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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between ____ XTQ Enem' Inc.

, hereinafier designated and
rcfcm:d o as “Opcrator" and the signatory pasty or parties other than Operator, Sometimes hereinafier referred to individually berein
as “Non-Operator”, and collectively as *Non-Operators™,

‘WITNESSETH:

WHEREAS, the parties to this agreement are -owners of oil and gas léases and/or oil and ges interests in the land identified in
Exhibit “A”, and the parties hereto have seached an agrecment to explore and .develop these leases and/or oil :and gas interests for the

priduction of oil and gds to the extent and as hereinafier provided,
NOW, THEREFORE, 1t is agreed as follows:
-ARTICLE L.

DEFmrTIONS

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, casmgh:ad ges, ‘gas condensate, end all other liquid of geseous hydrocarbons
and other mark:mble substances pmduccd therewith, unlcss en intent to limit the’ inclusiveness of this term is specifically stated,
" B. The terms “oil and gas lease”, “lease” end “lcaschold” shell mean the pil end ges leases covcrmﬂ tracts of land
lying within the Contract Area which are owned by the parties to this Bgreement.

'C. The term “oil and .gas iinterests” shall mean unleased fee and. mincral interests in tractks of ‘jand lying within the

" Contract Area which are owned by parties to this agreeiment.

D. The term “Contract :Area” shall mean sll of the lands, .oil and gas leasthold inierests and oil and ges-interests intended 16 be
developed end opersted for oil end gas purposes under this egreement. Such tands, ol End gas Measehotd interests and il hd s initerests

§ are.described in Exhibit “A"

E. The term “dnllmg unit” shall mean the warea f'x:x:d_ for the drilling of ope well by order or rule of eny state or
federal body having authority. If 2 drilling unit is not fixed by any such rule or.order, 2 drilling unit 'shel) be the drilling unit e’ establish-
ed by the pattern of drilling in the.Contract Area or as fixed by-express agreement Gfthe Drilling Parties.

F.'The térm “diillsite” shall mesi the il and gas léasé or interest o which:a proposed well is to.be located. )

G. The terms “Drilliig Party” and “Consenting Party” :shall mean & party who agrees to join in and ‘pay its share of the cost of

Ey opcranon conducted under the pmvxsmns of this agreement.
H. The terms "Non-Dnllmg Party” nd “Non-Consenting Party” shall ‘meen a party “ho clects mot to participate’
in:e proposed gperation.
Unless “the tontext otherwise clearly indicates, words used in the singular include the plural, “he plural intludes the
singular, and the neuter gender includes the masculine and the feminine. )
ARTICLE I,
EXHIBITS

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

E A Exhibit“A", shall include the following information;

(1) Identification of lands subject to this agreement,

{2) Restrictions, if any, es to depths, formations, or.substances,

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

(4) Oil end gas leeses and/or oil and gas iim_:res\s subject to this agreement,

_(5) Addresses-of parties for notice purposes.
B, Exhibit “B”, Form of Lease.
C. Exhibit “C" Accounting Piroccdurc.
D. Exhibit “D", Insurance.
E. Exhibit “E”, Gas Balencing Agreement,
F. Exhibit "F”, Non-Discrimination and Certification of Non-Segrégated Facilities.
G. Exhibit “G”, Tax Partership. )
If eny provision of- @ny exhibit, except Exhibits “E” .and “G”, is inconsistent with any provision .contained in the body
of thls Bgreement, the provisions in the body of this zgreement shall prevail,

ORBAAD




W ee alon n B W

— e

A.APL.FORM 610 - MODtL FORM OPERATING AGREEMENT - 1v82

ARTICLE L
INTERESTS OF PARTIES

A, Oil and Gas Interests:

If any party owns &n oil and ges interest in the Contract Area, that interest shall be treated for ll purposes of this agreement
and during the term hereof es if it were covered by the form of oil and'ges lease attached hereto as Exhibit “B”, end the owner theréofl
shiall.be dcc_med 10 own both the royalty interest reserved in such Jease and the interest of the lesser thereunder.

B. Interests of Parties in Costs-end Production:

Unless changed by other provisions, sll costs and liabilities incurred in operations under this agreement shall be bome and
paid, end 2!l equipment and materials mequired in operations on the Contract Arca shall be-owned, by the partiés as their interests are set
forth in Exhibit “A®, In thc ‘same manner, the partics shall also own all production of oil and pas from the Contract Area subject 10 the
payment of royalties to the exlcnt of One E:ghth UIS\ - which shall be bome es hereinafier set forth.

