GALLEGOS LAW FIRM

A Professional Corporation v
EO e e

460 St. Michael’s Drive

Building 300 NOV s 1995

Santa Fe, New Mexico 87505 - 41995

Telephone No. 505-983-6686

Telefax No. 505-986-1367 CHLOGEanaT

Telefax No. 505-986-0741 R MICHAEL J. CONDON

November 28, 1995

HAND-DELIVERED

William J. LeMay, Director

New Mexico Qil Conservation Division
2040 South Pacheco Street

Santa Fe, NM 87505

Re: Case No. 11434; Application of Meridian Oil Inc. for Compulsory Pooling
and an Unorthodox Gas Well Location, San Juan County, New Mexico,
Proposed Seymour Well No. 7A

Dear Mr. LeMay:

This office represents Doyle and Margaret Hartman d/b/a Doyle Hartman, Oil
Operator. We are filing today an Intervention and Motion to Dismiss in this matter, which
is currently scheduled for hearing on December 7, 1995. Due to scheduling conflicts, we
are unable to attend the hearing next Thursday and would request that this matter be
continued to the next hearing docket.

Thank you for your cooperation in this matter. If you have any questions, please
feel free to contact me.

Very truly yours,

GALLEGOS LAW FIRM, P.C.

MICHAEL J. CONDON

MJC:sa

Enclosure

cc: Doyle Hartman
Tom Kellahin
Carolyn Sebastian



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

APPLICATION OF MERIDIAN OIL INC.

FOR COMPULSORY POOLING AND AN

UNORTHODOX GAS WELL LOCATION, SAN - [ rarar) o it

JUAN COUNTY, NEW MEXICO - PURPOSED CASE NO. 11434
SEYMOUR WELL NO. 7A

INTERVENTION AND MOTION TO DISMISS
BY DOYLE HARTMAN, OIL OPERATOR

Doyle Hartman and Margaret Hartman, doing business as Doyle Hartman,
Oil Operator (hereafter "Hartman") oppose the application filed in this matter and move
the Oil Conservation Division to dismiss the application of Meridian Oil Inc., as grounds
stating:

1. Hartman owns a .12500 working interest in the E/2 Section 23 T31N,
ROW, NMPM, which is the 320 acre proration unit relevant to the proposed infill well.

2. The E/2 Section 23, T31N, R9W, NMPM is a Mesa Verde proration
unit dedicated to the Seymour No. 7 well which is productive from the Blanco Mesa Verde
Pool. The Seymour No. 7 well is located in the NE4 of said Section 23.

3. The E/2 Section 23 is comprised of federal lease SF 078505 dated
May 1, 1948 leased to John C. Dawson and federal lease NM 03601 dated May 1, 1948
leased to Claude A. Teel. The then owners by mesne assignments of those leasehold
interests, on March 30, 1953 entered into a Communitization Agreement (Contract No.
14-08-001-917) by which they pooled their interests in the two separate separately owned
tracts insofar as the Mesa Verde formation underlying those lands. A copy of that

agreement is attached and adopted by reference as Exhibit "A".



4. Correspondingly, on April 10, 1953, the interest owners in the E2
Section 23 entered into an Operating Agreement which designated Southern Union Gas
Company as the operator. A copy of that agreement is attached hereto and adopted by
referenced as Exhibit “B". Hartman knows of no other effective communitization or
operating agreements governing this property and controling the rights and
responsibilities of the operator and other interested parties to the subject 320 acre tract
as to the Mesa Verde formation.

5. The 1953 Operating Agreement covering the entire 320-acre standard
proration unit authorized the drilling of one well and one well only on the subject 320 acre
proration unit. That well was drilled and is known as the Seymour No. 7. The 1953
Operating Agreement does not provide for "additional operations," "additional wells" or any
similar terms or conditions by which the operator can propose the Seymour 7A well,
circulate an AFE, and especially does not authorize the imposition of penalty provisions

for "non-consent" interest owners.

6. The statutory authority relied on by the applicant in bringing this
proceeding and which defines the jurisdiction and authority of the Oil Conservation
Division is NMSA 1978 Section 70-2-17(C). That law, in pertinent part, provides:

Where, however, such owner or owners have
not agreed to pool their interests, and where
one such separate owner or owners, who has
the right to drill has drilled or proposes to drill a
well on said unit to a common source of supply,
the division, to avoid the drilling of unnecessary
wells or to protect correlative rights or to
prevent waste, shall pool all or any part of such
lands or interests or both in the spacing or
proration unit as a unit. (Emphasis added).



The statute does not authorize forced pooling where, as here, the owners have already
pooled their interests under a communitization agreement. Under these circumstances,
the communitization and operating agreements control the means by which the property
would be developed.

7. In the present case,

A. The diverse interest owners have already agreed to pool their
interests (in accordance with the terms and provisions of the 1953 Communitization
Agreement) and have authorized the drilling of only one well, the Seymour No. 7.

B. Meridian does not have the authority to drill the proposed well under
either the 1953 Communitization Agreement or § 70-2-17(C).

C. The Oil Conservation Division need not and cannot order a
compulsory pooling because the tracts are already contractually pooled as to the Mesa
Verde formation and the subject 320 acre unit, under the provisions of the 1953
Communitization Agreement

WHEREFORE Hartman requests that the Oil Conservation Division

(@  cancel the evidentiary hearing now set on the Examiner’s Docket for
December 7, 1995;

(b)  dismiss the application of Meridian Qil Inc. as being outside the
statutory authority of the Division; and

(©) grant such other relief as the Division deems proper.



Respecitfully submitted,

GALLEGOS LAW FIRM, P.C.

By
J.E. GALLEG
MICHAEL J.
460 St. Michael’s Driye, Bidg. 300
Santa Fe, New Mexico 87505
(505) 983-6686

Attorneys for Hartman

CERTIFICATE OF SERVICE

I hereby certify that | have caused a true and correct copy of the foregoing
day of November, 1995 to the following:

to be hand-delivered on this

Tom Kellahin
117 N. Guadalupe
Santa Fe, NM 87501

)} A

MICHAEL J. CON N




- ["". ~ L e .
CEIVED

RS
v iy

I , -
o5 0y 27 TNz e

Al

& G
Soom T

LLEGIBL

A r e By 3
& v:‘:‘: Sl -,:!ﬁ»frﬁp. .%:,}:;
ke z;’"%?‘?:g%
i

SRR
&k s

N T
e,
BN

i5m41srs

Ry j ‘
A ]

YR
q ] ~W.§.‘=R
AR %
HEERESIE
cTabCAsinien

RS ¢ S s‘“ R,
e
A

AU RO 5
R
A LG

ORS
ETASIN ”
S_Athg'-
:{{”}!’:\'}“;{l‘
AN

b
LI adig

X, A

)‘“" ‘.~
eheliay
ANt O M
S XEETELY el

S AL R ;
ey e A s TR R e A S o
YN A

)
T
1

bor gy eﬁ‘ﬁb@%&%@’%

T RO AN L e Sl
144 ,-,n,e«_}_*’glﬁ'ii:’\v,,ﬂy;yt’;’:& ‘“;,, SR
S

P ek

Sl 3% ;
SRR ARAL LI
s e

+ Ly i _ v Al
ke ?% R ;.f”? 2
m'ﬁg,‘l- ‘4 & ik‘l"“? 1 ‘-;\;’ﬁ :,‘4 R
; ; It e
424 e _%L..'.”%:- Fat ”‘:’;“?3., Bl

Exhibit "A"



1. The landa covered by this agreement (hereinafter referred to as "com-

mmitized area") ave desecribed as follows:

San Juan County,

gection 231. E}

o Max.ico

containing 3% acres, more Or less,

and this agreement gball extend to and inclu'dée only the Hesaverda

forpation underlying ceid lands and the dry gas end sssociated iiquid hydro-
carbens (hereinafter referred to as "communitized substaunces") producible from
.such formation. .

2. Attached hereto, ani made a part of this agreement for all pmposes, is
Exhibit A deailgnating the t:':pera.tor of the commmitized mrea and showing the

‘ acreage, percentage and cwnershlp of oil and gas interests in all lands within

the cormmitized ares, and the authorization, if eny, for commmitizing or pool-
ing eny patented or fee ianas within the commmnitized area,

3. All matters of ogperation shall be governed by the Operator under and
purgusnt to the terms and provisions of this agreement. A suecessor Sperator
may be designated by the .owners of the working interest in the commnitized ares
and four (4) executed coples of & designatlon of successor operator shall be .
filed with the 011 and Gas Bupervisor. ‘ |

. Operator shall furnish the s;ecreta.ry of the Interior, or his suthor-
1z2ed representative, with a log and history of any well dr:!.lléd on the commtn-
:I.tifed area, monthly reports of operations, statements of gas sales and royalties
and such other reports es are deemed necessary to compute monthly the royalty
due the United States, as specified in the gpplicable oil and ges opersting
regulations. Operator, in operations hereunder, shall not discrimivate agaimst
any employee or applic.an't for employment because of race s creed, color or nationel
origin -and an identical provision shall be incorpocated in &1l subcontracts,.

5. The comm_itized.area shall be Adevelopeni and 6perated. as an entirety

with the undergtanding and sgreement between the partiles hereto that all

-



commmitized substances produced therefrom shall be allocated emong the lease-
holds comprising said eren in the proportion thet the acreage interest of each
Jeasshold besrs to the entire acreage Interest commdibted to this egreemenmt.

6. The royaltles paysble on copmmnitized substances sllocated to the in-
dtvidusl leases comprising ‘the communitized area and the rentals provided for in
paid leases shall he determined end paid on the besls preseribed in each of the
individual leages. Payment of rentals under the terms of leases subject to this
agreement shall not be affected by this agreement except as provided for under
‘the terms end provisions of seld leases or as may herein be otherwise provided.
Except as herein modified and cha.nge.ﬂ, the dl-l.l and gaa leases subject to this
agreepent shall remain in full force and effect as originelly made and issued.

