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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between__NO¥thwest Pipeline Corporation

hereinafter designared and
referred to as “‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as ‘‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit ““A’’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed 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 oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

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

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

D. The term *‘Contract Area’” shall mean all of the lands, 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’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as 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-Consenting 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 plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:

¥] A. Exhibit ““‘A”", shall include the following information:

(1) Identification of lands subject to this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or fractional interests of parties to this agreement,

(4) Oil and gas leases and/or oil and gas interests subject to this agreement,

(5) Addresses of parties for notice purposes.
K B. Exhibits "B" and "Bl", New Mexico 0il & Gas Commission orders.
K] C. Exhibit *‘C”’, Accounting Procedure.
K] D. Exhibit *‘D”, Insurance.
K] E. Exhibit “‘E’’, Gas Balancing Agreement.
Kl F. Exhibit “‘F*’, Non-Discrimination and Certification of Non-Segregated Facilities.

j

If any provision of any exhibit, except Exhibitd “‘E"" and—‘G"", is inconsistent with any provision contained m.:he body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE IilL
INTERESTS OF PARTIES

I any party owns an oil and gas interest in the
and during the term hereof as-if+

at interest shall be treated for all purposes of this agreement
covered by the form of oil and gas lease attached hereto as Exhibit *‘B’’, and the owner thereof

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and

-paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit ‘““‘A’’. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the

payment of royalties to the extent-of lrequlreclbunder hOll and gas which shall be borne as hereinafter set jorth.
eases subject hereto

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hoid the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settiement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price.

Nothing contained in this Article IIL.B. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless 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 overriding royalty, 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 writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as ‘‘subsequently created interest’’ irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter 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 parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. f 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. Title Examination:
-

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operatiens or, if
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests inciuded, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, everriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or vil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possésxon of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator.memr shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furmshcd toeach party
hereto. The cost incurred by Operator in this title program shall be borne as follows:

O Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including prehmmary mpgbmemal
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as pr -
and shall not be a direct charge, whether performed by Operator’s staff attorneys or by outside attorneys.

22-
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ARTICLE IV
continued

B Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit ** A", Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are <0 par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit ‘*A”’, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

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

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose léase or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

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

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

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

() No charge shall be made to the joint account for legal expenses, fees or salaries, in 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 its interest and bear all expenses in
connection therewith. :

2. Loss by Non-Payment or Erroneous Payment of Amount Due: H. through mistake or oversight. any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against 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 will not be subject to Ardcle VIILB., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will 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 reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating 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 dry hole previously drilled
or wells 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 operating 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 wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds cf said

portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, .
(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the-interest
lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. e

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and TV.B.2. above, shall be joihf“losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining postion of
the Contract Area. 'f'i}
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Northwest Pipeline Corporation shall be the

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

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit ‘‘A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month foliowing the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an carlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator.

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

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well: :
Operator has drilled a well for oil & gas at the following location:
Onor-betore-the—————dayof —30- —Operator-shali-commence-the-deilling-of-a-weii-for
W. . . ’ —-—

Township 25 North, Range 2 West
Section 24: SW/4

and said well has been drilled to the base of the Dakota formation, being 8155 feet.

L ohali-thesea imsetire-deiliingof-themei-ithdrodili

Sy <g. or-oty practrent MMpenctrad Ot . OnNaItto M=t O - et

countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser_depth

Operator shall make reasonable tests of ormaEtiONS encountered during drilling which give indication iof: ccilt;Irnng oil and
gas in quantities sufficient-te-reSt; unless this agreement shall be hnnted in its apphauon to a specific formation orﬁnma RS, ’m whxch

—-
IPerate ATt anrea—to o o - Ate . . AIOMNY—te oyi .
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ARTICLE VI
continued

B. Subsequent Operations:

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

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

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VL.B.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
ditions of this agreement.

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

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatien at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultsin a pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost.arid risk,
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling. reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties.
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share. calculated at the well. or
market value thereof if such share is not sold, (after deducting production/t%?ey,deﬁage]taﬁﬁq'gﬂaﬁy, overriding royalty and other in-
terests not excepted by Article IIL.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing unti} each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

(b)—_150__% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and
completing, after deducting any cash contributions received under Article VIII.C., and_150 % of that portion of the cost of
newly acquired equipment in the well (to and including the wellhead connections), which would have been chargeable to such Non-
Consenting Party if it had participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in ary re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied
that is conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account.
Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of
that portion of the costs of the reworking or plugging back operation which would have been chargeabie to such Non-Consenting
Party had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment perioc, the
provisions of this Article VI.B. shall be applicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, .or

£1
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gat.herind a‘?ﬁé‘éﬁiall proti

taxes. and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted
by Article III.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 well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties 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, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimburséd as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. )

Amended 8/13/84



—
= O D 00 WD W N

12

— O 00~ NN= O O~ G bW N R OO0 D W

42

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

ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting 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-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed 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-existing well 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 VLA.
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VL A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results 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 shail 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 Articie VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit ‘‘A’’ bears to the total interest as shown on Exhibit ‘A’ of all Consenting Par-
ties.

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

(a) If the proposal is for sidetracking an existing dry hole, retmbursement shall be on the basis of the actual 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 previously 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 notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty-eight {48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each 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 irom,the—Conma Area,
exclusive of production which may be used in development and producing operations and in preparing and trenung‘ml and gas for
marketmg purposs and production unavondably lost. Any extra expenditure incurred in the takmg in kind or sepmtedxsmnm by any
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ARTICLE VI
continued

required to pay for only its proportionate 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 VIL.B., shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to 2 party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit ‘““E’’, or is a separate agreement.

D. Access to Contract Area 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 relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
goverumental 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 available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the information.

E. Abandonment of Wells:

1. Abandonment of 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 completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VLB.

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 completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be 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 after receipt of notice of the proposed abandonment of any well, all parties do not agredto 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
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit ‘‘C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is 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, limited 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 intervals of the formation or formations covered thereby, such-lease-—to-be-on-the-form-attachad—as-Exhibit

* Failure of any party to respond within said Thirty (30) day period shall be
deemed consent to the proposal abandonment.
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ARTICLE VI
continued

=B=. The assignments or leases so limited shall encompass the *‘drilling uiit’* upon which the well is located. The payments by, &nd the
assignments or leases to, the assignees shall be 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 assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, lability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as berween
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned uniess and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VILE.

ARTICLE VIL
. EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties 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 operating the Contract Area. Accordingly, the liens granted
among the parties in Article VIL.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating. a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

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 oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit *‘C”’. To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the 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 default by any Non-Operator in the payment of its share
of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non*Operator’s share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any 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) days after rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract 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 in 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 may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit ‘‘C’’ until paid. Proper adjustment shall be made monthly between advances and-actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:
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O Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage andjor surface facilities.

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

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

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of__TWenty Five Thousand & no/100 Dollars ($__25,000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of. Twenty Five Thousand & no/100
Dollars ($ 25,000. OO‘ ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the svent of
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of 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 year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payrnents in
the manner provided in Exhibit “‘C™".

@

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and -manner
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fib,'il deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes:and any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for thesdint ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bythem, as
provided in Exhibit ‘‘C"’. B3

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon/wszth;:espect to
the production or handiing of such party’s share of oil and/or gas produced under the terms of this agreement. ; ~ gnt

-10-
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ARTICLE VII
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G. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C*’. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit *‘D’, attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen’s compensation
law of the state where the operations 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 subsequently receives 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, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless 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, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any 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 oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit ‘‘B*’. Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable saivage 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 estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrenclering
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 cf 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) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar 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.

1If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties
who elect to participate therein, in a 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
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the 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 (G) months after the expiration of the existing lease shall be subject to this provision; but any lease taken-or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shali not be subject to
the provisions of this agreement. I

The provisions in this Article shall aiso be applicable to extensions of oil and gas leases. =

C. Acreage or Cash Contributions:

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of Abwell or‘any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other qperauon apd ishall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party: t@whﬁﬁiﬂxe con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to-the Drilling Pames ‘the g
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all 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, transfer or other disposition made by any party shall be made expressly subject to this agresment
and shall be made without prejudice to the right of the other parties.

I, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretior;, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right tc enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, 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 heresd 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.

EoPreforential Right—toRusel —

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 berween or among the parties 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 partnership, 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 all 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 regulations promulgated 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 cf the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required-by the
Federal Internal Revenue Service or as 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 is 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 Code is 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 wﬁhout the
computation of partnership taxable income.
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed_ TWO Thousand Five Hundred & no/100 Diollars

% 2,500.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

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

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 involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

’

The term ‘‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy. war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

not reasonably within the control of the party claiming suspension. P

ARTICLE XII.
NOTICES

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

ARTICLE XMI.
TERM OF AGREEMENT

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

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

Option No. 2: In the event the well described in Article VI.LA., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such weli or
wells produce, or are capable of production, and for an additional period of _1_2_0____ 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 complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
well described in Article VL. A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shail terminate unless drilling, deepening, plugging back or rework-
ing operations are commenced within 120 days from the date of abandonment of said well. "

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has
accrued or attached prior to the date of such termination. .1

s
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1982 - Model Form Operating Agreement

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws. or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of __New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the ‘‘Crude Oil Windfall Profit Tax Act
of 1980’, as same may be amended from time to time (**Act’’), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A. It is understood and agreed by the parties hereto that the initial test well
provided for in Article VI.A of this agreement has already been drilled. The well
was completed in the Gallup Formation on August 25, 1983, and casing has been run
to the base of the Dakota Formation.