Regardless of which party has ¢ontributed the. lease(s) and/or oil and ges interest(s) hereto.on which royalty s due end
payable, each party entitled 1o receive a share of production of il #nd gas from the Contract Area shall bear and shall pey or deliver, or
cause to be paid or delivered, to the-extent of its interest in such prodiction, the royalty amount stipulated hereinzhove and shell hold the

. other parties free from any liability therefor. No party shiall ever be responsible, however, on 2 price basis higher then the price received

by such party, to eny oﬂ;cr pa.rty'__s_ les;qr or royalty owner, and if-any-such other perty’s fessor of royalty owner should demand and
zeceive settlement on a higher price basis,. the: party contributing the affected lease shall ‘bear the:dditions) royalty burden ettributable to
such higher price, '

‘Nothing contained in this Article IILB, shall be decmed an sssig or cro i t of interests covered hereby.

"€/ ExcessRoyalties, Overriding Royalties and Other Payments:

Unless -changed by other. provisions, it the interest of any party in any ledsc -tovered .hereby -is subject to) eny royalty,
-overtiding .myﬁlry, production payment or other burden on production in excess of the emount stipulated in.Article 1B, such party so
burdencd shall.esstime and alone bear all such-excess obligations end shall indemnify and hold the other partics hereto harmless from &any
and all claims and demands for payment asserted by owners of sich éxcess burden,

‘D.  Subseguently Created Interests::
giter the date hereof
If any party-: shuuld /; treate &n ovemdmg myalty, producnon paymcnt or othcr burden ‘payable. out -of productxon
attributable to lts workmg mtercst hcreundcr, er Such-a- o B
was-notdisel .,m‘-,,,..._‘_% it

A e pet-forthdn B ka“/\"""
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f-ak "b Heraldll-part \any such mtmst bemg hcrcmnftcr rcferrcd to 85 “éubscquently created interest” irlcspcctxvc of 1.hc
nmmg of its. crcm‘.mn and- t.he pany out of 'whose workmg interest.the subsequently created interest-is derived being hereinafter referred
to a5 “burdened party") and:

1. If the burdehed party is required under this.agreement to assign 'or relinguish to-any other party, or parties; &l or a portion
of its working interest :and/or the produchon attributable thereto, said-other party, or parties, shall receive said assignment. and/or
production free and clear of said subsequently created interest and the burdéned party shell indemnify nd save said other party,
or parties, harmless from any and all clainis aad defnatids for peyment esserted by owners of the subsequently created - interest;
and,

2. If the burdened party fails to pey, when .due, its share 6f expeinises chargeable hereunder, ell provisions:of Article, VILEB. shall be
enforceable against the subscquently created interest in the same menner s they are enforcesble. ngamst the warking interest of
the burdened party. .

ARTICLE IV.
TIILES

A. Title Examination:

Title qxzm ination. shidl] be made on ‘the drillsite of .any proposed well prior to commencement -of drilling operations or, if
the / Dn?lmg Barties so request, title examination shall be made on the leases and/or ol snd ges interests included, or planned to be includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerels, royelty, overriding
royaity end production p: under the epplicable leases. At the time s well i§ proposed, cach party coritributing leéses and/or ofl 2nd
pas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all gbstracts (including federa! lease status

- reports), title opinions, title papers and curative material in its possession free of charge. All such information oot in the possession of or

made available to Operator by the parties, but necessary for the ‘examination of the title, shall be obtained by Operator. Operator shal
cause title to be examined by sttorneys on its staff or by outsidé attomeys. Copies of all title opinions shall be fumnished to .each party
hereto, The cost incurred by Operator in this title program shall be bomne as follows:

[0 Option No. 1: Costs incurred by Operator in procuring ebstracts and tite examination {including preliminary, supplemental,
shut~in gas toyalty .opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C”,
and shall not be a direct charge, whether performed by Operator’s staff attorneys or by outside attomeys.
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Iosurance

Net premiums paid for insurance required to be camied for the Joint Operations for the protection of the Parties. In the
cvent Joint Operations are conducted ‘in & .ststs 'in which Opemator mey act es selfiinsurer for Worker's Compensation
and/or Employers Lisbility under the respective State's laws, Oporator may, af its election, include the risk under its self-
insvrance program and in that Svent, Operator shall include a charge 8t Operator's cost not $o exceed manual rates,

Absnd and Recl jon

Costs incurred for ebandonment of the Joint Property, including cests required by govemimentsl or other regulatory
authority.

