement. -

The provisions in this Article shall also be applicable to extensions of oil and gas leases. _":

C. Acreage or Cash Contributions:

- =i

While this agreement is in force. if any party contracts for a contribution of cash towards the drilling of a wdl or my other
operation on the Contract Ares. such contribution shall be paid to the party who conducted the drilling or other operation snd shall be
applied by it against the cost of such drilling or other operation. if the contribution be in the form of acreage, themrqum&:emn

tribution is made shall promptly tender an assignment of the screage, without warranty of title, 10 the Drilling Pz.manthe

)
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L
said Drilling Parties shared tne cost of drilling the weil. Such acreage shall become 2 separate Contract Ares and to the extent possible, be
governed by provisions identicai to this agreement. Exch party shall promptiy nonfy ail other parties of any acreage or cash contributions

it may obtain in support of any weil or any other operauon on the Contract Area. The above provisions shaii also be appiicabie to op-
tionat rights to earn acreage outside the Contract Arca which are in support of a weil drilled inside the Contract Area.

1l any partv contracts tor anv consideration reiatng 1o GiSpOsition of such party's share ot sudstances produced hereunder. such
consigerauon shall not be deemed a contriouuon as contempuated 1 this Arucie VIILC.

D. Maintenance of Uniform Interest:

For the purpose of mataunng uniormiry of ownership in the oil and gas ieasenoid interests covered by this agreement. no
party snall sell. encumber. transter or maxe otner disposition of its interest in the {eases emoracea within the Contwract Area ang in welis.
equipment and production uniess such disposiuon covers either:

1. the entire interest of the party in ail leases and equipment and production: or
2. an equai undivided interest 1n il leases and equipment and production in the Conrract Area.

Every such sale, encumbrance. transter or other disposition made by any party shall be made expressiv subiject to this agreement
and shail be made without prejudice to tne right of the other parues.

If. a¢ any time the interest of any party-is divided among and owned by four or more co-owvners. Ooerator, at its discretion. may
require such co-owners to appoint a singie trustee or agent with full authority to receive notices. approve exoenditures. recerve billings for
ana approve and pay such party ‘s snare of the joint expenses. and to deal generailv with. and with power to dind. the co-owners of such
party’s interest within the scope of the operauons emoraced in this agreement: nowever. ail such co-owners shall have the night to enter
inzo and execute ail contracts or agreements ior the disposiuon of their respecuve shares of the oil and gas produced from the Contract
Area and they shall have the right to recewve. separateiy. payment of the saie proceeds thereot.

E. Waiver of Rights to Partition:

L . o
lf permitted by the iaws of the state or states in which the property covered hereby is located. each party hereto owning an

undivided interest in the Contract Area waives any and all rights 1t may have to partition and have set aside to it in severalty its undivided
interest therein,

wrwten notice 1o the other parues, with full ihiommuou conceming its pro sale, which d the n
purcnaser (who_ must be reny. willing and abte to purchase), the purchase price, and all other terms of the offer. The o
opuonal prior right, for a period of ten (10) days atter receipt ondi

‘ of the aouce, 10 purchase on the same t2rms ang
Proposes 1o scii; and, if this optionai right is exercised. the purchasing parues shail

bears 10 the total interest of afi purchasing panies. However, there shail be no g
m&gcmimmormdispouoiiummbyw. OrEARS

parent company or to & subsidiary of a parent compa
pmmulumypmofiuinmu 1D

2 n.consoﬁdnion.ormeohllonubmnuwy:llofinmmlmbﬂdiuyc
Se107Any company in which any one ParTy owns a majonty of the stock, Or where any party elect
1 property exchange, of conveyance with a retaned production Ppsyment. or is required to sell/assign its

O¢8 reverston under a pnior contract. This Article VIII F, shall not be applicabie to any party's interests whers such parny':
% greater than {0%. For purpose of this Article VIIIF.. a "party’s interest"” shall be the sum of the interests of all afTiliated selling l

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended 10 create, and shall not be construed to create. 2 reiatonship of partership or an sssociation
for profit between or among the parties nereto. Notwathstanding any provision herein that the rights and lizbilities hereunder are several
and not joint or collective. or that this agreement and operations hereunder shall not constitute a parmership. if. for federal income tax
purposes. this agreement and the operauons hereunder are regarded as a parmnership, each party herevy sifected eiects mw&ed
[rom the application of il of the provisions of Subchapter *'K**, Chaprer' 1. Subtitle ** A", of the Internai Revenue Code of . as per-
mitted and authorized by Section 761 of the Code and the regulations promuigated thereunder. Operator 1s authorized and directed to ex-
ecute on behalf of esch party hereby aifected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internai Revenue Service. including specificaily. but not by way of limitation. all of the returns, statements.
and the data required by Federal Reguiauons 1.7G1. Should there be 2ny requirement that each party hereby affected give further
evidence of this election. each such party shall execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as mav be necessary 10 evidence this elecrion. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax jaws of the state or states in which the Contract
Area is located or any future income tax iaws of t jted States contain provisions similar to those in Subchapter *‘K**, Chapter 1.
Subtitle **A"". of the internai Revenue Code of unger which an eiection simiiar to that provided by Section 76! of the Code is per-
mutted. each party hereby afiected shall make such eiection as may de permirted or required bv such laws. in making the foregoing eiec-

uon, each such party states tnat the income derived DY sucn party irom operations hefeunder can be adeguately determmed withour the
computation Of partnersnip taxadie mcome. LTI
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may sentle anv single uninsured third party damage ciaim or sun arising from operatons nereunaer if the expenditure
does not exceed Twenty Five Thousand & No/100 Dollars
3 25,000.00 and i the payment 15 10 compiete sertiement of such ciaim or suit. If the amount recuired for serniement ex-
ceeqs 1NC aDOVE AMOUNL. the parues nereto shail assume ana take over the further nandiing of the ciaim of suit. uniess sucn authomnLy &
Juiewatea to Operator. All costs ana expenses ol handling. settmg. of cinerwise discharginy sucn cium or sult shall be ar tne joine ex-
pense of the pIrues parncpatng In tNe ODEranon [rom wnich the ciaim of suit arises. If 2 claim 15 maae agamst any party or 1t any party 15
<uLd ON ICCOURt Of ANy Matter arising {rom operations nereunaer over wnich such ndividuai has no controi because a1 the rights given
Operator by this agreement. such party shall immediateiv nouiv all other parues. and the claim or suit shall be treated as any other claim
or suit invoiving operauons hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable. whollv or 1n part. by torce maeure to carry out its obligations under this agreement, other than
the obligation to make money pavments. that parey shall give to all other parues prompe written notice of the force majeure with
reasonabiv full parucuiars concermne it: thereupon. the obligauons ot the party giving the notice. so far as they are atfected by the force
maicure. shall be suspended during. but no loneer tnan. the conunuance of the force maeure. The aitected party shall use aii reasonable
diiigence o remove the force mateure squu’on as quickiy as pracucable.

The requirement that any torce majeurc shall be remedied with aii reasonable dispatch shall not require the settiement of strikes.

inckouts. or other labor difficulry by the party mvolved. contrary to s wishes: how ail such difficuines shaii be hundled shail be enureiy
winin the discreuon of the parcy concerned.

The term “‘farce maeure’". is here emploved. shall mean an act of God. strike. lockout. or other industrial disturbance. act of
the public enemy. war, blockade. public riot. hghtmne. ure. storm. ticod. explosion. governmentai action. kovernmental delay. restrant
or inacton. unavatiadility of cquipment. and anv otner cause. whether of the kind specifically enumerated above or otherwise, which is
not reasonaoiv within the controi of the parey claimmne suspension.

ARTICLE XIL
NOTICES

All notices authorized or required between the parues and required by any of the provisions of this agreement. uniess otherwise
specifically provided. shail be given in writing by masi or teiegram. postage or charges prepaid. or by telex or teiecopier and addressed to
the parues 10 whom the notice is given at the addresses tisted on Exhibit A", The originating niotice given under any provision hereof
shall be deemed given oniy when received by the party to whom such nouce is directed. and the time for such party to give any notice in
response thereto shall run from the date the originaung notice is received. The second or any responsive notice shall be deemned given
when deposited in the maii or with the teiegraph company. with postage or charges prepaid. or sent by teiex or teiecopier. Each party
shall have the right 10 change its address at any ume, and irom time 0 time. by giving written nouce thereof to ail other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This sgreement shall remain in full force and effect 2s to the oil and gas leases andior oil and gas interests subject hereto for the
penod of time seiected below: provided. however. nic party hereto shall ever be construed as having any right, utle or interest m or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

T2 Option No. 1: So long as anv of the oil and gas leases subiect to this agreement remain or are contnued in force as to any part
of the Contract Area. whether by production. extension. renewal or otherwise.

