KELLAHIN, KELLAHIN AND AUBREY
ATTORNEYS AT LAW

EL PATIO BUILDING
TELEPHONE (505) 982-4285

KELLAHIN 117 NORTH GUADALUPE
RN TELEFAX (5O5) 982-2047
KAREN AUBREY PosT OFFICE BOX 2265
JASON KELLAHIN SANTA FE, NEW MEXICO 87504-2265

OF COUNSEL

September 5, 1991

Mr. Michael E. Stogner HAND DELIVERED
0il Conservation Division :

State Land Building i

310 0l1d Santa Fe Trail, Room 206

Santa Fe, NM 87503 RECEIVED

RE: Application of Anschutz Corporation, SEP()5]99]
Case No. 10380

QIL CONSERVATION Dlvision
Dear Mr. Stogner: g | ~§

On behalf of Anschutz Corporation, please find
enclosed, Exhibit 1A for entry in the referenced case
heard by you at the the hearing held today. We
respectfully ask that you incorporate this into the
record of this case.

Please also find enclosed, a proposed order for entry
in the case and a floppy containing the order for your
use.

Enclosures
cc: Phil Whitsitt (w/encl.)
Anschutz Corporation

1trk905.509
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KELLAHIN, KELLAHIN AND AUBREY
ATTORNEYS AT LAW
EL PATIO BUILDING
W. THOMAS KELLAHIN 117 NORTH GUADALUPE TELEPHONE (S05) ©82-4285

TELEFAX (SO8) ©982-2047
KAREN AUBREY PosT OFFICE BOX 2265

JASON KELLAHIN S
OF COUNSEL

BErGP«E CXAMINER STOZRER

August 2, 1991 | Gii Consarvstion Divielan @E@ERWE[D

i . - .- -
PANSCHOT 2. Ecinit Mo, (A AUG 02 199]
Casg f0._103% 0 OIL CONSERVATION DIV.
Mr. William J. LeMay SANTA FE
0il Conservation Division

State Land Office
Santa Fe, New Mexico 87504 HAND DELIVERED

Re: Application of Anschutz
Corporation for Compulsory
Pooling, Lea County, New Mexico

Dear Mr. LeMay:

On behalf of Anschutz Corportion we would appreciate you
setting the enclosed Application for a public hearing on the

Division's Examiner's docket now scheduled for September 5,
1991.

By copy of this letter to all parties to be pooled, we are
notifying them by certified mail-return receipt, that they
have the right to appear at the hearing, to make a statement
to the Division, to present evidence and cross-examine
witnesses either in support of or in opposition to the
application. Those parties are directed to file a pre-
hearing statement with the Division and send a copy to the
undersigned not later than 4:00 PM on August 30, 1991.

In addition, these potential parties are advised that the
entry of a compulsory pooling order will affect their rights
to share in the production from the subjeegt well.

KA/tic
Enclosures
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3. Article Addressed to:

Stanford Clinton
P.0O. Box 375
Wilson, WY 83014

Anschutz FP (KA)

or agent and DATE DELIVERED.
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7. Date of Delivery
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requested and

-

P8 Form 3811, Mar. 1988

* U1.8.G.P.0, 1988~212-865

DOMESTIC RETURN RECEIPT

U.5.G.P.0. 1989-234-555

PS Form 3800, June 1985

P 355 5kL? 7hLa

RECEIPT FOR CERTIFIED MAIL
NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse)

Sent to
Enron

Street and No

P.0. Box 2267
MidIemd” ©% 79702

Postage S

.52

Certified Fee

Special Delivery Fee

Restricted Delvery Fee

Return Receipt showing
to whom and Date Delivered

1.00

Return Receipt showing to whom,
Date. and Address of Detivery

$2.52

TOTAL Postage and Fees

Postmark or Date

Anschutz FP

8A5791

(KAa)
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| PS Form 3800, June 1985

. U.S.G.P.O. 1989-234-555

—
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RECEIPT FOR CERTIFIED MAIL
NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse)

Sent to

Stanford Clinton, Jr

Street and No.

P.0. Box 375

P,Q..ftate and ZIP Code
1

son, 83014

Postage S

52

Certified Fee

~1.00

Special Defivery Fee

Restricted Delivery Fee

Return Receipt showing
to whom and Date Delivered

1.00

Return Receipt showing to whom,
Date. and Address of Delivery

TOTAL Postage and Fees . S

Posimark or Date

Anschutz
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Mr. William J. LeMay
August 2, 1991
Page 2

cc: Mr. Phil Whitsitt
Anschutz Corporation
4000 N. Big Spring, Suite 209
Midland, Texas 79705

Certified mail return receipt
All parties listed on Exhibit "A"
of application

1854 /appk802.ans



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

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

CASE NO. 10235
ORDER NO. R-

APPLICATION OF THE ANSCHUTZ

CORPORATION FOR COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO

PROPOSED ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on September 5,
1991, at Santa Fe, New Mexico, before Examiner Michael E.
Stogner.

NOW, on this day of September, 1991, the Division
Director, having considered the testimony, the record and the
recommendations of the examiner, and being fully advised in the

premises,

FINDS THAT:

(1) Due public notice having been given as required by law,
the Division has jurisdiction of this cause and the subject

matter thereof.



CASE NO. 10380
ORDER NO. R-
PAGE 2

(2) The applicant, The Anschutz Corporation, seeks an order
pooling all mineral interests from the surface to the base of the
Devonian formation, South Knowles Devonian Pool or approximately
12,000 feet subsurface, whichever is deeper, forming a standard
80-acre o0il spacing and proration unit consisting of the E/2S8W/4
of Section 18, T. 17 S., R. 39 E., N.M.P.M., Lea County, New
Mexico. (3) The applicant has the right to drill and proposes
to drill a well at a standard location thereon.

(4) There are interest owners in the proposed proration
unit who have not agreed to pool their interests.

(5) To avoid the drilling of unnecessary wells, to protect
correlative rights, to prevent waste and to afford to the owner
of each interest in said unit the opportunity to recover or
receive without unnecessary expense a just and fair share of the
hydrocarbons from any pool affected by this order, the subject
application should be approved by pooling all mineral interests,
whatever they may be, within said unit.

(6) That The Anschutz Corporation should be designated the
operator of the subject well and unit.

(7) Any non-consenting working interest owner should be

afforded the opportunity to pay a proportionate share of



CASE NO. 10380
ORDER NO. R-
PAGE 3

estimated well costs to the operator in lieu of paying those
costs out of production.

(8) Any non-consenting working interest owner who does not
pay that share of estimated well costs should have withheld from
production a proportionate share of reasonable well costs plus an
additional 200 percent thereof as a reasonable charge for the
risk involved in the drilling of the well.

(9) All non-consenting interest owners should be afforded
the opportunity to object to the actual well costs, but actual
well costs should be adopted as the reasonable well costs in the
absence of such objection.

(10) Following determination of reasonable well costs, any
non-consenting working interest owner who has paid a
proportionate share of estimated costs should pay to the operator
any amount that reasonable well costs exceed estimated well costs
and should receive from the operator any amount that paid
estimated well costs exceed reasonable well costs.

(11) $5850.00 per month while drilling and $585.00 per month
while producing should be fixed as reasonable charges for
supervision (combined fixed rates); the operator should be

authorized to withhold from production the proportionate share of



CASE NO. 10380
ORDER NO. R-
PAGE 4

such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator should be
authorized to withhold from production the proportionate share of
actual expenditures required for operating the subject well, not
in excess of what are reasonable, attributable to each non-
consenting working interest.

(12) All proceeds from production from the subject well
which are not disbursed for any reason should be placed in escrow
in Lea County to be paid to the true owner thereof upon demand
and proof of ownership.

(13) Upon the failure of the operator of said pooled unit to
commence drilling of the well to which said unit is dedicated on

or before , 1991, the order pooling said unit

should become null and void and of no further effect whatsoever.
(14) Should all the parties to this force-pooling reach
voluntary agreement subsequent to entry of this order, this order
should thereafter be of no further effect.
(15) The operator of the well and unit should notify the
Director of the Division in writing of the subsequent voluntary

agreement of all parties subject to the force-pooling provisions

of this order.



CASE NO. 10380
ORDER NO. R-
PAGE 5

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, from the
surface to the base of the Devonian formation, South Knowles
Devonian Pool or approximately 12,000 feet subsurface, whichever
is deeper, forming a standard 80-acre o0il spacing and proration
unit consisting of the E/2SW/4 of Section 18, T. 17 S., R. 39 E.,
N.M.P.M., Lea County, New Mexico are hereby pooled for any and
all formations and pools developed on 80-acre 0il spacing, within
said vertical extent which presently includes but is not
necessarily limited to the Devonian Pool. Said unit is to be
dedicated to a well to be drilled at a standard well location
thereon.

PROVIDED HOWEVER THAT, the operator of said unit shall

commence the drilling of said well on or before the

day of , 1991, and shall thereafter continue

the drilling of said well with due diligence to a depth
sufficient to test the Devonian formation.

PROVIDED FURTHER THAT, in the event said operator does not

commence the drilling of said well on or before the

day of , 1991, Decretory Paragraph No. (1) of

this order shall be null and void and of no effect whatsoever,



CASE NO. 10380
ORDER NO. R-
PAGE 6

unless said operator obtains a time extension from the Division
for good cause shown.

PROVIDED FURTHER THAT, should said well not be drilled to

completion, or abandonment, within 120 days after commencement
thereof, said operator shall appear before the Division Director
and show cause why Decretory Paragraph No. (1) of this order
should not be rescinded.

(2) The Anschutz Corporation is hereby designated the
operator of the subject well and unit.

(3) After the effective date of this order and within 90
days prior to commencing said well, the operator shall furnish
the Division and each known working interest owner in the subject
unit an itemized schedule of estimated well costs.

(4) Within 30 days from the date the schedule of estimated
well costs is furnished to him, any non-consenting working
interest owner shall have the right to pay a proportionate share
of estimated well costs to the operator in lieu of paying that
share of reasonable well costs out of production, and any such
owner who pays that share of estimated well costs, as provided
above, shall remain liable for operating costs but shall not be

liable for risk charges.



CASE NO. 10380
ORDER NO. R-
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(5) The operator shall furnish the Division and each known
working interest owner an itemized schedule of actual well costs
within 90 days following completion of the well; if no objection
to the actual well costs is received by the Division, and the
Division has not objected within 45 days following receipt of
said schedule, the actual well costs shall be the reasonable well
costs; provided however, if there is an objection to actual well
costs within said 45-day period the Division will determine
reasonable well costs after public notice and hearing.

(6) Within 60 days following determination of reasonable
well costs, any non-consenting working interest owner who has
paid a proportionate share of estimated costs in advance as
provided above, shall pay to the operator a pro rata share of the
amount that reasonable well costs exceed estimated well costs and
shall receive from the operator a pro rata share of the amount
that estimated well costs exceed reasonable well costs.

(7) The operator is hereby authorized to withhold the
following costs and charges from production:

(a) The pro rata share of reasonable well costs
attributable to each non-consenting working

interest owner who has not paid a proportionate



CASE NO. 10380
ORDER NO. R-
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share of estimated well costs within 30 days from
the date the schedule of estimated well costs is
furnished; and

(b) As a charge for the risk involved in the drilling
of the well, 200 percent of the pro rata share of
reasonable well costs attributable to each non-

consenting working interest owner who has not paid

her/his share of estimated well costs within 30
days from the date the schedule of estimated well
costs is furnished.

(8) The operator shall distribute said costs and charges
withheld from production to the parties who advanced the well
costs.

(9) $5850.00 per month while drilling and $585.00 per month
while producing are hereby fixed as reasonable charges for
supervision (combined fixed rates); the operator is hereby
authorized to withhold from production the proportionate share of
such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator is hereby

authorized to withhold from production the proportionate share of



CASE NO. 10380
ORDER NO. R-
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actual expenditures required for operating the subject well, not
in excess of what are reasonable, attributable to each non-
consenting working interest.

(10) Any unleased mineral interest shall be considered a
seven-eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
under the terms of this order.

(11) Any well costs or charges which are to be paid out of
production shall be withheld only from the working interest's
share of production, and no costs or charges shall be withheld
from production attributable to royalty interests.

(12) All proceeds from production from the subject well
which are not disbursed for any reason shall be placed in escrow
in Lea County, New Mexico, to be paid to the true owner thereof
upon demand and proof of ownership; the operator shall notify the
Division of the name and address of said escrow agent within 30
days from the date of first deposit with said escrow agent.

(13) Should all the parties to this force-pooling reach
voluntary agreement subsequent to entry of this order, this order

shall thereafter be of no further effect.



CASE NO. 10380
ORDER NO. R-
PAGE 10

(14) The operator of the subject well and unit shall notify
the Director of the Division in writing of the subsequent
voluntary agreement of all parties subject to the force-pooling
provisions of this order.