Communications
Cost of scquiring, leasing, inswlling, pperating, repeiring and  maintaini jeation iy . including mdio and
microwave facilities directly serving the Joint Property. In the evemt ication fecilities/systems sexving the Joint

Property ere Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I,
Other Expenditures
Any .other expenditure. mot .covered or dealt with in the foregoing provisions of this Seotion I or. in*Sectich HI and which

is 6f direct benefit 1o the Joint Property &nd is incumed by the Operstor.in ithe necessery end proper conduct of the Joint
Operations,

L OVERHEAD

{Overhead - Driiling and Pmdnc!!_lg ngm_ﬁuns

i As -compensation for administritive, ‘supervision, office services and warehousing  costs, Opemator  shall charpe
wdrilling and producing operations on either:

{ X )Fixed Rate Basis, Paragraph IA; or '
{ ) Percentege Basis, Perapraphi IB

Unléss otherwise sgreed to by the Parties, such -charpe shall ‘be :in liew of costs and expenses of all offices :and
salaries or vages plus -epplicable burdens end iekpenses of ‘ell persommel, except those directly chargesble umder

Parapraph 3A, Section I, The cost ‘sind eXpense of services from outside sources in comnection with rmatters of

hmmtm, traffic, mccounting or witters ‘before or fuvolving governmental dgedcies shall be cupsi&emd as inclided in
the overhead rates” provided for in the above selected Perapreph of this Section IN mless such icost and cxpesse are
sgreed to by the Parties a5 a direct charge to the Joint Account.

i, The sslaries, wages and Persomal Exp of Technical Employ and/or the cost of -professional comsultant
services and contract services of technical persomnel direstly employed on the Joint Property:

() shall be covered by the averhead mtes, or
{ X ) shall not be savered by the overhead rtes.

fli. The salaries, wages and Personal Expenses -of Technical Employess snd/or costs of prui’w_sional consultant services
and -comtract services ‘of ‘techoical p 1 either temporarily or pomancatly essigoed to mud dircctly employed “in
the operation of the Joint Property:

(X ) shall be.covered by the overhead rates, or
() shall nat bé cavered by the overhead rates.

A Overbead - Fixed Rete Busis
(1) :Operatorshall charge the Joint Account at the following rates per well per month:

Drilling Well Rate'§ $8,500.00

{Prorated for less than a full month)
Producing Well Rate § -3850.00
{2) Application of Overhead - Fixed Rate Basis shall be as follows:
(2) Drilling Weil Rate

(1) Charges for diilling wells shall begin on the date the well is spudded wnd tetminate on the date
the drilling rig. completion rig, or other units used in completion 6f the well is released, whichever

(OPAS




L If, following the granting of relief inder the Bankruptoy Code to any party hereto

-as debtor thereunder, this agreement should be held to be an executory contract within the

meaning of 11 U.S.C. 365. then the ‘Operator, or (if the Operator is the .debtor in
bankmptey) any-other party, shall be entitled to a determination by débtor or any trustee
for debtor within 30 days from the date an order for relief is eptered under the
Bankruptcy Code as to the rejection or assumption of this Operating agreement. In the
event of an assumption, Operator or said other party shall be entitled o adequate
assurances as to fitture performance of debtor's obligation heretnder and the protection of
the interest of all other parties. '

I In the event Operator shall ever be required o bring legal proceedings in order to
collect-any sums due from any non-operators ‘under this ‘Agreément, then Operator shall
also be entitled to recover all.court costs, costs of collection, and & reasonable attorney's
fee, which the lien provided for herein shall also secure.

K. In'the event of a conflict between the provisions of this Article XV and any other
provision .of this Operating Agreement, the provisions of this-Article XV shall control
and prevail, -

L. Cost Allocation Procedures — See A;jctachad Insert
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ARTICLE XV. L.
COST ALLOCATION PROCEDURES

The -entire costs, risk and expenses involved in drilling, testing, completing, equxpplng‘ reworking,
deepemng, plugglng back and operating a well located on the Contract Area, in the event such

well is completed in or proposed to be completed in two or more formations in which the working

interest ownership differs, or in pluggmg and abandoning such well in one or more formations,
hall be governed by the following provisions:

A. Definitions

"Objective Formation"-- the interval consisting of & zone, formation or horizon to be tested in a
proposed operation, as stated in the AFE or notice whereby such operation was proposed.

