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STATE OF NEW MEXICO 
DEPARTMENT OF ENERGY AND MINERALS 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF MERIDIAN OIL, INC. FOR 
COMPULSORY POOLING 
SAN JUAN COUNTY, NEW MEXICO CASE: 

A P P L I C A T I O N 

COMES NOW, MERIDIAN OIL, INC., by and through i t s at­

torneys, Keilahin, Kellahin and Aubrey, and i n accordance 

with Section 70-2-17(c) NMSA (1978) applies to the New 

Mexico Oil Conservation Division for an order pooling a l l 

mineral i n t e r e s t i n the Basin Fruitland Coal Gas Pool under­

l y i n g the S/2 of Section 21, T30N, R9W, San Juan County, Mew 

Mexico. The above described un i t i s to be dedicated to i t s 

Florence Com #260 Well to be d r i l l e d to a depth of ap­

proximately 2656 feet at a standard well location i n said 

Section 21, and i n support thereof would show: 

1. Applicant i s a working i n t e r e s t owner in the S/2 

of Section 21, T30N R9W. 

2. Applicant desires to d r i l l a well at a standard 

well location 1580 feet FWL and 1215 feet FSL i n the 

SW/4 SW/4 of Section 21. 
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3. Applicant, has sought a voluntary agreement with 

a l l those parties shown on Exhibit "A" for the forma­

t i o n of appropriate spacing and proration unit as shown 

on Exhibit B for the d r i l l i n g of the subject well but 

has been unable to obtain a voluntary agreement. 

4. Pursuant to the Division notice requirements, ap­

p l i c a n t has n o t i f i e d a l l those parties shown on Exhibit 

"A" of t h i s application for compulsory pooling and the 

applicant's request for a hearing before the Division 

to be set on February 1, 1988. 

5. In order to obtain i t s ju s t and equitable share of 

the p o t e n t i a l production underlying the above t r a c t , 

applicant needs an order pooling the mineral interests 

involved i n order to protect applicant's correlative 

r i g h t s and prevent waste. 

WHEREFORE, applicant prays that t h i s application be set 

for hearing before the Division's duly appointed examiner, 

and that a f t e r notice and hearing as required by law, the 

Division enter i t s order pooling the mineral interest 

described herein. Applicant further prays that i t be named 

operator of the w e l l , and that the order make provisions for 

applicant to recover out of production i t s costs of d r i l l ­

ing, completing and equipping the subject w e l l , costs of 

operation, including costs of supervision, and a r i s k factor 

i n the amount of 200% for the d r i l l i n g and completing of the 

we l l , for such other and further r e l i e f as may be proper. 
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Respectfully submitted, 

W. ThomasV Heilahin 
Kellahin, Kel/ahin & Aburey 
P.O. Box 226! 
Santa Fe, New Mexico 87504 

505) 982-4285 
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c/o Land Department 
Meridian Oil Production-Inc. 
9.0. Box 4289-
Farmington, Maw Mexico—87499-4289 

El Paoo Production Company 50.000000% 
c/o Land Department 
Meridian Oil Production Inc.; 
P.O. Box 4289 • 
Farmington, Naw Mexico—87499-4289 

Southland Royalty Comapny 35 .00000076 
o/o Land Department 
Meridian Oil Production Ins. 
P.O. Bon 4289 
Farmington, New Maxico—87499-389 

Tenneco Oil Company 12.500000% 
Post Office Box 3249 
Englewood, Colorado 80155 

Conoco, Inc. 10.875000% 
Post Office Box 460 
Hobbs, New Mexico 88240 

FMP Operating Company 
Poot Offioa BOM SQQQfi 
Now Orloana, Louisiana 703.60 

1.625000TS 
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FLORANCE COM #260 

MERIDIAN ©BL 
FLORANCE COM #260 

S/2 SECTION 21 
T-30-N, R-9-W 

San Juan County, New Mexico 

Landman: John Myrick r.c. Jan . 1989 
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CHRONOLOGY OF EVENTS 
FLORANCE COM #260 

October 18, 1988 

December 6, 1988 

January 11, 1989 

Proposal letter with AFE 
and Operating Agreement 
sent to parties. 

Follow-up letter sent to 
parti es. 

Amoco advised that i t had 
acquired Tenneco's interest 
and was processing Meridian's 
well proposal. 

Meridian has had numerous telephone conversations with the 
parties since October, 1988. 



MERIDIAN ©OL 

October 18, 1988 

Tenneco O i l Company 
Attention: Land Department 
Post Office Box 3249 
Englewood, Colorado 80155 

Re: Florance Com #260 
SW/4 SW/4 Section 21, T-30-N, R-9-W 
San Juan County, New Mexico 

Gentlemen: 

This i s to s o l i c i t your joinder i n the d r i l l i n g of a Fruitland Coal test to be 
located i n the SW/4 SW/4 of the above-described Section 21, on a 320.00 acre 
spacing u n i t covering a l l the S/2 of the Section. Two copies of our AFE are 
enclosed for your review, as well as a copy of our proposed operating 
agreement w i t h an extra signature page. I f you desire to p a r t i c i p a t e , please 
so indicate by signing and returning one copy each of t h i s l e t t e r and the 
enclosed AFE to my attention at the address shown below. I f the operating 
agreement i s acceptable, please include the extra signature page 
fully-executed by Tenneco. 

A word about the operating agreement submitted herewith: I t w i l l cover a l l 
depths from surface to the base of the Mesaverde, to match the unit created by 
a communitization agreement dated A p r i l 11, 1950, and w i l l replace any 
operating agreement now covering a l l or any part of the u n i t area. There i s 
an operating agreement dated May 22, 1952, which, as amended i n 1968, 
purportedly covers from surface to the base of the Mesaverde. But there is 
also an operating agreement dated June 30, 1977, covering only the Mesaverde 
which has a provision (Paragraph 22) that, i f given a l i t e r a l reading, 
rescinds the 1952 operating agreement altogether. To erase that question and 
to do away with the senseless task of keeping track of s t i l l another operating 
agreement on the same u n i t , we recommend execution of a single, modern, 
workable one that covers the entire communitized area. That was surely the 
intent of the parties when they signed the 1968 amendment to the 1952 
operating agreement. I t i s no less desirable today. 

In any event, from our records, ownership of the new well w i l l be: 



Tenneco O i l Company -2- October 18, 1988 

El Paso Production Company 
Southland Royalty Company 
Tenneco O i l Company 
Conoco Inc. 
FMP Operating Company 

50.000% 
25.000% 
12.500% 
10.875% 
1.625% 

I f you f i n d otherwise, please advise. Meanwhile, you early consideration of 
our proposal w i l l be appreciated. 

Very t r u l y yours, 

Landman 

JM:gm 
Enclosure 

F i l e : NM-105 

Document 105+ 

Agreed t h i s day of , 1988, to participate 
to the f u l l extent of the undersigned's interest i n the d r i l l i n g , 
t e s t i n g , completing, and equipping of the above-described 
well and to pay said undersigned's proportionate share 
of a l l actual expenditures therefor. 

TENNECO OIL COMPANY 

BY: 
TITLE: 



MERIDIAN ©OL 

December 6, 1988 

Tenneco Oil Company 
Attention: Mr. Willis Douglass 
Post Office Box 3249 
Englewood, Colorado 80155 

Re: Florance Com #260 
S/2 Section 21, T-30-N, R-9-W 
San Juan County, New Mexico 

Gentlemen: 

Last October, we solicited your joinder in the drilling of a Fruitland Coal 
test to be located in the SW/4 SW/4 of the above-described Section 21. We 
s t i l l do not know, at this point, whether you intend to participate. We will 
appreciate hearing from you in that regard. 

Very truly yours, 

Landman 

JM:gm 
NM-105 

Document 105+ 

cc: Amoco Production Co. 
Attn: Mr. Michael Cuba 



Robert B. Wilson 
Division Land Manager 

January 11, 1989 

Meridian Oil Inc. 
P.O. Box 4289 
Farmington, NM 87499-4289 
Attention: Alan Alexander 

Tenneco Fruitland Coal Wells 
San Juan County, New Mexico 

Amoco Production Company 
Southern Division 
1670 Broadway 
P.O. Box 800 
Denver. Colorado 80201 
303-830-4040 

Gentlemen: 

I t has come to Amoco's attention that Meridian is considering petitioning 
the New Mexico Oil Conservation Commission for the compulsory pooling of 
the below-listed wells on or about February 1, 1989. Please be advised 
TOC Rocky Mountains Inc., a wholly owned subsidiary of Amoco Production 
Company has acquired the interest previously held by Tenneco within the 
proposed d r i l l s i t e for such wells and is now processing Meridian's well 
proposals. 

Amoco will attempt to formally respond to Meridian prior to February 1, 
1989, but may be unable to meet such deadline. The purpose of this letter 
is to request that Meridian continue the compulsory pooling hearing to a 
later date to allow Amoco time to handle this matter. Your cooperation 
will be greatly appreciated. 

