
BEFORE THE 

OIL CONSERVATION DIVISION 
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IN THE MATTER OF THE APPLICATION OF 
BURLINGTON RESOURCES OIL & GAS COMPANY 
FOR COMPULSORY POOLING AND A NON-STANDARD CASE NO. 11808 
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IN THE MATTER OF THE APPLICATION OF W7 
BURLINGTON RESOURCES OIL & GAS COMPANY 
FOR COMPULSORY POOLING, AN UNORTHODOX?o ~ • - r CASE NO. 11809 
GAS WELL LOCATION AND A NON-STANDARD 
PRORATION UNIT, SAN JUAN COUNTY, NEW MEXICO Consolidated 

TOTAL MINATOME CORPORATION'S MOTION FOR STAY 
OF DIVISION ORDERS R-10877 AND R-10878 

Total Minatome Corporation ("Total") by and through its undersigned counsel and in 

conformance with Division Memorandum 3-85, moves that the Division enter its order staying 

Division Orders No.s R-10877 and R-10878 entered on September 12, 1997. Total submits that 

the Division's compulsory pooling orders should be stayed for two separate but equally 

compelling reasons: 

(1) Until the merits of the effectiveness of Order R-10815 establishing 640-acre spacing 

for deep Pennsylvania formation wells is resolved by the Eleventh Judicial District Court, the 

parties and the Division are faced with the potential of multiple and inconsistent liabilities. (2) 

Burlington has placed inappropriate conditions on the ability of the pooled interests owners to 
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make an election to participate in the Marcotte No. 2 well and the Scott No. 24 well by 

imposing unauthorized terms that exceed the scope of Orders R-10877 and R-10878. 

I . The effect of the District Court litigation on the Division's compulsory pooling orders. 

On June 5, 1997, the New Mexico Oil Conservation Commission entered Order No. R-

10815 which established gas spacing units consisting of 640 acres for gas production below the 

base of the Dakota formation within the surface outcrop of the Pictured Cliffs formation in the 

San Juan Basin. By its terms, the effective date of Order No. R-10815 was June 30, 1997, the 

day of its publication in the New Mexico Register. 

Prior to the effective date of Order No. R-10815, Burlington filed its application for 

compulsory pooling in Case No. 11808 on June 11, 1997 and in Case No. 11809 on June 17, 

1997. At the time of Burlington's applications, effective spacing for deep gas wells in the area 

was 160 acres. Burlington originally proposed a 160-acre spacing and proration unit for its 

Marcotte No. 2 well in Section 8 consisting of the SE/4 of said section. Burlington staked the 

location for the Marcotte No. 2 on February 16, 1997 and contemporaneously filed its C-102 

and Notice of Staking and APD forms with the NMOCD and the BLM, respectively, reflecting 

a 160-acre spacing and proration unit. Burlington commenced the drilling of the Marcotte No. 2 

well on June 25, 1997, eight days following its application in Case No. 11809 and five days 

before the effective date of Order No. R-10815. Burlington owns 9.31045% of the working 

interest in the 640-acre unit proposed to be dedicated to the Marcotte No. 2 well. 

On May 23, 1997, in response to Burlington's April 22, 1997 well proposal letter, Total 

provided its consent to participate in the Marcotte No. 2 well under the terms of a pre-existing 

land contract (the GLA-46 Agreement) between Total's predecessor and Burlington's 
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predecessor. Burlington subsequently advised that it regarded Total's consent to voluntarily 

participate in the well under the GLA-46 Agreement as being ineffective and that it would 

proceed to force pool Total's interests. Burlington simultaneously sought the compulsory 

pooling of the separate working interests owned by the so-called GLA-66 group. 

Contemporaneously, the GLA-66 owners sought the Commission's reconsideration of Order R-

10815 for, among other reasons, the fact that none of the GLA-66 owners were provided with 

notice of the Commission's spacing proceeding. The GLA-66 owners' request for 

reconsideration was not granted and those owners subsequently sought judicial review of the 

Commission's action in the Eleventh Judicial District Court in Aztec. (Timothy Johnson. 

Trustee for Ralph A. Bard. Jr.. et al.. vs. Burlington Resources Oil & Gas Company, a 

corporation and the New Mexico Oil Conservation Commission. Eleventh Judicial District Case 

No. CV-97-572-3) 

On September 15, 1997, the Eleventh Judicial District Court granted the motion of the 

GLA-66 owners to stay Order R-10815. However, in the course of its bench ruling, the District 

Court indicated that the stay of Order R-10815 would apply only to the GLA-66 

owners/plaintiffs. Since the September 15, 1997 hearing, counsel for Burlington and the GLA-

66 owners have been unable to agree on a form of order for entry by the Court staying Order 

R-10815. Consequently, it will be necessary to conduct a presentment hearing on the form of 

orders proposed by the parties. Counsel for the Oil Conservation Commission has approved the 

form of order proposed by the GLA-66 plaintiffs. 

The District Court's bench ruling staying Order R-10815 generates a tremendous amount 

of uncertainty in the operation of the 640-acre spacing rule and its concomitant effect on the two 
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compulsory pooling orders. On the one hand, Order No.s R-10877 and R-10878 effectively pool 

the working interests of both the GLA-66 owners and Total Minatome Corporation over the 

breadth of the 640-acre spacing and proration unit. However, because of the District Court's 

ruling, the ostensible effect of the compulsory pooling orders are to pool the GLA-66 working 

interests on only a 160 acre basis under the previously effective field rules for wildcat gas wells. 

The practical consequences created by the conflicting judicial and administrative orders 

are apparent: Until the underlying issue of the propriety of the 640-acre spacing versus 160-acre 

spacing is resolved, the respective correlative rights of all the working interest and royalty 

interests are necessarily affected. Consequently, Burlington's authorization to pool the various 

working interests and to produce the existing Marcotte No. 2 and the prospective Scott No. 24 

wells must be stayed. Until the appropriate basis for spacing formations below the base of 

Dakota is determined and applied to all working interests on a uniform basis, such matters as 

the determination of participation factors, the allocation of costs and the entitlements to the 

production of pooled hydrocarbons cannot be reconciled. Burlington will have no sound basis 

for the allocation of costs when it issues its joint interest billings or for the allocation of 

production proceeds when it attempts to issue Division orders. Similarly, the unequal 

application of spacing rules will necessarily result in disproportionate takes among the affected 

working interests when Burlington attempts to produce the wells. There are no provisions in 

the Division's compulsory pooling orders authorizing disproportionate takes or gas balancing 

among the working interests or royalty interests and there is likewise no statutory authority for 

the Division to order the same. Pooled production on behalf of those working interests 

ostensibly participating on a 160-acre basis would necessarily be at the expense of those pooled 
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on a 640-acre basis. Consequently, the correlative rights of the respective working interests and 

their royalty interests are demonstrably impaired. 

The conflict between the administrative and judicial orders places Burlington and the 

working interests in an impossible situation: unavoidably, multiple and inconsistent liabilities 

are created for all working interests and the operator. Consequently, these circumstances require 

the entry of an order staying the effect of the Division's pooling orders until the spacing rules 

are determined with finality and are applied on an equal, uniform basis across the resulting 

proration unit. 

II. Burlington is attempting to impose additional terms and conditions on the election 
to participate. 

On September 12, 1997, the Division issued Orders No.s R-10877 and R-10878 

effectively pooling the uncommitted interests to the two wells proposed by Burlington. Aside 

from the dilemma created by the conflicting administrative and judicial orders with respect to 

the effective spacing for the proration units. The two pooling orders are largely generic in form 

and deviate little from the substance of compulsory pooling orders issued by the Division in the 

past and relied on by industry for decades. Decretal paragraph 4 on page 10 of order No. R-

10878 for the Marcotte No. 2 requires non-consenting interest owners to elect to participate in 

the well by paying their share of estimated well costs within 30 days from the date the operator 

provides its schedule of estimated well costs. By so doing, the non-consenting interest owner 

is able to avoid the statutory risk penalty charges. Because the Marcotte No. 2 well was 

commenced well in advance of the issuance of Order R-10878, decretal paragraph 3 of the order 

required Burlington to furnish its itemized schedule of estimated well costs "after the effective 

date of this order." 
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On September 19, 1997, Total received Burlington's September 15, 1997 transmittal 

advising of the Division's issuance of Order R-10878 and enclosing a copy of Burlington's 

itemized estimated well and facility costs and AFE. (See Exhibit 1, attached.) In its September 

15 transmittal, however, Burlington advised that in order to participate in the well under the 

terms of the compulsory pooling order, Total should pre-pay its share of the $2,316,973.00 

estimated completed well costs, execute the enclosed AFE and also execute Burlington's April 1, 

1997 Operating Agreement.1 (Exhibit 2.) 

The Burlington requirements that the pooled working interests execute the April 1, 1997 

Operating Agreement and the AFE are new conditions to those interest owners' election to 

participate in the well and are not authorized under the terms of Order No. R-10878 or any 

interpretation thereof. It is an improper use of the administrative process to seek to compel an 

involuntarily pooled interest owner to become bound to the terms of an unacceptable private 

contract that exceed the scope of the compulsory pooling statutes and orders. Indeed, it was 

Burlington's insistence on the use of its customized operating agreement with such provisions 

imposing a 400% non-consent penalty, prohibiting access to the drilling location and to drilling 

and completion data, confidentiality restrictions and unacceptable gas balancing terms that had 

much to do with the unwillingness of the uncommitted interests to commit to the well in the first 

place. 

'Burlington's September 15, 1997 transmittal represents that "Loyal Moore Trust/Tital 
Minatome Corp. is now working toward voluntary joinder pursuant to the terms of a mutually 
acceptable Operating Agreement." In fact, Burlington has communicated with neither the Loyal 
Moore Trust group nor Total Minatome Corporation since the July 10th examiner hearing. 
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Burlington's new conditions contravene both the terms of the pooling orders and the 

procedures of the Division. In effect, the operator has eliminated the ability of the previously 

uncommitted interest to consent to the operation and avoid the risk penalty by tendering its share 

of estimated well costs. Consequently, the rights of the pooled interest owners under the Orders 

R-10877 and R-10878 are negated by the new terms and conditions imposed by the operator. 

For the above reasons, the Division should enter its order immediately staying Orders 

R-10877 and R-10878 pending further disposition by the Commission and adjudication by the 

Court. Further, in consideration of the fact that the election period under order R-10878 

automatically terminates on October 19, 1997, an expedited ruling on this Motion for Stay is 

requested. 

CONCLUSION 

MILLER, STRATVERT & TORGERSON, P.A. 

By. 
J. Scott Hall 
Attorneys for Total-Minatome Corporation 
Post Office Box 1986 
Santa Fe, New Mexico 87504-1986 
(505) 989-9614 
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Certificate of Mailing 

I hereby certify that a true and correct copy of the foregoing was mailed to counsel of 
record on the S_ day of October, 1997, as follows: 

W. Thomas Kellahin, Esq. 
Kellahin & Kellahin 
P.O. Box 2265 
Santa Fe, New Mexico 87504-2265 
Attorneys for Burlington Resources Oil & Gas Company 

J. E. Gallegos, Esq. 
Gallegos Law Firm, P.C. 
460 St. Michaels Drive #300 
Santa Fe, New Mexico 87505-7602 

Jason Doughty, Esq. 
Gallegos Law Firm, P.C. 
460 St. Michaels Drive #300 
Santa Fe, New Mexico 87505-7602 

J. Scott Hall 
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R E C E i y E D 

LANDADMINISTRAT/ON 
September 15, 1997 

CERTJĴ IJb)D-RETURN RECEIPT REQUESTED 

Total Minatome Corp. 
Attn: Ms. Deborah. Gilchrist 
2 Houston Center, Suite 2000 
909 Fannin 
Houston, TX 77210-4326 

RE: Compulsory Pooling Order R-10878 
Marcotte #2 Well 
Al l of Sec 8, T3 LN, R10 W 
639.78 Acre Unit 
San Juan County, New Mexico 

BURLINGTON 
RESOURCES 
SAN JUAN DIVISION 

Dear Ms. Gildbrist: 

Please reference our past correspondence on the captioned well. As you are aware 
Burlington Resources Oil & Gas Company (Burlington) filed with the New Mexico 
Oil Conservation Division for compulsory pooling of the drilling unit for said well. 
After hearing the matter, the Oil Conservation Division has now issued order R-
10878 (dated September 12, 1997) a copy of which is enclosed, pooling the acreage 
and interests necessary for drilling. 

Burlington, pursuant to the terms of the enclosed order, is hereby notifying Loyal 
Moore Trust / Total Minatome Corp. of its right to participate in the well pursuant 
to th-i's order. For your review, I am enclosing a copy of the itemized estimated well 
and facility costs, and the Authority for Expenditure. 

Burlington does however realize that Loyal Moore Trust / Total Minatome Corp. is 
now working towards voluntary joinder pursuant to the terms of a mutually 
acceptable Operating Agreement. Since this is the most desirable method of joinder 
for all parties involved, we will continue, during the thirty (30) day decision period 
imposed on you by the order, to work toward that end. I f such an agreement is 
timely reached, we will either make application to vacate the Order or d%miss you 
from the Order. 

I f however you elect to participate or Farmout in the well pursuant to_the terms of 
the order you should do the following: 
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1. Evidence your election to participate by reviewing the estimated well 
costs and executing the enclosed Authority for Expenditure. 

2. Execute the previously forwarded Operating Agreement dated April 1, 
1997, and forward the signature pages to the undersignecL 

3. Prepay your 4.6522% share of the $107,791.00 total estimated completed 
well costs. The prepayment should be in the form of a cashiers check or 
certified bank check. 

4. Or execute the previously forwarded Farmout Agreement dated June 16, 
1997, and forward the signature pages to the undersigned. 

The executed authority for Expenditure and the prepayment of well costs must be 
returned to Burlington at the letterhead address within thirty (30) days of your 
receipt of this letter. 

Lf you do not voluntarily join the well within the thirty (30) day period or if we do 
not receive your joinder pursuant to the referenced order within the thirty (30) day 
period, it will be assumed that you have elected not to participate in the well. 
Burlington under the terms of the order has the right to drill the well and recover 
your pro-rata share of reasonable well costs from production. Burlington will also 
be allowed to recover an additional two hundred percent (200%) of reasonable well 
costs as a charge for bearing risk of drilling the well. 

I look forward to hearing from you on this matter. If you have any questions or 
require further information, please advise. 