ﬁ Option No. 2: In the event the weil described in Article VLA.. or any subsequent well drilled under any provision of this
agreement. resuits 1n producton of oil and/or gas in paying quantities. this agreement shall conunue in force so iong as any such weil or
wells produce. or are capabie of production, and for an additional period of 90 days from cessation of all production: provided.
however, if. prior to the expiration of such additionai period. one or more of the parties hereto are engaged in drilling. reworking. deepen-
ing, plugging back. testing or attempung to compiete a weli or wells hereunder. this agreement shail continue in force unui such opers-
tions have been completed and if production resuits therefrom, this agreement shail continue in force as provided herein. In the event the
well descibed in Article VILA.. or any subsequent weil drilled hereunder. resuits in a dry hole, and no other weil is producing. or capabie
of producing oil and/or gas from the Contract Arez. this agreement shali terrminate unless drilling. deepeming. piugging back or rework-
ing operations are commenced within __90____ davs from the date of abandonment of said weil.

It is agreed. however, that the terminauon of this agreement shall not relieve any party hereto irom any liability which has
accrued or attacned prior to the date of such terminaucn. :
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Reguiations and Orders:

This agreement shall be subject to the conservauon laws of the state in which the Contract Area is located. to the valid rules,

reguiations, and orders of any duiv constituted reguiatory body of said state: and to ail other appiicable {ederal, state, und local laws, or-
dinances, rules, reguiations. and orders.

B. Governing Law:

This agreement and Jll imatters pertaining hereto. including, but aot timited 10, matters of performance, non-pertc SYaL éd"‘e{g}nco
remedies, procedures, rights. duties and interpretation or construcuion, shall be governed and determined by the faw of the state mrwherr
T R TS T I T I O I T A T TS 1 Y T 0T IO O ST es T O T O YT STIT o
sintl=govern,

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed 1o grant, Operator the right or authority 10 waive or release any rights,
privileges, ur obligations wiich Non Operators may heve vader tederal or state laws or under rules, reguiations or orders promuitited
under such laws in reference to oil, gas and mineral vperavons. ncluding the location, uperation. or production ot wells, on tracts otfset:
nng or adjacent to the Contruact Area.

With respect to operations hereunder, Non-Operators agree 1o release Operator trom any and sll losses. dumanes. injurics, cluims
and causes of action ansing out of. incident 10 or resuliing dirvetly or indirectly trom Operator’s interpretauon or applicition of rules.
rulings, regulations or orders of the Department of Energy or predecessor or suceessor agencies to the exient such interpres stion or ap-
plication was made in goud aith. Each Non-Operator further agrees 1o reimburse Operator lor any amousis appiicable s such Non-
Operator's share ol production that Operator may be regquired to refund. sebase or pay as a resalr of such an incorrect interpretation or
application, together with interest and penalues thereon owing by Operator as o resuit of such incorrect interpretation or applicauon.

Non-Operators authorize Operator to prepare and submit such documents as may be reguired to be submitted to the purchaser
of any crude oil sold hereunder or 10 any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980"*, us same may be amended from ume 1o time (** Act”"), and any vaiid regulations or rules which muy be isaucd by the Treasury
Department from time to rime pursuant to said Act. Each party hereto agrees o furaish any and sll cuntifications or other information
which is reguired 10 be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A_ Failure of any party to execute this agreement shall not render it inefective as 1o any party which does execute the same. If
counterparts (o this agreement are executed, the signatures and acknowiedgmens of the pasties, aflixed therets, may be combined by
quunr in, and treated and given effect for ail purposcs as & single instrument. This agreement aiso may be ratified by separaie

instrument referring hereto, each of which shall have the eilect of the original agreement and of adopting by reference ail of the

B. Notwithstanding anything 10 the contrary in Article VI.B.2. or VIL.D.Z., the shase of production from a well which non-consenting
parties shall bo deemed 1o have reiinquished (o consenting pasties in any reworking, decpening, plugging back or completing of &
well; (as such tenms are defined and used in Anticle VI.B.2. and Articie VII.D.2.) shall be the non-consenting panties’ share of
produciion only from the intervai or intervals of the formation or formations from which production is obtained or increased as &
resuil of the operations in which the non-consenting parties did not participate. In the event a subsequent operation is proposed for
such well by one or more consenting parties prior to recovery of all costs and penaities recoverable from the relinquished interest of
nos~consenting party in 3sid interval or (ormation, non-consenting party shall be entitled (o participate therein to the extent of its
interest prior to relinquishment.

C. Notwithstanding anything contained hereinabove to the contrary, aon-operstors may elect to be carried as & non-consenting party,
in the initial well to be drilled or recompieted hereunder. The non-consenting pemhy provisions of Article VI.B.2a. and b. shall be
applicable except that for purposes of caiculatling payout on the initial weil, if it is 2 New Mexico Fruitiand Coal weil, and only if, the
* 400."%figurs on lines 21 and 22 of Article V1.B.2b. shall be replaced with the figures *256%". All other wells remain at $00% .,

D. Notwithstanding anything 1o the contrary contained in Article VIL.D., cach party (contributing pany) contributing a icase or

leases (original lease) Lo this agreement shall have the option, but not the obligation, at any time prior 10 and for sixty (60) days after

the expiration of the original'leass 10 renew such iease and Lo aions bear the cost and expenss thereof and thereby maintain its right,

titls and interest in the tract or tracts included in the originai lcase and the rencwal thereof. If more than one party owns an intevest in

the ariginal leass, the option granted herein shall inure 1o the benefit of such parties jointly and seversily. If any pany hereto other

than the contributing party (renewing party) renews the icass at any time, the renewing party shail fumish the contnibuting party an

itemized statoment of ths total cost and expense incurred in acquiring such renewal lease. The contributing party shall have sixty
(60) days afler the receipt of such itemized statement (o reimburse the renewing party in full. If the contributing party makes such .
reimbursement, it shall ive from the g party an assignment. subject to this agreement, of all right, title and interest in and
to the renewal lease. if the contnbuting pasty either renews such lease at its sxpense, or fully reimburses the renewing party, the -
pasties’ interests hereunder in the Contract Area shail remain unchanged. Ifthe contnbuting panty exercises neither of the options -
provided above it shall thereby forfeit its right under this Article XV.D., as to such rencwai leass and the renewal lease shail

thereafier be subject to ail the lenms and conditions of Article VILD. hereof. This Anticle XV.D. shall apply in like manner to
extensions of lease.

E. This Operating Agreement shall supensede and replace any previous Operating Awgommgmedcpu:savmmdw
Contract Area shown on the Exhibit A",

- 14



ARTICLEXV
OTHER PROVISIONS

Through mutual consent the parties hereto may eiest to 1) convert any well drilled hereunder to a disposai well
or any other vaiuable use, or 2) convey any well drilled hereunder and associated facilities and equipment to
another party or group of pamaandthcpamahmw shall share 1n the vaiue receaved and the costs borne due
to such conversion or convevances as the parties’ interest 1s set forth in Exhibit “A”. except 1n any well drilled
hereunder in which a party or parues went non-consent in the drilling of such weil and the production from such
well has not equaied the percentage of costs reiated to such well provided in Arucle VI.B.2.. the approvai of
such conversion or convevance is required only by the Consenung Parties. and costs borne and the vaiue recerved
due to such conversion or conveyance shail be shared by the Consenung Parties 1n accordance with their cost
bearing share of the drilling of such well.

PRIORITY OF OPERATIONS

If at any time there is more than one operation proposed in connection with any weil subject to this agresment.
then uniess all Consentng Parties agree on the sequence of such operaton. such proposais shall be considered
and disposed of in the following order of priority:

0)) A proposal 1o do additionai logging, coring or tesung,

) A proposai to deepen the well to “authorized depth” if logging and testing in option (1) above indicate
the weil has not reach authorized depth and formation.

