MERIDIAN OIL, INC.

CASE 9750
SEPTEMBER 6, 1989
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W. Thomas Kellahin
Karen Aubrey

Jason Kellahin

KELLAHIN, KELLAHIN and AUBREY
Attorneys at Law

El Pato -117 North Guadalupe
Post Office Box 2265

Telephone 9824285
Area Code 505

Of Counsel

Santa Fé, New Mexico 87504-2265 Fax: 505/982-2047
August 14, 1989
HAND-DELIVERED | /
Mr. William J. LeMay :
0il Conservation Division RECEIVED
P.O. Box 2088
Santa Fe, New Mexico 87504 AUG 157989
Re: Application of Meridian 0il, Inc. OLCDNSERVAT
for Compulsory Pooling _ 'wﬂﬂwmma
Well Name: Allison Unit Well No. 135 o
San Juan County, New Mexico ' 4

Dear Mr. LeMay:

On behalf of Meridian 0il, 1Inc., please find enclosed our
Application for Compulsory Pooling which we would request be
set for hearing on the next available Examiner's docket now

scheduled for September 6, 1989.
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 wit-
nesses either in support of or in opposition to the Applica-
tion. Those parties are directed to contact the Division or
the applicant's attorney to determine what additiomal rights
they may have. In addition, they are advised that the entry
of a Compulsory Pooling Order will affect their right to
share in the production from the subject well.

Very tr

;«2311 hin

WTK/rs

Encl.

cc: Mr. Alan Alexander - Federal Express
James Bruce, Esq. - Federal Express
Hinkle, Cox, Eaton, Coffield & Hensley
500 Marquette N.W., Suite 740
Albugquerque, New Mexico 87102-2121

Certified Mail-Return Receipt to all parties
Exhibit A of the Application, w/encl.



STATE OF NEW MEXICO
DEPARTMENT OF ENERGY AND MINERALS
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION
OF MERIDIAN OIL, INC. FOR g

PR

COMPULSORY POOLING 3 i
SAN JUAN COUNTY, NEW MEXICO RECEIVEDCASE :
AUG 15 19883
AEELLCATILO R ooyseRuaTion DIVISION

"
?

COMES NOW, MERIDIAN OIL, INC., b% and through its at-
torneys, Kellahin, Kellahin and Aubrey, and in accordance
with Section 70-2-17(c) NMSA (1978) applies to the New
Mexico Oil Conservation Division for an order pooling all
mineral interest in the Basin Fruitland Coal Gas Pool under-
lying Lots 1 and 2, SE/4NE/4, E/2SE/4 of Section 8 and SW/4
of Sectionj9, T32N, R6W, San Juan County, New Mexico.. The
above described unit is to be dedicated to its Allison Unit
Well No. 135 to be drilled at standard well location in said
Section 9, and in support thereof would show:

1. Applicant 1s the operator of the Allison Unit

which is a majority working interest owner in the

proposed spacing and proration‘unit.

2. Applicant desires to drill a well at a standard

location 900' FSL and 1490' FWL of Section 9, T32N,

R6W.



3. Applicant has sought a voluntary agreement with
all those parties shown on Exhibit "A" for the forma-
tion of appropriate spacing and proration unit as shown
on Exhibit B for the drilling of the subject well but
has been unable to obtain a voluntary agreement.

4. Pursuant to the Division notice requirements, Ap-
plicant has notified all those parties shown on Exhibit
"A" of this application for compulsory pooling and the
Applicant's request for a hearing before the Division
to be set on September 6, 1989.

5. In order to obtain its justiand equitable share of
the potential production underlying the above tract,
Applicant neéds an order pooling the mineral interests
involved in order to protect Applicant's correlative
rights and prevent waste.

WHEREFORE, Applicant prays that this application be set

for hearing before the Division's duly appointed Examiner,

and that after notice and hearing as required by law, the

Division enter its order pooling the mineral interest

described herein. Applicant further prays that it be named

operator of the well, and that the order make provisions for

Applicant to recover out of production its costs of drill-

completing and equipping the subject well, costs of



operation, including costs of supervision, and a risk factor
in the amount of 200% for the drilling and completing of the

well, for such other and further relief as may be proper.

Respectfully submitted,

o

By: »
W. Thomas *Kelliahin

Kellahih, Kellahyn & Aubrey
P.0O. Box 2265

Santa Fe, New Mexico 87504

(505) 982-4285



SUPPLEMENTAL LIST OF PARTIES TO BE POOLED

The Estate of John A. Pierce, Deceased:

Martin A. Pierce
Post Office Box AA
Aztec, NM 87410

David A. Pierce
Box 2802
Farmington, NM 87401

John B. Pierce
Post Office Box AA
Aztec, NM 87410

Susan Leigh Pierce Neléon
107 West 30th
Farmington, NM 87401

" Lance Brewster Reemstma
337 Bathurst Street
.Toronto, Ontario, Canada

Dick Vanhorn Reemstma
706 E. 3rd Street, #12
Salt Lake City, UT 84102

Belinda Lopez
97 Beach Drive
Pittsburg, CA 94565

Judy C. Zweiback
9008 Pacific
Omaha, NE 68114

Myrna G. Raffkind
3800 Danbury
Amarillo, TX 79109

Barbara Ann Witten
535 East 86th Street
New York, NY 10028



Robert C. Witten
535 East 86th Street
New York, NY 10028

Vicky Mizel
101 West Broadway, #1300
San Diego, CA 92101

Gary Dean Mizel

c/o Pamela Staeck

3801 East Florida Ave, #605
Denver, CO 80210

Steven Maver Mizel

c/o Kaufmann Alsberg & Co.
20 Broad Street

27th Floor

New York, NY 10005

Larry Mizel

3600 Yosemite Street
Suite 1040

Denver, CO 80281



Exhibit "A"

o m——

—
N

T.H. McElvain 0il and Gas Properties 40. 943592%
220 Shelby Street N T
Post Office Box 2148

Santa Fe, New Mexico 87504-2148

*Richmond-Hogue 0il and Gas Partnership
2651 North Harwood, Suite 360 -
Dallas, Texas 75201

*Subject to Farmout Agreement with Rlchmond Hogue Oll
and Gas Company.
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MERIDIAN OIL

August 15, 1989

Judy G. Zweiback
9008 Pacific
Omaha, NE 68114

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Ms. Zweiback:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) coples of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vieki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422% )
Lance Brewster Reemstma 0.01052%

Meridian Oil Inc., 3535 East 30th St., P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Judy G. Zweiback -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you
find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

Ll Lowantn

é/mu
Alan Alexander
Senior Land Advisor

AA:TFH:jf
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,

completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Myrna G. Raffkind
3800 Danbury
Amarillo, TX 79109

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Ms. Raffkind:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-VW.
This spacing wunit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422% .
Larry Mizel 0.984227%
Lance Brewster Reemstma 0.01052%

Meridian Qil Inc., 3535 East 30th St., P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Myrna G. Raffkind ' -2— August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

(ils dlopnmite

Alan Alexander e"“b/
Senior Land Advisor

AA:TFH:jf
Attachments

Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigqed's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Barbara Ann Witten
535 East 86th Street
New York, NY 10028

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Ms. Witten:

This is to propose the drilling of a Fruitland GCoal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) coples of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422% )
Lance Brewster Reemstma 0.01052%

Meridian Qil Inc., 3535 East 30th St., P.O. Box 4289. Farmington. New Mexico 87499-4289, Telephone 505-327-0251



Barbara Ann Witten -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

Ulsn Alyudn

Alan Alexander é me—
Senior Land Advisor

AA:TFH: jf
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor,

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Robert C. Witten
535 East 86th Street
New York, NY 10028

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Mr. Witten:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422% )
Lance Brewster Reemstma 0.01052%

Meridian Qil Inc., 3535 East 30th St., P.O. Box 4283, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Robert C. Witten ' -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you
find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

Al Qbyoitoc

Alan Alexander
Senior Land Advisor

AA:TFH:jf
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Vicki Mizel
101 West Broadway, #1300
San Diego, CA 92101

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Ms. Mizel:

This is to propose the drilling of a Fruitland GCoal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-VW.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) coples of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. 2Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422% )
Lance Brewster Reemstma 0.01052%

Meridian Oil Inc., 3535 East 30th St., P.O. Box 4283, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Vicki Mizel -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

alin Al

Alan Alexander Véaay
Senior Land Advisor

AA:TFH:jf
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Gary Dean Mizel

c/o Pamela Staeck

3801 East Florida Ave., #605
Denver, CO 80210

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Mr. Mizel:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422% -
Larry Mizel 0.98422%
Lance Brewster Reemstma 0.01052%

Meridian Oil Inc., 3535 East 30th St., P.O. Box 4289. Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Gary Dean Mizel -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

Wi Wlrabec

Alan Alexander
Senior Land Advisor

AA:TFH: if
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Steven Mayer Mizel

c¢/0 Kaufmann Alsberg & Co.
20 Broad Street

27th Floor

New York, NY 10005

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Mr. Mizel:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
- This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sectionms.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422% )
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422%
Lance Brewster Reemstma . 0.01052%

Meridian Qil Inc., 3535 East 30th St., P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Steven Mayer Mizel -2- August 15, 1989

From our records, ownership of the new well will be as is shown above.
find otherwise, please advise. Meanwhile,
proposal will be appreciated.

If you
your early consideration of our

Yours very truly,

Llpoem b st

Alan Alexander 6 o
Senior Land Advisor

AA:TFH:jf
Attachments
Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Larry Mizel

3600 Yosemite Street
Suite 1040

Denver, CO 80281

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Mr. Mizel:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
- spacing dedication in these two (2) sections.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422% -
Steven Mayer Mizel 0.98422%
Larry Mizel . 0.98422%
Lance Brewster Reemstma 0.01052%

Meridian Qil Inc., 3535 East 30th St., P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Larry Mizel ' -2- August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

(e Whort~

Alan Alexander 6 Yl ok
Senior Land Advisor

AA:TFH:jf
Attachments

Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned's interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:




MERIDIAN OIL

August 15, 1989

Lance Brewster Reemstma
937 Bathurst Street
Toronto, Ontario, Canada

Re: Allison Unit #135 Well
Non-Standard Dedication
Sections 8 and 9
Township 32 North, Range 6 West
San Juan County, New Mexico

Dear Mr. Reemstma:

This is to propose the drilling of a Fruitland Coal test to be located in the
SE/4 SW/4 of Section 9, (approved Application for Permit to Drill and revised
Pool and Dedication enclosed) on a non-standard spacing dedication of Lots 1,
2, SE/4 NE/4, E/2 SE/4 Section 8 and the SW/4 of Section 9, T-32-N, R-6-W.
This spacing unit conforms to the existing approved Mesaverde non-standard
spacing dedication in these two (2) sections.

Two (2) copies of an Authority for Expenditure (AFE) are enclosed for your
review, as well as a copy of our Operating Agreement with an extra signature
page. Although this acreage lies within the boundaries of the Allison Unit,
your interest was not committed and your joinder is requested. For your
information, we will be placing this proposed well and spacing unit on the
docket of September 6, 1989 for application for an order pooling all interest
in the non-standard spacing dedication.

If you desire to participate, please so indicate by signing and returning one
copy each of this letter and the enclosed AFE to my attention at the address
shown below. If the Operating Agreement is acceptable, please include the
extra signature page fully executed by you. The ownership is:

Allison Unit Working Interest Owners 59.056408%
Southland Royalty Company 6.22901%
T. H. McElvain 0il and Gas Properties 18.88655%
Richard-Hogue 0il and Gas Company

Judy G. Zweiback 1.96844%
Myrna G. Raffkind 1.96844%
Barbara Ann Witten 3.93688%
Robert C. Witten 3.93688%
Vicki Mizel 0.98422%
Gary Dean Mizel 0.98422%
Steven Mayer Mizel 0.98422%
Larry Mizel 0.98422% )
Lance Brewster Reemstma 0.01052%

Mendian QOil Inc., 3535 East 30th St., P.O. Box 4289, Farmington, New Mexico 87499-4289, Telephone 505-327-0251



Lance Brewster Reemstma -2~ August 15, 1989

From our records, ownership of the new well will be as is shown above. If you

find otherwise, please advise. Meanwhile, your early consideration of our
proposal will be appreciated.

Yours very truly,

W Ooppntn

Alan Alexander
Senior Land Advisor

AA:TFH:jf
Attachments

Doc. 10+

File: Allison Unit, 3.0

Agreed this day of , 1989 to participate to the
full extent of the undersigned’'s interest in the drilling, testing,
completing, and equipping of the above-described well and to pay said
undersigned's proportionate share of all actual expenditures therefor.

By:

Title:

Company:
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OPERATING AGREEMENT

THIS AGREEMENT. enterec into ov und verneen EL _PASO NATURAL GAS COMPANY

nerematter gesignated and

caterreq to as “(perator . and the SIRAATOCY party of Dartes Cuier than Uperator. sumetimes herematter ceterred 1o :ndividually heretn
as "Non-Operator . and collecuvely as ~"Non-Operators

WITNESSETH:

WHEREAS. the parties to this agreement are owners ot ol and gas leases and:or il and gas wnterests in the land idenufied in
Exhibit **A"". and the parties heretc nave reacnea an agreement to explore and develop these leases anc or o1 and gas interests for the
rroduction ot aii and gas to the extent and as hereinatter proviced.

NOW. THEREFORE. it is agreed as follows:

ARTICLE L
DEFINITIONS

As used in this agreement. the tollowing words ana terms snall have the meanings here ascribed to them:

A. The term “‘oil and pas’ shall mean o1, gas. casingheaa zas. gas condensate, and all vther bquid or saseous hvdrocarbons
and other marketable substances produced therewith. uniess an :atent to limt the inclusiveness ot this term is specinicallv stated.

B. The terms ““oil and gas lease’’. “‘lease’” and ''leasenold’’ shall mean the o1l and gas ieases covering tracts of land
lving within the Contract Arez which are owned bv the parties 10 tus agreement.

C. The term “‘oil and gas interests’” shall mean unieased tee and muneral interests in tracts of land lving within the
Contract Area which are owned by parties to this agreement.

D. The term **Contract Area’” shall mean all of the lands. ol and gas leasehold interests and oil and gas interests intended to be

developed and operated for oil and gas purposes under this agreement. Such lands, etremd-peoienseels Arreor-err-guTTrTEsy
are described in Exhibit “*A",

E. The term ‘‘drilling umit’" shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order. a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as lixed by express agreement of the Drilling Parues.

F. The term “drillsite”” <hall mean the oil ang was jease cr interest on which a proposed weil is 1o be iccated.

G. The terms ""Drilling Party™ und “"Consenung Party’” <had mean a party who aerees to 10in 10 ind pav 1:< share of the cost of
any operation conducted under the provisions of this aureement.

H. The terms “"Non-Drilling Party”” and "Non-Consenung Party’’ shall mean a4 party who elects not to participate
1n a proposed operation.

Unless the context otherwise clearly indicates, words used in the singulac include the plural. the plural includes the
singular, and the neuter gender includes the masculine and the teminine.

ARTICLE II.
EXHIBITS

The following exhibits, as indicated beiow and attached hereto. are incorporated in and made a part hereot:
KX A. Exhibit “"A"". shall include the following intormation:
(1) Identification of lands subject to this agreement.
:2) Restrictions. if any, as to depths, tormarions. or substances.

{3) Percentages or tractional interests of parues to this agreement.
A anl < H 1 1 o N e
j)

(5) Addresses of parties for notice purposes.
. Exhibit *'B”", Form of Lease.
. Exhibit *C"’, Accounting Procedure.
. Exhibit *'D"’, Insurance.
Exhibit “‘E’’, Gas Balancing Agreement.
Exhibit **F’*. Non-Discrimination and Cerufication of Non-Segregated Facilities.
. Exhibit *‘G’", Tax Partnership.
any provision of any exhibit, except Exhibits "*E™* and 'G’", is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail. )

MNI3PW/B L
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ARTICLE IIL
INTERESTS OF PARTIES

A, Oil ang Gas Interests:

It any

CErty OWNS an Jli ana ®as interest i the Contract Ared. that mterest snall be treated tor 4 purposes of this dgreement
and durine tre term hereot is if it were coverea by the torm ot o1l and gas iease attacned hereto is Exbubit "B, ind the owner thereot
shall be ceemea 10 own poth the rovalty interest reserved m such iwease and the interest ot the .essec thereunder.