Any signatory party hereto may elect to go non-consent on the initial well, sharing
in the proceeds from date of first production, subject to the amended percentage
penalties in Article VI.B.2, "Subsequent Operations”. All consenting parties

shall be invoiced for their share of the drilling costs to date, said total cost
being $575,377. Any additional costs incurred shall Be handled in accordance with
the provisions of this agreement. Notwithstanding anything to the contrary
contained herein, the interest of any party hereto that elects to go non-consent

on the initial well shall accrue to Northwest Pipeline Corporation and will not be
offered to the consenting parties. However, for any other subsequent operation
proposed hereafter, the applicable provisions of this agreement shall apply.

B. The parties hereto, with the exception of the non-consenting parties and
Northwest Pipeline Corporation, will not be entitled to the proceeds from their
working interest from the date of first production of the Rucker Lake #2 through
February 29, 1984, pursuant to the rules and regulations established by the

New Mexico 0il and Gas Commigsion Orders 70-2-18 and R-7407 which are attached
hereto as Exhibit "B" and "B1l".

1 Amended 8/13/84
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EXHIBIT "A"

Attached to and made a part of Operating Agreement
dated February 1, 1984, by and between
NORTHWEST PIPELINE CORPORATION
and
READING AND BATES, ET AL

Lands Subiject to this Agreement

Township 25 North, Range 2 West
Rio Arriba County, New Mexico
Section 24: S/2

Restrictions, if any, as to Depths or Formations

Limited from the base of the Pictured Cliffs formation to the
base of the Dakota formation.

Percentages or Fractional Interests of Parties Subject to this

Agreement
Reading and Bates Petroleum Co. 4.16666%

Petroleum Corporation 1.95109%
of Texas

Ibex Partnership 1.95109Z

Carolyn Clark Oatman .10936%

Testamentary Trust U/W .0534127

of Warren Clark; Mabel
Reed, Trustee, W.W.
Oatman, Trustee

Warren Clark Trust, .10173%
Mabel Reed, Trustee ’

Ruth Bardman 3.12500%

Mountain States Natural 6.250002
Gas Corporation

Ralph Gilliland 3.12500%

Hooper, Kimball, and 4.166667%
Williams, Inec.

Northwest Exploration Co. 25.00000%

Northwest Pipeline Corp. 50.00000%

0il and Gas Leases Subject to this Agreement

1. USA 01l and Gas Lease SF-081296, dated April 1, 1948, from
the USA, as Lessor, to C. Harry White, as Lessee, insofar
as said lease covers the following-described land:

Township 25 North, Range 2 Vest
Section 24: SE/4 SE/4

(Reading & Bates Petroleum Co., et al - 100%)

2. USA 0il and Gas Lease NM-03742, dated April 1, 1948,
from the USA, as lLessor, to C. Harry White, as Lessee,
insofar as said lease covers the following-described
land:

Township 25 Forth, Range 2 West
Section 24: SW/4 SE/4

{(Mountain Statec Matural Cae Corn. . et al - 1007



V.

3. (295011) USA 0il and Gas Lease NM-03741, dated April 1,
1948, from the USA, as Lessor, to C. Harry White, as
Lessee, covering the following-described land:

Township 25 North, Range 2 West
Section 24: N/2 SE/4

(Northwest Exploration Company - 100%)

4. USA 011 and Gas Lease SF079333, dated April 1, 1948, from
The USA, as Lessor, to C. Harry White, as Lessee, insofar
as said lease covers the following-described land:

Township 25 North, Range 2 West
Section 24: SW/4

(Northwest Pipeline Corporation - 100%)

Addresses of Parties for Notice Purposes

Reading and Bates Petroleum Co.
3200 Mid~Continent Tower
Tulsa, Oklahoma 74103

Petroleum Corporation of Texas
Post Office Box 911
Breckenridge, Texas 76024

Ibex Partnership
Post Office Box 911
Breckenridge, Texas 76024

Carolyn Clark Oatman
Post Office Box 1846
Austin, Texas 76767

Mabel Reed, Trustee
W. W. Oatman, Trustee
Post Office Box 1846
Austin, Texas 76767

Ruth Hardman

c/o Kistler Investment Co.
10 East 53rd Street

New York, New York 10022

Mountain States Natural Gas Corporation
Post Office Box 35426
Tulsa, Oklahoma 74135

Ralph Gilliland
7426 Caruth
Dallas, Texas 75225

Booper, Kimball and Williams, Inc.
125 High Street
Boston, Massachusetts 02110

Northwest Exploration Company
Post Office Box 5800, T.A.
Denver, Colorado 80217

Northwest Pipeline Corporaticn
1125 - 17th Street, Suite 2400
Denver, Colorado 80202



EXHIBIT "B"

Attached to and made a part of Operating Agreement dated February

1, 1984, by and between Northwest Pipeline Corporation

{Operator) and Reading and Bates et, al (Non-Operators).
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EXHIBIT "B1l"

Attached to and made a part of Operating Agreement dated February
1, 1984, by and between Northwest Pipeline Corporation
(Opérator) and Reading and Bates et al (Non-Operators).

.. oow .. -0 I
) £33 i I S S r TMENT
SR SRELOWN CULIIERION
I TIIZ MATTZR COF TEZ EZARIAG
CRLLED BY THE. CIL CCNSZRVETION .
CCMMISSION O WZW MEXICO FOR.
TEE FPURPOSE Orf CONSIDEZRING:
CASE 0. 7¢¢0
- Oréer No. R-7407
MNCHENCLATURE
ZPPLICATION OF JCLROME P. MCHUGH
FOR TRE CFEZATION OF A NEW 0OIL POOL
PRD Sﬁ?CTAL POOL RULZS, RIO ARRIEA
COUNTY, NEW MEXICO. '

ORDER OF THE CO“!ISS'ON

BY THE CCIMISSION:
This cause czame cn for hearing at 9 a.m. on Novewber 16,

1983, at Santa Fe, New Mexico, before the 0il Conservation
Ccrmission of New Mexico, hereinafter reJerred to as ghe
"Cormissieon.”

W, on this 20th _ day of December, 1983, ttre
Cr:miss*on, a guorum being .present, having consicdered the
testincny presen;ed and the exhibits received at said hearing,
and being fully zdvised in the premises,

FINDS:

(1) That due public notice haVlng been given as recuired
Ly law, the Cormission has jurisdiction of this cause zrd the
subject matter thereof.

(2) That the applicant, Serome P. licHuch, secks an order
crzaeting & new oil pool, .vertical limits to be +he ‘iicbrara
member of the Mances formation, with spec‘al poel rules.
includéing a provisicn for 320--zcre =zpacing, Rio Zrrika Ccunty,
Ylew Mexico. '

it in ccmpanicen Case

(2) 7279, Yorthwest Pipeline
Ccrzany seaXs an corcder celeting certein lands frcm the Zasin
Dzxcvz Pool, the creaticn cf & rnew o©il pool with wvertical
IJimits definzd as being frem the hasce of the Meszverde
Zorz:ticn to the hese of the Darrnta f£ormzticn, (the Mances and
Rzxotd Tormations), znd the sreo:lcation of special ncol rulas
ineluding a provizion for 1€0-mcre sgacing, Rio Arribka Ccunty,
rw Maenico. :

Page 1 of 5 pages ..
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24) Thet Ceses 7979 and 7280 wvere corsonlicazted fcr the

czologiczl iniormation and bcocttomhole oressure
néicate that the Mancos and Dexota Formations
@ distinct commcn sources of supply. '

(6) Thet the testimony presented would not susport a
ng that one well would efficiently drain 320 acres in t
me

(7) That the Xencos formetion in the area is a fractured
reservoir with lcw porosity and with a matrix permezbility
cheracteristic of the Mencos being produced in the West Puecrto
Chiguito Mancos Pool irmediately to the east of the area.

(8) That szid West Puerto Chiguito-Mancos Fool is a’
ity drainage reservoir spaced at 640 acres to the well.

\Q

(9) That the evidence presented .in this cese esteblished
that the gravity drainage in this area will not be a&s efiective
zs that in said West Puerto Chiguito-Mances Pool and that
smaller proration units should be established therein. ‘

(10) That the currently evailable information indicates
hat cne well in the Gavilan-Mances 0il Pool should be capeble
effectively and efficiently draining 320 acres.