(15) Jurisdiction of this cause is retained for the entry of

such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year

hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LEMAY
Director

S EAL

ordk905.509
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WORKING INTEREST OWNERS
E/2 W/2 SECTION 18
T-17-S, R-39-E
LEA COUNTY, NEW MEXICO

OWNER WI% NRI%
Arco 0il & Gas Company (1) .5000 .5000
Enron 0il & Gas Company .2409 .1857
The Anschutz Corporation .1712 .1284
Southland Royalty Company (2) .0775 .0775
Stanford Clinton, Jr. .0104 .0104

(1) Subject to Agreement dated 6/15/91 between Arco & Anschutz.

(2) Subject to Agreement dated 11/9/90 between Southland and
Anschutz.
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Enron 0il & Gas Company 17 ) 'J {! s }Lfi. $,.ff¢f;+
P.0. Box 2267 /257 LTSN
Midland, TX 79702 '?/ L «/// f"'/,f";"/,f/ 7, Yt
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Att: Mr. Steven D. Wentworth (//:ﬁZf‘Q F jZZ"sikf
s

RE: E/2 W/2 and W/2 E/2 Section 18,
T-17-S8, R-39-E,
Lea County, New Mexico

Gentlemen:

The Anschutz Corporation proposes the drilling of a 12,000’ Devonian test at a
location in the NE/4 SW/4 Section 18, T-17-S, R-39-E, Lea County, New Mexico.
We request that Enron 0il & Gas Company support the drilling of this well by
Jjoining Anschutz In the formation of a 320 acre working isterest unit -overing
the subject lands and (1) participating in such well or (2) farming out to
Anschutz for the drilling of such well.

Subject to Enron agreeing to join this propesed working interest unit and
participate in or farm out to the initial test well, we propose to make available
to Enron, for its evaluation, all of our geclogical and geophysical data covering
the proposed working interest unit. Within thirty (30) days following Enron’s
review of said data, Enron would notify Anschutz of its election with respect to
the initial test well and Enron and Anschutz would thereafter proceed under
either Case A or Case B as follows:

Case A:

1) Enron and Anschutz would form a working interest unit
consisting of rights from the surface through the base
of the Devonian formation in the following lands:

E/2 W/2 and W/2 E/2 Section 18, T-17-S, R-39-E,
Lea County, New Mexico

Ownership within this working interest unit would be in
the proportion that each party’s interests bear to the
total leasehold interest within the working interest
unit.



Enron Cil & Gas Company
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2)

3)

4)

5)

Within one hundred and twenty (120) days from the
formation of the working interest unit, Anschutz, as
operator, would commence operations for the drilling of
the initial test well and would thereafter continue such
operations until such well is drilled to a depth of
12,000’ or to a depth sufficient to adequately test the
Devonian formation, whichever is the lesser.

The cost and ownership of the initial test well would be
shared by Enron and Anschutz in accordance with their
respective interests in the working interest unit.

Operations on the initial test well and all subsequent
operations within the working interest unit would be
governed by a mutually acceptable joint operating
agreement naming Anschutz as operator and containing a
farmout provision in the event of non-consent on a new
well proposal with the non—consenting party (farmor)
delivering a 75% NRI with no backin.

Both the working interest unit and the joint operating
agreement would remain in force and effect for a term of
(1) the life of any production established thereunder or
(2) one hundred and twenty days beyond the plugging of
any well drilled thereunder if no production is
established.

CASE B:

1)

2)

3)

Enron and Anschutz would form the above described 320
acre working interest unit and enter into a farmout
agreement covering the proration unit for the initial
test well.

Within one hundred and twenty (120) days from the date
of the farmout agreement, Anschutz, at its sole cost,
risk and expense, would commence operations for the
drilling of the initial test well and would thereafter
continue such operations until such well is drilled to
a depth of 12,000° or to a depth sufficient to
adequately test the Devonian formation, whichever is the
lesser.

In the event the initial test well is timely commenced
and completed as a well capable of producing oil and/or
gas in paying quantities, Enron would assign to Anschutz
one hundred percent (100%) of their interest in the
proration unit for such well, limited to 100’ below
depth drilled.



Enron 0il & Gas Company
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4) In its assignment to Anschutz, Enron would retain an
overriding royalty interest in an amount equal to the
lesser of (1) six and one quarter percent (6.25%) or (2)
the difference between existing lease burdens and twenty
five percent (25%).

5) Subsequent operations within the working interest unit

would be in accordance with the terms of an operating
agreement identical to the one provided for above.

We will appreciate your consideration of the above proposal, and look forward to
hearing from you. Should you have any questions about this, please do not
hesitate to call me at the above telephone number. -

Very truly yours,

i w1t LAt

Phil M. Whitsitt
Division Manager

PMW/d1lr
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June 27, 1990

The Anschutz Corporation

4000 N. Big Spring, Suite 209
Midland, Texas 79705

Attn: Phil M. Whitsitt

RE:

E/2 W/2 Section 18-17S-39E

Lea County, New Mexico

EOG’s Brandywine

Gentlemen:

Prospect

Enron 0il & Gas Company has reviewed your proposal dated June 26 with our
management and wish to advise that at this time Enron is not interested in a

joint venture or farming out.
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Yours very truly,
ENRON OIL & GAS COMPANY

AL AL

Frank C. Estep
Division Landman

/L > T J)// 470
//47&/;%/ A€~ (4

;)L}jw" 715" P o, f’/ é"“"/

2 f ,4 * f‘l? { / f ;.)
f‘ ""/". "“’;-A i' w. ;o ; L f} ] flwié z: [I"f‘{v/ f‘()é;f ff P
VP S ‘
V / P e Elg ; PR ,.'.
/ AT Sy SR R /;2 v Lt 9 U
/ j ’r .o ' L éy,‘ o 1A ‘;
S /2/7/ {?“’q‘:fcﬁi‘ if $ jl :i ?}‘{ }/ )?. g / /:/
Pari/of the Enro Grou Ener y Compcmg; A L f; Ry, :
DI 6rh Arto 13 TEATSIUTRE Pt Ay WA 006



TH*E Fa¥ of / ¥
4 € ‘
KECHUTE Fry

CORPORATION

MIDLAND DIVISION OFFICE
4000 N. BIG SPRING
SUITE 209
MIDLAND. TEXAS 79705
TELEPHONE 915/686-0038

June 26, 1990

Enron 0il & Gas Company
P.0. Box 2267
Midland, TX 79702

Att: Mr. Frank C. Estep

RR: E/2 W/2 Section 18,
T~17-S, R-39-E,
Lea County, New Mexico

Gentlemen:

The Anschutz Corporation proposes the drilling of a 12,500’ Devonian test
to be 1located in the E/2 W/2 Section 18, T-17-S, R-39-E, Lea County,
New Mexico. We request that Enron 0il & Gas Company support the drilling
of this well by (1) joining Anschutz in the formation of a working
interest unit and participating in such well or (2) farming out to
Anschutz.

Subject to Enron agreeing to either join or farmout, we propose to make
available to Enron, for its evaluation, all of our geological and
geophysical data in the prospect area. Within thirty (30) days following
Enron’'s receipt of said data, Enron would notify Anschutz of its election
with respect to such well and Enron and Anschutz would thereafter proceed
under either Case A or Case B as follows:

Case A:

1) Enron and Anschutz would form a working interest unit
consisting of rights below the San Andres formation
in the following lands:

E/2 W/2 and E/2 Section 18, T-17-S, R-39-E,
Lea County, New Mexico.

Ownership within this working interest unit would be
in the proportion that each party’s leasehold bears
to the total leasehold interest within the working
interest unit.

2) Within 120 days from the formation of the working
interest unit, Anschutz, as Operator, would commence
operations for the drilling of the initial test well
and would thereafter continue such operations until



Enron 0il & Gas Company
June 26, 1990

Page 2

3)

4)

CASE B:

5)

1)

2)

3)

such well has been drilled to a depth of 12,500’ or
to a depth sufficient to adequately test the Devonian
formation, whichever is the lesser.

The costs and ownership of the initial test well
would be shared by Enron and Anschutz in accordance
with their respective interests in the working
interest unit.

Operations on the initial test well and all
subsequent operations within the working interest
unit would be governed by a mutually acceptable joint
operating agreement utilizing an AAPL Form 610-1982
naming  Anschutz as Operator and containing a
100%-300% non-consent penalty on operations beyond
the drilling of the initial test well.

Both the working interest unit and the joint
operating agreement will remain in force and effect
for a term equal to the latter of (1) the life of any
production established thereunder or (2) 120 days
beyond the plugging of any well drilled thereunder if
no production is established.

Enron and Anschutz would enter into a farmout
agreement covering the following lands:

E/2 W/2 Section 18
T-17-S, R-39-E,
Lea County, New Mexico

Within 120 days from the date of the farmout
agreement, Anschutz, at 1its sole cost, risk and
expense, would commence operations for the drilling
of the initial test well and would thereafter
continue such operations until such well has been
drilled to a depth of 12,500° or to a depth
sufficient to adequately test the Devonian formation,
whichever is the lesser.

In the event the initial test well is timely
commenced and completed as a well capable of
producing oil and/or gas in paying quantities, Enron
would assign Anschutz one hundred percent (100%) of
their interest in the proration unit for such well
and an undivided seventy-five percent (75%) of their
interest in the balance of the farmout lands, limited
to 100’ below depth drilled in the initial test well.



Enron 0il & Gas Company
June 26, 1990
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4)

5)

As to the proration unit for the initial test well, Enron would
retain an overriding royalty interest in an amount equal to the
lesser of (1) six and one—quarter percent (6.25%) or (2) the
difference between existing lease burdens and twenty-five
percent (25%), with the option of converting said overriding
royalty interest to a twenty five (25%) working interest at
payout.

Operations on the initial test well after payout and on all
subsequent wells would be in accordance with a mutually
acceptable joint operating -agreement naming Anschutz as
Operator.

We will appreciate your consideration of the above proposal and look
forward to hearing from you. Should you have any questions about this,
please do not hesitate to call me at the above telephone number.

Very truly yours,

THE ANSCHUTZ CORPQRATIQN

Ph11 M. Wh1t51tt
Division Land Manager

PMW/dlr
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Enron 0il & Gas Company
P.0. Box 2267
Midland, TX 79702

Att: Mr. Frank C. Estep

RE: E/2 W/2 Section 18,
T-17-S, R-39-E,
Lea County, New Mexico

Gentlemen:

Please refer to our letter of October 23, 1989 in which we requested a
farmout of Enron’s interest in the subject lands for the drilling of a
12,500’ test well. Enron has advised that they are currently evaluating
the shallower potential in this area and for this reason rejected our
request.

In order to allow for both Enron and Anschutz to conduct their respective
programs, we would like to submit the following proposal for your
consideration:

1) Enron to grant Anschutz a farmout of their interest
in the subject 1lands retaining all rights from the
surface through the Grayburg formation.

2) Anschutz to commence operations for the drilling of
an initial test well within one hundred and twenty
(120) days from farmout date and to continue such
operations until such well has been drilled to a
depth of 12,500’ or to a depth sufficient to
adequately test the Devonian formation, whichever is
the lesser.

3) In the event the initial test well results in a dry
hole, Anschutz will turn over such well to Enron at
no cost in order that Enron might test those rights
from the surface through the Grayburg formation.
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4) In the event the initial test well is completed as a
well capable of producing oil and/or gas in paying
quantities, Enron would assign to Anschutz one
hundred percent (100%) of their interest in the
proration unit for such well and an undivided
seventy—-five percent (75%) of their interest in the
balance of the farmout lands, limited to those rights
from the base of the Grayburg formation to one
hundred feet (100’) below depth drilled in the inital
test well.

5) As to the proration unit for the initial test well,
Enron would retain an overriding royalty interest in
an amount equal to the lesser of (1) six and
one—quarter percent (6.25%) or (2) the difference
between existing lease burdens and twenty-five
percent (25%) with the option of converting said
overriding royalty interest to a twenty-five percent
(25%) working interest at payout.

6) Operations on the initial test well after payout and
on all subsequent wells would be in accordance with
the terms of a mutually acceptable joint operating
agreement naming Anschutz as operator.

We will appreciate your favorable consideration of our proposal and look
forward to hearing from you. Should you have any questions in this
regard, please do not hesitate to call me at the above telephone number.

Very truly yours,

ANSCHUTZ ﬁORAEION !
Phil M. Whitsitt

Division Land Manager

PMW/dlr



ENRON
Oil & Gas Company

P O. Box 2267 Midland, Texas 79702  {915) 686-3600
December 11, 1989 ' -

The Anschutz Corporation

4000 N. Big Spring, Suite 209
Midland, Texas 79705

ATTN: Phil M. Whitsitt

RE: E/2 W/2 Section 18, T17S, R39E
Lea County, New Mexico
Enrons Brandywine Prospect

Gentlemen:

Enron has reviewed your proposal dated October 23, 1989, and wishes
to advise that we are not, at this time, interested in farming out our
interest under the referenced lands and therefore declines your offer.

We thank you for the opportunity to consider this offer and we hope
that you keep us in mind for any other proposals you may have in the
future.