"Particlpating Interest” - the percentage of the costs:and risks of conductlng an pperation under

the applicable operating agreement thiat a Participating Party agrees, or is otherwise obligated, to
pay and bear.

"Participating Party" - with respectto a given formation, a Party that hés approved & proposed
operdtion o ttherwise agreed, or become liable, to:pay and bear a-share of thé costs and risks of
tondcting such operation under the applicable operating agreement.

References herein to ‘multiple completion wells shalt figan ‘wells which are completed In, or
proposed to be completed in, two or more formations, fegardiess of whéther.such formations are
produced through separate tubingstrings or ccsmmmgled ‘downhole.

B. Formiula for Allocdtion of Dillling; Comiblefing, and Equinping Costs

Whenever in this Agreement it is provided that costs will be'borne by fhe Parlies in accordance

‘with this Section B, the following procedures will be usgd;

At the time a2 Parly proposes: the drilling of @ well havmg two 6 ‘méfe Objective Formations in
which the working interest-ownership differs, the proposing Party.shali §ubrnit to the other Parties
who are entitied to parhmpate in the ;proposed :operation, an estlmate of the total:costsiof drilling,
testing, - completlng and eqUIp ',g said ‘well o, and mcludmg, the welthead In.all Objective
Formations. In a like manner, a Party which ‘proposes 16 ronduct @ reworking, deeperiing, or
plugging back operation ona wel! involving ‘two :or more formations in which the working interest

-ownership. differs, shall -submit: to the pther: Parties entitled 'to participate in the- proposed

operation, an estimate-of the total cost:of the operation. The estimated costs shall be divided into
the following categories:

-» Costs to be incurred from the surface to the base.of the shallowest Objective Formation,

includmg pre-drilling costs that benefit all Objective Formations, but excluding those costs set

-forth in subsection B {5) hereof;

» Costs'to be inturred fromi the base 6f the shallowest Objective Formation to the base of the next

(second) shallowest Objective Formation, excluding those setforth in subsection B (5) hereof ;

» Costs to be incurred from the base of the second shallowesi-Objective Formation to the base of
the next {third) -shaliowest ObjECtIVE Formatmn excludmg those set forth in subsection B (5)
hereof ;

» Costs Incuired from the base of the second deepest Objective Formriation 10 total dgpth;

» Costs attributable to- testing and completmg each formation, and the cost of equipping the well

with respect o equipment that is used solely in connection with one formation; and

» Costs attributeble to equipping the well beyond the wellhead, with respect to equipment that
‘serves rmore than one formation,

The actual costs of drilling, testing, completing, and equipping the well will be apportioned among
the Objective Formations, in accordance with the categories set forth above in this Section B, as
follows:

{1) Except as provided in Subsection B {5), pre-drilling costs that benefit alf Objective Formations
(including, but not limited to site surveys, site preparation, right-of-way and surface damage
paymenis) shall be divided egually befween all Objective Formations .and charged to the
Participating Parties therein, in accordance 'with their respective Participating Interest in such
formations. .

-14c-




(2) Except as provided in Subsection B (5), costs incurred from the surface to the base of the
shallowest Objective Formation shall be divided between ali Objective Formations. as provided in
Subsection B {8) and charged to the Paricipating Pariies therein, In accordance with their
respective Participating interest.in such formation.

{3) Except as provided in -Subsection B (5), costs incurred from the base of the shallowast
Objective Formation to the base of the next shallowest (second) Objective-Formation shali be
divided between the second Objective Formation &nd all other deeper Objective Formations as
provided in:Bubsection B {6) and charged to the Parlicipating Parties therein in atcordance with
their respective ‘Participating Interest in such formation, In a like manner, costs incurred from the
base .of the second Objective Formation to the base of the next shallowest ( (third) Objective
Formation, other than those set forth In Subsection B {5), shall be divided betweeén the third
Objective Formation and all ofher deeper Dbjective Formations as provided in Subsection B (6)

and charged to the Participating Parties therein, in accordance with their tespective Participating
Interest in such formation.

(4) Costs incurred from the base :of the second Hdeepest Objective Formation to total depth shall
be .charged to the Partxcxpatmg Parties in the deepest formation, in accordance with. their

respective Parficipating Interest in such formation.

