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April 6, 19990

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Amoco Production Company
P. 0. Box 800
Denver CO 80201-0800

Attention Michael Cuba
Gentlemen:

Subject: Well Proposal
Mesa's Aztec Prospect
FC Federal Com #11
W/2 Section 33-T30N-R10W
San Juan County NM

Mesa Operating Limited Partnership hereby proposes the drilling of an
approximate 2660' Fruitland Coal well to be located 2410' FSL and 1700' FWL
of Section 33-T30N-RIOW. Mesa's estimated cost for the drilling of this well
is $77,900 for a dry hole and $399,800 for a completed well.

Enclosed herewith is Mesa's AFE/Cost Estimate and an Operating Agreement which
Mesa is proposing to be used to govern the drilling of this well. Upon Amoco's
election to participate in the drilling of the subject well, please return
a signed copy of the AFE/Cost Estimate and two executed copies of the signature
page to the enclosed Operating Agreement.

Due to the number of wells Mesa plans to drill in 1990 to qualify for the
Section 29 gas credit, it may be necessary for Mesa to commence "force pooling"
proceedings to insure Mesa can adhere to its drilling schedule.

Mesa looks forward to receiving an expeditious reply from Amoco relative to
this drilling proposal.

If you have any questions or would like to discuss this matter further, please
contact me.

Very truly yours,

[ BEFORE EXAM
, REFORE EXAMINER STOGNER
7//7‘,‘/240 deate_ ZIL CONSERVATION DIVISION
Mark W. Seal
Lor i oo EXHIBITNO.__ 2
Enclosures CASENOC. 9955

MESA LIMITED PARTNERSHIP
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between MESA OPERATING LIMITED PARTNERSHIP

hereinarter designated and
reterred to as "'Operator . and the signatory party or parues other than Operator. sometumes herenarter reterred to individuaily heretn
15 "Non-Operator ', and collecuvely as *“Non-Operators .

WITNESSETH:

WHEREAS. the parues to this agreement are owners of oil and gas leases and/or ot and gas interests in the land identified in
Exhibit "*A"’. and the parues hereto have reached an agreement to explore and develop these ieases andjor oti and gas interests for the
producuon of od and gas to the extent and as hereinafter provided.

NOW, THEREFORE. it is agraed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term '‘oil and gas'’ shall mean oul, gas, casinghead gas. gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewnth, unless an intent to limit the inclusiveness of this term 1s specifically stated.

B. The terms '‘oil and gas lease’’. ‘‘lease’’ and ‘‘leasehoid’’ shall mean the oil and gas leases covering tracts of land
fving within the Contract Area which are owned by the parties to this agreement.

C. The term ‘‘oil and gas interests”’ shall mean unieased fee and mineral interests in tracts of land lying within the
Conaact Area which are owned by parues to this agreement.

D. The term ‘‘Contract Area’’ shall mean all of the iands. oil 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, oil and gas leasehold interests and oil and gas interests
are described in Exhibit ‘A",

E. The term ‘‘drilling unit”’ shail mean the area fixed for the drilling of one weil 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 shail be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

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

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

Unless the context otherwise clearly indicates. words used in the singular include the piural, the plural includes the
singular, and the neuter gender inciudes the masculine and the ferninine.

ARTICLE II.
EXHIBITS

The following exhibits. as indicated below and attached hereto. are incorporated in and made a part hereoi:
X] A. Exhibit ‘*A"’, shall include the following informarion:
(1) Idenuficadon of lands subject to this agreement,
{2) Restricons. if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas ieases and/or oil and gas interests subject to this agreement,
(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 Certification of Non-Segregated Facilities.
Exhibit *‘G’*, Tax Partnership.
If 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.

OE 6RO
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*or is a burden owned by the burdened party or

was not recorded in the county or parish

records prior to the date of this agreement.
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ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

U anv party owns an oii and gas wnterest in the Contract Area. that nterest shall be treated for ail purposes of this agreement
ina during the term hereot as if it were covered by the form of oil and gas iease attached hereto as Exhibit “*B*'. and the owner thereot
snail be deemed to own both the rovaity interest reserved in such lease and the interest ot the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, aill costs and liabilities incurred in operatons under this agreement shall be borne and
paid. and ail equip.nent and materiais acquired in operatons on the Contract Area shall be owned. by the parues as their interests are set
forth in Extubit **A"". In the same manner. the parues shall own al} production of oil and gas trom the Contract Area subject to the
nayment ot royaities to the extent of one-eighth (1/8th which shall be borne as heremnaiter set forth.

Regardiess of which party has contributed the leasets) andfor oil and gas interesus) hereto on which rayalty is due and
navabie, each party enutied to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such producton, the royaity amount stipulated heremnabove and shall hoid the
ther parues iree from any liability therefor. No party shall ever be responsibie. however. on a price basis higher than the price received
by such party, to any other party s lessor or royaity owner, and if any such other party’s lessor or royaity owner shouid demand and
receive settlemnent on a higher price basis. the party contributing the affected lease shall bear the additional rovaity burden attributable to
such higher price.

Nothing contained in this Article [II.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

C. Excess Royalties, Overriding Rovaities and Other Payments:

Unless changed by other pruvisions, if the interest of any party in any lease covered herebv is subject to any royaity.
overnding royaity, production payment or other burden on production in excess of the amount stipulated in Arucie I11.B.. such party so
burdened shall assume and aione bear all such excess obligations and shall indemnify and hold the other parties hereto harmiess from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overniding royaity, production payment or other burden payable out of production
attributable to its working interest hereunder. or if such a burden existed prior to this agreement and is not set forth in Exhibit **A"", or
was not disclosed in writng to ail other parties prior to the execution of this agreement by all parties. or is not a jointly acknowiedged and
accepted obligation of all partieany such interest being hereinafter referred to as '‘subsequently created interest”’ irrespecuve of the

uming of its creation and the party out of whose working interest the subsequently created interest is derived being heretnafter referred
to as ‘burdened party ), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party. or parues. all or 2 portion
of its working interest and/or the production attributable thereto, said other party. or parues, shal receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnity and save said other party.

or parues. harmiess from any and all claims and demands for payment asserted by owners of the subsequentiy created interest:
and.

1)

. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VIL.B. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Titde Examination:

Tite examination shall be made on the drillsite of any proposed well prior to commencement of drilling operauons or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests inciuded. or pianned to be inciud-
ed. in the drilling unit around such well. The opnion will include the ownership of the working interest. minerais, royaity, overriding
royalty and production payments under the applicable leases. At the time a well is proposed. each party contributing leases andior otl and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts tinciuding federai lease status
reports), title opinions, title papers and curauve material in its possession free of charge. All such informanon not in the possession of or
made available to Operator by the partes, but necessary for the examination of the titie. shall be obtained bv Operator. Operstor shall
cause title to be examined by attorneys on 1ts statf or by outside attorneys. Copies of ail titie opinions shall be furmshed to each party
hereto. The cost incurred by Operator 1n this title program shail be borne as follows:

— Option No. 1: Costs incurred by Operator in procuring abstracts and title exarmination (including preliminary, supplemental,
shut-in gas rovalty opinions and division order title opinions) shail be a part of the administrative overnead as provided i Bt *C"",
and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside artorneys.
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ARTICLE IV
continued

R Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys tor utle examumauon
including preiminary. suppiementai. shut-in gas royaity opinions and division order titie opinions) shail be borne by the Drilling Parties
in the proporuon that the tnterest of each Drilling Party bears to the totai interest of all Drilling Parues as such interests appear in Ex-
hibit **A’". Operator shall mak= no charge tor services rendered by its statf attorneys or other personnel 1n the periormance of the above
tunctons.

Each party shall be responsible for securing curauve matter and pooling amendments or agreements required in connecuon
xth leases or oil and gas interests contributed bv such party. Operator snall be responsibie or the preparaucn and recording of pooiing
esignauons or declarations as weil as the conduct of hearings before governmentai agencies tor the securing of spacing or pooling orders.
This shail not prevent any party trom appearing on 1ts own behalf at anv such hearing.

No well shall be drilled on the Contract Area unui after (1) the utle to the drillsite or drilling unit has been examined as above
provided. and (2) the title has been approved by the examining attorney or utle has been accepted by ail of the parues who are to par-
ticipate 1n the drilling of the weil.

B. Loss of Title:

1. Failure of Title: Should any o1l and gas interest or iease. or interest therein. be lost through failure of utle. which loss resuits in 2
reduction of interest from that shown on Exhibit “*A"’, the party contnbuung the aifected lease or interest shail have ninety (90) days
{rom tinai determinauon ot ute failure to acquire a new lease or other instrument curing the ennrety of the utie failure, which acquisi-
tion will not be subject to Article VIILB.. and failing to do so, this agreement. nevertheiess, shali conunue 1n force as to all remaining ol
and gas leases and interests’ and.

a) The party whose oil and gas lease or interest is affected by the utie failure shall bear alone the enure loss and it shall not be
enutled to recover from Operator or the other parties any development or operating costs which it may have theretotore paid or incurred,
but there shall be no additional liability on its part to the other parues hereto by reason of such title fatlure;

'b) There shall be no retroactive adiustment of expenses incurred or revenues received from the operation of the interest which has
been lost. but the interests of the parues shall be revised on an acreage basis. as of the time 1t is determuned finally that utle failure has oc-
curred. so that the interest of the party wnose lease or interest is affected by the title failure will thereatter be reduced in the Contract
Area by the amount of the interest lost:

c) If the proporuonate interest of the other parties hereto in any producing weil theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose utle has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable therero) unul it has been reimbursed for unrecovered costs paid by it in connection with such
well;

rd) Should any person not a party to this agreement, who is deternmned T ve the Twner of-any interestn die tide which has
failed. pay in any manner any part of the cost of operartion. development. or equipment. such amount shall be paid to the party or parties
who bore the costs which are so refunded:

fe) Any lability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose utle failed in the same proportions in which they shared in such prior production: and,
(f) No charge shall be made to the joint account for legai expenses. fees or salaries, 1n connection with the defense of the interest

claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to 1ts interest and bear all expenses in
connection therewith.

2. Loss bv_Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight. anv rentai. shutin well
payment, munimum rovaity or royaity payment. 15 not paud or 1s erroneousiv paid. and as a resuit a lease or interest therein terminates.
there shail be no monetary liability aganst the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment.
which acquisition wiil not be subject to Article VIILB.. the interests of the parties shall be revised on an acreage basis. effective as of the
date of terminauon of the lease invoived. and the party who failed to make proper payment wiil no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully resmbursed. at the ume of the ioss. from the proceeds of the sale of oil and gas attributabie to
the lost interest. calculated on an acreage basis. for the development and operaung costs theretofore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any drv hole previously drilled
or weils previously abandoned) from so much of the following as is necessary to effect reimbursement:

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

{b) Proceeds, less operaung expenses. thereafter accrued attributable to the lost interest on an acreage basis. of that portion of
oil and gas thereafter produced and marketed (excluding production from any weils thereaiter drilled) which. in the absence of such lease
termination. would be attributable to the lost intereston an acreage basis. up w the amoumt of unrecovered costs. the proceeds of said
portion of the oil and gas to 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 any 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 [V.B.2. above. shall be joinit losses

and shall be borne by ail parties in proportion to their interests. There shall be no readjustment of interests 1n the remaining postion of
the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Resp~nsibilities of Operator:

MESA OPERATING LIMITED PARTNERSHIP <hal be the

Operator ot the Contract Area. and shall conauct ana direct and have tuil controi of ali operations on the Contract Area as permitted and
cequired by, and within the limuts ot this agreement. it shall conduct ali such operauons i a good and workmaniike manner. but it shail
have no lhabiiity as Operator to the other parties tor losses sustained or liabilities incurred. except such as mayv resuit from gross
negiigence or willful misconduct.

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

I. Resignauon or Removal of Operator: Operator may resign at any tme by giving written nouce thereof to Non-Operators.
[f Operator terminates 1ts legal existence. no ionger owns an interest hereunder in the Contract Area. or 1s no longer capabie of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or retuses to carry out 1ts duties hereunder. or becomes insoivent. bankrupt or ts placed in receivership, by the
atfirmauve vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit *‘A’’ remaining
atter excluding the voting interest of Operator. Such resignation or removal shall not become effective unul 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation bv Operator or action
by the Non-Operators to remove Operator. unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal. shall be bound by the terms hereot as a Non-Operator. A change of a cor-
porate name or structure of Operator or transter of Operator s interest to any singie subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parues. The successor Operator shall be selected from the parues owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmatve 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 shall be selected by the affirmative vote of two (2) or more parties owning a maijority interest based
on ownership as shown on Exhibit **A"" remamning after excluding the voung interest of the Operator that was removed.

C. Employees:

The number of emplovees used by Operator in conducting operations hereunder. their selection. and the hours of labor and the
compensauon for services performed shall be determined by Operator, and ail such employees shall be the employees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
Jesires, Operator may empioy its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced. and

such work shall be pertormed by Operator under the same terms and conditions as are customary and usuai in the area i contracts of in-
dependent contractors who are doing work of a similar nature.

ARTICLE VI.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the day of .19 . Operator shall commence the drilling of a well for
oil and gas at the following location:
2410' FSL and 1700 FWL
Township 30 North, Range 10 West
Section 33: W/2

and shall thereafter continue the drilling of the weil with due diligence 0 a depth of 2660' to the Fruitland Coal
formation

unless granite or other practically impenetrable substance or condition in the hole. which renders further drilling 1mpracescal. is en-
countered at a lesser depth, or uniess ail parties agree to complete or abandon the weil at a lesser depth.

Operator shall make reasonabie tests of all formations encountered during drilling which give indication of containing oil and
gas in quantties sufficient to test, uniess this agreement shail be limited in its application to a specific formation or formations, in which
event Operator shall be required to test only the formation or formations to which this agreement may appiy. LEe
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ARTICLE VI
continued

if. in Operator s wdegment. the weil wiil not produce oi or gas i paving quanuties, and it wishes to plug and abandon the
weli as a arv hole. the provisions ot Article VI.E.1. shall thereatter appiy.