The subject wells are as follows; 

Atlantic B Com #220 
EPNG Com A #300 
Caperton Com #310 
Pierce #250 
Florance Com #260 

Please contact the undersigned regarding this matter. 

Very truly yours, 

AMOCO PRODUCTION COMPANY 

Michael E. Cuba 
(303) 830-4230 

MEC37:sh 
cc: J. L. Spitler AB-2282 

R. A. Steele ATC-1081 
J. W. Hawkins AB-2148 
R. N. Steinhour ATC-3094 
J. A. Beckstrom ATC-2011 





DIVISION OF INTEREST 

FLORANCE COM #260 

WORKING EXECUTED 
INTEREST OWNER INTEREST AFE O/A 

El Paso Production Company 50.000000% Yes Yes 
c/o Land Department 
Meridian Oil Production Inc. 
P.O. Box 4289 
Farmington, New Mexico 87499-4289 

Southland Royalty Company 25.0000007. Yes Yes 
c/o Land Department 
Meridian Oil Production Inc. 
P.O. Box 4289 
Farmington, New Mexico 

Tenneco Oil Company 12.500000% No No 
Post Office Box 3249 
Englewood, Colorado 80155 

Conoco Inc. 10.875000% Yes Yes 
Attention: Land Department 
Post Office Box 460 
Hobbs, New Mexico 88240 

FMP Operating Company 
Post Office Box 60004 
New Orleans, Louisiana 70160 

1.625000% Yes Yes 
100.000000% 



MERIDIAN ©OIL Memorandum 

To: Mr. John Myrick Date: January 26, 1989 

From: Skip Fraker Location: Land Department 
Farmington 

Re: Force Pooling of Wells 

Having completed a search of the Bureau of Land Management records, the State Land 
Office records in Santa Fe, New Mexico, and the San Juan County records, in Aztec, 
New Mexico, on January 26, 1989, I have found that the leasehold and operating 
rights ownership to be the same as indicated in the application for each of the 
well proration units as listed below: 

Well Name Location 

Atlantic B Com #220 
Caperton Com #310 
Delhi Com #300 
EPNG Com A #300 
Florance Com #260 
Pierce #250 
Stanolind Gas Com #300 
Turner Com #250 

S/2 Section 34, T31N, R10W 
E/2 Section 32, T30N, R8W 
W/2 Section 16, T30N, R8W 
W/2 Section 32, T31N, R8W 
S/2 Section 21, T30N, R9W 
E/2 Section 7, T30N, R9W 
E/2 Section 16, T30N, R8W 
Lots 3, 4, E/2 SW/4 (SW/4) Section 7 & 
Lots 1-4, E/2 W/2 (W/2) Section 18, 
T30N, R9W 

SF:tlm 
Force Pooling File 
Doc. 205+ 

MO-0001 



cn 



MERIDIAN OIL INC. 
Farmington Region 

Post Office Box 4289 
Farmington, New Mexico 87499 

(505) 326-9700 

AUTHORITY FOR EXPENDITURE 

AFE No.: 
Lease/Well Name: Florance #260 
Field/Prospect: Undesignated Fruitland 
Location; NW/NW Section 21 r T30N. R9W County: 
AFE Type: 01 Development Original X Supplement Addendum_ 
Operator Meridian O i l Inc. 

Date: 7-20-88 
Lease No.: 

_ Region: Farmington 
San Juan State: NM 

_API Well Type_ 

Objective Formation:. 
Project Description:. 

Fruitland Coal Authorized Total Depth (Feet) 2656 
D r i l l and complete the Fruitland Coal formation. 

11-01-88 Est. Start Date: 
Est. Completion Date: 12-15-88 

Prepared Bv: L. Biemer 

GROSS WELL COST DATA 

Drv Hole Suspended Completion or Facility Total 
Days: 11 15 26 

This AFE: 237.300 150.630 387.930 
Prior AFE'S: 
Total Costs: 4 4 237.300 4 4 150.630 4 387.930 

Company 

JOINT INTEREST OWNERS 
Working Interest Net 4 Expenditures 

Percent Dry Hole 4 Completed 4 

OTHERS: 
MERIDIAN OIL INC. 

AFE TOTAL: 

43.75000% 
56.25000% 
100.00000% 4_ 4_ 

169.719 
218.211 
387.930 

Recommended: 
MERIDIAN/OIL APPROVAL ^ / 

/ Date: ?/Z£/lftRecommended: £UTHt & Y \ O U /Date: 

Recommended: _/Date: <)!' ̂  Approved: ̂ < ^ ~ /pate: i ^ W ^ 
Regional Operations Manager T i t l e : 

PARTNER APPROVAL 
Company Name:_ 
Authorized By:. 
T i t l e : 

Date: 

2000J 



M E R I D I A N O I L I N C O R P O R A T E D 
D R I L L I N G W E L L C O S T E S T I M A T E 

WELL NAME: F l o r a n c e #260 PREPARED BY: J . D . F a l c o n i DATE: l l - J u n - 8 8 
COUNTY,STATE: San Juan C o . , NM APPROVED BY: ^ £uJrJ*r,oi_ DATE:fe/tofth 
PROPOSED TD: 2550 /2720 AFE TYPE: 01 Development Type 2 

ACCT AFE NOMENCLATURE DRYHOLE SUSPENDED 
11 Days 

248. INTANGIBLE DRILLING COSTS 
02 Environmental studies 1,000 
03 Location and roads construction 14,600 
04 Surface restoration 1,500 
05 Move i n , move out 3,600 
06 Contractor fees - Footage 2,550 § $11.25 / F t . — 28,700 
07 Contractor fees - Daywork 7.00 @ $5,330 /Day— 37,3 00 
09 D r i l l i n g f l u i d s 
10 Gas and a i r d r i l l i n g 12,000 
16 Water 4,300 
17 B i t s 1,500 
18 Primary cementing 9,100 
20 Mud logging 900 
21 Wireline logging 
22 Coring and Analysis 
23 Fuel 5,500 
2 * BOP and Wellhead r e n t a l s 
2 D r i l l and work s t r i n g r e n t a l s 
27 Tank re n t a l s 
28 Other r e n t a l s 4,500 
29 Trucking and Transportation 6,800 
3 3 Tubular inspection 8,3 00 
34 Cased hole logging 
43 Consultants 3,000 
45 Roustabout and contract labor 2,000 
46 Miscellaneous 3,000 

Contingency - 5% 7,400 

TOTAL INTANGIBLE DRILLING COST 155,000 

TANGIBLE DRILLING COSTS 
80 Casing 34,000 

225 Ft. 9 5/8" 32.3# H-40 § $15.72 / F t . 
2550 Ft. 7" 20.0# K-55 @ $10.53 / F t . 
220 Ft. 5 1/2" 23.0# P-110 @ $16.40 / F t . 

81 Tubing 8,500 
2720 Ft. 2 3/8" 4.7# J-55 § $3.11 / F t . 

84 Downhole equipment - Liner Hangers, accessories- 3,800 
86 Wellhead equipment 3 6,000 

TOTAL TANGIBLE DRILLING COST 82,300 

TOTAL DRILLING COST ESTIMATE 237,300 



i^/WELL NAME: FLORANCE #260 NU SEC 21 , T-30 -N R- 9 -H NN PREPARED BV: W.S.SHITHWICK 
k „ TYPE; FRUITLAND DATE: 6-16-S3 
AFE TYPE! DEVELOPMENT 01 APPROVED B'-'j - ^ 

ACCOUNT NUMBER CATE; u 

TANGIBLE FACILITY COSTS .^fJllll... 
FACILITY 

INCLUDING WATER 
2*7 LINE I GAS TIE 

03 TRANSPORTATION 
30 HRS LOC FACILITIES J PIPE HAULING 9 $75/Hfi 1,500 

!2 COMPANY SUPERVISION AND OVERHEAD 
11 DAYS J MOO/DAY H/LOC AND SAS 2,200 

26 SEPARATORS 
18" x 12', 2 PHASE VERTICAL COAL SLURRY TYPE, 1440 PSI HP 14,000 

27 HEATERS-TREATERS 
29 PUMPING UNIT 
31 PRIME MOVER 
32 TANKS AND PITS 

50 BBL GLASS PIT 3 $1900 INSTALLED, 3 -500 BBL HEATED 9 $5480 18,340 
33 METERING E3UIPHENT 

AUTOMATION EQUIP. & TELEMETRY - $11,500 / SAS METERING - $4500........ 16,300 
34 FLOW LINES 

400 FT-4" 9 $2.38/FT, 300 FT-2" 9 $2.28/FT 
^ LOC LABOR 9 $164/KR 84 HR..... , 15,450 
' 35 COMPRESSORS - COMPANY OWNED 

36 BUILDIN6S 
39 PIPING, VALVES AND FITTINGS 

MISC. VALVES & CONTROLLERS - $17070 / MISC. ASSOC. W/SAS $5600........ 22,670 
44 TECHNICAL CONTRACT SERVICES 

PIPELINE INSPECTION 9 $35/HR ......20 HRS.• 700 
47 COMPRESSOR RENTAL 
48 EQUIPMENT RENTAL 
49 CATHODIC PROTECTION GROUND BED b TRANSFORMER. 5,COO 
50 RIGHT OF HAY, SURVEY, ARCHY 