3) A proposal o attempt to complete the well at the authorized depth in the manner set forth in the AFE
(i.e., in accordance with casing, stimulation and other completion programs set forth in AFE),

@ A proposal to attempt 1o compiete the well at the suthorized depth in a manner different than as set
forth in the AFE,

5) For & horizontal well, & proposal to extend the length of the iaterat drain hole for a specified number of
feet in the direction it is drilling with priority given to the shortest additional length proposed by any of
the Consenung Parties;

) For a horizontal well. a proposal to drill a new lateral drain hole in a different direction at the
autharized depth;

M For a horizontal well, a proposal to drill a new iateral drain hoie a different depth, with priority given
in ascending order to objectives above the authorized depth, and then in descending onder to
objectives below the authorized depth;

(8) A proposai o piug back and attempt to complete the weil at a depth shaliower than the authorized
depth, with prionity given to objectives in ascending order up the hole;

9 A proposal to sidetrack the well to a new target objective, with priority given first in ascending order

to objectives above the authorized depth, and then in descending order to the objectives below the
authorized depth,

(10) A proposal to deepen the weil below the authorized depth, with pricrity given to objectives in

Nommaypmposemyopamonwithmpecttomyweua)whikthmispcndingapricrpmposalformy

respecting such well until that proposal is withdrawn or until the operation contempiated thereby has
been completed or (i) while there is in progress any operation on such well until such operation has been
compieted.

If, at the time the parties are considering a proposed operation, the well is in such condition. in the Operator’s
judgment, that a reasonably prudent operator would not conduct such operation for fear of mechanicai
difficulties, placing the hole, equipment or personnel in\danger of loss or injury, or fear of loss of the well for
any reason without being able to attempt a compietion at the authorized depth, then the proposai shall be given
0o priority to any proposed operaton except for plugging and abandoning the weil.

If & well being drilled hereunder is a horizontal well, then the provisions of this agreement relating to
sidetracking of a weil shall be of no force and effect.

elds-



ARTICLE XV
OTHER PROVISIONS

CONFIDENTIALITY

Operator and each Non-Operator herebv agree to keep confidential all information
pertaining to the initial well drilled pursuant to Article VI.A of this Agreement, and that,
without the prior written consent of all parties hereto, the information will not be disclosed
to any person or legal entity not a party to this Agreement for a period of one vear
following completion of said well as a well capable of producing or plugging and
abandonment of the same as a dry hole; except that (i) Operator shall have the nght to
make such disclosures and filings as mav be mandated by applicable laws, rules,
regulations or orders of governmental authorities having jurisdiction, provided Operator
shall take reasonable steps to maintain the confidentiality of such disclosures and filings to
the extent permitted by such laws, rules, reguiations or orders, if any, and (ii) each party
hereto shall have the right to disclose such information to any of its affiliates, provided
such affiliate agrees in writing to be bound by the confidentiality provisions of this
Agreement. “Affiliate” means any company or legal entity which directly or indirectly
controls the disclosing party, or which is directly or indirectly controlled by the disclosing
party, or which is directly or indirectly controlled by a company or entity which directly or
indirectly controls the disclosing party. “Control” means the right to exercise more than
50% of the voting rights in the appointment of the directors of the applicable company.

-14h-
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ARTICLE XVI.
MISCELLANEOUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of _1st day of April

19__917

OPERATOR

\.
Burlington Resources Oil & Gas Company

BY:

Robert T. Kennedy, Attorney-in-Fact

NON-OPERATORS

> Conoco Inc.

BY:

Amoco Production Company

BY:

Total Minatome Corp.

BY:

Lee Wayne Moore and JoAnn Montgomery
Moore, Trustees

BY:

BY:

BY:

Robert Warren Umbach

BY:

George William Umbach

-15-
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NON-OPERATORS CONT.

Sunwest Bank of Albuquerque, N.A.,
as Agent for:

Lowell White Family Trust

Walter A. Steele

Estate of G.W. Hannett

T. G. Cornish

Patricia Hueter

Mary Emily Voller

A. T. Hannett

BY:
Catherine Rugen

Hope G. Simpson Estate

BY:

BY:
Nancy H. Gerson (FKA Nancy H. Haskens)

BY:
Minnie A. Fitting

BY:
Robert P. Fitting

BY:
Catherine H. Ruml

Katherine I. White

BY:

N\
BY:
Elizabeth B. Farrington

BY:
Mary S. Zick (FKA Nancy S. Zick)

BY:
Walter B. Farnham

BY:
Roy E. Bard, Jr.

BY:
Robert T. Isham
15a




NON-OPERATORS CONT.

BY:
Mary F. Love

BY:
James C. Bard

BY:
William P. Sutter

George S. Isham Trust

BY:

BY:
Albert L. Hopkins, Jr.

BY:
Kay B. Gundlach (FKA Kay B. Towle)

BY:
Virginia W. Isham

BY:
Eleanor Isham Dunne

John M. Simpson & William Simpson Trust U/W
James J. Simpson

BY:

™\

Michael Simpson Trust

BY:

Patricia Simpson Trust

BY:

James F. Curtis

Patrick J. Herbert 111

Successor Trustee U/A/D 2-9-79
FBO James F. Curtis

BY:

15a



NON-OPERATORS CONT.

Gwendolyn S. Chabrier

Patrick J. Herbert 111

Successor Trustee U/A/D 2-9-79
FBO Gwendolyn S. Chabrier

BY:

William Simpson Trust

Patrick J Herbert 111

Successor Trustee Of The

WM Simpson Trust Dtd 12-17-79

BY:

Henry P Isham Jr., Decd

First Natl. Bank of Chicago-Agent
VW & RT Isham Trustees

UWO Henry P. Isham Jr., Decd

BY:

Cortlandt T. Hill Trust
1st Trust NA & Gaylord W. Glarner
Trustee UA Dtd 9/16/74

BY:

Martha M Lattner Trust

James E Palmer Successor
Trustee U/T/A Dtd 2/21/63
FBO Martha M. Lattner Settlor

BY:

BY:

Robert D. Fitting

BY:

W. Watson LaForce, Jr.

BY:

J. Robert Jones

BY:

Robert B. Farnham



NON-OPERATORS CONT.

BY:

Charles Wells Farnham, Jr.

BY:

'Louis W._Hill, Jr.

Ralph A Bard Jr, Trustee
(FKA Ralph A. Bard, Jr. Trust)
U/A/D February 12, 1983

BY:

Ralph Austin Bard Jr.
(FKA Ralph A. Bard, Jr. Trust)
Trustee U/A/D 7-25-49

BY:

Guy R. Brainard Jr. Trustee, of
the Guy R. Brainard Jr, Trust
Dated 9/9/82

BY:

Ralph U. Fitting Jr., Trust

BY:

Sabine Royalty Company

BY:

Judith Shaw Trust
U/A/D 4-14-66

BY:

Nancy C. Bard, Lisa Bard Field
Sharon Bard Wailes & Travis
Bard Ind & Collectively As

Co Trustees U/C/O Dtd 10-7-86

BY:




NON-OPERATORS CONT.

Elizabeth T. Isham Trust
Robert T. Isham & G.S. Isham &
First Natl Bank Of Chicago Trust

BY:

Roger D. Shaw Jr, Trust
U/A/D 8-27-62

BY:

William W. Shaw Trust
U/A/D 12-28-63

BY:

BY:

Diane Derry

BY:

Joan Derry

Anthony Bard Boand

BY:

BY:

Dorothy M. Derry

Keyes Baber Properties
C/0 TX Commerce Bank Midland
Acct #50-1532-00

BY:

BY:

George A. Ranney

BY:

Fredrick F. Webster, Jr.
(FKA Webster Properties Partn.)

F F. Webster IV Trust Estate
(FKA Webster Properties Partn.)

BY:

15a



NON-OPERATORS CONT.

John 1. Shaw Jr., Trust
U/A/D 1-2-57

BY:

Susanne Shaw Trust
U/A/D 9/11/53

BY:

Arch W. Shaw II Trust
U/A/D 2/1/71

BY:

Bruce P. Shaw Trust
U/A/D 6/8/72

BY:

Norman L. Hay Jr., Trustee of the
Norman L Hay Jr. Gs Trust

BY:

Edward L. Ryerson J.r Trust
(Fka Edward L. Ryerson)
Cambridge Trust Co Trustee

BY:

Margaret Stuart Hart

Northern Trust Bnk/Lake Forest

& Margaret Stuart Hart Co-Trustee
U/A Robert Douglas Stuart

BY:

Robert Douglas Stuart Jr.
Northern Trust Bank/Lake Forest
& Robert Douglas Stuart Jr,
Co-Trustee U/A Robert D. Stuart

BY:




NON-OPERATORS CONT.