(11} That in order to prevent -the eccnomic loss caused by
the drilling of unnecessary wells, to prevent reduced r&COVEeIV
of hydrocarbons which might result frem the drilling of too

many wells, and to otherwise prevent waste and protect
correlative rights, the Gavilan-Mances 0il Pool should be
crcated with temporary Soec1a1 Rules providing Lor 340 -acre
spacing. : : . T

(12) That the vertical limits of the Gavilen-Mazncocs Fool
shculéd be cefined as: The Nicbrara member of the Mancos
Zormezticn Letween the cepths ¢f /590 feet and 7574 zIcet as

founé in the YNorthwest Zxploreticon Compeny, Geavilen Well MNo. 1,
lorczted in Unit A of S:cticn 26, Township 25 North, Rence 2
West, KMEM :

~

WMPM, Rio Arriba Ccuniy, New HMexico.

Page 2 of 5 pages



TOWNEHIP 24 WORTH, REANGE 2 , IWME
Secticns 1 throuvch 3: Aall

{TCWXNSHIP 25 NMORTH, RENGE 2 WoST, XUMEM) .
Sections 19 thrcugh 30: All

Sections 33 throuch 36: 211

(14) Thet to protect the correlative rights of interested

Darties in the Vest Puertc-Chiguito Mences 0il Pcol, it is
necessary to adopt a restriction recuiring that no :.ore than
cae woll be complcted in the Gavilan-¥zncos 0Oil Pool in the E/2
of each section adjoining the western boundary of the ¥West
Tuerto Chiguito-Mancos 0il Pcol, and shzll be no closer then
1650 feet to the ccmmon boundary line between the two pools.

(15) That in order to .gather information pertainingc to
reservoir characteristics in the Gavilan-lMancos 0il Pool and
its potential i: sact upon the West Puerto Chiguito-Mancos Oil
Pool, the Speci al Rules for the Gavilzn-Mancces 0il Pool should
Qrcvide for the annual testing of the ¥azncos in any well
érilled in the £/2 of a section adicining the West FPuverto
Chiguito-*ancos Fool.

(16) That +the said Temporary Special Rules and
“agulations should ke estezblished for a three-year period in
crdexr to allcw the cperators in the CGzvilan-Mancos 0il Pool io
cather resesvoir informztion to esteblish whether the temporary
rules sthould be mzde permanent.

(17) That the effective date of the Special Rules znd
Reculations prcamulceted for the Gavilan-Mances 0il Pocl should
me moxe than sixty deys f£rxrcem the ézte of this order in order io
:1low +ha cperztors time to @nend their existing preoraiticn and
g22cing wnits to conform to the new spacing and proraticn
1 1les. ’ :

iT_iS_ITEERF ICFE CRDERTD:

(1) Thet & rew gool in Rio EWV‘*a County, Kew Mexico,
clzesifiad eas &an o0il pool for Marnas production is herzby
crezted ond designatned zs the Gavilun«”‘*cos 0il Fool, with the
wartical liaxits coaprising t(he liiekrera member of the Mancos
:hz2le =s descrilked in Finding Wo. (12) of this Orcder znd with
Lorizental limits as follows:

I, -MEUCCS 07, Z00L
IRLh OCCONTY, ".','-" $NICO
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1. Each well coxmgleted or recompleted in the
-Mancos 0il. Pool or in a:correlative intervel within on

northern, western or southern boundary, shall be
érilled, cperated and profuvced in accordance with the
R and Reculations hereinzazfter set forth.
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on a stendard unit containing 320 acres, more or
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RULE 4. Fach well shall be lcocated no nearer ihan 720
the cuter Lcradary of the spacing or proration :»nit,
>x then 330 {ret Lo a gecvernmzntal guaerter-cuarter

XULE 5. That no wore then cne well in the Gavileza-Mzncos
Sil Pool shall be ceopleted in the East one-half of any sa2ction
th2t is centicucus with the wesilern boundary of the Wrst Zusrio
Cricvite-Mancos 0Oil Fool, with sezid well being leocatzd no
clzcexr then 1650 fcet 1o said houniarcy.

RULE 6.  That the czevaicr cf any Cavilan-Mancos il Feol

=11 loca-od in &y of the coveoo.:atal coctions contl ious to

2 Wast Pucrio Chicuiilc-llantes Gil Fcol the preductien Izca
wrnich 1s ccimming reduceicn from any other ool or

< vrolucing wore ithazn 30
~er ey or whisch =as a gas~oil ratio grezter
‘s - -
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2221 anncelly, doring the meonth of ~p-il cor
lizcticn  test of ke Meoncos foriaziiica
said w21l in zecordance with Lesting

“le 4n Ye TZxilec Alustrict offic2 of the Tid
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Czl.z i, E-5a(C7
iT IS TURTEER CF2zZ==D:

(1) Thet <the Special Rules e C
Gazvilen-Mancos 0il 260l cshell lkeccne effective

(2) 7That any well oresently prod: g frem the Gzvilan-
¥a2ncos 0il ZPool which dces not have a standard 220-zcre
czcration unit, an atzreved ron-siendazrd proration unit, or
which does not heave a gpending zpplicaztion fer a3 hearing for_ a
standard or ncn-standard nroraticn unit by Mzrch 1, 1984, shall
be shut-in until a stanéard or non--stendard unit is assignad

the well.

' . i .
(3) That this case shall be recpened at an exzminer

hearing in Merch, 1987, a2t which time the cperators in the
srrbizct pool shculd be prepared to appear aznd show cause wh
the Gevilan-Mancos 0il Pool shouvld not be cevelcred on £0-acre
stacing units. ‘

(4) That jurisdiction of this ceuse is retained for the
entry of such ifurther orders &s the Commission may deem

t faniz Fe, ¥aw Mexico, on the cday and year
sic:

CZCRZITARY

2]
t
e
=
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COPAS — 1974

Recommended by the
Council of Petroleum
Accountants Societies of
North America

EXHIBIT = °¢*

Attached to and made a part of Operating Agreement dated February
1, 1984, by and between Northwest Pipeline Corporation
"(Operator) and Reading and Bates et al (Non-Operators).

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity. ]

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit ‘of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances recejived from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of*twelve-pereent—+135-) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts. *120% of the prime rate charged by Citibank, N.A.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed
to by the Operator.

. Approval by Non-Operators

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

—_1—
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator’'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 .employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’'s cost experience.

C. Expenditures or contributions made pursuant to assessments imposcd by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Ogerator's aciual
cost not to exceed percentage most recently recommended by the Counci

of Petroleum Accountants Society of North America.
Material

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

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator’'s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services (See VI)

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In .ieu of charges in Paragraph TA above, Operator may elect to usc average commercial rates prevailing in
the immediate area of the Joint Property less 20¢;. For automotive ¢quipment, Operator may elect to use rates
published by the Petroleum Mlotor Transport Associatio_n.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joir.t Property made necessary because of dam-
ages or losses incurred by fire. flood, storm, theft, accident, or other causc, except those resulting from Operator's
gross negligence or willful misconduct. Operator shail furnish Non-Opcrutor written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense (See VI)

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 resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agrecd to by the Parties. All other legal
expense is considered to be covered by the overhcud provisions of Scction 1II unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

—_g




10.

11.

Taxesr

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IIl. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

il. The salaries, wages and Personal Expenses of Technical Employees znd or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall

not (x ) be covered by the Overhead rates..

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

Drilling Well Rate $4,000.00
Producing Well Rate 5475-00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

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

[2]) Charges for offshore drilling wells shall begin on the date when drilling or completion equipment _ _

arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

{2] Each active completion in a multi-completed- vrell in wkhich production is not commingled down
hole shall be considered as a one-well ctarge providing each completion is considered a separate
well by the governing regulatory authority.

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

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

[5] Al other inactive wells (including but not lirnited to inazctive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be acjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The zdjustment shall be computed by multi-
plring the rate currently in use by the percentage increzse or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Lzbor, Bureau of Labor Statistics, or the
¢quivalent Canadian index as published by Statistics Canada, az applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

- Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating
e Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased

for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de:.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $_25,000.00

A. __ 5 o of total costs if such costs are more than $ 25,000 but less than $M_; plus
B. 3 % of total costs in excess of $ 100,000 but less than $1,000,000; plus
C. 2 _ 9 of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, 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, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-

counts:
A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of gquantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe »

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property )
(a) At seventy-five percent (755 ) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

(a) At seventy-five percent (75¢ ) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account a: new Material, or
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(b) at sixty-five percent (655 ) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75 ) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(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 (509 ) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D
All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be

priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval

of Non-Operators.
D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IIL

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

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

Expense of Conducting Periodic Inventories

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

VI.