B. Interests of Parties in Costs and Production:

Unless cnanged bv other provisions. ail costs and babiiites incurred in operations under this agreement snall be borne and
~a1d. 4nd L eTuipment and matenals acquited in operations on the Contract Area snadl be cwned. 0V the parties as thoeir nterests are set
werth in Exzibit A7 [0 tre same manner. the partes shall aiso own all producton ot i and gas trom the Contract Area subject to the
fayment .t rzvanes to e extent of__ONe eighth (1/8) w0ICh nil be corne us neretnatter set forth.

Regarciess or which party bas contnibuted the leasers: indor o unu gas nterests hereto on which rovaity is due and

pavable, eacn rarty entitied 1o recerve a share of production of ot and 2as trrom the Contract Ared <nab dear and shail pav or deliver. or

cause to be pais of delivered. to the extent ot its interest 1n such production, the rovaity amount supuidted nereinabove and shall hold the
other parties tree trom any lability theretor. No party shall ever de responsible. however. on a price basis huther than the price received

by such partv. o anv otner partv's lessor or rovaity owner. and if anv such other party’s lessor or revaity owner should demand and

receive settiement on 4 higher price basis. the party contnibuung the atfected lease shail bear the addionat rovaity burden attnibutable to
such higner zrice

Nothing contained in this Arucle II[.B. shall be deemed an assignment or cross-assignment ot interests covered hereby.
C. Excess Rovalties, Overriding Royalties and Other Payments:

Unless changed by other provisions. if the mterest of any party in any lease covered hereby s subiect o any royalty,
overriding royalty. production payment or other burden on production in excess ot the amount stupulated in Article IILB.. such party so
burdened shail assume and aione bear all such excess obligations and shall indemnity and hold the vther partes hereto harmless trom any
and all ciaims ing demands tor pavment asserted hv owners of such excess purden.

D. Subsequently Created Interests:

If any party should hereatter create an overniding rovaity. production payment or other burden pavable out ot production

attributable 0 1ts working interest hereunder, e r A T
duanl o N 11 da, M . ool . o M é i 2l L L

i 138 p ¥ g Oy B
oo beirbapi fany such interest being hereinafter referred to as "‘subsequently created interest " irrespective of the

timing of its creation and the party out of whose working interest the subsequently created interest ts derived being hereinafter referred
to as *‘burdened party’"). and:

1. If the burdened partv 15 required under this agreement to assign or relinguish 10 anv ather partv. or parties. all or a portion
atits working interest andror the production attributable thereto. said other partv. or parties. shall recerve said assienment andjor
production free and clear of said subsequentiv created interest and the burdened party shall indemmty and save said other party,
or parnes, harmiess from any and all claims and demands for payment asserted by owners ot the subsequently created interest;
and.

2. If the burdened party tals to pay. when due. 1ts share ot exnenses chargeabie hereunder. il provisions ot Arucie VLB, shail be
cntorceable against the subsequently created interest in the same manner as theyv are entorceable against the working interest of
the burdened partv

ARTICLE V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if
the Drilling Parties so request. title examination shall be made on the leases and/for oil and gas interests :ncluded. or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest. minerals, rovaity, overriding
royalty and production payments under the appiicable leases. At the time a well is proposed. each partv contributing leases and/afbil and
gas interests to the drillsite. or to be included :n such drilling unit. shall furnish to Operator all abstracts :including federal lease status
reports). title optnions. title papers and curative matenal in tts possession free of charge. All such information not in the possession of or
made available to Operator bv the parues. but necessary for the examination of the title. shall be obtained bv Operator. Operator shall
cause title to be examined by artorneyvs on its staff or bv outside attornevs. Copies of all title cpinions shall be rurnished to each party
hereto. The cost mcurred by Operator 1n this title program shall be borne as tollows:

o]
. Option No. 1: Costs incurred by Operator in procuring abstracts and title examinauon :including preliminary, supplemental,
shut-in gas rovaity opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhﬂ;%‘”e”,'
and shall not be a direct charge. whether performed by Operator s staff attornevs or by outside attornevs.
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B. Loss of Title:

L Failure of Titie: Showd any - o .0d gds mnterest of ledse, ot 1aterest thetein. be lost through tiiiure of trle. which . ss results i a

reduction of interest from that shown 2 Exmbic 7 AT the party contribuung the aitected lewse or interest snull have minety i90) days

trom tinai Jetecmination ot

CWLedSe O INer NSITUment Cuning The

T aCguIre ety 1he ntie faiuce, aorach acquist-
von will not be supiect to Arncie VHI B . 2nd fading 1o Jo so. this awreement. nevertheless. shail continue n torce 55 1o @il remarning ol

and gas leases and interests: .nd.

4 The party whose il and gis vive O intersst s attected py the ntle tatdure <hall bear Wone the enrnre loss and 0 <hail not be

catitled to recover trom Operator or

uther parties 4any development or operating costs whuch 1t may have theretotore pad of incurred,

but there shaii be no additionai i <0 ats part (o the other parues hereto by reason ot such utle talure:

b) There shail be no retroacuve igustment ot expenses mncurred or revenues recewved trom the operaton ol the interest which has
been lost. but the interests of the parues shall be revised on an acreage basis. as ot the time 1t 1s determined finallv that utle tailure has oc-
curred. so that the interest ot the partv whose lease or :nterest 15 atfected by the title failure wiil thereatter be reduced 1n the Contract
Area by the amount of the interest iost

(c) If the proportionate nterest ot the other parues hereto 1n any producing well theretofore drilled on the Centract Area is
increased by reason of the utle ralure. the party whose title has taded shall cecewve the proceeds artributable o the increase w such -
terest tless costs and burdens sttributabie thereto) unul it has been rexmbursed for unrecovered costs pad by 1t 1n connection with such
well:
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borne by the party or parties whose ttie taded 1n the same proportions i which they shared in such prior producton: and,

i) No charge shall be made 10 the oint account tor fegal expenses, tees or salaries. in connection with the detense of the interest
claimed by any party hereto. :t being the intention ot the parties hereto that each shall defend title to its interest and bear ail expenses in
connection therewith.

2. Loss bv Non-Pavment or Erroneous Pavment of Amount Due: If. throush mistake or oversight. anv cental. shut-in well

pavment. mimmum rovaity or rovaity pavment. s not paid or 1s erroneousiy paid. and as a result a lease or mnterest theren termanates,
shere shall be no monetary hability seainst the party who taled 10 make such payment. Unless the party who tailed 1o

Ke 1he required

pavment secures a new lease coverng same nterest withn minety 201 davs trom the ciscovery ot the failure to muke rreper pavment,
which acquisition will not be <uimect 1o Arucle VHLB.. the mterests ot the parties shall be revised on an acreage pasis. eftecuve as of the
date of termination of the lease involved. und the party who tailed 1o make proper payment wiil no ionger be credited wirth an interest in

the Contract Area on account of ewnershup ot the lease or interest which has terminated. [n the event the party who Luied 1o make the

required payment shall not have been 1ol reimbursed. at the ttme of the loss. trom the proceeds of the saie ot oif and gas atributable to

:he lost interest. calculated on an acreaez tusis, tor the development and operating costs theretotore pad on account of such interest, it
shall be rexmbursed for unrecovered actuai costs theretotore paid by 1t /but not 1or 11s share of the cost ot any drv hole previously dritled
or wells previcusly abandoned trom - much of the rollowing as v necessary to etfect reimbursement:

'a) Proceeds of oil and wis. less oreraung expenses. theretofore accrued to the credit of the iost interest. v'n un acreage bhasis.
up to the amount of unrecovered costs:

‘b) Proceeds. less operating expenses. thereafter iccrued attributable to the lost interest on an acrcage basis. of that portion of
oil and eas thereatter produced and marketed iexcluding production trom any wells there~tter drilled) which. in the absence ot 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 oil and gas 10 be contributed by the other parties in proportion to their respective interests: and.

(¢) Any monies, up to the amount of unrecovered costs. that may be paid by anv party who is. or becomes. the owner of the interest
lost, for the privilege of participating in the Contract Area or becoming 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 joit*losses
and shall be borne by all parttes in proportion to their interests. There shall be no readjustment of interests in the remamning portion of
the Contract Area.
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sRTICLE V
"PERATOR
A. Designation and Responsibilities o1 Uperator:
EL PASO NATURAL GAS COMPANY shall be the

Jperator ot the Contract Ared. 4nd shail conauct ana direct ane have tell control of all operanons on tie Contract Area as permitted and
required by. and within the Limuts of this agreement. [t shail conauct all such operauons n a good and workmanike manner. but it shall
have no liability as Operator to the other parues tor iosses sustamned or liabilines incurred. except such as may result from gross

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

1. Resignauon or Removal of Orerator: Orerator may resign 4t any ume by giving writen nouce thereot to Non-Operators.

{1 Operator terminates 1ts legal exastence. ne wnger oxns annterest hereunder 1n the Contract Area. or 15 RO longer Capabie of serving as
Operator. Operator shall be deemed to have res:uned without anv action by Non-Operators. except the seiection ot a successor. Operator
may be removed if it fails or reruses to carry cut its dunies nereunder. or becomes mnsolvent. bankrupt or is placed in recervership, by the
atfirmative vote of two 120 or more Non-<perators 0% MIRE & MAWCLY 1nterest based on ownership 4s snown on Exhibit " A™ remaining
atter excluding the voting interest of Operator. Such resignanon of removal shall not become eftective unul 7:00 o clock A.M. on the

rst day of the calendar month teiowing mnety V0 days arter te gving of notice Ot resignauon by Operator or acion

bv the Non-Operators to remove Operator. unless a suceessor Ooerator has been selected and assumes the duties of Qperator at an earlier
Jate. Operator, after effective date ot resignatien or removal. shail be bound by the terms hereot as a Non-Operator. A change of a cor-

~orate name of structure ot Operatar or transter ¢ Operaior's mterest 1o any single sudstdidry . parent or successor corporation shail not

be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignauon of removai of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be seiected from the parties owning an interest 1n the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative 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 itself, the successor Operator shail be selected by the atfirmative vote of two (2} or more parties owning a majority interest based
on ownership as shown on Exhibit A" remaining atter excluding the voting interest o1 the Operator that was removed,

C. Employees:

The number of employees used by Operater 2 conducuna vperations nereunder. therr seiecuon and the hours ot labor and the
compensation for services pertormed siali be determined by Operator. und ail such emplovees shall be the emplovees ot Operator.

D. Drilling Contracts:

All wels drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires. Operator may employ 1ts own tools and equipment in the drilling of welis, but 1ts charges therefor shail not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the__31St day of December 1989 Operator shall commence the drilling of a well for
oil and gas at the following location:

a legal location in the SW/4 Section 9, T32N, R6W, N.M.P.M.
San Juan County, New Mexico.

and shall thereafter continue the drilling of the well with due diligence to i

a depth sufficient to test adequately the Fruitland formation. !

unless granite or other practically impenetrable substance or condition 1n the hole. which renders further drilling impraceical, is en-
countered at a lesser depth. or unless all parues agree to complete or abandon the well at a lesser depth. :

Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and
gas in quantities sufficient to test. unless this agreement shall be limited in its application to a specific formation or formations, in which
event Operator shall be required to test only the formauon or formations to which this agreement may applv.
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B. Subsequent Operations:

I. Proposed Operatons: Should anv party hereto desire =o dniil anv weil on the Contract Area otner than the well provided
tor in Artcle VLA L or to rework. deepen or piug back a dry heie ¢rilled at the joint expense of all parues or a wed jonty owned by all
:he parues and not then procucing 1 paving quanuties, the 2arty cesinng to dril, rework. deepen or piug dack such a well shall give the
other parues written notice of the proposed operation. speciiving tne work to be pertormed. the location. proposed depth. objecuve forma-
on and the esumated cost of the operauon. The carues receniny such 4 nouce shall have thirty 1 200 davs arter recetpt ot the notice
within wnich te nouty the party wishing 1o do 1tne work wretier “nev elect 10 participdte i (e cost ot the proposed oreraon. If a drill-

g 1 15 on locaton, nouce of 4 proposdl to renock, piug tack it deeper mav be given by teiephone and the response period shail be

mued to tortv-eent 481 hours, exclusive of Saturday, Sunady ind weai hobidavs. Fadure of 4 party recenving sucn aouce to reply within

ne period above tixed shail constitute 4n eiection oy that party 0 partidipate 1n the cost ot the proposed operauon. Any nouce or

cesponse fiven by telephone shall be promptiv contirmes n woing.

1f ali parues elect to parucipate 1 such a proposed operation. Operator snall. within nmety (R duvs atter expiration ot the notice
period of thirty i 307 davs 1or as promptiv as possible atter the expirsuon of the tortyeght 4% hour period when a drilling ng is on loca-

0. a5 the case mav be'. actuaiiv commence the proposed operatica and compiete 1t with due diligence v r1sk und expense ot all par-
ties hereto: provided. however. said commencement date may be extended upon written notice ot same by Operator to the other parties,
or 2 peniod of up to thirty 130 additionar Javs i1, in tne sote opinion 21 Operator. such addinonal ume s reasonably necessary to obtain
permuts from governmental authorities, surtace rights (including rights-of-way 1 or appropriate drilling equipment, or to complete title ex-
aminauon or curative matter 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 anv extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation. written notce proposing same must be resubmitted to the ather parties in accor-
dance with the provisions hereot as if no prior proposal had been made.

2 Oreraucns pv Less than All Parues. If any party recening such nonce as provided in Arucie VTB 1 or VIED.1. (Option

Na. 2 elects not o participate 10 1e DrOposed operaton. 1o scer o re enntled 1o the benetits of this Artcle. the party or parues
giving the notice and such other parties as shall elect to parucipare i the cperanon snail. within minety .0 davs atter the expirauon of
the nouce period ot thirty 1301 davs sor as promptiv as possibie atter -ne expiration ot the torty-eight 48V hour period when a drilling rig is
on location. as the case may be! actually commence the proposed operation and compiete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties: provided. however. 1f no drilling rig or other equipment 1s on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenung Parties. or (b) designate one ' 1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with ail terms and con-
ditions of this agreement.

if less than ail parties approve any proposed operanon. the proposing party. immediately atter 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
0 whether the Consenting Parties should proceed with the operancn as proposed. Each Consenting Partv. within forty-eight (48) hours
exclusive of Saturday. Sunday and legal holidays. atter recept of such notice. shail advise the proposing party of its desire to (a} limit par-
ucipation to such party’s interest as shown on Exhibit **A’" or ib carry its proportionate part ot Non-Consenting Parties” interests, and
tailure to advise the proposing party shall be deemed an election under ‘4. In the event a drilling rig is on iocation. the ume permitted for
such a response shall not exceed a total of fortv-eight (48 hours inciusive of Saturdav, Sunday and legal holidavs). The proposing party,
at its election. may withdraw such proposal if there is insufficient participation and shail promptly notifv ail parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenung Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehoid estates invoived.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operatons of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
sole cost, risk and expense. If any well drilled, reworked. deepened or plugged back under the provisions of this Article results in 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 cost84d risk,
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unul 1t reverts shall equar e total ot the tollowine:

1007 teach sucn Non-Consenting Partv’s shdre of the cost of any newlv awquired surtice cquipment bevond the weithead
CONASCTIONS inlading, But T T mited o, stock tanks, separdtors, treutess. pumpng equipment and ey, plus 10097 ot each such

NonConsentoyg Party’s share ot the cost o operation of the weli commencing sith nrst procucion and contnume snul each such Non-

s relinquisned mterest shall revert to 10 under other provisions of tus Arucle. o buny agreed that each Non-

~onsenung P s share of such costs anc equipment will be thut mterest which would have been cnareeanic o wach Nen-Consenung

Party had 1t parucipated in e well trom the bexinnuing of the uperstions: ang

b 300 7 ot that poertion ot the costs and expenses ot dailling. reworking. deepening. piuggna Mack. testini and completing.

ater deductine anv cash contributions recerved under Arncie VIILC. una 300 7 Lt that purton of the cost o new vy aequired equip-

Tentin the wand incluan

¢ the weilhead connecnens L whieh wotd Ruse seen argedbic 1o suen Non-densenung Party it it had
parucipated theren.