Sincerely, 

<Tames R. J . Stxickler, CPL 
Senior Staff Landman 
(505) 326-9756 

JRS:dg 



BURLINGTON RESOURCES 
Farmingion Region 

Post Office Box 4289 
Farmingion. New Mexico. 87499 

(505) 326-9700 

R E C E I V E D 
SEP 1 9 1997 p 

LAMP AQMlNJ£TRATiQ|SL 

AFE No.: 3SHH 
AUTHORITY FOR EXPENDITURE 

Property Number 2/20/97 

Lease/Well Name: Marcotte #2 OP Number 

Field Prospect: San Juan Basin Penn 

Location: Sec 8. T31N. R10W 

AFE Type: 1 - New Drill Original: X Supplement: 

Objective Formation: Pennsylvanian 

Operator Burlington Resources 

County: San Juan 

Region: Farmington 

State: NM 

Addendum: API Weil Type: 

Authorized Total Depth (Feet): 14.000"" 

Project Description: Pennsylvanian test in San Juan Basin - Exploratory well - Arch Rock ProsDect 

Estimated Start Date: 2rd Qtr 1997 
Prepared By: C. E. Lane 

Estimated Completion Date: 2rd Qtr 1997 

GROSS WELL DATA 

Drilling Workover/ Construction 
Ory Hole SusDenaed Corroietian Facility Total 

Days: 58 2 12 0 72 
This AFE: SI .713.800 S77.100 $407,073 5119.000 $2,316,973 

Prior AFE's: 0 SO 

TOTAL COSTS: S1.713.800 S77.100 $407,073 $119,000 SZ316.973 

JOINT INTEREST OWNERS 

Company: 
Burlington Resources: 

Trust 
Others : 

AFE TOTAL: 

Working Interest 
Percent 

0.00% 
90.689550% 
100.00% 

Dry Hole S 

S 109,286 
0 

SI.064.51l 
$1,713,800 

Completed S 
S 215,721 

$0 
S2,101,252 

S2.316.973 

Approved: 
BURLINGTON RESOURCES APPROVAL 

Title: 

Approved; 

:CES APPROVAL^, 
„ „ Approved: ^ ^ f 7 Z ^ 

O j y . Oate:^f u I * T Title: jLct*uf M a „ . Dafe: ^-/V-?7 

/ , A p p r o v e d > < / ^ ^ / > > : 
totetf/tyfr Trtle:^.,,^ Date: 

PARTNER APPROVAL 

Company Name: Date: 

Authorized By: Title: 



AFE No.: 3SH*f 

BURLINGTON RESOURCES 
Farmingion Region 

Post Office Box 4289 
Farmingion. New Mexico. 87499 

(505) 32S-9700 

AUTHORITY FOR EXPENDITURE 

Property Number. 0)ate: 2/207^7 

tease/Well Name: Marcotte #2 DP Number 6/f23r 
Field Prospect San Juan Basin Penn 

Location: Sec. 8. T31N. R10W 

AFE Type; 1 - New Drill Original: X Supplement: 

Objective Formation: Pennsylvanian 

Operator. Burlington Resources Region: Farmington 

County: San Juan Stale: NM 

Addendum: API Well Type: 

Authorized Totai Depth (Feet): 14,000" 

Project Description: Pennsylvanian test in San Juan Basin - Exploratory well - Arch Rock Prospect 

Estimated Start Date: 2rd Qtr 1997 
Prepared By. C. EL Lane 

Estimated Completion Date: 2rd Qtr 1997 

GROSS WELL DATA 

Drilling Workover/ Construction 
Dry Hole Suspenaed Completion Faafrty Totai 

Days: 58 2 12 0 72 
This AFE: S.I .713.800 $77,100 S407.073 S119.000 $2,316,973 

Prior AFE's: 0 SO 

TOTAL COSTS: S1.713.800 $77,100 $407,073 $119,000 52316.973 

JOINT INTEREST OWNERS 

Company: 
Working Interest 

Percent Dry Hole $ Completed S 
Burlington Resources: 9.310450% S 109.286 S 215,721 

Trust 0.00% 0 so 
Others : 90-689550% Sl.064.514 S2,101,252 

AFE TOTAL: 100.00% $1,713,800 $2,316,973 

Approved: 
Title: 

BURLINGTON RESOURCES APPROVA 
Approved: 

Date:<rW<r7-

Approved:, 
Title: Date: ^ / ^ » y > 

Approvi 

PARTNER APPROVAL 

Company Name: Date: 

Authorized By: Title: 
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l OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and b - w — B U R L I N G T O N RESOURCES O I L & GAS COMPANY 

4 _ _ _ _ _ — _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ hereinafter desisnated and 
) reterrea to as ' 'Operator '. ana the sanatory parry or paraes otner man Operator, sometimes heremaiter reterred to individually herein 
6 as "Non-Operator ". and collecaveiy as "Non-Operators '. 
7 

8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners oi oil and gas ieases ana/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the paroes hereto have reached an agreement to explore and develop these leases ancvor oil ana gas interests :or tr.e 

12 production of oil and gas to the extent and as hernnaiter provided. 
13 

14 NOW, THEREFORE, it is agreed as follows: 
15 

16 ARTICLE I . 
1 7 DEFINITIONS 
18 

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

20 A. The term "oii and gas" shall mean oil. gas. caainahead gas. gas conoensate. and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit tne mciusiveness of this term is specifically stated. 
22 B. The terms "oil and gas iease". "lease" and "leasehold" shall mean the oil and gas ieases covering tracts ot land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oii and gas interests" shall mean unleased ree and mineral interests in tracts of land tying within tne 
25 Contract Area which are owned bv parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oii ana eas leasenold interests and oil ana gas interests imenaed to oe 
27 developed and operated for oil and gas purposes under this agreement. Such lanos. en «na am KMinaia i n w n ana eii .na g— iniwmi 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fined for the drilling oi one weil by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shail be the drilling unit as establish-

31 ed by the partem of drilling tn the Contract Area or as fixed by express agi cement of the Drilling Parties. 

32 F. The term "drillsite" shall mean the oil and gas iease or interest on wnich a proposed weil is to be located. 
33 G. The terms "Drilling Pany" and "Consenting Party" shall mean a parry who agrees to oin in and pay its share o: the cost of 
34 any operanon conducted under the provisions of this agreement. 

35 H. The terms "Non-Drilling Pany" and "Non-Consenting Pany" shaU mean i party wr.o elects no: :o participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise cieariy indicates, words used in tr.e singular include tr:e piural. tne plural includes the 
39 singular, and the neuter gender includes the rnascuiine and the fermnine. 
40 

41 ARTICLE I I . 
4 2 EXHIBITS 
43 

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

45 01 A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement. 

47 (2) Restncxtoris, if any, as to depths, formations, or substances. 
48 (3) Percentages or fractional interests of parties to this agreement. 
49 (4) Oil m i I M Imw M I I ' M ail M I . mma— m»it« n y i - ign——i, 

50 0) Addresses of ptnics for notice purposes. 
51 • ' D. r_l_ih "Tl' 1 , 1" uf Lmi 

52 CS C Exhibit "C", Accounting Procedure. 
53 IS D. Exhibit " D " , Insurance. 
54 QT. E. Exhibit "E" , Gas Balancing Agreement. 
55 CS F. Eirtibit "F", Nort-Discrimmation and Certification of Non-Segregated Facilities. 
56 • 0. Lalubil ' 'C". Tan Parujmrup. 
57 If any prmuim of any exhibit, except Exhibits " E " and " G " , is inexo—ttent with any provision contained in-ihe body 
58 of this agreement, the provisions in the body of this agreement shall prevail r 
59 

60 
61 
62 
63 
64 
65 
66 

-1 • 
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1 ARTICLE HI. 

2 INTERESTS OF PARTIES 

3 
4 I ' I . OU |UU Giu iilLUULI. 
5 
6 if t in un.i umu HI uu Mil i j - i uiiL.ui in j x C-iu-u . 1 — -,n m:i.,.ji jiuii u. mmm iui i i i UUIMUSU ui urn -ILILHI.L.U 

8 Jtllii Ul. UUlliLU lU UWI uum un. lu i tu i IIIILILJI ILJU UU HI JUlll U l l uu UIL 11 JIM 1 JI ui lill ]|_Jll M~reM3ef. 

9 
10 B. Interests of Pizties in Costs and Production: 

U 
12 Unless changed by other provisions, all costs and liahilirin incurred in ooeractoris under this agreement shall be borne and 
13 paid, and all equipment and rratenals acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall also own ail production of oii and gas irom the Con -aa Area subiect to the 

15 payment of royalties to the extent — due . mmiim m i ' •• • nm •• 1 11 

16 

17 Regardless of which party has contributed the leases) and/or oil and gas biiei tails) hereto on which royalty is due and 
18 payable, each parry entitled to receive a share of prcitiuction ot oil and gas from the Contract Area shall bear and shall pay or debver. or 
19 cause to be paid or delivered, to the extent oi its interest in such production, tne royalty amount stipulated hereinabove and shall hold the 
20 other parties tree from any liability therefor. No party shall ever be resoonsible. however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if anv such other pany's lessor or royalty owner should demand and 
22 receive settlement on a higher pnce basis, the parry conmbutmg the affected iease shall bear tne additional royalty burden attributable to 
23 such higher price. 
24 

25 Nothing contained ui this Article III.B. shall be deemea an assignment or cross-assignment ot interests covered hereby. 

26 

27 C. Excess Royalties. Overriding Royalties and Other Payments: 

28 

29 Uruess changed by other provisions, if the interest of any party m any iease cuveitd hereby is subiect to anv royalty. 

30 overriding royiily. producuon payment or other buraen on production in excess of the amount sopuiated in Article 111.5. sucn party so 

31 burdened shall assume and alone bear all such excess c&ugarions and shall indemnify and hold the other parties hereto riarrruess tram any 

32 and all claims and dernantis for payment asserted by owners ot such excess burden. 

33 

34 D. Subsequently Created interests: 

35 
36 11 any parry should hereaiter create an overriding royalty, procucccr. payment cr ctr.er ouroen payaoie out ot oroducnon 
37 attributable to tts wcriong interest hereunQer. or if such a buraen existed pncr to tins agreement and is not set forth in Exhibit " A " , or 
3g was not 'f^H^wi m writing to ail other parties prior to the execuaon of tha agreement by ail parries, or is not a jointly acknowledged and 
39 »i'»|ii»i| obiiganon of all parties tany such interest eerng herrar—iter refer—0 to as ''subserviently created mterest" irressectrve of the 
40 timing of its creation and the parry out of whose wornng mterest the subsequenuy nested mterest ts derived being heicinaii— it lei ltd 

41 to as "burdened parry"), and: 

42 
43 1. If the burdened party a reciaiired under this agreement to assign or reunquish to anv otner party, or parties, all or a pornon 
44 of its working mterest and/or the production attributable thereto, said other party, or parties, shall receive said assignment andior 
45 c*txtucnon free and dear of said subsequently created interest and the burdened party shall indemntiy and save said other party, 

46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest: 

47 m i 

48 

49 2. If the burdened party fails to pay, when due. its share of caucuses chargeable hereunder, all provisions of Article VII.B. shall be 

50 enrorceabie against the subsequenuy crested mterest in the same manner as they are eruorceabie against the worxmg interest of 

51 the burdened party. 

52 
33 ARTICLE IV. 
54 TITLES 
55 
56 A. Title FTimmirirm! 
37 _ 
58 Title shall be made on the drillsite of any proposed well prior to cccrmaencement of drilling operations or. if 
59 the Drilling Panies so request, title rrtmmanon shall be made on the leases and/or oil and gas interests included, or planned to be mcutd-
60 ed. ta the dru_g unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments tinder the applicable leases. At the time a weil is proposed, each party contributing ieases andior oil and 
62 gas interests to the drillste. or to be included in such drilling unit, shall furnish ro Operator all abstracts (including federal lease status 
63 reportsfc. title cc—cox. title papers and curative material in its possession tree of charge. All such inforrninon not in the in'nvnsiun of or 
64 made available to Operator by the parties, but rw'rwiry for the examination of the title, shall be obtained by Orjerator^Xjperator shall 
65 cause title to be examined by attorneys on in staff or by outside attorneys. Copies of all title opinions shall be f——shed to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: *'•' ' - * • 
67 * ; j rW; 
68 u Ouliuii iWe. 1: GUSLI UHUIILIJ in Oiauaiui in "muring •'muieu a i nut mtinuiaiiuii fuiduiliui, u id_i iu t i j , juuv-iut'-ud. 
69 - i . l . i t ai m.i'iii) ««-i»iu«mi Ji.iiun U M U titli uf i . i i . i i j i m . i »t , MM t i We - J I - B I J B I U I L ui i ihi td u uiuii-ul -'BBS!!F ' I ... 
70 and iiail imi ill • aiiiii uiaiji, iiluiiiu' yuioiiiitd Opuami j JIIUI •IIUHIUJ m in Buoiiii. aiiuiucjj. • ••— • - ->•-»-•< *• • 2 -
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ARTICLE IV 

1 !_ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys ior due eximmanon 
2 (uu^uning preliminary, supplemental, shut-in gas royalty opinions and division order title opmionsl shall be borne by the Drilling Parties 

3 in the pre—non that the interest oi each Drilling Parry Dears to tne total interest ol all Drilling Parties as sucn interests appear in Ex-
4 habit " A " . Operator shall maxe no charge tor services rendered by its Stan attorneys or other personnel in the penormancc oi the above 
5 hinct—m 

6 

Each party shail be responsible ior securing curative matter and pooling amendments or aierecmenis reautred in connection 
S with ieases or oii and gas interests contnouted bv such party. Operator snail be responsible ior tne preparation ana recording oi pooling 
9 designations or Declarations as wed as the conduct ot hearings oeiore governmental agencies ior the securing ot spacing or pooung orders.-

10 This shall not prevent any pany irom appearing on its own behall at any such hearing. 

U 
12 No well shall be drilled on the Contract Area unui alter (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the -tie nas Deen approved by the examining attorney or titie has been accepted bv all at the parties wno are to par-