Should Cperator determine that it is necessary or advisable to retain an outside attorney
to represent Operator for the benefit of the parties at a hearing of, or before, a state

or federal regulatory agency concerning a matter directly affecting the Joint Property,
then the fees and expenses of such outside attorney shall be considered "cost of
professional consultant services and contract services of technical personnel directly
engaged on the Joint Property” as set out in Section II.6.
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EXEIBIT "D"

INSURANCE

Attached to and made a part of
OPERATING AGREEMENT
dated February 1, 1984
by and between

Northwest Pipeline Corporation ("OPERATOR")"
and
Reading and-Bates et al ("NON-OPERATOR") -

Operator shall carry insurance fo: the benefit of the joint account
covering operations upon the Contract Acreage subject to the Operating
Agreement to which this Exhibit "D" is attached as follows:

(a) Workmen's Compensation Insurance in accordance with
the requirements of the laws of the state or states
where work is conducted and Employer's Liability
Insurance with limitations of not less than One
Hundred Thousand Dollars. ($100,000.00) each accident
and One Hundred Thousand Dollars ($100,000.00)
aggregate for disease.

(b) Public Liability Insurance with limits of not less
than Two Hundred Fifty Thousand Dollars ($250,000.00).
as to any one person, and Five Bundred Thousand
Dollars ($500,000.00) as to any one accident, and
Property Damage Liability Insurance with limits of not
less than Two Hundred Fifty Thousand Dollars
($250,000.00) for each accident.

(¢} Automobile Public Liability Insurance with limits of
not less than Two Bundred Fifty Thousand Dollars
($250,000.00) for any one person injured in any one
accident and Five Hundred Thousand Dollars
($500,000.00) for more than one person injured in any
one accident, and Automobile Property Damage Insurance
with a limit of not less than One Bundred Thousand
Dollars ($100,000.00) to cover all automotive
equipment.

Each policy of insurance issved pursuant to the provisions of (a), (b)
and (c¢) of this section shall provide by endorsement or otherwise that
the provisions of the policy are extended to cover the interest of
Nonoperator for whom the assured is acting under contract, but only
with respect to operations conducted by named assured.

Operator shall furnish to Nonoperator & certificate covering each
policy of insurance issued pursuant to this action.
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EXHIBIT "E*

GAS BALANCING AGREEMENT

Attached to and made a part of
OPERATING AGREEMENT
dated February 1, 1984
by and between
Northwest Pipeline Corporation ("OPERATOR"™)

and
Reading and Bates et al ( "NON~OPERATOR")

During the term of this Agreement in any period or periods when
(i) any Party Hereto has no market for, or (ii) its purchaser is unable
to take or (iii) if any party fails to take its share of gas, the other
parties shall be entitled to produce each month One Hundred Percent
(100%) of the allowable gas production assigned to the Contract Area by
the appropriate governmental entity having jurisdiction, and each of such
other parties shall take its prorata share of such allowable gas
production. All Parties Hereto shall share in and own the condensate
recovered at the surface in accordance with their respective interests,
but each party taking gas shall own all of the gas delivered to its
purchaser. Each party unable to market its share of the gas produced
shall be credited with gas in storage equal to its share of the gas
produced, less its share of gas used in lease operations, vented or
lost. Operator shall maintain a current account of the gas balance
between the parties and shall furnish all Parties Hereto monthly
statements showing the total quantity of gas produced, used in lease
operations, vented or lost, and the total guantity of condensate
recovered. : :

After notice to Operator, any party may begin taking or
delivering its appropriate share of the gas produced. 1In addition to its
share, each underproduced party, until it has recovered all its gas in
storage and balanced its gas account, shall be entitled to take or
"deliver a volume of gas equal to twenty-five percent of each
overproduced party's share of gas produced. 1If more than one party is
entitled to the additional gas produced, the right to take such
additional gas shall be divided in accordance with each such
underproduced parties' relative participation in the Contract Area.

In the event production of gas permanently ceases prior to the
time that the accounts of the parties have been balanced, a complete
balancing between all parties shall be accomplished by payment of a money
settlement to each underproduced party by each overproduced party. Such
payment by each overproduced party shall be on a2 basis which reflects its
prorata overproduction in relation to each underproduced parties!’
unreceived gas balance. Such settlement shall be bzsed upon the weighted
average price received by each overproduced party for its share of gas
produced and sold.

At all times while cas is produced from the Contract Area, each
party shall to the extent necessary make appropriate settlement of all
royalties, overriding royalty interest, and other payments out of or in
lieu of production for which it is responsible, as if each party were
taking or delivering to a purchaser its share, and its share only, of
such gas production. Each Party Hereto agrees to hold each other party
harmless from any and all claims for royalty payments asserted by royalty
owners to whom each party is accountable.

Nothing herein shall change or affect each party's obligations
to pay its proportionate share of all costs and liazbilities incurred in
lease operations as its share thereof is set forth in the above-described
Operating Agreement.
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EXHIBIT "F"

NONDISCRIMINATION AWD CERTIFICATION

OF NONSEGREGATED FACILITIES

Attached to and made a part of

OPERATING AGREEMENT
dated February 1, 1984

by and between

Northwest Pipeline Corporation ("OPERATOR" /"CONTRACTOR")

Reading and Bates et al

and
("NON-OPERATOR")

In the performance of work under this Agreement, Operator agrees to

comply with all the provisions
Executive Order 11246 (30 F.R.
11375, and Operator shall also
Order 11758--Employment of the
11701--Employment of Veterans,

of Section 202(l) to (7) inclusive, of
12319), as amended by Executive Order
abide by the requirements of Executive
Handicapped, Equal Employment Opportunity
and Equal Employment Opportunity

11625--Minority Business Enterprise, which orders are made a part

hereof.

The foregoing obligations of Operator shall be modified as necessary to
comply with current executive orders, regulations and statutes, federal
or state, relating to nondiscrimination in employment.

Northwest Pipeline Corporation

COMPANY¥ is an equal opportunity employer.

During the performance of this Agreement, the Contractor agrees as

follows:

(a) The Contractor will not discriminate against any employee -
or applicant for employment because of race, religion, color,

sex, or national origin.

The Contractor will take affirmative

action to ensure that applicants are employed, and that
employees are treated during employment, without regard to their
race, religion, color, sex, or national origin. Such action
shall include, but not be limited to the following: employment
upgrading, demotion, or transfer; recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms
of compensation; and selection for training, including
apprenticeship. The Contractor agrees to post in conspicuous
places, available to employees and applicants for employment,
notices to be provided by the contracting officer setting forth
the provisions of this nondiscrimination clause.

(b} The Contractor will,

in all solicitations or advertisements

for employees placed by or on behalf of the Contractor, state
that all qualified applicants will receive consideration for
employment without regard to race, religion, color, sex, or

national origin.

(c) The Contractor will send to each labor union or
representative or workers with which he has a collective
bargzining agreement or other contract or understanding, a
notice to be provided by the agency contracting officer,
advising the labor union or worker's representative of the
Contractor's cormitments under Section 202 of Executive Order
11246 of September 24, 1965, and shall post copies of the notice
in conspicuous places available to employees and applicants for

employment.

(3) The Contractor will ccrnply with all provisions of Executive
Order 11246 of September 24, 1965, and of the rules,
regulations, and relevant orders of the Secretary of Labor.
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(e} e Contractor wilil furnish all inforration and reports
requirz% by Executor Order 11246 of September 24, 1965, and by
the ruies, regulations, and orders of the Secretary of Labor, or
pursuar.t thereto, and will permit access to his books, records,
and accoints by the contracting agency and the Secretary of
Labor for purposes of investigation to ascertain compliance with
such rules, regulations, and orders,

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

(g) The Contractor will include the provisions of Paragraphs
{a) through (g) in every subcontract or purchase order unless
exempted by rules, regulations, or orders of the Secretary of
Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon
each subcontractor or vendor. The Contractor will take such
action with respect to any subcontract or purchase order as the
contracting agent may direct as a means of enforcing such
provisions including sanctions for noncompliance; provided,
however, that, in the event the Contractor becomes involved in,
or is threatened with, litigation with a subcontractor or vendor
as a result of such direction by the contracting agency, the
Contractor may request the United States to enter into such
litigation to protect the interests of the United States.

(h) The Contractor acknowledges that he may be required to file
Standard Form 100 (EEO-l) promulgated jointly by the Office of
Federal Compliance, the Equal Employment Opportunity Commission
and Plans for Progress within Thirty (30) days of the contract
award, if such report has not been filed for the current year
and otherwise comply with or file such other compliance reports
as may be required under Executive Order 11246, as amended, and
Rules and Regulations adopted thereunder.

(i) The Contractor further acknowledges that he may be required
to develop a written affirmative action compliance program as
required by the Rules and Regulations approved by the Secretary
of Labor under the authority of Executive Order 11246 and supply
Non-operator with a copy of such program if Non-operator so
reguests.

{(j) The Contractor further understands and agrees that a breach
of the assurance contained in Paragraphs (a) through (i) above
subjects it to the provisions of the Order at 41 CFR Chapter 60
of the Secretary of Labor dated May 21, 1968. 1In the event of
the Contractor's noncompliance with the nondiscrimination
clauses of this Agreement or with any of =such rules,
regulztions, or orders, such noncompliance cthall constitute
sufficient grounds, and the parties hereto zgree to immediate
cancellation of this Zgréement on the basis of such
noncorpliance with no further obligation whiatscever on the part
of Non-cperator.

