
I V I E S R 

August 3, 1990 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

WORKING INTEREST OWNERS 
(See Attached Addressee List) 

Gentlemen: 

Subject: Well Proposal 
Mesa's Turley Prospect 
FC State Com #27 
W/2 Section 16-T29N-R8W 
San Juan County, NM 

Mesa Operating Limited Partnership hereby proposes the drilling of an approximate 3310' Fruitland Coal 
well to be located 2330' FSL and 890' FWL of Section 16-T29N-R8W. Mesa's estimated cost for the 
drilling of this well is $81,900 for a dry hole and $362,500 for a completed well. 

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

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

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

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

Very truly yours, 
BEFORE EXAMINER CATANACH 

OIL CONSERVATION DIVISION 

Hank Wood 
Landman 

M ̂  A EXHIBIT NO. 

cn:eiw50 CASE NO. IOQ7 6 

Enclosures 

M E S A L I M I T E D P A R T N E R S H I P 

O N E M E S A S Q U A R E P O S T O F F I C E B O X 2 Q O S S O B 3 7 B - 1 0 Q C A M A R I L L O T E X A S 7 9 1 8 9 - 2 Q Q 9 



FC STATE COM #27 
ADDRESSEE LIST 

Amoco Production Company 
Attention: Michael Cuba 
P. O. Box 800 
Denver CO 80201-0800 

Texaco Inc. 
P. O. Box 2100 
Denver CO 80201-2100 

Conoco, Inc. 
Attention: James R. Meek 
3817 Northwest Expressway 
Oklahoma City OK 73112 

TOC Rocky Mountains, inc. 
6162 So. Willow Drive 
Suite 300 
Englewood CO 80155 

Mizel Resources 
Attention: Morris Mizel 
6560 East 41st Street 
Tulsa OK 74145 

Lee Wayne and Jo Ann Montgomery Moore 
403 N. Marienfeld 
Midland TX 79201 

North Timbers Limited Partnership 
East Timbers Limited Partnership 
West Timbers Limited Partnership 
c/o Cross Timbers Production Company 
W. T. Waggoner Bldg. 
810 Houston Street 
Fort Worth TX 76102 

Paul H. Umbach 
P. O. Box 1797 
Boulder CO 80206 



San Juan Division A Fg # D90180 
Co./Div./Subsid./Dept. 

LEASE, WELL NAME, AND LOCATION FC State Com #27 

ID # 

Code General Account # 

Exploratory Development X_ 

2330T FSL & 890' FWL, Section 16, T29N, R8W, San Juan Co., New Mexico 
DESCRIPTION Drill and complete a 3310' Fruitland Coal Well. 

Sub Acct- Dry Hole Completion Producer/ 
Codes I T E M D E S C R I P T I O N Cost Cost Olher 

105 | DRILLING & I (A) FOOTAGE 3 3 1 0 Fl. At $ 1 0 . 7 5 /Ft. $ 35,600 $ 35,600 
COMPLETION ( B ) DAY WORK 1 / 8 Days At $ 4 5 0 0 / 1 200/Day 4,500 9,600 14,100 

j (C) MIRU - RDMO 

115 COMPANY LABOR & SUPERVISOR 500 500 1,000 
125 ENGINEERING CONSULTANTS 6 / 8 Days At $ 400 /Day 2,400 3,200 5,600 
135 GEOLOGICAL CONSULTANTS Days At $ /Day 

145 CONTRACT SERVICES & LABOR 1,000 3,000 4,000 
155 LOCATION, ROADS, SURVEYS, DAMAGES 15,000 5,000 20,000 
165 FUEL, LUBE. POWER 

175 BITS, HOLE OPENERS, REAMERS, STABILIZERS 600 600 
185 MUD, CHEMICALS, SERVICES & EQUIP. (A) MUD, CHEM., OIL 4,000 4,000 185 