SURV 9$.46/FT, ARCHY 9 $.29/FT, POH S $l.21/FT 
GAS= 1120 FT HTR= 1970 FT =,056 

51 MINOR PIPELINES 
3090 FT, 4" SCH-40 9 $2.38 /FT CONST 9 $5.15 /FT £3,268 

52 ARTIFICIAL LIFT EQUIPMENT 
53 CHEMICAL PUMPS 
54 ELECTRICAL ACCESSORIES...,.UTILITY HOOKUP.. 5,000 
94 DEHYDRATION UNIT 

3 MMCF/D. 1000 PSI UP, 1/8" CORROSION ALLOW. 350 PSI STD.OP.PRESS 12,980 
55 MISC. FACILITY EXPENSE (SX CONTINGENCY COST) 

TOTAL FACILITIES 
150,630 

* NOTE: FACILITY COST DDES INCLUDE WTR LINE ! 
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1 OPERATING AGREEMENT 

I Tutc.^ctucMT i • t , MERIDIAN OIL INC. 3 THIS AGREEMENT, entered into by and between !_ 
4 . , hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 
g WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 production of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, gil and gas linmihislel imiimsu and tail uwd &oj iiuuuLi 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well 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 shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 

38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 

39 singular, and the neuter gender includes the mascubne and the feminine. 

40 
41 ARTICLE I I . 
42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 KX A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 <1) Oil m i gas leases awd/«f »il tmi gaa iwMniaU subject te this agmmmi, 

50 (5) Addresses of parties for notice purposes. 
51 RX B. Exhibit " B " , Form of Lease. 

52 EX C. Exhibit "C" , Accounting Procedure. 
53 EX D. Exhibit " D " , Insurance. 
54 EX E- Exhibit "E" , Gas Balancing Agreement. 
55 KX F- Exhibit "F" , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 • G. Exhibit " G " , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in^the body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 ~ 
60 \ 
61 
62 -', 
63 I i 
64 ; 
65 
66 I , 
67 - , 
68 
69 
70 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 
4 A. Oil and Gas Interests: 

5 

6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

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

11 

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

13 paid, and all equipment and materials 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 all production of oil and gas from the Contract Area subject to the 

15 payment of royalties to the extent of one eighth (1/8) which shall be borne as hereinafter set forth. 

16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas Lnterest(s) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, 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 any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher price. 
24 

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

26 

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

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to anv rovalty. 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III B., such partv so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

34 D. Subsequently Created Interests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, sr if juih u bui'den uiijiud piiay lis this agnunun mid i j ni* JU fui ih in Lilnbii n A " , ui 
33 mm wat diBalesed in writing to all other pBPiiej ppiop te (he CUE gun an at >Hin agreement by all paniu. wi i'i nut u juii'iili JL'IUT. n'WJg.u] and 
39 aecepwA obligation oi-tU pnwioo (any such interest being hereinafter referred to as "subsequently created interest " irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party. 
45 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest: 
47 and, 
48 
49 2. [f the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B, shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 

51 the burdened party. 

52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
57 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be indud-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royaltv. overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 
68 Q Option No. 1: Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental, 
69 shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit "C", 
70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 

-2 -
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ARTICLE IV 
continued 

1 ££ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 

2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shjil be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of ail Drilling Parties as such interests appear tn £x-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 

11 
12 No well shall be drilled on the Contract Area until after (I) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 ticipate in the drilling of the well. 
15 

16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have mnetv [90i days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIII.B., and failing to do so. this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred. 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title iailure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost: 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it tn connection with such 

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

37 (e) Any liability to account to a third party for prior production of oil and gas which arises bv reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and. 
39 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of tht' interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear al! i-xpenses m 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight, anv rental, shut in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates. 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment. 
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 

49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis. 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds ot said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests: and, 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest 

61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 

62 

63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.I. and IV.B.2. above, shall be joint "losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
65 the Contract Area. 
66 
67 
68 
69 
70 

•3-
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1 ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation and Responsibilities of Operator: 

5 MERIDIAN O I L I N C . 
6 . shaU be the 
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties 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 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice 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 of 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 voting interest of Operator. Such resignation or removal shall not become effective until 7.00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of 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 resignation 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 subsidiary, 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 parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties 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 of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 AU wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 

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 in-

44 dependent contractors who are doing work of a similar nature. 

45 

46 
47 
48 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 

51 
52 A. Initial Well: 

54 On or before the H t h ^ 0 ; A p r i l 1 9 ^ , Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

5 6 a location i n the SW/4 of Section 31, T-30-N, R-9-W, N.M.P.M., 
5 7 San Juan County, New Mexico 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to a d e p t h s u f f i c i e n t t o 

61 adequately test the Frui t land formation, 
62 
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 all 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 containing oil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations, in which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. '... •- -

- 4 -
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A R T I C L E VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 

3 

4 

5 

6 B. Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 

16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 

21 If all parties elect to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-

23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 animation or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI . if the 

28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the fortyeight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenung Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (h) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties' interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
55 
56 
57 

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shaD keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-

63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk, 
64 
65 
66 
67 
68 
69 :<. 
70 . * 
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A R T I C L E V I 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par 
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed Co have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to thetr respective interests, all ol such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Article HI D. payable out of or measured by the production from such we'll accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 

10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to. stock tanks, separators, treaters. pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and conunuing until each such Non 
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (b)_3_QQ_% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing. 
22 after deducting any cash contributions received under Article VIII.C. and 300 % of that portion of the cost of newly acquired equip 
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed m such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Anv such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said w-ell 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-

35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party 's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted bv Ar 

42 tide III.D. 
43 

44 
45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip 
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or. at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to. metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrerirrned costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to 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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1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 

8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 

11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 

14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-

31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 

53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecting par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In a0 other in-

61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. „, 

62 if-
63 
64 
65 C. TAKING PRODUCTION IN KIND: ^ 
66 • -<f ; 
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treating' o j and gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of productjonjrijojg^ahall be 
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ARTICLE VI 
continued 

1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 

2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 
5 its share of all production. 
6 
7 In the event anv party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil"f>roauced^rorn the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil c^seutt t& ôuhers at any time and from time to time, for the account of the non-taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 

11 owner of the production to exercise at any time its right to take in kind, or separately disPg*.p'.Jg ^hare of all oilffo? previously 

12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil^fiall be only for such reasonable periods of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations. 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 

32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 

34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 

43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
47 those wishing to continue its operation from the intervals) of the formationfs) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to title 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 formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 

59 * r 

60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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continued 

1 " B " - assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 

7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-

8 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 
13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE V I I . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 

28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 

49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. 
54 

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tfie amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and-actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. " 
63 

64 D. Limitation of Expenditures: ~ \ ; 

65 J 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or'deepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: ' 
68 • ] 
69 - . 
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ARTICLE V I I 
continued 

1 QC Option No. t: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 

2 necessary tankage and/or surface facilities. 

3 

4 • Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorised depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to repiy within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
H elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than aU parties. 

14 

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

18 and/or surface facilities. 

19 

20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure m excess nf t w e n t . V - f 1 Ve t h o u s a n d DoWon <* 2 5 , 0 0 0 . 0 0 ^ 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Ofcmlw prcpftMS aw authority for enpewditufo (AFE) for nn own uooi Opomtof "hull I urn inn any Mnn Opor»ww»»^aaiytMiiw<^ 

27 ' "f " f j ihri»»wf fmr nwin nmnln p»«j««> »wn»mn \n * IIPPM mi 

28 Pnllnrr (t ) Hn hrr thin ihr nmniinl f : - r rT f - r r ; |' • r | ' 

29 

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

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut in well payment 

44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 

45 

46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based tn whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
5g the manner provided in Exhibit "C" . 
59 
60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and .manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the fotnt ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, 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 upon or with,respect to 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. 
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ARTICLE VII 
continued 

1 G. Insurance: 

2 
3 At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws In which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D ' \ attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " \ or subsequently receives the approval of the 

11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to the parties not consenting to such surrender, 4£tfte*tWPCM'ef the MJtgwiwg pwtyw pp *welu^« aw ail and gas m 
25 wnsl, the assigning purty J M I tucaiie and dili'imp te thti party or partieo not oonooming to ouoh oupponricp an oil and gao loaie covering 
26 flue-h oil and gao intoroot for a term of ono (1) year and GO Ipng thereafter ac oil and/or gac io produced from ihe Iind cowered therobyi ouch 
27 4ea« to be «« the-foftw-attaghgd hepetc iu fewhibit "'ft^-. Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter*s interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 
41 B. Renewal or Extension of Leases: 
42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 
49 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, ic shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 

53 
54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a ponton 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 expiration of the existing lease shall be subject to this provision; but any lease taken or con-
(30 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to 
61 the provisions of this agreement. 
o2 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. 