{5) Costs attributable to logging, testing, perforating, treating E s’nmulatmg gnd abandoriing a given
formation shall be charged to the Participating Parties therein, in &crordance with their respective

Pearticipating Interests in .such fofmation. The cost of eqipping the well, with fespect to
equipment that is used solely in_connection with a given formation; shall be charged o the

Participating Farties therein, in accordance with their respective Participating Interest in such
formation.

The cost of acquifingand installing ssurface equipment beyond the welihgzsd that serves more
than one formation shall be allocated equally to. the formations served, €Xcept.as otherwise
provnded in the: "Teking Production in Kjng* provision-in the Operatmg Agresment. Eqmpplng
costs so aliogated shall be «charged to' the Participating Parties in each such formation in
accordance with their respective Participating | Interest in-such formation:

{6) Except for those specific types-of well comp]eﬂons identified In Subsection B (7), the cost of
drilling, production casing; &nd ubing that serves more than one Objective Formation shall be
allocated to the Partlmpatlng Parties of each respectwe Objective Formation, pursuant 1o
Subsections {2),3), and (4) of this Section E, on & footage basis as follows:

n=number of Objective Formations
I;=First, or-shallowest interval

I, = Second shallowest Interval

l,= Third shallowest Interval

Basex Footage at the base of the X Interval

Cost.aliocated to 1y:
{1In * Base, )/ Total Depth

Cost allocated to 15

[(1/n* Baseq ) + ((1/(n-1) * (Base, - Base,))] / Tatal Depth

Cost allocated to I

[(4fn * Baseq ) + {(1{n-1) * (Base, ~ Base,)) + ((1/n-2) * {Base; - Basez))
Total Depth

If there -are more than three (3) Objective Formations, costs shall be allocated to such other
formations in a iike manner.

(7) If the Objective Formations are @ combination of Fruitland Coal and Pictured Cliffs or a
combination of the Mesaverde and Dakota, the Parties agrez that, rather than -calculating a
unique set of factors for each well, the cost of drilling, production casing, and tubing that serves
more than one Objective Formation shall be allosated based on the average relative footage for
the following formations in the San Juan Basin, as set forth in the following table:
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Formation Base of Formation FGIPC MV/ DAK

Fruitiznd Coal 2700 47%
Pictured Cliffs 2800' .53%
Mesa Verde 5800 40%
Dakota 7000’ 60%

C. Drilling and Comjiﬂetigg'w_ells in AII'Obiecti_ve Formations

Costs of drilling, testing, completing, and equipping wells to, and including, the weilhead which
are begun with the objective -of multiple completions and which are completed in all Objective
Formations shell be borne by the, Participating Parties in sach Objective Formation in accordantce
with the provisions of Section B. The material and equipment in the'well and.on the surface shall
be owned by the Parties paymg the cost thereof pursuant to Section.B. As to any well which was
begun ‘with the objective of muiltiple completions, drilling overhead shall be. charged as ‘tholgh the.
well were & single well to be drilled to test the deepest formation, :and borne in accordance with
Section B. The working Interest owners 'shall own-all il and gas produced from their respective
formations in accordance with the applicable operating agreement for suchformatior.

Upon abandonment of the well, if dry in all formatione, the €osts of piugging and abandoning shall
be bome In accordance with the provisions of Sectior B,

D. Completion of Well in Fewerthan All Objective Formations

In the everit that @ wéll beglin with the objective of mulnple completions is drilied fo the deepest
formatlon &nd results in discovery.of ofl and/or gas in.paying guantities in one or more Objective
Formations, but is dry in one or more Objective Formations, all costs of driling, testing, and
nompleﬂng the well shall be borne by the Participating Parties in each Objectlve Formiatiori in
accordance with Section B. Likewise, 'all costs of ‘eguipping the well prior to the declsion 10
abandori the: dry’ formahon(s) shall be borne by the Participating Parties in each Objective
Formation in accordance with Section B. All costs of equipping the well subseguent 1o the
decismn 1o -abandon ‘the dry formation(s) shall be' bore by the Participating Parties. in the
formatlon( ) being completed -and If there :are twa or more formations being completed, the
equipping costs shall be apportioned between: such formations in accordante “with Section B.
Furthet, #he. Participating Parties: as to the formation(s) being completed shall ‘pay to the
Participating. Parties :of the formation being. abandoned the valug of any salvablé material and
eqiiipment paid for or furnished by such abandoning Parties which is used in iconnection with the
forfnation being completed. Thereatfter, the Participating Parties in the. cornpleted formatnon(s)
shéll own all materials and equipment acquired and-installed in the driling and cempletlon of said
well. The -working interest owners in the completed formation(s) shall own all .oil ‘and gas
produced from their respective formation in agcordance with the epplicable operating ‘agreement,
and shall bear all costs of operating, reworking, ‘and plugging and abandoriing “thé well which
BocTue thereaﬁer Notwithstanding anything to the contraryherein, the cost of abandonmg the dry
formation shall be borng by the working interest owners of the formation(s) being abandoned, in
accordance. With the apphcable operating :agreement, If the formation heing .abandoned is the
{deepest formaition,. the -working interest owners in the despest formation shall bear the tost of
abandomng the -entire portion of the well below the base of the second deepest formation, in
‘accordance with the applicable operating agreement.