(B) WATER 3,000 3,000 
190 MUD LOGGING SERVICES 

195 LOGGING & PERFORATING 6,000 8,000 14,000 
200 FORMATION TEST & RELATED EQUIPMENT & SERVICES 

205 WELL STIMULATION SERVICES 90,000 90,000 
210 CORING & RELATED SERVICES 

215 CEMENTING SERVICES & ACCESSORIES 3,000 13,000 16,000 
225 RENTAL EQUIPMENT & TOOLS 500 2,500 3,000 
235 HAULING & FREIGHT 200 1,400 1 ,600 
245 CATERING & OTHER Days At S /Day 

255 MOBILIZATION - INSTALLATION (DRILLING PLATFORMS) 

265 DEMOBILIZATION - DISMANTLING & SALVAGE (DRILLING PLATFORMS) 

275 SUPPLYBOATS, CREWBOATS, BARGES, TUGS 

285 SHOREBASE, OFFICE, DOCK FEE & CRANES 

295 AIRCRAFT RENTALS—HELICOPTERS, FIXED WING j 

305 DIVERS AND RELATED EQUIPMENT 

315 MISCELLANEOUS 3,700 7,100 10,800 
400 OVERHEAD Days At S /Day 1 ,000 1 ,500 2,500 

Total Intangible Costs $ 77,400 $ 148,400 $ 225,800 
115 COMPANY LABOR & SUPERVISION $ $ $ 
145 OUTSIDE LABOR & SERVICES 

325 

CASING 

AND 

TUBING 

Footage Size Weight Grade Cplg. Price/Ft. 325 

CASING 

AND 

TUBING 

,AI 250 8 5/8 24# K-55 STC 13.83 3,500 3,500 
325 

CASING 

AND 

TUBING 

( B ) 3310 5k 17# 1-70 LTC 11.42 37,800 37,800 

325 

CASING 

AND 

TUBING ir.) 3260 2 3/8 4.7# J-55 EUE 3.54 11,500 11,500 

325 

CASING 

AND 

TUBING 

(D) 

325 

CASING 

AND 

TUBING 

(E) 

325 

CASING 

AND 

TUBING 

'F) 

325 

CASING 

AND 

TUBING 

(G) 
335 SUB-SURFACE WELL EQUIPMENT 

345 WELLHEAD & GUIDE STRUCTURE 1 ,000 6,500 7,500 
355 SURFACE WELL EQUIPMENT A r t i f i c i a l L i f t 40,000 40,000 
365 TREATERS & SEPARATORS 18,000 18,000 
370 COMPRESSORS 500 BBL Heated Tank 7,400 7,400 
375 BUILDINGS 

385 BUOYS AND MARKERS 

390 | MISC. MATERIALS INSTALLATION & SERVICES 11 ,000 11 ,000 
400 | CONSTRUCTION OVERHEAD 

i Total Tangible Costs S 4 , 5 0 0 $ 132,200 s 136,700 
! Total Costs i$ 81,900 j s 280,600 s 362,500 

T.L. Co t t re l l Sr Drlg Engr 8/1/90 M p „ W l 
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1 OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and between MESA OPERATING L I M I T E D PARTNERSHIP 

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 

8 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 "oi l 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 "oi l 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 "oi l 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 ail 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, oil and gas leasehold interests and oil and gas interests 

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

50 (5) Addresses of parties for notice purposes. 

51 • B. Exhibit " B " , Form of Lease. 

52 (XJ C. Exhibit " C " , Accounting Procedure. 

53 IS D. Exhibit " D " , Insurance. 

54 S E. Exhibit " E " , Gas Balancing Agreement. 

55 IS F. Exhibit " F " , Non-Discrimination and Certification of Non-Segregated Facilities, 

56 C 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 
64 
65 
66 
67 
68 
69 
70 

1 
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A R T I C L E I I I . 

I N T E R E S T S O F P A R T I E S 

3 

4 A. O i l 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 O P . e - e i g h t h ( 1 / 8 t h ) which shall be borne as hereinafter set forth. 