64 
65 C. Acreage or Cash Contributions: 
66 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 
68 operation on the Contract Area, such contribution 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 contribution be in the form of acreage, the party to whom the con-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties inthemg^tions 
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ARTICLE VIII 
continued 

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

2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 

3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-

4 tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 

5 

6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 

7 consideration shall not be deemed a contribution as contemplated in this Article V1I1.C. 

8 

9 D. Maintenance of Uniform Interest: 

10 

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

12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells, 

13 equipment and production unless such disposition covers either: 

14 

15 1. the entire interest of the party in all leases and equipment and production; or 

16 

17 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 

18 

19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 

20 and shall be made without prejudice to the right of the other parties. 

21 

22 If, at any time the interest of any party 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 authority to receive notices, approve expenditures, receive billings for 

24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 

25 party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 

26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and 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: 

30 

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

32 undivided interest in the Contract Area waives any and ail rights it may have to partition and have set aside to it in severalty its undivided 

33 interest therein. 

34 

35 Pi Pnafefoniial Right ta Pumhajii. 

36 

37 n ^ ^ f o e u M any 'party dejiw to scti aH BV am pun vii i t j imticuj imdir1 ihtrajjrwminr^m iu irglits juid iimiuis iir t^ir Gjngwrt 

38 Area, i nTTi ft';TIHIi|ijjy give written notice to the other parties, with full information concerning its proposed sale uliii'h li ill mi linii the 

39 name and address of the prospTWHieĵ irchaser (who must be ready, willing and able to purchayr] rhi | llfi Ii i r price, and all other terms 

40 of the offer. The other parties shall then havTaTn^pUjaaaJ îor right, for a pe^jpii ^aw'Tim after receipt of the notice, to purchase 

41 on the same terms and conditions the interest which the othe^Sg^^CSpnw m sell: and. if this optional right is exercised, the purchas-

42 ing parties shall share the purchased interestJa^tfTSfoportions that the im i ~\\ i \w,}\ \\\u \ \ the total interest of all purchasing par-

43 ties, However, there shalljie.n*r*pTeTerential right to purchase in those cases where any | liii " I IM in pn in in its interests, or to 

44 disr^seont^jntLTTsls by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a suraiQTai»<ijLjarem com-

45 plT?y-ui i&^-at^idwr^of^paFcw^fepnpjQny-ep to^ny company in whioh uny one pap«y owno a mojapity af the storii. • —— 

46 

47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if. for federal income tax 

53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
54 from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954. as per-

55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-

56 ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 

57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 

58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 

59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take jiny other 

61 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Contract 
62 Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , Chapter 1, 

63 Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code's per-
64 mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

65 tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the 

66 computation of partnership taxable income. 

67 
68 

69 - ?"* . 

7 0 , : ^ ^ L . 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle anv single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed ten thousand and no/100 
6 ( t 10,000.00 

) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 
12 or suit involving operations hereunder. 
13 

14 ARTICLE XL 

15 FORCE MAJEURE 

16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 
19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 
23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how- all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

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

31 
32 ARTICLE XII. 
33 NOTICES 
34 
35 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier Each party 

41 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 
47 period of time selected below: provided, however, no parry hereto shall ever be construed as having any right, title or interest in or to any 

48 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 

49 
50 C Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part 

51 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 in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of 90 days from cessation of all production; provided. 
56 however, if, prior to the expiration of such additional period, one or more of the parties 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 until such opera 
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

61 >ng operations are commenced within 90 d a v s faym the date of abandonment of said well. 

62 
63 It is agreed, however, that the termination 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 i 
69 
70 
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1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
4 A. Laws, Regulations and Orders: 
5 

6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules. 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 

12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of New MeXICO 
15 shall govern. 
16 

17 C. Regulatory Agencies: 
18 

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

20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
22 ting or adjacent to the Contract Area. 
23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules. 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non 
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing bv Operator as a result of such incorrect interpretation or application 
30 

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

33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 

37 ARTICLE XV. 
3 8 OTHER PROVISIONS 
3 9 A. Failure of any party to execute this agreement shall not render i t 
4 0 ineffective as to any party which does execute the same. If counterparts 
4 1 to this agreement are executed, the signatures and acknowledgements of 
4 2 the parties, as affixed thereto, may be combined by Operator in, and 
4 3 treated and given effect for all purposes as, a single instrument. This 
4 4 agreement also may be ratified by separate instrument referring hereto, 
4 5 each of which shall have the effect of the original agreement and of 
4 6 adopting by reference all of the provisions herein contained. 
47 
4 8 B. Notwithstanding anything to the contrary in Article VI.B.2 or 
4 9 VII.0.2, the share of production from a well which non-consenting parties 
5 0 shall be deemed to have relinquished to consenting parties in any 
5 1 reworking, deepening, plugging back or completing of a well (as such terms 
5 2 are defined and used in Article VI.B.2 and Article VII.D.2) shall be the 
5 5 non-consenting parties' share of production only from the interval or 
5 4 intervals of the formation or formations from which production is obtained 
5 5 or increased as a result of the operations in which the non-consenting 
* parties did not participate. In the event a subsequent operation is 

proposed for such well by one or more consenting parties prior to recovery 
of all costs and penalties recoverable from the relinquished interest of 
non-consenting party in said interval or formation, non-consenting party 
shall be entitled to participate therein to the extent of its interest S 
prior to relinquishment. 

62 t?-
^ C. I t is mutually agreed that on the first day of the month following 

commencement of drilling opertions for the est well provided in Articli 
VI.A. hereof, (1) that certain Operating Agreement dated May 22, 1952, J: 

^ commencement of drilling opertions for the est well provided in Article '̂ 
65 
66 
67 '-"';'"""'< ' 
68 ' { i l 

69 -...4 x>: 



by and between El Paso Natural Gas Company, as Operator, and Delhi-Taylor 
Oil Corporation, et a l . , as Non-Operators, and covering the Mesaverde 
formation i n and under the S/2 of Section 21, T-30-N, R-9-W, N.M.P.M., San 
Juan County, New Mexico, as amended on December 15, 1968, but effective as 
of August 8, 1962, to cover a l l formations underlying said lands down to 
and including the Mesaverde formation and (2) that certain Operating 
Agreement dated June 30, 1977, by and between El Paso Natural Gas Company, 
as Operator, and Tenneco Oil Company, et a l . , as Non-Operators, and 
covering the Mesaverde formation i n and under the same lands shall have no 
further force and effect and thi s agreement shall be i n substitution 
thereof. I t i s further agreed that, thereafter, a l l operation's of the 
Florance #2, Florance #2A, Florance #3, and Riddle Com #3 wells, which are 
producing wells located on the contract area, shall be governed by thi s 
agreement. 

D. Notwithstanding any provision i n thi s agreement to the contrary, 
Tenneco Oil Company shall be Operator of that portion of the contract area 
comprising a l l zones from surface down to the base of the Pictured C l i f f s 
formation i n and under the SE/4 of the above-described Section 21. 
Meridian Oil Inc. shall be Operator of the balance of the contract area. 
Each Operator shall conduct and di r e c t , and have f u l l control of, a l l 
operations on i t s respective portion of the contract area as permitted and 
required by, and within the l i m i t s of, th i s agreement. 

E. Notwithstanding A r t i c l e I.A. or any other provision herein to the 
contrary, the term " o i l and gas" shall not include o i l and casinghead gas, 
i t being the intent of the parties that such term, as used i n thi s 
agreement, shall mean gas, gas condensate, and a l l other l i q u i d or gaseous 
hydrocarbons produced therewith. 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of H t h ^ o f O c t o b e r 1988 

O P E R A T O R 

MERIDIAN O I L INC. 

By: 
Alan Alexander <?Area Land Manager 

N O N - O P E R A T O R S 

EL PASO PRODUCTION COMPANY 

ATTEST: 

Secre ta ry 

ATTEST: 

Sec re ta ry 

ATTEST: 

Secre tary 

By 

Alan Alexander--^Tea Land Manager 

SOUTHLAND ROYALTY COMPANY 

Bv: sjff*~. SjJf<L:>y,»d<?l ) / , . 
Alan Alexander, (Jtrea Land Manager f~7lf 

TENNECO OIL COMPANY 

By, 
President 

CONOCO INC. 

By: 
President 

FMP OPERATING COMPANY, a 
Texas L i m i t e d Par tne r sh ip 

By: McMoRAN OIL S GAS CO., i t s 
Managing General Partner 

By: 

President 

3: 

Florance Com #260 
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STATE OF NEW MEXICO ) 
) ss. 

COUNTY OF SAN JUAN ) 
Vfc 

The foregoing instrument was acknowledged before me this // day of 
October, 1988, by Alan Alexander, Area Land Manager, of MERIDIAN OIL INC., a 
Delaware corporation, for and on behalf of said corporation. 

Notary PuJAic 

My Commission Expires: 

February 25. 1991 

STATE OF NEW MEXICO ) 
) ss. 

COUNTY OF SAN JUAN ) 

The foregoing instrument was acknowledged before me this /V day of 
October, 1988, by Alan Alexander, Area Land Manager, of EL PASO PRODUCTION 
COMPANY, a Delaware corporation, for and on behalf of said corporation. 