14 iicqxue in the drilling ot the well. 
15 

16 B. Loss oi Titlei 
17 
18 1." railuit ui Ti.li.. O'uuuiu JIII uii auu taj IIIIULJI UI IUIIC. ui iiuuui liiuun. m iuii u m i n ialimn ui uiii. ~ iiiiii w» I H I I I i m 
19 reduction ot interest trom that snown on Exhibit " A " , the pany contributing the affected lease or interest shall have ninety (90) d_ys 
20 trom final determrration of title failure to acquire a new iease or other instrument curing the entirety of the titie failure, which acquisi-
21 tion will not be subiect to Article VUI.B.. and failing to do so. this agreement, nevertheless, shall continue in iorce as to all remaining oil 
22 and gas leases and interests: and. / 
23 (a) The pany whose od and gas lease or interest is n'iected by the ntie failure shall bear aione the enure bss anj/tt shall not be 
24 entitled to recover from Operator or the otner parties any development or operanng costs which it may nave wernotqr* paid or incurred. 
25 but there shall be no additional liability on its pan to the other parues hereto oy reason of such utle failure: / 
26 (b) There shall be no retroactive adiuscment of expenses incurred or revenues received trom tne operationyoi the interest which has 
27 been lost, but the interests ot the panies shall be revised on an acreage oasis, as of the ume it is determined fiiftllv tnat title failure has oc-
28 curred. so that the interest ot the pany wnose lease or interest is aifected bv tne title failure wtil mereirfer be reduced in the Contract 
29 Area by the amount oi the mterest lost: / 
30 (c) l i the proporrtonate interest oi the other panies hereto in any producing well meretcjiore drilled on the Contract Area is 
31 increased bv reason of the title failure, the party whose title has tailed shall receive the proceeds attributable to tne increase tn such in-
32 terest (less costs and burdens attributable thrretol until it has Been reimbursed for unreeovered costs raid bv it in connection with such 

33 / 
34 (d) Should any person not a party to this agreement, who is deter mined to be/fne owner oi anv interest in the title which has 
35 failed, pay m anv manner any pan of the cost oi operauon. development, or equipment, sucn amount shall be paid to the party or parties 
3u who bore the costs which are so refunded; / 
37 (e) Any liability to account to a third pany ior prior production aij£i\ and gas which arises ov reason ot titie failure shall be 
38 borne by the party or paro.es wnose utie taiieti in tne same piopoiuoriVirt which tney shared in sucn onor production: and. 
39 (0 No charge shall be mane to the mm account for legal expenses, fees or salaries, in connection witn the beienxe of the mterest 
40 ciaimed by any party hereto, it oemg tne intemson ot tne parties hpfeto tnat eacn shall defend titie to its interest and bear ail expenses in 
41 connection therewith. / 

42 / 
43 2. Loss bv Non-Payment or Erroneous Payment /ft Amount Due: U. through mistake or oversight, inv rental shut-in well 
44 payment, minimum royalty or royalty payment, is noi/paia or is erroneously paid, and as a result a tease or interest therein terminates. 
45 there shall be no monetary liability against tne naruy"ho failed to make sucn payment. Unless the party who tailed to make the required 
4o payment secures a new lease covering the same interest within ninety (90) days trom the discovery of the failure to make proper payment. 
47 which actrursition will not be subiect to Artioft Vlll.B.. the interests of the parties shall be revised on an acreate oasis, etfecnve as of the 
48 date of terminanon of the lease mvoivedygnd the parry who failed to maxe proper payment will no longer oe credited with an interest in 
49 the Contract Area on account of ownership of the lease or mterest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the ante of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest. —»">"»«' on an acreage basis, for the development and operanng costs theretofore paid on account of such mterest. it 
52 shall be reimbursed for inretovered actual costs theretoiore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or veils previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operanng expenses, theretofore accrued to the credit of the lost interest, on an acreage basis. 
55 up to the amountunrecovered costs: 
56 0) ProcetttC less cciertting expenses, thereafter accrued attributable to the lost mterest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed texduding production from any wells thereafter drilled) which, in the absence of such lease 
58 termmssipn. would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 pcraop/of the oil and gas to be conrhbuted by the other parties in proportion to their respective interests: and. _ 
60 /(c) Any mceties. np to the amount of uniecuvcrcd costs, that may be paid by any parry who is. or becomes, the owner of the inuaest 

61 kilt. Iui me uiii i i i t i . ui uaiULiuiuiit iit lilt Cuiunu a m ui auwiiiiiyii-p——-ru liiu lyLUllUU. 

62 

63 3. Other Losses: All losses incurred, mini mini n m A I UJIIUI in I'mniu IV.B.L uiii IV.D.2. u u n . shall be joint losses 
64 and shall be borne by all parties m propornon to their interests. There shall be no readjustment oi interests m tne remaining pcraon of 
65 the Contract Area. 
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1 ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation ind Responsibiliiies of Operator: 
5 

6 BURLINGTON RESOURCES OIL & GAS COMPANY ^ ^ ^ 
7 Operator of the Contract Area, and shall conduct and direct and have lull control of all operations on the Contract Area as permitted and 
8 required by. and within the limits ot this agreement. It shall conduct all such operaoons in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parues for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 
12 B. Resignation or Removal of Operator and Selection of Successor: 
13 
14 I . Resignation or Removal of Operator: Operator may resign at any rime by giving written noace thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator. Operator shall be deemed to have resigned without any action by Non-Operators, except the selection oi a successor. Operator 
17 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 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
19 after excluding the voung interest of Operator. Such resignation or removal shall not Decome effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90Tdays after the giving of notice ot resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effective date of resignauon or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 " porate name or structure of Operator or transfer of Operator's interest to any single sues diary, parent or successor corporation shall not 
24 be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
27 the panies. The successor Operator shall be selected from the parues own in a an interest in the Contract Area at tne time such successor 
28 Operator a selected. The successor Operator shall be selected by the affirmauve vote ot two (2) or more parues owning a majority interest 
29 based on ownership as shown on Exhibit " A " : provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 
33 C. Employees: 
34 
35 The number or empioyees used bv Operator in conducting operations hereunder, their seieencn. and the nours of labor and the 
36 compensation lor services pertormed shail be determined by Operator, and ali sucn ernpiovees shaii be tne employees ot Operator. 
37 
38 O. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract oasis at the usual rates prevailing in ihe area. If it so 
41 desires. Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 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 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of m-
44 dependent contractors who are doing work of a similar nature. 
4) 

46 
47 
48 
49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 

51 
52 A. Initial Weil: 

53 or recoarpletlon 
54 On or before the 1st Hay nf January , 19 98 , Operator shall commence the drilling of a well for 
55 oil and gas at the following location: 
5 6 Section 8, T31S-R10W 
57 San Juan County, New Mexico 
58 
59 ' -
60 and shall thereafter continue the drilling of the weii with due diligence to 

°* 14,000' or depth sufficient to test the Pennsrlvanian formation, 
62 Hbicbever is the lesser depth 
63 
64 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
66 countered at a lesser depth, or unless al! parties agree to complete or abandon the well at a lesser depth. 

67 -\ 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of conuining oil and 
69 gas m quantities mifidmt to test, unless this agreement shall be limited in its application to a spediic formation or formations, in which 
70 event Operator shall be required to test only the formauon or formations to which this agreement may apply. rrrr~''^^>-^ 

-4-
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A B n C L E V I 

contpTuefi 

11, in Operator $ mditment. the weii will not produce oil or gas in caving quanuues. and it wishes to plug and abandon the 
weil as a dry hole, the provisions oi Article Vl.E.l. shail thereatter apply. 

B. Subsequent Operations: 

8 1. Proposed Operations: Should any party hereto aesire to driil anv weii on ae Contract Area other than tne weii provided 
9 (or ui Arucie VI.A.. or to rewort. deepen or piug back a dry hole drilled « tne mint expense of all parues or a weii iointiv owned by ail 

1® uie parties and not men producing in paying quanuues. the party desiring to oral, reworx. deepen or piug back such a weil shad Kive tne 
11 outer parues written nouce of the proposed operauon. specifying tne work to ce penormed. the location, proposed depth, obtecuve lorma-
^ tion ano the estimated cost ot the operauon. The parues receiving sucn i nouce shail have thirty (30) days alter receipt ot the nouce 
'5 withm which to notify the party wishing to do the work whether uiev eien to participate in die cost ot the proposed ooerauon. ii x drill-
1̂  ing rig is on location, nonce of a proposal to rework, piug back or drill deeper mav be given by telepnone and the response penoo shall be 

15 limited to forty-eight (48) hours, exclusive oi Saturday. Sunday and legal houdiys. Failure ol a party receiving such notice to repiv within 
16 the period above hxed shall consutute an elecuon by that pany not to parucipate in the cost ol the proposed operauon. Anv nouce or 

17 response given bv telephone shall be promptly confirmed in wnnng. 
18 
19 
20 

21 if all parties elect to participate in such a proposed ooerauon. Operator snail, wiihm mnetv (90) days after e.tptrauon oi me nouce 
- - penod of thiny (30) davs ior as promptly as possible after the expiranon oi tne ionv-eisht (48) hour period when a drilling rig is on ioca-
-3 tion. as the case may beL actually commence the proposed operauon ano complete u wun due diligence at the risk and expense ot all par-
-4 ties hereto: provided, however, said commencement date may be extended uoon written notice at same by Operator to tne otner cames. 
2' ior a period oi up to thirty (30) addiuonal days i i . in the sole opinion oi Operator, sucn addinonai ume is reasonabiv necessarv to obtain 
-6 permits trom governmental authonues. suriace rights tmciudinc rtghts-ot-ivavior appropriate drilling equipment, or lo complete mie e.t-
27 aminauon or curauve matter required for utie approval or acceptance. Notwitnstanatnit the torce majeure provisions ot Articie .XI. if the 
28 actual operation has not oeen commenced within uie time provided iinciuctni anv extension thereof as speciiicallv permittee herein land 
29 if any pany nereto suil desires to conduct said operauon. written nouce proposing same must De resuDmittefl to tne otner parties in accor-
30 dance with the provisions nereof as if no prior proposal had oeen made. 
31 
32 
33 

34 2. Operanons bv Less than AU Panies: if any pany receiving sucn nouce is provided in Article VI.B.l. or VII.D.1. (Opoon 
35 No. 2) elects not to parucipate m tne proposed operation, then, m orcer to oe enuued to uie benetits of this Article, tne pany or parues 
36 jnvcig the nouce and sucn other panics as shail eiect to pamcioate in tne coerancn shaii. witmn ninety (90) davs alter tne expiraoon ot 
37 the nouce period of thiny (30) days (or as promptly as possible alter tr.e exptrauon ot the tony-eight i48) hour period when a drilling ng is 
38 on iocaoon. as the case may be) actually commence the proposed operauon ana complete it with due oiiiffence. Operator snail pertorm ail 
39 work for the account of the Consenting Panies; provided, however, tt no oniting ng or otner cautcrrient is on locauon. and ii Operator is 
40 a Non-Consenung Party, die Consenung Panics shall either: |a) request Operator to pertorm tne wont required by sucn proposed opera-
41 tion for the account of the Consennng Parues. or |p) designate one(l) of the Consenung Panies as Operator to perform such work. Con-
42 sen ring Parties, when conducting operauons on the Contract Area pursuant to tnis Arucie VI.B.2.. shall compiy with all terms ano con-
43 diuons oi tha agreement. 
44 
45 
46 

47 If less than all parties approve any proposed operauon. the proposing party, immediately after die expiraoon of the applicable 
48 notice period, shall advise the Consenung Parties of the total interest ot the parues approving such operation and its recommendation as 
49 to whether the Consennng Parries should proceed with the operanon as proposed. Each Consenting Pany. within fony-eight (48) hours 
50 (exclusive of Saturday. Sunday and legal holidays) after receipt of such notice, shall advise the proposing parry of its desire to la) limit par-
51 uapauon to such party's interest as shown on Exhibit " A " or (b) carry its proportionate pan of Non-Consenting Parties' interests, and 
52 failure to advise the proposing parry shall be deemed an election under (i). In the event a drilling rig a on location, the nme permitted for 
53 such t response shall not exceed s total of forty-eight (48) hours <inclusive of Saturday. Sunday and legal holidays). The proposing pany. 
54 at its election, may withdraw such proposal if there is insufficient paruapaoon and shall promptly notify ail parties of such decision. 
55 
56 
57 
58 • Tne entire cost and risk of ecoduenng such operations shall be borne by the Consennng Parues in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parries shall keep rhe leasehold estates lnvolvedm such 
60 operanons free and dear of all liens and encumbrances of every kind created by or arising from the operarions of the Consenting Panies. 
61 If such an operation results in a dry hole, the Consenting Panies shall plug and abandon the well and restore the surface kicaticrt at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of mis Article results m a pro-
63 ducer of oii and/or gas in paying quanuues. the Consenung Parties shall complete and equip the well to produce at their sole cost and risk. 
64 
65 
66 
67 
68 
69 ^ .- ± -
70 - " .^r 
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ARTICLE VI 

1 and uie well shall men be turned over to Operator and shail be operated bv it at the expense and for the account of the Consenting Par-
2 ties. Upon commencement of ooerauons for the drilling, reworking, deepemns or plugging back of any such well by Consenung Parties 
3 in accoroance with the provisions of this Anode, each Non-Consenung Party shall be deemed to have reimquished to Consenting Parties. 
4 and the Consennng Parties shaii own and be entitled to receive, in propornon to their respective interests, ail of such Non-Consenung 
5 Parry's interest in the well and share of production uiererrom unoi the proceeds of the sale of such share, calculated at the well, or 
6 maraet value thereof if such share is not sold, (after deducting preauction rases, excise cues, royalty, overriding royalty and other m-
' tcresa not excepted by Article 1U.D. payaok out ot or measured bv the proaucnon irom such well accruing with respect to such interest 
8 unul it revertsi shall equal the totai of the following: 

9 
10 
11 

12 (a) 100% of each such Non-Consenung Party's share of the cost of any newly acquired suriace equipment oeyond tne wellhead 
13 connections iinduding. but not limited to. stock tanks, separators, treaters. pumping equipment and piping;, plus 1007. of each such 
14 Non-Consenung Party's share of the cost of operauon of the well commencing with first production and continuing unul eacn such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Arucie. it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that mterest which would have been chargeable to such Non-Consenung 
17 Party had it participated in the well from the beginning of the operauons: and 
18 
19 
20 
21 (b)____7« of that poruon of the costs and expenses of drilling, reworking, deepening, plugging back, tesung and coirtpleting. ^ 
22 aiter deducting any cash contributions received under Article V in .C jr.d of that portion of the cost oi nrwlv acquired equip-
23 ment tn the weil (to and incjuding the wellhead connections), which wouid have oeen chargeable to such Non-Consenung Party if it had 
24 participated therein. 
25 