Te ﬁ!hez_‘e ghall be no ohliéation on the lessees to offset asny dry gas well
or wells completed in the same fomg.tion a5 covered by this egreement on separste
component tracts into which the commmitized ares ie now or may hereafter be di-
vided, nor shall any lessee be required to measure seperstely commnitized sub-
ptances by reason of the diverse cwnership thereof, but the lessees hereto shall
not be released from their cbligation to protect ‘said coumumitized aves from
drainegz of commmitized substances by & well or wells which may be drilled

offsetting said erea. .
8. The ccmencemen?;, completion, continued operation or production of &
well or wells for commumitized substances on the commmitized evea ghall be con-
strued and considered as the commencement, completion, comtinued operation. or
production on each and a.'L‘L of the lands within and comprising ssid commumitized
area, and operations or production pursuant to this agreement shall be deemed
40 ba operations or prod;zction as to each lease committed hereto.
- 9. Production of communitized substances and dlsposal thereof shall be in
conformity with allocation, allotments and quotes made or fixed by any duly
authorized person or regulatory body under aprplicsble Federal or State statutes,
This agreement shall be subject to ell applicable Federal end State laws or
execut;l.ve orders, rules and regulations, and no parb).r h;arefbo shall suffer a
forfeiture or ‘be liable in damages for fallure io ’comph{ wvith any of the proa
vigions of this sgreement if such compliance 1s rrevented by, or if guch failure

results from, compliance with any such laws, orders, rules or regulations,

w3



10. This agreement shall be effective as of the date hereof. upom execution
by the neceasary parties, notwithstanding the date of execution, and upon spprovel
by the Secretary of the Interior, or his duly authorized representative, snd ghall
remain in force and effect for a periocd of two (2) yeers and so long thereafter
as communitized substances are produced from the commmitized area iIn paying
quantities; provided, that prior to productlion in paying quantities from the
communitized area and upon fulfiliment of all requirementa of the Secretary of
the Tnterior, or hig duly authorized represemtetive, with respect to any dry hole
or abandoned well, this agreement may be termineted at any time by mubual agree-
went of the parties hereto, \

11. Tt 1s egreed between the partles hereto that the Secretary of the
Interior, or his duly authorized representative, shall have the right of super-
vision over all operatioms vi"t;.hin the commmitized area to the ssme extent and
degree as provided In the oﬂ'é.nd gas leddges under which the United States of
Amerien is lessor and in 'the spplicable oll and gas regulations of the Depertment
of the Imterior, '

12. The covenants herein shall be construed to be covenants running with
the land vith respect to the commmitized imterests of the parties hereto and
thelr successors in Interest until this egreement terminates, mnd any grant,
trangfer or cm;eyance of any such land or interest_aubdect hereto, ‘whether
voluntary or not,.shall be and hereby is conditioned upon the assumption of all
obligations hereunder by the grantee, transferree or other successor in interest, '
and ag to Federal land -shall be subject to approvel by the Secretary of the.
Interior.

13. This agreement shall be binding upon the parties hereto and shall

exter:d to and be binding upon their respective heirs, executors, administrators,

-

suceessore and assigns.
14, This agreement moy be executed in any number of counterparts, no
one of which needs to be executed by all perties, or way be ratified or con-

sented to by separate instrument, in writing, specifically referring herato,

and shall be binding uwpou all partles who have executed such a counterpart,

b



* ([ (
ratification or cengent herete with the asme force and effect as 1f all parties
had signed the same document.

IN WITNESS WHERECF, the partles hereto have executed this asgreement as of the
day and yeer first sbove written and have set opposite their respective names the

date of eiacution.

ATTEST: SOUTHERN UNION GAS COMP‘

) fjm(sgj&a : By}Q C--

B\, President

'Cle.ude A Teel

%Lrvzzﬁ/

- MA Aigz+ Tael, hig wife
- A . Annrrz sahn
ATTEST: LLY OIL COMPAN.‘{ - -‘ N i e
prg‘% ;“ : . . ( : f / / . .-r
: -.:‘W f.tg_..,« \\Ey r‘ -\ | l ‘4._. Lot LT .

ec)etary . {5, .. President
z . - {
N>y 7 bl ( -
= :

e et

A. W. Rutter

Ratter, his wite

R. H. Etnegt

t

-

- Ernest, his wvife

ATTEST: ALBUQUERQUE ASSOCIATED OIL COMPANY

RATIFYING OVERRIDING ROYALTY OHNERS
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¢ . (
sTaTE OF __ JRAAS 3 «
comvry of __AH@eeis )

On this sj nd day of '7;& s 19 93 , hefore me

personally appesred  John C. Dawson and (ecy e £ Doweon, his vife

imown to me to be the person{s) who executed the sbove and foregoing in-
strument snd acknowledged to me that th2y  executed the same as thelr
free act and deed.

IN WITKESS WHEREQOF, I have set my hand and seal of office on this

__ci”:’/_ day of \m , 19 53 é)/&

My Commiasion Expires: ' Wots.ry Publice :lfl and for
- D sron'r R
wﬁhﬂd&h&m@wcul //C?rr’s X County, Zexci’.s

My Commlssion Expices Juna 1, 1955

STATE of  TEXAS' - g
gS
COUNTY OF  DALLAR }-

On this Zz"5 day of M , 19 93 | vefore

[

uwe appeared Z 4/ M s t;a me peréonally known, who,

being by me duly sworn, 343 sey thet be is the Vice President of
SOUTIERR URION GAS COPARY and that. the geal

affixed to the foregoing instrument is the corporate sesl of said corporation
and that said instrument was signed eod sealed in behalf of said corporation
by authority of its Boerd of Directors, snd said 4 /7 £ 7

acknowledged said instrument to be the free act anﬁeed of seid corporation.

IN WITNESS WHEREOF, X have set my hand and seal of office on this 7 Z

sy of W , 1953 .

"

My Commission Expires:
June 1, 1953

NogXery Public in and for

County, Toxas




STATE OF )
) ss
COUNTY OF ‘
on this 2/ day of W , 19 53 , bvefore me
. 4
. personslly appeared Clauda A, Teol end SZery /2L Tesl, hin wife ,
- FZ4

known to me to be the person(s) who executed the. above and foregolng ln-
strument and acknowledged to me that t38y  executed the same as thaic
free act and deed.

IN WITNESS WEEREOF, I have set uy hand and seel of office on this

_E_Z_dawof'éau'// ,2953 .

My Comnission Expires: ‘tary public in and for

y /, _,] YsALA . Llermodidle  County, o . Aerics

s'rm*.cm'/(?// /-.,, 2 -

COUNTY. OF. (- ﬂ«. A, )

Onthis,.r/ LA d)ayof ///' -, ,1953 . ,‘berore
we appeared ;. / L/ r'/./ //-u / to me personally knovn, who,

being by me duly mrn, did say that he is the//,:- el Preaident'of
smY OIL C(MPAHY . and. ‘bha.t‘the se&'L

affixed to the foregoing instrument 1s the corporéte geel of sald corporation
and. that saild instrument was sighed and gealed in behaJ.f of said corporation
by suthority of its Board of Directors, snd said s %/ LN ,,: v £ e /

scknowledged said Instrument to be the free act and deed of eald corporation.
mw HI‘I‘NESS VEEREOY, I have set my hand and seal of office on this .7°., S7%
day of S , 1953 .

~
J - :
.’ S

Id ) =
A P
My Commission Expires: - Notary PUSLLC 1u atd for 7 =

HATEL 3. grapy ,;;’ YAy

//
WL‘!&M Wt e/ County, (. ( ’l W2
Ny Gimmixsivg Expires January 21, 1087 - h ’




THE STATE OF NEW MEXICO i
COUNTY OF BERMALILLO

' On this 27th  day of Ayﬁ% s 1953,
before we parichAlly appoars org EvT B8 known to ba ths
porson who exeouted the foregoing instrument in behalf of ¢, A. Moadams,

and acknowledged that she exesuted the saps as a free sct end deed of
said C, A, licAdams,

Di WITNESS WHEREQF, I have hereunto sat my hand and affixed my
seal on this, the dey and yoar first above written.

"
h)

.My pi:niuien expiress

p 6---‘ \saioa Enpioss Beplomber 2T, 1033 Notary or B
L ‘ . Gounty, Nuw MKaxico,

THS STATE OF NEW MEXICO ;
COUNTY OF BERRALILLO ) ' . ‘

' Onthiy _27th dey of April 2 195,
befare me pergonally &ppear aoTg s wil'e ol C. A. McAdams,
to me known to be the person doscribed in and who exscuted the foregoing

inatrument, and acimowledged {0 ma that she executed the same as her fres
act and deed.

IN WITNESY WHEREOF, I have herounto set my hand and effixed my seal
tn this, ths day and yoar first sbove writtsn,

Uy commiasion expires: @t&,

My Comnimion Kxploas Septemder 27, 1582 aotary or ber Q
County, Naw kexioo.




STATE OF P
i ) ss
COUNTY OF )
On this day of - , 1953 , vefare me

pergonally appeared €, A. FeAdams an(aﬁ.é‘/e_/z_/l :: Hordoms, his vife |
_known to me to be the person(s) who executed tde sbove and foregolng in-
strument and ecknowledged to me that 4hey executed the ssme as tielr
free act and deed.
IN WITNESS WHEREOF, I have set my hand and seal of office on this

day of » 19 53

! Notery Public In and for

My Commission Expires: County,
STATE OF )
) sas
COUNIY OF )
Cn this . day of y, 19 53 s before me
personally appeared A. W. Ruttor end Rutter, his wife s

kmown to me to be the person(s) who executed the shove and foregoing in-
strument snd acknowledged to me that thH8Y executed the same ms C0OMF
free act snd deed.