An election not to paructpate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well. or portion thereot, to which the 1nitial Non-Consent election applied that is
conducted at any time prior to tull recovery by the Consenting Parues of the Non-Consenune Party's recoupment account. Any such
reworking or plugging back operauon conducted during the recoupment period shall be deemed part of the cost ot operation ot said well
and there shali be added 1o the sums 1o be recouped by the Consenung Parties one hundred percent : 10071 ot that portion of the costs of
the reworkime or rluggine back speration which would have been chargeable to such Non-Consenung Party huad it participated therein. If

~uch 4 reworking o plugging rack uperation s proposed GUGE SuCT recoupment period. the provisions ot this Artcie VLB shall be ap-

rlicable as Petieen sad Censenung Paroes i sad well

During the period of ume Consenting Parues ure enttled 1o recerve Non-Consenting Party’s share of production, or the
proceeds therefrom. Consenting Parties shall be responsible for the pavment of all production. severance. excise, gathering and other
taxes. and all rovaltv, overriding royaity and other burdens applicable to Non-Consenting Partv’s share of production not excepted by Ar-
ticle [I1.D.

In the case ot any reworking, pluggme back or Jdeeper dniling operation. the Consenune Parties shall be permutted to use. free
ot cost. all casing, wbing and other equipment in the weil. but the ownership of ail such equipment shall remain unchanged: and upon
abandonment ot a well after such reworking, plugging back or deeper drilline. the Consenting Parties shall account for all such equip-
ment to the owners thereot. with each party recerving 1s proportionate part i kind or in value. ess cost ot salvage.

Within sixey (60} davs atter the completion of any operaton under this Article. the party conducting the operations for the
Consenting Parues shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well. and an
itemized statement of the cost of drilling, deepeming. plugging back. testing, completing. and equipping the well tor production; of. at its
option. the operating party. 1n lieu of an itemuzed statement of such costs of operation. may submit a detasled statement of monthly bill-
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-Consenung Parties with an iternized 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 of proceeds
realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month. Consenting Parties shall use industry accepted methods such as. but not limited to. metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenung Party shall revert to it as
above provided: and if there 15 a credit balance. it shall be paid to such Non-Consenting Party.
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Notwithstanding the or~visions of this Arode VIB.2L it s agreed that without tne mutual consent o il narties, no wells shail
be completed in or produced trom a source of suppty trom which a well located eisewhere on the Contract Area s producing, unless such
well contorms to the then-exisung wei spacing pattern tor such source ot supply.

The provisions ot this Artie Quve no applicaton whatsoever o the deidling ot the wtiat well descrtbed in Arucle VLA
except it as o Arucle VIED 1 Oruon Noo 20t selected. or Lo as 1o the reworking. deepening and plugeine dack ot such ntual well
atter it has been drilled to the veptn soecitied 1n Artcle VIAL of it shall thereatter prove to be u dry hole or. it imually compieted for pro-

Jduction. ceases to produce :n fasine suinuties.

3. Stand-Bv Tirme: When 4 wei which has been drilled or deepened hus reached s authorized depth and all tests have been
completed. and the results thereot turmished to the parties. stand-by costs incurred pending response to a partv’s notice proposifig a
reworking. deepening, plugging back or compieting operation in such a well shall be charged ana borne as part ot the dniling or deepen-
ing operauon just completed. Stana-by costs subsequent to all parties responding, or expirauon of the response ume permutted, whichever
first occurs, and prior to agreement as to the parucipating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shali be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation. such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit **A’" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-
ties.

i. Sidetracking: Excent « wr provided. those provisions of this aereement appiicable to 4 "deerening ™ operation shall

diso be applicabie to anv proposai w directienaily control and intentionally deviate 4 weil from vertical so as to change the bottom hole
iocation herein cailed “"sidetracking’’ . unless Jone to straehten the hole or to dnll around junk in the hole or because of other
mechanical difficulties. Any party havine the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time ot the nouice shall. upon electing to participate. tender to the well bore owners its proportionate share {equal
to its interest in the sidetracking operation} of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetrackine an existing dry hole. reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the weil down to tne depth at which the sidetracking operation is initiated.

1b) If the proposal is for sidetrack:ng & well which has previously produced. retmbursement shail be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetrackine operation is initiated. determined n accordance with the
provisions of Exhibit ""C'". less the esumated cost of salvaging and the estimated cost ot plueging and abandonina.

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 fortyeight (48 hours. exclusive of Saturday. Sunday and legal holidays: provided. however. any party mav request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which ta respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to 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 proportion each elegting par-
ty's interest as shown on Exhibit A’ bears to the total interest as shown on Exhibit " A" of all the electing parues. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) davs. !

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separatelv dispose of its proportionate share of all ol and gas produced from the Contract Area,
exclusive of production which mav be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disp®ition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kigeshall be -
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Any such purcnase o sale by Operator shau fe sudiect aiwavs to the night of the

; . Lan S
owner of the producton to exercise at any ume 158 rignt to tike i kind. or separatelv J:spg(ﬁdﬂ.gs ghare ot ull ou’r%t pregigusly

Jelivered to a purchaser. Anv purchase or sae bv Uoerator ot any other party s share ot ot hall e Shiv ko cuch reasonable perods of

rme 3§ are consistent with the MINUMUM Oeeds O D7e MJuUstry under ne PACTICULLS CIICUMSTUNCSS, DUTIN Do elent tor Jd {‘tﬂ()d in excess
rone lyvear.  (Continued at Line 60 below)

{n the event one or More parties’ . rarite LSPOSITON C11ts Share OF the 24y CIUSES SPUTSIFRAT, delvenies Lo separate pipelines andior

deliveries which on a day-to-aay basis tor any ressen are not exactly equal to 4 party’s respective proportionate share of total gas sales to
“e ailocated 10 it. the balancing or accounuing rerween the respectin e accounts ot the parties snall be m accordance with anv 2as bafancing

sereement between the parties hereto. wnether sucn an azresment 1s attached as Exhubit "E™° (1 18 @ wwparate agreement.
D. Access to Contract Area and Iniormation:

Each party shall have access o +he € 20 ad reasonable trmes, at s sole SOt ana T o

MOl Of GDServe cperations,

and shall have access at reasonable times to intermation rertaiine to the deveiopment or operation thereot. inciuding Operator's books
.nd records relating thereto. Operator. upon request. ~nail turasn eacn ot the other partes with copies o il forms or reports filed with
governmental agenctes, daily drilling reports. weil logs, tank tables, dailly gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples ot any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and fumishing information to Non-Operator. other than that specified above, shall be charged to the Non-Operator that re-
quests the information.

E. Abandonment of Wells:

1. Abandonment of Drv Holes: Except tor any weil drilled or deepened pursuant to Arucle VIB.2. unv well which has been

d or deepened under the terms of this swreement snd 15 proposed 1o be completed as o dry Bele shad ror ce plugeed and abandoned
without the consent ot all parties Showid peratar 2o dilgent vIiart, de uadbie t ConWet any ~uirtv, of ~nouid any party tail to reply
within forty-emght (48) hours “exclusive of Saturaav, Sundav and leeal holrdavs atter recerpt of nouce 1 e proposal to plug and abandon
such well, such party shall be deemed 10 have consented to the proposed abandonment. Al such weiis shail be plugged and abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoming such well shail have the right o take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been tully reimbursed as heremn provided. anv weil which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment. the well shall
be ptueged and abandoned in accordance wirh apphicable rezulations and at the cost. risk and expense ot .li the partes hereto. If. within

thirty 130} days after receipt of notce of the propased handonment of any well. all parties do not aeree to the abandonment ot such well,
those wishing to continue 1ts operation trom the intervaiis; of the lormationis) then open to producuon shall tender to each of the other
parties its proportionate share of the vaiue of the weli’s salvable material and equipment. determined 1n accordance with the provisions of
Exhibit *C™", less the estimated cost ot saivaging and the estimated cost ot plugging and abandonine. Each abandoning party shall assign
the non-abandoning parties. without warranty. cxpress or implied. as to title or as to quantitv. or fitness tor use of the equipment and
material. all of its interest in the well and relatea equipment. together with its interest in the leasehold estate as to. but only as to, the in-
terval or intervals of the formation or formauons then open to production. If the interest of the abandoning party is or includes an oil and
gds interest. such party shall execute and deliver to the non-abandomng party or parties an oil and gas lease. lirnited to the interval or in-
tervals of the formation or formations then open to production. for a term of one i 1) vear and so long thereatter as oil andror gas is pro-
duced from the interval or intervals of the formauon or formations covered thereby, such lease to be on the form attached as Exhibit

(Continued from Line l4 above) Notwithstanding the foregoine, Operator shall
not make a sale, including one into interstate commerce, of any other party's
share of gas production without first giving such other partv thirty (30}; days
notice of such intended sale. Vo
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Suest, Operator shall continue to cperdte the dsstened fed ©7 e sccount of the aon-abandoning parties 4t the rates and charges con-

remplated by tus agreement. plus any additional Cost «0d CRATEss YRuch mav anse 4s the result of the separate ownersnip of the assigned

well. Upon proposed abandonment of the proquans nferva s assined or feased. the assignor or fesser shail then nave the option to

repurchase 1ts prior interest (n the well rusing the same vaiuauen ormuia and partcipate in turther operations theren subiect to the pro-

VISIONS herect.

woaons o Arocle VEEL or VI

©5 1N TC OVENL 2l I PGPS wDURGCRMEnt 1 a0y well eXCepled 1rom said Arodcies. proviced. Gowever, no well shall be

S Aranconment of Non-Ls nsent Operdnons pove shall be appiicable as between

Lonsenung

sermanenuy riogeed and abandoneg uniess ang unni

S 7N TRE ARAT o Conduct turther operations teren have been nottied
i the proposed abandonment ing atorded the eppostunity U <
VIE.
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sordance with the provisiens of this Article

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES
A, Liability of Parties:

The haotlity ot the parties snall be seversi. aot wint o1 o ective. Each party shail be responsidie oniv tor its vbligations. and
shail be hable only for 1ts proporuonate share ot the costs of developing and operaung the Contract Area. Accordingiy. the liens granted
among the parues in Article VILB. are given to secure only the debts of each severally. It 1s not the intention ot the parties to create, nor
shall this agreement be construed as creaung. a mimng or other parnership or association, or 1o fender the partes hable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a Len upen its oil and gas rights in the Contract Area. and 1 secunty interest in its share

tod and or gas when extracted dnd its Inretest i ail eduement, Lo secure paymment of s shure of expense. tweetter Rtk weerest thereon

o oads g security nrerest under the Uniorm Commeraan Code of the

.t the rate prosiged m Exhibie O T the evwens

¢ Orerator ~nall be enutled “o exercise the nehis

Cruoseured party ander the Codes Tl Pringing o st and the ob-

caning <t owaement by Opeereior or the secured indenteaness ~=a oot be ceemed an clecnion of remedies or ctnersase atfect the lien

TIZATS OF SECUSILY Interest as security for the payvment thereot. In sdcinen. upon detauit by uny Non-Operator 1n the pavment of its share
ot expense. Operator shall have the right. without prejudice to ather rights or remedies, o collect from the purchaser the proceeds from
the sale of such Non"Operator 's share ot oil and or gas unul the amount owed by such Non-Operator. plus snterest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any detauit. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proporuonate share of expense.

If anv party fails or 15 unable to pav its share of expense within sixtv (00} davs after rendition ot a statement therefor by
Operator, the non-defaulting parties. including Operator. shall. upon request by Operator. pay the unpata amount mn the proportion that
:he interest of each such party hears to the interest ot ail such parues. Each party so paying its share ot the unpaid amount shall, to obtain
retmbursemnent thereof. he subrogated to the securtty rights Jescribed in the toregomny puragraph

C. Payments and Accounting:

Except as heremn otherwise speancaliy proviged. Operator «nail promptiy pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this sgreement ana shall charge each ot the parties hereto with their respective propor-
nonate shares upon the expense basis provided in Exhibit **C™". Operator shall keep an accurate record of the wwnt account hereunder.
showtng expenses mcurred and charges and credits made and recerved.

Operator. at 1ts election, shall have the night from time 10 ume to demand and receive {rom the other parues pavment int advance
of their respective shares of the estimated amount ot the expense to be incurred in operations hereunder durmg the next succeeding
month. which right may be exercised only by submission to each such party of an itemized statement ot such estmated expense, together
with an invoice for its share thereot. Each such statement and invoice tor the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding montn. Each party shall pay to Operator its proportionate share ot such estimate within
fifteen (19) davs after such estimate and invaice is received. If anv party fails to pay ics share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit **C"" until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred. and no more. "

B

D. Limitation of Expenditures: -
L. Drill or Deepen: Without the consent of all parties. no well shall be drilled or deepened. except anv well drilled or deepened
pursuant to the provisions of Article VI.B.2 ot this agreement Consent to the drilling or deepemng shall include:
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31 hOUTS €XCIUSIVE OF DAILldat . DUAUEY 10d ferdl BOBdavS 0 WA 10 eect 10 Partic:ndie 1 the seifmy of Casing and the completion at-
TeMPL. ol exction. when muace. shail include consent o ail necessary expenditures tor the cempleting and equiprine ot such well, in-
cluding necessary tankage and or surtace tacihues. Faiiure of any purty recetving such notce to reply airmn the period above tixed shail
COTISUILTE 2N €IeCRON DY TRAT PATTY NOL 1C PATUCIPATE 1N TNE COST 03 e o Mblenton Jttempt. [t one or more, tut wes tnan all ot e parues,

¢iect 1o set mipe and to attempt 4 compieton. the provisions of Arucie VIB.2

hereot (the phrase ~reworkine. Jeeperung or plugging
back ™ us contained i Arnce VEB 2 shall be ueemed woinclude Lompienng” shaid uppiv to the operanons therearter conducted by less

than ail partes.

2 Rencvrk or Pluy Sack. Without tne consert ot Wil o a0 wed stall be reworked or P

wed Puck eXeePt o vl reworked oc

< pursuant (2 the provisions ot Acuce VEBL2 Lrthis sgreement. Consent o the reworkme or pluagine cack of a well shall

CESSAIY €Xpenditures N CONUUCLNY sUSh ODErUlOnS und COMPIElNg AN cquIPPI Of sald Wes

noiuding necessary tankage
ind or sur:ace tactlines.

2 Orner Oreranons: Withewt the consent o1 ddl rarnes, Orerator <rail ot undertake snv anele or vec ~eaonably esumated
10 TEQUITE unl eXPENGiLUre N excess ot twenty-five thousand Doliars .5 25,000.00 )

except it cinnection with a weil. the driling, reworking, deepenine. completing. recompleting. or piugeging back uf which has been

previousy suthonzed Dy of pursuant s aereements srovided. however, that. wm case of exclonwer, ures thog or other sudden
«mergency. whether ot the same or ditferent nature. Operator may take such steps und incur such expenses as 1n its opinion are required

e and property but Operator. as promptiv as possible. shall repert the emergency to the other

g Ddndad $ Sl FIRY Sttt 5. - e
parties. prep . » f

in "

to deal with the emergency o sateguard |

Dall Ed i il B b PR .