27 
28 An elecuon not to parucipate in the drilling or the deepening ol a weil shall be deemed an eiecuon not to participate in anv 
29 re-woriang or plugging back operauon proposal in such a well, or poruon thereof, to which ihe initial Non-Conseni eiecuon applied 

that is conductrrl at any ume poor to full recovery by the Consenting Parues of the Non-Consenung Party's recoupment account Any 
such reworking or plugging back operauon conducted during the rerxnmmerii penod shall be deemed pan of Ihe previous non-consent 
operation on said well and shall be added to the sums to be recouped by the Consenting Parties. If such a reworking or plugging back 
operation is proposed during such rerxHipment penod. the provisions of this Article VI.3. shall be applicable as between said 
Consenting Parties in said well. Similarly, an eiecuon not to parucipate in the compicuon or plugging back of a well »h*n be «w»rii->< 

34 an elecuon not to paracrpate in a reworkmg operauon proposed in such well, cr poruon thereof, to which the non-consent election 
35 applied, that is conriiirted at any time pnor to full recovery by Consenung Parues of the Non-Consenung Parrv s 
36 
37 
38 
39 During ute period of time Consenting Parties are entitled to receive Non-Consennng Panv's snare ot producuon. or the 
40 proceeds theieiiuui. Consennng Parties shall be resoonsibie for tne payment of all production, severance, excise, gauiermg and other 
41 taxes, and ail royalty, overriding royalty ana other burdens applicable to Non-Consenting Party s snare ot production not excepted by Ar-
42 ude HID. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operanon. die Consennng Panies shall be permitted to use. free 
47 of cost, all casing, cubing and other equipment in the weil. but che ownership of all such equipment shall remain unchanged: and upon 
48 ahatvionment of • well after such reworking, plugging back or deeper drilling, che Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each parry rrcrrvmg its proportionate pan in kind or in value, less cost of salvage. 
50 

51 
52 
53 W*ithin sixty (60) days aiter the rotrtpietion of any operation under this Arucie. the party conducting the operations for the 
54 Cnrriencmg Parries shall furnish each Non-Consenung Party with an inventory of the equipment in and connected to the well, and an 
55 hennaed statement of the cost of drilling, deepening, plugging back, tesung. completing, and equtpping the well for production: or. at its 
56 option, the operanng party, in lieu of an ttemixed statement of such costs of operation, may submit t detailed statement of monthly bill-
57 ings. Each month mereatter. during the ume the Consenting Parties are being inmbuised ss uimiued above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenung Panies with an ••"*<"<* suuuneiu of all costs snd Harabra-i in-
59 curred in the oecntion of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working mterest prediction during the preceding month. In determining the quantity of oii and gas 
61 produced during any month. Consenting Parries shall use tnchotry accepted methods suds as, but not bmited to. metering or periodic 
62 weU tests. Any amount realized from the sale or other disposition of eqinrmem newly actrtitred in cennecdon with any such orierxricm 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total imrettrrnerj costs 
64 of the work done and of the equipment purchased in determining when the mterest of such Non-Consennng Parry shall revert ro it as 
65 above provided: and if there is a credit balance, it shall be paid to such Non-Consenting Party. — 
66 : . — ' ' ' 
67 >. 
68 -\ " " 
69 
70 ^ 
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ARTICLE VI 
con&nuecl 

I ii and when the Consenting Parties recover irom a Non-Consennng Party s reiinauished interest the amounts provided for above. 

I the relinquished interests ot such Non-Consentina Party shall automatically revert to it. and. from and aiter sucn reversion, such Non-
) Consenting Party shall own me same interest in such weii. che material and equipment in or pertaining tnereto. and the producuon 
A thgeuuin as such Non-Consenung Pirrr wouid have been entitled to had it parucipaied in the drilling, rcworxina. deepening or plugging 
5 back oi said well. Therearter. such Non-Consenung Pamr shall be charged with and shall pay its prurxx uonate nan ot the further cosa of 
(i the operation of said weil in accoroance wun the terms of this aitreement ana the Accounting Procedure attscned hereto. 

S 
9 

10 Norwitnitanoing the provisions of mis Article VI.B.2.. it is agrees that iriihout tne mutual consent oi all panies. no weils shall 
11 be completed in or produced from a source ot suppiy irom which a weil iocated eisewnere on the Contract Area is producing, uruess such 
12 weil conforms to the then-existin> weii soaong pattern lor sucn source of supply. 
13 
14 
15 

16 The provisions of this Arucie shall have no application whatsoever to the drilling of the iniuai well described in Anicle VI.A. 
17 except la) as to Article VT1.D.1. (Option No. 21 if selected, or (bi as to tne reporting, aeepenmt and plusging back ot sucn initial well 
18 after it has been drilled to the depth specified in Arucie VI.A. if it shall thereaiter prove to be a dry hole or. d initially completed ior pro-

19 diicuon. ceases to produce in paying quanuues. 
20 

21 
22 
23 3. Stand-Bv Time: When a weil which has oeen drilled or deepened has reacned its authorized depth and all tests have been 
24 completed, and the results tnereot fumisned to tne parues. stand-by costs incurred pending response to a pany s nouce proposing a 
25 reworking, deepening, plugging baca or compieung operanon in sucn a well shall be cnargeo and borne as pan ol the dnlimg or oerpen-
-6 ing operauon rust completed. Stanq-ov costs supseauent to i l l panies responding, or exoiranon oi tne response time permitted, whichever 
-7 first occurs, and pnor to agreement as to tne participating interests of all Consenuna Parties pursuant to the terms oi the second gram-
28 maucal paragraph of Article VI.B.2. shail be cnarsen to and borne as pan ot the proposed operauon. but if uie proposal is suoseouemiv 
29 withdrawn because oi insufficient parucioation. such stand-bv costs snail be allocated oetween the Consenting Panics in tne proponion 
30 each Consenung Party's interest as snown on exhibit " A " bears to me total mterest as snown on Exhibit " A " of all Consenung Par-

31 ties. 
32 
33 
34 
35 4. Sidetracking: Except is neremaiter provided, those provisions of this agreement appiicable to i 'deepening ' operanon shall 
36 ilso be applicable to any proposal to airecuonauv control and intennonailv deviate i weii nun i i i so as :o cnanee tne bottom hole 
37 location therein called "siderracxmg'':. uruess acne to strxignten :ne hole cr :c dnii arouno lunx in :ne hoie or oecause ot other 
38 mecriatucal dtfficulties. Any panv navma tne ngnt to oamcroate in a proposed stcetracxing operation tnat does not own an interest tn the 
39 aiiected well bore at me rime of tne nonce shail. upon eiecung to parucpate. tender ro tne weil ocre owners its oropornonate snare lequal 
40 to its mterest in tne sidetracxing operanon i ci the value ot that portion oi tne existing well bcre to oe utilized as follows: 
41 

42 
43 
44 fa) Ii the proposal is tor sidetracxing an extsung dry hoie. reimounemenr snail be on tne oasis ol ihe actual costs incurred in 
45 the initial drilling of the weii down to tne depth at which the sidetracking operauon is intuated. 
46 
47 
48 
49 (b) Ii the proposal is for sidetracxing a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to tne depth at which the sidetracking operauon ts initialed, determined in accordance with the 

51 piuvitions of Exhibit "C" . less the estimated cost of salvaging and the esumated cost of plugging and abandoning. 

52 
53 
54 
55 In the event that notice for a sidetracxing operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited is forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 leceive up to eight (8) days after expiration of the forty-eight (48) hours within which to respond by paying for ail stand-by rime 
58 inc mi ed during such extended response period. Ii more than one party elects to take such additional time to respond to the nouce. stand-
59 by costs shall be allocated between the parues caking additional time to respond on > day-to-day basis in the proportion each electing par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the eiecung panies. In all other in-

61 stances the 1 espouse penod to a proposal for sidetracking shall be limited to thirty (30) days. 

62 
63 
64 
65 C. TAKING PRODUCTION EN KIND: 
66 
67 Each party shall take in kind or separately dispose of its propen uonate share of all oil and gas produced from,the Contract Area. 
68 exclusive of production which may be used m development and producing operauons and in preparing and treating oil and gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure mcurred in the caking in kind or separate dtspoaiiion by any 
70 party of its proporoonxte share of the production shall be borne by such party. Any party taking its share of production in kind shall be 
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ARTICLE VI 
continued 

1 required to pay tor only its proportionate snare ot such part ot Operator s suriace laaiitics which it uses. 
~> 
3 Each parrr shall execute such division orders and contracts as may be necessary for the sale oi its interest in proamnion irom 

4 the Contract Area. and. except as provided in Article Vfl.B.. shaii be entitled to receive payment directiy from tne purcnaser tnercof for 
^ its snare oi all producuon. 
6 

In the event anv pirtv shall fail to maice tne arrangements necessarv to take in kind or separately dispose oi its tjroDorticnan; share ot 

3 the oil proouced from tne Contract Area. Operator snail have tne rignt. suoiect to tne revocation ai Tvjii by rne carrv owmnc n. ?ut not 
9 the obligation, to purcnase such oii or seil it to otners at any nme ana trom time to time, far the account ot tne non-takme p-irtv at the 

10 best price obtainable in the area tor such producuon. Any sucn purchase or sale by Operator shaii be subiect aiwavs co tne rKnt of the 
11 owner ot the producuon to exercise at any time its right to take in kind, or separately dispose ot. its snare o! ail oii not previously 
12 delivered, to a purchaser. Anv purchase or sale by Operator ot anv other oartv s share of oil shall be oniv tor sucn rcasonanie ctriods of 
13 time as are consist en: with the minimum needs of the mdustrv under ihe particular circumstances, but in no event ior a period :n excess 
14 oi one i l ) year. 
15 
16 In the event one or more parties' separate disposition ot us share of the gas causes spiu-stream deliveries co seoarate pipeiines and/or 
17 deliveries which on a day-to-day basis tor any reason are not exactly equai to a party's respective proportionate snare oi total «as sales to 
18 be allocated to it. the balancing or accounting between the respective accounts of the parties shall be in accordance w\\t\ anv gas oaianana 
19 agreement between the parties hereto, whether sucn an agreement is attached as Exhibit "E" . or is a separate agreement. 
20 

21 0. Access to Contract Area and Information: 
2") 

tupon prior notification to the Operator \ s 
23 Each party shall have access to the Contract Arealat ail reasonable times, at its soie cost ana risk to ir.soea cr noserve ocerauons. 
24 and shall have access at reasonable times to information pertainma to tne oeveiooment or operation thereot. including Operator s books 
23 and records relating mereto-Opera tor. upon request, snail iurnisn each ot tne otner panies with copies oi all lorms or rrrorts tiled with 
26 governmental aeennes.Gaitv drilling reports, weil logs, tan* tables, daiiv gau*te ana run tickets ana reports or SIOCK on nana ac tne first ot 
27 each monui. and shall(make available samples ot any cores or cuttings tasen Irom anv weil drilled on tne Contract Area. Tr.e cost ot 
23 gatXienng and fumishingliniormation to Non-Operator, oiher man tnat soeuiied aoove. shall be charveu to -.r* Xun-Oocraior mat re-
29 quesa the iniormauon. ^During d r i l l i n g , completion, and workover operations, access shal l be Un i t ed to 
3Q only those personnel d i r ec t l y Involved i n performing tne acrual work. 
31 E. Abandonment of Wells: 
32 
53 1. Abandonment of Dry Holes: Excem for any well drilled or deepened pursuant to Amcie VI.3.2.. .my well whicn has been 
34 drilled or deepened under tne terms ot this ajtreement and is oroposed to be cornoieted as a dry hole shall not oe plugged and abandoned 
Vi witnout the consent of all oarnes. Should Operator, alter duisent enort. be unable to contact anv panv. or should anv oartv tail to repiy 
30 within iony-eighr (48) hours (exclusive ot Saturday. Sundav and legal hoiidavsi aiter receipt oi notice ot the ororxisai 10 piug and abandon 
37 sucn weil. sucn pany snail be deemed to have consentec. ro me prooosed aoancenrnent. All sucn weils snail be muggco and aoanconed in 
33 accoroance witn aDpiicabie reguiaucris and at tne cost, risk ana expense ot tne Dames who oarr.acateo m tne cost ot drilling or ceepenmg 

39 sucn weil. Any pany who ooiects to plugging and abandoning sucn weil shall have tne ngnt ro taie ever tne weil and conduct turtner 

40 operations in searcn ot oil andvor gas subiect to tne provisions ot Article Vl.B. 
41 

42 2. Abandonment of Wells char have Produced: Except tor anv wetl m which 2 Non-Consent operation has been conducted 
43 

hereunder tor which the Consenting Parties nave not oeen tuiiy reimbursed as herein provided, anv weil which has been completed as a 
4 4 producer shall not be plugged and abandoned without the consent of aE paroes. If all oarnes consent to such abandonment, tne well shall 
45 be plugged and abandoned in accordance with applicable reguiauons and at the cost, risk and expense of ail the parues hereto. If. within 
46 thirty (30) days aiter receipt oi notice oi the proposed abandonment of any weil. all parties do not agree to the abandonment oi such well. 
47 those wishing to continue its operation irom the intervals) of the rormanonis) then open to production shall tenner to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance wnh the provisions of 
49 Exhibit "C" , less uie estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the oon-aoaraxxitfig parties, without warranty, express or implied, as to uue or as to quantity, or fitness for use of the equipment and 
51 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-
52 terval or intervals of the formauon or formauons then open to production. II dn W I T H of the ahinritining piny it nr inrlnriar in nil inri 
53 g i i » W i r i f i k i l l tmi w the •»« M i a u l i n g piny n »•»«•• M I »il • « i m Wnn limiiirl in tha in iwr i l rn. in . 

54 m i l l t i iha fanmaan n i i w w u i m iii«w m?m w p n a y m, h t t n tm t i ww (1) ymt and in Inng therraftrr n nil inril'nr gai it prn-

55 dyged f r e t ih t M iwawd i M t in i a m w w i t r i i a m w i u a i m r i A i m y i lur i i l a w in ba on iha fnrm itrirrurl ir Exhibit . 