TH WITNESS WHEIE‘IOF, I have set my hend and sesl of office on this
day of s 19 53 .

Notary Public In and for

oo

My Commisaion Expires: County,




STATE OF )
) §s
COURTY OF )
on this day of , 19 83, before me
personally ai:pea.red N, 1, Brnest and Ernsat, his wife y

kmown to ue to be the person(s} who executed the mbove and foregoing fn-
strument snd acknowledged to me that h2¥  executed the pame ag thelir
free act and deed.

IN WITNESS WHEREOF, I have set my hand and seel of office on this

dﬂyof )19 53 L]

My Comsission’Expirest - Notaxy Fublic 4n and for

Couﬁty,

sname oF Ao Prufoiee, ;
courrt 08 fropuadillo ) .

On thiaé?‘z_f___ dey of %U s 19 53 . , before
ume sppeared Mﬁ‘ @'M ) > to me personally h?c.:wn, vha,
‘being by me duly eworn, did say that he ia the ' President of

ALOQUATQUE ASJCSTATED CIL COMTAITC ' and that the seal

affixed to the foregoing instrument is the corporate sesl of said corporation

end that seld instrament wus signed and sealed in behalf of satd corporation

by euthority of its Board of Directors, and sajd fLQu (e g é, { ot Ll

sclmowledged suld instrument to bLe the free act and deed of smid corporation.
IN WITNESS WHEREOF, I have set my hand and seal of offlce on this 2 7
day of /LM : , 16 53
4

My Commisslon Expires; Notary Public in and for
sA3~2¢_3b ,ébu_l_zbu‘ County, /ieed Zﬂ:-:




Exhibit A to Communitizetlon Agreement
- datéd Maveh' 30, 1953," enbracing: B3 of Sectien 23,
Township 31 North, Range O Wegt, N.M.P.M., San Juan County, New Mexico

Operator of Communitized Area: Southern Unicn Gas Company,
DESCRIPTION OF LEASES COMMITIED
Lessor: United States of Americe
lescee of Record: John C, Dawson
Serinl No. of lease: Sante Fe 078505 ,

Date of lease: May 1, 1948

Description of lands Committed.':. Tovnship 31 North, Range 9 West, N.M.P.M.
Section 23: NE}

Number of Acres: 160

Working Interest and Percentege: John C. Dewson 8i%

3 ¢

0.R.R.I. and Percentage: C. A. McAdams 3/ of 1%
A, W, Rutter ©1fh of 1%

R. H. Ernest 1/% of 1%

Albuguerque Associated Oil Co. 1-344%

Tract No. 2

Leé_sor: United States’ of America
lesgee of Record: Claude A. Tee)
Serial No. of Lease: m-03601
Date of lease: May 1, 1948

Description of Lands C:)mittedz Tewnship 31 North, Range };Hest N.M.P M,
Section 23t 85;

Number of Acres: 160
Working Interest and Percemtage: Skelly Oil Company 83 ¢

0.R.R.I. and Percentage:  Claude A. Teel 14
(This interest is Euhject to CFR 192.83)

Albuguerque Associlated 011 Co., 5 ¢
Recapitulation ’

No. of Acres Percentage of Interest
Tract Number Committed . In Cormunitized Area

1 160 0
- e 2%
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OPRRATING AGREEMENT

3 .
1953, by and betveen GOUTEERN UNION GAS COMPANY, s Delsware 9bxymt

e \...——'\ o

suthorized to &0 business in the State of Xow Naxico, amd having '11:3 wad.pl.l

affico 1o Dallas, Texss (hereinafter callsd "Soutbern Union™ or “Operator®),
SKELLY OIT, COMPANY

s}
€ ‘—(:__ -:J
AP
(bereinafiear called "Non-operetar”, vhether one or wore), o -
ot ':-‘3 .r:;

VITXESSETH TEAT: 5 = )
_J o
VHEREAS, under date of

. (%)
Mareh 30, 1953 s & certaln comi@nitiza-
tion (er pooling) sgreemezt was made api entered into providing for the commun

itization, pooling and consolidstion of certain oil sul gus leases therein

) dsscribed so as to form 8 drilling unit (hereinafter referred to as "mait”),
R | T | L exbracing the following described land 1n San_Juan County,
- - Fev Mexico:
Tovnship 31 Nerth, Renge O West, N.M.P.M

Section 23: T4

to vhich sgreement reference 4s here made for all purposes; sod

WHEREAS, the parties bereto desire to provide for the ecomomical and joinmt

operation of ssid unit for the productior of ges and sssociated 1iquid hydre-
carbonds producible from Mesayerds formation

subject Lo and in accordsace vith the terms end provizions of this agreement
HOW, THEREFOHE, in cousideration of the premises and of the mstual covenants
anl promises herein contained, the parties hereto agree as follows:
I'

OPERATOR

S ——

|

Section 1. Southern Union Gas Company is hersby dssignated as Operator of

rma s TAATR

EXhlblt "B"

L LT en@ATTEA

~r



*

‘the above described unit and, subject to the terms and ccnditions of thls agree«

nent, shall bave Sil countral of end shall conduct and manage all operatiecns on

patl wilt for the joint account of tae parties hereto. Southern Union may re-
sigr as Upavator at any time by giving notice to eagh Non-operator ir writlsg
pixty (60) daye in advance of the efTentive dste of such resignation and, in
such evezt, the vorking dinterest owners of gail unit shall Smmedistely select a
SUCCesyoT.

Section 2, Iz the event Southe=m Unfon shall sell or othervise dispose of
all of {ts {ateress 4ia auid unit, +he rignt of operation herein conferrsf ghall
not i with the transfer or assignment of such interest or inxe to the denefit
of Soztiern Unlonte assiznee, but Nan-operator apd Southern Union's assignee

'shall immeddately select & new Operator.

Sectfor 3. The number of employees, the selectifar of such emgployeee, the

hours ¢f labor and the compensation for sarvices to be pall sny and all exmployees,
ir compe2tion with operations hereunder, shall he d=termin=d by Operator. All
expicyrees snd contractors used in cperntions herewunder shall be enpla:ruel'a.nd
contractors of Operstor and shall never be comsidered the employees or come
tractors af Noneoperstor.

n.
PERCENTAGE (F INTEREST

1% 18 sgreed that for purposes of this ngreemmnt the interest of eack party
herete iz seid unit ip a8 follows:

JAME IOTEREST
SOUTEERN WNION GAS COMPANY 50%

SKELLY OIL COMPANY 50%



ha s 8
DRILLT¥G GFPRATIONS
faction 1. Subject to all aiher applicadle grovisions of this agresment,

Operator, on or bcrox-u sixty (60} davs. from aphroval of the gbove Sagoribesd

t 3+ t ’}

sball ccmmence, or cause o be commenced, operations for the drilling of & wll
for tha joint sceomat of tha parties Dereto, at the following location:

Tovoship 31 Forth, Rangs O West, N.M.P.M.
Sectien 23: NEEKE:

apd cause said well to ba diligently drilled without unnecessary delay and in
& good vorman]ike manper to & sufficlent depth to test the _ Mocayerig
formation, unless the pariies hereto mutually agree tc discomtinue drilling op-
erations at e lesser depth. It is wderstood and sgreed that the comasncemmat

date for said well shall be extended for s resscnable period vhen pecessary to
perfact titls t0 the lands committed to ths wnit.

.‘ ’ M
deitver-4o-Operetor—ita—proporticnste—share-of-ossingand-othar—oquiyment,—ozaept
Beetion 3. Prior to commencement af drilling cperations, ss provided ia

Section 1 hereof, Oparator Il'hll furaish ssch Eea-oparator an estimate of the
costs expected to de. incurred in drilling and equipping said well. '
Seetion k. All costs and expensss incuwrred im conzsction with the drilling,
coumpleting, tasting, equipping, and 1r s dry bhols, the plugging and abandoning,
of seid well shall be borme by the yerties bereto in the proportions st owt
under Artiels II hereof. )
Iv.
1068 OR FATLURE GF TITLE

In the event of the loas or failure of the title, in vhnls or im part, of
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sny party hareto to eny lease, or €0 axy interest ;henia, the interest of such
party in and tc the production obteined from the wnit stall be reduced in pro-
portion to euch loss or failmre of title as of the date such loss or failwre aof
title is finally dstarmined; yrovided, that such revision of cwnership interest
shall not de retrosctive as to operating costs and axpenses ma?uq.__ar s to
Tevenwes or wqduegiqn etgtq.acd.. prior to such date; and )?evtdna, twthfr, that
<ach party hareto vhose title has been lost or has falled, as aforesaid, shall
!.nism!.ty and l:n].d. the other parties hereta hirmless trou and qunrt any ud._
el loss, cost, damage and expense vhich may result from, or arise becsusa of,
the dalivery to such party of production obtained hereundsr or the paymszt of
yrocesds derived from the sala of aay such production, prior to the date loss or
failwre of title {s finally deteruined.

V.
. TERM OF AGREEKENT . e e
... This sgreezent ehall remain in full force and effect, mless_sooner *mu-
atsd by the zxtual sgreemsnt of the parties hereto, as long as the comwnitisstion
{or pooling) sgreement hereinsbove dsscrided shall remain in force and effect.

VI.
CO2TS AND SIFENSES

Section 1. Unless Operator elscts to require Noneopsrstor to advance its
share of ths costs and expengen, as hereingfter providad, Operator shall iaitially
advance and pay 81l costs and expsnses for the drilling of the well provided for
under Article III herwof as well as operation expenses of sald unit and shall
charge wach Noun-operator vith ita pro rats ypert thersof on the basis of its pro-
portionste {aterest iz the unit as get out under Article II dereof.