E. Partial Abandonment After Completion of Well in Multiple Formations

In the event that, gfter completlon of a well in twosor-fnore formations, the working interest owners
of a given formation ghould decide to abandon the well :as to thexr formation, the Participating

JParties in the formation open to production ("Producible Formation") shall pay to the working

interest owners of the formation to be abandoned ("Abandoning Parties"), the salvage value .of
any miaterials or equipment belonging to the Abandofiing Perties that are used in connection with
the Producible Formation, li-there is more than ane Producible Formation, such payment.shall be
apportioned between the Producibie Formations so as o be consistent with the ownership of
material and equipment as set forth in.Section B. Upon miking -such payment, the Participating
Parties as to the Producible Formation(s) shall own all of such materials and eguipment. The
working interest owners in the Producible Formation(s) shall own &l oil.and gas produced from
their respective formation in accordance with the applicable operating agreement, and shall bear
all cost of operating, reworking, and plugging and abandoning the well which accrue thereafter,
Notwithstanding anything to the contrary herein, the cest of abandoning the formation to be
-abandoned shall be borng by the Abandening Parties, in accordance with the applicable
operating agreement. If the formation being abandoned is the deepest formation, the Abandoning
Parties in the deepest formation shall bear the cost 'of abandoning the entire portion of the. well
below the base of the second deepest formation, in accordance with the -applicable operating
agreement.
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F. Adding-Completions and Commingling

Operations to deepen the well or recomplete the well at a shallower depth for the purpose of
ompleting additional formations shall be proposed and approved by the Parfies entiied to
pariicipate in the proposed completron attempt in accordance. with the applicable operating
agreement. Before any well which is completed iri oné or more formalions may be-despened or
recompleted at a shallower depth for the purpose of completing the well in".an additional
formation, such operation must have non-objettion by all Participating Parties in each formation

which is then-capable of producing In paying quantities in.such well. Failure of a Party owning-an

interest in-a formation .capable of producing in paying quantities to Tespond-to & request for non-

objection to a proposed deepening or recompletion within thirty (30) days after receipt ©f such

request shall be deemed non-objection 16 :such deepening or recompletion. Any Party owning a

Participating Interest in a formation which_is entitled to pariicipate in the proposed deepening or

recompletion shall have ‘an -election whether or not to participate in such deepening or
recompletion operation that is separate from its non-objection fo use of the wellbore. If the
operation should result in ‘n impairmefit of production from, or &loss of, the existing well, the
provisions of Subsections H (4), {(5).and (6) shall govern unless otherwise. agreed

As compensation for use of the wellbore the Participating ‘Parties in the additional compleﬁon
shall pay 1o said Parlicipating Parties in each:such formation then capable of producing in paying
quantities: ("Producing Parties”) an.amount calculated as set forth hersinbelow ("Wellbore
Compensation"). .Such Wellbore' Compensation shall be egual to.that portion :of the. Deemed
Drlling Costs, depreciated as- provided below, which'the Participating Parties-would have borne if
they had orrgmally parficipated in the drilling of the well under the terms of this Agreement. The
Deemed Drilling Costs shall mean the applrcable stated cost which corresponds to the deepest
depth of the wellbore which will be used by the Participating Parties &s follows: Fruitland Coal -

$13D,000; -Pictured Cliffs - $130,000; and Mesa Verde - $210,000. In the event that the additional
completion is ‘proposed In ‘@ formation other than. those listed .above, the Deemed Drilling Costs
for such other formation shall be adjusted.in the proporion that the tiepth and ‘associated costs
for such other formation reasopably bears 1o the depth and associated costs for the formations
listed above. The, zpplicable Deemed Drllling Losts shall be depreciated on i straight- line
deprematron basis over a twenty (20) year petied commencing as ©f the original complefion date
of the subject wellbare until the commencement date of operations for the additional completion.