B. Subsequent Operauons:

" Proposed Overanons: Shouid anv party nereto desire to drill anv wetl on the Contract Arez other than the weil provded
tor 1 Arucie VLA.. or to rework. deepen or piug back a dry hole driiled at the joint expense ot all parues or a weil joindy owned by all
the partes and not then producing 1n paving quanuues, the party desiring to drill, rework. deepen or plug back such a weil shall give the
sther parues written nouce of the proposed operation. specuying the work to be pertormed. the iocation. proposed depth, obiective forma-
1ion and the estmnated cost of the operauon. [he parues recewving such a nouce shall have thirty (30) days atter receipt of the notice
s 1thin winch to noaty the party wishing to do the work whether they elect to partcipate tn the cost of the proposed operauon. if a drili-
‘ng r1g 1> on iocation. nouce of a propesai to rework. plug back or drill deeper may be given by teiephone and the response period shail be
limited to torty-eight (48) hours. exclusive of Saturday. Sunday and legai holidayvs. Failure ot a party receiving such notce to reply within
the period above tixed shall consutute an eiection by that party not to parucipate in the cost of the proposed operation. Any notice of
response given by telephone shall be promptiy confirmed in writung.

[f all parties elect to parucipate in such a proposed operation. Operator shail. within ninety (90) davs after expiration of the notce
period of thirty (30) days (or as promptiy as possible after the expiration of the forty-eight (48) hour period when a drilling rig s on loca-
tion. as the case mav be), actually commence the proposed operation and complete 1t with due diligence at the risk and expense of ail par-
ues hereto: provided. however. said commencement date may be extended upon written notice of same by Operator to the other parues,
for a period of up to thirty (30) additionai days if, in the soie opinion of Operator. such additionai time is reasonabiv necessary to obtain
permuts trom governmental authorities. surface rights (inciuding rights-of-way) or appropriate drilling equipment. or to compiete title ex-
Jminauon of curatuve martter required for title approvai or acceprance. Notwithstanding the torce majeure provisions ot Article X1. if the
actual operation has not been commenced within the time provided (including any extension thereot as specificailv permutted herein) and

If any party hereto suil desires to conduct said operanon, written notice proposing same must be resubmitted to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Arucie VI.B.1. or VILD.i. (Option
No. 2) elects not to parucipate in the proposed operation, then. in order to be entitied to the benefits of this Arucle. the party or parties
giving the nouce and such other parues as shall elect to participate in the operaton shall. within ninety (90) days aiter the expiration of
the notice period of thirty (30} days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on locauon. as the case may be) actuaily commence the proposed operation and complete it with due diligence. Operator shali perform all
work for the account of the Consenung Parties: provided. however. if no drilling rig or other equipment 1s on locarion. and if Operator is
a Non-Consentng Party. the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenung Parties as Operator to perform such work. Con-

senung Parties. when conducting operations on the Contract Area pursuant to this Article V1.B.2.. shail compiv with ail terms and con-
ditions ot this agreement.

If less than all parties approve any proposed operation. the proposing partv, immediately after the expiranon of the applicable
notice period. shall advise the Consenung Parties of the total interest of the parues approving such operation and its recommendation as
to whether the Consenung Parties should proceed with the operation as proposed. Each Consenting Party. within forty-eight (48) hours
{exclusive ot Saturday. Sunday and legal holidays) after recetpt of such notice, shail advise the proposing party of its desire to (a) limit par-
ticipation to such party s interest as shown on Exhibit **A"" or (b) cacry its proportionate part of Non-Consenang Parties” intecests. and
farlure to advise the proposing party shail be deemed an election under (a). In the event a drilling rig is on location. the time permitted for
such a response shail not exceed a total of forty-eight (48) hours (inclusive of Saturday. Sunday and legal holidays). The proposing party,
at 1ts election. may withdraw such proposal if there 1s insufficient parucipation and shall prompty notify all parties of such decision.

The enare cost and risk of conducting such operations shail be porne by the Consenting Parties in the proporuons they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shail keep the leasehold estates invoivest.in such
operations free and clear of il liens and encumbrances of every kind created by or arising from the operations of the Consenting-Parties.
If such an operation resuits in a dry hole, the Consenting Parties shall plug and abandon the weil and restore the suriace location at their
sole cost. risk and expense. If any weil drilled. reworked. deepened or plugged back under the provisions of this Article resuits in 8 pro-
ducer of oul and/or gas in paying quanaties. the Consenting Parties shali compiete and equip the weil to produce at their sole cost-and risk,
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and the weil shall then be turned over to Operator and shall be operated by 1t at the expense and for the account of the Caonsenting Par-
ties. Upon commencement of aperauons for the driiling. reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Arucie. each Non-Consenung Party shall be deemed to have reiinquished to Consentng Parties.
and the Consenung Parties shall own and be enutled to recewve. in proportion to their respectve interests. all of such Non-Consenung
Party’s interest 1n the well and share of producuon therefrom unui the proceeds of the sale of such share. caiculated at the well. or
market value thereot if such share 1s not soid. (after deducung producuon taxes. excise taxes. rovaity. overriding rovaity and other m-
-erests not excepted by Arucle [II.D. pavable out ot or measured by the producuon trom such weli accruing with respect to such interest
.aul it reverts) shall equai the totai ot the following:

150
-a) 288% of each such Non-Consenung Party’s share of the cost of any newiv acquired surface equipment beyond the welihead
connecuons tincluding, but not limited to. stock tanks. separators. treaters. pumping equipment and piping), pius of each such

Non-Consenung Party's share ot the cost of operaton Jt the well commencing with first production and conunuing until each such Non-
Consentung Party’s reiinquished interest shall revert to it under other provisions of this Article. it beng agreed that each Non-
Consenung Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Censenung
Party had it parucipated in the well from the beginning of the operauons: and

51300 % of that poruon of the costs and expenses of drilling, reworking. deepening, plugging back. testing and compieting.
atter deducung any cash contributions recerved under Arucle VII.C..and _3QQ % of that portion of the cost of newly acquired equip-
ment n the well (10 and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
parucipated theremn.

An eiecuon not to parucipate 1n the driiling or the deepening of a weil shall be deemed an election not to participate in any re-
~orking or piugging back operation proposed in such a weil. or portion thereot. to which the initial Non-Consent eiection applied that is
conducted at any time prior to full recovery by the Consenung Parties of the Non-Consenung Party’'s recoupment account. Any such
reworking or plugging back operauon conducted during the recoupment period shal}:, eemed p: the cost of operation of said well
and there shall be added to the sums to be recouped by the Consentng Parties one hundr cent % of that poruon of the costs of
the reworking or plugging back operanon which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during sucii recoupment period. the provisions of this Articte Vi.B. shall be ap-
plicable as between said Consenung Parties in said well.

During the period of time Consenung Parties are entitled to receive Non-Consenung Party's share of production. or the
oroceeds therefrom. Consenting Parties shall be responsibie for the payment of ail producton. severance. excise. gathering and other

taxes. and all royalty, overniding royaity and other burdens appiicable to Non-Consenting Party s share of production not excepted by Ar-
ucle [I1.D.

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

successful

Within sixty (60) days after thef/completion of any operation under this Article, the party conducting the operations for the
Consenung 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, deepening. plugging back. testing. completing, and equipping the well for production: or. at its
option. the operating party, i lieu of an itermzed statement of such costs of operation. may submit a detailed statement of monthly biil-
ings. Each month thereafter. during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations fGi e Cunsenung Partes—shail furnish-the Nenonsenung Partiss wnth an itemized statement of all costs and labilities 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 ofproceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of ol and gas
produced during any month, Consenting Parties shall use industry accepted methods such as. but not limited to. metering e 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 totai unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consentng Party shall revert o it as
abave provided: and if there is a credit balance. 1t shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenung Parties recover irom a Non-Consenung Party's relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it. and. from and after such reversion. such Non-
Consentung Party shall own the same interest in such well. the matenal and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenung Party would have been enutied to had it participated in the drilling, reworking, deepening or plugging
back of said weil. Thereafter, such ivon-Consenung Party shall be charged with and shall pay 1ts proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accountung Procedure attached herero.

Nortwithstanding the provisions of this Article VI.B.2.. it 1s agreed that without the mutual consent of all parues. no weils shall
be compieted in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such
well conforms to the then-exisung weil spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A.
except (a) as to Article VILD.1. (Option No. 2). if selected. or (b) as to the reworking, deepening and piugging back of such initiai well
after it has been drilled to the depth specified in Arucie VLA if it shall thereafter prove to be a dry hole or. if initially compieted for pro-
duction, ceases to produce in paymng quanuties.

3. Stand-By Time: When a weil which has been drilled or deepened has reached its authorized depth and ail tests have been
completed, and the resuits thereof furnished to the parties. stand-by costs incurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs. and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposai is subsequendy
withdrawn because of insuificient participauon, such stand-by costs shail be ailocated between the Consentng Parties in the proportion
each Consenung Party's interest as shown on Exhibit ‘A"’ bears to the total interest as shown on Exhibit “‘A’" of all Consenting Par-
t1es.

4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a '‘deepening’’ operation shall
also be appiicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein cailed ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanica difficuities. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the nouce shall. upon ejecting to participate. tender to the weil bore owners its proportionate share (equai
to its interest in the sidetracking operation) of the vaiue of that portion of the existing well bore to be utilized as follows:

{a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actuai costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previousiy produced. reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated. determined in accordance with the
provisions of Exhibit *‘C™", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notce for a sidetracking operation is given while the drilling rig to be utilized is on location. the response period
shall be limited to forty-eight (48) hours. exclusive of Saturday, Sunday and legal holidays: provided, however. any party may request and
receive up to aghe (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for ali stand-by time.
incurred during-suchrextenged response pertod. if more tan one party etects to take suci additronai ime to respond to the notice. stand-
by costs shail be ailocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
ty’s interest as shown on Exhibit **A’" bears to the total interest as shown on Exhibit ‘*A™" of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
exclusive ot production which may be used in development and producing operavons and in preparing and treaung od and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the producuon shail be borne by such party. Any party taking its share of production in kind shail be
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ARTICLE VI
continued
required to pay for only its proporuonate share of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area. and. except as provided in Article VILB.. shall be entitied to receive payment directiv from the purchaser thereof for
its share of all producuon.

In the event any party shall fail to make the arrangements necessary to take in kind or separateiv dispase of its proportionate share of
the of proauced from the Contract Area. Operator shail have the right, subject to the revocauon at will by the party ownmng it, but not
the obligation. to purchase such ol or seil it to others at any ume and from ume to ume. for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or saie by Operator shail be subiect always to the right of the
owner of the production to exercise at any ume 1ts right to take in kind. or separately dispose of. its share of all oil not previously
delivered to a purchaser. Any purchase or saie by Operator of any other partv's share of ol shall be onlv for such reasonable periods of
tme as are consistent with the mimmum needs of the industry under the parucular circumstances, but tn no event for z period in excess
of one (1) year.

In the event one or more partes’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party s respectve proporucnate share of totat gas sales to
be ailocated to it. the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parues hereto. whether such an agreement is attached as Exhibit “‘E’", or is a separate agreement.

D. Access to Contract Ares and Information:

Each party shall have access to the Contract Area at all reasonable times. at its sole cost and risk to inspect or observe operations.
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator 's books
and records relaung thereto. Operator. upon request, shall furnish each of the other parties with copies of all forms or reporrs filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month. and shall make avaiable samples of any cores or cuttings taken from any weil drilled on the Contract Area. The cost of

gathering and furnishing informauon to Non-Operator. other than that speaiied above, shail be charged to the Non-Operavwor that re-
quests the informaton.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be compieted as a dry hole shall not be plugged and abandoned
without the consent of ail parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposai to plug and abandon
such well. such party shail be deemed to have consented to the proposed abandonment. All such wells shall 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 obiects to plugging and abandoning such well shall~reve-the-mghesa~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 fully reimbursed as herein provided. any well which has been compieted as a
producer shail not be plugged and abandoned without the consent of all parues. If all parties consent to such abandonment, the weil shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If. within
thirty (30) days aiter recerpt of notce of the proposed abandonment of any well. all parties do not agree to the abandonment of such well.
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parues its proportionate share of the vajue of the weil’s salvable materiai and equipment. determined in accordance with the provisions of
Exhibit *‘C™", less the esumated cost of salvaging and the esumated cost of plugging and abandoning. Each abandoning party shail assign
the non-abandoning parues. without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the weil and related equipment. together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party 1s or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease. lLimited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervais of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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B, The assignments or leases so limited shall encompass the “*drilling un1t"* upon which the well is located. The pavments by, and the

assignments or ieases to, the assignees shail be in a ratio based upon the relauonship of their respecuve percentage of parucipation in the

Contract Area to the aggregate of the percentages of parucipation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaiming portion of the Contract Area.

Thereatter. abandoning parues shall have no turther responsibility, Lability. or interest in the operauon ot or producton from
‘ne weil 1n the interval or intervais then open otner than the rovaities retained in anv iease made under the terms ot this Arucle. Upon re-
.;uest. Operator shall continue to operate the assigned weil for the account ot the non-abandoning parues at the rates and charges con-
‘emplated Dy this agreement. plus anv additonai cost and charges which may arise as the resuit ot the separate ownership of the assigned
~ed. Upon proposed abandonment ot the producing intervai(s) assigned or leased. the assignor or iessor shall then have the option to
repurchase its prior interest in the well (using the same valuauon formula) and parucipate m further operations therein subiject to the pro-
visions hereot.