56 

57 

58 

59 — 

60 

61 

62 . " 

63 

64 

65 — 

66 • , ~ ' 

67 : • ;•, 

68 : " I ' 
69 "\ 77*7 
70 
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continued 

The assignments or ieases so limited shall encompass tne * 'drilling unit ' upon which the well is located. The payments by. and the 
assignments or leases to. tne assignees shall be in a ratio oasec upon tne rciationsnit? oi their respecuve percenDve oi DaruapaTjon in the 
Cuncrici Area to tne aggregate ot tne percentages 01 Damcio-uon tn the Contract Area ot all assignees. There snail be no readiuscnent of 
interests ui tne rerriaining portion ot the Contract Area. 

Thereaiter. acandonmg parties snaii have no runner resrcnsibiiitv. liability, JI interest in tr.e operation ot or production ircm 
:nc "eii tn tne interval or intervals tnen otx.n otner tnan tne rovaiues retained in anv iease maae unccr tne terms ot this Articie. Upon re­
quest. Operator snail continue to operate tne assigned weii tor tne account ct tne non-aoanaomng ?anies at me rates ana charges con­
templated bv this agreement, pius anv aaoiuonai cost ana cnarecs whicn mav arise as tne result ot tne separate ownenmo oi the assigned • 
•Avii. Leon proposed abanaonment cr tne nroaucme intervals! assigned or teased, uie assignor or lessor shail then have tne opnon to 
repurcnase its prior interest m the weii lining the same valuation tormuiaj ana participate m turtner operauons incmn juoiecr to the pro­
visions nereof. 

5. Abandonment of Non-Consent Operations: The provisions ot Article V1.E.1. or VI.E.2. aoove shail be applicable as between 
Consenting Parties in tne event ot tne proposed abanaonment ot any weii excepted trom said Arucies: provided, however, no weil shall be 
pcrmanentlv plugged and abandoned untcss and until ail canies having tne right to conduct further operaoons therein have neen notified 
oi the proposed abandonment and afforded the opponumtv to eiect to taice over tne weii in accordance with the provisions ot this Arucie 
VI.£ 

ARTICLE VI I . 

EXPENDITURES AND LIABILITY OF PARTIES 

A. Liability ot Parties: 

The liabiiitv ot the parties shall bv several, not lomt or coilective. Each oartv snail be resoonsioie oniv tar us ooiigations. and 
ihiU be liable oniv tor its proponionate snare ot tne costs of jevetooing and operating tne Contract ,-\rca. Accorcmviv. tne uens granted 
among tne parties in Article VII.B. are given to secure oniv tne dents oi eacn severaiiv. it is not tne intention ot the parties to create, nor 
snail mis agreement t>e construed as crcatinz. a mining or otner partncrwiic ur association, or to renoer tne r-arties liable as partners. 

B. Liens and Payment Oe faults: 

Each Non-Operator grants to Operator a lien upon its oil and gas rights tn the Contract Area, and a secuntv interest in its share 
of oti and/or gas wnen extracted and its interest in ail equipment, to secure payment ot tts snare ot expense, together wttn interest thereon 
at the rate provided in Exhibit "C". To the extent that Operaicr has a secuntv interest under the Uniform Commercial Code of the 
state. Operator shall be entitled to exercise tne rights ano remedies ci a secured aanv under the Code. Tne bringing oi a sun and the ob­
taining ot judgment bv Operator tor the secured mdeotecness snail net De ceemea an ein.-r.cn ct remedies or otnerwise aiiect the lien 
rights or secuntv mterest as secuntv tor tne payment tnereci. In addition, upon aetsui; py anv Ncn-Ooerator m tne payment of its snare 
ot expense. Operator shall have tne ngnt. w.mout nreiudice to otner nar.ts or remedies, to coiiect rrcm tne purchaser tne proceeds from 
tne sale of such Ncn'-Operator s snare ot oil ancuor eas unui the amount owed oy sucn Non-Ooen:or. plus mterest. nas oeen paid. Each 
purcnaser shall be ennried to rely upon Operator's wnrten suterrtent cencemtng tne amount ct anr default. Operator grants a lilt* lien 
and secuntv interest to the Non-Operators to secure payment of Operator s proportionate snare of expense. 

li any party fails or is unable to pay its share ot expense within sixty '60i days alter rendition ot a statement therefor by 
Operator, me non-defaulting panies. including Operator, shall, upon reaurst bv Operator, pay tne unpaid amount in tne proportion mat 
the mterest of each sucn pany Dears to the interest ol all such parues. Each party so paying its snare ot the unpaid amount shall, to ootain 
reimbursement tnereof. be subrogated to the security nghts described in the foregoing paragraph. 

C. Payments and Accounting: 

Except as herein otherwise spcducally provided. Operator shaii promptly pay and discharge expenses incurred in the development 
and operauon of the Contract Area pursuant to this agreement and shall charge each oi the parties hereto with their respective propor-
uooate sham upon the expense basis provided in Exhibit "C*. Operator shaU keep an accurate record of the romt account hereunder, 
showing expenses incurred and charges and credits made and received. 

Operator, at its election, shall have the right from nme to ume to demand and receive from me other parties payment in advance 
of their respective shares of the estimated amount of the expense to be incurred tn operations hereunder during the next s*icc«ding 
month, which right may be exercised only by submission to each such party of an iterraxed statement of such estimated expense, together 
with an invoice for its share thereof. Each such statement and invoice for the payment in advance ot estimated expense shall be submitted 
on or before the 20th day of the next preceding month. Each parry shall pay to Operator its proportionate share of sucn 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 tune, the amount 
due shall bear mterest as provided in Exhibit "C** unui paid. Proper adjustment shall be made monthly berween advances and actual ex­
pense to the end that each party shall bear and pay its proportionate share of acrual expenses incurred, and no more. 

D. Limitation of Expenditures: _ 

I . Drill or Deepen: Without tne consent of all parues. no well shall be drilled or deepened, except anv well drilled or deepened 
pursuant to tne provisions of Arucie VI.B.l of this agreement. Consent to the drilling or deepening shall include: • 
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2 J I - IUJ— . i iun ia i HIMHI Jinij11 i u . i i i H 

3 
4 31 Option No. 2: AU necessarv expenditures ior ihe drilling or deepening ind toons of the weU. When such well his reached its 
5 autrioraed depth, ind i l l tests nave been cornpieted. and the results tnereot iurmshed to the parues. Operator shall Rive immediate notice 
6 to the Non-Operators who have tne riant to parnopate in tne comoietion costs. Tne parties reccivma sucn nonce shall have torry-euht 
T 148) hours lexciusive oi Saturoav. Sundav and leaal holidavs) in whicn to eiect to participate in the setunfi of casing and the comoietion at -
8 tempt. Such elecuon. when made, shail include consent to all necessarv exoenouures lor the comsieunt and eouipping ot sucn weil. in-
9 chiding necessarv tankafle ano/or surtace facilities. Faiiure ol any partv receiving sucn nouce to repiy within the penod above nxed shall • 

10 constitute an elecuon by that party not to parucipate in the cost oi tne comoietion attempt. 11 one or more, but less tnan all ot the parties. 
11 elect to set pipe snd to attempt a compietion. ute provisions oi Arucie VI.B.2. hereot line pnrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "compieung") shall apply to ihe operauons thereaner conducted by less 
13 lhan all parues. 
14 
15 2. Rework or Plu« Back: Without uie consent of all parues. no well shall be reworked or piugged back except i weil reworked or 
16 plugged back pursuant to the provisions oi Articie VI.B.Z of this agreement. Consent to the reworxing or plugging back of a well shall 
17 indude all necessary expenditures in conducting such operauons ana compieung ana equipping of said well, including necessarv tankage 
IS andior surtace facilrriei, 

19 
20 3. Other Ooeranons: Without tne consent of all parties. Operator shall not undertake anv single project reasonabiv esnmated 
21 to require an expenduure in excess ni T V e n t v F i v e Thousand & no /100 Dollars i s 2 5 , 0 0 0 . 0 0 , 
22 except in connection with a well, the drilling, reworxing. deepening, compienng, recompieuni!. or plugging back of which has been 
23 prevaouslv authorized by or pursuant to tha agreement: provided, however, mat. ul case of explosion, lire, flood or otner sudden 
24 emergency, whether of the same or different nature. Operator mav taxe sucn uevs and incur sucn expenses as rn its opinion are required 
25 to deal with tne emergency to safeguard life ana property but Operator, as prompuv as possible, shall report tne emergencv to tne other 
26 parries. l fQptiaiui piLumuan •uinunu iui L.IUIIIUUUIL t iuT. 1 iur HJ UWM UJL. UUUIIUH 1 jwuii lufmjn m i r .un u m i n u i -u.LLjeiUl.^ 

27 1 i i i I i i II i 

2 S P u t i n . I • - ' i n I L Ll I1IUII l l l l . U I I I U U I I I I I I J I H I l l l l l l • H u n Ill ' » . 

29 
30 E. Rentals. Shut-in WeU Payments and Minimum Royalties: 

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parnes who subiected such iease to this agreement at its or their expense. In the event two or more parties own and nave con-
34 mooted interests in the same lease to this agreement, such parnes mav designate one of such oarnes to make said payments tor and on 
33 behalf of all sucn names. Any party mav request, and shall be enntied to receive, proper evidence of all such payments. In tne event oi 

36 failure to make prcper pavment of anv rental, shut-m weil payment or minimum royaitv tnrouan mistake or oversight wnere sucn pay-

37 ment u required to conunue tne lease m :orcr. anv ioss whicn results ircm sucn non-oayinent sruii be borne in accoroance win tne pro-

35 veaons of Articie IV.B.2. 

59 
40 Operator shall nohfy Non-Operator of the antinpateo compteuon oi a snut-in gas well, cr tne snurting in or return to production 
41 of a rrociucing gas well, at least five 15) days including Saturoav. Sundav and iesai hoiidavsi. cr at tne earnest opportunity permitted by 
42 " i u | » m prior to raking sucn xenon, but assumes no iiabilitv ior iailure to oo so. In the event oi failure bv Operator to so notiiy 
43 Non-Operator, the loss of anv lease contributed nereto by Non-Onerator ior failure to make umeiy payments ol any shut-in weii payment 
44 shall be borne icnntly by the parties hereto unoer the provisions oi Article IV.B.3. 
45 
46 F. Taxcai 
47 
48 lieaimiing with the first calenrtar year after the effective date hereof. Operator shall render for ad valorem taxanon all property 
49 subiect ro this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
30 become deliriouem. Prior to the rertdrcon date, each Non-Operator shall furnish Operator mtccrnaaon as to burdens no include, but not 
51 be failed to. royalties, crvrmding royalties and producuon paymentsi on leases and oil and gas interests contributed by such Non-
52 Operator, if the aimn.fi valuation of any leasehold estate ts reduced by reason of irs being subiect to outstanding excess royalties, over-
53 ruling loyalties or rircduction payments, the reduction tn ad valorem raxes resulting therefrom shall inure to uie benefit of the owner or 
34 owners of sucn kasehoid estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each pany 's working interest, then notwitrotaading 
56 inyTixtng to the ujuuai t herein, charges eo the joint account shall be made and paid by the parties hereto tn accordance with rhe tax 
57 value generated by each party 's working mterest. Operator shall bill the other parues for their proportionate shares of all tax payments in 

38 the maimer provided in Exhibit "C". 

59 
60 B Operator cnmiii>ia any tax assessment improper. Operator may. at its discretion, piutest within the ume and manner 
61 prescribed by law. and prosecute the protest to a final deterrntnanon. unless all parties agree to abandon the protest prior to final deter-
62 rnirtanon. During the peridericy of admiiiistranve or judicial wrxaedings. Operator may elect to pay, under protest, all such taxes and any 
63 in let est and penalty. When any such piutesied assessment shall have been finally determined. Operator shall pay the tax tor the joint ac-
64 count, together with any interest and penalty accrued, and the totai cost shall then be assessed against the parties, and be paid by chem. as 
65 provided in Exhibit "C" . 
66 • 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed uponor.with respect to 
68 the producuon or handling of such party's share of oii.and/or gas produced under the terms of this agreement. ""•' 

69 •-..= SH<-7 
TO - ' . '^2v; 
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ARTICLE VII 
continued 

1 G. Insurance: 

3 At all times while operations are conaucted hereunder. Operator shall compiy with the workmen's compensation law of 

4 the state -vr.ere the operaoons are being conducted: provided, however, that Operator may be a self-insurer tor liability under said tom-
5 pensation :aws in which event the oniv charge that shall be maae to the joint account shall be as provided in Exhibit "C"_ Operator shall 
i , aisocarrv rr provide insurance lor the benent ol tne lomt account oi ihe panics as outlined in Exhibit " D " . utacned to anc made a part 

"ereoi. Operator shall require all contractors encases in worn on or lor the Contract Area to compiv with the worxmen's compensation 
S ^w oi the state where the operaoons are ceine conuueica ana to maintain iucn other insurance as Operator mav require. 
9 

10 In the event automobile public liabihtv insurance is specified in said Exhibit " D " . or subseauentiy receives the approval of the 

I i parties, no airect charge shall be made by Operator ior premiums paid for such insurance for Operator s automotive eauipment. 

12 
13 ARTICLE VII I . 