Very truly yours,

ENRON OIL & GAS COMPANY

ﬁ%%ﬁéé/

Division Landman

FCE/cl
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Part of the Enron Group of Energy Companies
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4000 N. BIG SPRING
SUITE 209
MIDLAND. TEXAS 79705
TELEPHONE 915:686-0038

October 23, 1989

Enron 0il & Gas Company
P.0. Box 2267
Midland, TX 79702

Att: Mr. Frank C. Estep

RE: E/2 W/2 Section 18,
T-17-S, R-39-E,
Lea County, New Mexico

Gentlemen:

The Anschutz Corporation proposes the drilling of a 12,500' Devonian test
at a legal location on the E/2 W/2 Section 1B, T-17-S, R-39-E, Lea County,
New Mexico. According to our information, Enron 0il & Gas Company is the
owner of the oil and gas leasehold estate in these lands.

We respectfully request your giving consideration to supporting the
drilling of this proposed test by granting Anschutz a farmout on Enron’s
interest in these lands under the following basic terms and conditions:

1) Within one hundred and twenty (120) days from the date
of an acceptable farmout agreement, Anschutz will
commence operations for the drilling of the initial
test well and will thereafter continue such operations
until such well has been drilled to a depth of 12,500°
or to a depth sufficient to adequately test the
Devonian formation, whichever is the lesser.

2) In the event the initial test well is timely commenced
and completed as a well capable of producing oil
and/or gas in paying quanlities, Enron would assign to
Anschutz one hundred percent (100%) of their interest
in the proration unit for such well and an undivided
seventy—-five percent (75%) of their interest in the
balance of the subject lands, limited to one hundred
feet (100’) below depth drilled in the initial test
well.
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Enron 0il & Gas Company
October 23, 1989
Page 2

3) As to the proration unit for the initial test well,
Enron would retain an overriding royalty interest in
an amount equal to the lesser of (1) six and
one—quarter percent (6.25%) or (2} the difference
between existing lease burdens and twenty-five percent
(25%) with the option of converting said overriding
royalty interest to a twenty-five percent (25%)
working interest at payout.

4) Operations on the initial test well after payout and
on all subsequent wells would be in accordance with
the terms of a mutually acceptable joint operating
agreement naming Anschutz as Operator.

We will appreciate your favorable consideration of our proposal and look

forward to hearing from you. Should you have any questions in this
regard, please do not hesitate to call me at the above telephone number.

Very truly yours,

Phil M. Whitsitt
Division Land Manager

PMw/d1r
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August 14, 1991 %

cranpiinn DR
Mr. Stanford Clinton, Jr. ANSJHﬂ?L bmif?ﬂ
P.0. Box 375
Wilson, WY 83014 fze Mg, [93%0

RE: E/2 W/2 Section 18

'i

T-17-S,
Lea County,

R-39-E,

New Mexico

Dear Mr.

Clinton:

In accordance with our telephone conversation today, I am enclosing
two copies of a proposed operating agreement between you and
The Anschutz Corporation covering the subject lands and the
drilling of an initial 12,000’ Devonian test. As you will note,
Txhibit "A" has been prepared with the assumption that you will
"non-consent"” the drilling of the initial test well and will,
therefore, have no interest (cost or income) in this well until it
has paid out the 300% non-consent penalty. After payout of this
penalty you will be entitled to your original 1.0417% interest in
this well.

For your files and information, we are also enclosing a copy of our
AFE covering the initial test well which shows a dry hole cost of
$555,000. and a completed well cost of $885,000. This is, of
course, only an estimate of the cost to drill and complete this
well and the payout account will be based on actual expenditures.

If this operating agreement meets with your approval, please sign
and return one copy in the self-addressed stamped envelope which is
enclosed.

Should you have any questions about this agreement, please do not
hesitate to call me collect at the above telephone number.

21 % -

Very truly yours,

ANSCHUTZ CORPORATI;

Phil M. Whitsitt
Division Manager

PMW/d1r
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Mr. Stanford Clinton,
P.0. Box 375 3 m{;'
Wilson, WY 83014 -W;/% 27 {;

RE: E/2 W/2 Sectlon 18
T-17-S, R-39-E,
Lea County, New Mexico

Dear Mr. Clinton:

As 1 explained in our recent telephone conversation, The Anschutz
Corporation is attempting to acquire oil & gas leases on the above-
described 160 acre tract for the purpose of drilling a test well
thereon. According to our information, you own an wundivided
1.04166% mineral interest in these lands.

For your consideration, I am enclosing the original and one (1)
copy of a proposed lease from you to Anschutz. As you will note,
this lease contains a twenty percent (20%) royalty provision and is
for a primary term of only one year. Also enclosed is a draft in
the amount of $250.50 which represents a bonus consideration of
$150/acre for your 1.67 net mineral acres.

In the event this meets with your approval, please execute the
original copy of the oil & gas lease before a notary public and
place it, along with the draft, in your bank for collection.

If you have any questions about this, please do not hesitate to
call me at the above telephone number.

Very truly yours, é%/g;a/éﬁz/ 4 Cf?éfif;7 C/7 —_—

rE ANSCHUTZ CORP RAT ON [(/’/{)L;»j u&, {jé 7 ff )
é”m U ‘é‘ pﬂ /5{ J’Jda’/4/’/uu€/’/
Phil M. Whitsitt 2 7%1 %'i) (é(f e ’_

Division Manager /L/Crftf/f

PMW/dlr ‘{g fﬂ /,
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.- EXHIBIT "II"

- ATTACHED TO LETTER AGREEMENT
DATED JUNE 15, 1991 BETWEEN
THE ANSCHUTZ CORPORATICN AND
ARCO OIL & GAS COMPANY

A.AP.L. FQRﬂ,‘G 10-1982
MODEL FORM OPERATING AGREEMENT

i
a
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= 2

'BEFORE EXAMINER STOGNER

il Conservation Division
PNSCVTZ Eorivis o €
Case No. 12350

PN
OPERATING AGREEMENT
DATED
June 15 , 19 91
OPERATOR THE ANSCHUTZ CORPORATION
CONTRACT AREA The East Half of the West Half (E/2 W/2), and

the West Half of the East Half (W/2 E/2) of Section 18, Township 17 South,

Range 39 East

COUNTY OR PARISH OF Lea STATE OF _New Mexico

COPYRIGHT 1982 —  ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. 610 - 1982 REVISED
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT
: THIS AGREEMENT. entereq 1nto by ana berween THE ANSCHUTZ CORP ORATION

herewnaner gesignated anc

ceterreq to as "Operator . ana the SIPNAtOry party of partes ouler than Operalor, somenmes Neremnaster reterrea (o NAIvIduaily neren
is “'Non-Overator . and coilecuvety as '*Non-Operators .

< : WITNESSETH:

10 WHEREAS. the parues to this agreement are awners of oll and gas leases andior oil and gas interests in the land idenutied 1n
11 Exhibit **A"", and the parties hereto have reached an agreement to expiore and deveiop these ieases andsor oil and gas interests tor the

. ] 1 P memd o o o e mase
PrOULLUUL UL Ul e geo (U Uid EXTEAL &G a3 nordinaiiar provided,

s

14 NOW. THEREFORE. it 15 agreed as {ollows:

15

10 ARTICLE 1.

" DEFINITIONS

138

19 As used tn thus agreement. the following words and terms shall have the meamngs here ascribed ta them:

20 A. The term "‘oil and gas’" shall mean oi. gas, casinghegd gas. gas condensate. and all other Liquid or Raseous nvdrocarpons
21 and other markeubie substances produced therewath, unless an intent to Limit the inciusiveness ot this term 1s specifically stated.

22 B. The terms “oil and gas lease’”, ‘‘lease’” and ‘‘leasehold’’ shall mean the oil and gas leases covering tracts of land
23 iving within the Contract Area which are owned by the parues to this agreement,

24 C. The term "‘od and gas unterests’’ shall mean unleased fee and rmuneral interests in wracts of land lying within the
2< Contract Areaz which are owned by parues to this agreement.

25 D. The term **Contract Area”" shall mean all of the lands. ou and gas leasenold interests and oil and gas wnterests intended to be

i deveioped and operated for oui ana gas purposes under this agreement. Such lands. ou and gas ieasehold interests and o and gas interests
28 are described in Exhibit “*A’.

2 E. The term '‘drilling umut’" shall mean the area fixed tor the drilling of one well by order or rule of any state or
30 iederal body having authority. If 2 drilling unit s not fixed by any such rule o- order, a drilling unit shall be the drilling unut as establish-
il ed by the pattern of drilling 1n the Contract Area or as fixed by express agreement oi the Drilling Parues.

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

G. The terms “'Drilling Party " and *‘Consenung Party ' shall mean a party who agrees to join 1n and pay its share of the cost of
4 any operauon conducted under the provisions of this agreement.

35 H. The terms ‘*Non-Drilling Party’" and ''Non-Consenung Partv'’ shall mean a party who elects not to paruncpate

36 N 3 proposed operauon.

~Q - Unless the context otherwise clearly indicates. words used 1n tne singuiar include the piural, the piurai inciudes the
9 singular. and the neuter gender inciudes the mascuiine and the femunine.

:'O -

<1 ARTICLE IL

42 EXHIBITS

43

4 The foliowing exhibits. as indicated below and attached hereto. are incorporated 1n and made a part hereot:

35 X A Exhibit “*A"", shall inciude the following miormaton:

36 (1) ldenuficauon of lands subject to this agreement,

47 12) Restricuons. if any. as to depths. jormauons. or substances,

38 +3) Percentages or fracuonal interests of parues to this agreement.

49 (4) Oil and gas leases andior oil and gas interests sudiect to this agreement.

S0 :5) Addresses of parues tor nonce purposes.

<1 X B. Exhibit “B"". Form of Lease.

<2 X C. Exhibit "*'C". Accounung Procedure.

<2 T D. Exhibit D", Insurance.

ss X E Exhbit “E", Gas Balanang Agreement.

ss X F. Exhibic “'F"", Non-Discnmination and Cerdfication of Non-Segregated Facilities.

s¢ X G. Exhibic "G, %k)¥isud¥p. Farmout Agreement

57 If any provision of any exhibit. except Exhibits “'E'" and *'G"", is nconsstent with any provision contamned in.the body
Sg  of this agreement. the provisions 1n the body of this agreement shall prevail.

<9
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT -

ARTICLE 1IL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an od and gas interest in the Contract Area, that interest shail be treated for ali purposes of thus agreement
ind during the term hereof as i it were covered by the form of oil and gas lease attached hereto as Exhibit “"B"", ind the owner thereot
shall be deemed to own both the royairy interest reserved in such lease and the interest of the iessee thereunger.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operauons under this agreement shall be borne and
paid. and all equipment and martenais acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
torth in Exhibit *‘A™". In the same manner, the parties shall also own all production of oil and gas irom the Contract Area subject to the
payment of royaities to the extent oi__QNi€-quarter {1/4) which shall be borne as hereinaiter set forth.

Regardless of which party has contwributed the leasets) andior oil and gas interests) hereto on which rovaity is due and
pavable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver. or
<ause to be paid or delivered. to the extent of its interest in such production. the royalty amount stpulated hereinabove and shall hold the
other parues free from any liability therefor. No party shail ever be responsible. however. on a price basis higher than the price receved
by such party, t0 any other party’s lessor or royalty owner, and ff any such other party s lessor or rovaity owner shouid demand and
recewve settlement on a higher price basis, the party contributing the atfected lease shall bear the additionai rovaity burden awributable to
such higher pnice.