3. Abandonment of Non-Consent Operatons: The provisions of Article VI.E.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any weli excepted from said Articles: provided. however. no weil shall be
~ermanently plugged and abandoned unless and unul all parties having the nght to conduct further operatons therein have been notified

-1 the proposed abandonment and afforded the opportunity to elect to take over the weil in accordance with the provisions of this Article
\V1E.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The lability of the parues shall be several. not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operaung the Contract Area. Accordingly, the liens granted
among the parues in Article VIL.B. are given to secure only the debts of each severaily. [t is not the intenuon ot the parties to create, nor

shall this agreement be construed as creatng, a mimning or other partnership or association. or to render the parties liable as ers.
It is not the intention of the parties that this contract is made or intended for

Bhelggggnfdi an%m%ﬂfa%?t}:rd person.

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of o1l and/or gas when extracted and its interest 1n all equipment. to secure payment of its share of expense. together with interest thereon
at the rate provided in Exhibit ‘**C"". To the extent thar Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be enutied to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition. upon defauit by any Non-Operator in the payment of its share
of expense. Operator shall have the right, without prejudice to other rights or remedies. to collect from the purchaser the proceeds from
the sale of such Non"Operator 's share of oil andjor gas until the amount owed by such Non-Operator. plus interest. has been paid. Each
purchaser shail be entitied to rely upon Operator's written statement concerning the amount of any defauit. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) davs after rendition of a statement therefor by
Operator. the non-defaulting parties. including Operator. shall, upon request by Operator. pay the unpaid amount 1n the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtan
reimbursement thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

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

Operator. at its election, shall have the right from time to time to demand and receive from the other parties payment mn advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right mav be exercised oniy by submission to each such party of an sesmiaedsiaiement-oisucinasimeiod-crpensomiogehes.

<sutiam snvorce (. (7 Jhare tiec.i. Each such staterent and mvmce for the navent wr. advance ni estimared expense saaii be swbwmitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimase within
fifreen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time. the amount
due shall bear interest as provided in Exhibit *C"" until paid. Proper adjustment shall be made monthly between advances and-actual ex-
pense to the end that each party shail bear and pay its proportionate share of actual expenses incurred. and no more.

D. Limitation of Expenditures:

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

1o

X Opuon No. |: All necessary exvenditures tor the drilling or geepening. testing. compieting and equipping ot the weil. including
necessarv tankage andfor surtace facilities.

— Option No. 2: All necessary expenditures tor the drilline or deepening and testing ot the weil. When sucn weil has reached its
authorized depth. and ail tests have been compieted. and the resuits thereot turnished to the parues. Operator shail ¢ive immediate notice
: the Non-Operators who have the right to partictpate in the compieuon costs. The parties recerving such nouce shail have torty-emhit

-3) hours (exciusive of Saturday. Sundav ana legal holidavs) in wnich to eiect to parucipate mn the setung ot casing and the compietion at-
-empt. Such elecuon. wnen made. shail include consent to ail necessarv expenditures tor the compieung and equipptng of such weil. in-
-inding necessary tankage and:or surtace tactiiies. Failure ot any party recetving such notice to reply withun the pertod above fixed shail
consttute an electon by that party not to participate in the cost ot the completion attempt. [f one or more. but less than ail of the parttes.
elect to set pipe and to attempt a compleuon, the provisions of Articie VI.B.2. hereot (the phrase “reworking, deepening or plugging
back " as contained in Arucle VI.B.2. shail be deemed to include **compietung ") shall apply to the operauons thereatter conducted by less
than all parues.

2. Rework or Plug Back: Without the consent ot all.parties. no well shall be reworked or plugged back except a well reworked or
rlugged back pursuant to the provisions ot Article VI.B.2. of this agreement. Consent 1o the reworking or piugging back of a well shall
include all necessary expenditures 1n conducting such operatons and compieting and equipping ot said well. including necessarv tankage
andior surtace facilities.

3. Other Operauons: Without the consent of all parues. Operator shall not undertake any singie protect reasonably estimated
to require an expenditure 1n excess of Twenty-five thousand Dollars i3 25,000.00 )
except mn connection with a weil. the drilling, reworking, deepening, compieting, recompleting. or plugging back of which has been
previously authorized by or pursuant to this agreement: provided. however. that. in case of expiosion. ure. tlood or other sudden
emergency. whether of the same or different nature. Operator may take such steps and ncur such expenses as 1a tts optnion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible. shall report the emergency to the other
parues. [f Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesung
an information copy thereof for any single project costing in excess ot ﬁ teen thousand
Dollars i3 15 9d> . ; but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royaities which may be required under the terms of anv iease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement. such parties may designate one of such parties to make said payvments for and on
behaif of all such parties. Any party may request. and shall be entitled to receive. proper evidence of all such pavments. In the event of
failure to make proper payment of any rental. shut-in weil payment or minimum rovalty through mistake or oversight where such pay-

ment 1s required to contnue the lease in force, any loss which results from such non-payment shail be borne in accordance with the pro-
visions of Article [V.B.2.

Operator shall notify Non-Operator of the anticipated compietion of a shut-in gas well. or the shutting 1n or return to production
of a producing gas well. at least five (5) days texcluding Saturday, Sunday and legal holidays), or at the eariiest opportunity permitted by
circumstances. prior to taking such action. but assumes no liability for failure to do so. In the event of failure bv Operator to so notify
Non-Operator. the loss of any lease contributed hereto by Non-Operator for failure to make timelv payvments ot any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the first calendar vear aiter the effective date hereof. Operator shall render for ad valorem taxation all property
subject to this agreement ~ ~ch by law shouid be rendered for such taxes. and it shall pay all such taxes assessed thereon before they
become delinquent. Prior t. .ne rendition date, each Non-Operator shall furnish Operator information as to burdens (to inciude. but not
be limited to, royaities, overriding royalties and production payments) on leases and oil and gas interests contributed bv such Non-
Operator. [f the assessed valuation of any leasehold estare is reduced by reason of its being subject to outstanding excess rovaities, over-
riding royaities or production payments. the reduction in ad valorem taxes resuiting therefrom shall inure to the benefit of the owner or
awners of such leasehold estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party s working interest. then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto n accordance with the tax

value generated by each party s working interest. Operator shall biii the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit *'C™".

If Operator considers any tax assessment improper, Operator may, at its discretion. protest within the time and manner
prescribed by law. and prosecute the protest to a final determination. uniess all parties agree to abandon the protest prior to final deter-
mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay. under protest. all such taxes and any
interest and penaity. When any such protested assessment shall have been finaily determined. Operator shail pay the tax for the foint ac-

count, together with anv interest and penaity accrued. and the total cost shall then be assessed against 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 production or handling of such party’s share of oil andfor gas produced under the terms of this agreement.
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ARTICLE VII
continued

G. Ilosurance:

At all times while operations are conducted hereunder. Operator shail comply with the workmen's compensauon law of
“he state where the operatons ... ¢ being conducted: provided. however, that Operator may be a self-insurer tfor lability under said com-
~ensauon laws in which event the oniy charge that shall be made to the joint account shall be as provided in Exhibit **C"". Operator shail
ilso carry or provide insurance tor the benetit of the joint account ot the parues as outlined in Exhibit **D"", attached to and made a part
nereot. Operator shall require ail contractors engaged in work on or tor the Contract Area to compiv with the workmen's compensation
1w of the state where the operauons are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit **D'’, or subsequenty recetves the approval of the
parties. no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insotar as they embrace acreage in the Contract Area, shall not be surrendered in whole
o 1n part uniess all parties consent thereto.

However. should any party desire to surrender its interest in any lease or in any portion thereof. and the other parties do not
agree or consent thereto. the party desiring to surrender shall assign, without express or implied warranty of title. ail of its interest in
such lease. or portion thereof. and any well, materiai and equipment which may be located thereon and anv rights in production
thereafter secured. to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an o1l and gas lease covering
such ol and gas interest for a term of one (1) year and so long thereafter as o1l and/or gas is produced from the land covered thereby, such
lease 1o be on the form attached hereto as Exhibit **B*". Upon such assignment or lease, the assigning party shail be relieved from all
obligauons thereafter accruing, but not theretotore accrued. with respect to the interest assigned or leased and the operation of any weil
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
ducton other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shail pay to the
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit ''C’", less the estimated cost of
salvaging and the esumated cost of plugging and abandoning If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

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

assigned. leased or surrendered. and subsequent operations thereon. shall not thereafter be subject to the terms and provisions of this
agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement. all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) davs following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, nsofar as such lease affects lands within the Contract Area. by paying to the party who acquired it their several proper pro-

portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

[f some. but less than all. of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to parucipate therein. in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein
bv the acquiring party.

The prowisions of this Arti'. =0 ol | cnewal lzases xheiher thev are fut the endte snterest covered by thc expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease. or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but any iease takea-or con-

tracted for more than six (6) months after the expiration of an existing 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 1s in force. if any party contracts for a contribution of cash towards the drilling of 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 1t against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whor the con-
tribution 15 made shall promptly tender an assignment of the acreage. without warranty of title, to the Drilling Parties in the praportions

A
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ARTICLE VIII
continued

satd Drilling Parties shared the cost of drilling the weil. Such acreage shail become a separate Contract Area and. to the extent possible., be
governed by provisions identical to this agreement. Each party shall prompdy noutfy all other parnes of any acreage or cash conwibutions
it may obtain in support of any weil or any other operation on the Contract Area. The above provisions shall also be applicable to oy
uonal rights to earn acreage outside the Contract Area wiich are in support of a weil drilled inside the Contract Area.

If any party contracts tor anv consideration reiating to disposiion of such party's share of substances produced hereunder. such
-onsiderauon shall not be deemed a contribution as contempiated in this Arucie VIIL.C.

D. Maintenance of Uniform interest:

For the purpose of maintaining uniformity ot ownership in the oil and gas leasehold interests covered by this agreement, no

party shall sell, encumber. transter or make other disposition ot its interest 1n the leases embraced within the Contract Area and in weils.
vquipment and production uniess such disposition covers either:

1. the enure interest of the party in ail leases and equipment and production: or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale. encumbrance. transter or other dispositon made by any party shali be made expressly subject to this agreement
and shail be made without prejudice to the right of the other parues.

If. at any time the interest of any party 1s divided among and owned by four or more co-owners, Operator. at its discretion, may
require such co-Owners to appoint a single trustee or agent with full authority to recetve nouces. approve expenditures, receive billings for
and approve and pay such party s share of the joint expenses. and to deal generaily with. and with power to bind. the co-owners of such
party s interest within the scope of the operations embraced in this agreement: however, all such co-owners shail have the right to enter
into and execute all contracts or agreements tor the disposition of their respectve shares of the oil and gas produced from the Contract
Area and they shall have the right to receive. separateiv, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

if permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an

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

o "‘4’“'."' BRGSOt AR R R =P SN SO et LG

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parues hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective. or that this agreement and operations hereunder shall not constitute a partmership. if. for federal income tax
purposes. this agreement and the operations hereunder are regarded as a partnership. each party hereby affected elects to be excluded
from the application of ail of the provisions of Subchapter ““K**, Chapter 1. Subtitle **A"*, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the reguiations promuigated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specificallv. but not by wav of limiration. all of the returns. statements,
and the data required by Federal Reguiauons 1.761. Shouia tnere be any requirement tnat eacn party hereby affected give turther
evidence of this election. each such party shall execute such documents and furnish such other evidence as may be required-by the
Federai Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Contract
Area 15 located or any future income tax laws of 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 Codeis per-
mitted. each party hereby affected shall make such election as may be permitted or required by such laws. in making the foregoing elec-

tion. each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computanon of partnership taxable income. o

P
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settie any  :le uninsured third party damage ciaim or swit anising from operations hereunder if the expenditure
Joes not exceed__ 120 Thousand and no/100===--ecewacocooaamaacanaaaa-"- bttt ==== Dollars
3 10, .00 , and if the payment 15 in compiete settiement ot such ciaim or suit. if the amount required for settiemnent ex-
:eeds the above amount, the partes hereto shail assume and take over the further handling ot the ciaim or suit. uniess such authority is
Jeiegated to Operator. All costs and expenses ot handling, settiing, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parues parucipaung in the operation from which the claim or suit anses. If a claim is made against any party or if any party is
sued on account of any matter arising from operauons hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shail immediately noutfy all other parties. and the claim or suit shall be treated as any other claim
or suit mnvolving operations hereunder.

ARTICLE XIL.
FORCE MAJEURE

If any party 1s rendered unabie. wholly or in part. by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments. that party shall give to ail other parues prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the nouce. so far as they are affected by the force
majeure, shall be suspended during, but no longer than. the continuance of the force majeure. The affected party shall use all rezsonable
diligence to remove the force majeure situauon as quickly as pracucable.

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

The term ““force maseure ". as here emploved. shall mean an act of God. strike. lockout, or other industrial disturbance, act of
the pubiic enemy. war. blockade. public riot, lightning. tire. storm. flood. expiosion. governmentai action. governmental delay, restraint
or inacuon. unavailability of equipment. and any other cause, whether of the kind specificallv enumerated above or otherwise. which is
not reasonably within the controi of the party claiming suspension.

ARTICLE XIIL
NOTICES

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

ARTICLE XIIL
TERM OF AGREEMENT

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

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

X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
agreement,. resuits in production of oil and/or gas in paying quantities. this agreement shall continue in force so long as any such well or
wells produce. or are capabie of production. and for an additional period of _&. days from cessation of all production; provided,
however. if, prior to the expiration of such additional period. one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing. plugging back, testing or attempting to compiete a weil or wetis nereunder, this agreement shall continue n torce untii such opera-
tions have been completed and if production resuits therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VI.A., or any subsequent weil drilled hereunder, resuits in a dry hole. and no other well is producing, o capable
of producing oil and/or gas trom the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
ing operations are commenced within __“~ ___ days from the date of abandonment of said weil.