Anne Stuart Batchelder Trust
First Natl Bank Of Chicago &
U/A Robert Douglas Stuart

BY:

Harriet Stuart Spencer
First Natl Bank Of Chicago &
U/A Robert Douglas Stuart

BY:




ACKNOWLEDGMENTS

STATE OF NEW MEXICO )
) ss.
COUNTY OF SAN JUAN )

The foregoing instrument was acknowledged before me this day of
, 1997, by Robert T. Kennedy, Attorney-in-Fact, of Burlington Resources
Oil & Gas Company, a Delaware corporation, for and on behalf of said corporation.

Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 1997, by , , of.
,a corporation, for and on behalf of said
corporation.
Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF )
2\
The foregoing instrument was acknowledged before me this day of
, 1997, by , , of.
Trust.
Notary Public

My Commission Expires:




ACKNOWLEDGMENTS CONT.

STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 1997, by , an individual.

Notary Public

My Commission Expires:




EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by
and between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and

as Non-Operators.

LANDS SUBJECT TO OPERATING AGREEMENT:

Township 31 North, Range 10 West
Section 9: Lots 1-12, N/2 N/2

San Juan County, New Mexico
containing 636.01 acres, more or less

RESTRICTIONS, IF ANY, AS TO DEPTHS OR FORMATIONS:

Limited to all depths below the Dakota formation.

ADDRESSES AND WORKING PERCENTAGE INTERESTS OF PARTIES TO
THIS AGREEMENT:

Burlington Resources Oil & Gas Company OPERATOR
c/o Land Department 10.311905%
P.O. Box 4289

Farmington, New Mexico 87499
Main # 505-326-9700
Fax # 505-326-9781

NON-OPERATORS

Working Interest Owners GWI

CONOCO INC. 10.311905%
10 DESTA DRIVE , SUITE 100W
MIDLAND, TX 79705-4500

AMOCO PRODUCTION COMPANY h 10.175500%
P.0. BOX 800
DENVER, CO 80201

TOTAL MINATOME CORP. 3.553900%
2 HOUSTON CENTER, SUITE 2000

909 FANNIN

P.O. BOX 4326

HOUSTON, TX 77210-4326

LEE WAYNE MOORE 0.294805%
AND JOANN MONTGOMERY MOORE, TRUSTEES

403 N. MARIENFIELD

MIDLAND, TX 79701



EXHIBIT “A” CONT.

GEORGE WILLIAM UMBACH
2620 S. MARYLAND PKWY. #496
LAS VEGAS, NV 89109

ROBERT WARREN UMBACH
P.O. BOX 5310
FARMINGTON, NM 87499

LOWELL WHITE FAMILY TRUST
C/0 SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-0500

WALTER A. STEELE

C/O SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

ESTATE OF G. W. HANNETT

C/O SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

T. G. CORNISH

C/O SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

PATRICIA HUETER

C/0 SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

MARY EMILY VOLLER
C/O SUNWEST BANK OF ALBUQUERQUE, N.A."
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

A. T. HANNETT

C/O SUNWEST BANK OF ALBUQUERQUE, N.A.
ATTN: CATHERINE RUGEN

P.0. BOX 26900

ALBUQUERQUE, NM 87125-6900

HOPE G. SIMPSON

C/O SIMPSON ESTATES INC.
30 N. LASALLE, STE 1232
CHICAGO 1I1. 60602-2504

.369518%

.369518%

.037019%

.037019%

.030850%

.024680%

.006171%

.006170%

.006170%

0.651006%



EXHIBIT “A” CONT.

NANCY H. GERSON (FKA NANCY H. HASKENS)

1555 ASTOR ST.
CHICAGO, IL 60610

MINNIE A. FITTING

ROBERT P. FITTING

P.O. BOX 2588

SIERRA VISTA, AZ 85636-2588

CATHERINE H. RUML
P.0. BOX 297
SOUTH STRAFFORD, VT 05070-0297

KATHERINE 1. WHITE

C/0O JOHN BEATY

BAETY HAYNES & ASSOCIATES INC.
2 WISCONSIN CIR., STE 400

CHEVY CHASE, MD 20815-7006

ELIZABETH B. FARRINGTON
12 MURRAY HILL SQUARE
MURRAY HILL, NJ 07974

MARY §. ZICK (FKA NANCY S. ZICK)
418 W. LYON FARIN
GREENWICH, CT 06831

WALTER B. FARNHAM
P.O. BOX 494
NORWOOD, CO 81423-0494

ROY E. BARD, JR.
508 S PARKWOOD AVE
PARK RIDGE, IL 60068

ROBERT T. ISHAM
335 HOT SPRINGS RD.
SANTA BARBARA, CA 93108

MARY F LOVE
4005 PINOLE VALLEY RD.
PINOLE, CA 94564

JAMES C. BARD
7454 N. DESERT TREE DR.
TUCSON, AZ 85704

WILLIAM P. SUTTER
THREE FIRST NATL PLAZA
ROOM 4300

CHICAGO, IL 60602

0.456838%

0.934458%

0.456838%

1.522308%

0.164464%

0.685295%

0.102790%

0.164464%

1.205033%

0.102790%

0.164464%

0.685295%



EXHIBIT “A” CONT.

GEORGE S. ISHAM TRUST 1.205003%
1070 N. ELM TREE RD
LAKE FOREST, IL 60045

ALBERT L. HOPKINS JR 0.456838%
P OBOX 67
DANBURY, NH 03230-0067

KAY B. GUNDLACH (FKA KAY B. TOWLE) 0.164464%
FEARINGTON POST 247
PITTSBORO, NC 27312

VIRGINIE W. ISHAM 0.602501%
P O BOX 307
LAKE FORREST, IL 60045

ELEANOR ISHAM DUNNE 1.525335%
728 ROSEMARY RD.
LAKE FOREST, IL 60045

JOHN M SIMPSON & WILLIAM 3.906037%
SIMPSON TR U/W JAMES SIMPSON J.

C/0 TRUST CO OF NEW YORK

ATTN: BARRY WALDORF

114 WEST 47TH STREET

NEW YORK, NY 10036

MICHAEL SIMPSON TRUST 2.996042%
C/0 U S TRUST CO OF NEW YORK

ATTN: BARRY WALDORF

114 WEST 47TH STREET

NEW YORK, NY 10036

PATRICIA SIMPSON TRUST 2.996042%
C/0 U S TRUST CO OF NEW YORK

ATTN: BARRY WALDORF

114 WEST 47TH STREET

NEW YORK, NY 10036

JAMES F CURTIS 0.651006%
PATRICK J HERBERT III “\

SUCCESSOR TRUSTEE U/A/D 2-9-79

FBO JAMES F CURTIS

C/O SIMPSON ESTATES

30 NLASALLE STE 1232

CHICAGQO, IL 60602-504

GWENDOLYN S. CHABRIER 0.651006%
PATRICK J. HERBERT III

SUCCESSOR TRUSTEE U/A/D 2-9-79

FBO GWENDOLYN S. CHABRIER

C/O SIMPSON ESTATES

30 NLA SALLE ST #1232

CHICAGO, IL 60602-2503



EXHIBIT “A” CONT.

WILLIAM SIMPSON TRUST 1.953018%
PATRICK J HERBERT III

SUCCESSOR TRUSTEE OF THE

WM SIMPSON TRUST DTD 12-17-79

30 N LASALLE STE 1232

CHICAGO, IL 60602-2504

HENRY P ISHAM JR DECD 0.602501%
FIRST NATL BANK CHICAGO AGENT

VW & RT ISHAM TRUSTEES

UWO HENRY P ISHAM JR DECD

1400 ONE DALLAS CENTER

DALLAS, TX 75201

CORTLANDT T. HILL TRUST 0.411162%
1ST TRUST NA & GAYLORD W

GLARNER TRSTEE UA DTD 9/16/74

C/O COLORADO NATIONAL BANK

PO BOX 17532 (CNDT 2332)

DENVER, CO 80217

MARTHA M LATTNER TRUST 1.027904%
JAMES E PALMER SUCCESSOR

TRUSTEE U/T/A DTD 2/21/63

FBO MARTHA M LATTNER SETTLOR

PO BOX 29352

SAN FRANCISCO, CA 94129-0352

ROBERT D. FITTING 0.934459%
# 406 N. BIG SPRINGS #200
MIDLAND, TX 79701

W. WATSON LAFORCE JR 1.111146%
PO BOX 353
MIDLAND, TX 79701

J. ROBERT JONES 1.868917%
1205 W PECAN
MIDLAND, TX 79705

ROBERT B. FARNHAM A 0.102790%
ST MARYS POINT

16757 S. 25TH ST

LAKELAND, MN 55043

CHARLES WELLS FARNHAM JR 0.102790%
ST MARYS POINT

16825 S. 25TH ST

LAKELAND, MN 55043

LOUIS W. HILL JR 2.466971%
PO BOX 64704
ST. PAUL, MN 55164



EXHIBIT “A” CONT.