Nothung contained in this Arucle 11I.B. shail be deemed an assienment or cross-assignment of interests cavered hereby.
C. Excess Royalties, Overriding Rayalties and Other Payments:

Unless changed by other provisions. if the interest of anv party in any lease covered hereby 1s subject to any rovaity.
overnding royalty, production payment or other burden on production in excess ol the amount supulated in Artcle IILB.. such party so
burdened shall assume and alone bear ail such excess obligauons and shall indemnify and hold the other paruies hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequendy Created Interests:

If any party should hereafter create an overriding rovalty. production payment or other burden payable out of production
Junbutable to its 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 all other parues prior to the execution of this agreement by all parties. or 1s not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinaiter referred to as *‘subsequently created interest " irrespective ot the
uming oi its creation and the party out of whose working interest the subsequemlv created interest 1s derived being hereinafter referred
10 as “‘burdened party ). and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parues. all or a2 poruon
of its working interest andror the production attributable thereto. said other party. or parues. shall receive said assignment and-or
production free and clear of said subsequendy created interest and the burdened party shall indemnuiv and save said other party.
or parties, harmiess from any and all claims and demands for payment asserted by owners ot the subsequentiy created interest:
and,

2. If the burdened party fails to pay. when due. 1s share ot expenses chargeabie hereunder. aki provisions of Arucie VII.B. shall be
enforceable against the subsequently created interest in the same manner as they are entorceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Title Examination:
Ll

Title examination shall be made on the drillsite of any proposed well prior 1o commencement of drilling operations or. if
the Drilling Parties 5o request, title examination shall be made on the leases and/or oii and gas interests inciuded, or pianned to be includ-
ed, in the drilling unit around such weil. The opinion will include the ownership of the working interest, minerais. royaity, overriding
royalty and production payments under the applicable leases. At the time a well is proposed. each party contributing leases andior il and
gas interests to the drillsite, or to be included in such drilling unit. shall furnish to Operator all abstracts tincluding federal lesse status
reports), title opinions, title papers and curative matenal in its possession free of charge. All such informauon not in the possesnn of or
made avalable to Operator by the parties, but necessary for the examinauon of the tide, shall be obtained by Operator. Opemor shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title optmions shall be funmbed to each party

hereto. The cast incurred by Operator in this title program shall be borne as follows: )
- >

0 Opton No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, sup@menul
shut—m gas royaity opinions and division order title opinions) shall be a part of the administranve overhead as provided'aty e

and shall not be a direct charge, whether performed by Operator’s staff attorneys or by outside artorneys.
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ARTICLE IV
contnued

XX Opuon No. 2 Costs ncurred by Operator in procunng abstracts and lfees paid outside artornevs tor utle examinauon
including preuminary, suppiementai. shut-in gas rovaity opiions and division order utle opinions: shall be berne by the Drilling Parues
:1 the proporuon that the interest of each Drilling Party pears 1o the total interest ot all Drilling Parties as such interests appear 1n Ex-
2:bit " A ™", Operator shall make no charge tor services rencered by 1ts stati attornevs or other personnel in :ne performance of the above
uncuons.

Each panty snall be responsible for securing curauve matter ind pooiNE JMENAMEN(S Sf JRfEEMENLs ruguifed 1 connecuon
*1th ieases or onl and gas wnterests contributea by such party. Operator shall be responsidle lor the preparauon and recorcing 01 poouns
.‘es?gna'uons or declarations as weil as the conauct of hearines before governmental agencies for the securing ol spacing or pooling orders.
This shail not prevent any party irom appearing on 1ts own oehali at any such hesnng.

No well shall be drilled on the Contract Area unuil aiter (1} the utie to the drillsite or dniling umit nas been examuned as above
provided. and {2) the title has been approved by the examuning attorney or tie has been accepted by ail ot the parues wno are to par-
ucipate 1n the drilling of the well.

B. Loss of Tide:

1. Failure of Title: Should any oil and gas interest or lease. or tnterest therein, be lost through failure of ttle, which loss results in a
reduction of interest trom that shown on Exhibit **A*", the party contnibuting the afiected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or ather instrument curing the enurety of the utie failure. which acquisi-
uon will not be subject to Article VIILB.. und failing to do so. this agreement, nevertheless. shall conunue in torce as to ail remaining o1l
ind gas ieases and interests: and. —_—

.3) The party whose il and gas lease or interest 1s ailected by the title tailure shall bear aione the enure loss and it shall not be
enutled to recover from Operator or the other parues any development or operaung costs which it may nave tneretotore paid or incurred,
but there shail be no additional Lability on s part to the other parues hereto by reason of such title faure;

{b) There snall be no retroacuve adjustment of expenses incurred or revenues recerved from the operaucn of the interest which has
een lost, but the interests of the parties shail be revised on an acreage basis. as ot the ume it is determuned finaily that title tailure has oc-
curred. so that the interest of the party whase iease or interest s alected by the utle lailure wiil thereatter oe reduced in the Conuact
Area by the amount of the interest lost;

«¢1 If the proporuonate wnterest of the other parties nereto n anv producing well theretotore drilled on the Conwract Area is
increased by reason of the utle failure, the party whose utie has tailed shall recerve the proceeds attributable to the increase in such in-
terest (less costs and burdens actributable thereto) unui it has been resmbursed for unrecovered costs paid by 1t 1n connecuon with such
well;

{d) Should any person not a party to this agreement. who is determined to be the owner of any interest in the utle which has
tailed, pay in any manner any part ot the cost of operation, development, or equipment. such amount shall be paid to the party or parties
who bore the costs which are so refunded:

() Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proporuons in which they shared in such prior producton: and.

i) No charge shall be made to the joint account tor legal expenses. lees or salaries. in connection with the defense ot the interest
claimed by any party hereto, it being the intention ot the parties hereto that each shall defend utle to its interest and bear all expenses in
connection therewith.

2. Loss bv Non-Pavment or Erroneous Pavment of Amount Due: lf. through mustake or oversignt. 4ny rental. shutin well
payment. minunum royalty or rovaity payment. is not pad or is erroneously paid. and as a resuit a lease or interest therein terminates,
there shall be no monetary liability against the party who failed 1o make such pavment. Unless the party who tailed to make the required
Fayment secures 2 new lease covering the same interest within ninety (90) days trom the discovery of the failure 1o make proper payment,
which acquisiion will not be subject to Arucle VIILB., the nterests of the parnes shall be revised on an acreage basis. etiective as of the
date of terminauon of the lease invoived. and the party who failed to make proper payment will no longer e credited wath an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shail not have been fully reimbursed. at the time ot the loss, from the proceeds of the sale of o1l and gas attributable to
the lost interest, calculated on an acreage basis, ior the development and operaung costs theretotore paid on account of such interest, 1t
shall be resmbursed for unrecovered actual costs theretotore paid by it tbut not for its share of the cost ot anv dry hole previously drilied
or wells previously abandoned) from so much of the following as 15 necessary to effect resmbursement:

(a) Proceeds of oil and gas, less operating expenses, theretutore accrued to the credit of the lost interest. on an acreage basis,
up to the amount of unrecovered costs:

(b) Proceeds, less operating expenses. thereaiter accrued autributable to the lost interest on an acrcage basis, of that portion of
oil and gas thereafter produced and marketed (exciuding production from any wells thereafter drilled) which. in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said

portion of the otl and gas to be contributed by the other parties in proportion to their respective interests: and. &
(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes. the owner of thf_imerest

lost, for the privilege of participating in the Contract Area or becomung a party to this agreement. -

-

3. Other Losses: All losses incurred. other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be &0&‘6
and shall be borne by all parues in proportion to their interesss. There shall be no readjustment of interests in the remaming Fpscon of
the Contract Ares.
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ARTICLE V.
' OPERATOR

A. Designation and Responsibilities of Operator:
THE ANSCHUTZ CORPORATION o
shall pe the

Operator ot the Contract Area. and shall conduct and direct and have full control of all operauons on the Contract Area as permutted and
required by. and within the limits of this agreement. It shall conduct all such operations in a good and workmanike manner. but it shall
have no liability as Operator to the other parties for iosses sustained or liabilities incurred. except such as may resuit trom gross
negiigence or willful misconduct.

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

!, Resignauon of Romoval of Operator: Operator may resign 2t any time by giving written nonce therenr 1o Niondnerarnre
1f Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmatve vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become etfective until 7:00 o'clock A.M. on the
first day of the calendar month following the expiration oi ninety (90) days aiter the giving of notice of resignation 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. aster effective date of resignation or removal, shall 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 corporauon shall not
be the basis for removal of Operatar.

2. Selecuon of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the paruies. The successor Operator shall be selected from the parues owmng an interest in the Contract Area at the ume such successor
Operator is selected. The successor Operator shall be seiected by the atfirmauve vote of two (2) or more parties 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 itsell. the successor Operator shall be seiected bv the atirmauve vote of two (2) or more parues owning 2 majority interest based
on ownership as shown on Exhibit ‘A" remaining arter excluding the votng interest of the Operator that was removed.

C. Employees:

The number ot empioyees used by Operator in conducung operauons hereunder. their selecuon. and the hours of labor and the
compensauon for services performed shall be determined by Operator. and all such empiovees shall be the emplovees of Operator.

D. Drilling Contracts:

- All weils drilled on the Contract Area shall be drilled on a compeutive contract basis at the usual rates prevaiung in the area. If it so

Jestres, Operator may employ its own tools and equipment in the drilling ot weils. but 1ts charges theretor shall not exceed the prevaiiing
rates in the area and the rate of such chareges shall be agreed upon by the parnies in writing betore drilling operations are commenced. and
such work shall be pertormed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
Jdependent contractors who are doing work of a simiar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. [Initial Well:

On or belore the. day of .19 91 Operator shall commence the drilling o1 a well tor

oli and eas at the following location: a¢ 3 legel locati in the NE/4 of ;
Township 17 South, Range 36 East, f-%al%jog‘nty?Ne“{ N?exsgg SW/4 of Section 18,

ana shall thereatter conunue the drilling of the weii with due diiigence 10 a depth of 12,000 ft. or to a depth
sufficient to test the Devonian Formation, whichever is the lesser.

aniess granite or otner practicaily impenetrabie supstance or conaition in the hoie. which renders turtner driiing impracexcal. 1s en-
Jountered at a lesser aepth. or uniess ail parues agree 1o compiete or abandon the well at a iesser deptn,

Operator shall make reasonable tests of all formauons encountered during drilling which give indicauon ot containing oil and
N . . v . N . — .
1S 10 quanuues sutticient to test. uniess this agreement shall be iimited in 1ts applicauon to a specific tormauon or rormations. in which
. - . . »at
g . . e
event Operator shall be required to test only the tormauon or tormations 1o which this agreement mav apply. <



[ SV

No i ]

10
11
12
13
14
15
16
17
18
19
20
21

s

3
24
25
26
27
28
2
30
31
32
33
34
35
36
37
38
39
© 40
et
42
43
vy
45
46
47
8
19
50
51
52
53
54
55
56
57
58
59
60
6l

A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE V1
continued
If, in Operator’'s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VI.E.1. shail thereatter appiy.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any weil on the Contract Area other than the well provided
for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quandties, the party desiring to drill, rework, deepen or plug back such a weil shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the nouce
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operaton. If a drill-
ing rig is on location, notice of a proposal to rework, piug back or drill deeper may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and compiete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative marter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
actual operation has not been commenced within the time provided (including any extension thereof as specifically permirted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operatons by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Option

No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or partes
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform ail
work for the account of the Consenting Parties; provided, however. if no drilling rig or other equipment is on location, and if Operator is
-~a Non-Consentng Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-

- tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Parties. when conducting operations on the Contract Area pursuant to thls Article VLB.2., shall comply with all terms and con-
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period. shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party s interest as shown on Exhibit **A’" or (b) carry its proportionate part of Non-Consentng Parties” interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election. may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentiqjj Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location: at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resulsfin a pro-

ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cossdid risk,
™
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ARTICLEVI
continued

ana the weil shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenung Par-
ues. Upon commencement of operations for the drilling, reworking. deepening or plugging back of any such weil by Consenung Partes
.n accordance with the provisions of this Articie. each Non-Consenang Party shall be deemed to have relinquished to Consenung Parues.
and the Consenung Parties shail own and be enatled 10 receive, in proporuion to their respecuve interests. ail of such Non-Consenung
Party’s interest in the well ana share of producton thereirom unui the proceeds of the sale of such share, calculated at the weil. cr
market vaiue thereof if such share 1s not sold, \after educting proquction taxes. excise taxes, royaity, overnding royaity and other in-
terests not excepted by Arucie [I1.D. pavable out o1 or measured by the producuon irom sucn weil accruing with respect to such interest
unal it reverts) shall equal the total of the following:

:a) 100% of each such Non-Consenting Party's share of the cost of any newiy acquired surface equipment beyond the weilhead
connecuons tincluding, buc not limited to, stock tanks. separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenang Party's share of the cost of operation of the well commencing with first producuon and continuing unul each such Non-
Consenting Party's relinquisned interest shall revert to it under other provisions of this Artcle, it being agreed that each Non-
Consenung Party's share of such costs and equipment wiil be that interest which wouid have been chargeable to such Non-Consentng
Party had it participated in the weil from the beginning of the operations: and

D300 % of tha poction of the costs and expenses of drilling, reworking, deepening. piugging back. tesung and compleung.
aster deducning any cash contribuuions received under Article V€., and S0} = of that portion of the cost of newly acquired equip-
ment in the well (10 and including the wellhead connecuions), which would have been chargeabie to such Non-Consenung Party if it had
parucipated therein. See Article XV - Other Provisions.

An election not to parucipate in the driiling or the deepening of a weil shall be deemed an election not to parucipate in any re-
working or plugging back operation proposed in such a weil, or porton thereof, to which the inital Non-Consent eiecuon applied that ts
conducted at any time prior to full recovery by the Consenung Parties of the Non-Consenung Party's recoupment account. Any such
reworking or plugging back operanon conducted during the recoupment period shall be deemed part of the cost of operanon of said weil
and there shall be added to the sums to be recouped by the Consenung Parties one hundred percent (100%) of that porton of the costs of
the reworking or plugging back operauon which would have been chargeabie 1o such Non-Consentng Party had it parucipated therein. If
such a reworking or plugging back operauon 1s proposed during such recoupment period. the provisions of this Article V1.B. shall be ap-
plicable as between said Consenung Parties in said well.