Exzcutive Order 11758 - Excloyment of the Handicapped

(This clause applies to all nonexerpt contracts and subcontracts
which exceed £2,500 as follows: (1) Part A acplies to contracts and
subcontracts which provide for performance in lecs than 90 Gays; (2)
Parts A and B apply to contracts and subcontrazctz which provide for
perforrmance in 90 days or more and the azount of the contract or
subcontract is less than $500,000; and (3) Partz 2, B and C apply to
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contracts and subcontrecte which provide for perfornance in 90 days or
more and the aiount of the contract or csubcontract is $500,000 or more.)

Part A

(a) The Contractor will not discriminate against any employee
or applicant for employment because of physical or mental
handicap in recard to any position for which the employee or
applicant for employment is qualified. The Contractor agrees to
take affirmative action to employ, advance in employment, and
otherwise treat qualified handicapped individuals without
discrimination based upon their physical or mental handicap in
all employment practices such as the following: employment,
upgrading, demotion or transfer, recruitment or recruitment
advertising, layoff or termination, rates of pay or other forms
of compensation, and selection for training, including
apprenticeship.

(b} The Contractor agrees that, if a handicapped individual
files a complaint with the Contractor that he is not complying
with the requirements of the Act, he will (1) investigate the
complaint and take zppropriate action consistent with the
requirements of 20 CFR 741.29 and (2) maintain a file for three
years of the record regarding the complaint and the actions
taken.

{(c) The Contractor agrees that, if a handicapped individual
files a complaint with the Department of Labor that he has not
complied with the requirements of the Act, (1) he will cooperate
with the Department in its investigation of the complaint, and
(2) he will provide all pertinent information regarding his
employment practices with respect to the handicapped.

(d) The Contractor agrees to comply with the rules and
regulations of the Secretary of Labor in 20 CFR Ch. VI., Part
741. : :

{(e) In the event of the Contractor's noncompliance with the
requirements of this clause, the contract may be terminated or
suspended in whole or in part.

(f) This clause shall be included in all subcontracts over
$2,500.

Part B

(g) The Contractor agrees (1) to establish an affirmative
action program, including appropriate procedures consistent with
the guidelines and the rules of the Secretary of Labor, which
will provide the affirmative action regarding the employment and
advancement of the handicapped required by P.L. 93-122; (2) to
publish the program in ‘his employee's or personnel handbook or
ctherwise distribute a copy to all perscnnel; (3) to review his
program on or before March 31 of each year and to make such
changes as may be appropriate; and (4) to designate one of his
principal officials to be responsible for the establishmsnt and
operation of the program. '

(n} The Contractor agrees to permit the examination by
zppropriate contracting agency cfficials or Assistant Secretary
for Employment Standards or his designee of pertinent books,
documents, pzpers, and records concerning his erployment and
advancement of the handicapped.

(i) The Contractor agrees to post in conspicuous places,
available to exployees and applicants for erployment, notices in
a form to be prescribed by the Assicstant Secretary for
orployment Standards provided by the contracting officer stating
the Contractor's obligation under the law to take affirmative
< : .
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action to employ and advance in employment cualified handicapped
employees and applicants for employment and the rights and
remedies available.

(j) The Contractor will notify each labor union or
representative of workers with which he has a collective
bargaining agreement or other contract understanding that the
Contractor is bound by the terms of Section 503 of the
Rehabilitation Act, and is committed to take affirmative action
to employ and advance in employment physically and mentally
handicapped individuals.

?art C

(k) The Contractor agrees to submit a copy of his affirmative
action program to the Assistant Secretary for Employment
Standards within 90 days after the award to him of a contract or
subcontract.

(1) The Contractor agrees to submit a summary report to the
Assistant Secretary for Employment Standards by March 31 of
the year following completion of the. Contract in the form
prescribed by the Assistant Secretary, covering employment
and complaint experience, accommodations made, and all
steps taken to effectuate and carry out the commitments set
forth in the affirmative action program.

Equal Employment Opportunity 11625
Minority Business Enterprise

{(a) It is the policy of the Government that minority business
enterprises shall have the maximum practicable opportunity to
participate in the performance of Government contracts.

(b) The Contractor agrees to use his best effort to carry out:
this policy in the award of the subcontracts to the fullest
extent consistent with the efficient performance of the
contract. As used in the contract, the term "Minority Business
Enterprise®™ means a business, at least 50 percent of which is
owned by minority group members, or in the case of
publicly-owned businesses, at least 51 percent of the stock of
which is owned by minority group members. For the purposes of
this definition, minority group members are Negroes,
Spanish-speaking American persons, American-QOrientals,
American-Indians, American-Eskimos, and American-Aleuts.
Contractors may rely on written representations by
subcontractors regarding their status as minority business
enterprises in lieu of an independent investigation.

Equal Employment Opportunity 11701
Employment of Veterans

(1) As provided by 41 CFR 50-~250, the Contractor agrees that all
employment openings of the Contractor which exist at the time of the
execution of this contract and those which occur during the performance
of this contract, including those not gererated by the contract and
including those occurring at an establishment of the Contractor other
than the one wherein the contract is being performed, but excluding those
of indegendently operated corporate affiliates, chall, to the maximum
extent feasible, be offered for listing at an eppropriate loczl office of
the Federal-State Employment Service system wherein the opening occurs
and to provide such periodic reports to such local office regarding
ermployrent openings and hires as may be required; pROVIDED that this
provision shall not apply to openings which the Contractor fills from
within the Contractor's organization or are filled pursuant to a
customary and traditional employer-union hiring arrangement and that the
listing of employment cpenings shall involve only the normal obligations
which attach to the place of job orders.

(2) The Contractor agrees ‘further to place the above provision in
any subcontract directly under this contract.
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NORTHWEST PIPELINE corroRrarioN JlJJ

ONE OF THE WILLIAMS COMPANIES

P.O. BOX 1528
SALT LAKE CITY. UTAM 84110-1526
801-583-8800

715-84

- September 5, 1984

TO ALL WORKING INTEREST OWNERS
RUCKER LAKE #2 WELL

Re: Rucker Lake #2 Well
Township 25 North, Range 2 West
Section 24: 5/2
Rio Arriba County, New Mexico

Gentlemen:

The parties to the Operating Agreement dated February 1, 1984 covering the
above described acreage hereto agree to amend the provisions of said Operating
Agreement as follows:

1. Article VI. B(2)(b) - change the 300% non-consent penalty to 150%.

2. Article XV. A - change the first line in the second paragraph to read:
“Any signatory party hereto may elect to go non-consent on the initial
well, sharing in the proceeds from date of first production, subject
to the amended percentage penalties in Article VI. B(2)(b)."

3.  Article XV. B - add to the first line after, "with the exception of"
the following: “the non-consent parties and".

4.  Exhibit "C" III 1, A.1. - change the $4,750.00 drilling well rate
overhead to $4,000.00

Enclosed are amended pages 6, 14 and from Exhibit "C" page 3 showing the above
amendments. Please substitute these pages for those currently attached to
your copy of the Operating Agreement.

295 CHIPETA WAY SALT LAKE CITY, UTAH 84108



Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and iive (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

. Sincerely,
SN A
-E%%ggz' L. C. Randolph
Vice President
DLG:dh
Enclosures
AGREED TO AND ACCEPTED THIS DAY OF ~, 1984

NORTHWEST EXPLORATION COMPANY

By:




Rucker Lake #2 Well
WORKING INTEREST OWNERS LIST

Reading and Bates Petroleum Co.
1125-17th Street, Suite 2300
Denver, CO 80202

Petroleum Corporation
" Post Office Box 911
Breckenridge, TX 76024

Ibex Partnership
Post Office Box 911
Breckenridge, TX 76024

Carolyn Clark Oatman
Post Office Box 1846
Austin, TX 76767

Testamentary Trust U/W of Warren
Clark; Mabel Reed, Trust,

W. W. Oatman, Trustee

Warren Clark Trust, Mabel Reed,
Trustee

Post Office Box 1846

Austin, TX 76767

Ruth Hardman

“¢/0 Kistler Investment Co.
10 East 53rd Street

New York, NY 10022

Mountain States Natural Gas Corporation
Post Office Box 35426
Tulsa, OK 74135

Ralph G61111land
77426 Caruth
Dallas, TX 175225

Hooper, Kimball and Williams, Inc.
125 Righ Street
Boston, MA 02110

/Northwest Exploration Company
Post Office Box 5800, T.A.
Denver, CO 80217



1982 - Model Form Opcrating Agreement

ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

!
2 tes. Upon commencement of aperations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
3 in accordance with the provisions of this Article, each Non-Conscnting Party shall be deemed to have relinquished to Consenting Farties,
4 and the Consenting Parties shall own and be entitied to receive, in proportion to their respective interests, all of such Non-Consenting
5 Pany’s interest in the well and share of production therefrom until the proceeds of the sale of such share. calculated at the well, or
6  market value thereof if such share is not sold, (after deducting production/l‘AJx%p.dcﬁagE]u)BE%yjaﬁy, overriding royalty and other in-
7 terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest
8 until it reverts) shall equal the total of the following:
9

10

1 )

12 (a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing unti! each such Non-
15  Conscnting Party’s relinqﬁished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
17 Party had it participated in the well from the beginning of the operations; and

18

19

20

21 (b)__150 _% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and
22 completing, after deducting any cash contributions received under Anicle VIIL.C., and_130 % of that portion of the cost of
23 newly acquired equipment in the well (to and including the wellhead connections). which would have been chargeable to such Non-
24 Consenting Panty if it had participated therein.