14 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 

16 A. Surrender of Leases: 
i7 
18 The leases covered by this agreement, insoiar as thev embrace acreage in the Contract Area, shall not be surrendered in whole 
19 or m pan unless all parues consent thereto. 
20 
21 However, should any pany desire to surrender its interest in any lease or in any portion thereoi. and the other parues do not 
22 agree or consent thereto, the pany desiring to surrender shall assign, without express or implied warranty oi title, all ol its interest in 
23 such lease, or poruon thereof, and any well, matenal and equipment which may be located thereon ana any rights in production 
24 thereauer secured, to the panies not consennng to such surrender. II ih» I M H W oi iht «»nnm« >•»>>' n tr mtiuiies »w un •»« taj in • 
25 liresli me assigning parn shall ewecuie ana acii'i'cr ie 'ne ptrn1 ur uunies net eensenunu te sucn surrenger in on inq gas iease Haver/inn • 
26 such eii ma tas imeitst IOI1 • in rn ul one i i» ve»r «wd so wan inerentcf as aii andior gas M rxaducifl ir̂ im mi "unri q» grrd thcrcoy. such 
27 luiia i» 99 on mi w m iiiachea hurno as •Hhibii "a". Upon such assignment or iease. the assuming panv shall be relieved irom all 
28 obligauons tnereafter accruing, but not tneretoiore accrued, with respect to me interest assigned or leased and trie ooerauon oi any well 
29 attributable thereto, and the assigning panv shall have nu iurther interest m the assigned or leased premises ana us eauipment and pro-
}0 ducuon other than the royalties retained in any iease made under the terms of this Article. The pany assignee or iessee shall pay to the 
31 party assignor or lessor the reasonable salvage value oi the latter s interest in any wells and equipment attributable to the assignen or leas-
32 ed acreage. The value of all matenal shall be determined in accordance with the provisions of Exhibit "C". less the esumated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one pany. the mterest 
34 shail be shared by such parties in the proportions that the interest of each bears to the totai interest of ail such parnes. 
35 
36 Anv assignment, lease or surrenaer mace under this provision shall not reduce or change tne assignor s. lessor 's or surrendering 
37 party s interest as it was immediately betore tne assignment, lease or surrender m '.he balance ct the Contract Area: and tne acreage 
38 assigned, leased or surrendered, and suoseauent operations tnereon. shail not thereafter be sueiect to tne terms and provisions of this 
39 agreement. 
40 
41 B. Renewal or Extension of Leases: 

42 
43 if any pany secutes a renewal of any oil and gas lease subiect to this agreement, all other panies shall be nottned prompdy. and 
44 shaU have the nght for a penod of thirty (30) days following receipt of such notice in which to elect to panicipate in tne ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the pany who acauired it their several proper pro-

46 pctfttonate shares of the acquisiuon cost allocated to that pan of such lease within the Contract Area, which shail be in proponion to the 

47 interests held at that Ume by the parnes in the Contract Area. 

48 
49 If some, but less than all. of the parries elect to parricipate in the purchase of a renewal lease, it shall be owned by the parnes 
50 who elect to parucipate therein, in a ratio based upon the relationship of their respective percentage oi parucipauon in the Contract Area 
51 to the aggregate of the percentages of paractpation in the Contract Area of all parues partictrrtting in the purchase of such renewal lease. 
52 Any renewal lease in which less than all parues elect to participate shall not be subject to this agreement. 
53 

54 Each parry who participates in the purchase of a renewal lease shall be given an assignment of its proponionaie interest therein 

35 by rhe acquiring party. 

56 
37 The provtsioris of this Article shall apply to renewal leases whether they are for the enure interest covered by the expiring lease 
38 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 
59 contracted for within six (6) months after the expiraoon of the existing lease shall be subject to this rirovision: but any iease takea-or con-
60 traded for more than six (6) months after the expiraoon of an existing lease shall not be deemed i renewal lease and shall not be subject to 
61 the provisions of this agreement, 
02 - ... 

63 The provisions in this Article shall also be applicable to extensions of oil and gas teases. ~~ 
64 
65 C. Acreage or Cash Contributions: — . 

66 • ~ - VI 
67 While this agreement is in force, d any party contracts for a contribution of cash towards the drilling of a well or any, other 
68 operanon on the Contract Area, such contribuuon shall be paid to the party who conducted the drilling or other operation and shall be 
69 applied by it against the cost of such drilling or other operation. If the cctttxibutjon be in the form cf acreage, the ritrty-ra'wiiom the con-
70 tribuhon is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parries in jhej j Bgf'J^*11 
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ARTICLE Vm 
cotranueti 

1 said Drilling Panies shared che cost of drilling the well. Such acreage shall become a secaraie Contract Area and. to the extent possible, be 

2 governed by provisions identical to tins agreement. Each party shall promptly noniv all other parnes oi any acreaae or cash contributions 
3 it may obtain in support of any well or any other operauon on the Contract Area. The above provisions shall also be applicable to op-

4 ttonal rights to earn acreage outside the Contract Arcs which are in support of t well drilled inside the Contract Area. 
5 
h If any panv contracts tor anv constderauon relating to Disposition ot such party's share ot substances produced hereunder, such 
7 coristoerauon shall not be deemeo a contnouuon as contemplated in this Arucie VtU.C. 
8 
9 D. Maintenance of Uniform Interest: 

10 
11 For the purpose of main raining uniiormitv ot ownership in the od and gas leasehold interests covered bv this agreement, no 
12 party shall sell, ennimrier. transter or make otner disposiuon of its interest in the leases embracea within the Contract Area and in wells. 
13 equipment and production uruess such disposiuon covers either: 
14 

13 1. the entire interest of the parry tn all leases and equipment and producuon: or 
16 
17 2. an equal undivided interest m all leases and equipment and production tn the Contract Area. 
18 

19 Every suds sale, encumbrance, transfer or other disposiuon made by any parry shall be made expressly subiect to this agreement 

20 and shall be made without prejudice to ihe nght of the other parues. 

21 
22 if. at any time the interest of any pany is divided among and owned by four or more co-owners. Operator, at its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authonty to receive nonces, approve expenditures, receive billings ior 
24 and approve and pay such pany 's share oi the joint expenses, and to deal generaiiv with, and witn power to bind, the co-owners of such 
25 party's interest within the scope of uie operauons empraced in this agreement: nowever. ail sucn co-owners shall have tne nght to enter 
26 into and execute all t. mm acts or agreements for the disposiuon of their respective snares of trie oii ano gas produced from the Contract 
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 

31 If pes muted by the laws of die state or states in which the property ujvejed herebv is located, each pany hereto owning an 
32 uridivided intra est in the Contract Area waives any and all rights it may have to partition and have set aside to it m severaitv its undivided 
33 interest therein. 
34 
35 F P..I.1.U..1 m . h l in P i rh - i in 

36 
37 ••"> II rtwii.. . inn- i l l I . .—IUIH..U, , . . 

— — , ^ i < « o t r * n ^ ^ 

^ a ^ j T l T ^ m ~ e t " * ° ° r c h - * ~ « * . olTa. The J ^ ^ S ^ Z . « 

4 , m * * a 2 & j * * V y c m * a M ,0%. For Purpose of Urn Article VIII F, , "parry's were.- aball be inc sue, of the J u r a , of alt a/TdutrWrnt 
46 — — 
47 ARTICLE DC 

48 INTERNAL REVENUE CODE ELECTION 
•.49 

30 This agii.iuiu.iil is not mteraded to create, and shall not be construed to create, i relationship of partnership or an association 
51 for profit between or among the parties hereto. Nc<witrixtxridtng any provision nerem that the rights and liihilitiri hereunder are several 
52 and not yoimor collective, or that this agreement and operauons hereunder shall not constitute a parmership. i i for federal inrome lax 
53 purposes, this agreement and the operauons hereunder are regarded as a partnership, each parry hereby affected elects to be raAjrlrH 
34 from the aprrlicarion of all of the provisions of Suixhrpter " K " \ •taster 1. Subtitle " A " , of the Internal Revenue Code of -WW. is per-
55 rmtted and authcrired by Section 761 of the Code and the regulations prccrnilgated therrrmder. Operaror is authorized and directed to ex-
36 ecute on behalf of each party hereby affected such evidence of this cieffluu as may be requited by the Secretary of the Treasury of the 

57 Urdted Scares or the Federal Internal Revenue Service, mduding specifically, but not by way of lirrdration. all of the returns, trarrmerto. 
58 and che data required by Federal Regulations 1.761. Should there be any lequirtment that each parry hereby affected give further 
39 evictence of this election, each such party shall execute such documents and furnish such other evidence ts may be iruuucd by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such parry shall give any noocrs or take any other 
61 tenon mcransnrent with the election made hereby, if any present or future meotrte rax laws of the state or stairs in which the Contract 
62 Area is located or any future mcome tax laws of the^ruted States ccratain piuviuutis sirniiar to those in Subchapter " K " . Chapter 1. 
63 Subtitle " A " , of the Internal Revenue Code of 401* unoer which an eiecot-n similar to that provided by Section 761 of the Code a per-
64 mined, each party hereby affected shall make such election as may be rterrrmted or required by such laws. In making the foregoing eiec-
65 tion. each such parry states that the income derived by such parry from operations hereunder can be adequately determined without the 
66 computation of partnership taxable income. . "7- .-. 

67 : • ' •-

68 \ •• ••• •• 
69 X ? 
70 
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( ARTICLE X. 

2 CLAlilS AND LAWSUITS 

3 
4 Operator miy settle ior smile uninsured third parry damage ciaim or suit arising from ooersucms hereunder if the expenditure 
•5 does n o t T v e n t T F i v e Thongand & Ho7100 Dollin 

i 2 5 , 0 0 0 . 0 0 jnd il the pavmrnt is in comoiete settlement ot sucn ciaim or suit. If the amount reouireo lor settlement e.v 
ceeos the uoove amount, tne parties hereto shail assume and take over tne further nandiing oi tne ciaim or suit, unless sucn autnontv ts 

X uViegatea to Ooerator. All costs ami expenses ot handling, settling, or otnerwise aiscnarging sucn claim or suit shall be at tne joint e.v 
9 pense of the parues oamctoaung tn the ooerauon trom which the claim or suit arises. If a claim is maae against anv party or u any pany is ' 

10 *uua on account ot any matter arising trom operauons hereunder over whicn such individual has no control because ot the nghts given 
11 Operator bv this agreement, such pany shall immediately notify all otner panies. and the claim or suit shall be treated as anv other daim 

12 or suit invoiving operauons hereunder. 

13 

14 ARTICLE XL 

15 FORCE MAJEURE 

Id 
17 If any pany ts rendered unable, wholly or in part, by torce maieure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that pany shall give to all other panics prompt wnnrn nonce ol the force maieure with 
19 reasonably full particulars concerning it: thereupon, the obligauons ot the pany giving the notice, so far as thev are ufiected bv the force 
20 maieure. shall be suspended during, but no longer than, the continuance oi the force manure. The ificctcd panv shall use in reasonable 
21 diligence to remove the force maieure situation as quickly as practicable. 
22 
23 The requirement tnat any lorce maieure shail be remedied with all reasonaofe dispatch shall not require the settlement of strikes. 
24 lockouts, or other labor difficulty bv ihe party involved, contrary to its wisnes: how all such difficulties shjil be handled shail be enurciv 

25 witnm die discreuon of the pany concerned. 

26 
27 The term "force maieure". JS here employed, shall mean an act of God. strike, lockout, or utner industrial disturDance. an oi 
2R the public enemy, war. blockade, public not. lightning, lire, storm, ituod. uaoiosion. governmental action, governmental aelav. rcstraini 
29 or inaction, utiavaiiabditv of equipment, and anv other cause, wnecner ot the kina soeaficallv enumerated above or otherwise, which is 

30 not rcrsonabiv within the coniroi of the pany claiming suspension. 

31 
32 ARTICLE XU. 
33 NOTICES 
34 
35 All nonces authonred or reauired between tne names and rrautrrd by anv of the provisions c: :his agreement, uniess ocherwtse-
36 sriecificailv provuled. shall be given in writing by mail or telegram, postage cr Charges prepaid, or oy tries or telecopier ana addressed to 
57 tne parties to wnom the notice is given at the addresses listed on Exhibit " A " . Tneonginanng nouce given under any provision hereof 
33 shall be deemed given oniv when received by tne panv to wnom sucn notice is directed, and tne ume ior sucn pany to give xnv nooce m 
39 response thereto shall run irom uie date tne ongtnaung nouce is received. Tne second or anv tcmuiiaive notice shall be deemed given 
40 when deposited in the mad or with the telegraph company, with postage or cnarges prepaid, or sent by teiex or telecopier. Each pany 

41 shall have uie nght to change its address at any tune, and from sme to tunc. Py giving wi men nonce thereof to all other parnes. 

42 

43 ARTICLE XI I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as ro the oil and gas ieases andior oil and gas interests subiect hereto for the 
47 penod of time selected betow: provided, however, no party hereto shail ever be construed as having any nght. title or interest in or to any 

48 lease or oi) and gas interest contributed by any other parry beyond the term of this agreement. 

49 
50 D Cordon No. 1: So long is any of the oil and gas leases subiect to this agreement remain or are continued in force as to any pan 
31 of the Contract Area, whether by production, extension, renewal or otherwise. 
52 
53 3 Option No. 2: In the event the well described in Article VI.A.. or any subsequent well drilled under any provision of this 
54 agreement, results rn proaucnon of oil and/or gas in paying quanuues. this agteement shall continue in force so long as any such well or 
35 wells produce, or are capable of production, and for in additional period of 9 0 days from cessation oi all producuon: provided. 
36 however, it. prior to the expiration of such additional period, one or more of the parnes hereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force unul such opera-
58 Rons have been completed and if producuon results therefrom, this agreement shall continue in force as provided herein, in the event the 
39 well JestJiped in Articie VI.A.. or any subsequent well drilled hereunder, results in a dry hoie. and no other well is producing, or capable 
60 of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework -
61 ing operauons are commenced within 9 0 days from the date of abandonment of said well. 
62 
63 It is agreed, however, that the terminanon of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior to the date of such termination. 
65 . ~'•; 
66 - . 
67 
68 A - T T W 

69 
70 
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1 A R T I C L E X I V . 

2 C O M P L I A N C E W I T H LAWS A N D REGULATIONS 

3 
4 A . LAWK, Regulations i n d Orders: 

5 

6 This agreement shall be subject to the conservation laws oi the state in which the Contract Area is located, to the valid rules. 

7 regulations, and orders oi any dulv constituted rcgutaiorv body oi said slate: and to all other applicable federal, state, and local laws, or-

5 dutances, rules, regulations, and orders. 

9 

10 B . Governing Law: 

11 

12 This agreement and ail mailers pertaining hereto, including, but not limited 10. miners oi neriormancc. non-furr"^J^1 ^ ^ J , r i c 0 

13 remedies, procedures, rights, dunes and interpretation or construction, shall be governed and determined by the law of the state m IVIIIUI 

14 ' ^ ' ' ' ' W i n i ' T . ' t rn l : H" '"r i l " " T 1 1 1 1 " | l k ' m m m n.m l.r 

15 shuU-guvein. 

16 

17 C. Regulatory Agencies: 

ia 
19 Nothing herein contained shall grant, ur lie construed to gram. Operator llie right or authority 10 waive or release anv rights. 

20 privileges, or obligations which Non Oivrators mav luve under lederal or Male laws or under ruies. regulations lir orders promulgated 

21 under such laws in relerence tn uil. gas and mineral uperauons. including the Ideation, operation, or production ol wells, on tracts olfsct-

22 ting or adjacent to the Contract Area. 