During the period of ume Consenung Parties are entitied 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 rayaity and other burdens applicabie to NonConsemmg Party s share of production not excepted by Ar-
ucle OI.D. .-

In the case of any reworking, plugging back or deeper drilling operauon, the Consentng Parties shall be permirted to use, iree
of cost, all casing, tubing and other equipment in the well. but the ownership of all such equipment shall remain unchanged: and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for ail such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in vaiue, less cost of salvage.

Within sixty (60} days aiter the completion of any operation under this Article, the party conducting the operatons for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemnized statement of the cost of drilling, deepening, plugging back. testing, completing, and equipping the weil for production; or. at 1ts
opton, the operatng party, in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly bil-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemnized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount ofgroceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quanaty of §il and gas
produced during any month. Consentng Parties shall use industry sccepted methods such as. but not limited to, metering o peniodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any suctf‘bpenuon
which wouid have been owned by a Non-Consenting Party had it participated therein shali be credited against the total unremrued costs
ot the work done and of the equipment purchased in determuning when the interest of such Non-Consenung Party shall reveyt*to it as
above provided; and if there i1s a credit balance. 1t shall be paid to such Non-Consenung Party. 5
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ARTICLE VI
continued

If and when the Consenung Partes recover from a Non-Consenung Party 's relinquished interest the amounts provided for above.
the reiinquished interests of such Non-Consenung Party shail automaucally revert to it. and, from and after sucn reversion. such Non-
Consenung Party shall own the same interest in such weii. the matenal and equipment 1n or pertaning thereto. and the producuon
thereirom as such Non-Consenting Party would have oeen enuted to had it parucipated in the drilling, reworking, deepening or piugging
Sack of said weil. Thereaiter, such Non-Consenung Party shail be charged with and shali pay its proporuonate part ot the turther costs of
“1e operanion of said weil in accordance with the terms of this agreement and the Accounung Procegure attachea hereto.

Notwithstanding the provisions of this Article VI.B.2., it 1s agreed that without the mutuai consent of il parues. no wells shall
be compieted 1n or produced from a source of supply trom which a well located elsewhere on the Contract Area is producing. uniess such
~eil contorms to the then-existing weil spacing pattern tor such source of supply.

e

3. Stand-By Time: When a weil which has been drilled or deepened has reached its authorized depth ang all tests have been
compieted, and the results thereoi furnished to the parues, stand-by costs incurred pending response to a party s nouce propasing a
reworking, deepening, plugging back or completing operation 1n such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to ail parties responding, or expiration of the response time permitted. whichever
first occurs, and prior to agreement as to the parucipaung interests of all Consenung Parties pursuant to the terms ot the second gram-
matcal paragraph of Article V1.B.2, shall be charged to and borne as part ot the proposed operauon. but if the proposal is subsequently
withdrawn because of insufficient participation. such stand-bv costs shall be ailocated between the Consenung Parues in the proporuon
each Consenung Party's interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit " A"’ of all Consenting Par-
ues.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a '"Jdeepening’” aperation shall
also be applicable to any proposal to direcuonally control and intenuonally deviate a well from verucal so as to change the bottom hole
iocanon (heremn called **sidetracking "), unless 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 a proposed sidetracking operation that does not own an interest in the
arfected well bore at the time of the notice shail, upon eiectung to participate. tender to the well bore owners 1ts proportionate share tequal

© 1o its interest in the sidetracking operation) of the vaiue ot that portion of the existing well bore to be unlized as toliows:

«a) If the proposal is for sidetracking an exisung drv hole. reimbursement shall be on the basis ot the actual costs incurred in
the initial dnilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable matenals and equipment down to the depth at which the sidetracking operation is initiated. Jetermined 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 notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive 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) haurs within which to respond by paying for all stand-by me
incurred during such extended response period. If more than one party elects to take such additionai time o respond to the notice. stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proporuon each ejegung par-
ty's interest as shown on Exhibit **A"" bears to the total interest as shown on Exhibit **A"" of all the eiecting parties. In aff-other in-

stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. =
~
C. TAKING PRODUCTION IN KIND: -
NP\

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from die ‘Coatrsct Area,
exclusive of production which may be used in development and producing operations and in prepanng and treaung o and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking i kind or sepu:tedisgln'l.ion by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production g;bau be



A At ba e

(B

9
10
11
12
13
14
15
16
17
19
20
A

13

23
24
29
26
28
)
30
31
32
33

35
36
37
18
39

30

il
12
43

15

47
18
49
50

54
55
56
57
38
39

61
62
63
65

67

69

-
7

A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V1
continued
‘equired 1o pay tor only its proportionate share of such part of Operator's surface facliies which it uses.

Zach party shail execute such division orders and contracts as may be necessary lor the sale of its interest 1n producuion from
:ne Contract Area. and, excepe as provided in Arucie VILB., shall be enutled to receive payment directiy from the purchaser thereot tor
:2s share ot ail proguction.

{1 the event any party shall fail 10 make the arrangements necessary to take 1n kind or separatety dispose ot its croportionate share ot
e ou produced from the Contract Area, Operator shall have tne right. subject to the revocation at will by the party owning it, but not
:Ne obdligation. to purchase such oil or sell it to others at any ume and from ume to ume, for the account of the non-taking party ac the
Jest price obuinable in the area for such production. Any such purchase or saie by Operator shall be subject always 1o the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all oil not previously
Jelivered to a purchaser.- Any purchase or sale by Operator of any other party 's share of oil shail be oniy for such reasonable periods of
ume as are consistent with the minimum needs of the industry under the particular circumstances. but in no event for a period 1n excess
at one (1} year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
Jeliverses which on a day-to-day basis for any reason are not exactiv equal to a party 's respective proportionate share of total gas saies ta
oe ailocated to it. the balancing or accounting between the respecuve accounts of the parues shall be in accordance with any gas balancing
lgreement dDerween the parties hereto, whether such an agreement is attached as Exhibit *‘E™", or 1s a separate agreement.

D. Access 1o Contract Area and Iaformation:

Each party shall have access to the Contract Area at ail reasonabie times. at its sole cost and risk to inspect or cbserve operauons.
1nd shail have access at reasonable umes to informauon pertaining to the development or operation thereot. including Operator's books
and records relating thereto. Operator. mpessnaseast. shall furnish each of the other parties with copies of all forms or reparts filed with
governmental agencies, daily drilling reports, well logs, tank tables, dailv gauge and run tickets and reports of stock on hand at the first of
cach month. and shall make avaiiable samples of any cores or cutungs taken from any well drilled on the Contract Area. The cost of
Zathenng and furnishing informauon to Non-Operator, other than that speciied above. shall be charged to the Non-Operator that re-
quests the intormauon.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Articie VI.B.2.. any well which has been
drilied or deepened under the terms of this agreement and is proposed to be ccmpleted as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator. after diligent effort. be unable to contact any party. or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice oi the proposal to plug and abandon
such weil, such party shall be deemed to have consented to the proposed abandonment. All such wells shali be plugged and abandoned in
iccordance wath applicable regulations and at the cost. risk and expense of the parties who participated in the cost of driiling or deepening
such well. Any party who objects to plugging anc abandoning such well shall have the night to take over the weil and conduct further

“operations 1 search of oil and/or gas subject to the provisions of Article V1B,

2. Abandonment of Wells that have Produced: Excepr tor any well in which 2 Non-Consent operauon has been conducted
hereunder for which the Consenung Parties have not been iully rexmbursed as heretn provided. any weil which has been completed as a
producer shall not be plugged and abandoned withaut the consent of all parues. If all parues consent to such abandonment. the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parues hereto. Ui, within
thirty (30) days after receipt of notice of the proposed abandonment of any weil. all parties do not agree to the abandonment of such weil.
thase wishing to continue its operanon from the interval(s) of the formation(s) then open to production shal tender to each of the other
parties its proportionate share of the vaiue of the well’s salvable matenal and equipment, determined in accordance with the provisions of
Exhibit **C’". less the estimated 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 tite or as to quantity, or fimess for use of the equipment and
materai, all of its interest in the well and related equipment. together with its interest in the leasehold estate as to. but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party s or includes an oif and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas iease, limited to the interval or in-
tervais of the formation or formatons then open to production. for a term of one (1) year and so long thereaiter as oil and/or gas 1s pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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ARTICLE VI
coruinued
"'B"". The assignments or leases so iimited shall encompass the **drilling unit’* upon which the well is located. The payments by, and the
assignments or leases (o, the asugnees snall be in a ratio based upon the reiationship of their respective percentage of parucipauion in the
Contracr Area 10 the aggregate of the percentages of partcipation i the Contract Area ot all assignees. There shall be no readjustment of
interesws un e remaining pornan of the Contract Area,

Thereatter. avandoning parues snall have no turther responsiuity, Liability, or interest in the operation of or production trom
the weil in the untervai or ntervals then open other than the rovaities retaned in any lease made under the terms of this Aracie. Upon re-
quest. Operator shall continue o operate the assigned weil for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the resuit of the separate ownership of the assigned
weil. Upon proposed abandonment of the producng interval(s) assigned or leased, the assignor or lessor shall then have the opuon to
repurchase its prior interest in the well {using the same vaiuation formula) and parucipate in further operations therein subject to the pro-
visions hereo.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VI.E.2. above shail be appiicable as between
Consenting Parues in the event of the proposed abandonment of any weil excepted from said Articles; provided, however, no well shall be
permanentiv plugged and abandoned unless and until all parties having the right to conduct further operations therein have been noufied
of the propased abandonment and afforded the opportunity to elect to take aver the well in accordance with the pravisions of this Arucle
V1E.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

R g

A. Liability of Parties:

The liabiity of the parties shall be severai. not joint or coliective. Each party shall be responsible oniy for its obligauons. and
shall be Liable oniv for its proporucnate share of the costs of developing and operaung the Contract Area. Accordingly, the liens granted
among the parues in Article VILB. ace given to secure oniy the debts of each severafly. It is not the intenton of the parues to create, nor
shall chis agreement be construed as creating, 4 munung or other partnership or association, or (o render the parues liable as partners.

B. Liens and Payment Defauits:

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

* purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien

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

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall prompuly pay and discharge expenses incurred in the deveiopment
and operation of the Contract Ares pursuant to this agreement and shall charge 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 made and received.

Operator, at its election, shail have the right from time to ume to demand and receive from the other parties payment in advance
of their respectve shares of the esumated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereoi. Each such statement and invoice for the payment in advance of esimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such eso within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tfjf.amount
due shall bear interest as provided in Exhibit *'C"* undl paid. Proper adjustment shall be made monthly between advances andwstual ex-
pense to the end that each party shall bear and pay its proporuonate share of actual expenses incurred, and no more. big

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties. no well shall be drilled or deepened, except any weill
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall includes’
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continued

|

necessary tankage and/or surface facilities.

— Option No. 1: All necessary expenditures tor the drilling or deepening, tesung, completing and equipping ot the well. including

XX Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
Juthorized depth, and all tests have been completed. and the resuits thereof furnished to the parties. Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs, The parties receiving such notice shall have forty-eight
.18) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such weil, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties.
elect to set pipe and to actempt a completion, the provisions of Article VI.B.2. hereof (the phrase '‘reworking, deepening or plugging
back'® as contained in Article VI.B.2. shall be deemed to include **completing ) shall apply to the operations thereater conducted by less

than all parues.

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

and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shail not undertake any single project reasonably estimated

to require an expenditure in excess of Twenty five Thousand

Dollars ($_25>000.00

)

except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement: provided, however, that, in case of explosion. fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
1o deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
pardes. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting

an information copy thereof for any single project costing in excess of Fifteen Thousand

Dollars ($___15.000.0Q ) but less than the amount first set forth above in this paragraph.

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

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

visions of Article [V.B.2.

Operator shall notfy Non-Operator of the anticipated completion of a shut-in gas well. or the shutting in or return to production

- of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator. the loss of any lease contributed hereto by Non-Operator for failuré to make timely payments of any shut-in well payment

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

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxaton all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royaities, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. [f the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest. then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in

the manner provided in Exhibit ‘'C"".

>

If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time and:'manner
prescribed by law, and prosecute the protest to a final determination. unless all parties agree to abandon the protest prior to fmafl deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes.and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thejifnt ac-
count, together with any interest and penalty accrued. and the total cost shall then be assessed against the parties. and be paid by:them. as

provided in Exhibit **C*’.

7.
c——y

-

Each party shall pay or cause to be paid all production, severance, excise. gathering and other taxes imposed upon. or.with respect to

the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

- X
4 - 4
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ARTICLE VI
contdnued
R G. Iosurance:
: At all umes wnile operations are conducted hereunder. Operator shall comply with the workmen's compensauon law of

3 ine state wnere the operanons are deing conducted: provided. however. that Operator may be a seif+nsurer tor iability under said com-
= sensation iaws in which event the oniy charge that shail be maae to the jonnt account snall be as provided in Exhibit **C"". Operator shail

1150 CarTv of provide insurance for the benetit of the ioint account ot the parues as outined 1 Exhibit **D'". ittached to and made a part
- ~ereot. Operator shall require ail conuractors engaged in work on or for the Contract Area to compiv with the workmen's compensauon
3 4w Of the state where the operatons are being canducted and to mawntain such other insurance as Operator may require.