16 

17 Regardless cf which party has contributed the lease(s) and/or oil and gas interest(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 

s_ 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 

° + j 20 other parties tree 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 

ra t l 22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 

^TJ ^ 23 such higher price. 
"O ro CJ) -w 
Ol CL 03 ^ 

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

Y ° ' 2 26 
J j ^ > 4 J 27 C. Excess Royalties, Overriding Royalties and Other Payments: 

c 4 - -,Q 
(U D O - ° 

"5 8 tu 29 Unless changed by other provisions, it the interest of any party in any lease covered hereby is subject to any royalty. 

> , aj n3 30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such partv so 

~ Q ^5 31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

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

^ • ^ ^ 3 3 
° "S -S ^ ' Subsequently Created Interests: 
C -O is. 
Ol L L D 

Td! 3 -2 36 W a n Y Pa!"ty should hereafter create an overriding royalty, production payment or other burden payable out of production 

^ 37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 

ra +J co 38 w a s n o t disclosed ' n w r ' t i n g to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 

^ ° "2 39 accepted obligation of all parties*(any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
, r " O 40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

i _ ra OJ ^ to as "burdened party"), and: 

* 42 

43 1. If the burdened party is required under this agreement to assign or relinquish to any other partv, 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 partv, 

46 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. If 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 I V . 

54 TITLES 

55 

56 A. Ti t le 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 includ-

60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, 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 tor 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 • 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- tff Exnifort ' t T " , 

70 and shall not be a direct charge, whether performed by Operator's staff attorneys or by outside attorneys. 
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ARTICLE IV 
continued 

§3, Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys tor titie examination 

(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 

in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex

hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

functions. 

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 

with leases or oil and gas interests contributed by such party. Operator shail be responsible for the preparation and recording of pooling 

designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

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

No well shail be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 

provided, and (2) the tide has been approved by the examining attorney or title has been accepted by all of the parties who are to par

ticipate in the drilling of the well. 

B. Loss of Ti t le : 

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 

reduction of interest from that shewn on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 

from final determination ot title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi

tion will not be subject to Article VIII.B.. and tailing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 

and gas leases and interests: and, 

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 

entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 

but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 

(b) Tftere shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 

been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc

curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 

Area by the amount of the interest lost; 

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 

increased bv reason of the title failure, the party whose title has tailed shall receive the proceeds attributable to the increase in such in

terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

well; 

(d) Should anv person not a party to this agreement, who is determined to be the owner of any interest in the title which has 

failed, pay in anv manner any part of the cost of operation, development, or equipment, such amount shail be paid to the party or parties 

who bore the costs which are so refunded; 

(e) Ar.v liability to account to a third party tor prior production cf oil and gas which arises by reason of title failure shall be 

borne by the party cr parties whose title failed in the same proportions in which they shared in such prior production; and, 

(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 

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

connection therewith. 

2. Loss bv Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 

payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 

there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 

payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 

which acquisition will not be subject to Article VIII.B.. the interests of the parties shall be revised on an acreage basis, effective as of the 

date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 

the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 

required payment shail not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 

the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 

shall be reimbursed for unrecovered actuai costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 

or weils previously abandoned) from so much of the following as is necessary to effect reimbursement: 

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 

up to the amount of unrecovered costs; 

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 

oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 

termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 

portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, 

(c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest 

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B. l . and IV,B.2. above, shall be joint-losses 

and shall be borne bv ail parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 

the Contract Area. 

3 
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1 ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

I MESA OPERATING LIMITED PARTNERSHIP s h a l l b e t h e 

7 Operator ot the Contract Area, and shail conduct and direct and have full control of ail 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 liabiiitv as Operator to the other parties for losses sustained or liabilities incurred, except such as mav 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 follow ing 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 shal! 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 onlv 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 shal! be determined by Operator, and all such employees shall be the employees of Operator. 

37 

38 D. Dr i l l ing Contracts: 

39 

40 All weils 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 A R T I C L E V I . 
50 DRILLING A N D DEVELOPMENT 

51 

52 A. Initial Well : 

53 

54 On or Defore the 31 S t day nf D e c e m b e r 19 90 , Operator shall commence the drilling of a well for 

55 oil and gas at the following location: 

56 

57 Township 29 North, Range 8 West 
58 Section 16: W/2 
59 
60 and shall thereafter continue the drilling cf the well with due diligence to a d e p t h O f 331 0 ' t o t h e 

61 Fruitland Coal 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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1 if. in Operator's judgment, the weil will not produce oil or gas tn paying quantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions ot Article Vl .E . l . shall thereatter apply. 