If the estimated cost of commrnghng formations exceeds the Operator's expenditure Irmrt under
the Operating Agreement the propesing Party sshall submit an-autharity for expenditure to the
Participating Parties in the formations proposed to be commingled, Notwithstanding anythingto

‘the contrary in the, Operatmg Agreement failure to- respond fo'g, proposal to commingle that does

ot include other eperations in the well, within thirty (30) days after receipt of the proptsal, shall
be deemed approval of such commingling. The cost of the: commmghng operation shall be bome
equally by all formatiohs being commingled.

‘G. Allocation of Ope‘rating and Maintenance Costs'

After completion ‘of :a well Tn two or mare formations, the costs of producing cperations shall be-

‘borne by the Participating Parties as fo such formatrons as follows:

(1) Notwithstandirig anything to-the conitrary in the Accounting Procedure, each active completion
which is not commingled downhole shall be treated 2 & separate well for producing well
overhead. Such expense shall be borne by the Participating Parties of the respective formations
as e separate cost allocable to their interest. Active completions that are commingled shall be
treated as one well for the purpase of charging protducing well overhead and such charge shall be
allocated equally to the Participating Parties in eaith commingled formation.

2) The Participating Parties as to each formation :shall bear all costs of routine producing
-operatrons including costs of labor, repairs, maintenance and replacement of eguipment
attributdble solely to such formation. All costs of operations performed for the joint benefit of two
or more formations shall be bome egually by the formations benefiting from such operations and
charged to the Participating Parties in each such formation in.accordance with their respective
Participating Interest in such formation.

H. Allocation of Cost of Workover Dperations

After completion of & well in ‘fwo or more formations, a proposed workover, repair or other
operation, excluding routine repair or maintenance work, shafl be approved by the Parties owning
a Participating interest in all formations which are capable of producing in paying guantities,
whethér or not such formations are to undergo the proposed workover, repair or other operation.
The costs and risk of any workover, repair or other operations on such well shall be borne by the
Participating Parties in such workover, repair or other operation as follows:

(1) The costs and risk of any:workover, repair or other operation which is directly retated to one
formation, including but not limited to operations such as re-perforating the casing or stimulating
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the formation, shall be bome by the Parﬁcipaﬁng Parties in the formation for which the workover,
repair or other operation is performed.

{2) All costs and risk of any workover, repair, or other operation not directly related to one

formation, including but not limited to repair and correction of leaks which may result in
communication between formzations within the well bore shall be bome equally by the formations
benefiting from such work, and charged to the owners of each such formation in-accordance with
their respective Participating Interests.

{3) Any material and equipment acquired by any such expenditures provided for ln Subseciion
H(1) and H(2) above shall be owned by the Pariicipating Parties of the respective formations so
as 1o be consistent with the ownership of the material and equipment.as set forth in Section.B.

{4) The working Interest owners of the formation undergoing the workavet, Tepalr of other
operation shall not be liable to the working interest owners of the formation(s) not being worked
upon for cessation of production during such operatzons for a period of time not exceeding a
curmnulative total of sixty (60) days. In the event cessation of production dunng such pperations is
for a longer period -of time, the Parlies participating in such workover, repair, or other operation,
hereinafier referréd to as Remedial Owniers, shall pay to the Participating-Parties as to the
formation not being worked- upon, hereinafter referred o as Damaged QOwhers, damages in such
amount as shall be determined by Remedial Owiers and Dafmaged Owners jointly: for loss of
production | occumng for each day In excess of stich sixty (60) cumulative day period until such
production is.restored, If the Parties are .unable fo reach egreement on damages. within one
hundred eighty {(180) days after written request for damage paymerits, the maiter shall be
referred to mediation, pursuant o. Section K.

{5) If the producing capacity of the forrnation not undergoing. the. workover,_repair_or other........... .

operation is reduced in excess of twefity percent (20%] ‘as a resulf-of such workover, repair or
offier operation, demages will bs.deemied to have ocoured. If damages have octurred, the
Remedial Owners shall pay to the Damaged Owners, damages in such amount as shall be
determlned by Remedlal Owners and Damaged Owners jomﬂy for loss of producmg capacxty If

after wntten request for damage payments the matter shau be referred to mediahon pursuant to
Section K.