My Commission Expires: 

February 25. 1991 

STATE OF ft~\i*itx>) 
) ss. 

COUNTY OF^CUTCQMJ^ 

The foregoing instrument was acknowledged before me this / f day of 
October, 1988, by Alan Alexander, Area Land Manager, of SOUTHLAND ROYALTY 
COMPANY, a Delaware corporation, for and on behalf of said corporation. 

My Commission Expires: 

February 25. 1991 

Notary PuMic 

STATE OF ) 
) ss. 

COUNTY OF ) 

The foregoing instrument was acknowledged before me th i s day 
of , 1988, by , 

, of TENNECO OIL COMPANY, a corporation, 
for and on behalf of said corporation. 

Notary Public 
My Commission Expires: 
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STATE OF ) 
) ss. 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this day 
of , , 1988, by , 

., of CONOCO INC., a corporation, 
for and on behalf of said corporation. 

My Commission Expires: 
Notary Public 

STATE OF ) 
) ss. 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this day 
of , 1988, by , 

, of McMoRAN OIL AND GAS CO., a 
corporation, for and on behalf of said corporation i n i t s capacity as 
managing general partner of FMP OPERATING COMPANY, a Texas limited 
partnership. 

My Commission Expires: 
Notary Public 



EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated 
October 11, 1988, by and between MERIDIAN OIL INC., as Operator, and 
the other Signatory Parties thereto, as Non-Operators. 

LANDS SUBJECT TO OPERATING AGREEMENT: 

This agreement shall cover the following-described land i n 
San Juan County, New Mexico: 

Township 30 North. Range 9 West 

Section 21: S/2 

I I . RESTRICTIONS. IF ANY. AS TO DEPTHS OR FORMATIONS: 

This Agreement shall cover from surface down to the base of the 
Mesaverde formation. 

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

Meridian Oil Inc. 
c/o Land Department 
Meridian O i l Production Inc. 
P.O. Box 4289 
Farmington, New Mexico 87499-4289 

Operator 

El Paso Production Company 
c/o Land Department 
Meridian Oil Production Inc. 
P.O. Box 4289 
Farmington, New Mexico 87499-4289 

50.000000% 

Southland Royalty Comapny 
c/o Land Department 
Meridian O i l Production Inc. 
P.O. Box 4289 
Farmington, New Mexico 87499-4289 

25 .000000% 

Tenneco Oil Company 
Post Office Box 3249 
Englewood, Colorado 80155 

12.500000% 

Conoco, Inc. 
Post Office Box 460 
Hobbs, New Mexico 88240 

10.875000% 

FMP Operating Company 
Post Office Box 60004 
New Orleans, Louisiana 70160 

1.625000% 



EXHIBIT "B" 

Attached to and made a part of that certain Operating Agreement dated 
October 11, 1988, by and between MERIDIAN OIL INC., as Operator, and the 
other Signatory Parties thereto, as Non-Operators. 

OIL AND GAS LEASE 

STATE OF ) 
) ss. 

COUNTY OF ) 

THIS AGREEMENT made th i s day of , 
19 , between , as Lessor, 
whose address i s , 
and , as Lessee. 

WITNESSETH: 

1. Lessor, for good and valuable consideration, the receipt of which 
i s hereby acknowledged, and i n consideration of the royalties herein provided, 
and of the agreements of Lessee herein contained, hereby grants, leases and 
lets exclusively unto Lessee for the purpose of investigating, exploring, 
prospecting, d r i l l i n g and mining for and producing o i l and gas only, laying 
pipe l i n e s , building roads, tanks, power stations, telephone lines and other 
structures thereon to produce, save, take care of, t r e a t , transport and own 
said products, the following described land i n 
to w i t : 

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

3. The royalties to be paid by L essee are: (a) on o i l , 
( ) of that produced and saved from said land, the same to be delivered at the 
wells or to the credit of Lessor into the pipeline to which the wells may be 
connected. Lessee may from time to time purchase any royalty o i l i n i t s 
possession, paying the market price therefor prevailing for the f i e l d where 
produced on the date of purchase; (b) on gas, including casinghead gas or 
other gaseous substance, produced from said land and sold or used o f f the 
premises or for the extraction of gasoline or other produce therefrom 

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

( ) of the amount realized from such sale. 

4. Lessee, at i t s option, i s hereby given the right and power to pool 
or combine the acreage covered by this lease, or any portion thereof as to o i l 
and gas, or either of them, with other land, lease or leases i n the immediate 
v i c i n i t y thereof to the extent, hereinafter stipulated, when i n Lessee's 
judgment i t is necessary or advisable to do so i n order properly to explore or 
to develop and operate said leased premises i n compliance with the spacing 
rules of the lawful governmental authority having j u r i s d i c t i o n , or when to do 
so would, i n the judgment of Lessee, promote the conservation of o i l and gas 
in and under and that may be produced from said premises. Units pooled for 
o i l hereunder shall not substantially exceed 160 acres each i n area, and units 
pooled for gas hereunder shall not substantially exceed i n area 640 acres each 
plus a tolerance of 10% thereof, provided that should governmental authority 
having j u r i s d i c t i o n prescribe or permit the creation of units larger than 
those specified, units thereafter created may conform substantially i n size 
with those prescribed or permitted by governmental regulations. Lessee under 
the provisions hereof may pool or combine acreage covered by this lease, or 
any portion thereof as above provided as to o i l i n any one or more strata and 
as to gas i n any one or more strata. The units formed by pooling as to any 
stratum or strata need not conform i n size or area with the unit or units into 
which the lease i s pooled or combined as to any other stratum or strata, and 



o i l units need not conform as to area with gas units. The pooling in one or 
more instances shall not exhaust the rights of the Lessee hereunder to pool 
this lease or portions thereof into other units. Lessee shall f i l e for record 
in the appropriate records in the county in which the leased premises are 
situated an instrument describing and designating the pooled acreage as a 
pooled unit. Lessee shall furnish Lessor a certified copy of each such unit 
designation. Lessee may at i t s election exercise i t s pooling option after 
commencing operations for or completing an o i l or gas well on the leased 
premises, and the operations for or completing an o i l or gas well on the 
leased premises, and the pooled unit may include, but i t is not required to 
include, land or leases upon which a well capable of producing o i l or gas in 
paying quanitites has theretofore been completed or upon which operations for 
the d r i l l i n g of a well for o i l or gas have theretofore been commenced. 
Operations for d r i l l i n g on or production of o i l or gas from any part of the 
pooled unit which includes a l l or a portion of the land covered by this lease 
regardless of whether such operations for d r i l l i n g were commenced or such 
production was secured before or after the execution of this instrument or the 
instrument designating the pooled unit, shall be considered as operations for 
d r i l l i n g on or production of o i l or gas from land covered by this lease 
whether or not the well or wells be located on the premises covered by this 
lease, and the entire acreage constituting such unit or units, as to o i l and 
gas, or either of them as herein provided, shall be treated for a l l purposes, 
except the payment of royalties on production from the pooled units, as i f the 
same were included in this lease. For the purpose of computing the royalties 
to which owners of royalties and payments out of production and each of them, 
shall be entitled on production of o i l and gas, or either of them, from the 
pooled unit, there shall be allocated to the land covered by this lease and 
included i n said unit a pro rata portion of the o i l and gas, or either of 
them, produced from the pooled unit after deducting that used for operations 
on the pooled unit or as to gas that which may be furnished to the lessors 
therein for use on such leases in accordance with their terms. Such 
allocation shall be on an acreage basis—that is to say, there shall be 
allocated to the acreage covered by this lease and included in the pooled unit 
that pro rata portion of the o i l and gas, or either of them, produced from the 
pooled unit which the number of surface acres covered by this lease and 
included i n the pooled unit bears to the total number of surface acres 
included i n the pooled unit. Royalties hereunder shall be computed on the 
portion of such production, whether i t be o i l and gas, or either of them, so 
allocated to the land covered by this lease and included in the unit just as 
though such production were from such land. The production from an o i l well 
w i l l be considered production from the lease or o i l pooled unit from which i t 
is producing and not as production from a gas pooled unit and production from 
a gas well w i l l be considered as production from the lease or gas pooled unit 
from which, i t is producing and not from an o i l pooled unit. Any pooled unit 
designated by Lessee in accordance with the terms hereof may be dissolved by 
Lessee by instrument f i l e d for record in the appropriate records of the County 
in which the leased premises are situated at any time after the completion of 
a dry hole or the cessation of production on said unit. 

5. The rights of either party hereunder may be assigned in whole or 
in part, and the provisions hereof shall extend to their heirs, successors and 
assigns; but no change or division in ownership of said land, or royalties, 
however accomplished, shall operate to enlarge the obligations or diminish the 
rights of Lessee; and no change or division in such ownership shall be binding 
on Lessee u n t i l t h i r t y (30) days after Lessee shall have been furnished at 
Lessee's address noted above with a certified or photostatic copy of recorded 
instrument or instruments evidencing same. Lessee shall furnish Lessor a true 
copy of each assignment affecting this lease. In the event of assignment 
hereof in whole or in part, l i a b i l i t y for breach of any obligation hereunder 
shall rest exclusively upon the owner of this lease or a portion thereof who 
commits such breach. 