: ' B. Subsequent Operations: 

1. Proposed Operauons: Should anv partv hereto desire to drill anv well on the Contract Area other than the weil provided 

9 tor in Article VI.A., or to rework, deepen or piug back a dry hole drilled at the joint expense of all parties or a weil jointly owned by all 

10 the parties and not then producing in paying quanuties. the party desiring to drill, rework, deepen or plug back such a well shall give the 

1 1 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective t'orma-

12 don and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the nouce 

13 within which to noufy the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a dnll-

14 mg 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 

1 "> limited to fortv-eight (48) hours, exclusive of Saturday. Sunday and legal holidays. Failure of a party receiving such nonce 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 alter expiration of the notice 

22 period of thirty (,30) days i.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 mav bei. 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, 

2") 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 marter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X I , 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 partv 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 VLB. l . or VT1.D.1. (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 forty-eight (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 ail 

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 Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-

-tl tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

42 senung Parties, when conducting operations on the Contract Area pursuant to this Article VLB.2.. shall comply with all terms and con-

43 ditions of this agreement. 

45 

46 

47 If less than ail 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-

^ ticipation to such party's interest as shown on Exhibit " A " or (h) carry its proportionate part of Non-Consentme Parties' interests, and 
e>~ failure to advise the proposing party shall be deemed an election under (a). In the event a drilling ng is on location, the time permitted for 

~>5 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 promptlv notifv 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 shall keep the leasehold estates involvariin 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 resuits in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 

62 sole cost, nsk and expense. If any weil 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-arid risk. 

64 

65 

66 

67 , ' 

68 

69 - r n • 
70 .. - --' .,-<v . 
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..no the we:: shaii then be turned OUT to Operator and shail be oneratea ov it at tne expense ana tor the account ot the Consenune Par

ties. Upon commencement ot operations tor the aniline, reworking, deepening or plugging oack ot anv sucn well by Consenune Parties 

•n .xcoraancc with the provisions oi this Article, each Non-Consenting Partv snail be deemea to have relinquished to Consenune Parties. 

.:iu the Consenting Parties snail own ana oe entitled to receive, tn proportion to their respective interests, aii oi such Non-Consenting 

i'.rtv s interest in tne weii ana snare oi proouction tneretrom unni the proceeds oi tne sale oi sucn share, calculated at tne weii. or 

iiarKet \ a:ue tnereoi n sucn snare is not sold, 'alter deducting production taxes, excise taxes, rovaitv. overriding rovaitv and other in-

. rests not excepted DV Article i i l .D. pavame out oi or measured by tne production irom sucn weii accruing wnn respect to such interest 

.::v.ii it reverts! snail eouai tne total oi tne following: 

a; hfii'Z, oi each such Non-Consenting Partv s share ol the cost ot anv newlv acquired surlace equipment bevond the wellhead 

. ••nnections .including, cut not limited to. stock tanks, separators, treaters. pumping equipment and piping), plus 100% of each such 

Non-Consenting Partv A snare ot the cost oi operation oi tne weil commencing with tirst proouction and continuing untii eacn such Non-

Aoiisenting Party's relinquished interest snail revert to it under other provisions oi this Article, it being agreed that each Non-

(Ansenung Partv A share ot sucn costs and equipment will be that interest winch wouid have been chargeable lo such Non-Consenting 

i'.irtv had it participated in the '.veil trom the beginning ot che operations: and 

h, 30Q ..A. ••! that portion :»l 'he costs and expenses ol drilling, toworking. deepening, plugging baik. testing and compienng. 

.liter deduct.r.g anv c.isn contributions received under Article V II1.C. and 300 oi that portion ot the cost ot newlv acauired equip

ment in the weii :to and including tne wellhead connections;, which wouiu have been chareeauie to such Non-Consenting Partv it it had 

participated therein. 