(S) It is understood, hpwever, that fiabifity for loss or damages undef’ Subsectlons H (4) and H{5)
shall not-acorue hereunder if;(1) such loss or damage existed prior to actual commencement of
the -operations or prior to penetration by workever equipment of the damaged formation, and (2)
the evidence is conciusive that the loss or damage resulted solely from the previously existing
poor mechanical condition of the well, In no event shall Remedial Owners be required to pay
Damaged Owners an amount.greaterthan the cost.of driling and completing a replacement well.

l. Payments
If the amount of any payment due by working interest owners of :one formation ‘to the' workmg

interest owners of another formation(s), pursuant to Sections D, E, F, or H above, is agreed to by
Parties having at least seventy-five percent {75%) Participating Interest in each of the respective

formations, :siich agreement shall be binding -on all Parlies. ‘Within thirty (30) days after
.agreement as to the amount of payment.due, Opérator shall Invoice,the working interest owners

owing such payment. ‘Within thirly (30) days after receipt of the invoice, each Party owing such
payment shall send its payment to the Operator. The Operator will dlstnbute the payments sG
received, along with any payment owed by the Operator to the owners of the formiation to whom

‘payment is due within sixty (60) days after the-invoice is issued. The Operator shall make a good

fzith effort to collect any such payments owed by the rion-operators. If,-any non-operator fails 1o

‘make & payment due hereunder, the Operator may, after making a goed faith ‘effort to collect, turn

over the resporisibility for collectlng the payment to the Party to whom it is owed, and the
Operator will have no further liability with regard to slich payment.

J. Non-Consent Wells

Any payments made by .owners of:one formation to the owners -of another formation(s) pursuant
to Sections D, E, F, or H above, that would have been received by a Non-Consenting Party had it
not relinquished its interest in the well, shall be credited against the total unreturned costs of the

non-consent opera’aon in determining when the interest of such Non-Consenting Party shall revert

to it as provided in the =pplicable Operating Agreemem, and if there is & credit balance, it shall be
paid to such Non-Congenting Party. Likewise, any payments made by owners of g formation to
-owners of another formation(s) pursuant to Sactions D, E, F or H above, that would have been
made by a Non-Consenting Party had it not relinguished its interest in the well shall be deemed o
be part of the cost of the non-consent operation and shall be added to the sums to be recouped
by the Consenting Parties as provided inthe applicable Operating Agreement.
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K. Dispute Resolution

If 2 dispute arises between the Parties tnder this Agreement and is not resolved by negotiation,
the dispute shall be submitied to medization ‘betore any Parly resorts fo Htigation. In such event,
promptly following one Parly's writteri request for mediation, the Parties to the dispute shall
choose a mutually acceptable mediator -and share the costs of mediation services equally. The
Parties to the dispute shall each have present at the mediation at least one individual who has
authority fo settle the dispute. The Parfies shall make reasonable efforts to ensure that the
mediation commences within sixty (60) days of the date of the mediation request,
Notwithstanding the above, any Party may file @ complaint (1) if the Parlies are unable after
reasonable efforts, to commence mediation within sixty (60) days of the date of the mediation
reguest, (2) for statute of limitations reasons, or (3) to seek a preliminary irjunciion or other
provisional judicial relief, if In its sole judgment an injunction or other provisional relief is
necessary to avoid Trreparable damage or o preserve the status quo. Despite such actions, the
Parties.shall continue to try to resolve the dispute by negotiztion ormediation &s necessary.
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ARTICLE XV
MISCELLANEOUS

This agreement shall be binding upon end.shall inure o the bencht of Ihr. partics hereto :and 1o their respective heirs, devisees,

Icgal representatives, successors and assigns.

“This instrment.may be-executed in any number of counterparts, each of wiiich shall be considered &n original for all puposes.

IN WITNESS WHEREOF, thils agreement shall be ¢ffective as of 15th day of _October ., (yiar) _2008 .

Bradlcz Jnmeson - who has prepared and cxrculat:d this form for execution, represents end warrans thet the form
Suas printed from 'end with the cxccphon listed’ hclow s identical to the AAPL Form 610-1952 Model Form Optrating-Agieement; as
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OPERATOR
XTO ENERGY INC,
. By - TR Date;
Edwin §, Ryan, Jr., e !
‘Sentor Vice President, Land Administration
NON-OPERATDRS
> 8G METHANE COMPANY, INC.
By Date;
Name {printed);_,
Title:
. Date;
FREDERICK L. LILLY;.JR. )
. . . . Date: - -
CANDACE L. KELTON COX T
Date:.

'GEORGIA LEE KELTON
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