23 

24 With respect to operations hereunder. Non-Operators agree in release Operator Irom anv and all losses, dummies, inmries. claims 

25 and causes of action arising out uf. incident to or resulting directly or indirectly Irom Operator s interpretation or ai*pii«..uum ol rules. 

26 rulings, regulations or orders ul the Department uf l-nergy or preueccssor or Miecessor agencies m ihe i-sient such interpret inon or ap-

27 plication was made in good luith. luich Non 0|H-raior further agrees lo reimburse 0|*.-raior ior jny ainuimts applicable to MILII Non-

211 0|x.-ratiir's share ul production lhal Operator may k- required to refund, rebate ur pay as a result i>l such an incorrect imi-rprctaiian or 

29 application, together wilh interest and penalties thereon owing by Operator as a result ol such incorrect interpretation application. 

30 

31 Non-Operators authorize Operator to prepare and submit such documents as may be required to he submitted to ihe purchaser 

32 of any crude uil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windlall Profit Tax Act 

33 of 1980". us same may be amended from time to time ( " A c t " ) , and any valid regulations or rules which may be uv.ui.-d by llie Treasury 

34 Department Irom time to ume pursuant to said Act. Each pany hereto agrees lo furnish anv and all ccriiiieitiuiis or other information 

35 which is required to lie furnished by sani Act in a umcly manner and in sufficient detail lu nrrmn compliance wuh -end Act. 

36 

37 A R T I C L E X V . 

38 O T H E R PROVISIONS 

39 
40 A. Failure ol' any paxty lo exacul* Una **r*«xr«nt i rn i l no* rawer a inaijeclive u u> t/ry panv **1uch ooc* rrerxila mat u n t If 

I 1 l « l i lo IBM r e i M M era eyanalari, lbs aasyiaaueta and acanowledrjncnu of the parties. alTlxed unratt, may be uaidmsui by 
CsjisaalnT ice, aad fcsalad and given elTeot for sll purposes aa a e»g,ta rnmtvnm*. This aajasfncnl aba easy ba ratified by aeaarau 

42 aaawanw leuaian, hereto, each of which shall have lha eflect of lha original agreement and of adopting ay nrfesance all of Ihe 
4} tiiavjaioiM hscias crania iaari. 

44 
B. NotwrariaUAduif Mryuung to ihe contrary in AnicU VI.B.2. or VII.D.2^ Uie shir* of production from a well which iKn-corMaunf 

'5 peruse thall ha «1 lainrl lo havo relinquished lo rnnamnng parties in my irworaina, deepening, oluetmg bade oc compklmg of a 
46 weft; (aa assets lanna ara defined and uaed rn Article VI.8.1. and Article VILD.2.) thall be lha rwv-coreeouna; pannes' share of 

eevaawlinrt only from lha mtefval or aacrvsli the formauon Of lormauons from which prediction a obtained oc incrtaaad as a 
coasut of lha operauonl in which lha non consenting parues did not participate. In lha even! e airaavaiirTU operation mtwoiwaed for 

48 such weil hy ona or mors oontanung panics poor lo recovery of all cosu and penalties recoverable from ihe relinauahcd interest of 
49 aria nnrnasaingnsrty in said aaserval oc formsuon. nor»^onecntmg pany ahsll ha arrulled lo panjcansls increan to Uu extent of i l l 

jrdaraat prior ta lajinraiiensiif id 

" C Nocwahar inrting anything concerned hereinabove la lha contrary, non-opcratori may elect lo ba earned es a rion-consorsing parry, 
52 aaaaakesuaJweilaabeM Tha non mnsnseng penally provisions of Article VLB-la. and h. shail ba 
«i i p f l i n h l l (aoapt dial for auipcri of calculating payout on lha reikis! well, i f it is a New Mexico Fniitiand Coal well, ind only if, the 

*e>rjO.Virure oa boas 31 and 21 of Article VLHah. shall bs replaced whh the figures "a 34%-. All other walU remam at «V00% \ 
a4 
55 a Norarrihalactlir* any 
56 laaaaa (ariaiaal lease) Is Ibis agreement shall have the option, hut not lha oolitslion. at any una prior ta and foe si ray (60) days arux 
„ Iteaaawasiaaaflraiarii^laaaau 

tiuaandiVa^raainlfralcactorlra^ I f mora ihaaana pany owns aa uaeraalin 
58 Uataria>aiiaaaa.uiaoesiaas7ic4adher^ If any party herau other 
] 9 ti»»«ll»seor«tiib«iriip^ 
cn naasiTail delanma of lha total coal and eEsunta avoartad in acquiring sucn ranawel kasa. Tha eofanbtrciBat party shell have aiidy 

(&0) days anar tha racaipt of such riarmtud oalesnent lo reiraburaa lha itnawwig party in f u l l If lha oonenbutaig party nukaa such 
61 l l i ianlnniiMl. dshatf racaiva from Ihe renewing party an assirnrneni, subject lo lha aejanmia. of i l l riaht, Uile and icaarcst in snd 
62 to lha ranawai Usaa. i f lha oocanhuuni pany eaher ranewa auch tease sl tu axpaoaa, or ruby nsinburaae the ranewms; party, the 
y aacuas1 adscaati hecaunacc in lha Contract Arcs ihsll remain unchanged. Iflhs coninbutuig pany cxanaaca neiiher of ihe orxioni 

urovided ehnva it shall Ihcrcby forfait ha right lender Ihis Articla XV.D.. as lo such renewal kasa and lha renewal kua shall 
Iheraaflcr ba suhjeel Is all lha lerms and conditions of Articla Vi l a hereof This Articla XV.D. shall apply m like manner lo 

67 

65 caaranons of kasa. 

66 
E. this Operaunj Aaraemtnl shall supersede snd replace any previous Operalin| Aereemcnu govuums; ihe dcr»hs covered In Ihe 
Cacatract Area shown on the Exhibit "A*. 

68 A 
69 
70 
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ABTtCLEXV 
OiHEK PROVISIONS 

Through nroniii eonsaa the parries hereto may eiect to 1) ujuvcit any well drilled heretmder to a disposal well 
or any other valuable use, or 2) ccervey any well drilled hernmrirr and attrciitrrl furililiri and eô jrpment to 
«i%i»nw party or group of rjarues and the parues here to shall share in the value received and the costs borne due 
to auch cuuvetsion or conveyances as the panes' interest is set forth in Exhibit "A": except in any well drilled 
t t r j r m r i ^ jft «^)ff | 1 pinTY T PT"** w>nt rrn-P'rn«Hri in th* rfr i t i i re '"*• r " " ™ i " ' " " frnm, «iirh 

well sua not equaled the | -" »•••«««• of costs related to such well provided in Arucie VLB.2.. the approval of 
ssjcn COTversaon or conveyance is teqtmed only by the Ccaiseanxtg Parties, and casts borne and the value received 
due to auch conversion or conveyance shall be shared by the Constaimg Parties in accordance with their cost 

share of the drilling of such welL 

rTUDRTTY OF OPE3cATKTNS 

If i t any rim* there is more than one operaacrn proposed in crameccon with any well subject to this aarexsienr. 
t»»« all Ccosenuiig Parties agree on the of such ĉ craucm. such proposals shall be coristdered 
and rtiTrjowrt of in the follov/mg order of pridrity: 

(1) A proposal to do irirtitinnal logging, coring or Trrrrng; 

(2) A rjroexsal to deepest the well to "tuthniztd depth" if logging and testing in option (1) above nidicate 
the well has not reach mnhrrnzed depth and formaxion. 

(3) A proposal to araanpt to i***r*—* the well at the aiithcrnzed depth in the marmiT set forth in the AFE 
(Lev. in t r\ iq'i«w» with tj atrirmiatifirf and nthfT \ "tuple*!"" Luusufinis set forth in AFE); 

(4) A proposal to aoercpt to uaiuplcte the well at the eulbccrxcd clepth in a marmrr different than as set 
forth in uie AFE; 

(5) Fr«-» hmTTrmnl u/r-ll » proposal to extend the length of the lateral drain hole far a specified nmnber of 
feet rn the direction it is drilling with priority given to the Trimr-tr irlriifirmil length pnjposed by any of 
the Ccajsraurng Farties; 

(6) For a hcrrmjnial well, a proposal to drill a new lateral drain hole in a diScrent diiecnon at the 
snlfaranzecl oepth; 

(7) For a hotronuu well, a proposal to drill a new lateral dram hole a different depth, with priority green 
in ——»""••» ctrdcr to omectrves atxrve the authinmal depth, and then in rirtrmrfing order tn 
ornecaves odow trie auiniarrad ck̂ stri; 

(8) A utupusal to plug back and ' """ |" to ••••••ii—* the weil at a depth shalkrwer than the liuhrrcced 
depth, with pnonty given to objccavea m ««~-"*Tr.g amer up the hole; 

(9) A prot»«*i to siderr*^ 
to ocnecuva move the amî aorized depth, and rbii. m ik »i mliii|i crder to the objectives below the 
authorized depth; 

(10) A rroccsal to deepen the well below the aaitbarized depth, with priority given to objectives in 
Cft̂ scssodmg order. 

Ho party may propose any operation with rrsprrt to any well (I) while there is prnriing a prior ptuposal for any 
operation respecting such well imnl that pnipoaal is withclTawn or until the operation ccrntenmlated thereby has 
been fnrnrrirtrii or (it) while there is in laugjiss any operauon on such well until such cperanon has been 

If, at the time the parues are rrmTidrrmg a proposed opennon. the well is in inch rimdirion, in the Operator's 
ntdgrnmT, that a reasonably prudent operator would not cxavruct such orieration for fear of mrrhantral 
rliffjrnlriri, placing the hole, ecniipment or pastjiuiel in danger of loss or injury, or fear of loss of the well for 
any reason without bong able to attenrpt a ccrriipieuon at the atnrjortzeri depth, then the proposai siiali be given 
no priority to any proposed operation except lor plugging and nhan̂ ntpw- the welL 

If a well being drilled hernmrirr is a tarmrital well, then the provisions of this agreement relating to 
tirlfTiarirmg of a well sis!! be of no fiarcs eiid eifect 
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ARTICLE XV 
OTHER PROVISIONS 

CONFroEl^rnALlTY 

Operator and each Non-Operator hereby agree to keep corifidential all information 
pertaining to the initial well drilled pursuant to Article VI.A of this Agreement, and that, 
without the prior written consent of all parties hereto, the mformation will not be disclosed 
to any person or legal entity not a parry to this Agreement for a period of one year 
following completion of said well as a well capable of producing or plugging and 
abandonment of the same as a dry hole; except that (i) Operator shall have the right to 
make such disclosures and filings as may be mandated by applicable laws, rules, 
regulations or orders of governmental authorities having jurisdiction, provided Operator 
shall take reasonable steps to maintain the confidentiality of such disclosures and filings to 
the extent permitted by such laws, rules, regulations or orders, if any, and (ii) each party 
hereto shall have the right to disclose such information to any of its affiliates, provided 
such affiliate agrees in writing to be bound by the confidentiality provisions of this 
Agieciiient. "Affiliate" means any company or legal entity which directly or mdirectly 
controls the disclosing party, or which is directly or indirectly controlled by the disclosing 
party, or which is directly or indirectly controlled by a company or entity which directly or 
mdirectly controls the disclosing party. "Control" means the right to exercise more than 
50% of the voting rights in the appomtment of the directors of the applicable company. 
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ARTICLE X V I . 

MISCELLANEOUS 

This agreement thall be binding upon and shall inure to the benefit of the parues 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 1 s t dar of A p r i l , 19 97 . 

OPERATOR 

Burlington Resources Oil & Gas Company 

BY: /jif^/Ly^ / ^ * ^ ^ ^ 
Robert T. Kennedy, Attorney-in-Fact £hyL~ 

NON-OPERATORS 

Conoco Inc. 

BY: 

Amoco Production Company 

BY: 

Total Minatome Corp. 

BY. 

Cross Timbers Oil Co., LP 

BY: 

Lee Wayne Moore and JoAnn Montgomery 
Moore, Trustees 

BY._ 

BY: 
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NON-OPERATORS CONT. 

BY: 
Robert Warren Umbach 

BY. 
George William Umbach 

Sunwest Bank of Albuquerque, N. A., 
as Agent for: 

Lowell White Family Trust 
Walter A. Steele 
Estate of G.W. Hannett 
T. G. Cornish 
Patricia Hueter 
Mary Emily Voller 
A. T. Hannett 

BY 
Catherine Rugen 
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Section LTJ. Overhead Addendum: 

1. iv. The parries agree the overhead rates shaii include, but not be Ernited 
to, the following functions, regardless of whether pofbniied by Operator, 
Operator's Affiliates, or by third parnes: 

Adrrurusijative & Accounting 

Acraunting & Disbvirsing 
Producer gas balancing 
Taxes 
Office services 
Billing & Collection 
Data processing (other than computer production control) 
Human Resources 
Actourtting systems and procedures 
Auditing 

Operarions Support Functions 

Coordination, planriing & follow-up 
Design &. drafting 
Materials prooirernent 
Irxventory taking and reconciliation 
Gas dispatching and comrol 
Obtaining penults, certificates 
WoTchoiiyng 
Off-site CTvironmental compliance & reporting 
Teshnicai Employees and other labor not permitted as a direct charge 
under Section II.3 or Section ILL 1 (ii) and (iii). 
Field office expenses associated with engmecring and 
anminiurativc/accoiirrting personnel located in the field. 

General Management 
Supervision or management not perrrikted as a direa charge in Section 1X3 
Contract Negotiations (including, but not limited to, negotiations with 
vendors, contractors, landowners, rriineral owners, etc.) 

Legal Services not permitted as a direct charge under Section LL10. 

A 
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"ONSHORE 

EXHIBIT "D- l " 

Attached to and made a pan of that certain Operating Agreement dated April 1, 1997, by 
between BURLINGTON RESOURCES OH, & GAS COMPANY, as Operator, and Non-
Operators. 

INSURANCE 

To protect against liability, loss or expense arising from damage to property, injury or death of any person 
or persons, incurred out of, in connection with, or resulting from the operarions provided hereunder. 
Operator shall ntainuun in force during the eritire period of this agreement the following Schedule A 
irisurance coverage for the benefit of the joint account. Schedule B coverages are the rninirmim limits and 
type of insurances required to be ntamtained by Operator and each Non-Operator as to their respective 
working interest. All Schedule A and Schedule B irisurance shall be obtained from financially sound. Best 
rate B+ Class VI or above reliable insurance companies authorized to do business in the state in which the 
operations are to be performed. Each policy shall provide for a waiver of subrogation rights against the 
other signatory parties. 