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

\. Laws. Reguiations ana Orders:
T-is agreement snaii dDe supiect to Ne CONServation (aws Of tNe stale 1n Wwnich the Lontract Area 1s wcated. to the vand ruies.
U12UONS. 1Na Orders of 4Ny duiv CONsSUtuted regulatory DoAav of sdid sLTe: and 1o i vther Jppicaple tederal. state. and locai laws. or-
..nances. rules. fegulations. ana oraers.
B. Governing Law:
This agreement and ail matters pertatning nereto. inciuding, put NOt iimited to. MJtters ot pertormance. non-pertormance. breach.

- :medies. procequres. rignts. duties and mterpretaton or constructon. snall be governea and determined ov the law ot the state in which
~e Contract Area 1s iocateq. if the Contract Area is 1n two or more states. the iaw ot the state ot New Mexico

aail govern.
.. Reguiatory Agencies:

Nothing neremn contaned shall grant. or pe construed (o grant. Operator the right or Juthority to waive or reiease anv rights.
‘riviieges. or obiigations wnich Non-Operators mav have unger tederat or state 1uws or under ruies, reguiations or oraers promuigated
.Ader sucn laws 1n reterence to Oii. ¢as and Mineral operatons. inciuding the iocation. vperation. Or Proauction of weiis, on tracts otiset-
:ng or agiacent to the Contract Area.

“With respect to operauons hereunger. Non-Operators agree to reiease Uperator trom anv and all losses. uamages. mnuries. clums
.NQ causes Of acuon arising out oOf. incident 10 or resuiting directiy or indirectiv from Uperator s interpretauon or Jppiication ot ruies.
-.iings. regutauons or orders ot the Department ot Eneriy or predecessor or successor agencies to tNe extent sucn iNterpretation or ap-
‘ucation was made 1 good taith. Each Non-Urerator turther agrees to reimourse Operator 10r anv amounts appucadie o such Non-
- )perator s snare ol Droduction tnat Uperator mav de required to retund. redate or pav s 4 resuit ot such J4n 1Ncorrect nteroreraton or
.ophication. together with interest and penaities tnereon owing by Operator s J4 resuit of such INCOrrect interpretation or appiication.

Non-Operators authiorize Operator to prepare and submit such documents as mav be required to he submitted to the purchaser
¢ anv crude o1l sold hereunaer or to anv other person or enuty pursuant to the requirements ot the ~*Crude Ol Windtall Profit Tax Act
t i1980°". s same may be amended from ume to ume (" Act ). und any vaiid reguiations or ruies which mav be wssued by the Treasury

Department trom time to ume pursuant to sait Act. Each partv hereto aerees to turnish anv and all ceruncattons or other intormation
which 1s required to be turmshed by sad Act in 1 umely manner and tn suthicient detail to permut compiance with said Act.

ARTICLE XV.
OTHER PROVISIONS

e — - .
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1 ARTICLE XV1.
N MISCELLANEOQOUS

- This agreement shail be binding upon ana shall inure to the benetit 0f the parues nereto ang to their respecuve hews. devisees.
2241 representauves. SUCCESSOrS and assigns.

This inscrument mav 0e executea tn anv NUMOEr Of COURLErparts. eacn of wnicn snail be consigerea an oneinai tor au purposes.

IN WTTNESS WHEREQF. this agreement shall be etecuve as ot dav ot 19

12 OPERATOR
3

A MESA OPERATING LIMITED PARTNERSHIP
" ' By: Pickens Operating Co., General Partner

- By:
. Richara W. Petrie
9 Manager-Land & Acquisitions

- NON-OPERATORS

AMOCO PRODUCTIUN COMPANY

3 : By:

48
49
50
51
52
53
54
55
56
57
58 -
59

6l

62 "

- 15 -
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! ARTICLE XVI1.
2 MISCELLANEQUS

- This agreement snali be binding upon and shall inure to the benent of the parues nereto and to ther respecuve news. devisees.
: .22l representauves. SUCCESSOTS a..J assigns.

This INSTUmMeNt mav De executed i anv NuUMOeEr Ot Counterparts. eacn of which shail be consigerea an onainat tor al purposes.

IN WITNESS WHEREOF. this agreement snail be ettecuve as ot dav ot 19

OPERATOR

—

vie e e -
G N e s b e O

MESA OPERATING LIMITED PARTNERSHIP
By: Pickens Operating Co., General Partner

07 By:
3 - Richara W. Petrie
9 ) Manager-Land & Acquisitions

- NON-OPERATORS

» AMOCO PRODUCTIUN COMPANY

s By: -

62 T
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ARTICLE XV1.
MISCELLANEOUS

This agreement snail be pinding upon and shall 1nure to the benetit of the parues nereto and to thexr respecuve hews. devisees.

.egal representauves. SUCCessors o..d assigns.

This insgument Mav De executea in anNv NUMOEr Of COUNTErparts. €acn of wWnicn shail be consicerea an onmnai for ali purposes.

IN WITNESS WHEREOF. this agreement snail be ettecuve as ot Jav ot 19

OPERATOR

MESA OPERATING LIMITED PARTNERSHIP
2 ‘ By: Pickens QOperating Co., General Partner
By:

.Richaro W. Petrie 744-—2

Manager-Land & Acquisitions

NON-OPERATORS

AMOCO PRODUCTIUN COMPANY

By: -

Y

. 15-



EXHIBIT '"A"™

Attached to and made a part of that certain Operating Agreement
dated March 15, 1990 by and between Mesa Operating Limited
Partnership as .perator and Amoco Production Company, as Non-
Operators.

(1) Identification of lands subject to agreement:

Township 30 North, Range 10 West
Section 33: W/2

San Juan County, New Mexico

(2) Restriction, Zf any, as to depths or formations: Fruitland

Coal
(3) Percentages or fractional interest of parties to this
agreement:
Mesa Operating Limited Partnership 50.12%
Amoco Production Company 49.88%

(4) Addresses:

Mesa Operating Limited Partnership
P. O. Box 2009
Amarillo TX 79189-2009

Amoco Producton Company
P. 0. Box 800
Denver CO 80201-0800
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EXHIBIT w o

Attached to and made a partof _that certain Operating Aareement dated March 15, 1990

sy and cetween Mesa Operating Limited Partnersnip, as Operator., ana
lmoco Production Company, as Non-Uperator. ’

e ey

ACCOUNTING PROCEDURE
| JOINT OPERATIONS

[. GENERAL PROVISIONS

' 1. Definitions

~Joint Property”’ shail mean the reai and personai property subject to the agreement to which this Accounting Procedure
; 's attacned.

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

~Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
:ions and which are to be shared bv the Parties.

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

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

I* “Parties” shail mean Operator and Non-Operators.

' “First Levei Supervisors” shall mean those empiovees whose primary function in Joint Operations is the direct supervision
»f other empiovees and/or contract labor directiy empioyed on the Joint Property in a field operating capacity.
“Technicai Empioyees” shall mean those empioyees having special and specific engineering. geoiogical or other profes-
sional skills. and whose primary function 1n Joint Operations is the handling of specific operating conditions and probiems
for the benefit of the Joint Property.

“Personal Expenses” shail mean travel and other reasonable reimbursable expenses of Operator’'s emplovees.

: “Materiai” shall mean personal property. equipment or supplies acquired or neid for use on the Joint Property.
“Controilable Material” shall mean Material which at the time is so classified in the Materiai Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac- .
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure.
lease or facility. and all charges and credits summarized by appropriate ciassifications of investment and expense except

| that items of Controllable Materiai and unusual charges and credits shall be separately identified and futly described in
- detail.

3. Advances and Payments by Non-Operators

| A. Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
: share of estimated cash outiay for the succeeding month's operation within fifteen (13) days after receipt of the bill-
i ing or by the first day of the month for which the advance is required. whichever 1s later. Operator shall adjust each
; monthiy billing to reflect advances received from the Non-Operators.

[

B.  Each Non-Operawr shall pay its proportion of all bills within fifteen (15) days after receipt. If pzx?(mem is_.not made

\Bléfrl_ll su,gh time. the erpaid balance shail bear interest monthly at the prime rate in eifect at | €Xas_Commerce
2

1 QUSTON, [eXaS _ on the first day of the month in which delinquency occurs plus 1% or the maximum

contract rate permitted by the applicable usury laws in the state tn which the Joint Property is located. whichever
is the lesser. plus attorney's fees. court costs. and other costs in connection with the collection of unpaid amounts.

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided. however. all biils and statements rendered to Non-Operators by Operator during any calendar vear shall con-
clusively be presumed to be true and correct after twenty-four t24) months following the end of any such calendar vear,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
perator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed

period. The provisions of this paragrapn shail not prevent adjustments resuiting from a physicai inventory of Controilable
Materai as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A. A Non-Operator. upon notice in writing w Operator and all other Non-Operators. shall have the right to audit Opera-
1or's accounts and recoras -elating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end ot sucn calendar vear: provided. however. the making of an audit shail not extend the ume
“or the taking of written exception to and the adjustments of accounts as provided for in Paragrapn 4 of this Section
{. Where there are two or more Non-Operators. the Non-Operators shail make everv reasonanie effort to conduct a
-0int audit in a manner which wiil resuit in a minimum of inconvenience w the Uperator. Uperator shali bear no por-
tion of the Non-Operators audit cost incurred under this paragrapn uniess agreed to by the Uperator. The audits
shall not be conducted more than once each year without prior approvat of Operator. except upon the resignation or
removai of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

Audits

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

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressiv required under other sections of this
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions

in regard thereto. Operator shail notify all Non-Operators of the Operator’'s proposal. and the agreement or approval of
a majority in interest of the Non-Ogerawrs shall be controiling on ail Non-Operators.

-~

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following iterns:

1.

Ecological and Environmental

Costs incurred for the benetit of the Joint Property as a resuit of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may inciude surveys of an ecoiogicai or archaeoiogical
nature and poilution control procedures as required by applicable laws and reguiations.

Rentals and Royalties

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

Labor

A. (1) Salaries and wages of Operatwr's field employees directly employed on the Joint Property in the conduct of Joint
Operations.

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

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

(4) Salaries and wages of Tec‘hnical Emplqyees either temporarily or permanently assigned to and directly empioyed
in the operation of the Joint Property if such charges are excluded from the overnead rates.

B. Operator's cost of holiday. vacation. sickness and disability benefits and other customary allowances paid to empioyees
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

salarigs and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment
is used. the rate shall be based on the Operator's cost experience.

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

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

Employee Benefits

Operator's current costs of established plans for empioyees’ group life insurance. hospitalization. pension. retirement. stock

purchase, thrift. bonus, and.—ﬂther{?enem—p_iam of a like nature. appticanle o Operator's lzbor cost cna: geavle w the Joint
Account under Paragraphs 3A and 3B of this Section I shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Councii 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 to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumuiation of surplus stocks shail be avoided.
Transportation

Transportation of employees and Materiai necessary for the Joint Operations but subject to the foilowing limitations:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties. no charge shail be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like materiai
is normally available or railway receiving point nearest the Joint Property uniess agreed to by the Parties.
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10.

11

12.

13.

14.

B. If surpius Material is moved to Operator’s warehouse or other storage point. no charge shail be made to the Joint Ac-
count for a distance greater than the distance to the nearest reiiable supply store where like material is normally
avaiiable. or raiiway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shalil be

made to the Joint Account for moving Materiai to other properties belonging to Operator. uniess agreed to by the
Parties.

[n the apptication of subparagrapns A and B above. the option o equaiize or charge actual trucking cost is available
rnen the actuai charge 1s 3400 or less exctuding accessoriai charges. The 3400 wiil be adjusted to the amount most
recently recommended bv the Councit of Petroteum Accountants Societies.

sServices

The cost of contract services, equipment and utilities provided hv outside sources. except services excluded by Paragraph
11} of Section Il and Paragraph 1. ii. and iii. of Section III. The cost of professional consuitant services and contract ser-
ices of technicai personnel directiv engaged on the Joint Property if such charges are exciuded from the overhead rates.
The cost of professional consuitant services or contract services of technical personnel not directly engaged on the Joint
Property snali not ve charged to the Joint Account unless previousiy agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership a_nd_ operation. Such rates shall include costs of matntenance. repairs. other operating expense,.
1r{s‘bJéa[r\1lc§. Laxes. deprecxat.uﬁ and interest on gross investment less accumuiated depreciation not to exceed

_LWEIVE  percent(_._1& 5) per annum. Such rates shail not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. [n lieu of charges in paragraph 2A above. Uperator may elect to use average commercial rates prevailing in the immedi-

ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the
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
ncurrea by fire. flood. storm. theft. accident. or other cause. except those resuiting irom Uperator's gross negligance or

wiilful misconduct. Operatqr shall furnish Non-Operatwor written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Costs and expense of handling, investigating and settling litigation or claims, discharging of liens, payment
of judgments and amounts paid for settlement of claims incurred in or resuiting from operations under the
agreement or necessary to protect or recover the Joint Property, and the costs and expenses incurred in con-
nection with hearings and other matters before governmental bodies and agencies and costs and expenses in-

curred in examining and curing title, except that no charge for services of Operator's legal staff shall be
made.

Taxes

All taxes of every kind ;md nature assessed or levied upon or in connection with the Joint Prepertv. the operation thereof.
or the production theretrom. 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 partv's working interest. then notwithstanding

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

Insurance (See Exhibit "D" attached)

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Uperations 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. include the risk under its self-
insurance program and in that event. Operator shall inciude a charge at Operator's cost not to exceed manual rates.

Abandonment and Reclamatisn

Cos;s incurred for abandonment of the Joint Property. including costs required by governmental or other regulatory
authority.

Communications

Cost of acquiring. leasing. installing, operating, repairing and maintaining communication systems. including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Uperator owned. charges to the Joint Account shall be made as provided in Paragraph 3 of this Section LI.

Other Expenditures

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

8 of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the .Joint
perations.
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III. OVERHEAD

Overhead - Drilling and Pr-ducing Operations

3
I

il

B.