10 In the event automobile public Liability insurance is speaitied in said Exhibit "D’ or subsequently recewes the approval of the
i1 rarbes. na direct charge shall be made by Operator for premuums pad for such insurance for Operator's automouve equipment.

1 ARTICLE VIIL.

4 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

15

16 A. Surrender of Leases:

17

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area. shall not be surrendered in whole
19 or in part unless all partes consent thereto.

20

Z1 However. should any party desire to surrender its interest in any lease or in any portion thereof. and the other parues do not

- 22 seree or consent thereto, the party desiring to surrender shall assiga—without express or implied warranty ot ude, ali of its interest 1n
23 such lease. or poruon thereof, and any well. matenal and equipment which may be located thereon and anv rights in production
24 therearer secured, to the parues not consenung to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest. the assigmng party shall execute and deliver to the party or parties not consenung to such surrender an oil and gas lease covering
25 such od and gas interest for a term of one (1) vear and so long thereatter as oil and/or gas 1s produced from the land covered thereby, such

2T iease 10 be on the form attached hereto as Exhibit “'B"". Upon such assignment or lease. the assigning party shail be relieved from all

2§ obligabons thereaner accruing, but not theretotore accrued. with respect to the interest assigned of ieased and the operauon of any well

29 stnibutable thereto, and the assigning party shall have no rurther interest in the assigned or leased premises and its equipment and pro-

30  duction other than the royalties retained in any lease made under the terms oi this Arucie. The party assignee or lessee shall pay to the

3] party assignor or iessor the reasonable saivage value of the iatter 's interest in any wells and equipment actributable to the assigned or leas-

32 ed acreage. The value of all matenal shall be determined in accordance with the provisions of Exhibit **C'", less the esumated cost of

33 salvaging and the esumated cost of plugging and abandoning. Ui the assignment or lease is in favor of more than one party, the interest

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

36 Any assuignment, lease or surrender made under this provision shall not reduce or change the assignor’s. lessor 's or surrendering
37 party’s incerest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
38 assigned. leased or surrendered. and subsequent operations thereon. shall not thereatter be subject to the terms and provisions of this
-39 agreement.

i

41  B. Renewal or Extension of Leases:

32 -

-3 If any party secures a renewal of any oil and gas lease subject to this agreement, ail other parties shall be noutied prompdy. and
4+ shall have the right for a period of thirty {30) days following recept ot such notice in which to elect to parucipate 1n the ownership of the
35 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
36  poruonate shares of the acquisition cost allocated to that part of such lease within the Contract Area. which shall be in proportion to the
47  interests held at that time by the parties in the Contract Area.

48

19 If some, but less than all, of the parues elect to parucipate in the purchase of a renewal lease. it shall be owned by the parues
50  who elect to participate theremn. in a ratio based upon the relationship of their respective percentage ot paruapation in the Contsact Area
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
S2  Any renewal lease in which less than all parues elect to parucipate shall not be subject to this agreement.

93

54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest theremn
55 by the acquiring pasty.

56

57 The prowvisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease

S8  or cover only a partion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease. or taken or
59  conwracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease taked-or con-
60  tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shail not be Fabject to
61  the provisions of this agreement. o

w2 L

Tk
63 The provisions in this Artcle shall also be applicable to extensions of oil and gas leases. =
o a0
69 C. Acreage or Cash Contributions: -

- e,

00 _ &
6?7 While this agreement is in force. if any party contracts for a contribution of cash towards the dniling of 2 weil or-any. other

08  operaton on the Contract Area. such contribution shall be paid to the party who conducted the drilling or other cpaaéoh_ai:d shall be
09  applied by it against the cost of such drilling or other operation. If the contribution be in the form ot acreage, the party 16 whof the con-
70  tribunon 1s made shall promptiy tender an assignment of the acreage, without warranty of ttle. to the Dnilling Parm ﬂﬂhe__ S

-11-
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ARTICLE VIII
continued
saxd Drilling Parties shared the cost of drilling the weil. Such acreage shail become a separate Contract Arez and. to the extent possible. be
Zovernea by provsions idencical to this agreement. Each party shail promply noufy all other parties of any acreage or cash contribuaons
it May obtain 1n support of any well or any other operanon on te Contract Area. The above provisions snall also be appiscable to op-
:onal ngnts (o eam acreage outside the Contract Area which are 1 support of a well drilled inside the Contract Area.

4 anv party contracts for any consideraton reiaung to disposiuon Of Such party 's share of substances proaucea hereunaer. sucn
>nsderauon shail not be deemed a conwibuton as contempiatea 1 tus Arucle YILC.

D. Transfer of Interest

Everv such sale. encumbrance. transier or other disposiion made by any pasty shall be made expressiv subject to this agreement
ind shail be made without prejudice to the right of the other parues.

K. at any ume the interest of any party is divided among and owned by four or more co-owners. Operator. it its discreuon, may
~equire such Co-owners (0 appoint a single trustee or agent with full authority to receive nouces, approve expenditures. receive billings or
ind approve and pay such party's share of the joint expenses, and to deal generally with. and with power to bind. the co-owners of such
;arty’s ntesest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
1o ang execute ail contracts or agreements for the disposiuon of their respecuve shares of the oil and gas produced from the Contract
Area ang thev shall have the right to receive, separateiy. payment of the sale proceeds thereot.

E. Waiver oi Rights to Partition:

If permitied by the laws of the state or states n which the property covered hereby is located, each party hereto owming an
andivided interest 1n the Contract Area waives any ana all rigits 1t may have to parusion and have set aside 10 1t 1n severaity 1ts undivided
:aterest theremn.

o redovamtiahaili

v o par s am o B Ot-rts — . or-1ts - . -

Area. 1t shall prompdy give written nouce to the other parues. with full informauon concerning its proposed sale. whuct [ include the

- name and address of the prospecuve purchaser (who must be ready. willing and able to purchase). ibe-porthase price, and all other terms

3t the orter. The other parues shall then have an opuonal prior nght for a penod.o D} days after recept ot the nouce, to purchase
>n the same terms and conditions the interest which the other passr-proposes (o sell: and. if this opuonal right is exerased. the purchas-
:ng parues shall share the purchased interest {p.the-pfoporuons that the interest of each bears to the towai interest ot ali purchasing par-
z:es. However. there shall be no-preferenual right to purchase in those cases where any party wishes 10 MOrIgage 1S INLETESTS, Of tO
Zispase of 13 inierests by merger. reorganization. consolidation, or sale of all or substanually ail of its assets to a subsidiary or parent com-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement 1s not intended to create, and shall not be construed to create. a relationship of partnersnip or an assoGiation
1o pronit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
nd not jont or coliective, or that this agreement and operauons hereunder shall not constitute a parmersiup, 1. for federal income tax
purposes. this agreement and the operations hereunder are regarded as 2 parmership, each party hereby affected elects to be excluded
from the appiicanion of all of the provisions of Subchapter **X**, Chapter |, Subtide **A"", of the Internal Revenue Code oi 1954, as per-
Tutted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator 1s authonzed and directed (0 ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service. inciuding speafically, but not by way of limitanon. all of the retums. stacements.
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this elecuon. each such party shall execute such documents and furnish such other evidence as may be requuwd-by the
Federal Internai Revenue Service or as may be necessary to evidence this election. No such party shall give any nouces or take any other
acuon inconsistent with the election made hereby. If any present or future income tax laws of the state or states nn which theConuaa
Area 1 iocated or any future income tax laws of the United States contain provisions similar to those in Subchapter “'K™* er 1,
Subutie “*A"", of the internal Revenue Code of 1954, under which an eiecuon similar to that provided by Secuon 761 of the Co& 1s per-
mrted, each panty hereby affected shall make such elecuon as may be permutted or required by such laws. In making the lote wrig eiec:
1100, €ach SUcn party states that the income derived by such party trom operations hereunder can be adequateiv determined ut the

;omputauon ot parmership taxable income, _ ¥
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settie any singie umnsured third party damage ciaim or suit arising from operauons hereunder if the expenditure
<06s not exceed Twenty Five Thousand Dollars
s__25,000.00 } and if the payment is in compiete settiement of such claim or sui. If the amount required for sertiement ex-
.eeas the above amount, the parties hereto shall assume and take over the further handling ot the claim or suit, unless such authority is
Jelegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligauons under this agreement, other than
the obligauon to make money payments, that party shail give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The aifected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicabie.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes.
lockouts. or other labor difficuity by the party involved, contrary to its wishes: how all such difficulties shall be handled shall be enarely
within the discretion of the parry concerned.

The term “‘force majeure . as here employed, shall mean an act of God. strike. lockout, or other industrial disturbance., act of
the public enemy, war. blockade. public riot. lightning, tire, storm. flood. expiosion. governmental action, governmental delay, restraint
of Inaction, unavailability of equipment. and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the pardes and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram. postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit ‘*A’". The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company. with postage or charges prepaid, or sent by telex or teiecopier. Each party
shall have the right to change its address at any time. and from ume to time. by giving written notice thereot to all other parties.

ARTICLE XIIL.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below: provided, however, no party hereto shall ever be construed as having any right, title or interest 1n or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

— Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part
of the Contract Area. whether by production, extension. renewai or otherwise.

X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce. or are capable of production, and for an additional period of 120" days from cessation of all production: provided.
however, if, prior to the expiration of such additional period. one or more of the partes hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting to complete a well or weils hereunder. this agreement shall conunue in force unul such opera-
tions have been completed and if producton results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Ardcle VI.A., or any subsequent well drilled hereunder, resuits in a dry hole, and no other weil is producing, qncapable
of producing oil and/or gas from the Contract Area, this agreement shall terminate uniess drilling, deepening, plugging back ol"tcwork
ing operations are commenced within 120 days from the date of abandonment of said well.

It is agreed. however, that the termination of this agreement shall not relieve any party hereto from any liability
accrued or auttached prior to the date of such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

Tt 1 a e

L

A. Laws, Reguiauoans and Orders:

This agreement snail be supiect 10 the conservauon iaws 01 tne state 1 wnICA the CONract Area 1s 10categ. 12 Ne vaud rues.
"eguizuons. and orders of any duiv consututed regUIAtOry Dodv Of S3IG Slate: ina (O 4ii OUler appucaoie federai, state. na ioca idws, of -
2 Jinances. ruies. reguiations, and orders.

10 B. Governung Law:

12 This agreement and all matters pertaining hereto. including, but not Limited 0. matters of pertormance, non-periormance, breach.
13 remedies, procedures. rights, duties and interpretation or construcuen, shall be governed and determined by the law ot the state 1n which
14 e Contract Area s located. If the Contract Area is in two or more states. the law of the state of J@Xas
15 shail govern.

16

17 C. Reguiatory Agencies:

18

19 Nothing herein contaned shall grant. or be construed to grant. Operator the rignt or authority to wauve or release any nghts.

20 cnivileges, or obligagoas which Non-Operators mav have under tederal or state laws or under rules. reguiations or orders promulgated
21 under such laws 1n reference to oil, gas and munerai operations. including the location. operauon, or production of wells. on tracts otiset:
22 ung or adjacent to the Contract Area. -

H With respect to operations hereunder. Non-Operators agree to reiease Operator trom any and all losses. damages, injuries. clams
23 and causes of acoon arising out of. incident to or resuiting directly or indirecty irom Operator s interpretaton or application of rules,
26 rulings. reguiauons or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plicauon was made in good faith. Each Non-Operator further agrees to resimburse Operator for any amounts applicable to such Non-
28 Operator s share of production that Qperator mav be required to refund. rebate or pay as a result of such an incorrect interpretauon or
9 ipplication. together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

3l Non-Operators authornize Operator to prepare and submt such documents as may be required to be submutted to the purchaser
32 i any crude o sold hereunder or to any other person or enuty pursuant 1o the requirements of the *Crude Oil Windiall Profit Tax Act
33 i 1980°', a5 same may be amended from time to ume (**Act* '), and any valid regulatians or rules which may be issued by the Treasury
34 Department irom ume to time pursuant to said Act. Each party hereto agrees to furnish any and ali certifications or other informauon
33 which is required to be furmished by said Act 1n 2 timely manner and in sutficient detail to permit compliance with said Act.