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

Rentals. shut-in weil payments and minimum rovalties which may be required under the terms ot anv lease shall be paid by the
party or parttes who subiected such lease to this agreement ut its or their expense. In the event two or more parues own and have con-
sributed

rosts 10 the same wase 1o this wreement. such parties mav desienaze one of such partios 1 mdse sind fhvments tor and on

rehait of ail sech parties. Ay part mad reguest. and shad be enntled to recerve. proper evidence ot il weh pavments In the evenr ot

taiure 1o muke proper PAvMent of dny fental, shut o wed Pusment or minrmurm rovadty threueh austake or csersignt where such pay-

mMent is recuired to continue the lease in force, uny bss whach resuits trom such non-cavment snali be borne i weeoraance with the pro-
visions of Arucle VB

Operator shall notify NonOperator of the anticipated completion of a shut-in 2as well. or the shutung in or return to production
of a producing gas well. at least five (5) days rexcluding Saturday. Sunday and legal holidavs:. 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 failure to make timely pavments ot any shut-in weil payment
shall be borne jointly by the parties hereto under the provisions ot Article IV.B.3.

F. Taxes:

Beginming with the first calendar vear after the etfective date hereof. Operator shall render for ad valorem raxation all property
subject to this agreement which by law should be rendered for such taxes. and it shall pav ait such raxes assessed thereon before they
become deiinguent. Prior to the rendition date. each Non-Operator shail furnish Operator intormation as o burdens to inciude. but not
be limited 0. rovalties. overriding rovalties and production pavments) on ieases and oil and 2as interests contributed by such Non-
Operator. If the assessed valuation ot any leasehold estate 15 reduced bv reason of its being subject to outstanding excess rovalties, over-
riding rovaines or production payments, the reduction in ad valorem taxes resulung theretrom shall inure to the benetit of the owner or
owners ot such leasehold estate. and Operator shall adiust the charge to such cwner or owners so as ta reflect the benetit 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 parues hereto 1n accordance with the tax
value generated by each partv's working interest. Operator shall bill the other parues tor their proportionate shares of all tax pavrments 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 final deter-
mination. During the pendencv 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 shail have been finally determined. Operator shall pav the tax for theofnt ac-
count. together with anv interest and penaity accrued. and the total cost shall then be assessed agarnst the parties, and be paid by them. as
provided in Exhibit “*C"".

Each party shall pay or cause to be paid all production. severance. excise. gathering and other taxes imposed upon or with respect to
the producton or handling of such party’s share ot cil andior zas produced under the terms of this agreement.

)il
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ARTICLE VIIL
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The wdtes Govered BTG LSPenment, necldr ds eV eMnrdee dreage e Gontracs Ared, 2ot e surrendered i whote

nerete

However, snould any rart. Zesire o surrender 15 interest i any lease of wm oany poruon therect. and the cwer parties do not

scree or coasent thereto. the ~arsy 2

TN surcencer snad

sien, without CXPress ur implled Wdrraty or sl ot 1ts interest 1n

wach lease, ¢ rertion thers

wetl, material and equipment which v be iccated thereen and any nights n production

<hereatter secured. 10 the pATics 70T CONSPNTINE 10 SUCR Surrender. 4 . r ewdp

et T e 3
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~. Upon sucn assignment or lease the assigning party shall be relieved from ail
obl:gmons thereatter accrutng. but not ‘beremtore acerued. with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigring party shall have no turther interest in the assigned or leased prermuses and its equipment and pro-
ducuon other than the rovalues retained in any lease made under the terms ot this Article. The party assignee or lessee shall pay to the
£arty assignor or lessor the redscnable saivage value ot the latter's interest in any wells and equipment uttributable tc the assigned or leas-
ed acreage. The vaiue ot all m

erual shall be determined i accordance with the provisions of Exhitit 7"C77L less the estimated cost of

saivaging and the estumated o ~

2w and il

ung. I the assignment of lease s in taver of more than cne party, the interest

nail be sparer ovosuch ¢

DOrtons St eadh Pears o the

wonterest oL sien partes,

A0V USSRMment. wdase 7 -

U UG ITRIS DRGAVISIOA N

1 not reduce «

NEe the ANSIEROP S, Gessar s OF surrendering

PATTY S INLCTESE a8 10 Was IMMediclen Telure e dsaURment. wase or surrender 1 the nalance or the Contract Area: and the acreage
assigned. leaseq or surrendercd. wno subsequent operations thercon. shail not thereatter be subject to the terms and provisions of this

agreement.
B. Renewal or Extension of Leases:
If anv party secures a renewal of anv ol and 2as lease subject to this agreement. all other pastes shall be noutied promptly, and

<hall have the right tor a perica o thirty - 30 davs following receint of such notice in which to elect to parnaipate in tne ownership of the
renewal lease. msofar as such

s artects Lands withim the Contract Area. by paving to the racty whe deguired :t their several proper pro-

rortionate shares ol the acg 7 oos adocated o that part ot such lease withn the Conrract Areds smich siah be i proportion to the
wterests held at that ume by o

partes 10 the Uontract Aced.

It some. but less than wi ae parties elect W rarticipate 10 the purchase ot g renewal iease. 1z shall be owned by the parties

who elect 1o parucipate there:n fate hased upon the relatonship of therr respecnve percentage o ParucIpaton n the Contract Area
to the aggrerate of the percentoues ot parncipation m the Contracs Area ot all parnies participating in the purchase of such renewal Jease.

Any renewal lease 1n which jess tnan aii parues elect to parucipate shail not be subject to this aereement.

Each party who participates :n the rurchace ot a renewal lease shall be mven an assignment ot it proportionate interest therein
by the acquiring partv.

The provisions of this Articie skall applv to renewal leases whether they are tor the entire interest covered by the expiring lease
or cover onlv a portion of its area or an interest theremn. Any renewal lease taken before the expiration ot its predecessor iease. or taken or
contracted for within six (6) months after the expiration ot the existing lease shall be subiect to this provision: but any lease takes-or con-
tracted for more than six (61 months atter the expiration of an exisung lease shall not be deemed a renewal lease and shall not be subject to
the provisions of this agreement.

)
The provisions in this Article shall also be applicable to extensions of oil and gas leases. -

C. Acreage or Cash Contributions:

While this agreement 15 11 1orce. it any party contracts tor a contribution of cash towards the drilling or a well or any other
operation on the Contract Area. such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost ot such drilling or other operation. [f the contribution be in the form of acreage. the party to whoft the con-
tribution is made shall promptiv tender an assignment of the acreage. without warranty of title. to the Drilling Parties in the p}'wms
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D. Maiatenance ot Uniform Interest:

For the purpose of Mantamng AnIOrTie J1 oWRersnie i the ol and 2as feasehold mterests ¢overee by ts agreement. no

party shali seil. encumber. traaster or muke COTUNGI LT IRTerest i the leases emibraced withi i

“entract Area dand in weils,

STIIPMENt dnd Producton dnkess souh Jnpes T BISANerte

. the enore mgerest oo e tuo

DU ANd Proagcion: Lo

20 a0 cqudl undivided SRERTESt 17 L ases 202 CREITment LAd PrOCUCton mothe Coaniract e

li. at any ume the mnterest ot any ot ¢ oaed amene ana owned by tour or moere co ownerss Onerator, ot ity discretion, may

“aLare SUCh COrOWRErS 10 appaIMT G MRk e TTo T ir T LCURTVR T JUTICTIY fo feCtiVe ences. aPProve cxoenditures, receve billings tor
2nd approve and pay such party’s share of the wnt expenses, and o deal generally with, und with power 1o bind. the co-owners of such
PafTy S interest within the scope O (e rerali Dy Cmbraced 1o s dereement: nowever. alf such vo-osners snall huve the right to enter
:nto and execute all contracts or agreements tor e dispositon ot their respective shares ot the o and zas produced from the Contract
Area and thev shall have the right 0 recewve, separately. pavment ot the sale proceeds therect.

E. Waiver of Rights to Partition:
It permutted by the laws of the stite or states in which the property covered hereby s locatec. each party hereto owning an

Jndivided interest in the Contract Ares waves inv and ali 2iehes st may fave to partimon and have set aside to it severaley its undivided
nerest therein

e 4 et V—p——r P ————r——— EE Ao S s 2 oo A 10 o o B 10 28 SRS B RS20 o 2 S e

include the

Y RIVE RIITEN ROLCE 10 INe crner parlies, with Ll INtormanon concerning s proposed sale
name and address ot the prés @ purcnaser +w ho must be ready. wiiling and able to purchase s Chase price. and ali other terms

ot the offer. The other parties shail then have s Qgal prior cight. for a pegd T10Y davs atter recerpt o the nouce, to purchase

ses to sell: and. if this opuonal right 1s exercised. the purchas-

ing parties shall share the purchased interest Toportions that the interest ars to the total interest of all purchasing par-

arent com-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement 1 not intendea t create, and <hnl ner e censtrued o oreate, o relatonship o partnership or an association
hef profit between or among the Parties Rercto, No IR ASNWAE any Provision herein that the cights and iabidines hereunder are several
<0d not joint or collective. or that this agreement ang orerations hereunder shall not consttute a partnessaie. it tor tederai income tax
rurposes. this agreerment ana the operauens he

der are reparded ds o partnership, cach party hereps aitected elects to be excluded
irom the apphication of all of the praviiens vt Subchacter K7 C

prer 1 Subutde AT o the Internai Revenue Code o 1954, as per-
mitted and authorized by Section "i:1 ot the Cde <4 the reeulanions promulgated thereunder. Operator is authonzed and directed to ex-
ceute on behalf of each party hereby aftected sucr vvrdence ot thus election us mav be required by the Secretary ot the Treasury of the
United States or the Federal Internal Revenue Service, inciudine specuicailv. but not by wav ot limutaton. all of the returns. statements,
and the data required by Federal Regulinons 1.7 1. Shouid there be anv requirement that each party hereby aftected give further
evidence of this election. each such party shaii execute such documents and furnish such other evidence as may be required by the
Federal Internal Revenue Service or as mav he necessary 10 evidence this election. No such party shall give anv notices or take any other
action inconsistent with the election made hereby. If any present or future income tax jaws of the state or states in which the-Contract
Area is located or any future income tax iaws ot the United States contain provisions similar to those in Subchapter “"K', Chapter 1,
Subtitle **A"", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code'is per-
mtted. each party hereby affected shall mike sucn clecuon us mav be permitted or required by such laws. In making the toregaing elec-
tion. each such party states that the income derives ®v such party trom operations hereunder can be adequatety determined without the
computation of partnership taxabie mcome
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ARTICLE X1
FORCE MAJEURE

Iany tarny s rendered unadle, wRoHY L7 rarn vy nLs CETTV OUL LIS CPMIRALORS LLadl s aefvement, other thdn

cartes o WD T e ity T rde mieure with
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Pockours. 1 oother lapor duncuity by e party meeboed, contrany s s wisiies: how all sach daticulues shail e hanated shail be entirely

CNeernec.

IR the ascretion ot the part

The term “torce majeure " 1 here empioved. shall mean an act o1 God. strike. lockout. or other mdustriat disturbance, act of
the public enemy, war. blockade. public not. lthtnine. nre. storm. flood. explosion. wovernmentai action. governmental delay. restraint
or mnacton, unavatlability of equipment. and any other cause. wretner of the kind speaincatly enumerated above or otherwise. which s

not reasonably within the control ot the party claming saspensicn

ARTICLE XII.
NOTICES

Toonree Byoany of he erovisiens of anicss otherwise

NOTIZCS CF Tequited Detveen thy prvenent

sreatticady provided. shal be dnven i wnnng by muad 0 eledram postage of cnarges prendad. or v e

wr tetecopier and addressed to
:he parnies to whom the notice 15 given at the addresses isted on Exiibit "A™ The oriwinanng nouce given under any provision hereof
shall be deemed given only when received by the party 10 whom sacn notiee s directed. and the nme for such party o give anv notice in
response thereto shall run from the date the originating notice 1s recerved. The second or any responsive norice shall be deemed given
when deposited in the mail or with the telegraph company. with postage or charges prepaid. or sent by telex or telecopier. Each party
shall have the right to change 1ts address at any time. and from ume o ume, by giving written notice thereof to all other parties,

ARTICLE XIIL
T'ERM OF AGREEMENT

This aereement shall remain 1wl torce and ettect ss o e nand vas leases anc of o and vas miterests subtect hereto for the
pertod of ume selected below: provided. however. no party hereto shail ever be construed as having any right, titie or interest 1 of to any

iease or o1l and gas nterest contributed by any other party bevend the rerm ot this agreement

— Opoon Ne. 11 So long as any ot the ol and gas leases super @5 this agreement feman or dre contnued 1n [orce s ta any part

ot the Contract Area. whether by production. extension. renewas or otherwise.

X Opuon No.

agreement. resuits in production ot oti and or gas 1 faving quantities, this agreement shall continue i 1orce so leng as any such well or

In the event the wel descnibed in Arucle N1\ or any subsequent well drilled under any provision of this

weils produce. or are capable of production. and for an additional per:od of __90 davs trom cessaton of all production: provided.

hewever. If, prior to the expirauon ot such additiona: peniod. vae or more of the parues hereto are engaged in drilling, reworkine. deepen-
ing. plugging back. testing or attempting to complete 1 well or wells hereunder. this agreement shall contunue 1n torce unnl such opera-
uons have been completed and if production resuits theretrom. this agreement shalt conunue in torce as provided herem. In the event the
well described in Article VI.A.. or any subsequent well driiled herzunder. results in a dry hole. and no other well is producing. orbapable
of producing o1l and/or gas trom the Contract Area. this agreement shall termunate unless drilling, deepening, piuggmng back or rework-

ing operations are commenced within days from the date of abandonment of said well.

-
It is agreed. however. that the termination of this agreement shall not relieve anv party hereto trom anv liability which has
accrued or attached prior to the date ot such termination.
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A, Laws, Reguiations and Orders:

This agreement shall be supect 10 (e conservation Lws of e StEe @ wmen TAToa s edated, o e vaad rudes.

feewmiations. Jnd orders ot anv uu.y CONSUILILA TeLUIATOTY DUy O Sdid SLate: and to s« O appiedfie foderai, state, 2ne locat laws, ar-

\immces‘ Tules, K'QEU.N(\O“S‘ 4nd oraers.
B. Governing Law:

This agreement and ail matters pertuming hereto, mcinding, but not limited (0. marers of ferlermance. non-pertormance. breach,
remedies. procedures. rights. duties and intereretation or construction, shall be governe

;1 determuned Py the law ot the state in which

she Contract Area s located. [f the Contract Area is 10 two or more states. the law or e stite ot New Mexico

snall govern
C. Regulatory Agencies:

Nothing herein contained shail urant. or pe construed to grant. Operator the right Of JUthority @ wave or release any rights,
~riviieges, or obligations which Nen-Orerators mav have under tederal or state laws or Lncer rues, rosuiaions or erders promuirated
unger such laws in reterence o o1l. gas ana muneral operations, including the location, vperation. or producnien of wells, cn tracts otfset-
ung or adjacent ta the Contract Area.

With respect to operations hereunder. Non-Operators agree to rejease Operator trem anv ana ail fosses. damages. injuries. claims
and causes of acuon arising out o ncident o or resuitng directiy or indirectly rrem Operator s interpretation or applicaton ot rules.
rulings, regulations or orders ot the Department ot Energy or predecessor or successor agencies to the extent such interpretation or ap-
plicaion was made in good faith. Each Non-Operator further agrees to reimburse Operator tor any amounts applicable to such Non-
Qperator s share of production that Operator may be required 10 refund. rebate or pav as a resuit ot such an incorrect nterpretation or
apphication, together with interest and penalues thereon owing by Operator as a result of such incorrect interpretasion or application,

Non-Operators authorize Operator to prepare and submit such documents as may e required to be submitted to the purchaser
of any crude oil sold hereunder or to anv other person or entty pursuant to the requirements of the **Crude Qil Windtall Profit Tax Act
ot 19807, s same mav be amended trom ume o ume " Act’’ | and anv valid regulations or rules which mav be issued by the Treasury
Department trom time to ume pursuant to sad Act. Euach party hereto agrees to turnsh any and yil ceruticauons or other intormation

which 1s required to be turnished by swa Act i 1 umelv manner and in suthicient detad 0 permit compince wich sad Act.