RALPH A BARD JR, TRUSTEE 1.23.
(FKA RALPH A. BARD, JR. TRUST)

U/A/D FEBRUARY 12, 1983

SUITE 2320

135 S. LA SALLE ST.

CHICAGO, IL 60603-4108

RALPH AUSTIN BARD JR. 8.061:
(FKARALPH A. BARD, JR. TRUST)

TRUSTEE U/A/D 7-25-49

135 S. LA SALLE STREET

SUITE 2320

CHICAGO, IL 60603-4108

GUY R. BRAINARD JR. TRUSTEE, OF 0.2512¢
THE GUY R. BRAINARD JR TRUST

DATED 9/9/82

RR 6 BOX 281

BROKEN ARROW, OK 74014

RALPH U. FITTING JR, TRUST 3.73783-
PO BOX 782
MIDLAND, TX 79702

SABINE ROYALTY TRUST 0.626723
C/O PACIFIC ENTERPRISES

ABC CORPORATION

ATTN: SARA WILLIAMS

3131 TURTLE CREEK BLVD.

DALLAS, TX 75219

JUDITH SHAW TRUST 1.021342%
U/A/D 4-14-66

THOMASVILLE RT. BOX 60-B

BIRCH TREE, MO 65438

NANCY C. BARD LISA BARD FIELD 0.164464%
SHARON BARD WAILES & TRAVIS

BARD IND & COLLECTIVELY AS

CO TRUSTEES U/C/O DTD 10-7-86

609 RICHARDS LAKE RD.

FT COLLINS, CO 80524 N

ELIZABETH T. ISHAM TRUST 0.822323%
ROBERT T. ISHAM & G.S. ISHAM &

FIRST NATL BANK OF CHICAGO TRUST

8150 N. CENTRAL EXPY, STE 1211

DALLAS, TX 75206-1831

ROGER D. SHAW JR, TRUST 1.268039%
U/A/D 8-27-62

THOMASVILLE RT. BOX 60-B

BIRCH TREE, MO 65438

WILLIAM W. SHAW TRUST 1.268039%
U/A/D 12-28-63

THOMASVILLE RT BOX 60-B

BIRCH TREE, MO 65438



EXHIBIT “A” CONT.

DIANE DERRY
736 HINMAN AVE #1W
EVANSTON, IL 60202

JOAN DERRY
P.0. BOX 866
TESUQUE, NM 87574

ANTHONY BARD BOAND
BANK OF AMERICA ILLINOIS
ATTN: DEAN KELLY

PO BOX 2081

CHICAGO, IL 60690

DOROTHY M. DERRY
2648 E WORKMAN AVE,, STE 211
W. COVINA, CA 91791

KEYES BABER PROPERTIES

C/0 TX COMMERCE BANK MIDLAND
ACCT #50-1532-00

PO BOX 209829

HOUSTON, TX 77216

GEORGE A. RANNEY
17370 WEST CASEY ROAD
LIBERTYVILLE, IL 60048

FREDERICK F. WEBSTER JR

(FKA WEBSTER PROPERTIES PARTN)
945 WOODLAND DRIVE

GLENVIEW, IL 60025

F F WEBSTER IV TRUST ESTATE
(FKA WEBSTER PROPERTIES PARTN)
C/0 COLORADO NATL BANK

P.0. BOX 17532

DENVER, CO 80217

JOHN I. SHAW JR TRUST
U/A/D 1-2-57

THOMASVILLE RT BOX 60-B
BIRCH TREE, MO 65438

SUSANNE SHAW TRUST
U/A/D 9/11/53
THOMASVILLE RT BOX 60-B
BIRCH TREE, MO 65438

ARCH W. SHAW II TRUST
U/A/D 2/1/71

THOMASVILLE RT BOX 60-B
BIRCH TREE, MO 65438

BRUCE P. SHAW TRUST
U/A/D 6/8/72

THOMASVILLE RT BOX 60-B
BIRCH TREE, MO 65438

-7-

0.139272%

0.139272%

0.414787%

0.139272%

2.22531%%

0.520756%

0.308371%

0.308371%

1.083016%

1.083016%

1.083016%

1.083016%



EXHIBIT “A” CONT.

NORMAN L. HAY JR., TRUSTEE OF THE
NORMAN L. HAY JR GS TRUST

3208 ELDON LN

WACO, TX 76710

EDWARD L. RYERSON JR TRUST
(FKA EDWARD L. RYERSON)
CAMBRIDGE TRUST CO TRUSTEE
ATTN: DAVID STRACHAN

1336 MASSACHUSETTS AVE
CAMBRIDGE, MA 02138-3829

MARGARET STUART HART

NORTHERN TRUST BANK/LAKE FOREST

& MARGARET STUART HART CO-TRUSTEE
U/A ROBERT DOUGLAS STUART

PO BOX 226270

DALLAS, TX 75222

ROBERT DOUGLAS STUART JR
NORTHERN TRUST BANK/LAKE FOREST
& ROBERT DOUGLAS STUART JR
CO-TRUSTEE U/A ROBERT D. STUART
PO BOX 226270

DALLAS, TX 75222

ANNE STUART BATCHELDER, TRUST.
FIRST NATL BANK OF CHICAGO &
U/A ROBERT DOUGLAS STUART
ATTN: GAYLE COTTON

8150 N CENTRAL EXPY STE 1211
DALLAS, TX 75206

HARRIET STUART SPENCER
FIRST NATL BANK OF CHICAGO &

U/A ROBERT DOUGLAS STUART TOTAL
ATTN: GAYLE COTTON

8150 N CENTRAL EXPY, STE 1211

DALLAS, TX 75206

-8-

0.832603%

0.520755%

0.774329%

0.774329%

0.774329%

0.774329%

100.000000%



EXHIBIT "B"

There is no Exhibit "B" to this Joint Operating Agreement, dated April 1, 1997.
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COPAS - 1984 ~ ONSHORE
Recommended by the Council

KeflBE 601, soxeo of Petroleum Accountants

TULSA OK 74101 Socienes EHPHS-]

EXHIBIT *c "

Attached to and made a part of _that certain Operating Agreement dated April 1., 1997, by and
between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and Nop-Operators,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

“Joint Operations” shall mean all operations necessary or proper for the development. operation. protection and mainte-
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are w0 be shared by the Parties.

“QOperator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties o this agreement other than the Operator.

“Parties” shall mean Qperator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other emplovees and/or contract labor directly emploved on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those emplovees having special and specific engineering, geoiogical or other profes-
sional skills. and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Expenses” shali mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property. equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

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

Advances and Pavments by Non-Operators

A.  Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
share of estimated cash outiay for the succeeding month's operation within fifteen (15) days after receipt of the bill-
ing or bv the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payvment is not made
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect at Iexas Commerce
Bank, Houston, Texas on the first dav of the month ih which delinquency occurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever

is the lesser. plus attornev’s fees. court costs. and other costs in connection with the collection of unpaid amounts.

Adjustments

Pavment of anv such bills shall not prejudice the right of anv Non-Operator to protest or question the carrectness thereof:
provided. however. all bills and statements rendered to Non-Operators bv Operator during any calendar vear shall con-
clusivelv be presumed to be true and correct after twentv-four (24) months following the end of any such calendar vear,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adiustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed

period. The provisions of this paragraph shall not prevent adjustments resuiting from a physical inventory of Controllable
Materiai as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operatwor. upon notice in writing to Operator and all other Non-Operators. shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar vear within the twenty-four (24) month
period following the end of such calendar yvear: provided. however. the making of an audit shall not extend the time
for the taking of written exception 10 and the adjustments of accounts as provided for in Paragraph 4 of this Section l
I. Where there are two or more Non-Operators. the Non-Operators shall make every reasonable effort to conduct a
joint audit in 2 manner which will result in 2 minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators” audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator. except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

B. The Operator shall repiy in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions
in regard thereto. Operator shall notify all Non-Operators of the Operator’s proposal. and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

\.

11. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmenta! or regulatory requirements to satisfv environ-
mentai considerations appiicable to the Joint Operations. Such costs may include surveys of an ecoiogical or archaeological
nature and pollution control procedures as required by applicable laws and regulations.
2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

3. Labor

A. (1) Salaries and wages of Operator’s field employees directly emploved on the Joint Property in the conduct of Joint
Operations.

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

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

(4) Salaries and wages of Technical Emplovees either temporarily or permanently assigned to and directly empioved :
in the operation of the Joint Property if such charges are excluded from the overhead rates. i

B. Operator's cost of holiday. vacation. sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeabie to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis™ or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Secuon I1. If percentage assessment
is used. the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.

D. Personal Expenses of those employees whose salaries and wages.are chargeable to the Joint Account under Paragraph
3A of this Section II.

4. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance. hospitalization. pension. retirement, stock
purchase. thrift. bonus. and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

5. Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section V. Only such Material
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

6. Transportation
Transportation of emplovees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties. no charge shall be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or raiiway receiving point nearest the Joint Property unless agreed to by the Parties.

-2-
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10.

11.

12,

13.

14,

15.

B. If surplus Material is moved to Operator’s warehouse or other sworage point. no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above. the option to equalize or charge actualA trucking cost is available
when the actual charge is $400 or jess excluding accessorial charges. Tlhe $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Paragraph
10 of Section Il and Paragraph i. ii. and iii. of Section 1II. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint

Property shall not be charged to the Joint Account unless previously agreed to by the Parties. Such charges shall
be supported by invoices, which shall be made available to the non-operator’'s Auditors.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall inciude costs of maintenance. repairs. other operating expense.
insurance. taxes. depreciation, and interest on gross investment less accumuiated depreciation not to exceed
twelve _ percent(__12 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieu of charges in paragraph 8A above. Operator may elect 10 use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleurn Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire. flood. storm. theft. accident. or other cause. except those resulting from Operator’s gross negligence or
willful misconduct. Operator shall furnish Non-Operawr written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling. investigating and settling litigation or claims. discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resuiting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made uniess previously agreed to by the Parties. All other legal expense is considered to be covered by the

overhead provisions of Section IIl unless otherwise agreed to by the Parties. except as provided in Section 1. Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operation thereof.
or the production therefrom. and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party's working interest. then notwithstanding
anyvthing to the contrary herein. charges w the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

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

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring. leasing. installing, operating, repairing and maintaining communication systems. inc)udix_ng radio apd
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the_ Joint
Property are Operator owned. charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section 1II and which

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

gllil}
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II1. OVERHEAD

Overhead - Drilling and Producing Operations

i

ii.

iil.

As compensation for administrative. supervision. office services and warehousing costs. Operator shall charge drilling
and producing operations on either:

&x) Fixed Rate Basis. Paragraph 1A. or
{ ) Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel. except those directly chargeable under Paragraph
3A. Section II. The cost and expense of services from outside sources in connection with matters of taxation. traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries. wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

{ ) shall be covered by the overhead rates. or
&x ) shall not be covered by the overhead rates.

The saiaries. wages and Personal Expenses of Technical Employees and/or costs of professional consuitant services
and contract services of technical personnel either temporarily or permanently assigned to and directly empioyed in
the operation of the Joint Property:

&X) shall be covered by the overhead rates, or
( ) shall not be covered by the overhead rates.

iv. See Overhead Addendum on Page 7A.

B.

Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § __5,100.00
(Prorated for less than a full month)

Producing Well Rate § __510.00

{2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

{1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

{2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations. with rig or other units used in warkover. commence through date of rig
or other unit release. except that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar days.

(b) Producing Well Rates

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

2) Each active completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well charge providing each compiletion is considered a separate well by the govern-
ing regulatory authority.

N\
(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall
be considered as a one-well charge providing the gas well is directly connected to 2 permanent sales
outlet.

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able. transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by muitiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekiyv earnings of Crude Petroleum and Gas
Production Workers for the iast caiendar vear compared to the calendar vear preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Depariment of Labor. Bureau of Labor Statistics. or the equivalent Canadian index as published by Statistics
Canada. as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-

justment.
Overhead ~ Percentage Basis

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

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exciusive of costs provided under
Paragraphs 2 and 10 of Section I1. all salvage credits. the value of injected substances purchased for secondary ‘
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows: i

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section IIl. development
shall include all costs in connection with driliing, redrilling. deepening. or any remedial operations on any or all
wells involving the use of drilling rig and crew capabie of drilling to the producing interval on the Joint Prop-
erty; also. preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not compieted as a producer. and original cost of construction or instailation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset. except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.
\.
2.  Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expansion of
fixed assets. and any other project cleariy discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction. or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of § 25,000.00 _:

A._ 5 9%of first $100.000 or total cost if less, plus

B. 3 %of costs in excess of $100.000 but less than $1,000,000. plus

C. —2 % of costs in excess of $1,000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of a single
project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resuiting from a single occurrence due
to oil spill. blowout. explosion. fire. storm. hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator

shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A 5 _  %of total costs through $100.000; plus
B.—— 3 __ %of total costs in excess of $100.000 but less than $1.000.000: plus
C.— 2 %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section III shail apply.

4. Amendment of Rates

The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement between
the Parties hereto if. in practice. the rates are found to be insuffica;em or excessive,

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: however, at Operator’s
option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surpius
Material. such disposal being made either through sale to Operator or Non-Operator, division in kind. or sale to outsiders.
Operator may purchase. but shall be under no obligation to purchase. interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controliable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator.
uniess otherwise agreed to by the Parties. shall be priced on the following basis exclusive of cash discounts:




A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a2) Tubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
carioad base prices effective as of date of movement pius transportation cost using the 80.000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80.000 pound rail rate is not offered. the 70.000 pound or 90.000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain. Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills. the 30,000 pound Oil Field
Haulers Association interstate truck rate shail be used.

(¢) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.o.b. Houston.
Texas. plus transportation cost. using Oil Field Haulers Association interstate 30.000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the iowest published out-of-stock prices f.0.b.
the supplier pius transportation costs. using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred. to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.{1)a) as provided above. Freight
charges shall be caiculated from Lorain, Ohio.

{b) Line pipe movements (except size 24 inch OD and larger with walls 3; inch and over) less than 30.000 pounds
shall be priced at Eastern mill published carioad base prices effective as of date of shipment. plus 20 percent.
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain. Ohio.

{c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe. drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

{3) Other Material shall be priced at the current new price. in effect at date of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture. plus transportation costs. if applicable. to the railway
receiving point nearest the Joint Property.

{4) Unused new Material, except tubular goods. moved from the Joint Property shall be priced at the current new
price. in effect on date of movement. as listed by a reliable suppiy store nearest the Joint Property. or point of
manuifacture. plus transportation costs, if applicable. to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determ{ned by Paragraph A.
(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price. as determined by Paragraph A. if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price. as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material. excluding junk. no longer suitable for its original purpose. but usablp for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing. or drill pipe used as line pipe shall be priced as Grade.A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line |
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,

shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
maily utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements. in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Each vear. the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each vear by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

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

4. Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controliable Material.

1. Periodic Inventories. Notice and Representation
At reasonable intervals. inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin S0 that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be mp.de within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Ag:qount for
overages and shortages. but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories
Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the qunt Property.
1t shall be the duty of the pariy selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases. both the selier and the purchaser shall be governed by such inventory. In cases invoiving a change
of Operator. all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

A. The expense of conducting periodic inventories shail not be charged to the Joint Account uniess agreed to by the
Parties.

B. The expense of conducting special inventories shail be charged to the Parties requesting such inventories. except in-
ventories required due to change of Operator shall be charged to the Joint Account.

-7-




iv.

Section III, Overhead Addendum:

The parties agree the overhead rates shall inciude. but not be limited
to, the following functions, regardless of whether performed by Operator,
Operaror's Affiliates, or by third parues:

Administrative & Accounting

Accounting & Disbursing

Producer gas balancing

Taxes

Office services

Billing & Collection

Data processing (other than computer production control)
Human Resources

Accounting systems and procedures
Auditing -

Operatons Support Functions

Coordination, planning & follow-up

Design & drafting

Materiais procurement

Inventory taking and reconciliation

Gas dispatching and control

Obtaining permits, certificates

Warenousing

Off-site environmental compliance & reporting
Technical Employees and other labor not permitted as a direct charge
under Section II.3 or Section ITI.1 (ii) and (iii).