37 ARTICLE XV.
38 OTHER PROVISIONS

39,

40 e :

. A. Limitation of Subsequent Operations

3 [t is specifically provided that no party shall, under Article VI hereof, propose the drilling of
44 more than one well while another well in the Contract Area is being - tested . drilled or
35 reworked. Further, the provisions of Artcle VI, insofar as same pertains to notification by a
36 party of its desire to drill a well, shall be suspended for so long as: 1) a prior notice has been
37 given which is sdll in force and effect and the period of the time during which the well
18 regarding same may be commenced has not expired. or 2) a well is then being drilled
19 hereunder. This paragraph shall not apply under those circumstances where the well to
50 which notice is directed is a well which is required under the terms of a lease or contract or
st one required to maintain a lease or porton thereof in force. For the purposes of Articles VI
52 and VII, a proposal to recomplete shail be considered as a proposal to piug back. and a
3 proposal to sidetrack a well which is a dry hole shall be considered as a proposal to dnill a
54 new well.

pb] o

ss B.  Priority of Operations

57

s Notwithstanding anything herein to the contrary, it is agreed that when a well driiled under
<9 the terms of this Agreement shall have been drilled to the objective formation or depth and the
o0 Parties partcipating in the well cannot mutually agree upon the sequence and timing of
6l fl:;lhct operations regarding said well, the proposals shall be considered in the tollawing
2 oraer. o

S)] -

- 1. A proposal to attempt to compiete the welil at either the objective depth or objective
69 formanon, including the testing and logging of such weil at such depth: ..

06 -7

o7 2. A proposal to plug back and atiempt to complete said weil above the-objective
08 formation (if there is more that one proposal to plug back, the proposals will be
09 considered in ascending order); -3

"0 - 2



ARTICLE XV.
Other Provisions (Cont‘’d)

3. A proposal to deepen said well in order to attempt a
completion below the objective formation (if there is
more than one proposal to deepen, the proposals shall be
considered in descending order);

4. A proposal to sidetrack the well; and

5. A proposal to plug and abandon the well.
Challenge of Operator

At any time after one year from the effective date of this
Agreement, two or more non-operators owning at least an
aggregate of 15% interest in the Contract Area may give notice
to Operator, in writing, in accordance with the provisions
hereof respecting notices, challenging Operator’s efficiency
of operations, detailing the items of expense contributing to
the alleged excessive costs and specifying proposed economies
of at least 15% less than the cost of operating under the
direct control of Operator. Operator shall have sixty (60)
days form receipt of such notice to advise Non-Operators
whether it is prepared to operate on the terms and conditions
set forth in said notice, and if Operator so notifies Non-
Operators, Operator shall immediately assume operations
hereunder under such terms and conditions. If Operator is
unable or unwilling to do so, Operator shall resign from the
position of Operator within ninety (90) days after delivery of
notice thereof to Non-Operators, and the Non-Operators giving
such challenge notice shall thereupon choose one of their
number to becomes Operator and conduct operations hereunder
pursuant to said notice for a minimum period of one (1) year,
with any costs incurred in excess of those described in said
notice to be for said successor Operator’s sole account. No
challenge to the efficiency or practices of such successor
Operator under this paragraph may be made until such successor
Operator has served as Operator for at least one year.

Non=¢ ¢ F ¢ p s

Notwithstanding anything contained herein to the contrary
should any party hereto elect not to participate in the
drilling of any well proposed hereunder, such party shall not
be subject to the non-consent penalty but shall be deemed to
have granted the participating party a farmout of its interest
in such proposed well under the terms described in and on the
from attached hereto as Exhibit "G".

~14A-
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ARTICLE XV1.
MISCELLANEOLUS

.....

w23l TeDresentauves. SUCCESSOrs ang assigns.

TTis nstrument mav De executed i anv numoer of counterparts. eacn of wnicn shali be consigerec in original ior Ju pUrposes.

)

N WITNESS WHEREOF. :his agreement snaii be enecuveasar _______ Jav ot

OPERATOR

THE ANSCHUTZ CORPORATION

BY:

e

NON-OPERATORS

ATLANTIC RICHFIELD COMPANY

BY:




- . -~ COUNTY OF MIDLAND

ACKNOWLEDGMENTS

STATE OF TEXAS §
§
COUNTY OF §

aay of

This insrument was acknowledged betore me on this
19__ . by , as of
THE ANSCHUTZ CORPORATION on behalf of said corporation

Commission expires:

Notary Public

STATE OF TEXAS §
§
§

This instrument was acknowiedged betore me on this day of .
15___, by , as Atorney-in-Fact of ATLANTIC RICHFIEL

COMPANY, a Delaware corporation. on behalf ot said corporation.

Commission expires:

Notary Public



II.

III.

IV.

Attached to and made a part of that certain
Operating Agreement dated_June 15

1991, by and between Ih_e__Angs;nng_cg;:pgr_@m..
as Operator, and Atlantic Richfield Company .

as Non-Operator.

contact Area:

The East Half of the West Half (E/2 W/2), and the West Half of
the East Half (W/2 E/2) of Section 18, Township 17 South,
Range 39 East.

icti to I I £ Subst .
None
ests ies:

To be completed in accordance with the terms of the letter
agreement to which this operating agreement is attached.

Addresses of the Parties:

The Anschutz Corporation
4000 N. Big Spring, Suite 209
Midland, Texas 79705

ATLANTIC RICHFIELD COMPANY
(ARCO 0il and Gas Company)
600 North Marienfeld

P. O. Box 1610

Midland, Texas 79702

oi i ere which thi ee
is Subiect:

To be completed by The Anschutz Company upon execution of this
agreement.



Traueers aatTunhg WUND PRINTING & STATIONERY COMPANY
v ith 640 Acres Pooiing rrevision II2S FANNIN, HOUSTON. TENAS 77002, (713) 659-3159

OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made this. Jday of 19 . between

28507 (Wnether one or more). whose address 1s:

ing Lessee, WITNESSETH:
i. Lessor in consideration of Dollars
3 ). in hand paid. of the rovalues neretn provided. and of the agreements of Lessee nerein contained. hereby grants, ieases and lets

exclusiveiv unto Lessee for the purpose ot invesugaung. exploring, prospecung, drilling and mining for and producing ol gas ana ail other minerals, congucling ex-
ploranon, geoiogic and geophysical surveys by seismograpn, core test. gravity and magnetic metnods, 1njecting gas. waler ana otner fiuids, and air into subsurface
strata. laying pipe lines. building roads. tanks. power stauons, telephone lines and other structures thereon ana on. over anu across iands owned of claimed by Lessor
adjacent and contiguous thereto, 1o produce, save. take care of, treat, transport and own said products. and housing is empiovees, the following described land in

County, Texas. to wit:

Attached to and made a part of that certain
Operating Agreement dated '
19__, by and between The Anschutz Corporation,
as Operator, and Atlantic Richfield Company .

as Non-Operator.

This lease also covers and includes ail land owned or claimed by 1L essor adjacent or contiguous to the land particularly described above, whether the same be in said
survey or surveys or in adjacent surveys, although not included within the boundaries of the (and partcuiarly descnibed above. For the purpose of calculating the

:'; rental payments hereinafter provided for, said land is esumated 1o comprise
~
= ———————acres, whether it actually comprises more or less.
'.3 ) 2. Subject to the other provisions herein contained, this lease shall be for a term of ten years from this date (called *‘primary term’*) and as long thereafter as
—  oil, gas or other mineral is produced from said land or iand with which said land is pooled h der.
) ae o%uazte'

g 3. The royaities to be paid by Lessee are: (a) on ail, mb‘f that produced and saved from said land, the same 10 be delivered at the wells or to the credit
> of Lessor into the pipelines to which the wells may be connected: Lessee may from time to time purchase any royaity oil in its possession, paying the market price
therefor prevauling for the field where produced on the date of purcnase: (b) on gas, including casinghead gas or other gaseous substance, pr j
Y___and sold or used off the premises or for the extraction of gasoline or other product therefrom, the market value at the well of ene-sigheir'of the gas so sold or used,
gmmmmwof the amount realized from such sale; while there is a gas weil on this lease or on acreage pooled

therewith but gas is not being sold or used, Lessee mav pay as rovaity, on or before ninety (90) days after the date on which (1) said well is shut in, or (2) the land
cavered hereby or any portion thereof is inciuded in a pooied unit on wnich a well is located. or (3) this lease ceases t0 be otherwise maintained as provided herein,
whichever is the later date, and thereafter at annuai intervals on or before the anniversary of the date the first payment is made, a sum equal to the amount of the an-
nuai reatal payable in lieu of drilling operations during the primary term on the number of acres subject to this lease at the time such payment is made, and if such
payment is made or tendered, this lease shail not terminate, and it will be considered that gas is being produced from this lease in paying quantities; and (c) on ail
other minerals mined and marketed, one-tenth either 1n kind or value at the well or mine, at Lessee's election, except that on sulphur mined and marketed the royaity
shall be fifty cents (50¢) per long ton. Lessee shall have free use of oil, gas, coal, and water from said land, except water from Lessor’s wells, for all operations hereun-
der, and the royalty on oil, gas and coal shall be computed after deducting any so used.

4. Lesser, at its option, is hereby given the right and power 10 pool or combine the acreage covered by this lease or any portion thereof as to oil and gas, or
cither of them, with any other land covered by this lease, and/or with any other land, lease or leases in the immediate vicimty thereof to the extent hereinafter
stipulated, when in Lessee’s judgment it is necessary or advisable to do 5o in order properly to explore, or to develop and operate said lcased premises in compliance
with the spacing rules of the Railroad Commission of Texas, or other law{ul authority, or when ta do so would, in the judgment of Lessee, promote the conservation
of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substanuaily exceed 40 acres cach in area, and units

. pooled for gas hercunder shall not substantially exceed in area 640 acres each plus a tolerance of ten percent (10%) thereof, provided that should governmentai
- authority having jurisdiction prescribe or permit the creauon of units larger than those specified, for the drilling or operation of a well at a regular location or for ob-
taining maximum allowable from any well to be drilled, drilling or already drilled, units thereafter created may conform substantially in size with those prescribed or
permutted by governmental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease or any portion thereof as above
provided as 10 oil in any one or more strata and as (o gas in any one or more strata. The units formed by pooling as 10 any stratum or strata need not confrom in size
or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to ares with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record
in the appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acerage as a pooled unit; and
upon such recordation the unit shall be effective as 1o ali parties hereto, their heirs, successors, and assigns, irrespective of whether or not the unit is likewise effective
as to all other owners of surface, minerai, royaity, or other rights in land included in such unit. Lessee may at its election exercise its pooling option before or after
commencing operauons for or completing an oif or gas weil on the leased premises, and the pooled unit may include, but it is not required to include, land or icases
upon which a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas
have theretofore been commenced. In the event of operations for drilling on or production of oil or gas from any part of a pooled unit which includes all or & portion
of the land covered by this lease, regardless of whether such operations for drilling were commenced or such production was secured before or after the execution of
this instrument or the instrument designating the pooled unit, such operations shall be considered as operations for drilling on or production of oil or gas from land
covered by this lease whether or not the well or welis be located on the premises covered by this lease and in such event operations for drilling shall be deemed to have
been commenced on said land within the meaning of paragraph § of this lease; and the entire acreage constituting such unit or units, as to oil and gas, or cither of
them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were inciuded in this
lease. For the purpose of computing the royaities to which owners of royaities and payments out of production and each of them shall be entitled on production of oil
and gas, or either of them, from the pooled unit, there shali be allocated to the land covered by this lease and included in said unit (or to each separate tract within the
unit if this lease covers separate tracts within the unit) 2 pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used
for operations on the pooled unit. Such allocation shall be on an acreage basis—that is 10 say, there shall be allocated 1o the acreage covered by this lease and included
in the pooled unit (or to each separate tract within the unit if this lease covers separate tracts within the unit) that pro rata portion of the oil and gas, or either of them,
produced from the pooled unit which the number of surface acres covered by this lease (or in each such separate tract) and included in the pooled unit bears to the
total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or
cither of them, so allocated to the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil
well will be considered as production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production frox_n
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. The formation of any unit
hereunder shall not have the effect of changing the ownership of any delay rental or shut-in production royalty which may become payable under this lease. If this
lease now or hereafter covers separate tracts, no pooling of unitization of royaity interest as between any such separate tracts is intended or shall be implied or resuit
merely from the inclusion of such separate tracts within this lease but Lessee shail nevertheless have the right to pool as provided above with consequent allocauon of
production as above provided. As used in this paragraph 4. the words **separate tract’’ mean any tract with royaity ownership differing, now or hereafter, either as to
parties or amounts, from that as to any other part of the lcased premises.

s. If operations for drilling are not commenced on said land or on acreage pooled therewith as above pravided on or before one year from this date, the iease
shall then terminate as to both parties, uniess on or before such anniversary date Lessee shail pay or tender (or shall make a bona fide atiempt 10 pay or tender, as

heretnaster stated) to Lessor or to the credit of Lessor in

Bank at Texas, (which bank and its successors are Lessor’s agent and shail continue

as the depository for all rentals payable hereunder regardless of changes in ownership of said land or the rentais) the sum of