ARTICLE XV.
OTHER PROVISIONS

A. Failure of any party to execute this agreement shall not render it
ineffective as to any party which does execute the same. If counterparts
to this agreement are executed, the signatures and acknowledgements of the
parties, as affixed thereto, may be combined by Operator in, and treated
and given effect for all purposes as, a single instrument. This agreement
also may be ratified by separate instrument referring hereto, each of
which shall have the effect of the original agreement and of adopting by
reference all of the provisions herein contained.

B. Notwithstanding anything to the contrary in Article VI.B.2 or
VII.D.2, the share of production from a well which non-consenting parties
shall be deemed to have relinquished to consenting parties in any
reworking, deepening, plugging back or completing of a well (as such terms
are defined and used in Article VI.B.2 and Article VII.D.2) shall be the
non-consenting parties' share of production only from the interval or
intervals of the formation or formations from which production is obtained
or increased as a result of the operations in which the non-consenting
parties did not participate. 1In the event a subsequent operation is
proposed for such well by one or more consenting parties prior to recovery
of all costs and penalties recoverable from the relinquished interest of:
non-consenting party in said interval or formation, non-consenting partyf
shall be entitled to participate therein to the extent of its interest ;1
prior to relinquishment. IR




ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit
of the parties hereto and to their respective heirs, devisees, legal
representatives, successors and assigns.

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

IN WITNESS WHERECF, this agreement shall be effective as of 1lth day
of August, 1989.
OPERATOR
EL PASO NATURAL GAS COMPANY AS

OPERATOR AND ON BEHALF OF ALLISON
UNIT WORKING INTEREST OWNERS

By:

Kent Beers, Attorney-in-Fact

NON-OPERATORS

T. H. McELVAIN OIL AND GAS
PROPERTIES

By:
RICHMOND-HOGUE OIL AND GAS COMPANY
By:
JUDY G. ZWEIBACK
By:
MYRNA G. RAFFKIND
By:
BARBARA ANN WITTEN
By:

Allison Unit #135



NON-OPERATORS (CONTINUED)

ROBERT C. WITTEN

By
VICKI MIZEL
By:
GARY DEAN MIZEL
By:
STEVEN MAYER MIZEL
By:
LARRY MIZEL
By:
SOUTHLAND ROYALTY COMPANY
By:
LANCE BREWSTER REEMSTMA
By:

Allison Unit #135



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

The foregoing instrument was acknowledged before me this 11lth day of
August, 1989, by Kent Beers, Attorney-in-Fact, of EL PASO NATURAL GAS
COMPANY, a Delaware corporation, for and on behalf of said corporation.

Notary Public
My Commission Expires:

March 12, 1990

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

The foregoing instrument was acknowledged before me this 11th day of
August, 1989, by Kent Beers, Attorney-in-Fact, of SOUTHLAND ROYALTY COMPANY,
a Delaware corporation, for and on behalf of said corporation.

Notary Public
My Commission Expires:

March 12, 1990

STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 1989, by ,
, of T. H. McELVAIN OIL AND GAS PROPERTIES,
a corporation, for and on behalf of said corporation.

Notary Public

My Commission Expires:

STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 1989, by ,
, of RICHMOND-HOGUE OlL AND GAS COMPANY,
a corporation, for and on behalf of said corporation.

Notary Public

My Commission Expires:




STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day
of , 1989, by JUDY G. ZWEIBACK.
Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 1989, by MYRNA G. RAFFKIND.
Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF h)
The foregoing instrument was acknowledged before me this day
of , 1989, by BARBARA ANN WITTEN.
Notary Public
My Commission Expires:
STATE OF )
)} ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day

of , 1989, by ROBERT C. WITTEN.

Notary Public

My Commission Expires:




STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day
of , 1989, by VICKI MIZEL.
Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 1989, by GARY DEAN MIZEL.
Notary Public
My Commission Expires:
STATE OF )
) ss
COUNTY OF )]
The foregoing instrument was acknowledged before me this day
of , 1989, by STEVEN MAYER MIZEL.
Notary Public
My Commission Expires:
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day

of , 1989, by LARRY MIZEL.

Notary Public

My Commission Expires:




STATE OF )

) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day
of , 1989, by LANCE BREWSTER REEMSTMA.

Notary Public

My Commission Expires:




EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated
August 11, 1989, between EL PASO NATURAL GAS COMPANY, as Operator, and
Non-Operators.

I. LANDS SUBJECT TO OPERATING AGREEMENT:

Township 32 North, Range 6 West

Section 8: Lots 1, 2, SE/4 NE/4, E/2 SE/4
Section 9: SW/4
Containing 317.51 acres, more or less

II. RESTRIGTIONS, IF ANY, AS TO DEPTHS OR FQORMATIONS:

This Agreement shall cover only the Fruitland formation.

III. ADDRESSES AND PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES TO
THIS AGREEMENT:

El Paso Natural Gas Company Operator
c/o0 Land Department

Meridian 0il Inc.

P.0. Box 4289

Farmington, New Mexico 87499-4289

Allison Unit Working Interest Owners 59.056408%
c¢/o0 Land Department

Meridian 0il Inc.

P.0. Box 4289

Farmington, New Mexico 87499-4289

Southland Royalty Company 6.29901%
c¢/o Land Department

Meridian 0il Inc.

P.0. Box 4289

Farmington, New Mexico 87499-4289

*T. H, McElvain 0il and Gas Properties 18.88655%
220 Shelby Street

P.0. Box 2148

Santa Fe, New Mexico 87504-2148

*Richmond-Hogue 0il and Gas Company
2651 North Harwood, Suite 360
Dallas, Texas 75201

Judy G. Zweiback 1.96844%
9008 Pacific
Omaha, NE 68114

Myrna G. Raffkind 1.96844%
3800 Danbury
Amarillo, TX 79109

Barbara Ann Witten 3.93688%
535 East 86th Street
New York, NY 10028

Robert C. Witten 3.93688%
535 East 86th Street
New York, NY 10028

Vicki Mizel 0.98422%

101 West Broadway, #1300
San Diego, GA 92101

*Subject to Farmout Agreement with Richmond-Hogue 0il and Gas Company



III.

EXHIBIT "A" (CONTINUED)

ADDRESSES AND PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES TO
THIS AGREEMENT (CONTINUED):

Gary Dean Mizel 0.98422%
¢c/o Pamela Staeck

3801 East Florida Ave., #605

Denver, CO 80210

Steven Mayer Mizel 0.98422%
c/o Kaufmann Alsberg & Co.

20 Broad Street

27th Floor

New York, NY 10005

Larry Mizel 0.98422%
3600 Yosemite Street

Suite 1040

Denver, CO 80281

Lance Brewster Reemstma 0.01052%
937 Bathurst Street
Toronto, Ontario, Canada



EXHIBIT "B"

Attached tc and made a part of that certain Operating Agreement dated
August 11, 1989, between EL PASO NATURAL GAS COMPANY, as Operator, and
Non-Operators.

OIL AND GAS LEASE

STATE OF )
) ss.

COUNTY OF )

THIS AGREEMENT made this _ day of s
19 , between , as Lessor,
whose address is )
and , as Lessee.

WITNESSETH:
1. Lessor, for good and valuable consideration, the receipt of which

is hereby acknowledged, and in consideration of the royalties herein provided,
and of the agreements of Lessee herein contained, hereby grants, leases and
lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas only, laying
pipe lines, building roads, tanks, power stations, telephone lines and other
structures thereon to produce, save, take care of, treat, transport and own
said products, the following described land in
to wit:

2. Subject to other provisions herein contained, this lease shall be
for a term concurrent with the term of the Operating Agreement to which this
Exhibit "B" is annexed.

3. The royalties to be paid by Lessee are: (a) on oil,

( ) of that produced and saved from said land, the same to be delivered at the
wells or to the credit of Lessor into the pipeline to which the wells may be
connected. Lessee may from time to time purchase any royalty oil in its
possession, paying the market price therefor prevailing for the field where
produced on the date of purchase; (b) on gas, including casinghead gas or
other gaseous substance, produced from said land and sold or used off the
premises or for the extraction of gasoline or other produce therefrom

( ) of the gross proceeds received by lessee for the gas so
sold or used, provided that on gas sold at the wells the royalty shall be

( ) of the amount realized from such sale.

4, Lessee, at its option, is hereby given the right and power to pool
or combine the acreage covered by this lease, or any portion thereof as to oil
and gas, or either of them, with other land, lease or leases in the immediate
vicinity thereof to the extent, hereinafter stipulated, when in Lessee's
judgment it is necessary or advisable to do so in order properly to explore or
to develop and operate said leased premises in compliance with the spacing
rules of the lawful governmental authority having jurisdiction, or when to 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
0il hereunder shall not substantially exceed 160 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each
plus a tolerance of 10% thereof, provided that should governmental authority
having jurisdiction prescribe or permit the creation of units larger than
those specified, units thereafter created may conform substantially in size
with those prescribed or permitted 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 to oil in any one or more strata and
as to gas in any one or more strata. The units formed by pooling as to any
stratum or strata need not conform 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



11 units need not conicrm
=ore instances shall nct ext

this l2ase or porticns thereor into other units. Lessee shall Zile for record
in the appropriate records in the county in which the leased premises are
situated an instrument describing and designating the pooled acreage as a
zs0led unit, Lessee shall furnish Lessor a certirfied copy of each such unit
designation. Lessee may at its election exercise its pooling option after
commencing operations for or completing an oil or gas well on the leased
premises, and the operations for or completing an oil or gas well on the
leased premises, and the pooled unit may include, but it is not required to
include, land or leases upon which a well capable of producing oil or gas in
paying quanitites has theretofore been completed or upon which operations for
the drilling of a well for oil or gas have theretofore been commenced.
Cperations for drilling on or production of o0il or gas from any part of the
pooled unit which includes all or a 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, shall be considered as operations for
drilling on or production of c¢il or gas freom land covered by this lease
whether or not the well or wells be located on the premises covered by this
lease, and the entire acreage constituting such unit or units, as to oil and
gas, or either of them as herein provided, shall be treated for all purposes,
except the payment of royalties on production from the pooled units, as if the
same were included in this lease. For the purpose of computing the royalties
to which owners of royalties and payments out of production and each of them,
shall be entitled on production of ocil and gas, or either of them, from the
pooled unit, there shall be allocated to the land covered by this lease and
included in said unit a pro rata portion of the o0il and gas, or either of
them, produced from the pooled unit after deducting that used for operations
on the pooled unit or as to gas that which may be furnished to the lessors
therein for use on such leases in accordance with their terms., Such
allocation shall be on an acreage basis——that is to say, there shall be
allocated to the acreage covered by this lease and included in the pooled 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 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 either 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 production from the lease or oil pooled unit from which it
is producing and not as production from a gas pooled unit and production from
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. Any pooled unit
designated by Lessee in accordance with the terms hereof may be dissolved by
Lessee by instrument filed for record in the appropriate records of the County
in which the leased premises are situated at any time after the completion of
a dry hole or the cessation of production on said unit.

s ©2 area with gas units. The tceling in cne cor
aust the rights of the Lessee hereunder %o pool
0
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5. The rights of either party hereunder may be assigned in whole or
in part, and the provisions hereof shall extend to their heirs, successors and
assigns; but no change or division in ownership of said land, or royalties,
however accomplished, shall operate to enlarge the obligations or diminish the
rights of Lessee; and no change or division in such ownership shall be binding
on Lessee until thirty (30) days after Lessee shall have been furnished at
Lessee's address noted above with a certified or photostatic copy of recorded
instrument or instruments evidencing same. Lessee shall furnish Lessor a true
copy of each assignment affecting this lease. In the event of assignment
hereof in whole or in part, liability for breach of any obligation hereunder
shall rest exclusively upon the owner of this lease or a portion thereof who
commits such breach.

6. It is agreed that Lessor does not warrant title to said land,
either expressly or impliedly, but if Lessor owns an interest in the oil or
gas on, in or under said land less than the entire fee simple estate, then the
royalties to be paid Lessor shall be reduced proportionately.



- should Lessee be prevented complying with any express cr
implied covenant of this lease, =xcept rayment of money, irom ccnducting
2rilling cor reworking operations erazn or from producing oil ¢r gas

therefrom by reason of cperaticn o 22 majeure, or any Federal or state law
5T any order, rule or regulation ¢ cvernmental authority, then while so
orevented, Lessee's obligation to compiy with such covenant shall be
suspended, and Lessee shall not be liable in damages for failure to comply
therewith; and this lease shall be extended while and for so long as Lessee is
prevented by any such cause from conducting drilling or reworking operations
on or from producing oil or gas from licased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this
lease to the contrary notwithstanding.

IY WITNESS WHEREOF, this instrument is executed on the date first above
written.



that certain Operating Aereement dated August 11, 1989,

between EL PASO NATURAL GAS COMPANY, as Operator, and Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATICNS

i GENERAL PROVISIONS

Definitions
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Come and whien are t be ~nire
Perator’ s e ine :
M-Operslors sl meean T 2 Lo L agr
ties” shall mean Uperator and Non-Operators.
r<t Level Supervisors™ shall mean those emplovees whose primary function in Joint Operations is the direct supervision
sther empiovees and or contract labor directly empiovea on the Joint Property in a tield operatine capacity.
=chnical Employees ™ shail mean those empiovees nuving special and ~pecific engineering. geologicul or other profes-
~ional skills. ana whose primary function in Joint Operations 2 the handiing of <pecific operating conditions and problems
“or tne benefit ol the Joint Property.
“Poraonat Expenses” shail mean travel and other reazonabie reimbursable expenses of Operator’s emplovees.
“Material” S mean personi. Deabnertvs equinment o < plies aeciered o peli for tse on the daint Property.
strotladie i e LR al Lhe Teation Manuat as

AT et QTG e

Sl st aine Joint Upera-

B{IVEIIN

eorhe Materia O

~tatement iind Billings

Operator shail 5ill Non-Operators on or before the last day of each monsh for their proportionate <hare of the Joint Ac-
sount for the preceding montn. Such bitls will be accompanied by statements which idenufy the autnority for expenditure,
wase or facilitv, and all charges and credits summarized by appropriate ciassifications of invextment and expense except
that items of Countroliable Material and unusual charges and credits shall be separately identified and fullv deseribed in
aetail.

\dvances and Pavments by Non-t)perators

Ao Unless otnerwise provided for in tne agreement. tne Operator muy require the Non-Onerators to advance their
share of estimated ca~h auttay for the succeeding montn's vperation within fifteen (151 davs after receipt of the bill-
ing or by tne first day of the month for which the advance s required. Whichever i< lzzer. Operator snall adjust each
monthiy Ding o rediect wdvances received rom the Non-tOnperators.

0o Fach Non-tperator shali puyv its proportior of adt bitls within fifteen 1153 qays after receipt, [ pyment is_ not made
vithin sien time, the smpaid balance =naif bear mierest monthly it tne prime rate in effect it 1€Xas_Commerce
Bank, Houston, Texas __ .nine first vy of the month in wnich delincuency ocenrs pius2% or the maximum
sontract vate permittea b the anpiicavie usurv laws in the ~tate 1 which the Joint Property i< iocated. whichever
= the fesser. pius aliorney < fees. court costs, and other costs in connection with the cotlection ol unpaid amounts.