Field office expenses associated with engineering and
administrative/accounting personnel located in the field.

Generai Management
Supervision or management not permitted as a direct charge in Section II.3
Comrract Negotiations (including, but not limited to, negotiations with
vendors. contractors, landowners, minerai owners, etc.)

Legat Services not permitted as a direct charge under Section I1.10.

© <Ta-



"ONSHORE"

EXHIBIT "D-1"

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by

between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and Non-
Operators.

INSURANCE

To protect against liability, loss or expense arising from damage to property, injury or death of any person
or persons. incurred out of, in connection with, or resulting from the operations provided hereunder,
Operator shall maintain in force during the enure period of this agreement the following Schedule A
insurance coverage for the benefit of the joint account. Schedule B coverages are the minimum limits and
type of insurances required to be maintained by Operator and each Non-Operator as to their respective
working interest. All Schedule A and Schedule B insurance shall be obtained from financially sound, Best
rate B+ Class VI or above reliable insurance companies authorized to do business in the state in which the

operations are to be performed. Each policy shall provide for a waiver of subrogation rights against the
other signatory parties. .

SCHEDULE A - OPERATOR FOR THE JOINT ACCOUNT

COVERAGES LIMITS OF LIABILITY
a. Workers' Compensation Statutory
b. Employers' Liability Combined Single Limt

Per occurrence of $1,000,000.

SCHEDULE B - OPERATOR AND EACH NON-OPERATOR
AS TO ITS WORKING INTEREST

Each working interest owner's insurance is intended to cover such owner's working interest in the
Joint Account and its coverages respond to such owner's pro-rata share of any Joint Account loss.

COVERAGES LIMITS OF LIABILITY

a. Comprehensive General Liability
inciuding Personal Injury, Premises/
Operations coverage, Pollution
Coverage, Owners and Contractors
Protective Liability, Contractual Liabiiity, “\
Products and Compieted Operaton
Liability

Bodily Injury Liability/ Combined Single Limit
Property Damage Liability Per occurrence of $1,000,000

b. Comprehensive Automobile Lia-
bility including coverage of
Owned and Non-Owned Automobiles
and Hired Car coverage

Badily Injury Liability/ Combined Single Limit
Property Damage Liability Per occurrence of §1,000,000
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EXAMPLE.

Note:

Controi of Well inciuding Clean-

Up, Containment. Seepage, Pollu-
tion, Contamination. and Redriliing
Expense (This coverage is maintained
for the term of the agreement.)

A Non-Operator owning a 30%
working interest in the Joint
Account properties is required
to carry a minimum of 30% x
$5,000,000 or $1,500,000 °
Controi of Well coverage, but

a 4% Working Interest Owner is
required to carry a minimum of
$1,000,000 coverage.

If a Non-Operator elects not

to purchase Control of Well
coverage direct to protect

his working interest, he may
elect to participate in Oper-
ator's caverage at a premium
rate heretofore determined

by Operator and available to

all Non-Operators upon request.

If Aircraft, including helicopters,
are used in operations, include
Aircraft Liability, Passenger
Liability and Property Damage
Liability Insurance, covering
Owned, Non-Owned Aircraft and
Hired Aircraft

If Watercraft are used in any

inland operations:
(a) Protection and Indemnity
Insurance on the SP23 form or
equivalent, (or, in the aiter-
native, deletion of the water-
craft exclusion from the
Comprehensive General Liability
Policy)

(b) Hull and Machinery
Insurance to the market vaiue
of the vessel or $1,000,000,
whichever is greater, on the
American Institute Hull Clause
(June 2, 1977) form or its
equivalent

Per occurrence of each working
interest owner's share or
$5,000.000. but not less than
$£1.000.000

Combined Single Limit
Per occurrence of $5,000,000

Combined'Single Limit
Per occurrence of $10,000,000
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f. Property (excluding Business Blanket limit
Interruption)

Operator may include the Schedule A coverage for the joint account under its self insurance program

provided Operator compiies with applicable laws, and in such an event Operator shall charge to the Joint
Account manual rate premiums.

Operator, as a working interest owner, shall also obtain for his own account the minimum insurances and
limits required by Schedule B. These insurances obtained by Operator and Non-Operators will respond to a
loss on a pro-rata working interest basis, and not as primary, 10 any other valid and collectible insurances.
Non-Operators will not be additional insurers on Operator's policy unless specifically agreed to by
Operator and the appropriate premium charged Non-Operator. Failure of the Operator 1o maintain its
required Schedule A and Schedule B insyrance coverages shall be deemed cause for removal of Operator
as the operator of the joint properties at the option of a majority in interests of the Non-Operators as
provided in the Joint Operating Agreement to which this Exhibit "D" is attached.

Operator shall not be obligated to obtain or carry on behalf of the Joint Account any insurance additional
to Schedule A but may, at its discretion, provide additional coverage to a Non-Operator(s) for the
operations to be conducted hereunder. Each Non-Operator shall acquire at its own expense the Schedule
B coverage and such excess insurance as it deems proper to protect itself against claims, losses. or
damages arising out of the joint operations. Such insurance shall include a waiver of subrogation against
the other Parties in respect of their interest hereunder. Joint Account deductibles and uninsured losses shall
be borne by the Parties in proportion to their respective working interests.

Deductibles and/or limits established by Operator's Schedule A coverages shall apply to all Non-Operators
on a working interest share basis and premiums for Schedule A coverage, losses falling within the

deductible, or which exceed insurable limits, or which are otherwise not covered by insurance will be
expenses of the Joint Account.

Each Non-Operator shall furnish Operator with Certificates of Insurance evidencing satisfactory Schedule
B coverages are in force, and Operator shall furnish each Non-Operator, upon request. with Certificates of
Insurance evidencing Schedule A coverage and all Schedule B coverages that are in force.

The Certificates of Insurance specifving Schedule B coverage must be provided by each Non-Operator to
Operator within 10 working days from execution hereof or commencement of operations hereunder,
whichever is earlier. Non-Operators shall supply Operator "Certificate of Insurance" annually, during the
term of this agreement. Failure of 2 Non-Operator to provide Certificates of Insurance within the required
time period will authorize Operator to either (i) purchase the required insurance for such Non-Operator
and bill the Non-Operator for the cost thereof, (ii) add the Non-Operator as an additionai insured to the
Operator's policy and automatically allocate, without refund, the first year's insurance premium to the Non-

Operator, or (iii) notify the other Non-Operators that the Noﬁ-Operatox‘s working interest is uninsured or
underinsured.

Operator shall promptly notify Non-Operators in writing of all losses involving damage to a Joint Account
property in excess of $250,000.

Operator shall require all contractors engaged in operations under this Agreement to comply with the

applicable Worker's Compensation laws and to maintain such other insurance and in such amounts as
Ovberator deems necessary.
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EXHIBIT "D-2"

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by

between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and Non-
Operators.

Partes to this Agreement.

a. Worker's Compensation Insurance in accordance with laws

governmental bodies having jurisdiction including, if applicable. Unites
States Longshore and Harbor Workers’ Compensation Act with Quter
Continental Shelf Extension and Employers’ Liability Insurance.
Employers’ Liability Insurance shall provide coverage of $500,000 per

accident. .

b. Operator may include the aforesaid risks under its qualified self-

insurance program provided Operator complies with applicable laws, and
in such an event Operator shall charge to the Joint Account, its actual
cost, not to exceed a premium determined by applying manual insurance

rates to the payroll.

to their respective interests.

involving damage to a jointly owned property in excess of $100,000.

necessary.

therein.

Operator shall carry insurance as follows for the benefit and protection of the

Operator shall not be obligated or authorized to obtain or carry on behalf of
the Joint Account any additional insurance covering the Parties or the
operations to be conducted hereunder without the consent and agreement of
all Parties. Each Party individually may acquire as its own expense such
insurance as it deems proper to protect itself against claims, losses, or
damages arising out of the joint operations. All uninsured losses and all
damages to jointly owned property shall be borne by the Parties in proportion

Operator shall promptly notify non-operators in writing of all losses

Operator shall require all contractors engaged in operations under this
Agreement to comply with the applicable Worker's Compensadon laws and to
maintain such other insurance and in such amounts as Operator deems

In the event that less than all Parties participate in an operation conducted
under the terms of this Agreement, then the insurance requirement and
costs, as well as all losses, liabilities, and expenses incurred as the resuit of
such operation, shall be the burden of the Party or Parties participating



EXHIBIT “E"

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by
and between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and
Non-Operators.