An election not to participate in the ariihng or tne deepening ot a weii shall be deemed an election not to participate in anv re-

wnrKing or r.ugging back operation proposed in such a weii. or portion thereof, to which the mitiai Non-Consent election applied that is 

conducted at ,mv time prior to mil recovery by the Consenting Parties ot the Non-Consenting Partv s recoupment account. Anv such 

reworking cr p.tigging back operation conducted during the recoupment period shali.be deemed pari ojLtbyC cost ot operation of said well 

and there shaii be added to the sums to be recouped by the Consenting Parties one itutitlrt'^'percent ixJwH?) of that portion ot the costs of 

the reworking or plugging back operation which wouid have been chargeable to such Non-Consenting Partv had it participated therein. If 

such a reworking or plugging back operation is proposed during such recoupment period, the provisions ot this Article VLB. shaii be ap

plicable as between sate Consenting Parties in said weil. 

During the Period ol time Consenting Parties are entitled to receive Non-Consenting Party's share ol production, or the 

proceeds tr.ereirom. Consenting Parties snaii be responsible (or the payment of all production, severance, excise, gathering and other 

taxes, ana aii rovaitv. overriding royalty and other burdens applicable to Non-Consenting Party's share oi production not excepted by Ar

ticle III.D. 

In the case oi any reworking, pegging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 

oi cost, a;! easing, tubing and other equipment m the weii. but the ownership ot ail sucn equipment shall remain unchanged: and upon 

abandonment ol a weii after sucn reworking, plugging back or deeper drilling, the Consenting Parties shail account for all such equip

ment to tne owners thereof, with each partv receiving its proportionate part in kind or in value, less cost ol salvage. 

successful 
Within sixty >(>()) days alter the/completion, ot anv operation under this Article, the party conducting the operations for the 

Consenting Parties snail furnish each Non-Consenting Partv with an inventory of the equipment in and connected to the well, and an 

itemized statement oi the cost ot drilling, deepening, plugging back, testing, completing, and equipping the weil for production: or. at its 

option, the operating partv, in lieu ot an itemized statement ot such costs ol operation, mav submit a detailed statement of monthly bill

ings. Each month thereatter. during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 

operations tor the Consenting Parties shaii furnish the Non-Consenting Parties with an itemized statement ol all costs and liabilities in

curred m the operation ot the weii. together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 

realized t'rera the saie of the well's working interest production during the preceding month. In determining the quantitv of oil and gas 

produced curing any month. Consenting Parties shall use industry accepted methods such as. but not limited to. metering or periodic 

weil tests. Anv amount realized from me saie or other disposition of equipment newlv acauired in connection with any such operation 

which wemd have been owned bv a Non-Consenting Partv had it participated therein shall be credited against the total unreturned costs 

oi the worx done and of the equipment purchased in determining when the interest ot such Non-Consenting Party shall revert to it as 

above provided; and if there is a credit balance, it shall be paid to sucn Non-Consenting Partv. 
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Lf and wnen tne Consenting Parties recover irom a NonConsenung Party's relinquished interest tne amounts provided for above, 

the relinquished interests ot such Non-Consenting Party snail automatically revert to it. ana. from and alter such reversion, such Non-

Consenune Partv snaii own the same interest in such weii. the material and equipment in or pertaining thereto, and the production 

theretrom as sucn Non-Consenung Partv wouid have been entitled to had it parucipated in the drilling, rewoncina, deepening or plugging 

back of sam well. Thereafter, such Non-Consenune Partv snail be charged with and shall Day its proportionate part ot the further costs ot 

tne operation ot said weii in accordance witn the terms of this agreement ana the Accounting Procedure attached hereto. 

10 Notwithstanding trie provisions ot this Article VI.B.2.. it is agreed that without tne mutual consent ot ail panics, no weils shail 

' 1 'De completed in or produced irom a source ct suppiy trom which a well located elsewhere on the Contract Area is producing, unless sucn 

12 weil conforms to the then-existing weii spacing pattern tor such source ot suppiy. 

i ; 

14 

15 

16 Tie provisions ol this Article shall have no application whatsoever to the drilling of the initial weii described in Article V I A . 