SCHEDULE A - OPERATOR FOR THE JOINT ACCOUNT 

COVERAGES LIMITS OF LIABILITY 

a. Workers' Condensation Statutory 

b. Employers' Liability Combined Single Limit 
Per occurrence of Sl.000,000. 

SCHEDULE B - OPERATOR AND EACH NON-OPERATOR 
AS TO ITS WORKING INTEREST 

Each working interest owner's insurance is intended to cover such owners working interest in the 
Joint Account and its coverages respond to such owner's pro-rata share of any Joint Account loss. 

COVERAGES LIMITS OF LIABILITY 

a. Comprehensive General Liability 
including Personal Injury, Premises/ 
Operations coverage. Pollution 
Coverage, Owners and Contractors 
Protective Liability, Contractual liability, 
Products and Completed Operanon 
Liability 

Bodily Injury liability/ Combined Single limit 
Property Damage Liability Per occurrence of $1,000,000 

b. Comprehensive Automobile Lia­
bility mduding coverage of 
Owned and Non-Owned Automobiles 
and Hired Car coverage 

Bodily Injury liability/ x Combined Single Limit 
Property Damage Liability Per occurrence of51,000,000 



Exhibit "D" continued 
Page 2 of3 

c. Control of Well including Clean­
up, Conrainment. Seepage, Pollu­
tion, Contarriination, and Redriiling 
Expense (This coverage is maintained 
for the term of the agreement.) 

EXAMPLE: A Non-Operator owning a 3 0% 
working interest in the Joint 
Account properties is required 
to carry a minimum of 30% x 
55,000,000 or 51,500,000 
Control of Well coverage, but 
a 4% Working Interest Owner is 
required to carry a nuriimum of 
51,000,000 coverage. 

Note: If a Non-Operator elects not 
to purchase Control of Well 
coverage direct to protect 
his working interest, he may 
elect to participate in Oper­
ator's coverage at a premium 
rate heretofore determined 
by Operator and available to 
all Non-Operators upon request. 

d. If Aircraft, mcluding helicopters, 
are used in operations, include 
Aircraft Liability, Passenger 
Liability and Property Damage 
Liability Insurance, covering 
Owned, Non-Owned Aircraft and 
Hired Aircraft 

e. I f Watercraft are used in any 
inland operations: 

(a) Protection and Mernnity 
Insurance on the SP23 form or 
equivalent, (or, in the alter­
native, deletion of the water-
craft exclusion from the 
Comprehensive General Liability 
Policy) 

(b) Hull and Machinery 
Insurance to the market value 
of the vessel or 51,000,000, 
whichever is greater, on the 
American Institute Hull Clause "\ 
(June 2, 1977) form or its 
equivalent 

Per occurrence of each working 
interest owner's share of 
55,000.000, but not less than 
51,000,000 

Combined Single Limit 
Per occurrence of 55,000,000 

Combined Single Limit 
Per occurrence of 510,000,000 



Exhibit "D" continued 
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f. Property (excluding Business Blanket limit 
Interruption) 

Operator may include the Schedule A coverage for the joint account under its self insurance program 
provided Operator complies with applicable laws, and in such an event Operator shall charge to the Joint 
Account manual rate premiums. 

Operator, as a working interest owner, shall also obtain for his own account the minimum insurances and 
limits required by Schedule B. These insurances obtained by Operator and Non-Operators will respond to a 
loss on a pro-rata working interest basis, and not as primary, to any other valid and collectible insurances. 
Non-Operators will not be additional insurers on Operator's policy unless specifically agreed to by 
Operator and the appropriate premium charged Non-Operator. Failure of the Operator to maintain its 
required Schedule A and Schedule B insurance coverages shall be deemed cause for removal of Operator 
as the operator of the joint properties at the option of a majority in interests of the Non-Operators as 
provided in the Joint Operating Agreement to which this Exhibit "D" is attached. 

Operator shall not be obligated to obtain or carry on behalf of the Joint Account any insurance additional 
to Schedule A but may, at its discretion, provide additional coverage to a Non-Operator(s) for the 
operations to be conducted hereunder. Each Non-Operator shail acquire at its own expense the Schedule 
B coverage and such excess insurance as it deems proper to protect itself against claims, losses, or 
damages arising out of the joint operations. Such insurance shail include a waiver of subrogation against 
the other Parties in respect of their interest hereunder. Joint Account deductibles and uninsured losses shall 
be borne by the Parties in proportion to their respective working interests. 

Deductibles and/or limits established by Operator's Schedule A coverages shall apply to all Non-Operators 
on a working interest share basis and premiums for Schedule A coverage, losses falling within the 
deductible, or which exceed insurable limits, or which are otherwise not covered by insurance will be 
expenses of the Joint Account. 

Each Non-Operator shall furnish Operator with Certificates of Insurance evidencing satisfactory Schedule 
B coverages are in force, and Operator shall furnish each Non-Operator, upon request, with Certificates of 
Insurance evidencing Schedule A coverage and all Schedule B coverages that are in force. 

The Certificates of Insurance specifying Schedule B coverage must be provided by each Non-Operator to 
Operator within 10 working days from execution hereof or commencement of operations hereunder, 
whichever is eariier. Non-Operators shall supply Operator Tertificate of Insurance" annually, during the 
term of this agreement. Failure of a Non-Operator to provide Certificates of Insurance within the required 
time period, will authorize Operator to either (i) purchase the required insurance for such Non-Operator 
and bill the Non-Operator for the cost thereof, (ii) add the Non-Operator as an additional insured to the 
Operator's policy and automatically allocate, without refund, the first year's insurance premium to the Non-
Operator, or (iii) notify the other Non-Operators that the Non-Operator's working interest is uriinsured or 
underinsured. 

Operator shall promptly notify Non-Operators in writing of all losses involving damage to a Joint Account 
property in excess of S250.000. 

Operator shall require all contractors engaged in operarions under this Agreement to comply with the 
applicable Worker's Compensation laws and to maintain such other insurance and in such amounts as 
Operator deems necessary. 

A 



EXHIBIT "D-2" 

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by 
between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and Non-
Operators. 

1. Operator shall carry insurance as follows for the benefit and protection of the 
Parries to thia Agreement. 

a. Worker's Compensation Insurance in accordance with laws of 
governmental bodies having jurisdiction induding, i f applicable, Unites 
States Longshore and Harbor Workers' Compensation Act with Outer 
Continental Shelf Extension and Employers' liability Insurance. 
Employers' Liability Insurance shall provide coverage of $500,000 per 
accident. 

b. Operator may include the aforesaid risks under its qualified self-
insurance program provided Operator complies with applicable laws, and 
in such an event Operator shall charge to the Joint Account, its actual 
cost, not to exceed a premium determined by applying manual insurance 
rates to the payroll. 

2. Operator shall not be obligated or authorized to obtain or carry on behalf of 
the Joint Account any additional insurance covering the Parties or the 
operations to be conducted hereunder without the consent and agreement of 
all Parties. Each Party individually may acquire as its own expense such 
insurance as i t deems proper to protect itself against claims, losses, or 
damages arising out of the joint operauons. All uninsured losses and all 
damages to jointly owned property shall be borne by the Parues in proportion 
to their respective interests. 

3. Operator shall promptly notify non-operators in writing of all losses 
mvolving damage to a jointly owned property in excess of $100,000. 

4. Operator shall require all contractors engaged in operations under this 
Agreement to comply with the applicable Worker's Compensation laws and to 
maintain such other insurance and in such amounts as Operator deems 
necessary. 

5. In the event that less than all Parties participate in an operation conducted 
under the terms of this Agreement, then the insurance requirement and 
costs, as well as all losses, liabilities, and expenses incurred as the result of 
such operation, shall be the burden of the Party or Parties participating 
therein. 



EXHIBIT "E" 

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by 
and between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and 
Non-Operators. 

GAS BALANCING AGREEMENT 

ARTICLE I 
Definitions 

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

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

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

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

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

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

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

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

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

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

(j) "Overproduced" is the condition existing when a Party has disposed of a greater 
cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative 
volume of Gas disposed of by all Parties from such Well. 
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(k) "Party" means any party subject to the Operating Agreement. "Parties" means all 
parties subject to the Operating Agreement. 

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

(m) "Underproduced" is the condition existing when a Parry has disposed of a lesser 
cumulative volume of Gas from a Well than its Percentage Ownership of the total cumulative 
volume of Gas disposed of by all Parties from such Well. 

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

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

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

ARTICLE I I 
Scope and Term of Agreement 

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

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

ARTICLE m 
Right to Produce and Ownership of Gas 

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

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

4.0 i In order to make up an Imbalance, each Underproduced Party in a Well shall have the nght. 
after twenty (20) days written nouce to all parties, to produce and dispose of Make-Up Gas. subject to the 
following rules: 

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

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

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

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

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

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

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

ARTICLE V 
Balancing of Gas Accounts 

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

5.02 The Operator will maintain a separate Gas account for each Party and Well. The Operator 
will furnish each party quarterly a report showing the total Mcf of gas produced from each Well, the Mcf 
used in joint operations, or which was vented or lost, the Mcf of Gas disposed by each Party, each Party's 
Overproduction or Underproduction for each month during the preceding calendar quarter, and the 
curmilanve Imbalance of all Parties in each Well at the end of each month during such quarter. In the event 
that producuon from each Well is not separately measured, then the Operator will allocate production to 
each Well on the basis of periodic test or such other methods as are commonly used and accepted in the 
industry. The Imbalance of an Underproduced Party shall be made up on a month-to-month basis and in 
the order of accrual; i.e., any Gas taken by an Underproduced Party over and above the monthly amount 
attributable to its Percentage Ownership shall be credited against and offset its first Underproduction from 
time-to-time. 
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5.03 Each Party shail retain all data, information and records pertaining to the Gas taken and 
disposed of by such Party in a Well during periods of Imbalance hereunder, including, but not limited to. 
records penaimng to the volumes of Gas disposed of, the gross and net proceeds received from the 
disposition of such Gas, and the information utilized to adjust volumes and prices on a Btu basis, for a 
period expiring two (2) years after the termination of this Agreement as to such Well. 

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

ARTICLE VI 
Cash Settlement of Imbalance 

6.01 "Upon (i) approval of all parties owning a working interest in the well to piug and abandon 
the weil or (ii) when production from a weil permanently ceases, the Operator shall render its tinai account 
of the cumulative imbalance of all Parties for that well within sixty (60) days after receiving the information 
requested as hereafter provided." Within thirty (30) days of Operator's request, each Overproduced Party 
shail provide information to Operator sufficient for the preparation of such statements including, but not 
limited to the net price received for its Overproduction and each Underproduced Party shall submit to 
Operator such data and information evidencing its payment of all royalties, overriding royalties, production 
burdens and taxes on its Underproduction which it was obligated to pay. Each Overproduced Party shall 
account to and pay each Underproduced Party within sixty (60) days of Operator's final account a sum of 
money equal to the net price on the Underproduction which an Underproduced Parry was entitled to 
receive from an Overproduced Parry. .Mi past due payments due Underproduced Panies shall bear interest 
at the prime rate of interest in effect from time to time of Chemical Bank, N.Y., from date due until date 
paid. Net price for cash settlements herein shall be determined in accordance with Paragraph 6.02. 

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

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

6.04 In the event an over-produced party sells, assigns, or otherwise transfers any of its interest 
in the leases to which this agreement applies, it shall promptly notify the other parties and upon written 
request from Underproduced parties proceed to make a cash settlement with Underproduced parties as 
provided hereunder, provided that a cash settlement may not be demanded by such Underproduced parry 
solely because an Overproduced party has mortgaged its interests, or disposed of its interest by merger, 
reorganization, consolidation, or sale of substantially all of its assets to a subsidiary or parent company, or 
to any company in which any one party owns a majority of the stock. 
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ARTICLE VII 
Costs and Ownership of Liquids 

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

ARTICLE V m 
Indemnity 

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

ARTICLE K 
Payment of Lease Burden 

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

ARTICLE X 
Notice 

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



EXHIBIT "F" 

Attached to and made a part of that certain Operating Agreement dated April 1, 1997, by 
and between BURLINGTON RESOURCES OIL & GAS COMPANY, as Operator, and 
Non-Operators. 

I . EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

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

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

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

(3) The Operator will send to each labor union or representative of workers with which it has a 
collective bargaining agreement or other contract or understanding a notice to be provided 
by the agency contracting officer advising the labor union or workers' representative of the 
Operator's commitments under Section 202 of Executive Order 11246 of September 24, 
1965, and shall post copies of the notice on conspicuous places available to employees and 
applicants for employment. 

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

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

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

(7) The Operator will include the provisions of paragraphs (1) through (7) in every subcontract 
or purchase order unless exempted by rules, regulations, or orders of 

A 
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the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of 
September 24. 1965. so that such provisions will be binding upon each subcontractor or 
vendor. The Operator will take such action with respect to any subcontract or purchase 
order as the contracting agency may direct as a means of enforcing such provisions 
including sanctions for non-compliance: Provided, however, thatin the event the Operator 
becomes involved in, or is threatened with, litigation with a subcontractor or vendor as a 
result of such direction by the contracting agency, the Operator may request the United 
States to enter into such litigation to protect the interests of the United States. 

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

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

II. CERTIFICATION OF NON-SEGREGATED FACTLITIES 

(1) Operator assures Non-Operators that it does not and will not nramtain or provide for its 
employees any segregated facilities at any of its establishments, and that it does not and will 
not permit its employees to perform their services at any location, under its control, where 
segregated facilities are maintained. For this purpose, it is understood that the phrase 
"segregated facilities'' includes facilities which are in fact segregated on a basis of race, 
color, religion, or national origin because of habit, local custom, or otherwise. It is further 
understood and agreed that mamtaining or providing segregated facilities for its employees 
or permitting its employees to perform their services at any location under its control where 
segregated facilities are maintained is a violation of the equal opportunity clause required by 
Executive Order 11246 of September 24, 1965. 

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

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

HI. OCCUPATIONAL SAFETY AND HEALTH ACT 

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

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

"CONTRACTOR AND SUBCONTRACTOR LISTING P^QUIREMENT 

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

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

V. CERTIFICATION OF COMPLLANCE WITH ENVIRONMENTAL LAWS 

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

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

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

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

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