GAS BALANCING AGREEMENT

ARTICLE 1
Definitions

1.01 For the purposes of this Agreement, the terms set forth below shall have the meanings

herein ascribed to them.

(a) "Balance" is the condition existing when a Party has disposed of a cumulative
volume of Gas from a Well whiQh is equal to such Party's Percentage Ownership of the total
cumulative volume of Gas disposed of by all Parties from such Well. For purposes of Balancing,
references herein to price, value and volume shall be adjusted or calculated on a Btu basis.

®) "Btu" is one British thermal unit, which is the amount of heat required to raise the
temperature of one pound of water one degree Fahrenheit from 58.5° Fahrenheit to 59.5°
Fahrenheit, at 14.73 pounds per square inch absolute. The term "MMBtu" refers to one million
(1,000,000) Btu's.

(c)  "FERC" refers to the Federal Energy Regulatory Commission, or any similar or
successor agency, state or federal.

(d)  "Gas" includes all hydrocarbons produced or producible from a Well, whether a
Well classified as an oil Well or gas Well by the regulatory agency having jurisdiction in such
matters, which are or may be made available at the Measurement Point for sale or separate
disposition by the Parties, excluding oil, condensate and other liquids separated upstream from the
Measurement Point. “Gas" does not include gas used for joint operations, or gas which is vented
or lost, prior to delivery at the Measurement Point. Reference herein to the right to "dispose of"
Gas or Gas "disposed of" includes all methods of disposition of Gas, including taking in kind,
delivering in kind to a Lessor, sales to a Party or third party or an affiliate, or gas used by a Party
for purposes other than joint operations.

(¢) ‘"Imbalance" refers to either the Overproduction of an Overproduced Party or the
Underproduction of an Underproduced Party, as applicable.

® "Make-up Gas" refers to that incremental volume of Gas, up to but not exceeding
forty percent (40%) of the Percentage Ownership of an Overproduced Party in the Gas which can
be produced from a Well which an Underproduced Party is entitled to dispose of in accordance
with this Agreement in order to make up its Imbalance. -\

(8)  "Mcf' means the quantity of Gas occupying a volume of one thousand (1,000) cubic
feet at a temperature of sixty degrees Fahrenheit (60°F) and a pressure of fourteen and seventy-
three hundredths pounds per square inch absolute (14.73 psia).

(h)  "Measurement Point" refers to the outlet side of the jointly owned production
facilities, or such other point mutually agreeable where Gas from a Well is measured after the
separation of oil, condensate or other liquids.

@) "Operator” refers to the Operator under the terms of the Operating Agreement.
)] "Overproduced” is the condition existing when a Party has disposed of a greater

cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative
volume of Gas disposed of by all Parties from such Well.
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(k)  "Party" means any party subject to the Operating Agreement. “Parties” means all
parties subject to the Operating Agreement.

)] The "Percentage Ownership” of each Party is equal to that Party's percentage or
fractional interest in a Well. as determined under the terms of the Operaung Agreement.

(m)  "Underproduced" is the condition existing when a Party has disposed of a lesser
cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative
volume of Gas disposed of by all Parties from such Well.

(n)  The terms "Underproduction" and "Overproduction” refer to that lesser or greater
incremental volume of Gas which a Party wouid have disposed of from a Well, on a monthly or
cumulative basis, if it had disposed of its Percentage Ownership of Gas from that Well.

(o) "Well" means a well drilled on the Contract Area covered by the Operating
Agreement and capable of produging Gas.

1.02  Unless the context clearly indicates to the contrary, words used in the singular include
plural. the plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE QI
Scope and Term of Agreement

2.01 This Agreement establishes a separate gas balancing agreement for each Well covered by

the Operating Agreement to the same extent as if a separate Gas Balancing Agreement had been executed
for each such Well.

2.02 The Agreement shall terminate, separately as to each Well, the earlier of (a) when the oil
and gas lease(s) covering the Well terminate. or (b) when production from such Well permanently ceases
and the Gas accounts for such Well are brought into Balance pursuant to this Agreement.

ARTICLE II
Right to Produce and Ownership of Gas

3.01 Subject to the rights of an Underproduced Party to produce and dispose of Make-up Gas
pursuant to this Agreement, each Party shall own and be entitled to produce and dispose of its Percentage
Owmership of Gas which can be produced from a2 Well. During any month when a Party does not dispose
of its entire Percentage Ownership of such Gas, the other Parties shall be entitled to produce and dispose
of all or any portion of such Gas; provided, that to the extent such Parties desire to dispose of more Gas
than is available, they shall share in such Gas in the proportion that each such Party's Percentage
Ownership bears to the combined Percentage Ownership of all Parties desiring to dispose of such Gas.

3.02 As between the Parties hereto, each Party shall own and be entitled to the Gas disposed of
by such Party for its sole account, and the proceeds thereof) including constituents contained therein that
are recovered downstream from the Measurement Point. If at any time, and from time to time, a Party is
Underproduced with respect to a Well, its Underproduction shall be deemed to be in storage in the Well,
subject to the right of such Party to produce and dispose of such Gas at a later time.
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ARTICLE IV
Make-Up Gas

4.01 In order to make up an Imbalance. each Underproduced Party in a Well shall have the right.

after twenty (20) days written nouce to all parties. to produce and dispose of Make-Up Gas. subject 1o the
following rules:

(a) An Overproduced Party shall not be required to furnish Make-Up Gas unless an

Underproduced Party is first taking or disposing of its full Percentage Ownership of Gas from a
Well; and

(b)  An Overproduced Party shall not be required under any circumstances to reduce its
takes to less than its Percentage Ownership of Gas which can be produced from a Well during the
months of January, February, and December of a calendar year; and

(¢)  An Overproduced Party shall not be required under any circumstances to reduce its
takes to less than sixty percent (60%) of such Overproduced Party's Percentage Ownership of Gas
which can be produced from a Well; and

(d) If there is more than one Overproduced Party, the Make-Up Gas will be taken from
the Overproduced Parties in the proportion that each Overproduced Party's Percentage Ownership
in a Well bears to the total Percentage Ownership of all Overproduced Parties in that Well; and

(e) If there is more than one Underproduced Party who desires and is able to dispose of
Make-Up Gas in a month, each Underproduced Party will share in the Make-Up Gas in the
proportion which its Percentage Ownership in a Well bears to the total Percentage Ownership of all
Underproduced Parties in that Well disposing of Make-Up Gas that month.

402 The provisions of this Article IV shall constitute an Underproduced
Party's exclusive nghts and an Overproduced Party's exclusive obligations with regard to the right of an
Underproduced Party to require an Overproduced Party to furnish Make-Up Gas.

4.03 Nothing herein shall be construed to deny any Party the right from time to time to produce

and deliver its full Percentage Ownership of Gas in a Well for the purpose of conducting deliverability tests
pursuant to its gas purchase contracts.

ARTICLEY
Balancing of Gas Accounts

5.01 The Operator shall have the right of controlling production and deliveries of Gas and
administering the provisions of this Agreement. The Operator shall use its best efforts to cause Gas to be
delivered at the Measurement Point in such a manner and at such rates as may be required, from time to
time, to give effect to the intent that any Imbalances shall be brought into Balance in accordance with the
provisions hereof. The Operator shall only be liable for its failure to make deliveries of Gas in accordance
with the terms of this Agreement if such failure is due to its gross negligence or willful misconduct.

5.02 The Operator will maintain a separate Gas account for each Party and Well. The Operator
will furnish each party quarterly a report showing the total Mcf of gas produced from each Well, the Mcf
used in joint operations, or which was vented or lost, the Mcf of Gas disposed by each Party, each Party's
Overproduction or Underproduction for each month during the preceding calendar quarter, and the
cumulative imbalance of all Parties in each Well at the end of each month during such quarter. In the event
that production from each Well is not separately measured, then the Operator will allocate production to
each Well on the basis of periodic test or such other methods as are commonly used and accepted in the
industry. The Imbalance of an Underproduced Party shall be made up on a month-to-month basis and in
the order of accrual, i.e., any Gas taken by an Underproduced Party over and above the monthly amount

attributable to its Percentage Ownership shall be credited against and offset its first Underproduction from
time-to-time.