Adjustments

Payvment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however. all bills wnd statements rendered o Non-Operalors by Operator during any calendar vear shall con-
clusively be presumed to be true and correct after twentv-four (24) months following the end of any such calendar year,
unless within the =aid twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed
period. The provisions of this varagraph snail not prevent adijustments resuiting from a phyvsical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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3. The Dperator sha:l reme in vr g toan aucit report within Is0 davs arter recendt of <en renor,
Approval By Non-Operators

Where an anproval or other sgreement of the Parties or Non-Operators 15 expressiy reqguire't under sther sections of this
Accounung Proceaure and i the agrsement ty woicn tnis decounung Procedqure s atached contaitls Lo conteary provisions
noregard thereto. Uperator ~nali noury ail Non-Operators of the Operator's proposal. unc e avreement or approval of
Lmajoritv in interest of tne Non-tiperators snall be controliing on atl Non-Operators,

I1. DIRECT CHARGES

Operator shall charge the Joint Aceount with the following items:

Ecological and Environmenual

Costs incurred for the benefit of the Joint Property as a result of governmental or reg:latory requirements 1o satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and poilution control procedures as required by applicable laws and regulations.

Rentals and Royalties

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

Labor

Ao 1) Salaries and wages of Operator's field emplovees directlv emploved on the Joint Property in the conduet of Joint
Operations.

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

(3) Salaries and wages of Technical Employees directly emploved 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 employed
in the operation of the Joint Property if such charges are exciuded 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 [I. 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 1o the Joint Account under Paragraph 3A of this Section 11. If percentage assessment
is used. the rate shall be based on the Operator’s cost experience.

(. FExpenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable o the Joint Account under Paragraphs 3A and 3B of this Secuon (1.

D. Personal Expenses of those emplovees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section 11

Empioyee Benefits

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

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 1o the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shail be avoided.
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 from 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.
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Fquipment and Facilities Furnished By Operator

A Umerator shall charge the Joint Acceaunt ©or ase of Onerator owned eamipment ane fuciiitics AL rates commensurate
S0 Cosla 0F GWREESNID alid oberila ., S Lch rales stlan, CHUUe coals ol Maintenanee, repairs, uloer uperating expense.
insurgnee, taxes. depreciatign, and interest uh gross investment less accumulated devreciation not to exceed
twelve  percent (12 ioranpum. Such rates shall not exceen average commercinl rates currently pre-
vaiing 1in the immediate area of the doint Proverty.

B. Inlieu of charges in paragraph 2A above. Operator mayv eleet 1o use avernge commercial vites prevailing in the immedi-
ate area of the Joint Property leas 20w, For automouve equipment, Operator may eiect W use raies published by the
Petroieum 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 resuiting 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 iJperator.

[Legal Expense

Expense of handling, investigating ana =ettling iitigation or claims, discharging of liens, payvment 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-
nevs shall be made unless previouslv agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section 111 unless otherwise agreed to by the Parties, except as provided in Section [, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Propertv. 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 Paruies hereto in accordance
with the tax value generated by each partyv'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 Emplovers Liability under the respective state’s laws. Operator may, at its election. inciude the risk under its self-
insurance program and in that event. Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating. repairing and maintaining communication svstems. including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities:svstems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section [I.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II. or in Section III and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
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Overnead - Drilling and Proaucing Operations
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XX) Fixed Rate Basis. Paragraph 1A, or
(1 Percentage Basis. Paracrapn 1B

[ nless otherwise agreed 10 by the Parties. ~uen cnarge snafl be i Heu of costs and expenses of ail orfices and salaries
or wawges pius applicanie burdens and expenses of ail personnel. except those directiy cnargeable under Paragraph
SAL Section il The cost and expense of zervices ‘rom nutside sources 1n connection with matters of taxation, traffic,
accounung or matters vefore or invoiving governmental agencies shall be considered ws inciuded n tne overnead rates
proviced for in the above ~sjected Paragrapn of this Section 11T uniess such cost and expense are agreed to by the
Parties a»~ a . divect enarge o e Joint Account.

1. The sajaries. wages and Personal Expenses of Ternnical Emplovees and:or the vost of profes:ional consuitant services
and contract services ol technieal personnet directis employved on the Joint Property:

3 shail be covered by the overhead rates. or
KX shail not ve covered by the overnead rates.

1. The salaries. wages and Personal Fxpenses of Tecnnical Employees and or costs of professional consultant services
and contract services of technical personnei either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

¢ 1 shall be covered by the averhead rates. or
K X) shall not pe covered by the overhead rates.

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

|
{ Drilling Well Rate $ _ 3,500.00
i (Prorated for less than a full month)

‘\‘ Producing Well Rate $ _350.00
‘ 2y Application of Overhead - Fixed Rate Basis snall be as follows:
- () Drilling Well Rate

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

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in 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.

thy 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.

12) Each active completion in a muiti-completed well in which production is not commingied down hole shall
be considered as a one-well charge providing each completion is considered a separate weil by the govern-
ing regulatoryv authority,

! (3} An inactive gas well shut in because of overproduction or failure of purchaser to take the production shail
; 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.

i

| (53) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease ailow-
i 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 multiplving 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

‘ Department of Labor. Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics
I Canada. as applicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
‘ justment,

|

1

|

]

|

B. Overhead - Percentage Basis

(1) Operator =hall charge the Joint Account at the foilowing rates:

1.
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2, (verhead - Major Construction

Tu compensate Uperator for sverhead costs incurred in the construction wndd installation of fixed assels. the expansion of
vedh assets. and any other rroject cleariy dizeernible as a fixed wsset reguired Tor the deveiopment and operation of the
Jownt Property. Uperator snall either negotiate a rate prior ta the beginning of construction. ar shail vha(sse 6!6e Joint
Account for overnead based on the following rates for any Major Uonstruction project in excess of 2 25,000, :

A 5 of first $100.000 or total cost if less. plus
B. 3 . of costs in excess of $100.000 but less than $1.000.000. plus
€. 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. Lhe‘comp(ment 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
to oil spiil. blowout. explosion. fire. storm. hurricane. or other catastrophes as agreed w by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior w the event causing the expenditures, Qperator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:
A. 5 _ %of total costs through $100.000: plus
B.__ 3 %of total costs in excess of $100.000 but less than $1.000,000; plus
C.___2 " of total costs in excess of $1.000.000.
Expenditures subject to the overheads above will not be reduced by insurance recoveries. and no other overhead provi-
sions of this Section III shall apply.

1. Amendment of Rates

The overhead rates provided for in this Section III may be amended from time to time oniy by mutual agreement between
the Parues hereto if. in practice. the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Materiai and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Jaint Property; hawever, at Operator’s
option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surpius
Material. such disposal being made either through sale to Operator or Non-Operatar. division in kind. or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus 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 Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons. credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

~

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties. shall be priced on the following basis exclusive of cash discounts:
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Ll wonns e UL enes O arger, vNeedU Gl Dipe, shdi be srieed ot rlustern muil pubiished
CUPDLA DASe PrIces Tate 07 movement PLus ransportation cost sing the ~.0u0 pound cartoad
WeNERT DaMS o ine v QY YECEIVING POINL nearest the Joint Property for wrien pudiisned rail rates for
tubuiar @oods exist. [f tne 20,000 pound raii rate is not offered. the 70.000 pound or 90,000 pound rail rate
may be used. Frewwnt cnurges for tubing wiil be calculated from Lorain. Ohto and casing from Youngstown.
(thio,

(b For grades which are special 10 one mill only. prices zhall be computed at the mill base of that mill plus trans-
portation cost from tnat miii 1 tne raziway receving point nearest the Joint Pronerty as provided above in
Paragrapn 2. A Ltan For transportation cost from points other than Fastern muds. the 30,000 pound Qil Field
Haulers Association imtersg

tate truck rate shail be used.

ted Speciai end finish tbuwar 2oods <hall be priced at the lowest published out-nf-stock vrice. f.o.b. Houston.
Texaz. pius transportatiun cost. using Uil Field Haulers Association interstate »50.000 pound truek rate. to
e raiway receiving point nearest the Joint Property.

td) Macaron wubing 1:ize fess than 2-0 inch OD) shail be priced at tne iowest published out-of-<tock prices f.o.b.
the suppiler pius transportation costz, using the U1 Field Haulers Assoeiation intersiate truck rate per weight
of Wding translerred. w tne ratlway recelving potnt nearest the Jjoint Property.

Line Pipe

ta) Line pipe movements (exeept size 21 inch OD and larger with walls *. inch and over) 30,000 pounds or more
shall be priced unaer provisions of tubular goods pricing in Paragrapn A.lia) as provided above. Freight
charges shall be calcuiated 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.

te) Line pipe 24 inch OD and over and 3, inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the raiiway receiving point nearest the Joint
Property.

td) Line pipe. including fabricated iine pipe. drive pipe and conduit not listed on published price lists shall be
priced at quoted prices pius Treight 1o the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

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

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 wiil be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

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

1)

3

Material moved to the Joint Property
At seventy-five percent (75%) of current new price. as determined by Paragraph A.
Material used on and moved from the Joint Property

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

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

Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent {50%) of current new price as determined by Paragraph A. The cost of
reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.

-
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Condition E

Junk shall pe priced at breviting prices, tperator may dispose of Condition E Mutertad under procedures nor-
maily utilized by Uperator witnout prior approval of Non-tiperators.

D. Obsoiete Material
Material which is serviceable ana tizable for its original function but conaition ana or viiue of such Material is not

equivalent  that whien would 2 a4 orice as nrovided above mav ne <necially nresd a2 aereen o by the Parties.
Suen price should result in the Jjoint Aceount being eharged with the vatue of tre service rendered ov such Material.

F.. Pricing Conditions

(1) Loading or unloading costs mav be charged to the Joint Account ut the rate of twentyv-five cents (25¢) per hundred
weight on ail tubular goods movements, in lieu of actual loading or unioading costs sustained at the stocking
point. The above rate shall be adgjusted as of the first day of April each yvear 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 caleulated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each vear by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

Whenever Material is not readily obtainabie at published or iisted prices npecause of nationai emergencies, strikes or other
ynusual causes over which tne Operator nas no contral, the Uperator may cnarge the Joint Acceount for the required
Material at the Operator's actual cost .ncurred in providing suen Material, in making 1t suitable for use. and in moving
it to the Joint Property; provided notice :n writing is furnisned to Non-Operators of the proposed charge prior to billing
Non-Uperators for such Material. Each Non-Operator shall have the right, by so electing and notifving Operator within
ten days after receiving notice from Uperator. to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

4.  Warranty of Material Furnished By Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.
1. Periodic Inventories, Notice and Representation
At reasonable 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 130) days before any inventory is to begin so that

Non-Operators may be represented when any inventory is taken. Failure of Non-Uperators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

I

Reconciliation and Adjustment of Inventories

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

3.  Special Inventories

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

4. 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 Parties requesting such inventories. except in-
ventories required due to change of Operator shall be charged to the Joint Account.




EXHIBIT "D"

Attached to and made a part of that certain Operating Agreement dated
August 11, 1989, between EL PASO NATURAL GAS COMPANY, as Operator, and
Non-Operators.

INSURANCE

To protect against certain liabilities, losses, or expenses arising from
damage to property, injury or death of any person or persons incurred out of,
in connection with, or resulting from the operations provided hereunder,
Operator shall obtain, and whenever practicable, may require subcontractors to
obtain insurance as provided below from (financially sound, Best rated BA
Class VI) a reliable insurance company authorized to do business in the state
in which the operations are to be performed. Each policy may provide for a
waiver of subrogation rights against the signatory parties other than
Operator. Operator shall maintain in force during the entire period of this
agreement, the following schedule of insurance coverages for the benefit of
the joint account. Any Non-Operator may elect not to participate in any
coverage listed below (except coverage listed in A) and its associated cost by
providing evidence to Operator of insurance coverage of the same limits and
similar terms from a reliable, financially sound insurance company or a
self-insurance letter..

COVERAGES LIMITS OF LIABILITY
A, Workers' Compensation Statutory.
Employers' Liability $1,000,000 per occurrence

Voluntary compensation
Borrowed servant

B. Comprehensive General Liability
including Personal Injury,
Premises/Operations Coverage,
Owners and Contractors Protective
Liability, Contractural Liability,
Products and Completed Operation
Liability; Independent Contractor

Bodily Injury Liability/ $5,000,000 per occurrence
Property Damage Liability

C. Comprehensive Automobile Liability
including Coverage of Owned and
Non-Owned Automobiles and Hired
Car Coverage

Bodily Injury Liability/ $5,000,000 per occurrence
Property Damage Liability
D. Control of Well including Clean-Up $10,000,000 per occurrence
Containment, Seepage, Pollution, (For 100% interest)

Contamination, and Redrilling
Expense (This coverage is maintained
while drilling from spudding to
completion).

E. If Aircraft, including helicopters, $5,000,000 per occurrence
are used in operations, include
Aircraft Liability, Passenger
Liability and Property Damage
Liability Insurance, covering
Owned, Non-Owned Aircraft and
Hired Aircraft.



I Tatercraft are used in any
inland cperations:
a) Protection and Indemnity 310,000,000 per cccurrence

_nsurance on the SP23 fcrm or
zquivalent, (or, in the alter-
native, deletion of the water-
craft exclusion from the
Comprehensive General Liability
Policy).

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

Any insurance which any party may carry which exceeds or adds to that listed
on this schedule, either as to type of coverage or as to limits of liability,
shall be for the benefit of the party acquiring only and shall not be for the
benefit of the joint account or any signatory party other than the party
acquiring such insurance.

Operator shall furnish signatory parties upon request with Certificates from
insurers evidencing that satisfactory coverage as set forth herein is in force.

If any party provides evidence of insurance so as to elect out of any
coverage, such insurance shall include the following provisions:

1. All signatory parties hereto shall be named as additional insureds.

2, Each policy shall include a waiver of any rights of subrogation
against the other signatory parties hereto.

3. Each policy shall contain a provision obligating insurer to give
Operator written notice of change or cancellation not less than
thirty (30) days prior to the effective date of such change or
cancellation,.



shall

EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement dated
August 11, 1989, between EL PASO NATURAL GAS COMPANY, as Operator, and
Non-Operators.

GAS BALANCING AGREEMERT

ARTICLE I
Definitions

1.01 For the purposes of this Agreement, the terms set forth below
have the meanings herein ascribed to them.

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

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

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

(d) "Gas" includes all hydrocarbons produced or producible from
a Well, whether a Well classified as an o0il Well or gas Well by the
regulatory agency having jurisdiction in such matters, which are or may
be made available at the Measurement Point for sale or separate
disposition by the Parties, excluding oil, condensate and other liquids
separated upstream from the Measurement Point. '"Gas" does not include
gas used for joint operations, or gas which is vented or lost, prior to
delivery at the Measurement Point. Reference herein to the right to
"dispose of" Gas or Gas "disposed of" includes all methods of
disposition of Gas, including taking in kind, delivering in kind to a
Lessor, sales to a Party or third party or an affiliate, or gas used by
a Party for purposes other than joint operations.

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

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

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

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

(i) "Operator" refers to the Operator under the terms of the
Operating Agreement.

(3 "Overproduced" is the condition existing when a Party has
disposed of a greater cumulative volume of Gas from a Well than its
Percentage Ownership of the total cumulative volume of Gas disposed of
by all Parties from such Well.



(x) "Party"” =—eans any party subject to the Cperating Agreement.
"Parties” means all parties subject to the Operating Agreement.

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

(n) "Underproduced” 1s the condition existing when a Party has
disposed of a lesser cumulative volume of Gas from a Well than its
Percentage Ownership of the total cumulative volume of Gas disposed of by
all Parties from such Well.

(n) The terms "Underproduction" and "Overproduction" refer to that
lesser or greater incremental volume of Gas which a Party would have
disposed of from a Well, on a monthly or cumulative basis, 1f it had
disposed of its Percentage Ownership of Gas from that Well.

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

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

ARTICLE II
Scope and Term of Agreement

2.01 This Agreement establishes a separate gas balancing agreement for
each Well covered by the Operating Agreement to the same extent as if a
separate Gas Balancing Agreement had been executed for each such Well.

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

ARTICLE III
Right to Produce and Ownership of Gas

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

3.02 As between the Parties hereto, each Party shall own and be entitled
to the Gas disposed of by such Party for its sole account, and the proceeds
thereof, 1including constituents contained therein that are recovered
downstream from the Measurement Point. If at any time, and from time to time,
a Party is Underproduced with respect to a Well, its Underproduction shall be
deemed to be in storage in the Well, subject to the right of such Party to
produce and dispose of such Gas at a later time.