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

i X) Fixed Rate Basis. Paragraph 1A, or
{ ) Percentage Basis. Paragrapn 1B

Unless otherwise agreed to by the Parties. such charge shalil be in lieu of costs and expenses of all offices and salaries
or wages pius appiicable burdens and expenses of all personnel. except those directiy chargeabie under Paragraph
3A. Section [I. The cost and expense of services from outside sources in connection with matters of taxation, traffic.
accounting or matters before or invoiving governmentai agencies shall be considered as inciuded in the overhead rates

provided for in the above seiected Paragraph of this Section III uniess such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consuitant services
and contract services of technicai personnel directly empioyed on the Joint Property:

{ ) shall be covered by the overhead rates. or
(X ) shail not be covered by the overnead rates.

The saiaries. wages and Personal Expenses of Technicai Employees and/or costs of professional consuitant services

and contract services of technical personne! either temporariiy or permanentiy assigned to and directly employed in
the operation of the Joint Property:

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

Overhead - Fixed Rate Basis

{1} Operator shail charge the Joint Account at the following rates per weil per month:

Drilling Well Rate § _3831
{Prorated for less than a full month)

Producing Well Rate $ 382

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

(1) Charges for drilling wells shail begin on the date the well is spudded and terminate on the date the drill-
ing rig. completion rig. or other units used in compietion 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 weils undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shail be made at the drilling weil rate. Such charges shall be applied for the period
from date workover operations. with rig or other units used in workover. commence through date of rig

or other unit release. except that no charge shall be made during suspension of operations for fifteen
{15) or more consecutive calendar days.

{b) Producing Well Rates

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

{2) Each active compietion in 2 muiti-completed well in which production is not commingied down hole shall

be considered as a one-weil charge providing each completion is considered a separate weil by the govern-
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall

be considered as a one-well charge providing the gas well is directly connected to 2 permanent sales
outlet,

. 4} A one-well charge shall be made for_the month in which phxgging‘énd ahandonment operations sra anr.

pietea on-any weil. This one-weii cnargesirail be mane wnetneror not the weir hias proaucea except when
drilling weil rate appiies.

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

{3} The weil rates shall be adjusted as of the first day of Aprii each vear following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekiy earnings of Crude Petroleum and Gas
Production Woricers for the last calendar year compared to the caiendar year preceding as shown by the index
of average weekiy earnings of Crude Petroieum 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

Ca.nada. as applicable. The adjusted rates shall be the rates currently in use. pius or minus the computed ad-
justment.

Overhead - Percentage Basis

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

-4-
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{a) Deveiopment

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

tb) Operaung

Percent ( %) of the cost of operating the Joint Property exciusive of costs provided under
Paragrapns 2 and 10 of Section il. 2ll saivage credits. the vaiue of injected substances purchased for secondary
recovery and ail taxes and assessments which are ievied. assessed and paid upon the mtnerai interest in and
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragrapn LB of this Section {II. development
shall inciude all costs in connection with drilling, redrilling, deepening, or any remediai operations on any or all
wells involving the use of drilling rig and crew capabie of driiling o the producing intervai un the Joint Prop-
erty: also. preiiminary expenditures necessary in preparation for drilling and expenditures tncurred in abandoning
when the weil is not completed as a producer. and original cost of construction or instailation of fixed assets. the
expansion of fixed assets and any other project cleariy discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
‘ixed assets. and any other project cleariy discernible as a fixed asset required for the development and operation of the

Joint Property, Operator shall either negotiate a rate prior to the beginning of construction. or s'n?gl c&xa ge the Jount
Account for overhead based on the following rates for any Major Construction project in excess of $ _;_6Jb__ :

A. 3 %of first $100.000 or total cost if less. plus

3. __3___ % of costs in excess of $3100.000 but less than $1.000.000. plus
2

C. _—— "% of costs in excess of $1.000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of a singie

project shall not be treated separately and the cost of drilling and workover wells and aruficial lift equipment shall be
excluded.

Catastrophe Overhead

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

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

A, __5___ % of total costs through $100.000: ptus
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 appiy.

Amendment of Rates

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

~dhen design and engineering is furnished by third party contractors and charged to

the Joint Account, the construction overhead charges on projects in excess of
$25,000.00 shall be 1-1/2% of total cost.

(Y




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

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

4

1. Purchases B}
Material purchased shall be charged at the price paid by Operator after deduction
of all discounts received. In case of Material found to be defective or returned

to vendor for any other reasons, credit shall be passed to the Joint Account when
adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint

Property or disposed of by the Operator, uniess otherwise agreed to by the Parties,
shall be priced on the following basis:

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

(a) Tubular goods, sized 2-3/8" 0D and larger, except line pipe shall be
_priced at the current market price based on the average monthly spot
market price as determined by Pipe Logix, Inc. which is published in

the American Metal Market Magazine effective on the date of movement

plus transportation cost to be calculated by using the 0i1 Field
Haulers Association's published interstate 30,000 pound truck rate

from the nearest reliable supply store to the Joint Property which
handles such material.

(b) For grades which are special to one mill only shall be priced at the
actual cost of that material plus transportation cost to be
calculated by using the 0il Field Haulers Association's published
interstate 30,000 pound truck rate from the nearest reliable supply
store to the Joint Property which handies such material.

(c) Special end finish tubular goods shall be priced at the actual cost
of that material plus transportation cost to be calculated by using
the 0il Field Haulers Association's published interstate 30,000
pound truck rate from the nearest reliable supply store to the Joint
Property which handles such material.

(d) Macaroni tubing (size less than 2-3/8 inch 0D) shall be priced at
the actual cost of that material plus transportation cost to be
calculated by using the 0il1 Field Haulers Association's published
interstate truck rate per weight of the tubing transferred from the

nearest reliable supply store to the Joint Property which handles
sue material,

(2} Line Pipe

(a) Line pipe movements (except size 24 inch 0D and larger with walls
3/4 inch and over) 30,000 pounds or more shall be priced under

provisions of tubular goods pricing in Paragraph A.(1)(a) as
provided above.



(b) Line pipe movements (except size 24 inch OD and larger with walls
3/4 inch and over) less than 30,000 pounds shall be priced under

provisions of tubular goods pricing in Paragraph A.(1l)(a) as
provided above.

(c) Line pipe 24 inch 0D and over and 3/4 inch wail and larger shall be

priced under provisions of tubular goods pricing in Paragraph
A.(1 (a) as provided above.

‘3) Other Material shall be priced at the actual cost of that material, plus
transportation costs to be calculated by usirg 0i1 Field Haulers
Association's published interstate 20,000 pound truck rates from the

nearest reiiable supply store to the Joint Property which handles such
material.

‘4) Unused new Material moved from the Joint Property shall be priced as
provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

Material 1in sound and serviceable condition and suitable for reuse without
reconditioning:

(1) Material moved to the Joint Property

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

(2) Material used on and moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by

Paragraph A, if Material was originally charged to the Joint Account
as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by

Paragraph A, if Material was originaily charged to the Joint Account
as used material.

(3) Material not used on and moved from the Joint Property

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

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

Other Used Material

(1) Condition C

Material which is not in sound and serviceable condition and not suitable
for its original function until after reconditioning 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.

(2) Condition D

Material, excluding junk, no lc=ae- -iit-ile “gr +s sriginal purpose,
but usable for some other purpose shall be priced on a basis commensurate
with its use. Operator may dispose of Condition D Material under

procedures normally wused by Operator without prior approval of
Non-Operators.

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as
Grade A and B seamless line pipe of comparable size and weight.

Used casing, tubing or drill pipe utilized as line pipe shall be
priced at used line pipe prices.



iy

b) Casir~, tubing ar drill pipe used as higher pressure service lines
than standard line pipe, e.g. power o0il lines, shall be priced under
normal pricing procedures for casing, tubing, or drill pipe. Upset
tubular goods shall be priced on a non upset basis.

f3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of

Condition E Material under procedure normally utilized by Operator
without prior approval of Non-Operators.

0. Obsolete Material

Material which is serviceable and usable for its original function but
condition and/or value of such Material is not eguivalent to that which would
Justify a price as provided above may be specially priced as agreed to by the

Parties. Such price should result in the Joint Account being charged with the
value of the service rendered by such Material.

E. Pricing Conditions

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

year. Such rate shall be published each year by the Council of Petroleum
Accountants Societies.

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

Aarranty of Material Furnished by Operator

Operator does not warrant the Material furnished.
credit shall not be passed to the Joint Account unti
by Operator from the manufacturers or their agents.

In case of defective Material,
1 adjustment has been received

V. INVENTORIES

The Operator shall maintain detailed records of Controiiable Material.

1.

(&

Periodic Inventories, Notice and Representation

At reasonable intervals. inventories shall be taken by Operator of the Joint Account Controllable Material. Wntt_en notk:cet
of intention to take inventory shail be given by Operator at least thi;'ty 130) days before any inventory is to begin sot a-
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators tw be represented at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account re-niti= f=oem the reeonciliation of 1 nhveical inventorv shall be made within :éix
months following the taking of the inventory. inventory aajustments shau ve maqe Dy Uperawr w0 Lhe Jo::lt tzclcou:x‘i eor
overages and shortages. but. Operator shail be held accountable only for shortages due to lack of reasonable diligence.

Special [nventories

ial i ' i i in the Joint Property.
Special inventories may be taken whenever there is any sale. change of interest. or change of Operator in :
[Lpse;all be the duty of the party selling to notify all other Parties as quickly as possible after the transfer ofl lnter:scthtaa:es
siace. [n such cases. both the selier and the purchaser shall be governed by such inventory. In cases invoiving ge
»f Operator. aii Parties shall be governed by such inventory.

Expense of Conducting inventories

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

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

ictacned to and made a part of Joint Operating Agreement dated _March 15 , 1990

-v and between Masa Qperatina Limited Partnersnio , as Operaror, and
amoco Production Company, as Non-Uperator.

e C:mpine@ ~“~‘xea -ates, 33 raretorore cCroviged Lnaer Secticn 11,
“iragraon <. 3t tne (JPAS ~ccounting ~Froceaure I wnicn  Tnis  Icneauie s
sgtacned. :nall be in iieu of ail charges to the uoint Account for tne indgirect
-2STS ana expenses incurrea Dy Operator in providing the joint operations with
<ne proaucing ana development <unctions and services nereinatter identified as
lompensation for Administrative, Supervision, Office Services ana darenousing
10StTS.

"he tollowing reflects a representative abridgea listing of the functions
:na/or services wnich snall be considered as included in the Qperatar's District
“xpense and Warehousing, and snould serve as a guide for similar functions in-
s2nded <> be covered by the Combinea Fixed Rates even though some of the
‘unctions may be contract services perrvormed by third parties.

Salaries, Benefits ana Related Costs of Field, Area and/or District:
Managers and/or Superintendents
Foreman - Superintendent
Orilling - ‘Except when permitted as a direct charge unaer
Para. l.i1, Sec. III)
Production - {Except when permitted as a direct charge under
Para. 1.ii, Sec. [II)
Constructicn - /Except when permitted as a direct charge under
Para. 1.1i, Sec. III)
Production Engineers - (Except when permitted as a direct charge
under Para. 1.i1, Sec. [1I)
Production Geologists - (Except when permitted as a direct charge
under Para. 1.i1, Sec. [II)
Other Technical Empioyees - (Except when permitted as a direct
charge under Para. 1.i1, Sec. 1I1)
Office Stenographers
O0ffice Clerks
Time Keeping
Preparation of Boat, Automotive and Other Vehicle Reports
Local Purchasing (Field Orders)
Preparation ana Coding of Invoices
Preparation of Material Requisitions
Preparation of Field Transfers
Preparation or Field Receiving Reports
Posting of Production Reports
Preparation of Over and Short Reports
Reading and Integration of Charts
Preparation of Field Gas Production and Consumption Report
Preparation ot Field Office Reports to State and Federal
Requlatory Bodies
Miscellaneous Routine Field Office Clerical Duties
Field Office I[nventory Men
Conducting Physical Inventories
Preparation of Field Inventory Records

Office Equipment, Supplies, Stationery and Forms

Maps, Photostats and Blueprints, when required for general
District Use.

Rentals

Rentals paid for buildings, office and storage space used by
District employees.

Rentals paid in connection with sites for District production

officgs, camps, warenouses and other facilities used specifically
for District purposes.

Ad Valorem Taxes

Taxes paid on buildings and equipment charged to Operator's
Field, Area, ana/or District investment accounts.



Insurance . . '
Net cost of all types of insurance, inciuding workmen's
compensation and public liability insurance; when such insurance
is applicable to District.

The following ~eflects a representative abridgea listing of the functions
ind/or services whicn .1all be considered as included in the Operator's Adminis-
-rative Overnead, and should serve as a guide for similar functions intended to
ce covered by the combined Fixed Rates even thougn scme of the functions may be
contract services performed by third parties.

General Management

General Operating Administration

Drilling Managers and/or Superintendents and Office Staffs

Production Managers and/or Superintendents and Office Staffs

Civil Engineers - (Except when permitted as a direct charge under

Para. 1l.ii, Sec. III)

Reservoir Analysis and Engineering

Petroleum Engineers - (Except when permitted as a direct charge
under Para. l.ii, Sec. III)

Negotiation of Production and Residue Gas Sales

Negotiation of Major Gas Sales

Preparation and Negotiation of Joint Operation Agreements

Preparation of General Production Records

Traveling and Transportation Expense of Home, Division, Area,

Region, or similar Administrative Office Employees

General Accounting and Services
Checking of invoices
Preparation of Paychecks
Responsibility of Account Distribution or Coding
Payment of Vendor's Invoices
Maintaining Property Investment Records
Preparation of Joint Interest Billing
Preparation of Royaity Checks
Machine Accounting and Data Processing Functions
Photostat and Other Reproduction Service
Ad Valorem Tax Service and/or Counsel
Systems and Procedures
Internal Auditing

Communications Expense - Telephone, telegraph and teletype
service rendered to the district; also operating expenses
of radio communication systems which serve the district
and which are not chargeable to any particular lease or facility
operation. The costs applicable to communication service
and/or equipment directly employed on and serving the joint
property shall be direct charge to the joint property.