6. I t is agreed that Lessor does not warrant t i t l e to said land, 
either expressly or impliedly, but i f Lessor owns an interest in the o i l or 
gas on, in or under said land less than the entire fee simple estate, then the 
royalties to be paid Lessor shall be reduced proportionately. 
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7. Should Lessee be prevented from complying with any express or 
implied covenant of t h i s lease, except the payment of money, from conducting 
d r i l l i n g or reworking operations thereon or from producing o i l or gas 
therefrom by reason of operation of force majeure, or any Federal or state law 
or any order, rule or regulation of governmental authority, then while so 
prevented, Lessee's obligation to comply with such covenant shall be 
suspended, and Lessee shall not be l i a b l e i n damages for f a i l u r e to comply 
therewith; and t h i s lease sh a l l be extended while and for so long as Lessee i s 
prevented by any such cause from conducting d r i l l i n g or reworking operations 
on or from producing o i l or gas from leased premises; and the time while 
Lessee i s so prevented shall not be counted against Lessee, anything i n this 
lease to the contrary notwithstanding. 

IN WITNESS WHEREOF, t h i s instrument i s executed on the date f i r s t above 
wri t t e n . 
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EXHIBIT " C " 

Attached to and made a part of t h a t c e r t a i n Operat ing Agreement dated October 1 1 , 1988, 
by and between MERIDIAN OIL INC. , as Operator , and the o ther S igna to ry Pa r t i e s 
t h e r e t o , as Non-Operators. 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte­
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera­
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes­
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the bill­
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce 
Bank. Houston. Texas on the first day of the month in which delinquency occurs plus2% or the maximum 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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5. Audits 

A. A Non-Operator, upon notice in writing- to Operator and all other Non-Operators, shall have the right to audit Opera­
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (241 month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit. 

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

6. Approval By Non-Operators 

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

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

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

4. Employee Benefits 

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

5. Material 

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

6. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 

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

count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available 
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section I I and Paragraph i, i i , and iii , of Section I I I . The cost of professional consultant services and contract ser­
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator > 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
twe I ve percent (__±2__%) per annum. Such rates shall not exceed average commercial rates currently pre­

vailing in the immediate area of the Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi­
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo­
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest. 

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

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

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section III and which 
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 
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I I I . O V E R H E A D 

Overhead - Drilling- and Producing Operations 

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

|(X) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services 
and contract services of technical personnel directly employed on the Joint Property: 

( ) shall be covered by the overhead rates, or 
KX) shall not be covered by the overhead rates. 

i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property: 

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

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ 3,500.00 

(Prorated for less than a full month) 

Producing Well Rate % 300.00 

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

(a) Drilling Well Rate 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­

ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

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

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rate applies. 

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

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

B. Overhead - Percentage Basis 

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

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 

under Paragraph 10 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Property. 

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

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

2. Overhead - Major Construction 

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

A 5 % of first $100,000 or total cost if less, plus 

B. ? % of costs in excess of $100,000 but less than $1,000,000, plus 

C. ? % 0 f c o s t s ; n e x c e s s 0 f $1,000,000. 

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

3. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator 
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A 5 . % of total costs through $100,000; plus 

B 3 % 0 f tota] c o s t s ;„ excess of $100,000 but less than $1,000,000; plus 

C 2 % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section I I I shall apply. 

4. Amendment of Rates 

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

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

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

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 



A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown, 
Ohio. 

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls V, inch and over) less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.(lXa) as provided above. Freight charges shall be calculated from Lorain, Ohio. 

(c) Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties. 

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

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

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

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

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

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

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

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

C. Other Used Material 

(I) Condition C 

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

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures 
normally used by Operator without prior approval of Non-Operators. 

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com­
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

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

(3) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor­
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

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

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account. 
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EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement dated 
October 11, 1988, by and between MERIDIAN OIL INC., as Operator, and the 
other Signatory Parties thereto, as Non-Operators. 

INSURANCE 

To protect against some l i a b i l i t y , loss or expense arising from damage to 
property, i n j u r y or death of any person or persons incurred out of, i n 
connection with, or resulting from the operations provided hereunder, Operator 
shall obtain, and whenever practicable, may require subcontractors to obtain 
insurance as provided below from ( f i n a n c i a l l y sound, Best rated B+ Class VI) a 
re l i a b l e insurance company authorized to do business i n the state i n which the 
operations are to be performed. Each policy may provide for a waiver of 
subrogation rights against the signatory parties other than Operator. 
Operator sh a l l maintain i n force during the entire period of thi s agreement, 
the following schedule of insurance coverages for the benefit of the j o i n t 
account. Any Non-Operator may elect not to participate i n any coverage l i s t e d 
below (except coverage l i s t e d i n A) and i t s associated cost by providing 
evidence to Operator of insurance coverage of the same l i m i t s and similar 
terms from a r e l i a b l e , f i n a n c i a l l y sound insurance company. 

COVERAGES LIMITS OF LIABILITY 

Workers' Compensation 

Employers' L i a b i l i t y 
Voluntary compensation 
Borrowed servant 

Statutory. 

$1,000,000 per occurrence 

Comprehensive General L i a b i l i t y 
including Personal Injury, 
Premises/Operations Coverage, 
Owners and Contractors Protective 
L i a b i l i t y , Contractural L i a b i l i t y , 
Products and Completed Operation 
L i a b i l i t y ; Independent Contractor 

Bodily Injury L i a b i l i t y / 
Property Damage L i a b i l i t y 

$5,000,000 per occurrence 

Comprehensive Automobile L i a b i l i t y 
including Coverage of Owned and 
Non-Owned Automobiles and Hired 
Car Coverage 

Bodily Injury L i a b i l i t y / 
Property Damage L i a b i l i t y 

$5,000,000 per occurrence 

Control of Well including Clean-Up 
Containment, Seepage, Pollution, 
Contamination, and Redrilling 
Expense (This coverage is maintained 
while d r i l l i n g from spudding to 
completion). 

$10,000,000 per occurrence 
(For 100% interest) 

I f A i r c r a f t , including helicopters, 
are used i n operations, include 
A i r c r a f t L i a b i l i t y , Passenger 
L i a b i l i t y and Property Damage 
L i a b i l i t y Insurance, covering 
Owned, Non-Owned A i r c r a f t and 
Hired A i r c r a f t . 

$5,000,000 per occurrence 



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

(a) Protection and Indemnity $10,000,000 per occurrence 
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 $1,000,000 whichever is 
greater, on the American Institute 
Hull Clause (June 2, 1977) form or 
i t s equivalent. 

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

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

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

1. A l l signatory parties hereto shall be named as additional insureds. 

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

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

-2-



EXHIBIT "E 

Attached to and made a part of that certain Operating Agreement dated 
October 11, 1988, by and between MERIDIAN OIL INC., as Operator, and the 
other Signatory Parties thereof, as Non-Operators. 

GAS BALANCING AGREEMENT 

1. 

In accordance with the terms of the Operating Agreement to which th i s 
Agreement i s attached, each party shall take i t s share of o i l and gas i n kind 
and separately dispose of i t s proportionate share of the o i l and gas produced 
from the wells on the leases within the Contract Area. In the event any party 
hereto f a i l s , or i s unable, to take and market i t s share of the gas as 
produced for any reason, the terms of th i s Agreement shall automatically 
become effect i v e . 

2. 

As long as any gas produced from any of said wells i s subject to the 
regulations of the Federal Energy Regulatory Commission (FERC), or any 
successor governmental authority, under any section of the Natural Gas Act, 
the Natural Gas Policy Act of 1978 (NGPA), or other statutory authority, which 
establishes maximum lawful prices for the gas, each party should receive i t s 
allocated share of the category of gas i n accordance with i t s interest i n 
production from said w e l l . I t i s the intent of t h i s Agreement that balancing 
of gas taken w i l l be based upon the allocated volumes of each category of 
gas. Any deregulated gas shall be treated as a separate category for purposes 
of balancing. 

3. 

During any period or periods when a party f a i l s , or i s unable, to take and 
market i t s f u l l share of gas produced, each of the other parties shall be 
e n t i t l e d to but not obligated to, take and deliver to i t s purchaser i t s 

• proportionate part of a l l of such gas production not taken by others. Each 
party f a i l i n g to take or market i t s f u l l share of the gas as produced shall be 
considered underproduced by a quantity of gas equal to i t s share of the gas 
produced from the lease, less such party's share of the gas taken by such 
party or i n behalf of such party, vented, l o s t , or used i n lease operations. 
Those parties which are capable of taking and marketing the underproduced 
quantity of gas allocable to an underproduced party, i n the absence of any 
other agreement between them, shall each take a share of the gas attributed 
to each underproduced party i n the direct proportion that said producing 
party's interest bears to the t o t a l interest of a l l parties taking 
underproduced gas and each of said producing parties shall be considered to be 
overproduced. A l l gas (including overproduction or make-up) taken and 
marketed by a party i n accordance with the terms of th i s Agreement, regardless 
of whether such party is underproduced or overproduced, shall be regarded as 
gas taken for i t s own account with t i t l e thereto being i n such party. 