ARTICLE IV
Make-Up_ Gas

4.01 1In order to make up an Imbalance, each Underproduced Party in a Well
shall have the right, after thirty (30) days written notice to the Operator,
to produce and dispose of Make-Up Gas, subject to the following rules:

(a) An Overproduced Party shall not be required to furnish Make-Up
Gas unless an Underproduced Party is first taking or disposing of its full
Percentage Ownership of Gas from a Well; and



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

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

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

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

4,02 The provisions of this Article IV shall constitute an Underproduced
Party's exclusive rights and an Overproduced Party's exclusive obligations
with regard to the right of an Underproduced Party to require an Overproduced
Party to furnish Make-up Gas.

4.03 Nothing herein shall be construed to deny any Party the right from
time to time to produce and deliver its full Percentage Ownership of Gas in a
Well for the purpose of conducting deliverability tests pursuant to its gas
purchase contracts.

ARTICLE V
Balancing of Gags Accounts

5.01 The Operator shall have the right of controlling production and
deliveries of Gas and administering the provisions of this Agreement. The
Operator shall use its best efforts to cause Gas to be delivered at the
Measurement Point in such manner and at such rates as may be required, from
time to time, to give effect to the intent that any Imbalances shall be
brought into Balance in accordance with the provisions hereof. The Operator
shall only be liable for its failure to make deliveries of Gas in accordance
wvith the terms of this Agreement 1if such failure is due to its gross
negligence or willful misconduct.

5.02 The Operator will maintain s separate Gas account for each Party and
Well. The Operator will furnish each Party quarterly a report showing the
total Mcf of gas produced from each Well, the Mcf used in joint operations, or
vwhich was vented or lost, the Mcf of Gas disposed by each Party, each Party's
Overproduction or Underproduction for each month during the preceding calendar
quarter, and the cumulative Imbalance of all Parties in each Well at the end
of each month during such quarter. 1In the event that production from each
Well is not separately measured, then the Operator will allocate production to
each Well on the basis of periodic tests or such other methods as are commonly
used and accepted Iin the industry. The Imbalance of an Underproduced Party
shall be made up on a month-to-month basis and in the order of accrual; i.e.,
any Gas taken by any Underproduced Party over and above the monthly amount
attributable to its Percentage Ownership shall be credited against and offset
its first Underproduction from time-to-time.

5.03 Each Party shall retain all data, information and records pertaining
to the Gas taken and disposed of by such Party in a Well during periods of
Imbalance hereunder, including, but not limited to, records pertaining to the
volumes of Gas disposed of, the gross and net proceeds received from the
disposition of such Gas, and the information utilized to adjust volumes and
prices on a Btu basis, for a period expiring three (3) years after the
termination of this Agreement as to such Well.



3,04 CTuring the term of this Agreement, each Party shall have the right
to request information from and to audit the records of the Operator and any
other Party as to all matters concerning volumes, Btu adjustments, prices and
disposition of Gas from a Well. These rights for each Well shall extend until
three (3) years after the expiration of this Agreement as to that Well. Any
audit shall be conducted at the expense of the Party or Parties desiring such
audit, and shall be conducted, after reasonable notice, during normal business
hours in the office of the Party whose records are being audited. If more
than one Party desires to audit the records of another Party, then all such
Parties shall cooperate with each other in order that dnly one audit shall be
conducted in any twelve (12) month period. :

ARTICLE VI
Cash Settlement of Imbalance

6.01 When production from a Well permanently ceases, the Operator shall
render its final account of the cumulative Imbalance of all Parties for that
Well within sixty (60) days aiter receiving the information requested as
hereafter provided. wWithin thirty (30) days of Operator's request, each
Overproduced Party shall provide information to Operator sufficient for the
preparaticn of such statements including, but not limited to the net price
received for its Overproduction and each Underproduced Party shall submit to
Operator such data and information evidencing its payment of all royalties,
overriding royalties, production burdens and taxes on its Underproduction
which it was obligated to pay. Each Overproduced Party shall account to and
pay each Underproduced Party within sixty (60) days of Operator's final
account a sum of money equal to the net price on the Underproduction which an
Underproduced Party was entitled to receive from an Overproduced Party. All
past due payments due Underproduced Parties shall bear interest at the prime
rate of interest in effect from time to time of Chemical Bank, N.Y. from date
due until date paid. Net price for cash settlements herein shall be
determined in accordance with Paragraph 6.02.

6.02 The net price for cash settlements (without interest) under this
Article V1 shall be the price actually received by the Overproduced Party for
the sale of the Overproduction at the time the Overproduction accrued less
production, severance and other similar taxes, fees or levies thereon and less
royalties actually paid by an Overproduced Party attributable to the
Underproduction of an Underproduced Party.

6.03 If any portion of the price which is to be paid to an Underproduced
Party is subject to refund under order, rule or regulation of the FERC, then
the Overproduced Party shall withhold the increment of price subject to refund
until the price is fully approved, unless the Underproduced Party furnishes a
corporate undertaking satisfactory to the Overproduced Party guaranteeing the
return of the increment in price attributable to such refund, including
interest, if any, which is required to be paid with such refund. In addition,
if FERC or any other governmental agency having jurisdiction requires that an
Overproduced Party make a refund with respect to any portion of a price used
to make payment mmder this Article VI, then the Underproduced Party(ies) shall
reimburse the Overproduced Party(lies) for such refund, including any interest
required to be paid with respect thereto. This Paragraph 6.03 shall survive
the termination of this Agreement until the period has passed for which a
refund may be required.

ARTICLE VII
Costs and Ownership of Liquids

All operating risks, expenses and liabilities shall be borne and paid by
the Parties in accordance with the provisions of the Operating Agreement, or
other agreement, rule or order if there is not an Operating Agreement,
regardless of whether the Gas is being taken or disposed of from a Well at any
given time in proportion to the Percentage Ownership of the Parties in the
Well. Liquid hydrocarbons of a Well separated from the Gas prior to delivery
at the Measurement Point shall be owned by all Parties in accordance with
their Percentage Ownership in the Well, and each of the Parties shall be
entitled to own and market their 1liquid hydrocarbons separated prior to the
Measurement Point in accordance with its Percentage Ownership in the Well,
irrespective of the fact that one or more of the Parties may not be disposing
of Gas from the Well,.



ARTICLE VIII
Indemnity

Each Party hereby indemnifies and agrees to hold the other Parties
harmless from all claims which may be asserted by any third party arising out
of the operation of this Agreement and the performance by the indemmifying
Party of its obligations hereunder. Such indemnity shall extend to and
include all costs of investigation and defense (including reasonable attorneys
fees), and all judgments and damages incurred or sustained, as a result of any
such claim. ;

ARTICLE IX
Payment of Lease Burdens

Unless otherwise required by provisions of a lease, agreement, or statute,
rule, regulation, or order of any governmental authority having jurisdiction,
and regardless of who is actually taking or disposing of Gas from a Well, each
Party shall be responsible for and shall pay or cause to be paid any and all
royalties, overriding royalties, production payments and similar encumbrances
on production due on its full Percentage Ownership of Gas production from a
Well and shall hold the other Parties free from any liability therefor. The
Party or Parties actually taking and disposing of Gas from a Well shall be
responsible for and shall pay all production, severance or similar taxes, fees
or levies on such production.

ARTICLE X
KRotices

Any notices or other communications required or permitted hereunder shall
be in writing and shall be deemed given only when received by the Party to
whom the same 1s directed at the addresses and in the manner then provided
under the Operating Agreement.
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EXHIBIT "F"

Attached to and made a part of that certain Operating Agreement dated
August 11, 1989, between EL PASO NATURAL GAS COMPANY, as Operator, and
Non-Operators.

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:

(1)

(2)

(3)

(4)

(5)

(6)

(7

The Operator will not discriminate against any employee or
applicant for employment because of race, color, religion,
national origin, or sex. The Operator will take affirmative
action to ensure that applicants are employed, and that employees
are treated during employment, without regard to their race,
color, religion, national origin, or sex. Such action shall
include, but not be limited to the following: Employment,
upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of
compensation; and selection for training including

apprenticeship. The Operator agrees to post in conspicuous places
available to employees and applicants for employment notices to be
provided by the contracting officer setting forth the provisions
of this nondiscrimination clause.

The Operator will, in all solicitations or advertisements for
employees placed by or on behalf of the Operator, state that all
qualified applicants will receive consideration for employment
without regard to race, color, religion, national origin, or sex.

The Operator will send to each labor union or representative of
workers with which it has a collective bargaining agreement or
other contract or understanding a notice to be provided by the
agency contracting officer advising the labor union or workers'
representative of the Operator's commitments under Section 202 of
Executive Order 11246 of September 24, 1963, and shall post copies
of the notice on conspicuous places availahle to employees and
applicants for employment.

The Operator will comply with all provisions of Executive Order
11246 of September 24, 1965, and of the rules, regulations and
relevant orders of the Secretary of Labor.

The Operator will furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules,
regulations, and orders of the Secretary of Labor, or pursuant
thereto, and will permit access to its books, records, and
accounts by the contracting agency and the Secretary of Labor for
purposes of investigation to ascertain compliance with such rules,
regulations, and orders.

In the event of the Operator's non-compliance with the
nondiscrimination clauses of this contract or with any of such
rules, regulations, or orders, this contract may be cancelled,
terminated or suspended in whole or in part and the Operator may
be declared ineligible for further Government contracts in
accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Executive Order 11246 of September
24, 1965, or by rule, regulation, or order of the Secretary of
Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through
(7) in every subcontract or purchase order unless exempted by
rules, regulations, or orders of the Secretary of Labor issued
pursuant to Section 204 of Executive Order 11246 of September 24,
1965, so that such provisions will be binding upon each
subcontractor or vendor. The Operator will take such action with
respect to any subcontract or purchase order as the contracting
agency may direct as a means of enforcing such provisions
including sanctions for non-compliance: Provided, however, that



in the event the Jperator becomes involved in, or is threatened
with, litigation with a subcontractor or vendor as a result of
such direction ty the contracting agency, the Operator mav request
the United States to enter into such litigation to protect the
interests cf the United States.

Operator acknowledges that it may be required to file Standard Form 100
(EEO-1) promulgated jointly by the Office of Federal Contract
Compliance, the Equal Employment Opportunity Commission, and Plans for
Progress with Joint Reporting Committee, Federal Depot, Jeffersonville,
Indiana, within thirty (30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with
or file such other compliance reports as may be required under Executive
Order 11246, as amended, and Rules and Regulations adopted hereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
approved by the Secretary of Labor under authority of Executive Order 11246
and supply Non-Operators with a copy of such program if they so request.

II. CERTIFICATION OF NON-SEGREGATED FACILITIES

(1) Operator assures Non-Operators that it does not and will not
maintain or provide for its employees any segregated facilities at
any of its establishments, and that it does not and will not
permit its employees to perform their services at any location,
under its control, where segregated facilities are maintained.

For this purpose, it is understood that the phrase '"segregated
facilities" includes facilities which are in fact segregated on a
basis of race, color, religion, or national origin because of
habit, local custom, or otherwise. It is further understood and
agreed that maintaining or providing segregated facilities for its
employees or permitting its employees to perform their services at
any location under its control where segregated facilities are
maintained is a violation of the equal opportunity clause required
by Executive Order 11246 of September 24, 1965.

(2) Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the
Order at 41 CFR Chapter 60 of the Secretary of Labor dated May 21,
1968, and the provisions of the equal opportunity clause
enumerated in contracts between the United States of America and
Non-Operators.

(3) Whoever knowingly and willfully makes any false, fictitious, or
fraudulent representation may be liable to criminal prosecution
under 18 U.S.C. Sec. 1001.

IITI. OCCUPATIONAL SAFETY AND HEALTH ACT

Operator will observe and comply with all safety and health standards
promulgated by the Secretary of Labor under Section 107 of the Contract
Work Hours and Standards Act, published in 29 CFR Part 1518 and adopted
by the Secretary of Labor as occupational safety and health standards
under the Williams-Steiger Occupational Safety and Health Act of 1970.
Such safety and health standards shall apply to all subcontractors and
their employees as well as to the prime contractor and its employees.

Iv. VETE 'S PREFERENCE

Operator agrees to comply with the following insofar as contracts it
lets for an amount of $10,000 or more or which will generate 400 or more
man-days of employment (each man-day consisting of any day in which an
employee performs more than one hour of work) and further agrees to
include the following provision in contracts with Contractors and
Subcontractors:



v.

"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT

{1

(2)

As provided by 41 CFR 50-250, the contractor agrees that all
employment openings of the contractor which exist at the time of
the execution of this contract and those which occur during the
performance of this contract, including those not generated by the
contract and including those occurring at an establishment of the
contractor other than the one wherein the contract is being
performed, but excluding those of independently operated corporate
affiliates, shall, to the maximum extent feasible, be offered for
listing at an appropriate local office of the State employment
service system wherein the opening occurs and to provide such
periodic reports to such local office regarding employment
openings and hires as may be required: Provided, that this
provision shall not apply to openings which the contractor fills
from within the contractor's organization or are filled pursuant
to a customary and traditional employer-unionhiring arrangement
and that the listing of employment openings shall involve only the
normal obligations which attach to the placing of job orders,

The contractor agrees to place the above provision in any
subcontract directly under this contract."

CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS

(1)

(2)

(3)

(#)

Operator agrees to comply with the Clean Air Act (42 U.5.C. Sec.
1857) and the Federal Water Pollution Control Act (33 U.S.C. Sec.
1251) when conducting operations involving nonexempt contracts.
In all nonexempt contracts with subcontractors, Operator shall
require:

No facility is to be utilized by Subcontractor in the performance
of this contract with Operator which is listed on the
Environmental Protection Agency (EPA) List of Violating
Facilities. See Executive Order 11738 of September 12, 1973, and
40 CFR Sec. 15.20.

Prompt written notification shall be given by Subcontractor to
Operator of any communication indicating that any such facility is
under consideration to be included on the EPA List of Violating
Facilities.

Subcontractor shall comply with all requirements of Section 114 of
the Clean Air Act (42 U.S5.C. Sec. 1857) and Section 308 of the
Federal Water Pollution Control Act (33 U.S.C. Sec. 1251),
relating to inspection, monitoring, entry, reports, and
infofmation, as well as all other requirements specified in these
Sections, and all regulations and guidelines issued thereunder.

The foregoing criteria and requirements shall be included in all
of Subcontractor's non-exempt subcontracts, and Subcontractor
shall take such action as the Government may direct as a means of
enforcing such provisions. See 40 CFR Sec. 15.4 & 5.

-3-
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MERIDIAN OIL INC.
Farmington Region
Post Office Box 4289
Farmington, New Mexico 87499
(505) 326-9700

AUTHORITY FOR EXPENDITURE

AFE No.: Date:__8-22-88
Lease/Well Name:_ Allison Unit #135 Lease No.:
Field/Prospect:_ Undesignated Fruitland Region:_ _Farmington
Location:__ SE/4, SW/4, Sec. 9, T32N, R6W County:__San Juan State:_NM

AFE Type:_0l Development Original X Supplement_  Addendum__ API Well Type_
Operator_ Meridian 0il Imc.