Area and/or District Office Utility Services

Local Field, Area and/or District Recreation Facilities

Safety Meetings and/or Dinners

Area and/or District Office Safety Equipment

First Aid Supplies

Physical and Medical Examinations - Cost of pre-employment and
medical examinations of personnel to be employed in the dis-

trict, including costs of annual or periodic examinations and
immunizations.

Transportation, including freight and express costs when such

costs are incurred directly in the operation and/or maintenance
of district offices, buildings, and facilities.

Traveling Expense of district employees when such expense is for
the sole benefit of the district. Traveling and personal ex-
penses of district employees attending oil show, APl meetings,
and company training schools, etc., which are far the primary



benefit of the Operator shall be barne solely by the Operatar.

Moving Expenses - Costs of moving and transfer of district
employees including reiocation expenses such as real estate fees,
closing cost, compensation for loss on sale of home, carpeting
and draperies, etc., when transferred within or into the
district. Costs incurred for the primary benefit of the
Operator, such as transfer of trainees, shall be borne solely by
the QOperator.

Membersnips, dues and Subscriptions for Field, Area and/or District
Personnel.

Depreciation on Operator's wholly-owned Field, Area, and/or
District production offices, equipment, buildings, camps, roads,
fences, canais, docks, marine terminals, and slips etc., used for
Oistrict purposes.

Repair and Maintenance on Operator's wholly-owned Field, Area,
and/or District production offices, equipment, buildings, camps,
roads, fences, canals, docks, marine terminais, and slips, etc.
including the cost of small tools and suppliies used specifically
for District purposes.

Warehouse - wholly-owned
Depreciation
Operating and Maintenance Expense
Cost of Storing and Handling Material

Title Record and Division Order Administration
Landman and Titlemen
Maintenance of Division of Interest Records
Obtaining Royalty Signatures

Exploration Administration

Geologist - (Except when permitted as a direct charge under
Para. 1.ii, Sec., III)

General Research

Geophysicists

General Purchasing Administration

Industrial and Public Relation Administration
Employee Relation Counselor
Safety Engineer
Industrial Nurse and/or Doctor
Dinners, Parties, etc.
Safety Awards
Incentive Awards
Thanksgiving Turkeys or Christmas Baskets
Contributions to Charity and/or Civic Organizations
Special Investigators
Administration of Benefit Plans

General 0il and Gas Well Proration and Pricing Administration

Preparation of Reports to and Representation before
Governmental Agencies

Ceneral Legal Counsel (Operator's Legal Staff)
Preparation of Contracts
Claims and Litigation
Title and Other Opinions

Transportation and Traffic Administration

Insurance Administration

-3-



EXHIBIT "D

ittached to and made a part of that certain Operating Agreement dated March 15

:s Uperator, and Amoco Production Cempany, as Non-Operator.

[II.

Iv.

, 990, bv and -~tween Yega Qperatinag Limitea Partnersnio

»

Jperator shall at all times while operations are conducteg by it for the
Joint Account on the jointly-owned acreage, carry or cause to be carried,
pay for, and charge to the Joint Account 4Worker's Compensation and
Occupation Oisease Insurance including Employer‘'s Liability Insurance
covering the empioyees of Operator engaged in operations hereunder in
compiiance with all applicable State and Federal Laws. Such paolicies shall
contain underwriters waiver of subrogation in favor of the Parties.

Jperator shall carry for its interest and for the interest of any
non-operator so electing to participate in writing, within 60 days of the
date of the Operating Agreement, the following types and limits of
insurance: .

(A) Comprehensive General Liability covering operations conducted
hereunder by Operator for the Parties with Limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurence
$1,000,000 Aggregate

(B) Automobile Liability covering all vehicles owned, non-owned, or
hired and used in connection with operations conducted hereunder by
Operator for the Joint Account with limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurence
$1,000,000 Aggregate

The premiums for all such optional insurance so carried in Paragraph 1[I
shall be paid by Operator and may be charged directly to such non-operators

as elect in writing to participate to the extent that their interest is
insured.

Each party hereto may acguire at 1its own expense, any additional
insurance to protect itseif. Each such policy shall provide for
underwriters waiver of subrogation in favor of the other Parties.

Operator shall. have the right, but not the obligation, to require
satisfactory evidence of insurance or self-insurance from each non-operator

which does not elect to participate in the optional insurance in Paragraph
IT above.

Operator shall have the right, but not the obliigation, to require
satisfactory evidence of adequate insurance or seif-insurance for cost of
control of well and pollution 1iability from each non-operator. Operator
shall not provide this coverage for the benefit of the Joint Account. In
the event that any party fails to provide evidence of insurance as required

herein ("failing party"), the Operator may, at its sole discretion, provide
such _insurance for_and at *he direct axpemse =< *%: €:°1i.r ,arty. Such

expense shall be a Joint Account expense if not pald‘bi‘fﬁe failing party.
The Operator is under no obligation to provide such insurance for the party
so failing to” provide satisfactory evidence of its own insurance and

nothing contained herein shall be construed to alter the obligations of any
party hereunder.



e cawieu LU 4o made & part oI ThnArt certain uvperating Agreegne_nt dacea ]
March 15 -agr -> and between resa UDErating ’'inited Partnersnio,

is uUperator, ana Amoco . -oduction Company, as Non=uUpera.
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EXHIBIT "E"
GAS BALANCING AGREEMENT
ONSHORE

~H1S GAS BALANCING AGREEMENT is entered into by the partie; named below
+N0 own and are entitled to share in the oil and gas production from the
“ontract Area covered by the Operating Agreement described beiow.

There may by periods when one (or more) of the parties has no market for,
or its purchaser is unable to take, or for some aother reason it does not
dispose of its interest, or a portion thereof, in the gas production. There-
fore, to permit each party to produce and dispose of its interest in thegas
production from the Contract Area with as much flexibility as passible, ta
provide an egquitable method of balancing accounts and to discourage undue
seasonal marketing manipulations, the parties hereto agree to this Gas Balanc-
ing Agreement as hereinafter set forth:

1. For the purposes of this Agreement, the following terms shall be defined
as hereinafter set out:

{a) "Operating Agreement” means the Operating Agreement dated

and executed by the parties or their predecessors.

(b) "Gas" shall mean natural gas or oil well gas obtained from primary
field separation.

{c) "Liquid Hydrocarbons® are those liquids obtained from primary field
separation.

(d) "Percentage QOwnersnip" is the percentage interest of each party as
set forth in the Operating Agreement.

(e) "Over-produced Party” is a party who has utilized or sold a greater
volume of gas at any given time (individually or through its gas
purchaser) than the party's Percentage Ownership of the total
cumuiative volume of gas produced and utilized or sold.

(f) "Under-produced Party" is a party who has utilized or sold a lesser
volume of gas at any given time (individually or througn its gas
purchaser) than the party's Percentage Ownership of the total
cunuiative volume of gas produced and utilized or soid.

2. (a) If fewer than all the parties are producing gas, the parties so
producing shall have the right and option, but not the obligation,
to produce and dispose of all or any part of such gas that may be
produced. The parties hereto shall share in and own the liquid
hydrocarbons, as produced, in accordance with their respective
interests, as set forth in and subject to the terms of the Operating
Agreement. The gas attributable to the interest of each non-produc-

ing party shall remain in the reservoir for production at a later
date.

(b) Each Under-produced Party shall, upon commencing the sale of gas,
have the right to take a greater percentage of the current gas

production than such Under-produced Party's Percentage Ownership,
sgb ;204 I s follewing limitations:

(1) For the purposes of balancing gas production accounts, as soon
as ‘practical, any Over-produced Party or Parties will make
available to any Under-produced Party or Parties a portion of
the Over-produced Party's or Parties' share of gas production,
but Qver-produced Parties shall not be liable to Under-produced
Parties under this paragraph except as provided in Section 3
hereof. In no event will any Over-producea Party be required
to reduce the volume of gas which it is entitled to take from
the Unit Area during any calendar month to less than 50% of
such Over-produced Party's Percentage Ownership in the gas
produced; provided, however, during a winter peak season
(November through March) and Over-produced Party shail not be
required to reduce the volume it is entitled to take from the
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Unit Area to less than 75% of such Over-produced Party's
Percentage Ownership in the gas produced. If at any time more
than one Under-produced Party is taking in excess of its gas
produ-tion account, then each such Under-produced Party shall
be entitled to a share of the gas production made available by
the Over-produced Parties in the ratio that the Percentage
Ownership of each Under-produced Party bears to the total

Percentage Ownership of all Under-produced Farties currently
taking tas.

(2) For the purposes of balancing production accounts as provided in
Section 3 hereof, the Under-produced Party, to the extent it is
taking gas in excess of that attributable to its Percentage Owner-
ship, shall be deemed to be recovering volumes of gas offsetting
prior over production by -the Over-produced Party on a last-inm,

first-out basis. (Last over-production volume is offset by First
Makeup volume).

(3) Each party's gas production account is in balance when such party
has utilized or sold the same percentage of the total cumulative

production from joint wells in a reservoir as such party's Percent-
age Ownership.

(4) It is contemplated that some of the parties may arrange to have
their gas processed in a gas processing plant for the recovery of
liquefiable hydrocarbons. This Agreement does provide a basis for

balancing any liquefiable hydrocarbons recovered from a gas process-
ing plant.

3. When production from a proration unit permanently ceases, there shall be
an accounting between the parties hereto so that any Under-produced Party
shall receive a sum of money equal to the lesser of: (1) the
Under-produced Party's contract price if conrtracted for or (2)-the -amount
actually received, (including processed liquid proceeds), less applicable
taxes, royalty, and costs, such as processing, dehydration, compression
and transportation, if not participated in by the Under-produced Party,
by any Over-produced Party from the sale or utilization by it of that
part of the total cumulative volumes of gas produced from the proration
unit to which any Under-produced Party was entitled. If a portion of a
Party's gas is taken for its own use and a portion thereof is sold, the
gas value will be based on the price received simultaneously by such
party for gas being sold from the proration unit. During periods in
which a party is taking all of its gas for its own use, any gas so taken
will be valued at the maximum price which such party could have received
for such gas if actually delivered under such party's contract, or if
not, the weighted average price received simultaneously by all parties
for gas sold from the proration unit. A1l Over-produced Parties shall
maintain adequate records of prices and volumes of over production and

provide same to Under-produced Parties at the time of settlement when
production permanently ceases.

4. During the term hereof, each party selling gas from a proration unit in
any month will furnish or cause to be furnished to each of the other
Parties a statement showing the volume utilized and sold. The Operator

shall furnish monthly to each party a statement showing the status of the
over and short accounts of all parties.

5. Each Party taking gas shall pay any and all production taxes due on the
gas.

6. At all times while gas is produced from the proration unit, each Party
hereto shall make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or deliver-
ing to its purchaser its share, and its share only, of the total gas
production. The Over-produced Party will report said production within
30 days following the month of production so that the Under-produced
Party can make his royalty payments in a timely manner. Each party
hereto agrees to hold each other party harmless from any and all claims
for royaity payments asserted by royalty owners to whom each party is
accouqtqb]e. The term "royalty owners" shall include owners of royalty,
overriding royalties, production payments and similar interests.

-2-
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-
/.

10.

1.

12.

The operating expenses are to be borne as provided in the Operating
Agreement, regardless of whether all parties are selling or using gas or
whether the sales and use of each are in proportion to Percentage Owner-
ship. The Operator under the Operating Agreement is authorized to carry
out the provisions of this Agreement, but shall not be liable for its
failure to do so as long as it acts in good faith and as would a reason-
ably prudent Operator in the same or similar circumstances.

This Agreement shall constitute a separate agreement as to each weil and
as to each separately metered reservoir produced from each well within
the proration unit.

This Agreement shall terminate when production permanentiy ceases and the

parties' gas production accounts are balanced according to this
Agreement. _

Each party indemnifies the other parties against all liability for and
agrees to defend the parties against all claims which may be asserted by
third parties who now or hereafter stand in a contractual relationship
with such indemnifying party whenever such claims are based upon said
contractual relationship and arise out of the operation of this Agreement
or activities of any party under its provision, and further agrees to
save the other parties harmiess from all judgments or damages sustained
and costs incurred in connection therewith.

The terms, covenants and conditions of this Agreement shall be binding
upon and shall inure to the benefit of the parties and their respective
successors and assigns. The parties agree to give notice of the exis-
tence of this Agreement to any successor in interest and make any trans-
fer of any interest subject to the terms of this Agreement.

This Agreement may be signed in counterpart and each counterpart when
taken with all other counterparts shall constitute a binding agreement
between the parties. This Agreement shall become effective as to the

parties who have executed the Agreement, even though it has not been
executed by all parties named herein.

Executed before the undersigned competent witnesses as of the dates shown

below, to be effective as of the date of first production.

WITNESSES:

OPERATOR:
MESA OPERATING LIMITED PARTNERSHIP

By:Pickens Qperating Co.
General Partner

By:
Claude B. Jenkins
Vice President Marketing

Date:

NON-OPERATORS:
NAME

WITNESSES:

By:
Date:

WITNESSES:

NAME

By:

Date:

-3-



.ctached rc ana mace a osa © 2SI that certain Uperatlng agreement dated

Maren 15 , .990 by ana between _‘osa vper nq Limjten
Sartnersiip , 48 OperatoTr, ,pd Amoco Production Company, as
s P

Non-Operator.

EXHIBIT "F"

CONTRACTOR'S CERTIFICATION FOR
MESA OPERATING LIMITED PARTNERSHIP

<. ZZUAL ZMPLOYMENT OPPORTUNITY

't is herepy agreed that :the following provisions, which are also set
forth n Section 202 of Executive Order 11246, are made a part of each
agreement and purchase order presently existing or wnich may be enterea into
herearter, -ziween {ontractor and Mesa Jperating Limited Partnersnip.