8Bection 2. A1l such costs, expenses, credits and related matters, and ths
method of handling ths accounting vith respsct thereto, shall de in mescordance
vith ths provisicns of the Acecownting Procedire, attachsd hereto as Exhibit "A"
snd made a part bereof for all purposes.

Bection 3. In the event that Operator elacts to require any Nop-operator

4o



to advance its proportionate share of the sbove mentioned costs and expenses,
Operator shall subzii an itemized estimate of guch costs and expenses for the
susceeding calendar montk to such Non-operstor, :hnving therein the proportionate
part of the estimgted costs and expenses cha.rges?le to such Non-operstor. Within
fifteen (15) days after receipt of seid estimate, such Kon-cperstor shall pay

to the Operator ite proporticnate share of the estimated costs and expenses. If

payment of the estimated coste and expenses is not made vhen due, the unpaid 4
balance thereof shall bear interest at the rate of six per eent (6%) per aznwm
from the dus &ste wntil paid. Adjustments betveen estimated and sstuml coats
and expenses shall be made by Operator at the close of each calendar manth and
the aceount of the respective parties sdjusted accordingly,

Section 4. Operstor shall make no single expenditwre in excess of One
Thousand Dollars ($1,000.00) vwithout first obtaining the consent therets of each
Non;ope;atu. The approval of the drilling of the well provided for hereinabove,
hgveve_g. shall ineiude &11' expenditures for the drilling, complating, testing
and equipping of such vell, ineluding the oecessery lines and separstors.

m‘

DISPOSAL OF PRODUCTION

Each Non-operator shell own its proportionate chare of all gus, casinghend

gas and otder hydrocarbon substences produced and seved from the wnit, end shall

' be entitled to take pll or any pari thereof in kind, but if apy Non-operstor

‘ takes al) or any part of its proportionate part of such preduction in kind, 1t
shall beer any extra expense incurred by Operstor in making such delivery in
xind. In case of sales of production, each Hov-cpurstor shall collset direct
from the purchaser or purchasers of such production for its Proportinnate part
thereof.

YIII.
INSURANCE
Section 1. Uperator, or Operator’s contractors or sudeonmtractors s Shall

carry for the bemefit of the Joint sceount insurance to cover drilling operetions

-5-
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on tbe unit gs followe:

KIND POLICY FORM MINTMUM LIMITS QF LIABILITY
Workuman's Statutory Statutory
Compenssticn

Contracter's Comprehensive (including coversge B.I. $ 50,000 each person
Pubiie [isbiliiy under all sections of policy) $100,000 each accident
$100,000 sggregate
P.D. 10,000 each accident
50,000 ~gzregate

¥otor Vehicle Comprehensive (including non- 3.1, 50,000 each perscn
owmership liability and hived 100,000 each sccident
automotile coverage) P.D. 10,000 each accident

Section 2. Witbh respect to producing operations conducted Lereunder om the
wit vy the Operator for the joint account of the parties hereto, Operetor shall
maintain in effect ot all timep vhile operatiors are so coanducted hereunder the

folloving insurance coverage:

iy FOLICT FORM MINIMUM LIMITS OF LIABILTIY
Workmen's Statutory Statutoery
Compensatlion
Contracter's Compreaeneive (including coverege B.I. ($10C,000 euck persen
JPutlic Limbvility under 81l sections of policy) 300,000 sach accident
300,000 aggregate

P.D. ($200,000 eusch sceident
100,000 agaregate

Motor Vehicle Comprehensdive (including zone 5.1 iloo,ooo each person
ovnership liability and hired 300,000 each aceident
sutomobile coverage) P.D. ($ 10,000 esch mucident

Operator vill, upon request, furnish to Noneoperator certificate(s) evidencing
such insurance. '

X.
ABANDOWMENT OF WELL

Nc vell on the unit which 4s capable of produzing gas and/or condensate
from the formations covered by thia agreement shall he abandoned without the
watws' conpent of the parties hereto, If auy of the parties desire to abundon
such well, such party or perties shall so motify the other party or parties in
writing and the latter shall have ten (10) days after receipt of suck notice
in vhizh to elect vhether to agreae to such abandomment. If all parties herets
sgree to such gbandomment, such well shall be zbandcmed and plugged by Operator

at the expense of the jJoint sccount, and as much as possible of the casing and

A
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other physical equipmant in and on said well shall be salveged for the bemafit
of the Joint ascount, I any party or parties do not agree to sald abandorment ,
such party or parties mu Turchass the intersst(s) cf ‘be party or partiss ds-
siring to adandon said well in the Thysical equipment therein and thareon; and,
vithin tventy-five (25) days afier the receipt of notice by the party oF parties
uet elooting to abandon, the party or parties degiring to abandon shall exacute
and d2liver to the other party or parties an usisnfnnt, vithout warranty of

title, of its or their inferest Iin seid well and physical equimment, and iz the
werking interest and gas leasehold estate, inscfar as it covers the formaticn(s)
sovered by this egreemsnt, In gatd wit., In exchange for said ussigoment, the
pihasing party or parties shall pay to the asaigning party or parties ths sal-
vage value of the lattert's tntarest in the salvable casing and other phywical
squipment in end on said well, suck value ic be determined in gocordance with

the provisicns of the Accounting Procsdure, sttached hereto as Exhibit "A",

X.
TAXES

The Operator nhal:-: rendar, for ed valerem tsx purposes, the entire ‘hn--
hold rights and interests covered by this azrecment and all physizal woperty
located thereon or used ir commecilan itherewith, or suck part therec? as may be
pubject to ad valorem tavstion wmder existing laves of the Stste of New Mexico,
cr vilch may be mads sublect {0 taxation umder futwre lavs, and shall pay for
the banefit of the Joint account all sush ed valorem taxss st the tim= and in
the manner required by lxv vhich may be esgessed upen or against all or any
poriicon of such leasehold rights and interests and the physical property located
therson or used in comnesction therewith, Operetor shall bill each Foneoperator
for {%a proportiomate share of such tar payments provided by the Accounting
froe upe, attached hereto as Exhibit "A®, '

7.
OFTION TO PURCHASE

Sectimn 1. In the evept that amy party hereto reesives a bepa 7ide cffer
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vhich 1t 1p willing to ssceyt for the purchase of its interest in the untt, or
any part therecf, from & person, firm or corporstian ready, able and villing to
pixrokase such interest or part thareof, the party hereto receiving such offer
shall immediataly give written notice therect o each of the otber parties here-
%0, inclnding in such notice the neme and addregs of such afferay, thes price
offered and all other pertinent terms and conditicns of the cffar, The other
partiss hersto, fora pericd of seven (7) days after the receipt of the notice,
shull hmve tha prior and preferred right and opticn to purchase the lease or
leases, Or part thereof, covared by the offer, at ths rrice and ascerdding to
the terms and conditions specified theretn,

Section 2. If the cther partiss hereto fail 10 exercise their right and
opticn by giving vritten noctice of asceptance within seven (7) days after Te.
celpt of the ebove menticned notice, the party whbich received the offer shall
accept it and complete the sale to the offeror in sccordance with its offer
within sixty (60) days after the expirstion of seid seven (7) day period;
provided, that Af the party vhich received the offer fadls to sccept it or to
ccmplete the sale within sald period of sixty (60) days, the preferred right
and opticn of the otber parties hereto urder this Article XTI shall be cone
sidered sp revived, and the party vhich received the offer shall not complete
suech sale 6 the offeror unless and uwmtil the cffer aguin has been presented
to the othar parties hareto, &8 hereinabeve provided, and ths othexr parties
ngein have failed to elsct to purshase on the terms and canditions of the
offer. All offers, except as hereinafter specifically exespted, st any tims
made to exy party bereto for the purchase of iis interest in the pooled wnit,
or & part tharsct, shall be subject to all the terms and capditicns of this
Article XI.

Section 3. It is expressly agreed that the foregoing provisicus of this
Artfsle XT shall not apply to e tranafer by a corporate party hereto made in‘f
comection with s merger, consolidation or racrganization involving such party
and 1ts pavent su’bnid.nry or ag afflliated company, nor the transfsr by any
party to a wholly owned subaidiary or to amy cther perpon, firm or corpavaticn

Laving an {dentity of 4dntersst or an optica nsrgement covering any of the land
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and lesses subject to this agreement,

I,
RELATIOR OF PARTIES
The rights, dutiea, obligeticms and lisbilities of the parties hereto shall

bs several and not Jeint ov coillective, it teing ths express purpose and intene
ticn of the parties hereto that their owpership in said unit aBall be as tenants
i1 otumon; and nothing herein contained shall ever be construed as creating s
partnership of any kind, joint vemture, an associaticn or a tTust or as imposing
upan any ona or more of the parties hereto wy partnership duty, obPMgatien or
12ab114ty. Each party hazeto shall be inddviduallrrespomsible only $or its
cbligeticns, as set out in this agreament.

xm.
ACCESS TO FREMISES, 10GS AND REPQHTS

Cperstor shall keep accurste loge of the well drilied on seld wait, which
logs shall be availadle et ol reseomatle times for inspection by any Kone

Vg et

1

operator. Upch request by any Non-operater, Operator shall furnish to sush
Noz-operstor & copy of said logs, samples of cores and cuttings of formations
. sncoumtersd, and momthly progress reparts rolative to the dsvelopment and oper-
' ation of said wit, together with any cther informatian which may be reasonably

requested pertaining to such well, Each Nonecperntor shall have access to said
wait and to all books and records pertaining to operstions hereundsy for the
purpose of ingpection et g1l reasonable timas.