17 except ia) as to Article V I I . D . l . (Option No, 2:, ii selected, or tb) as to the reworkine, deepening and plugging back of such initial well 

18 alter it has been drilled to the depth specified in Article VI A. if it shall thereafter prove to De a dry hole or. it initially completed for pro-

19 ducuon. ceases to produce in paying quanuues. 

20 
21 
- -> 

23 3 Stand-Bv 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 thereot furnished to the parues. stand-by costs incurred pending response to a party's nouce 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 ,ng operauon just completed. Stand-by costs subsequent to ail parues responding, or expirauon of the response time permitted, whichever 

-7 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-

23 maucai paragraph of Article VLB.2, shail be charged to and borne as part ol the proposed operauon. but it the proposal is subsequentiy 

29 withdrawn oecause ol insufficient participation, such stand-bv costs shall be allocated between the Consenting Parties in the proportion 
; 0 each Consenung Party's interest as shown on Exhibit " A " bears to trie 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 
; 6 also be appiicabie to any proposai to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

37 locauon (herein C3iled "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 3 proposed sidetracking operation that does not own an interest in the 

39 atfected weii bore at tne time of the nouce shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

10 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

+4 a i If the proposai is for sidetracking an existing dry hole. reimDursement shall be on the basis of the actual costs incurred in 

45 the initial dniiing ot the weil down to tne depth at which the sidetracking operation is initiated. 

46 
47 

48 

49 b) If the proposai is for sidetracking a weil which has previousiv produced, reimbursement shall be on the basis of the weil's 

50 saivable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 

/ l provisions ot Exhibit " C " . less the estimated cost of salvaging and the estimated cost ot plugging and abandoning. 

53 

54 

55 In the event that nonce for a sidetracking operation is given while the drilling ng to be utilized is on location, the response period 

56 shall be limited to forty-eight (481 hours, exclusive of Saturday, Sunday and legal holidays; provided, however, anv partv may request and 

57 receive up tc eight (8) addiuonal days after expirauon ot the forty-eight (48) hours within which to respond bv paving for all stand-bv 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 shail be allocated between the parues taking additional ume to respond on a day-to-day basis in the proportion each electing par-

60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all other in-

61 stances the response period to a proposai for sidetracking shall be limited to thirty (30) davs. 

-̂ 2 

63 
[ H 

<'A C. T A K I N G PRODUCTION IN K I N D : 

Each party shail take in kmc or separately dispose ot its proportionate share oi ail oil and gas produced irom die Contract Area. 

•8 exclusive ot production which may De used m development and producing operauons and in preparing and treating otl and gas tor 

marketing purposes and production unavoidably lost. Anv extra expenditure incurred m the taking in kind or separate disposition bv anv 

0 party ot its proportionate share ot the production snail be borne by such partv. Anv partv taking its share ot production m kind shall be 



) 

o 
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47 

48 

51 

52 

53 
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required to cav tor cmv its proporuonate snare ot sucn part ot Operator s sunace laciiiues which it uses. 

Each party shail execute such division orders and contracts as mav De necessarv tor the saie ot its interest in production from 

tne Contract Area. ana. excee as provided :n Article VII.B.. shall be entitled to receive payment directly trom the purchaser thereof tor 

its share ot ail proouction. 

in the event anv party snau taii to maxe tne arrangements necessarv to taxe in kind or separately dispose oi its proportionate snare ot 

t.-.e oil produced trom tne Contract Area. Operator snail have tne riant. suDiect to tne revocation at wui bv the partv owning it. but not 

tr.e obligation, to purchase such oil or sell it to otners at any time and trom time to time, tor the account ot tne non-taking parry at the 

10 best once octatnable in tne area tor sucn production. Anv such purchase or saie bv Operator snail be suDtect always to the right oi the 

11 owner ot the production to exercise at anv time its riant to take in kind, or separately dispose ot. its snare ot all oil not previously 

12 .ieiivered to a purcnaser. Any purchase ot saie bv Operator ot anv other party's share ot oil shall be ontv lor such reasonable periods ot 

13 time as are consistent with the minimum needs ot the maustrv under the particular circumstances, but in no event tor a period in excess 

14 oi one 11) year. 