Dollars 4% ), (herein called rentais), which shall cover the
priviiege ot deferring commencement of drilling operauons for a period of tweive {12) months. In like manner and upon like payments or tenders annually, the
commencement ol drilling operauons may be further deferred for successive periods of twelve (12) months each during the primary term. The payment or tender of
rental under this paragraph and of royalty under paragraph 3 on any gas weil from which gas is not being sold or used mav be made by the check or draft of Lessee
mailed or delivered to the parues entitied thereto or 10 said bank on or before the date of payment. If such pank (or any successor bank) should fail, quundalg or be
succeeded by another bank. or for any reason tail of refuse 10 accept rental, Lessee shail not be held in defauit for failure to make such payment or tender of rental
unul thirty (30} days atter Lessor shall deliver to Lessee a proper recordabie instrument naming another bank as agent (o receive such payments or tenders. If Lessee
shall, on or before any anmversary date, make a bona fide attempt to pay or deposit rental 1o a Lessor entitied thereto according 1o Lessee’s records or to a Lessor,
wha prior to such attempted payment or deposit, has given Lessee notice, in accordance with subsequent provisions of this lease, of his right 10 receive rental. and if
such payment or deposit shall be ineffective or erroneous in any regard, Lessee shali be unconaitionally obligated to pay 1o such Lessor the rental properly payable for
the rental period involved. and this lease shall not terminate but shall be maintained in the same manner as il such erroneous or inetfective rental payment or deposit
had been properly made, provided that the erroneous or inetfective rental payment or deposit be corrected within 30 days aiter receipt by Lessee ol written notice
trom such Lessor ot such error accompanied by such instruments as are necessary Lo enable Lessee to make proper payment. The down cash payment is consideration
for this lease according (o its terms and shall not be ailocated as a mere rentai for a period. Lessee may at any tume or times exccute and deliver (o Lessor or to the
deposiory above namea or place ot record a reicase or releases of this lease as 1o all or any part of the above-described premises, or of any minerai or horizon under
all or anv part thereot. and thereby be relieved of ail obligations as to the reieased land or interest. If this lease 1s released as to all minerais and horizons under a
poruon of the land covered by this iease, the rentals and other payments computed in accordance therewith shall thereupon oe reduced in the proportion that the
number of surtace acres within such reteasea poriion bears Lo the total number o1 surface acres which was covered by this lease smmeaiately prior to such release.

o
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Attached to and made & part of that Operating dated June 15, 1991, between The Anschutz

Wﬂs.

EXHIBIT "¢ "

Corporation, as Operator, and ATALANTIC RICHFIELD COMPANY, as Non-Operator

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS .

Definitions

f‘Jo"n;:g Phrzgem" shall mean the real and personal property subject to the agreement to which this Accounting Proceduye
is

“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 to be shared by the Parties. :
“Operator” shall mean the party designated to conduct the Joint Operations.

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and,or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Empioyees” shall mean those employees having special and specific engineering. geological or other prufes-
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” shall mean travel and other reasonable reimbursable expenses of Operator's employees.

“Material” shall mean personal property. equipment or supplies acquired or held for use on :i:e Joint Property.
“Controllable Materizl” sha!l mean Material which at the time is so classified in the Material Ciassification 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 facility. and all charges-and credits summarized by appropriate classifications of investment and expense cxcept
that i‘wms of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail. :

Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the hiil-
ing or by 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 pa:cr:mengbis nﬁt made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _t1tibank,
New York, N.A. on the first day of the month in 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 attorney’s {ees. court costs. and other costs in connection with the collection of unpaid amounts.

Adjustments

Paytiicas ui auy such biils shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided. however., all bills and statemenis rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such caiendar year.
unless within the said twenty-four (24) month period 2 Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made uniess it is made within the same prescribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator. 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 year within the twenty-four (24) month
period following the end of such calendar year; provided. however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a 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 reply 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 expressiy 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.

II. 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 governmental or regulatory requirements o satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and poliution control procedures as required by applicable laws and regulations.

2. Rentals and Royalties
Lease rentals and royalties pg.id by Operator for the Joint Operations.
3. Labor

A. (1) (S)alaria and wages of Operator's field employees directly employed on the Joint Property in the conduct of Joint
perations.

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

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

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

B. Operator’s cost of holiday, vacation. sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 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 Section II. 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 1.

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 Benefitls

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 prder Papsaronhs 24 and 3B of this Section 11 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 IV. 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 surpius stocks shall be avoided.

6. Transportation
Transportation of employees 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 frorn the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joirt Property unless agreed to by the Parties.
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B. If surplus Material is moved to Operator's warehouse or other storage point. no charge shali 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 uniess agreed to by the Parties. No charge shall be
r;mde to the Joint Account for moving Material to other properiies belonging to Operator. uniess agreed to by the

artiea.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less exciuding accessorial charges. The $400 wiil 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 II and Paragraph i, ii, and iii, of Section III. 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.

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 include costs of maintenance, repairs, other operating expense,
insurance. taxes. depreciation. fg.nd interest on gross investment less accumulated depreciation not to exceed
—cight percent (8 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to 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
Petroleum 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-Operator 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 resulting 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 unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Sectio;xvl_l_l unless otherwise agreed to by the Parties. except as provided in Section I. Paragraph
3. T ® -

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
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

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 include a charge at Operator’s cost not te 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, including radio and
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 [II and whiph
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
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III. OVERHEAD

Overhead - Drilling and Producing Operations

ii.

iil.

B.

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

{ ) Fixed Rate Basis. Paragraph 1A, or
(X% 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 1. 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 tec?nical 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 salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

(x¥ shall be covered by the overhead rates, or
( ) shall not be covered by the overhead rates.

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

Drilling Well Rate § __2,850.00
(Prorated for less than a full month)

Producing Well Rate $ 585.00
(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 driiling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, 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 shall be considered as a one-
well charge for the entire month.

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

(3) An inactive gas well shut in because of overproduction or failqre qi purchaser to take the production shall
be considered as a one-well charge providing the gas well is directly connected to a 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 weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Deparument 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 Accoum at the following rates:

IFRS
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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 exclusive of costs provided under
Paragraphs 2 and 10 of Section 11, all salvage credits, the vaiue 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:

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 drilling, redrilling. deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable 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 completed as a producer, and original cost of construction or installation 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 IIL. All other costs shall be considered as operating.

=

Overhead - Major Construction

To compensate Operator for overhead costs incﬁrred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly disternible 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 inexcessof § —

A. 2 %of first $100.000 or total cost if less, plus

B 3

C.

% of costs in excess of $100,000 but less than $1,000.000, plus

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 resulting from a single occurrence due
wo 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 pgior to charging the Joint Account or shall charge the Joint Account for averhead based on
the following rates: ) N -

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: pius
C.__ 2 %of total costs in excess of $1.000,000.

Expenditures subject to the overheads above will not be reduced by insurance recbveries. and no other overhead provi-
sions of this Section III shall apply. P
. : -‘e*‘: -

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 insufficient or excessive.

1V. 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 Materiai move-
ments affecting tha Jo.iil Tiopuriy: 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 surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind. or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surpius Controllable 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 Operawr after deduction of all discounts received. [n 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.

19

Transiers 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 exciusive of cash discounts:

.5.



A. New Material (Condition A)
{1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern miil published
carload base prices effective as of date of movement plus 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
gay be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,

hio.

(b) For grades which are special o 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 Qil Field
Haulers Association interstate truck rate shall 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 lowest published out-of-stock prices f.o.b.

the supplier plus 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 walis %; inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)Xa) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) less than 30.000 pounds
shall be priced at Eastern mill published carload 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 tn 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 PT3perty. 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 supply store nearest the Joint Property. or point of
manufacture, 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).

B. 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 determined 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 nerrent (R5%) 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 transierring property.
C. 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 pius cost of reconditioning
does not exceed Condition B value.
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Material. excluding junk. no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Materiai 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 seamiess line pipe of com-
pg.rablq 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 tubuiar 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-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceabie and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such price should result 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 vear following January 1. 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section [II, Paragraph 1.A(3). Each year. 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 year 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.

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 Nnn-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. s~- .

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 Controllabie 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 so 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. -

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Pqnies requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.
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DRILLING, COMPLETIUN AND WURKUVER

Yt N T g T v - -

AUTHORITY FOR EXPENDITURE - DETAIL

PROSPECT OR FIELD OPERATOR LEASE NAME WELL NO.
A ‘EL‘MLTE San Simon The Anschutz Corp| ARCO 1
sus 9210 9220
ACCOUNY INTANGIBLE COSTS DRILLING COMPLETION TOTAL
0001 SURVEYS, PERMITS, SURFACE DAMAGES, LEGAL . ..... ___ 10,000 - 10,000
0002 LOCATION, ROAD, RESTORE . . o v oo v o e s v vnnns e 20,000 4,000 24,000
0003 MOBILIZATION, DEMOBILIZATION . . . 2 v v v eeeensnns . - — —
0004 CONTRACT DRILLING & DAYWORK . . ..........-.. _ 277,000 10,000 287,000
0006 FUEL, LUBRICANTS, POWER . .. cvovvnunen. e - - -
0007 BITS, REAMERS & STABILIZERS . + v o v v v vvvcnnnerss - - —
0008 WATER . ..o vvnnnennnnn. J 15,000 2,000 17,000
0009 MUD, CHEMICALS . . ... et 30,000 - 30,000
0010 CEMENT, CEMENTING . .. ovovmennncnnn. e 30,000 13,000 43,000
0011 CASING CREWS, TOOLS . ...... e e = 3.000 3.000
0012 EQUIPMENT RENTAL,MUD . . . v oo e eennecnaccesss - - -
0013 EQUIPMENT RENTAL, AIR . . .. ... e et a e - ~ -
0014 EQUIPMENT RENTAL, DRILLSTRING . . ... .0.con.n- - - -
0015 EQUIPMENT RENTAL, OTHER . ....... et 3,000 3,000
0017 CORING, CORE ANALYSIS . . . .. ... e e - XXXXKKX X -
oo1e DRILLSTEMTESTING . ........ 6,000 -~ 6,000
0019 LOGGING: DOWNHOLE & PERFORATING . . .o cvoennns 35,000 6,000 41,000
0020 MUD LOGGING . . . ....... e, e 8,000 8,000
0021 SUPERVISION: GEOLOGICAL . . . oo v e eneennns cen. 5,000 XXXHX XXX 5,000
0022 SUPERVISION: DRILLING & COMPLETION .. ......... 8,000 3,000 11,000
0024 OTHERINTANGIBLECOSTS & .o v e vennnnn e XXXX XX XX 5,000 5,000
0026 COMMUNICATIONS . oo oo evvnneenonenennnnnenas - - -
0027 TRANSPORTATION . ...... et . 3,000 3,000 6,000
0028 INSPECTIOiS: TUBULARS, DRILL COLLAFKS, DRILL PIPES . 4,000 10,000 14,000
0029 DIRECTIONALDRILLING . .......... e - - - -
0031 STIMULATION: ACID, FRAC . - .. v ou ... e . XHXXKXHXHXX 10,000 10,000
0032 PRODUCTION TESTING, BPH, ENGINESRING . . . .. .... . OOKHXXX XX 3,000 3,000
1400 COMBINED FIXED RATEOVERHEAD « - « « « o v oo s ennnn 5,000 5,000 10,000
2800 INSURANCE . . oo vnennrnaerannas e . 10,000 - 10,000
CONTINGENCIES & TAXES . . e o oo o v s v mnnnnnnen 25,000 8,000 33,000
TOTAL INTANGIBLECOSTS . . . ...... . 494,000 __ 85,000 _579,000
COMPLETED WELL
suB 9211 8221
ACCOUNT TANGIBLE COSTS DRILLING COMPLETION TOTAL
0100 SURFACECASING . .. v oo vnneenenennennecaeans 7,000 XHXXXXHKX 7,000
0101 INTERMEDIATE CASING . . oo vovvenans e 50,000 XXX XXXXX 50,000
0102 PRODUCTION CASING & LINERS . &+« o oo cv v v nnnnn MOXXHXX XX 90,000 90,000
0110 TUBING & DOWNHOLE EQUIPMENT . & . o o v v v venan- XX XHXXXXXK 40,000 40,000
0120 WELLHEAD EQUIPMENT . . .. .. .. e e XXXKXKKX 5,000 5,000
0130 FLOWLINES . .. ....... e e e XX HHHNNK 2,000 2,000
0140 ARTIFICIAL LIFT EQUIPMENT . . .. .. e e KXX KX XXX 60,000 60,000
0150 BATTERY & PRODUCTION EQUIPMENT .. ........ A HHXXHXKX XX 35,000 35,000
0160 INSTALLATION, TRANSPORTATION OF LEASE EQUIPMENT KHXHKHHXXKX 12,000 12,000
0170 GASSALES FACILITY . . . oo v, .. e e XXX XKXHXXX — —
0170 COMPRESSORS . . ......... ettt HHXHXXXXKX - -
0180 BUILDINGS . ......... e e XXXXXH KX - -
CONTINGENCIES B TAXES . .o ovcvvvnnaaansnns . XXX HHXXXX 5,000 5,000
TOTAL TANGIBLECOSTS ....... 57,000 249,000 306,000
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