25

26

2

28 An election not to panticipate in the drilling or the deepening of 2 well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied
30  that is conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account.
31  Any such reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of opera-
32 tion of said well and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of
33 that portion of the costs of the reworking or plugging back operation which would have been chargeable to such Non-Consenting
34 Panty had it participated therein. If such a reworking or plugging back operation is proposed during such recoupment period. the
35 provisions of this Article VI.B. shall be applicable as between said Consenting Parties in said well.

36

37

38

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production._ or %: 11 £
40  proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, galhcring/ gl%%éncra pro
4] 1axes. and all royalty, overriding royaity and other burdens applicable to Non-Consenting Party’s share of production not excepted
42 by Artcle IILD.

43

as

16 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitied to us¢:, free

47  of cost. all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
4%  abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49  mem to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

50

51

52

52 Within sixty (60) days after the completion of any operation under this Anticle, the party conducting the operations for the
54 Consenting Parties shall furnish each Non-Consenting Party with an invéntory of the equipment in and connected to the well, and an
%5 itemized statement of the cost of drilling. deepening. plugging back. testing, completing, and equipping the well for production; or. at
S6 it~ option. the operating party. in lieu of an iternized statement of such costs of operation, may submit a detailed statement of monthly bill-
£7  ngs. Each month thereafter. during the time the Consenting Parties are being reimbursed as provided above. the party conducting the
S%  operations for the Consenting Parties shall fumnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
%6 curred in the operation of the well. together with a staiement of the quantity of oil and gas produced from it and the amount of proceeds
&) rcshized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas

>

produced during any month, Consenting Parties shall use industry accepted methods such as. but not limited to. metering or periodic
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
61 which would have been owned by a Non-Consenting Panty had it participated therein shall be credited against the total unreturned costs
64 of the work done and of the equipment purchased in deicrmining when the interest of such Non-Consenting Party shall revert to it as
65 abave provided: and if there is a credit balance, it shall be paid 10 such Non-Consenting Party.

66

67

68

69

70

Amended 8/13/84
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1982 - Model Form Operating Agreement

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations. and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws. or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but riot limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be goverried and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the staie of __New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,

privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgaied

under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
ting or adjacent to the Contract Area.

With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of , incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator's share of production that Operator may be required to refund. rebate or pay as a result of such an incorrect interpretation or
application. together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act

- of 1980, as same may be amended from time to time (**Act’"), and any valid regulations or rules which may be issued by the Treasury

Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV,
OTHER PROVISIONS

A. It is understood and agreed by the parties hereto that the initial test well
provided for in Article VI.A of this agreement has already been drilled. The well
was completed in the Gallup Formation on August 25, 1983, and casing has been run
to the base of the Dakota Formation.

Any signatory party hereto may elect to go non-consent on the initial well, sharing
in the proceeds from date of first production, subject to the amended percentage
penalties in Article VI.B.2, "Subsequent Operatiomns'. All consenting parties

shall be invoiced for their share of the drilling costs to date, said total cost
being $575,377. Any additional costs incurred shall be handled in accordance with
the provisions of this agreement. Notwithstanding anything to the contrary
contained herein, the interest of any party hereto that elects to go non-consent

on the initial well shall accrue to Northwest Pipeline Corporation and will not be
offered to the consenting parties. However, for any other subsequent operation
proposed hereafter, the applicable provisions of this agreement shall apply.

B. The parties hereto, with the exception of the non-consenting parties and
Northwest Pipeline Corporation, will not be entitled to the proceeds from their
working interest from the date of first production of the Rucker Lake #2 through
February 29, 1984, pursuant to the rules and regulations established by the

New Mexico 0il and Gas Commission Orders 70-2-18 and R-7407 which are attached
hereto as Exhibit "B'" and "B1l".



10.

11,

12.

— E—

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties. )

Taxes

Insurance

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

III. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered

as included in the Overhead rates -provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X )} be covered by the Overhead rates..

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

Drilling Well Rate $.4,000.00
Producing Well Rate 5475-00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment

arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

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

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

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

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

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

—_—3—

Amended 8/13/84




Working Interest Owners
September 5, 1984
Page 2 '

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely,

a4 il

. L. C. Randolph
LS Vice President

DLG:dh

Enclosures

AGREED TO AND ACCEPTED THIS \7"217 DAY OF gi;;,. , 1984

CAROLYN CLARK OATMAN

By: ﬁzf‘,‘dz’mf%” .’/@7}2/&1/

-



Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely,
kf:g'.::c.‘.: . S
i i —
ey
— L. C. Randolph
Vice President
DLG:dh
Enclosures
AGREED TO AND ACCEPTED THIS =204 DAY OF ogfd(%dff‘ , 1984

TESTAMENTARY TRUST U/W OF WARREN CLARK; -

' : MABEL REEDL-TRUST&E W, W. ﬁAiMAN,&‘ngIEE

. V)
By: 702w K onsl

L e




Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely,
ey s
>4 L. C. Randolph
Vice President
DLG:dh
Enclosures
AGREED TO AND ACCEPTED THIS C;Z;Qﬁ DAY OF :i;ﬁéanékr— » 1984

WARREN CLARK TRUST, MABEL REED, TRUSTEE

7
By: "udi)Aderd.




Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely, :
Ve Y b
.;533 L. C. Randolph
Vice President
DLG:dh
Enclosures

AGREED TO AND ACCEPTED THIS 3 DAY OF Cclabion , 1984

RUTH HARDMAN

By: ?Ezbt;étil /fél«;4244~424g)




Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest

Pipeline.

Sincerely,

A1 el _ “4/

L. C. Randalph
Vice President

DLG:dh

Enclosures

J‘ ,
AGREED TO AND ACCEPTED THIS i DAY OF [c.‘lc/’c:u- , 1984

PC, LID.
PE TROL EMx CORPORAT HOM QF T EXKAS '

/,
By:

Fred F. Dueser, Generafl Partner S
i

e Sl oGk

CEE/L. McClymond, Gefieral Partner




Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely,
[ ) - g
- F g/ﬁ/{é%%&
1Y
L. C. Randolph
Vice President
DLG:dh
Enclosures
| L—J\ L e
AGREED TQ AND ACCEPTED THIS s DAY OF e U by , 1984

RALPH GILLILAND

?

e Lo el lland
\




Working Interest Owners
September 5, 1984
Page 2

Please indicate your approval of the above stated amendments by executing in
the space provided below and returning one (1) copy. Also would you please
return one (1) executed copy of the signature page of the Operating Agreement
and five (5) executed copies of the Communitization Agreement to Northwest
Pipeline.

Sincerely,

% ,4%/4&/ L—

L. C. Randolph
Vice President

DLG:dh

Enclosures

AGREED TO AND ACCEPTED THIS llth DAY OF October » 1984

REABING AND BATES PETROLEUM CO.

RN

D G Campbell
Sr. V.P. Domestic Exploration

-
e
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 198¢

ARTICLE XV1.
MISCELLANEOUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of

Attest:

1st day of March 19 84

OPERATOR

Attest:

NORTHWEST PIPELINE CORPORATION

NON-OPERATORS

Attest:

Attest:

Signature Page to
Operating Agreement dated
February 1, 1984 for the
S/2 Section 24, T2S5N, R2W
Rio Arriba County, N.M.
Rucker Lake #2

NWP~NM6 385

NWX~295011

-15-

READING & BATES PETROLEUM CO.

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

Carolyn Clark Oatman

Testamentary Trust U/W of
Warren Clark

Mabel Reed, Trustee

W.W. Oatman, Trustee

Warren Clark Trust,
Mabel Reed, Trustee

Ruth Bardman

This agreement is subject to
amendatory letter dated September 5,
1984 which, together with this
agreement, comprise the complete
contract between the parties hereto.
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV1.
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 2S5t day of ___March 19_84
OPERATOR
ttest: NORTHWEST PIPELINE CORPORATION
R T L { . By :/
oo Te T LECRETARY oAS

NON-OPERATORS

Attest: BATES PETRQ co.
(ks
wj ' ,Jﬁ

Bys .
atcedsy Ut Lt C°”~/\/“Slstant Secretary  ppTROLEUM CORPORATION OF TEXAS

By:

Attest: IBEX PARTNERSHIFP

By:

Carolyn Clark Oatman

Testamentary Trust U/W of
Warren Clark

Mabel Reed, Trustee

W.W. Oatman, Trustee

Warren Clark Trust,
Mabel Reed, Trustee

Ruth Hardman

Signature Page to This agreement is subject to
Operating Agreement dated amendatory letter dated September 5,
February 1, 1984 for the 1984 which, together with this

S/2 Section 24, T25N, R2W agreement, comprise the complete

Rio Arriba County, N.M. contract between the parties hereto.