m.
SURRESIER, EXPIRATIUN, ABANDONMERT OR RFLEASE OF LEASE

Ko lease or lesses subject $o this agreement shall be surrendered, let to
«xpire, sbandaned or relessed, in whole ar = part, unless the parties mmtually
congent thereto in writing, In the event that lees than all the parties herato
showll elect to surrender, let expire, sbandon or relesse all or axy part of &
lease or leases subject %o this agreemsnt sni the other party or parties dc not
comsent or agrwe; ths party so electing shall notify the other perty or pariies

not less than sixty (60) days ir advance of such surrender, expiration, sbandon-



ment or relssse and, if requested so to do by tha party not so electing, ixmed-
1ately shall assign vithout varranty to tha latter party or parties all of ita
rights, title asd intersat Lu azd to said lease or lesses, the well or wells
located theteon, and the casing and othar physical equipment in or cn said vell
or vells, If the party or partles not so eiecting rail(s) to reguast such assige-
pent vithin such sixty (60) day period, the party so electing shall have the

right $¢ swrendsr, let expire, shandorn or prelemge said legse Or leases, or anmy
part therectf. In the event suck szafzmment Ly s0 yequested, the pariy or parties
to vhan such assigoment i1s made, upen the delivery thereof, shall pay to the
agsigning party the salvege valus of its interest 42 all the amlvable casing |
and othey physical equipment in or oo the unit, zaid value to be determined in
sccordance vith the provisions of the Accounting Prasedure, attached hareto as
Exhibit "A", Aftex the delivery of any euck assigmuezt, the party making the
assigmoent shall be Teleased fram aad ddscharged of all the duties azd obligse
tions thereafter accruing or arising hersunder, in copmacticn with the operaticn
ard davelopment of the wnit, vith respect to the assignad lsase or leasas,

XV,

LAWS A0 REGULATICNS

This agreement ghall be mbject to «ll valid and applicable State gnd

Fedaral lavs, rules, veglations and orders, and the cperations conducted here-
under stall be parformed inm accordance with said laws, rules, regulations end

--'.,:.‘.zf,,,;.v;ft; : oxdere, In the event thic agreemsnt o7 eny provisicn herecf is, or the opers-
tions oqnieuplst-d. bersby are found ¢o be, Inconsistent with or contrery to myy
such lav, Tule, regulation or ordsr, the latier shall be deemed to conirol and
this agreement shall be regarded ss modifled accordingly, and as so modifiled,
shall cantinue {n full force snd effect, ‘

vl
PCICE MAJETRE
Section 1. In the event that ary party hereto 1s rendered unable, vholly
or 43 purt, by forze majeure to cuzry cut its obligations umder this egrsement,

otber thar the obligetion 4~ make payments cf amounts due hereunder, upon such
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party’s giving motice and reasomably full particulars af susk foroe majewse in
writing or by telegraph to the other paitics heretd within s ressonuble time
after tha cocurrence of the csuse rvwlisd upon, the chligaticvma o the party
giving saif potice, so far as thay wre .a.ftnetal by such foree majeure, sball be
suspenied dxring the conticuance of any {nability so caused, but for no langer
poriod) and the cguse of the force sajeure as far e possidle shall be remedied
with all readonable ddspatch,

Section 2. Tha term "force majeure® as employed herein ghall wean an ast
of God, striks, lockeut or othar indugirial dtstwxbance, act of the publis ansmy,
war, blocksds, Tict, lightzing, firs, storm, flood, explosicn, govermental re-
straint end any other cause, whether of the kind herein emmersted or ctbervise,
00t veascnsdly within the comtrel of the party claiming suspension.

Section 3. The settloment of strikes, lockouts and other lador A1fficulty
shall be entirely withia the discrwtion of the party having the d2fTicuity, Thw
above veguirenent that any force majeure shall be remedied with all Tessozabdble

- 4¢spatch shall 2ot require the settlement cf strikes, lockouts or other labor

21rficulty by aceeling to the demands of opponenta therein when such cowrse is
{nadvigsble {n the AfsoTeticn of the party having ths 41fficulty,

I,
BorIcES |
Except ss bareiz othervise ezjressly provided, all ncticey, Teports wd
cther commmications required or parmitted hereunder shall be daemed to h.su.
bean properly given or delivered vhen delivered parsonally or vhan sent dy
registared mail or telegraph, with all ﬁoutqc or charges flly prepald, and
add~ensed to the parties hereto, respectively, ss follows:

To Ron-operators Skelly 011 Company

2ot T
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To Operetar: ﬁ?&t Walon Gas Compaxy
Sallas 1, Texss
The date of service by msil shall be the dste on vhich such written sotice or
other commmication is deposited io the United States post cflics, addressod as
above provided. Each party hereto ghall bave the right to ehnée its uu*-eu
for all purposes of this Article XVIT by notifying the other parties hareto

thereot in writing.

TVIIT.
ROYALYY, OVERRIDING ROYALTIES, BRODUCTION PAYMENTS, EIC.
Section 1. The yrovisisns of this sgresment are based om the sssusption

that the regrective leases or operating rights ovned by the parties hareto smd
made subject hereto provida for a royalty of 1/8th of the value of gas and
associsted ligquid bydrocarbons produced, ssved and sold. In ths event any leass
or leasss subject hereto provids for a royalty on such products im excess of the
corrent markst valus at tha well of 1/8th of that produced, saved and sold, there
shall be charged againgt the {mtarewt of the party owning such lease, leages or
cpersting Tights, the amswnt of such royslities in excess of the aadd 1/8th. The
amount of cost snl expemse llocable to the leasehold fmterests hereunder shall
not be affected by any such charge or by the existence of sxy such excess royalty.
Section 2. All overriding royulties, production paymsuts, carried vorking
interests ani net profit odligations to m:h axy party!s saterest in the unit
41 subject sball be borse and psid by such party in accordance with the provisieas
of ths sspizzment or other instrument craating or pertaining to such obligation(s).

XX,
EFFECT OPF AGREEMENT

The terms, covenants and conditions af this agreemsnt shall be binding upoa
and shall inure to the benafit of the parties bereto and their rupo‘e‘tln necags-
¢re and aseigns; and saild terms, covenants snd conditioms shall Pe covensnis
ruaning with the land and leasehold estatas covered heredy sad vith each trans-
fer or sasigmment of said land or leaselvlld estateas.

il



XX. .
OFERATOR'S LIEN
Operator shall have an express ecntract llen, vhich is hereby granted, wpen
the Iinterest of each Nouneoperstor in gaid unit, in the oll, gas or cther winerels
produced from such wnit and In the meterdals and equipment lossted therean, to
secure the paypent by each Nom-operstor of its moporticnsie part of the costs

s0d expenses incurred or pald by Operator hereunder, and interest, 1f any, accrued
cn such part, Sunh lien may be enforced and forecioged as amy other contract
1ien. Moreover, Operator may to the full extent of any indebtadneas owed by it
to any such Nemeoperator, offset mach debt agalnst suns oving 1o Operator hare-
under by such Noneoperator.

I WITIESS WHERECF, the parties tereto have exscuted this egresment as of
the day and year £irst shove written.

SOUTHERE UITICH GAS COMPANT

.
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STATE OF __, Z,.(a ac ;
COUNTY OF ‘Q,‘Z“ - ) . .
0o this “_(_ 74 day of ﬂ,,,,;[ y 192 3, before me

F4
sppeared y , to ma personally knowan, vho,
being by me svorn d44 say that he {s the 2/.c¢ Presidant of

ss

and that the sesl affixed to
the foregolng instrument {s the corporate seal af said corparation and that
said iustrumsnt vas signed and sealed in behalf of said corporsticn by

suthority of its Bﬁud of Direstors, and said 9 ‘;. ﬁ,‘& :
acknovledged said {nstrument €0 be the free sct’and daed of said corporaticn.
I VITNESS VHEHEQF, I have set my hand 'and seal of office on this
gﬁu;o: _/)iazz b1 5 3.
\/’4%'..
L1780
!\/J "é‘." ' ‘%ééf é % =4
; £ P m“un Expires: otary or
\ .‘ &&4 County, éﬁa
’ 1] €982 oo nnere sopereree It

‘AN EmQg NS ey
MIX 1081

CMG!

e . » (T ¥~ Z& day of » 18 % , befgre me nypured
A s to mepersomally known, who, d
svorn, did say that ha 43 :udz'“‘ Presidant of

and that the geal affized to the foregoing {ostru.

meat is th- corporats seal of sald corperation and that seid instrument ves
signed and sesled 4n behalt said cerporaticn b;r suthﬁrity of 1tz Board of
Directors, and uxm scknovledged ssid in-
strument to be the {ree act and dsed of said corporaticn.

SE WHEREOF, I have sef wy band and sesl of office om e L

..-9i#; ’”Z - 9T
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11/14/98  12:49 39156327616 _ HARTMAN 0IL .~ DE HOME  __ [@o016/028
: — s
- . EXHIBIT <A~ -

.

Aftached to and made & part of __Opergting Agreement bhetweer Suprom
9n_snd Northvest Pipelipe Corporstion dated

Apedl 10, 1993, covering the E/2 of Section 23, T=31-H, R-G-W,

LM.P, M., San Juan County, New Mexico i

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS
L Definitens

“Joint Property” shall mean the real and personal property subject to th eemen i i 3
e perrt Shal o the agy t to which this Accounting

“Joint Operations” shall mean all operytions necessary or for the developm
; of the Totan B ) proper pruent, operatian, protection and

“Joint Aecount” shall mean the secount shewing the charges paid and credits recejved i d
Operstions and which are to be shared by the Parties. in the conduct of the Jotnt

“Operator” shall mean the party designated to eonduet the Joint Operations.

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

“Parties” shail mean Operator and Non-Operators.