4. 

A l l parties hereto shall share i n and own the l i q u i d hydrocarbons recovered 
from a l l gas by primary separation equipment prior to processing i n a gas 
plant i n accordance with the i r respective interests as specified i n the above 
described Operating Agreement, whether or not such parties are actually 
producing and marketing gas at such time. 

5. 

The Operator w i l l maintain appropriate accounting on a monthly and cumulative 
basis of the quantities of gas each party i s e n t i t l e d to receive and the 
quantities of gas taken and marketed by each of the parties. For the sole 
purpose of implementing the terms of th i s Agreement and adjusting gas 
imbalances which may occur, each party disposing of gas from the lease i n any 
month, to the extent required, shall furnish or cause to be furnished to the 



Operator by the last day of each calendar month a statement showing the t o t a l 
volume of gas sold by such party or taken i n kind for i t s own account during 
the preceding calendar month (the "report period"), provided, however, that 
such statements shall only be required i n the event that split-stream gas 
sales are being made or a common purchaser does not provide operator with 
monthly statements showing the t o t a l gas volumes sold by each j o i n t interest 
owner. Within s i x t y (60) days after the end of each report period, the 
Operator shall furnish each party a statement showing the status of the 
overproduced and underproduced accounts of a l l parties. A l l gas volumes under 
t h i s paragraph w i l l be i d e n t i f i e d by the appropriate category provided under 
the NGPA or any other law or regulation i n effect. In the event deregulation 
occurs, the gas volumes w i l l be i d e n t i f i e d additionally i n that category. 
Each party to this Gas Balancing Agreement agrees that i t w i l l not u t i l i z e any 
information obtained hereunder for any purpose other than implementing the 
terms of this Gas Balancing Agreement. 

6. 

Any party who is underproduced as to a given category of gas shall endeavor to 
bring i t s taking of gas of that category into balance. After w r i t t e n notice 
to the Operator, any party may begin taking and delivering to i t s purchaser(s) 
i t s f u l l share of each category of gas produced. To allow for the recovery 
and make up of underproduced gas i n a category and to balance the gas account 
for the interests, the underproduced party or parties for a category of gas 
shall after w r i t t e n notice to the Operator, also be e n t i t l e d to take up to an 
additional f i f t y percent (50%) of the monthly quantity of that category of gas 
attribu t a b l e to each overproduced party. In the event there is more than one 
underproduced or overproduced party, unless otherwise agreed, each 
underproduced or overproduced party's share of make-up gas shall be i n the 
direct proportion of i t s interest to the t o t a l interests of a l l underproduced 
or overproduced parties taking or furnishing make-up gas. The f i r s t gas made 
up shall be assumed to be the f i r s t gas underproduced. 

7. 

I f at the termination of gas production of a given category of gas, an 
imbalance exists between the parties, a monetary settlement of the imbalance 
between the parties shall be made within a reasonable length of time after 
such gas production permanently ceases. The amount of the monetary settlement 
w i l l be li m i t e d to the proceeds actually received by each overproduced party 
at the time of overproduction, less royalties and taxes paid on such 
overproduction. I f an overproduced party did not s e l l i t s gas but otherwise 
u t i l i z e d such gas i n i t s own operations, such gas w i l l be valued at the price 
which the overproduced party could have received for such gas at the time of 
overproduction. Said price shall be deemed to be the lesser of the price 
under the overproduced party's gas sales contract as modified or amended or 
the price such party could have received under market conditions existing at 
the time the gas was u t i l i z e d . That portion of the monies collected by each 
overproduced party which is subject to refund by orders of the FERC, may be 
withheld by the overproduced party u n t i l such prices are f u l l y approved by the 
FERC, unless each underproduced party furnishes a bond or corporate 
undertaking agreement acceptable to the overproduced party to hold the 
overproduced party harmless from financial loss due to orders by the FERC. 

8. 

Nothing herein shall change or affect each party's obligations to pay i t s 
proportionate share of a l l costs and l i a b i l i t i e s incurred i n operations, as 
i t s share thereof i s set f o r t h i n the above described Operating Agreement. 

9. 

Each party shall pay, or cause to be paid, a l l production and severance taxes 
due on a l l volumes of gas actually u t i l i z e d or sold for i t s own account. 

10. 

Nothing herein shall be construed to deny any party the r i g h t , from time to 
time, to produce and take or deliver to i t s purchaser the f u l l well stream for 
a period not to exceed seventy-two (72) hours to meet the d e l i v e r a b i l i t y test 
required by i t s purchaser. 
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11. 

The parties recognize that at some time after the date of thi s Agreement, 
l e g i s l a t i o n , j u d i c i a l decision(s) or executive action may cause part or a l l of 
the then remaining gas reserves subject to thi s Agreement to be deregulated 
and no longer be subject to Federal price regulation. I f i n such an event an 
imbalance exists between the parties as to a given category of gas which i s 
deregulated, a monetary settlement of such imbalance between the parties shall 
be made. The amount of the monetary settlement w i l l be lim i t e d to the 
proceeds actually received by each overproduced party at the time of 
overproduction, less royalties and taxes paid on such overproduction, up to 
and including the date deregulation occurs. After such monetary settlement 
has been f u l l y made for any imbalance that existed for a given category of gas 
on the date of price deregulation, th i s Agreement shall continue to apply to 
a l l gas produced from lands covered by the Operating Agreement. 

12. 

Unless otherwise required by provisions of a lease, agreement, or statute, 
rule, regulation, or order of any governmental authority having j u r i s d i c t i o n , 
and regardless of who is disposing of Gas, each Party shall be responsible for 
and sh a l l pay or cause to be paid any and a l l royalties, overriding royalties 
and similar encumbrances due on i t s Percentage Ownership i n such Gas, and 
shall hold the other Parties free from any l i a b i l i t y therefore, provided that 
no party shall ever be responsible for a price higher than the price actually 
or constructively received for such Gas. 

13. 

This Agreement shall remain i n force and effect as long as the Operating 
Agreement i s i n effect and thereafter u n t i l the gas balance accounts between 
the parties are settled i n f u l l and shall accrue to the benefit and be binding 
upon the parties hereto, the i r successors, representatives, and assigns. 
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EXHIBIT "F' 

Attached to and made a part of that certain Operating Agreement dated 
October 11, 1988, by and between MERIDIAN OIL INC., as Operator, and the 
other Signatory Parties thereto, as Non-Operators. 

I . EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During the performance of thi s contract, the Operator agrees as follows: 

(1) The Operator w i l l not discriminate against any employee or 
applicant for employment because of race, color, r e l i g i o n , 
national o r i g i n , or sex. The Operator w i l l take affirmative 
action to ensure that applicants are employed, and that employees 
are treated during employment, without regard to their race, 
color, r e l i g i o n , national o r i g i n , 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 i n conspicuous places 
available to employees and applicants for employment notices to be 
provided by the contracting o f f i c e r setting f o r t h the provisions 
of th i s nondiscrimination clause. 

(2) The Operator w i l l , i n a l l s o l i c i t a t i o n s or advertisements for 
employees placed by or on behalf of the Operator, state that a l l 
q u a l i f i e d applicants w i l l receive consideration for employment 
without regard to race, color, r e l i g i o n , national o r i g i n , or sex. 

(3) The Operator w i l l send to each labor union or representative of 
workers with which i t has a collective bargaining agreement or 
other contract or understanding a notice to be provided by the 
agency contracting o f f i c e r 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 w i l l comply with a l l 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 w i l l furnish a l l 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 w i l l permit access to i t s 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 
nondiscrimination clauses of thi s contract or with any of such 
rules, regulations, or orders, th i s contract may be cancelled, 
terminated or suspended i n whole or i n part and the Operator may 
be declared i n e l i g i b l e for further Government contracts i n 
accordance with procedures authorized i n Executive Order 11246 of 
September 24, 1965, and such other sanctions may be imposed and 
remedies invoked as provided i n 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 w i l l include the provisions of paragraphs (1) through 
(7) i n every subcontract or purchase order unless exempted by 
rules, regulations, or orders of the Secretary of Labor issued 
pursuant to Section 204 of Executive Order 11246 of September 24, 
1965, so that such provisions w i l l be binding upon each 
subcontractor or vendor. The Operator w i l l take such action with 
respect to any subcontract or purchase order as the contracting 
agency may direct as a means of enforcing such provisions 
including sanctions for non-compliance: Provided, however, that 



in the event the Operator becomes involved in, or is threatened 
with, l i t i g a t i o n 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 i t may be required to f i l e 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 i f such 
report has not been file d for the current year and otherwise comply with 
or f i l e 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 i f they so request. 