Rucker Lake #2
NWP-NM6 385
NW¥X=285011
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and 1o their respective heirs, devisees,

legal representauves, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of

Attest:

1lst March

day of

19 84

OPERATOR
NORTHWEST PIPELINE CORPORATION

Attest:

NON-OPERATORS

PC, LTID.

Attest:

APPROVED
. &S TO FORM
' 3 -
. -
- I L
ASTO CONTENT

AS TO INTEREST

Signature Page to

Operating Agreement dated
Fepruary 1, 1984 for the
§/2 Section 24, T25N, R2W

Rio Arrika County, K.M.
Rucker Lake #2
NWF=RNME3E5

NWX=-295011

S15-

READING & BATES PETROLEUM

PC, LTD.

- / .
BY:OA -2 C
~J. L. McClymond,
IBEX PARTNERSHIP

<t
A / W
By: U/

Lester Clark, Partner

Carolyn Clark Oatman

Testamentary Trust U/W of
Warren Clark
Mabel Reed,

W.W. oam;

Trustee
Trustee

Warren Clark Trust.
Mabel Reed, Trustee

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

ARTICLE XVI.
MISCELLANEOUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of

Attest:

__lsi_ day of

March

19_84

OPERATOR
NORTHWEST PIPELINE CORPORATION

SIS A o ———
S3ISTANT SECR ¥

Lt LY SSRE RPN -

Attest:

NON-OPERATORS
READING & BATES PETROLEUM CO.

Attest:

Attest:

Signature Page to

Operating Agreement dated
February 1, 1984 for the
R2W

S/2 Section 24, T25N,
Rio Arriba County, N.M.
Rucker Lake %2

NWP-NMé€ 385

NWX-295011

-15-

By:

PETROLEUM CORPORATION OF TEXAS

By:

IBEX PARTNERSHIP

By:

Ctraiye Qoch Gt

Carolyn Clark Oatman

e -
yAn T‘A” n
L e DA

Testamentary Trust U/W of
Warren Clark

Mabel Reed .Q Trustee

W.W. Oatman ,a"rrustee

T LT

War¥en Clark Trust,
Mabel Reed, Trustee

Ruth Hardman

This agreement is subject to
amendatory letter dated September 5,
1984 which, together with this

agreement, comprise the complete
contract between the parties hereto.



‘A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

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

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

IN WITNESS WHEREOF. this agreement shall be effective as of __ TSt day of ___ March 19_84

OPERATOR
Attest: NORTHWEST PIPELINE CORPORATION
| / ‘/;_ . y /,"
a4 I Y &N :
ALSISTANT S=ClzTAny ‘?U
NON-OPERATORS
Attest: READING & BATES PETROLEUM CO.
By:
Attest: PETROLEUM CORPORATION OF TEXAS
By:
Attest: IBEX PARTNERSHIP

Carolyn Clark Oatman

Testamentary Trust U/W of
Warren Clark

Mabel Reed, Trustee

W.W. Oatman, Trustee

Warren Clark Trust,
Mabel Reed, Trustee

'\_ ”, i .
LR fHeet—ep

Ruth Hardman

Signature Page to

Operating Agreement dated
February 1, 1984 for the
§/2 Section 24, T25N, R2W
Rio Arriba County, N.M.
Rucker Lake #2

NWP-NM6385

NWX-295011

-15-

This agreement is subject tc
amendatory letter dated September 5
1984 which together with this
agreement, comprise the complete
contract between the parties hereto



Attest: MOUNTAIN STATES NATURAL
GAS CORPORATION

By:

o . ) \ { . « . /
{A:. ( fLL\ ;_L"L'C( {ﬁk"“"’/
Ralph Gilliland

Attest: HOOPER, KIMBALL AND WILLIAMS, INC.

‘ a . .o . -~
& (l—/(ij.‘z ZC’ C‘«7‘_‘4 g ’ By: L </ . HEE ! o ’./

- / /
v/ NORTHWEST EXPLORATION COMPANY

) —_ _—
T K ez Zy
Betty y Burnett %

Attorpéy~In-Fact

Signature Page to

Operating Agreement dated February 1, 1984 for the
S/2 Section 24, T25N, R2W

Rio Arriba County, N.M.

Rucker Lake #2

NWP-NM6 385
NI < 290507 1



Attest:

Attest:

Signature Page to

MOUNTAIN STATES NATURAL
GAS CORPORATION

By:

Voo s UG
Ralph Gilliland

HOOPER, KIMBALL AND WILLIAMS, INC.

By:

NORTHWEST EXPLORATION COMPANY

Atto ey41n-Fact

Lo

Operating Agreement dated February 1, 1984 for the

$/2 Section 24, T25N, R2W
Rio Arriba County, N.M.
Rucker Lake #2

NWP-NM6 385

NWX-295011

This agreement is subject to
amendatory letter dated September 5,
1984 which, together with this
agreement, comprise the complete
contract between the pmarties hereto.



A.AP.L FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

i ARTICLE XVI.
2 MISCELLANEOQOUS
3
4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs. devisees.
5 legal representatives, successors and assigns.
6
7 This inscrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.
8
9 IN WITNESS WHEREOF. this agreement shall be effective as of LS ___ day of ___ March 19_84
10
11
12 OPERATOR
ii Attest: NORTHWEST PIPELINE CORPORATION
15 . _
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17 —— et g N S T A By:
el -~
18 e bl S T et e .
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20 “
2 ),
29
; NON-OPERATORS
5  Attest: READING
25 )
26 s -
he e ﬁ cﬂ/q/
® 7T Cox, B TS 2
s Attest:l” -+ 0%, Assistant Secretary PETROLEUM CORPORATIO oF TEXAS
30 : ~
31
32
33 By:
34
15 Attest: IBEX PARTNERSHIP
36 .
37
38
39 By:
40
41
42
43
44 . Carolyn Clark Oatman
45
46
47
48 .
49 Testamentary Trust U/W of
50 Warren Clark
51 Mabel Reed, Trustee
52 W.W. Oatman, Trustee
53
54
55
56
57 ’ Warren Clark Trust,
58 Mabel Reed, Trustee
59
60
61
62
63 Ruth Hardman
M . -
65 glgnatgre iage to This agreement is subject to
“f” Jperacing greeme’f‘t dated amendatory letter dated September 5,
67 .se.;ruaryhl, 1984 for the 1984 which, together with this
68 /2 Section 24, T25N, R2W agreement, comprise the complete
6 Rio Arripa County, N.M. contract between the parties hereto.
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVIL
MISCELLANEOUS

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of ___25€___ day of ___March 19_84
OPERATOR
Attest: : NORTHWEST PIPELINE CORPORATION
, oo .
i = 50/
- 2 S SV ¢ :
o AL ——— .
ASSISTANT SECRI TaRY S
y
i
NON-OPERATORS
Attest: READING & BATES PETROLEUM CO.
By:
Attest: PETROLEUM CORPORATION OF TEXAS
By:
Attest: IBEX PARTNERSHIP
By:
/ 73 -
(‘(‘u.[‘.ﬂ. //dt;éf@(mdﬂ’/
Carolyn Clark Oatman
o
. . . 4
) ;//////)‘(,'//’—— ~
Thnks Kood | '
Testamentary Trust U/W of
Warren Clark
Mabel ReedfaTrustee
W.W. OatmanjcTrustee
v Sl
‘/T:Zéff(i&d,
Warren Clark Trust,
Mabel Reed, Trustee
Ruth Hardman
Signatgre Page to This agreement is subject to
Operating Agreement dated amendatory letter dated September 5,
February 1, 1984 for the 1984 which, together with this
§/2 Section 24, T25N, R2W agreement, comprise the complete
Rio Arriba County, N.M. contract between the parties hereto.
Rucker Lake #2
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©® SENDER: Complete items 1, 2, 3, and 4,
Add your address in the “RETURN TO" space
on reverse.
{CONSULT POSTMASTER FOR FEES)
1. The following service is requested (check one).
E Show to whom and date delivered ...........ccccunu. —¢
3 show to whom, date, and address of delivery.. _—_¢
2.[] RESTRICTED DELIVERY —
(The restricred delivery fee is charged in addition to
the return receipt fae.)
TOTAL §

3. ARTICLE ADDRS30E0 TO:

Mtn. States Natural Gas Corporation
P. O. Box 35426

Tulsa, OK 74135

4. TYPE OF SERVICE:
[IreGisteren [ naunsD
Llcermired  [Jcoo
{1 exPRESS MAIL

ARTICLE NUMBER

{Always obtain signature of gddressee or agént)

6. ADDREQDER'S ADDREBS (Only if requasied)

7. UNABLE TO DLIVER BECAVOE: 7a. EMPLOYEE'S
INITIALS

‘G3UALSI03M ‘LdIFO3E NBNLIM

@ SENDER: Complste items 1, 2, 3, and 4
Add your address in the “RETURN TO" space
on reverss.