“First Level Supervisors” shall mean thase employees whose primary function in Joint Operations s direct
umnbi;; of cthar employees and/er contrget labor directly emplayed on the Joing Pro:r:y ing ﬁgj‘:.g”n‘.
ing capacity,

“Technical Employees” shall mean those employees having special and specific engineering, geolo 1
professional skills, and whose primary function in Joint Operations is the handling of speem‘c opg?un:r;:‘d:t
tions and problems for the benefit of the Joint Property. )

“Personal Expentes” shall mean travel and other reasonabie reimburaable expenses of Operatar's employees.
“Material” zhall mean personal property, equipment or supplies scquired or held for use on the Joint Property.

“Costrollable BMaterisl” shall mean Material which gt the time s 80 classified {n the Materia! Clagsification Man
88 most recently recommended by the Council of Petroleum Accountants Socisties of North A.mu-ie: o nl

2. Statemest and Bllliags

Operator shall bill Non-Operators on or before the ast day of each month for their proportionate share

Joint Account for the preceding month. Such bills will be accompanied by statements whip:.i\ identify the .::h::
ity for expenditure, lease or facility, and all charges and eredies, summarized by appropriate classifications of in.
vastment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detall.

3. Advaneer snd Payments by Noz-Operators

Unless otherwise provided for in the agreement, the Operator may requite the Non-Operators to advance their
sbare: of estimated eush outlay for the sueceeding month's aperation. Operatar shall adjust each monthly billing
to reflect advances teceived from the Non-Operators.

Fach Non-Operator shall pay itx proportion of all bills within fiftesn (15) days after receipt. If payment is not
mada within such time, the unpaid balance shall bear interest monthly at the rate of (welve percent (13%) per
sanum or the maximum contzact rale permitted by the applicable usury laws in the state in which the Jeint
Property it located, whichever is the lesser, plus attarney’s fees, court cosus, and cther costs in connection with
the ecallection of unpaid amounts.

¢ Adjustments '
Payment of any such bills shall not prejudice the right of any Non-Operater to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operster during any
calendar year shall conclusively be presumed ta be true and correct after twenty-four (24) months fallowing
ths end of any such calendar year, unless within the said twenty-four (24) month period a3 Non-Operator takes
written exception thereto and makes elaim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the sama prescribed period. The provisions of this paragraph shall not prevent
adjusuments resulting from 3 physical inventoty of Controllable Materia) as provided for in Section V.

5. Awudits

A. Nen-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's aceounts and records relating 1o the Joint Account for any eaiendar year within the twenty-four (24) month
period follawing the end »f such calendar year; provided, however, the making of an gudit shail not extend the
time for the iaking of written exception to and the adjustments of accounts az provided for in Paragraph 4 of this
Section 1. Where there arc twa or more Non-Operstors, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera.
tor, Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agrasd
te by the Operator.

4. Approval by Non-Oparators )
Where an approval or other agresmant of the Parties or Non-Operators is expressly required under other sec.
tions of this Accounting Procedure and if the agresment to which this Accounting Procedure is attached containg
no contrary provisions in regard thereto, Oparatar shail notify al) Non«Operators of the Operator's proposal, and
the agreement or approval of a2 majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

.
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I DIRECT CHARGES
Operator shsll charge the Joint Acccunt with the fallowing items:,
L Rastab und Reyuities :
laase rentals and royalties paid by Oparator for the Joint Operationa
. & Laber

A. (1) Salaries and wages of Operator's tisld employess directly employed on the Jolat Property in
o Toi . pory roperty in the conduet

{2) Salarieg of First Lavel Supervisors in the Seld

(1) Salaries and wages of Technicyl Emplayees directly employed on the Joint Property §f such
axciuded from the Overhead rates - fuch charges ate

B. Operutor’s cost of heliday, vacstion. sickness and disahility benefits and other customary sllowances paid to
smployess whose salaries and wager are chargeable to the Joint Account under Paragraph 2A of this Section
IL Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by ‘percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage sssessment is used, the rate shall be based on the Operator’s evst experience.

€. Zxpanditures or contributions rmade pursuant to assessments imposed by governmental authority which are
.»ll;bh 1o Operator’s costs chargesble to the Joint Accoynt under Paragraphs 2A and 3B of this See.
tion

D. Persoral Expenses of those employees whose salaries and wages are chargeable w0 the Joint Account under
Paragraph 2A of this Section IL

3. Empleyse Benefits

Operatec’s current costs of established plant for employees' group life insurance, hospitalization, pension, re.
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s laber
cost chargesble to the Joint Account under Paragraphs 2A and 2B of this Section II ahall be Operstar’s actual
cast not 1o exceed twenty Per cent (20%).

4 Matarisl

Material puschased or furnished by Operator for use ca the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property s1 may be required for immediate use
and iz ressonsbly practical and consistent with efficlent and economical operstions. The accumulgtion of sur-
plus stocks shall be evoided.

5. Transpertation

Transportation of employees and Material necessary for the Joint Operations but subjact to the following limita«
tons:

A If Materis] is moved te the Joint Property from the Operator's warchouss or other properties, no charge shall
be made 10 the Joint Account for & distance greater than the distance from the nearest reliable supply store.
recognized barge terminal, or railway receiving point where like material is normally availgble, unless agreed
to by the Partles. ) .

3. If surplus Material s moved to Operater’s warshouse or other storage point, no charge shall be made to the
Joint Account for a distanes greater than the distance to the nearest reliable supply stare. recognized barge
tarroingl, or raflway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Dperator, unless agreed to by the Partiea.

C. In the application of Subparagraphs A and B abevs. there shall be no equalization of actual gross trucking cost
. of $200 or lems excluding actessorial charges. . .

4. Sarviees
The cout of contract services, equipment and utilitles provided by outside sources, except sarvices excluded dy
Paragraph § of Section Il and Paragraph 1. ii of Section III. The cost of professional cunsultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are execluded from the
Ovethesd rates. The cost of professional consuliant services or contract services of technical personnel not di.
rectly engaged on the Joint Property shall not be charged to the Joint Azcount unless previously agresd to by
the P '

e

Equlpmsnt and Facillties Furnishad by Qperator

A. Oparator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurats With costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreclation, and interest on investment not to exceed eight per cent (35)
par annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate aren
of the Joint Property.

B. In leu of charges in Paragraph 7A abova, Operator may elect {0 use average commercial rates prevailing in
the immediate area of the Joint Property less 205, For sutomotive equipment, Operstor may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Jeint Property made necessaty because af dam-
ages of losses {neurred by fire, flood. storm. theft, accident, or other cause, excapt those resulting from Operator's
gross negligence or willtul misconduct. Operator shall furnish Non-Operater written notice of damages or losses
incurred as soon as practicable after a report thereo{ has been received by Operator,

5. Legsl Expease
Expense of handling, investigating and settling Utigatlen or claims, discharging of liens, payment of judgments
and amounts paid for settlemant of claims incurred {n or resulling from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operstor's legal staff
or {ees or expense of outside attorneys shall be made unless previously agreed to by the Parties, All other legal
axpensa {s considered to be covered by the overhoad provisions of Section III ynless otherwise zgreed to by the
Parties, except ag provided in Sectien I, Paragraph 3.

7
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11.

Texm

All taxes of ¢very kind and nature assessed or levied upon or in connection with the Joint Property, ths spera-
tion thereof, or the production therefrom, and which taxes bave been paid by the Operutor for the benefit of the

Iasurance

Net premiums paid for insurance required o be carried for the Joint Operations for the protection of the Par-
tiss. In the event Joint Oparations are conducted in a ¢late in which Oparator may sct es self-inturer tar Warke
men's Compensation and/or Erployers Llability under the respective rtate’s laws, Operator may, at {ts alection,
include the risk under its gelf-insurance program and in that event, Operator shall include a charge at Operator's
cont DOt 10 excoed manual rates. ’

Other Expenditures

Any cther axpenditure not coversd or dealt with in the foregoing provisiens of thiz Section I, or in Section III,
and which is incurred by the Operator in the neceasary and proper conduet of the Jalnt Operations.

L OVERHEAD

Overhead - Drilling and Prolqdn Operstisns

L As compenmation for administrative, supervision, office services and warebousing costs, Operstor chall charge
drilling and producing operations on either:
{ X ) Fized Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 18, :
Unlesg othezrwise agreed t0 by the Prrties, such charge shall be in leu of costs and expanszes of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those diractly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traftic, accounting of matters bafore or involving governmental agencias shall be considered
a8 included in the Overhead riates provided for in the above selected Paragraph of this Section Il unless such
enst and axpensa sre agreed to by the Parties as a direct charge to the Joint Account.
il Tke salaries, wages and Personal Expenses of Technical Employees and/cr the cost of professional comsuitant
sarvices and contract pervices of technical personnel directly employed on the Jaint Property shall ( ) shal
not { ) be covered by the Overhead rates.

A. Overbesd « Fixed Rate Basis
(1) Operetor shall charge the Joint moat the Jollowing zates per well per month:

Drilling Well Rate $ .
Producing Well Raie § T80 00

(2) Application af Overhead - Fixed Rate Basis shall be as follows:
(s) Drilling Well Rate

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

{2} Charyges for offshore drilling wells shall begin on the dste when drilling or complstion equipment

. afrives on locsticn and terminate on the date the drilling or completion equipment movas off loca-

tlon or rig is released, whithever pccurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more tonsecutive days

[8] Charges for wells undergoing any type of workover ot recorapletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of zig release, except
that no charge shall be made during suspension of operations for fifteen (1§) or mote consecutive
-8xys. .

{d) Producing Well Rates

[1] An active well either produced or injé:\ea into for any portion of the month shall be considerad
a8 a one-wel] charge for the entire month.

{2] Eaeh sctive completion in & multi~completed well in which produetion is not commingled down
hole shall be ecomsidered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority. .