Objective Formation:_Fruitland Coal Authorized Total Depth (Feet) 2760
Project Description:_1988/89 Farmington Region Drilling Program Capital

Expenditure

Est. Start Date: 11/88 Prepared By: C. McCracken
Est. Completion Date: 12/88

GROSS WELL COST DATA

Drilling Workover, Construction
Dry Hole Suspended Completion or Facility Total
Days: 11 11 7 18
This AFE: 238,300 238,300 193,210 431,510
Prior AFE'S:
Total Costs: $238,300 §$ 238,300 § $ 193,210 § 431,510
JOINT INTEREST OWNERS
Working Interest Net $ Expenditures
Company Percent Dry Hole § Completed §
MERIDIAN OIL INC. 100.00000% 238,300 431,510

AFE TOTAL: 100.00000% $ 238,300 $ 431,510

% o ‘vi/ﬁ‘ MERIDIAN OIL APPROVAL
ecommended : [’dl’l /Date:_///22/88 Recommended: éddma /Date: ”&_‘4
Recommended: W”/Date: 1/ 2% Approved: /Date:

Title: Regional Operations Manager

PARTNER APPROVAL

Company Name:

Authorized By: Date:

Title:
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WELL NAME: Allison Unit #135
COUNTY,STATE: San Juan Co., NM

PREPARED BY: J.D.Falconi DATE: 11-Jun-88

APPROVED BY: YWy Stungmce DATE ¢qis
01 Development

PROPOSED TD: 2590 /2760 AFE TYPE: Type 2
ACCT AFE NOMENCLATURE DRYHOLE SUSPENDED
11 Days
248. INTANGIBLE DRILLING COSTS
02 Environmental studies--==-=---ccccmcccmmccaaao—- 1,000
03 Location and roads construction---------cec——w-- 14,600
04 SsSurface restoration----------ccccccrecccncraca-- 1,500
05 Move in, move out--=---——-——m—mccmccccm e 3,600
06 Contractor fees - Footage 2,590 € $11.25 /Ft.-- 29,100
07 Contractor fees - Daywork 7.00 @ $5,330 /Day=-- 37,300
09 Drilling fluids===——=-e—ccccrccccr e
10 Gas and air drilling-==-===--c-c-cccccmccccncnc——a 12,000
16 Water-—---cecccmrrm e e 4,300
17 Bits--------m—m—mc e 1,500
18 Primary cementing----------cecrrcece e e 9,100
20 Mud logging-=-—==----cccemmcccc e 900
21 Wireline logging-===-==---—c-c-mmccccmr e
22 Coring and Analysis=-——-=—cc—ceccccmccr e e ce— e
23 Fuel=w=m=moeem e m e c e m e r e e e e 5,500
"1 BOP and Wellhead rentals==—-—-———--——eccecaceaaa-
.5 Drill and work string rentals------—---—cccec---
27 Tank rentalg====c-c-ccccccccccccrccnccnccccnc—-
28 Other rentalg-----=cccccccrcrcrrrrrnrrrcncccnnea 4,500
29 Trucking and Transportation--------—----c—-ccae--- 6,800
33 Tubular inspection-------------c--cccemccmaao—- 8,400
34 Cased hole logging=-=====-c-cccccccccccnnca—0--
43 Consultants-=-==-wcercerccc e c e c e e e 3,000
45 Roustabout and contract labor------=-----ccc—o--- 2,000
46 Miscellaneous--—-—===-cc---cc--——c-cccco—ccoaoooo—o 3,000
Contingency = 5% ——=-=<-cccscccccccncccnncccoan= 7,400
TOTAL INTANGIBLE DRILLING COST 155,500
TANGIBLE DRILLING COSTS
80 Casing=====r=eeecccccem e e m e e — e e 34,400
225 Ft. 9 5/8" 32.3%# H-40 @ $15.72 /Ft.
2590 Ft. 7" 20.0% K-55 @ $10.53 /Ft.
220 Ft. 5 1/2" 23.0# P-110 @ $16.40 /Ft.
81 Tubing==-—=====eeccmccc e mc e m 8,600
2760 Ft. 2 3/8" 4.74% J-55 @ $3.11 /Ft.
84 Downhole equipment - Liner Hangers, accessories- 3,800
86 Wellhead equipment-----—-—---sc—cecccccnncccca-- 36,000
TOTAL TANGIBLE DRILLING COST 82,800
TOTAL DRILLING COST ESTIMATE 238,300



TEASE/WELL NAME: ALLISON UNIT #135

JCATION: SwW SEC 9 T-32 -N R- 6 -W NM DATE:7-20-88
WELL TYPE: UNDESIGNATED FRUITLAND COAL

AFE

ACCOUNT NUMBER

TYPE: DEVELOPMENT 01

PREPARED BY: M.MANSON

FACILITY TANGIBLE FACILITY COSTS
247
03 TRANSPORTATION
LOC FACILITIES & PIPE HAULING ..vveeerenueennnoancnnnnannsss 2,234
12 COMPANY SUPERVISION AND OVERHEAD
7 DAYS @ $350/DAY W/LOC AND GAS.:eueeeveneeeensoannosennnss 2,450
26 SEPARATORS
18" x 12', 2 PHASE VERTICAL COAL SLURRY TYPE, 1440 PSI WP..... 17,050
27 HEATERS=TREATERS . « « oo v o voeenescennsennnaeensesanseannseonnassannsss
29 PUMPING UNI T o e oo oo aeoecncosesoseneeessssssseoesasansssoennsessnsss
31 PRIME MOVER. 1 v e o eoeeeeaesosnasennseesnnceaneosnnsonssocnnsesenaass
32 TANKS AND PITS
50 BBL GLASS PIT @ $1900 INST, 5 -500 BBL HEATED @ $7174..... 37,770
33 METERING EQUIPMENT
AUTOMATION & TELEMETRY - $11,500 / GAS METERING - $4800....... 16,300
4 FLOW LINES . ueuseeeeeoeasoosoesonseeeasocssesansonnsscennsssnasans 13,250
55 COMPRESSORS = COMPANY OWNED . tceeeeerocoencnenncacnnsaceensanenss
36 BUTILDINGS « v eoeeessoeeoenceeantonnssesasassanosnseasssaeesscsansss
39 PIPING, VALVES AND FITTINGS...:uttceetensonnsoneescasannoeennaeaases 18,800
44 TECHNICAL CONTRACT SERVICES
PIPELINE INSPECTION 9 HRS....@535/HR.c.ccrenececnnsccnnnnnens 315
47 COMPRESSOR RENTAL
48 EQUIPMENT RENTAL. v o v e oo stoooocesnesananeeenaoennesnsnsensnseensss
49 CATHODIC PROTECTION........GROUND BED & TRANSFORMER...:eeeeeennsn. 5,000
50 RIGHT OF WAY, SURVEY, ARCHY
SURV @$.46/FT, ARCHY @ $.29/FT, ROW @ $1.21/FT
GAS= 1120 FT WTR=4913 FTu..oeeveeaeeess 11,825
51 MINOR PIPELINES
6033 FT, 4" XC SCH-40 @$2.90 /FT CONST @ $3.65 /FT........ 39,516
52 ARTIFICIAL LIFT EQUIPMENT . e eeeeocseeacsenoeennscnnnsccoonsannsss
53 CHEMICAL PUMPS . e oo ooerveccesnoceonsseosasosseansonenseessasonnnses
54 ELECTRICAL ACCESSORIES.....UTILITY HOOKUP. . :vveeeeaoreonnosannnnns 5,000
94 DEHYDRATION UNIT
3 MMCF/D, 1000 PSI WP, 1/8" CORRS ALLOW. 350 PSI STD.OP.PRES. 14,500
55 MISC. FACILITY EXPENSE
5% CONTINGENCY COST e v veeeenneeaeennsaneoneenseasaanseensnanas 9,200
TOTAL FACILITIES . e e v eooreeoceeossasessesnsceassccsssacnsscccensesees $193,210

* NOTE: FACILITY COST DOES INCLUDE WTR LINE
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Risk Penalty Analysis Case #9750
September 6, 1989

Allison Unit #135
Lots 1 & 2, SE/4 NE/4, E/2 SE/4 of Section 8
and SW/4 of Section 9 T32N, R6W
San Juan County, New Mexico

Risk Penalty

Geological Risk
Coal Stratigraphy and Thickness
Cleating/Fractures
Coal Characteristics
60%

Reservoir Rigk
Sustained Deliverability
Dewatering
Reserve Recovery
Undefined Coal Producing Characteristics
80%

Operational Rigk
Completion Operations
Equipment Failures While Drilling
Formation Problems While Drilling
60%

Recommended Non—consent Penalty 200%
Capital Recovery Factor 100%Z

Total Recosmmended 300%
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0. QF COPILS RECEIVED

OISTRIBUTION

SANTA FE

FILE

T.5.G.S.

AND OFFICE

OPERATOR

NEW MEXICO OlL CONSERYATION COMMISSION

A - A3

Form C-101
Revised |4-65

SA. Indicate Type of Lease

sTate || rer [ Sa
5. State Oil § Gas Lease No. -

APPLICATION FOR PERMIT TO DRILL, DEEPEN, OR PLUG BACK

MMM

la. Type of Work

b. Type of Well

oin ™
wELL l_l

GAS
wELL

DRILL & |

OTHER

i

DEEPEN [_|

SINGLE
ZaNgE

PLUG BACK ||

MuL

O

7. Unit Agreement Name

Allison Unit

8. Farm or i_eqse Name

Allison Unit

TiPLE
LOME

U

2. Name ot Cperator 3. Herl No.
Meridian 0il Inc. 135
3. Address ot Operator AO Fie Pool Wildcat

1490

AN

CEET FmOM THE -

LIME OF sE€C.

PO Box 4289, Farmington, NM 87499 rultland Cc
4. Location ot Well umiY LETTER '\1 LOCATED 900 FEET FROM THE South LINE

\\\\\\\\

,E s

12. County

San Juan R

N
MHHHHh u caeea,a

MMM

Ay

. Proposea Uepth

2735

A. formation 20, Rotary or C.T.

Fruitland Rotarv

«i. .evations (Show wnether DF,

T. etc.)

21A. Kind & Status Plug. 8ona

218. Drulling Contractor

22. Approx. Date Work will start

61408+CL statewide
23.
PROPOSED CASING AND CEMENT PROGRAM

SIZE OF HOLE SIZE OF CASING | WEIGHT PER FOOT | SETTING CEPTH {SACKS OF CEMENT ! EST. TOP

12 1/4"- 9 5/8" 36.0¢ 200! 130 cu,tft, circ,surface
§ 3/4m - -0.0= 2627 0 Tunfr Qir :urface

1 oy e R F3 1 H Pl
6 1/4 5 1/2 23.0 2755 gd‘olr net,qgm'qqy Hj
PO §
. . ‘ LT ‘38
The Fruitland Coal formation will be completed. 1~ 1.588

FE

i ee

A 3000 psi wP and 6000 psi test double gate preventer equlpped wrﬂﬁ

blind and pipe rams will be used for blow out prevention
This gas is dedicated,

The SW/4 of Section 9 is dedicated tﬂjﬁE}: welliq

I S
0CT1 41953

OIL CON. rn
DIST

”~

o thid well.

IN ABOVE SPACE DESCRIBE PROPOSED PROGRAM: IF PROPOSAL {S TO DEEPEN OR PLUG BACK, GIVE DATA ON PRESENT PENDUCTIVE IOWE AND PROPOSED NEW PROC

TIVE IONE., GIVE SLOWOUT SREVENTEN PROGRAM, tF AMY.

abeve is true and complete to the best of By knowiedge and belief.

lht((yctnilyt tAhe inf

rae Regulatory Affairs

Dase

APPROVED 8BY TITLE

CONDITIONS OF APPROVAL, IF ANVT-

DEPUTY OIL & GAS INSPECTOR, DIST. #3 QT8




Yt B b

STATE CF NEW MEXICO P. C. BOX 2088 form C-102
ENERGY a0 MINERALS CEFARTMENT SANTA FE, NEW MEXICO 87301 ' Revised io-

All distonces must e from he euter beundarivs «f the Sectien.

COperator . W ‘: Qtf/ I’K—" Lease Well No.

ok Allison Unit (fee) 135
T Unit Letter Section Townanip Ranqe Caunty
o Q . 312 Horth 6. West San Juzn
Actual Fo319qe Location ol Weils
300 teet from the S OUTH theana L4900 feet from the €S lne
Giound Levei Elev, Praducing Formation Poot 6 /% ;z;(/ Dedicated Acreaqe:
6140" Fruitland Coal Undesianatad-— 160 ‘x

1. Outline the acreage dedicated to the‘subject well by colored pencil or hachure marks on the plat below,

2. If more than one lease is dedicated to the well, outline each and identify the ownership thereof (both as to wor!
interest and royalty).

3. If more than one lease of different ownership is dedicated to the well, have the interests of all owners beea cons
dated by communitization, unitization, force-poaling. etc?

Yes [J No If answer is ‘“yes;’ type of consolidation unitization

I answer is ‘““no.’ list the owners and tract descriptions which have actually been consolidated. (Use reverse sid

this form if necessary.)

No allowable will be assigned to the well until all interests have been consolidated (by communitization, unitizat
forced-pooling, or otherwise) or until a non-standard unit, eliminating such interests, has been approved by the Divi.

NOTE: reissued to show corrected location.
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STATE OF NEW MEXICO

ENERGY 210 MITIERALS DESARTMENT /
TR TR . OlL CONSERVATION DIVISION /’
ouTmeurian i | P. O. BOX 2088 / fora C-193
- . Revised 13-1-
lamTa FE ! : SANTA FE, NEW MEXICO 87501
:r:: - : ] 4. lndic3te Type ot Lease
LAmO OFFICL P State D Fee @
oPemaTON ) ! ' S. State Cil & Gas Lease ‘ia.
SUNDRY NOTICZS AND RESORTS ON WELLS
(20 e wut vurn e TR RS L L sl T T S R he s ST Seaeevere.
l. L.nu A:non-.m
:':LL G :‘t.u. @ ormen. AlllSOH Unlt
2. Name ot Cgeraias 3, Frm ar L_ease l«ame
Meridian 0il Inc. Allison Unit
3. Adasess ot Cperator 9. weil No.
P.0. Box 4289, Farmington, MM _ 37499 135
4. Location of weil 10. Fleia aa Poei, or witacat
MY LETTER \I . 900 FEEY FOOM TuE Sou LiNC AwD 1‘10 FEEKY FROM Ba51n Fmitlarld Coal
eme VOO0 WeSt u-; scevione - a TawNSNID SZI g nanex f]i‘-.’ [y Yon k\
\ N
\ \\\\\\\\\\V <. Z.evation (Show waetner OF, AT, CR, ete.) 12. Counmty \\\\\
5140'GL San Juan k

Check Appropriate Box To Indicate Nature of Notice, Report or Ocher Data

NOTICE OF INTENTION TC: SUBSEQUENT REPORT OF:
LAV QAWM ACMEIDIAL wWORR G MLYS AND asanOON D ACMED AL woRa G AL?K'II“ CAasIing [—
- TECWMPORARILY ABANOGON ; COMMENCE ORILLING DPNS., m PLUG AND ABANDONMENT L.
b OR ALTEA CaASING _J _ Cmawel Siams D CASING TLST an0 CLMCNT JaS D

ATNER E

wmen__Revision K]

17. Cesctibe Precosea or Campleted Qperationa (Clearty staze ail pertinent detaiis, and give pertinens agtes, inciuding escumated dase of staring any propose
work) SEL RULE 1103,

Attached is a cony of the C-102 showing the revised nool § dedication.
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1. Qutline the acreage dedicated W the sudjec: weil by colored pencii or hachure maris on the giat below.

2 If more than one lease is dedicated to the weil, outline each and identify the ownership thereoi (both as to we
intersst and royaity).

3. If more than one lease of diiferent ownersnip is dedicated to the weil, have the interests of all owners bees co
dsted by cammunitization. unitization, {orce-ooiing. ete?

— . N 3 e . T 3 - . -y am .
Cd Yes [ No If answer is “*yes,’ type of consciidation _ 07 Antviiaks

If anawer i3 *“20;" list the owners and-tract descrigtions whnich have actaaily been cansolidated. (Use reverse s

this form if ancc=ssary.)

No ailowanle wiil be assigned to the wetl untii ail interests have besn consaiidated (by communitization, uaitiz
fareed-paoiing, or otRerwise)or untii a non-standard unit, eliminating sucl interests, has been approved by the Di-
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Exhibit 8