$981 "0 1 196 uo4 Sd

(CONSULT POSTMASTER FOR FEES)

1. The following service is requested (check one).
\KI Show to whom and date delivered ...................
B Show to whom, date, and addzess of delivery.. ¢

2.[0 RESTRICTED DELIVERY —
{The restricted delivery fee is charged in addision to
the return receipt fee.)

o

T'OTAL s

3. ARTICLE ADDREQSED TOx

Hooper, Kimball & Williams, Inc.
125 High Street, 10th Floor
Boston, MA 02110

4. TYPE:OF SERVICE:
{Irecisteren ] iNsuneD

ARTIGLE NUMBER
Klcertrer  [Jcoo PA56 396 957
Clexpress man

(Always obtain signature of addressee or agent)

I have received the article described lzaby‘
SIGNATURE 0. Addressee ]

YW QAl1LWID ONY GIEASNI

7a. EMPLOYEE'S
INITIALS
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STATE OF NEW MEXICO Hoye tty Jntores
ENERGY AND MINERALS DEPARTMENT ¢ Destled @ory
OIL CONSERVATION DIVISION

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

CASE NO. 7307
Order No. R-6734

APPLICATION OF MESA PETROLEUM
COMPANY FOR COMPULSORY-PBBLING,
RIO ARRIBA COUNTY, NEW MEXICO.

ORDER OF THE DIVISION -~ = °

P

BY THE DIVISION:

This cause came onbfor hearing at 9 a.m. on July 15, 1981,
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

NOW, on this 28th day of July, 1981, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examlner, and being fully advised in the
premises,

¥

FINDS:

(1) That due public notice having been given as required
by law, the Division has Jurlsdlctlon of thls cause and the
subject matter thereof. '

(2) " That the applicant, Mesa Petroleum Company, seeks an
order pooling all royalty interests in the Mesaverde formation
underlying the W/2 of Section 23, Township 26 North, Range %
West, NMPM, Blanco Mesaverde Pool, Rio Arriba County, New Mexico.
/7 : :

/ (3) That the applicant has the right to drill and has ;) \
( illed its Federal Well No. 12E at a standard location thereo )

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

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, 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 share of the gas
in said pool, the subject application should be approved by
pooling all mineral 1nterests, whatever they may be, w1th1n said
unit.
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Order No. R-6734

(6) That the applicant should be designated the operator
of the subject well and unit. ]
. i
(7) That all proceeds from production from the subject
well which are not disbursed for any ireason should be placed
in escrow to be paid to the true owner thereof upon demand and
proof of ownership.

IT IS THEREFORE ORDERED:

(1) That all royalty interests,: whatever they may be,
in the Mesaverde formation underlying; the W/2 of Section 23,
Township 26 North, Range 6 West, NMPM, Blanco Mesaverde Pool,
Rio Arriba County, New Mexico, are hereby pooled to form a
standard 320-acre gas spacing and proration unit to be dedicated
to the Mesa Petroleum Company Federal Well No. 12E drilled at a
standard location thereon. : i

(2) That Mesa Petroleum Companygis hereby designated the
operator of the subject well and unit.

(3) That any unsevered mineral interest shall be considered
a seven-eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocatlng costs and charges
under the terms of this order.

(4) That all proceeds from production from the subject
well which are not disbursed for any reason shall immediately
be placed in escrow in Rio Arriba Coupty, New Mexico, tou be
paid to the true owner thereof upon demand and proof of ownership;
that 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.

(5) That jurisdiction of this ceuse 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 herein-
above designated. .

STATE OF NEW MEXICO

JOE D.
Dircector

SEAL
fd/ ~
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ENERGY AND MINERALS DEPARTMENT * (¢2:)
OIL CONSERVATION DIVISION . W 4

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

CASE NO. 8830
Order No. R~-8174

APPLICATION OF AMOCO PRODUCTION
COMPANY FOR COMPULSORY POOLING, -
UNION COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on February
19, 1986, at Santa Fe, New Mexico, before Examiner Michael E.
Stogner.

NOW, on this llth day of March, 1986, 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. - '

(2) The applicant, Amoco Production Company, seeks an
order pooling all mineral interests in the Tubb formation from
the base of the Cimarron Anhydrite Marker to the top of the
Precambrian Basement underlying all of Section 33, Township 19
North, Range 34 East, NMPM, Bravo Dome Carbon Dioxide Gas Unit
Area, Union County, New Mexico, forming a standard 640-acre
carbon dioxide gas spacing and proration unit within the Bravo
Dome 640-acre area (see Division Order No. R-7556, dated June
19, 1984).

{3) The applicant has the right to drill and has drilled
its Bravo Dome Carbon Dioxide Gas Unit Well No. 1934-331G
located at a standard location 1980 feet from the North and
East lines of said Section 33.

(4) There are interest owners within the proration unit
who have not agreed to pool their interests.
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Order No. R-8176

(5) To avoid the drilling of unnecessary wells, to
protect correlative rights, to avoid 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 share of the carbon dioxide gas in said formation, the
subject application should be approved by pooling all mineral
interests, whatever they may be, within said unit.

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

.{7) Any non-consenting working interest owner should be
afforded the opportunity to pay his share of the actual well
costs to the operator in lieu of paylng his share of reasonable
well costs out of production.

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

(3) 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. :

(10) Following determination of reasonable well costs, any‘

non-consenting working interest owner who has paid his share of
the actual well costs should pay to the operator any amount
that reasonable well costs exceed the actual well costs and
should receive from the operator any amount that paid actual
well costs exceed reasonable well costs.

(11) $4500.00 per month while drilling and $450.00 per
month while producing should be fixed as reasonable charges for
supervision (combined fixed rates); the operator should be
authorized to withhold from production the proportionate share
of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator should
be authorized to withhold from production the proportionate
share of actual expenditures required for operating the subject
well, not in excess of what are reasonable, attributable to
each non-consenting working interest.

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

e ———. . P (oAt St 4



-

-3
Case No. 8830
Order No. R-8176

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

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

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, in the
Tubb formation from the base of the Cimarron Anhydrite Marker
to the top of the Precambrian Basement underlying all of
Section-33, Township 19 North, Range 34 East, NMPM, Bravo Dome
Carbon Dioxide Gas Unit Area, Union County, New Mexico, are
hereby pooled to form a standard 640-acre carbon dioxide gas
spacing and prcration unit to be dedicated to applicant's Bravo
Dome Carbon Dioxide Gas Unit Well No. 1934-331G located at a
standard location 1980 feet from the North and East lines of
said Section 33.

(2) Amoco Production Company is hereby designated the
operator of the subject well and unit.

(3) WwWithin 30 days after the effective date of this
order, the operator shall furnish each known non~-consenting
working interest owner in the subject unit an itemized schedule
of the actual well costs.

(4) Within 30 days from the date the schedule of the
actual well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share of
the actual 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 the actual well costs as provided
above shall remain liable for operating costs but shall not be
liable for risk charges.

(5) The actual well costs as submitted at the hearing
shall be the reasonable well costs; provided however, if there
is an objection to actual well costs within 60-days after entry
of this order 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 the actual well costs as provided above shall
pay to the operator his pro rata share of the amount that
reasonable well costs exceed the actual well costs and shall
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receive from the operator his pro rata share of the amount that
the original actual 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 the well costs within 30 days
from the date the schedule of actual well
costs is furnished to him.

(B) As a charge for the risk involved in the
drilling of the well, 200 percent of the
pro rata share of reasonable well costs:
attributable to each non-consenting
working interest owner who has not paid
his share of the actual well costs within
30 days from the date the schedule of the
actual 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) $4500.00 per month while drilling and $450.00 per
month - while producing are hereby fixed as reasonable charges
for supervision (combined fixed rates); the operator is hereby
authorized to withhold from production the proportionate share
of such supervision charges attributable to each non-consenting
working interest, and in addition thereto, the operator is
hereby authorized to withhold from production the proportionate
share of actual expenditures required for operating such well,
not in excess of what are reasonable, attributable to each
non-consenting working interest.

(10) Any unsevered 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 immediately be
placed in escrow in Union County, New Mexico, to be paid tc the
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true owner thereof upon demand and proof of ownership;ﬁthe
operator shall notify the Division of the name and address of

said escrow. agent within 30 days from the date of first dep051tx
with said escrow agent.

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

(14) The operator of the well and unit shall notify the
Director of the Division in writing of the subsequent voluntary
agreement of all parties subject to the. forced 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 vyear
hereinabove designated.

STATE OF NEW MEXICO
OIL _CONSERVATION DIVISION

« L. STAMETS,
Director

SEAL -

L