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

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

[5) All other inactive wells (including but net limited ta inactive wells covared by unit allowable,
Jease allowable, wransferred allowable, ete.} shall not qualify for an cverhead charge.

(3) The well rates shall be sdjusted as of the first dty of April esch year following the effective date of the
agreement 10 which this Accounting Proeedure is attached. The adjustment shall be computed by multi-
plying the rate cuffently in use by the percentage increase or decrease in the average weckly eacnings of
Crude Petroleum and Gas Production Workers for the Jast calendar year compared to the calendar ycar
preeeding a3 shown by the index of average weekly earnings of Crude Petroieum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently {n use, plus or minus the computed gdjustment.

-3 —
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3. Overbead - Percantage Basls
(1) Opearator shall charge the Joint Account at the following rates:

(8) Devalopmant "
Percent ( %) of tha cant &f Development of the Joint Property exclugive of costa
provided under Psragraph § of Section I and all salvage credits. e

{b) Oparating

e POTOINE (%) Of the cost of Operating the Joint Property exclusive of corts provided
undaer Parugraphs 1 and § of Section I, all salvege creditg, the value of injectad substancss purchased
for recovery and all taxes and assesszmants which are levied, ssasased and paid upan the min-
aral interest in aad to the Joint Property. .

{3) Application of Overhesd - Percentsge Basis ahall be 25 follows: .

Tor the purpose of determining charges on & percentage basis under Paragraph 1B of this Section 1T, dee
velopmant ahall {nclude all costs in connection with drilling, redriling, deepening or sny remodial opera-
tions en any or all wells invelving the use of drilling crew and equipment; also, preliminary expenditures
pecasary in preparstion for drilling and expanditures incurred in absndoning when the well is not come
pleted as a producer, and original cost of construction or installation of fixed assets. the expansion of fixed
assets and any other project clegrly discernible as a fixed asset, except Major Construction as de:.ned in
Paragraph 2 of this Section IOI. All other costs shall be considersd as Operuting.

2. Overbasd « Myjor Construetion
To cempensate Operator for everhead costs incurred in the construction and installation of fixed assets, the ex-
of fixed assets, and any oihsr project clearly discernible as a fized asset required for the development and

pansion
operation of the Joint Property, Operator shall either negotiats & rate priot to the beginning of construction, or shall
eharge the Joint Account for Overhead tased on the following rates for any. Major Construetion project in excess

ot 825000 _ :

A 5 ___% of total coms if such costs are more than §_25,000  but less than 200,000 ; plus

B 2. % of total casts In excesy of $__100,000 ___ but less than $1,000,000; plus

€ ——d— % of total costs In excess of $1,000,000.

Total cost shall mean the groas cost of sny one project. For the purpasa of this paragraph, the component parts

of a aingle projeet shall not be treated separately and the cost of drilling and workover wells shall be udud:d.
3. Amsudimest of Rates

The Overhesd rates provided for in this Section IIT may be amended from time to tine only by mutual agreement
between the Parties hereto if, in practice, the rates arse found to be insufficient or exeeasive.

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

Oparator is responsible for Joint Account Material and shall make proper and timely eharges and credits for all ma-
terisl movaments affecting the Joint Property. Operator shall provide all Materisl for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator ahall make timely disposition
of idls and/or surplus Material. such disposal being made elther through sale to Operator or Non-Operator, division in
¥ind, or sale to cutsiders. Operator may purchase. but shall be under no sbligation to purchase, interest of Non-Opera.
1ars in qurplus conditien A or B Material, The disposal of surplus Controllable Material not purchased by the Opera-
tar shall be agreed to by the Parties.

1. Purthases
Material purchased shall be charged at the price paid by Operater after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any othar reason, credit shall be passed to the Jeint
Arcount when adjustment has been received by the Qparator.

2 Transfers snd Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Qperater, unless otherwise agread to by the Parties, shall be priced on the following bases exclusive of cash dis.
eounts:
A New Material (Condition A) .

(1) Tubular goods, exzept line pipe, shall be priced at the current new price in effect on date of movement on
maximum carload er barge load weight basis, regardless of guantity transferred, egualized to the lowest
pubdliched price f0.b. railway receiving point or recognized barge terrminal nearest the Joint Property
where such Material is pormally available.

(2) Line Pipe
() Movement of less than 30,000 pounds shall be priced at the current mew price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor.
@mally avallable.

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliabdle
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material {s normally
available.

B. Good Used Material (Condition B)
Matarial in sound and serviceable condltion and suitable for reuse without reconditioning:
(1) Material moved to the Joint Propecty
(3) At seventy.five pereent (755 ) of current new prics, as determined by Paragraph 2A of this Section IV,
{2) Material movad from the Joint Property

(2) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged 10 the Joint Actount as new Material, or

—_——
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(b) at sixty-five percent (€3%) of current Daw price, a3 determined by Paragraph 2A of thix Section
IV, it Material was originally charged to the Jaint Account as good used Material at asventy-{ive par-
oent (13%) of gurrent new price. .
The cost of reconditioning, {£ any, shall be sbsorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Conditien C
Material which is met In sound and ssrviceable condition and not suitable for its original function untll
afiar reconditioniag shall be priced at fifty percent (5§05 ) of current new price as determined by Para-
graph 2A of this Sectlon IV. The cost of reconditoning shall be charged to the receiving property, pro-
vided Cendition C value plus cont of reconditisning does not ezceed Condition B valge.
(3) Condition D
T Al other Material, including junk, shall be priced at & value commensurate with its use or at prevailing
prices. Materisl no longer suitable for its original purpose but usable for same other purpese, ahall de
priced on a basis comparable with that of jtems normally used for such cther purpose. Operator may dis-
pose of Condition D Material under proceduras normally utilized by the Operator without prior approval
of Non-Oparators,
D. Obsolete Material .
Matarial which i3 servicesble and usable for its eriginal function dut condition and/or valus ef such Material
{s not equivalent to that which would justify a price as provided above may be specially priced as agreed w by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dared by such Material
E Pricing Conditions : )
(1) Loading and unloading ecasts may be charged te the Joint Account at the rate af fifteen cents (15¢) per
: hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
sctual hauling cost of such tubular goods gre equalized usder provitions of Paragraph § of Section II.
(3) Material fnvolving erectian costs shall be charged at applicable percentage of the current knacked-down
price of new Material

3 Pramiym Priems

Whenever Material s not readily obtainable at published or listed pricea because of nationsl emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Jaint Account for the
required Material at the Operstor's actual cost incutred in providing such Material. in making it suitable for use.
and in moving it to the Joint Property; provided natice {n wriling is furnished to Non-Cperators of the proposed
¢charge prior 1o billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
antitying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitabla for use snd acceptabie to Operator.

& Warranty of Materisl Furnished by Operator

QOperator does not warrant the Material furnished. In case of defective Material, credit ghall not be passed to the
Jaint Acegunt untt! sdjustment has been received by Operator from the manufactuters ot their agents.

. Y. INVENTORIES
The Operater shall maintain detafled recards of Cantrolistle Material,

1. Pariodic Inventeries, Notice and Representstien

At ressenable intervals, Inventories shall be taken by Opermtor of the Joint Account Controllable Material
Written notice of intention to take inventory shall be given by Qperator at least thirty (30) days before any inven.
tory ls to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non~-Operators
to be representad at an inventory shali bind Non-Operators to accept the inventory taken by Operator.

2, Resonciliation and Adjustment of Inventories
Recenciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shorttages
ahal] be furnished to the Non-Operators within six menths following the taking of the inventory. Inventory ad-
fustments shall be mede by Operator with the Joint Account for overzges and shartages, but Operator shall de
held acrountable only far shortages due to lack of reasonable diligence. .

3. Special Inventories

Special [nventories may be taken whengver there is any sale or change of interest in the Joint Property. It shall
be the duty of tha patty selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. 1o such cases, both the seller and the purchaser shall be governsd by such inveatery.

4. Expense of Conducting Pariodic Lnventorics

The sxpense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

-
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AMENDMENT OF OPERATING AGREEMENT

This Amendment is made and entered into as of December 1, 1987 by and
between Unfcon Producing Company, Operator and Atjantic Richfield Company and
Northwest Pipeline Corporation, Non-Operators.

WHEREAS, that certain Operating Agreement originally between Southern
Union Gas Company and Skelly 0i1 Company dated April 10, 1953, covering the
E/2 of Section 23-3IN-5W, NMPM, San Juan County, New Mexico, contains no Gas
Balancing Agreement.

WHEREAS, 1t i{s the desire of the present parties to said Operating
Agresment to amend the Operating Agreement so as to provide for a Bas Balanc-
ing Agreement.

NOW, THEREFORE, in consideration of One Dollar and other good and valu-
able consideration each paid to the other, the receipt and sufficiency of
which is hersby acknowledged by a1l the parties, Operator and Non-Qperators
hereby amend said Operating Agreement dated April 10, 1953, as follows:

The Gas Balancing Agreement attached to this Amendment shall
be attached to and made a part of that certain Operating
Agreement between Southern Union Gas Company and Skelly 0id
Company, dated April 10, 1953, as Exhibit "E'.

Th? parties hereto have executed this Amendment as of the date first above
written.

This Amendment may be executed in any number of counterparts, sach of which
should be considered an original for all purposes.

OPERATOR
UNICON PRODUCING COMPANY

oy, Bl LS

L. Charles Scholz L

Director - U, 5. Land Operations
Union Texas Exploration Corporation,
Managing Partner

NON-OPERATORS
g
By: Pl oS

NORJAWEST 0

. Appraved as

Gu.c

0067.doc
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EXHIBIT “E"

GAS BALANCING AGREEMENT

Attached to and made 3 part of that certsin Operating Agreement
dated APRIL 10, 1853 . barveen

SOUTHERN UNION GAS CQMPANY, OPERATOR, AND
SKELLY OIL COMPANY, AS NON-OFERATOR
{Covering the E/2 of Section 23-3IN-9W, San Juan County, New Mexico)

The parcies to the Operating Agreement to which this Gss Balancing
Agreesent is attached own the working or operating interests in the gas rights
underlying the Contract Ares covered by such Agreement and are entitled to
share in the percentages as stated in the Oparating Agreement.