I I . CERTIFICATION OF NON-SEGREGATED FACILITIES 

(1) Operator assures Non-Operators that i t does not and w i l l not 
maintain or provide for i t s employees any segregated f a c i l i t i e s at 
any of i t s establishments, and that i t does not and w i l l not 
permit i t s employees to perform their services at any location, 
under i t s control, where segregated f a c i l i t i e s are maintained. 
For this purpose, i t is understood that the phrase "segregated 
f a c i l i t i e s " includes f a c i l i t i e s which are in fact segregated on a 
basis of race, color, religion, or national origin because of 
habit, local custom, or otherwise. I t is further understood and 
agreed that maintaining or providing segregated f a c i l i t i e s for its 
employees or permitting i t s employees to perform their services at 
any location under i t s control where segregated f a c i l i t i e s 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 i t 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 w i l l f u l l y makes any false, f i c t i t i o u s , or 
fraudulent representation may be liable to criminal prosecution 
under 18 U.S.C. Sec. 1001. 

I I I . OCCUPATIONAL SAFETY AND HEALTH ACT 

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

IV. VETERAN'S PREFERENCE 

Operator agrees to comply with the following insofar as contracts i t 
lets for an amount of $10,000 or more or which w i l l 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: 
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"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT 

(1) As provided by 41 CFR 50-250, the contractor agrees that a l l 
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 
a f f i l i a t e s , shall, to the maximum extent feasible, be offered for 
l i s t i n g 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 f i l l s 
from within the contractor's organization or are f i l l e d pursuant 
to a customary and traditional employer-unionhiring arrangement 
and that the l i s t i n g 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 COMPLIANCE WITH ENVIRONMENTAL LAWS 

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

(1) No f a c i l i t y 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 f a c i l i t y is 
under consideration to be included on the EPA List of Violating 
Facilities. 

(3) Subcontractor shall comply with a l l 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 a l l other requirements specified in these 
Sections, and a l l regulations and guidelines issued thereunder. 

(4) The foregoing criteria and requirements shall be included in a l l 
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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PLEASE REFER TO CASE NO. 9593 

FOR ALL GEOLOGIC EXHIBITS. 



m 
x 

00 



Risk Penalty Analysis Case #9594 

February 1, 1989 

Florance Com #260 
S/2 Sec. 21, T30N, R9W 

San Juan County, New Mexico 

Risk Penalty 

Geological Risk 
Coal Stratigraphy and Thickness 
Cleating/Fractures 
Coal Characteristics 

60% 

Reservoir Risk 
Sustained D e l i v e r a b i l i t y 
Dewatering 
Reserve Recovery 
Undefined Coal Producing Characteristics 

Economic Risk 
Project - Gathering, F a c i l i t i e s , Water Disposal 
Treating - Water, C02 

Marketing - Testing, Demand, Mechanical Downtime 

Operations Risk 
Completion Operations 
Equipment Failures While D r i l l i n g 
Formation Problems While D r i l l i n g 

50% 

20% 

70% 

Recommended Non-consent Penalty 
Capital Recovery Factor 

200% 
100% 

Total Recommended 300% 

2579J 
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Mechanical Failure 

Equipment R e l i a b i l i t y , Formation I n s t a b i l i t y , Completion Technique 

San Juan 30-6 Unit #412 Bridging and sloughing of shales and coal i n 
NE/4 Sec 27, T-30-N, R-7-W open hole section caused f i s h i n g job. D r i l l 

pipe l o s t i n hole. Workover r i g moved on, d r i l l 
pipe recovered. Tubing repeatedly plugged and 
backside bridged o f f due to solids production. 
Snubbing u n i t required. 5 1/2" t i e back 
required. Trouble time accounted fo r 51% of 
t o t a l time spent on w e l l . 

San Juan 30-6 Unit #419 Bridging and sloughing shale and coal i n open 
NE/4 Sec 11, T-30-N, R-7-W hole section stuck d r i l l pipe. Unable to 

c i r c u l a t e with water - low v i s c o s i t y . Recovered 
d r i l l pipe. Stuck 5 1/2" l i n e r while running. 
Liner destroyed while recovering. Re-ran new 
l i n e r . 

San Juan 30-6 Unit #413 Well d r i l l e d and completed with minimal 
SW/4 Sec 23, T-30-N, R-7-W problems. Mid-year 1988 casing repair 

necessitated. Well was producing i n excess of 
10 MMCFD. Required to k i l l w e ll with weighted 
mud system. Lost 2000+ bbls mud. Casing 
repaired. Current production approximately 550 
MCFD. 

San Juan 30-6 Unit #459 Well made substantial volumes of gas, water and 
SW/4 Sec 20, T-30-N, R-6-W coal during completion operations. Required 

snubbing u n i t . Stuck pipe due to shale and coal 
solids production. Power swivel broke 
(mechanical f a i l u r e ) . Conditions required well 
to be k i l l e d with weight mud. Stuck pipe fished 
out. Trouble time accounted fo r 39% of t o t a l 
time on w e l l . 

San Juan 30-6 Unit #453 Encountered junk i n hole at base of f i r s t coal 
SW/4 Sec 17, T-30-N, R-6-W section. Stuck pipe due to heavy solids 

production. Work pipe free. Became stuck and 
l o s t c i r c u l a t i o n working back to bottom. Mud 
up, f i s h d r i l l pipe. Liner would not go. 
Milled casing. Ran l i n e r . 



San Juan 29-7 Unit #512 
NE/4 Sec 9 T-29-N, R-7-W 

Lost c i r c u l a t i o n during two stage cement job. 
Perforate and squeeze during completion 
operation. Could not c i r c u l a t e between squeeze 
holes. Required second squeeze. Remedial 
cement work 25% of t o t a l time on w e l l . 

A l l i s o n Unit #119 
SW/4 Sec 29, T-32-N, R-6-W 

Heavy coal and water production during 
completion. Coal bridged o f f . Power swivel 
s t i f f arm broke. Stuck pipe required extensive 
f i s h i n g operations t o t a l i n g 30% of time spent on 
we l l . 

Howell L #303 
NW/4 Sec 35, T-30-N, R-8-W 

Liner hanger stuck i n top of 7" casing. Fished 
hanger out. Could not k i l l w e l l . Pump weighted 
KCL water. Stuck l i n e r hanger 60 feet i n hole 
on second attempt. Work free. Rerun l i n e r 
could not reach bottom. Set hanger 16 feet o f f 
bottom. Well control and f i s h i n g accounted for 
22.5% of time spent on w e l l . 

Howell L #302 
SE/4 Sec 34, T-30-N, R-8-W 

Stuck l i n e r hanger i n BOP stack. Ran spear and 
pulled free. M i l l top of 7" casing to insure 
smooth l i n e r entry. Stuck pipe problems 
accounted f o r 10% of t o t a l time spent on we l l . 

Turner B Com #250 
NW/4 Sec 2, T-30-N, R-9-W 

Took kick while d r i l l i n g , 
weighted mud system. 

Required 10.5 ppg 

T r a i l Canyon #102 
SW/4 Sec 21, T-32-N, R-8-W 

Hole bridging o f f during completion operations. 
Stuck pipe, required extensive fis h i n g 
operations which accounted f o r 16.5% of t o t a l 
time spend on w e l l . 

Sunray E #220 
NW/4 Sec 9, T-30-N, R-10-W 

Lost returns during cementing operations. 
Extensive remedial cementing operations i n 
progress. 

A t l a n t i c #206 
SW/4 Sec 22, T-31-N, 
R-10-W 

Lost a l l returns during single stage cement 
job. Required extensive remedial cement work -
17% of t o t a l time on w e l l . Well screened off 
during frac. 

A t l a n t i c A #211 
NE/4 Sec 29 T-31-N, R-10-W 

Required two stage cement job. DV tool leaked 
(mechanical f a i l u r e ) . Required squeeze 
cementing operations (15.5% of t o t a l time on 
w e l l ) . 

A t l a n t i c C #215 
NE/4 Sec 31 T-31-N, R-10-W 

Did not bump plug (displacement volume error 
during two-stage cement j o b ) . Required remedial 
cement work - 18.5% of t o t a l time on w e l l . 



Feuille #718 
NE/4 Sec 13, T-29-N, R-9-W 

Non-cleated area requiring hydraulic 
f r a c t u r i n g . Well "screened out" during i n i t i a l 
stage of frac. W i l l need to be restimulated. 

Vanderwart #200 Non-cleated area requiring hydraulic 
SW/4 Sec 12, T-29-N, R-8-W f r a c t u r i n g . Frac pump mechanically f a i l e d 

during job. Well screened out and w i l l require 
restimulation. 

A l l i s o n Unit #106 Well screened out i n early stage of frac. Were 
SW/4 Sec 13, T-32-N, R-7-W unable to re-establish i n j e c t i o n . Cleaned out 

wellbore and attempted to refrac. Well screened 
out again. 

A l l i s o n Unit #131 Hydraulically fractured w e l l . Ran a f t e r frac 
SW/4 Sec 24, T-32-N, R-7-W gamma-ray. Indicated no sand i n upper zone. 

Bond log indicated upper zone fracture system 
f i l l e d with cement. Zone was re-perforated and 
fraced. 