. Contractor wiil not discriminate against any empioyee or
appiicant for empioyment because of race, color, religion,
sex or national origin. Contractor will take affirmative
action to ensure that appiicants are empioyed, and that
employees are treated during empioyment, without regard to
their race, color, religion, sex or nationai origin. Such
action shail inciude, 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 the
training, including apprenticeship. Contractor agrees to
post in conspicuous places, available to employees and
appilicants of empioyment, notices to be provided by the
contracting officer, setting forth the provisions of this
nondiscrimination ciause.

2. Contractor will, in all solicitations or advertisements for
empioyees placed by or on behaif of Contractor, state that
all qualified applicants will receive consideration for
employment without regard to race, color, retigion, sex or
natiorai origin.

3. Contractor will send to each labor union or representative
of workers with which he has a callective bargaining
agreement or other contract or understanding, a notice to
be provided by the agency contracting officer, advising the
labor union or workers' representatives of the Operator's
commitments under Section 202 of Executive Order No. 11246
of September 24, 1965, and shall post copies of the notice

in conspicucus places available to empioyees and appiicants
for empioyment.

4. Contractor will compiy with all provisions of Executive
Order No. 11246 of Septemver 24, 1965, and of the rules,
reguiations and reievant orders of the Secretary of Labor.

5. Contractor will furnish all information and reports
required by Executive Order No. 11246 of September 24,
1965, and by the rules, requiations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit
access to his books, records and accounts by the
contracting agency and the Secretarv of Labor for purposes
01 1nvesTigation -to ascertain compiiance with such iuies,
reguiations, and orders.

6. [n the event of Contractor's nonécompiiance with the
nondiscrimination clauses of this contract or with any of
such ruiles, reguiations or orders, this contract may be
cancelled, terminated, or suspended in whoie or in part and
the Contractor may be declared ineligible for further
Government _contracts in  accordance with procedures
authorized in Executive Order No. 11246 of Septempber 24,
1965, and such other sanctions may be imposed and remedaies
invoked as provided in said Executive Order No. 11246 of
Septemoer 24, 1965, or by rules, requiation or order of the
Secretary of Labor, or as otherwise provided by law.

7.  Contractor will include the provisions of Paragraphs (1
througn (7) in every subcontract or purchase o;%er?uniés;



exempted by rules, regulations, or orders of the Secretary
of Labor issued pursuant to Section 204 of Executive Order
No. 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor.
Contractor 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 noncompiiance; provided, however, that in the
event Contractor becomes involved in, or is threatened with
Titigation with a subcontractor or vendor as a result of
such direction by the contracting agency, the Contractor
may request the United States %o enter into such litigation
to protect the interest of the United States.

3.  EQUAL EMPLOYMENT OPPORTUNITY REPORTING

Contractor agrees to file with the appropriate federal agency a complete
and accurate report on Standard Form 100(EEO-1) within 30 days after the
signing of this agreement or the award of any such purchase order, as the case
may be, (unless such a report has been filed in the last 12 months), and agrees

to continue to file such reports annually, on or before March 31. (41 CFR
60-1.7(a)).

C. AFFIRMATIVE ACTION COMPLIANCE PROGRAM

Contractor agrees to deveiop and maintain a current written affirmative
action compliance program for each of its establishments in accordance with the

requiations of the Secretary of Labor promuigated under Executive Order No.
11246, as amended. (41 CFR 60-1.40).

D. CERTIFICATION OF NONSEGREGATED FACILITIES

Contractor, by entering into this contract, certifies-that it does not
maintain or provide for its employees any segregated facilities at any of its
establishments, and that it does not permit its employee to perform their
services at any location, under its control, where seqregated facilities are
maintained. [t certifies further that it will not maintain or provide for its
employees any segregated facilities at any of its establishments, and that it
will not permit its employees to perform their services at any location, under
its control, where segregated facilities are maintained.

Contractor agrees that a breach of this certification is a violation of
the Equal Opportunity clause in this contract. As used in this certification,
the term "segregated facilities" means, but is not limited to, any waiting
rooms, work areas, restrooms and washrooms, restaurants and other eating areas,
time clocks, locker rooms and other storage or dressing areas, parking lots,
drinking fountains, recreation or entertainment areas, transportation, and
housing facilities provided for employees which are segregated by explicit
directive or are in fact segregated on the basis of race, creed, color, or
national origin, because of habit, local custom, or otherwise. It further
agrees that (except where it has obtained identical certifications from
proposed subcontractors for specific time periods), it will obtain identical
certifications from proposed subcontractors prior to the award of subcontracts
exceeding $%10,000 which are not exempt from the provisions of the Equal
Opportunity clause; that it will retain such certifications in its files; and
that it will forward the following. notice to such proposed subcontractors
(extapt where the proposed subconiraciors nave  submitted  identical

Hr-S O ORI

certifications for specific time periods):

NOTICE TO PROSPECTIVE SUBCONTRACTORS
OF REQUIREMENT FOR CERTIFICATIONS
OF NONSEGREGATED FACILITIES

A Certification of Nonsegregated Facilities, as required by the May 9,
1967 Order (32 F.R. 7439, May 19, 1967) on Elimination of Segregated
Facilities, by the Secretary of Labor, must be submitted prior to the award of
a subcontract exceeding $10,000 which is not exempt from the provisions of the
Equal Opportunity Clause. The certification may be submitted either for each

subcontractor or for all subcontracts during a period (i.e. quarterly,
semi-annually, or annually).

-2



E.  EMPLOYMENT OF VETERANS

1.

The Affirmative Action for Disabled Veterans and Veterans
of the Viei am Era Clause set forth at Section 60-250.4 of
Title 41 Code of Federal Regqulations is hereby incorporated
herein by reference. (This clause is appiicable to ail
contracts or purchase oragers for $10,000 or more.)

Contractor agrees further to place the above provisions in
any subcontract nonexempt under the ruies and regulations

promuigated by the Secretary under the Vietnam Era Veterans
Readjustment Assistance Act of 1974.

F.  EMPLOYMENT OF HANDICAPPED PERSONS

1.

The Affirmative Action for Handicapped Workers Clause set
forth in Section 60-741.41 of Title 41 Code of Federal
Requlations 1is hereby incorporated herein by reference.

(This clause is applicable to all contracts or purchase
orders for $2,500 or more.)

Contractor agrees further to place the above provision in
any subcontract nonexempt under the rules and regqulations

promulgated by the Secretary under the Rehabilitation Act
of 1973.



AFE/COST ESTIMATE

San Juan Division

AFE #
Co./Div./Subsid./Dept.
D#
Code General Account #
Exploratory Development X
EASE. WELL NAME. AND LOCATION _FC Federa] Com 1]
2410' FSL & 1700' FWi, Section 33, T3ON. RIOW. San Juan Co., New Mexico
eSCRIPTION_Drill and complete & 2660' Fruyitland Coal Well,
Progucess
oot ITEM DESCRIPTION g o povens
105 _ DRILLING & | (A) FOOTAGE 2660 fL.ars 12.30 Ft. 1's 32,800 ) s 32,800
| COMPLETION "(g) pAY wORK &/8  Days At $ 3600/1200/0ay 1,800 9,600 11,400
(C) MIRU - ROMO
118 COMPANY LABOR & SUPERVISOR 1,000 1,000 2,000
125 | ENGINEERING CONSULTANTS 8/10 Days ats 400 /Day 3,200 4,000 7,200
135 . GEOLOGICAL CONSULTANTS Days At § /Day
145 ' CONTRACT SERVICES & LABOR 1,000 3,000 4,000
155 LOCATION. ROADS. SURVEYS, DAMAGES | 15,000 5,000 20,000
165 " FUEL. LUBE. POWER |
175 BITS. HOLE OPENERS. REAMERS, STABILIZERS 600 600
185 . MUD. CHEMICALS, SERVICES & EQUIP. (A) MUD, CHEM.. OIL 4,000 4,000
; (B) WATER 1,000 1,000
190 ' MUD LOGGING SERVICES B
195 LOGGING & PERFORATING } 8,000 8,000 16,000
200 FORMATION TEST & RELATED EQUIPMENT & SERVICES
205 . WELL STIMULATION SERVICES 160,000 160.000
210 . CORING & RELATED SERVICES
215 ' CEMENTING SERVICES & ACCESSORIES 3,000 11.000 14.000
225 | RENTAL EQUIPMENT & TOOLS 500 2.500 3.000
235 I HAULING & FREIGHT 200 1.400 1.600
245 | CATERING & OTHER Days At § /Day |
255 | MOBILIZATION - INSTALLATION (DRILLING PLATFORMS) |
265 | DEMOBILIZATION - DISMANTLING & SALVAGE (DRILLING PLATFORMS)
275 SUPPLYBOATS. CREWBOATS. BARGES, TUGS
285 SHOREBASE. OFFICE. DOCK FEE & CRANES
295 | AIRCRAFT RENTALS—HELICOPTERS, FIXED WING
305 " DIVERS AND RELATED EQUIPMENT
315 ~ MISCELLANEOUS 3,600 10,400 14,000
400 : QVERHEAD Days At $ /Day | 1,000 1,500 2,500
i Total Intangible Costs $75,100 $219,000 $ 294,100
15 - COMPANY LABOR & SUPERVISION $ s s
145 | OUTSIDE LABOR & SERVICES
325 ‘ Footage Size Weight Grade Cpig. Price/Ft.
casing |4y 200 8 5/8 244 K-55  STC 9.00 1,800 1,800
anp | @ 2660 5k 17# N-80 LTC 7.50 20,000 20,000
rueinG | (¢ 2010 2 3/8 4.7# J-55  EUE 2.25 5,900 5,900
| (©)
i (E)
("
(G)
335 | SUB-SURFACE WELL EQUIPMENT
345 . WELLHEAD & GUIOE STRUCTURE A 1,000 3,000 4,000
355 | SURFACE WELL EQUIPMENT Artificial [*ft 40,000 40,000
365 | TREATERS & SEPARATORS 18,000 18,000
370 | COMPRESSORS 500 BBL Heated Tank 5,000 5,000
375 ! BUILDINGS i
3858 BUQYS AND MARKERS \
) MSC. MATERIALS 'NSTALLATION & SERVICES F 11,000 11,000
100 CONSTRUCTION OVERHEAD i ] :
Tyal Tang:ste Costs s 2,800 1 $102,900 s 105,700
Total Costs s /77,900 - s321,900 . s 399,800
s on Cocin LLABAL ST Orlg Engr | 3.9.40 g,,m e EReTOGNER !
0 ther FORC E
232 Apdroves LZ’W [\%'4”«—' Tale SUpV Dr]g Date F-5-90 + W S GON SERVATION Dl\“S(ON ‘:

232 Approvea Title Date

tA -Campany 8y Title

13

|

’, \

; |

SsA 13 M100 . \CASE NO. _99%5 i
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Fruitland Formation &
Pictured Cliffs Contact

[McKinle

Rlo Arrib

Sandoval

MESR LIMITED PARTNERSHIP

‘Proposed Well Location

* Adapted from Geologic Survey

Professional Paper #676 EXhlbitL/_

SAN JUAN BASIN
Fruitland Coal Isopach
c.l. = 10
APPLICATION FOR COMPULSORY POOLING
CASE NO.9985

July 11, 1990
FC Federal Com. #11

2410' FSL, 1700' FWL
Section 33, T30N-R10W

San Juan County, New Mexico




DURANGO
®

k!

Fruitland Formation &
Pictured Cliffs Contact

L

San Juan

Rio Arriba

| Sandoval

20 Miles
=)

MESR LIMITED PARTNERSHIP

‘Proposed Well Location
° €ontrol

* From Geologic Evaluation of Critical Production
Parameters for Coalbed Methane Resources:
GAS RESEARCH INSTITUTE, Published: Jan. 1990

Exhibit 5

SAN JUAN BASIN
Botton Hole Pressure
C.l. = 200 psi
APPLICATION FOR COMPULSORY POOLING
CASE NO.9985

July 11, 1990
FC Federal Com. #11

2410' FSL, 1700' FWL
Section 33, T30N-R10W
San Juan County, New Mexico




© Proposed Well Location

' Fruitland Coal Completion

Exhibit_&

4 s __@__L___iiA_i

MESR LIMITED PARTNERSHIP

SAN JUAN BASIN
Structure: Base Fruitland Formation
C.l. = 50'
APPLICATION FOR COMPULSORY POOLING
CASE NO.9985

July 11, 1990
FC Federal Com. #11

2410' FSL, 1700' FWL
Section 33, T30N-R10W
San Juan County, New Mexico




LOCATION
NE/4 S. 8 T29N-R1OW
NE/4 S. 9 T29N-R1OW
NE/4 S. 21 T30ON-RiOW
SW/4 S. 21 T30N-R1OW
NE/4 S. 22 T30N-R10W
NE/4 S. 23 T30N-R1OW
SW/4 S. 23 T30N-R1OW
SE/4 S. 27 T30N-R10W
SW/4 S. 28 T30N-R10W

* Through February 1990 Dwight’s Energydata Inc.

EXHIBIT

~

APPLICATION FOR COMPULSORY_ POOLING

CASE NO.

JULY 11,

G5y

1990

FC FEDERAL COM #11

2410' FSL,

1700’ FWL

SECTION 33-T30N-R10W
SAN JUAN COUNTY, NEW MEXICO

OFFSET PRODUCTION DETAIL

WELL NAME

Nye #290

Nye #2092
Sunray D #2256
Sunray D #226
King #200
Riddle B #223
Riddle B #222
Riddle B #224
CNP

**Three~-month average daily rate when available
N/A - Not available
CNP - Completed not producing

OPERATOR

Meridian
Meridian
Meridian

Meridian .