In aceovdance with the terms of the Operating Agresment, each party shall
take its share of gas produced from the Contract Area and market or othervise
dispose of same. In tha event a party herato does not take in kind or msrket
its share of gss or has contracted to sell its share of gas produced from the
Contract Ares fo a purchaser which, at apy time while this Agreement is in
effect, fsils to tske the share of gas attributable to the interest of wuch
party, the terms of this Gas Balancing Agreament shall sutomatically becoas
effactive,

The Operator has the duty to control gas production and the
responsibility of adeinistering the provisions of this Gas Balancing
Agreement. The Operator shall csuse deliveries to be made to the gas
purchasars at such rates &5 day be requirad to give effect to the intent that
the gas production accounts of 8ll parties are to be brought into balance
pursuant to the provisions hereof.

l.

During any parfod or periods when any party hereco does not takse, has wo
market for, or the market of a party is net sufficient to take that party's
full share of the gas produced from any wall located on the Contract Area, or
such party’s purchaser is unable to cake its share of gas produced from any
such vell located on the Contract Ares, (such a psrty being hersin referred to
as &n “underproduced party”) the othasr party or parties shall da entitled, but
not ' required, to produce from eaid well on the Contract Ares (and take or
deliver te a purchaser), esch month, all or s part of that portion of the
allovable gas production assigned to such well by the regulatory body haviag
qurisdiction; provided, however, that, with respect to ges produced from a
vell classified as a gss well by the applicable tegulatory body (“gas wall
gas”), no parcty may, without the axpress vritten approval of the underproduced
party, take or market gas well gas io quantities in exceas of 1502 of mich
party's share of the gas sllovable assigned by the regulatory body having
jurisdiction to such well or 1502 of such patty’s share of the then currenmt
deliverability of the wvell including associated proeduction equipment flowing
at the then current pipeline pressure, whichever fs the lesser quantity of gus
vell gas. Those parties which are capsble of taking aad/or wmarketing
quantities of gas allocable to as underproduced psrty, ia the absence of any
other sgrespent betwsen thea, shall easch tske a share of the gas ateributed to
the uaderproduced party or parties in ths dirsct proportion that thair
respective {nterests bear to ths total interest of all parties taking gss who
sre also considered overproduced. All parties hereto shall share in and owm
the liquid hydrocarbons recovered from such gas by pripary sepsration
equipment in accordance vith their respactive interests and subject to the
terss of the above-dascribed Operating Agreement, whether or not such parties
are actually taking and/or marketing gas at such time.

CD/CBA.1
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2.

Each party unable to market its share of the gas produced or unabdle to
take its full share of the gas produced shall he considerad underproduced and
shall be credited with gas in sctorage equal ro its share of the gas produced
under this Agrasment, less that porrien of the gas actually marketed or taken
by such party, gas ussd in operations, vented, or lost. Each party ctaking gas
shall furnish or cause to be furnished to the COparator a monthly written
ctatemant of gas volumes taken and the identity of ite gas purchaser, if any.
Operstor shall not be required to adjust its gas accounting statements
reflecting a different gas purchaser until the first day of the wmonth
following the month in which such notice was provided to the Operator. The
Operator will msintain appropriate sccounting om a conthly and cuaulative
basis of the quantities of gas each party is eatitled to receive and the
quantities of gas taken and/or parketad by each of the parties to their
raspective gas purchasers. For the sole purpose of implementing the terns of
this Agreement and adjusting gas iabalances which =may occur, each party
disposing of gas from the Contract Area in any momth, to tha extent requirad,
shasll furnish or causs to be furnished to the Operator by the last day of each
calendar month succeeding the producing calendar month a stategent showing the
total volume of gao markeced by such party or taken in kind for its owm
account during the producing calendar month and the identity of its gas
purtchaser, if any. Within ninety (90) days after the end of each producing
cslendar month, the Operator shall furnish each party s statement showing the
scatus of the overproduced and underproduced asccounts of a1l parties. To
determine respsctive volumes of gas taken by separate gas pipelines conpacted
to the well, measurement of gas for over and under production shall ba
accomplished by use of sales meters, and lease measurement shall be in
accordance with AGA requirements. Vith vespect to gas purchased from ot
trsnsported for mors than one party by or through one pipeline connected Co
the well, esach party salling to or transporting through such ome pipeline
shall furnish or cause its gas purchaser or transporter to furnish to Operator
monthly volums statements showing the split of ownership through its sales or
pipelive inlet meter during tha preceding calendar month. All gas volumes
under this pszsgraph vill be ideutified by the appropriate category under the
NGPA or any other lav or regulation in effect including deregulated gas, as
appropriate. Each party to this Agresment agrees that it will not utilize any
information obrained hereunder for any purpose other than ixplementing che
terms of this Gas Balancing Agreement.

3.

Any underproduced party shall endeavor to being its taking of gas into
balance. After written notice to the Opsrater, any party may at any time
begin taking or delivering to its purchaser its full shars of the gas produced
froo said Contract Area (less any used in operatiocns, vented, or lost). To
sllov for the recovery of gas in storage and to balance the gas account of tha
parties in accordsnce with their respective interests, a party wvith gas in
storage shall be entitled to take or deliver to a purchaser its full share of
gas produced from said Contract Area (leas any used in operations, veoted, or
loat) plus an smount up %o an additional Fifty perceat (50%) of tha monthly
quantity of gas attribucable to the overproduced party or parties. If oore
than one underproduced party is entitled to take additional gas, they shall
divide the additional gas in proportion to their respective underproduced
sccounts. The first gas pade up shall be assumed to be the first gas
underproduced.
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4.

Nozhing herein shall be construed to deny any party the tight, from time
to time, to produce and take or deliver to its purchaser up to 100% of the
entirs vell stream to meet the deliverability cests required by its purchaser,
provided that such tests are reasonadle in light of overall induetry
standards. Esch party shall, at all times, use {ts best efforts tc regulate
its takes and deliveries from said Contract Area sc that said Coatract Area
will not be shut-in for overproducing the allowable assigued tharetc by the
regulatory body thaving Jurisdiction. Additienally, each party shall
coamunicate, as necessary, the contentas of rthis agreement to its respective
ges purchaser and shall nmonitor its deliveries to ite gas purchaser sa as to
ensure Co the greatest extent practicable chat {ts gas purchaser does not take
§as 1in excese of the quantities provided for herein. .

S.

At all tipes vhile gas is produced from the Coatract Area, each party
shall pay or cause to be paid sll royalty due and payable on its share of gas
production as if each party ware taking or delivering to a purchaser irs share
of production. Esch party sgrees to hold each other party harmless from any
and all claims for yoyalty payumentse asserted by its royalty owmners. The term
“royalty owner™ shall include owners of royalty, overriding royalties,
production payments, -and similar {nterests.

6.

Each party producing and taking or delivering gas to its purchaser shall
pay, or csuse to be paid, all production and severance taxes due on all
volumea of gas actually taken or sold by such party.

7.

If, at the permanent termination of production of gas from a well located
on the Contract Area, an imbalance exiscts between the parties, a monetary
settlement of the imbalance between the parties relative to euch well shall be
gade within a reasonable length of time after production permanently ceases.
The amount of the mometary settlement will be limited to the proceeds actually
received by the overproduced party or parties at the time of overproduction,
less ' production and severance taxes paid en such overproduction. If the
overproduced party or parties did aot sell {ts gas, such gas will be valued in
the same manner used for royslty and severance tax purposes when produced.
That porrcion of the monies collacted by the overproduced party or parties
wvhich 1s subject to refund by orders of the FERC may be withhald by tha
overproduced party or parties until such prices ars fully approved by the
FERC, wunless the underproduced party or perties furnish & corporate
undertaking agreeing to hold the overproduced party or parties harmless from
financial loss due to refund orders by the FERC.

In order to aduinister this provision, Operator shsll request each
overproduced party to furnish Operator a wmonchly statement of revenue and
volume for sach month during vhich the ovarproduction occurred. Within a
reasonable time after the permanent termination of production of gas from a
well located on the Contract Area, Operator shall invoice each overproduced
party for ite proportionate share of sald overproduction based on said
statemencs and shall discribute the amounts colleeted froa the overproduced
parties to aach underproduced party proportienate to the relative volumes of
undarproduction attributable to each such underproduced party based on tha
welghted average price received by each overproduced party during the period
that the underproduction occurred. Each party shall retain all producer's
racords of voluaes taken or sold and revenues or values accruing thereto for
the full term of this Gas Balancing Agreement, Operator agrees that it will
not utilize any information obtained hereunder for any purpose other than
implementing the terms of this Gas Balancing Agreement,
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This Agreement shall remain in force and effect as long as the Operating
Agreement, to which it is attached, remains in forece and effect, and
thereafter until the gas balsnce accounts between the parties avre settled in
full., and shall inure to the banefit of and be binding upon the parties
herate, their heirs, successors, lagal representatives and assigns.

9.

Nothing herein shall change or affect each party's obligations to pay its
praoportionate share of all costs and liabilities incurred in oparations on the
Contract Arez as ita shate thereof is set forth in the Operating Agresment to
vhich this Agreemant is attached.

10,

The provisfozs of this Agreement shall be applied to each well and to
aach producing formation in each well sepsrately as if each vell and each
producing formation in each such well was s separate well and covared by
separate but identical agreemsnts.
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