Meridian
Meridian
Meridian
Meridian

SURFACE SHUT-IN*

PRESSURE

b33
416
744
593
470
815
586
590
N/A

gia

CURRENT** CUMULATIVEx

MCFD/BWPD MMCF
14/0 1
56/0 3
30/0 23
61/0 4
35/0 9
70/0 32
56/0 20
55/36 25



BEFORE THE
OIL CONSERVATION DIVISION
NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
IN THE MATTER OF THE APPLICATION OF
MESA OPERATING LIMITED PARTNERSHIP

FOR COMPULSORY POOLING,
SAN JUAN COUNTY, NEW MEXICO. CASE NO. 9985

AFFIDAVIT

STATE OF NEW MEXICO )
) ss.
COUNTY OF SANTA FE )

J. SCOTT HALL, attorney in fact and authorized representative
of Mesa Operating Limited Partnership, the Applicant herein, being
first duly sworn, upon oath, states that the notice provisions of
Rule 1207 of the New Mexico 0il Conservation Division have been
complied with, that Applicant has'caused to be conducted a good
faith diligent effort to find the correct addresses of all
interested person entitled to receive notice, as shown by Exhibit
"A" attached hereto, and that pursuant to Rule 1207, notice has
been given by certified mail at the correct addresses provided by
such rule.

O (eote el

J. SCOTT HALL
(

SUBSCRIBED AND SWORN to before me this 7 /3! day of June, 1990,
by J. Scott Hall.

{ )

Ao A4 Dy
Notary Public

My Commission Expires:

EXHIBIT NO. O



BEFORE THE
OIL CONSERVATION DIVISION

ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT

IN THE MATTER OF THE APPLICATION OF

MESA OPERATING LIMITED PARTNERSHIP

FOR COMPULSORY POQOLING, SAN JUAN

COUNTY, NEW MEXICO. CASE NO.

APPLICATION

MESA OPERATING LIMITED PARTNERSHIP by its undersigned
attorneys, Miller, Stratvert, Torgerson & Schlenker, P.A., hereby
makes application pursuant to section 70-2-17, N.M.S.A. (1978) for
an order pooling all of the mineral interests in the Fruitland
formation for development on 320-acre spacing in and under the W/2
of Section 33, Township 30 North, Range 10 West, N.M.P.M., San Juan
County, New Mexico, and in support théreof would show the Division:

1. Applicant owns approximately 50% of the working interest
in and under the W/2 of Section 33, and Applicant has the right to
drill thereon.

2. Applicant proposes to dedicate the above-referenced
pooled unit to its Mesa FC Federal Com #11 well to be located at
a standard location in the W/2 of said Section 33.

3. Applicant has been unable to obtain voluntary agreement
for pooling or farmout from all other interest owners in the W/2
of said Section 33.

4. Said pooling of interests will avoid the drilling of
unnecessary wells, will prevent waste and will protect correlative

rights.



5. In order to permit the Applicant to obtain its just and
fair share of the o0il and gas underlying the subject lands, the
mineral interests should be pooled, and Applicant should be
designated the operator of the well to be drilled.

WHEREFORE, Applicant prays that this application be set for
hearing before a duly appointed examiner.of the 0il Conservation
Division on June 27, 1990, and that after notice and hearing as
required by law, the Division enter its order pooling the lands,
including provisions for Applicant to recover its costs of
drilling, equipping and completing the well, its costs of
supervision while drilling and after completion, including overhead
charges, and imposing a risk factor for the risk assumed by the
Applicant in drilling, completing and equipping the well, and
making such other and further provisions as may be proper in the

premises.

MILLER, STRATVERT, TORGERSON
& SCHLENKER, P.A.

By éf'kabé;:%763627

J. Scott Hall {

Suite 303

125 Lincoln Avenue

Santa Fe, New Mexico 87501
Telephone: (505) 989-9614

ATTORNEYS FOR MESA OPERATING
LIMITED PARTNERSHIP

jsh\FC.#11



MILLER, STRATVERT,

RANNE 8. MILLER
WILLIAM K. STRATVERT
ALLAN C. TORGERSON
KENDALL O. SCHLENKER
ALICE TOMLINSON LORENZ
GREGORY W. CHASE
ALAN KONRAD

MARGO J. MECORMICK
LYMAN G. SANDY
STEPHEN M. WILLIAMS
STEPHAN M. VIDMAR
ROBERT C. GUTIERREZ
SETH V. BINGHAM
MICHAEL H. HOSES
JAMES 8. COLLINS
TIMOTHY R. 8RIGGS
WALTER R. PARR
THOMAS S. UDALL
RUDOLPH LUCERO
DANIEL E. RAMCZYK

DEAN G. CONSTANTINE
DEBORAH A. SOLOVE
GARY L. GORDON

H. KEVIN HAIGHT
LAWRENCE R. WHITE
SHARON P. GROSS
VIRGINIA ANDERMAN

C. K. MOSS

JAMES B. COONEY
LEONARD J. PADILLA
TIMOTHY S. VASQUEZ
MARTE D. LIGHTSTONE
BRADFORD K. GOODWIN
NICHOLAS CULLANDER
JOHN R, FUNK

~J. SCOTT HALL
THOMAS R, MACK
MICHAEL J. HAPPE
DENISE BARELA SHEPHERD
MICK |. R. GUTIERREZ

TORGERSON & SGHLENKER, P. A,

LAW OFFICES

ALBUQUERQUE
500 MARQUETTE. N. W, SUITE 1IOO
POST OFFICE BOX 25687
ALBUQUERQUE. NM 87128
TELEPHONE: (305) 842-1950
FACSIMILE: (505) 243-4408

FARMINGTON
300 WEST ARRINGTON
POST OFFICE BOX 869
FARMINGTON. NM 872499
TELEPHONE: (505) 326-452!
FACSIMILE: (505) 325-5474

LAS CRUCES
277 EAST AMADOR
POST OFFICE DRAWER 1231
LAS CRUCES, NM 88004
TELEPHONE: (SOS) 523-248)
FACSIMILE: {505) 326-2215

SANTYA FE
(28 LINCOLN AVE., SUITE 303
POST OFFICE BOX 1986
SANTA FE. NM 873041986
TELEPHONE: (505) 889-9614
FACSIMILE: (303) 989-9857

June 5, 1990

KENNETH R, BRANDT (1946 - 1981) PLEASE REPLY TO SANTA FE

Amoco Production Company
P. O. Box 800
Denver, CO 80201

CERTIFIED MATL
RETURN RECEIPT REQUESTED

RE: Application of Mesa Operating Limited Partnership for
Compulsory Pooling, San Juan County, New Mexico:

(FC Federal Com #11)
Dear Sirs:

This will advise that Mesa Operating Limited Partnership has
filed an application with the New Mexico Oil Conservation Division
seeking an order for the compulsory pooling of all mineral
interests in the Fruitland formation in and under the W/2 Section
33, Township 30 North, Range 10 West, NMPM, San Juan County, New
Mexico.- (A copy of the application is enclosed.) Mesa Operating
Limited Partnership proposes to dedicate the referenced pooled unit
to a well to be drilled at a standard locatlon in the SW/4 of said
Section 33.

This application will be set for hearing before a Division
Examiner on June 27, 1990 at the New Mexico State Land Office
Building, 310 0l1d Santa Fe Trail, Santa Fe, New Mexico. You are
not required to attend this hearing, but as an owner of an interest
that may be subject to pooling, you may appear and present
testimony. Failure to appear at that time and become a party of
record will preclude you from challenging this application at a
later date.

Very truly yours,

MILLER, STRATVERT, TORGERSON
& SCHLENKER, P.A.

5 A/W’C&@Q

. Scott Hall

By:

cc: Mark Seale,
Mesa Limited Partnership
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION
IN THE MATTER OF THE HEARING / 5/ e DRAFT
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF 24§ 7/2/8p
CONSIDERING: : %1 [ 40
~ CASE NO. 9985
0\ ORDER NO. R- %230
APPLICATION OF MESA OPERATING S\ , 20

LIMITED PARTNERSHIP FOR COMPULSORY 1 |
POOLING, SAN JUAN COUNTY, NEW MEXICO.

6/
Yy 77
ORDER OF THE DIVISION @ / 5 7/ / /
\ ¢

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on July 11, 1990, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this day of July, 1990, the Division Director, having considered the
testimony, the record and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject matter thereof.
9959
(2) At the time of the hearing, this case was consolidated with Case No. ¥ for
the purpose of testimony.

(3)  The applicant, Mesa Operating Limited Partnership,seeks an order pooling

all mineral interests in the Basin<Fruitland Coal Gas Pool,underlying Lots 3 through 6 and

11 through 14 (W/2 equivalent) of Section 33, Township 30 North, Range 10 West, NMPM,
San Juan County, New Mexico, Sormnim 5 stomidoril 32/ 9§ -dcre sas Seactes voit
/r.v/a/'lw ur. %f -"»'/6//"?’/,

—/(4) , Sgid unigto be dédicated
v, 7 a "% 4

't the existing well located at a standard coal gas
heT€ or 16ss;-gas spacingand proration urfit for said

(‘V/ ///( ;:///'ra,,/ /ﬁf % /,}//?{ Z/I//z% O 5"4,'/
y»’rr‘i / 0~ ﬁ///‘//ép’ff'/ /{ %"/’ ’//’Q Fé, A”%'/'p/ [vd’m l”/// ~’M’ 77 ;‘(/ “ 5'144;‘4/’/
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Case No. 9985
Order No. R-
Page No. 2

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

(6) To avoid the drilling of unnecessary wells, to protect gonelative righ_ts, to
prevent waste and to afford to the owner of each interest in said unit the opportunity to
recover or receive without unnecessary expense his just and fair shar.e of the gas in said pool
the subject application should be approved by pooling all mineral interests, whatever they
may be, within said unit.

(7)  The applicant should be designated the operator of the subject well and unit.

(8)  Anynon-consenting working interest owner should be affordeq the (?pportunity
to pay his share of estimated well costs to the operator in lieu of paying his share of
reasonable well costs out of production.

(9)  The applicant has proposed a 200 percent risk penalty to be assessed
against those interest owners subject to the force-pooling provisions of this order, and
in support thereof presented evidence and testimony at the hearing.

W@,@) "' Based on precedent established in compulsory pooling cases in the Basin-

Fruitland Coal Gas Pool, the proposed 200 percent risk penalty is excessive in this
instance and should therefore be reduced to 156 percent.

N Any non-consenting working interest owner who does not pay his share of
estimated well costs should have withheld from production his share of reasonable well costs

plus an additional 9 6 percent thereof as a reasonable charge for the risk involved in the
drilling of the well.

(10) Any non-consenting interest owner should be afforded the opportunity to

object to the actual well costs but actual well costs should be adopted as the reasonable well
costs in the absence of such objection.

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

(12) ' $ 383/ per month while drilling and § 3% 2 £ per month while
producing should be fixed as reasonable charges for supervision (combined fixed rates); the
operator should be authorized to withhold from production the proportionate share of such
supervision charges attributable to each non-consenting working interest, and in addition
thereto, the operator should be authorized to withhold from production the proportionate

share of actual expenditures required for operating the subject well, not in excess of what
are reasonable, attributable to each non-consenting working interest.

(13)  All proceeds from production from the subject well which are not disbursed

for any reason should be placed in escrow to be paid to the true owner thereof upon
demand and oroof of ownershino.
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(14) Upon the failure of the operator of said pooled unit to commence drilling of
the well to which said unit is dedicated on or before /} 4/, /5./%%, the order pooling said
unit should become null and void and of no further effect whatsoever.

(15) Should all the parties to this force-pooling reach voluntary agreement
subsequent to entry of this order, this order should thereafter be of no further effect.

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

ITIS THEREF?RE ORDERED THAT:
shanfar

(D mineral interests, whatever they may be, in the Basin-Fruitland Coal Gas

Pool, underlyipg Lots 3 through 6 and 11 through 14 (W/2 equivalent) of Section & $ 3

Township 30 Nyrth, Range 10 West, NMPM, San Juan County, New Mexico, are hereby

isisimns BNE af

et B — 8

e .-s__;_:_f;"klp;--» —_

m.
PROVIDED HOWEVER THAT, the operatgr of said unit shall commence the
drilling of said well on or before the ay of _&ZZL , 1990, and shall thereafter

continue the drilling of said well with due diligence to a depth sufficient to test the Basin-
Fruitland Coal Gas Pool.

PROVIDED FURTHER THAT, in the event said operator does not commence the
drilling of said well on or before the [$ T day of M , 1990, Decretory Paragraph No.
(1) of this order shall be null and void and of no effect whatsoever, unless said operator
obtains a time extension from the Division for good cause shown.

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

(2)  Mesa Operating Limited Partnership is hereby designated the operator of the
subject well and unit.

pooled to form a 321 48 -acre gas spacing and proration unit to be dedlcated to ﬂmproposed e /‘;,/

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

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

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

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

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

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the date
the schedule of estimated well costs is furnished
to him; and

(B)  As a charge for the risk involved in the drilling
of the well, /$% percent of the pro rata share of
reasonable well costs attributable to each non-
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consenting working interest owner who has not
paid his share of estimated well costs within 30
days from the date the schedule of estimated well
costs is furnished to him.

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

9 $ 3€% “'rper month while drilling and $  2%2 “=  per month while
producing are hereby fixed as reasonable charges for supervision (combined fixed rates); the
operator is hereby authorized to withhold from production the proportionate share of such
supervision charges attributable to each non-consenting working interest, and in addition
thereto, the operator is hereby authorized to withhold from production the proportionate
share of actual expenditures required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working interest.

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

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

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

(13) Should all the parties to this force-pooling reach voluntary agreement
subsequent to entry of this order, this order shall thereafter be of no further effect.

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

(15) Jurisdiction of this cause is retained for the entry of such further orders as the
Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.
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STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LEMAY
Director

SEAL