15 

16 !n the event one or more parties' separate disposition ot its share ot the sas causes spht-stream deliveries to separate pipelines and/or 

17 deliveries wnich on a aav-to-day basis tor any reason are not exactly equal to a party s respective proportionate share oi totai gas sales co 

13 be allocated to it. the balancing or accounting between the respective accounts ot the parties shall be in accordance with any gas balancing 

19 agreement oetween the parues hereto, whether such an agreement is attacned as Exhibit "E'F or is a separate agreement. 

20 

21 D. Access to Contract Area and Information: 

23 Each party shail have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operauons. 

24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 

25 ana records relaung tnereto. Operator, upon request, shall furnish each of the other parties with copies of ail forms or reports tiled with 

26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports ot stock on hand at the first of 

27 each montn. and shall maxe available samples of any cores or cuttings taken from anv well drilled on the Contract Area. The cost of 

28 gathering and furnishing information to Non-Operator, other than that specified above, snail be charged to tne Non-Operator that re-

29 quests tne intormauon. 

30 

31 E. Abandonment of Wells: 

s2 

33 1. Abandonment ot Dry Holest Except for any weii drilled or deepened pursuant to Article VLB.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 ail parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 

36 within forty-eight 148) hours lexciusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 

37 such well, such party snau be deemed to have consented to the proposed abandonment. AU 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 weil. Any party who objects to plugging and abandoning such well shall have tm PIUM IB take over tne well and conduct further 

•40 operauons in search of oil and/or gas subject to the provisions of Article VLB. 

41 
4 - 2. Abandonment of Wells that have Produced: Except for any weii in which a Non-Consent operauon has been conducted 

hereunder for which the Consenting Parties nave not been fully reimbursed as herein provided, any well which has been completed as a 

+4 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, trie well shall 

be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense ot all the parties hereto. If. within 

thirty i. 30) davs after receipt of nouce of the proposed abandonment of any well, all parties do not agree to die abandonment of such well, 

those wishing to continue its operauon trom the intervaifs) of the formationts) then open to production shall tender to each of the other 

parues its proportionate share ot the vaiue of the well's salvable material and equipment, determined in accordance with the provisions ot 
4 9 Exhibit " C " . '.ess the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 

^0 the non-abandoning parues. without warranty, express or implied, as to title or as to quanuty. or fitness tor use oi the equipment and 

material, all of its interest in the weii and related equipment, together with its interest in the leasehold estate as to. but only as to. the in

terval or intervals of the tormauon or formations then open to producuon. If the interest of the abandoning party is or includes an oil and 

gas interest, such party shail execute and deliver to the non-abandoning party or parties an oii and gas lease, iimited to the interval or in

tervals of the iormauon or formauons then open to producuon. 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 therebv, such lease to be on the form attached as Exhibit 

56 

57 

58 

59 

60 

61 

62 

63 
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65 

66 

67 

'̂ 8 

69 

~0 

8-



- . .A.P.L. F O R M 6 1 " - M O D F L F O R M O P E R A T I N G A G R E E M E N T ' -2 

A R T I C L E M 

continued 

"3 'F The assignments cr leases so iimiteo snail encompass the ' •drilling unit upon wnich the well is located. The payments bv. and the 

assignments or .eases to. me assignees snail be m a ratio oasea upon tne reiationsnio oi their respective percentage ot participation in the 

Oontnct Area to me aggregate ot the percentages ot participation in the Contract Area ot aii assignees. Tnere snail be no readiustmem ot 

interests in tne remaining portion ot the Contract Area. 

Thereaiter. acanoomng parties snail have no turther responsiDihtv. uabihtv. or interest m tne operation ot or production trom 

r.e wen in tne interval or intervals then open other tnan the royalties retained in anv lease maoe under tne terms ot tnis Article. Upon re-

tecst. ucerator snail continue to operate tne assigned weii tor tne account ot tne non-aoanaoning parties at tne rates and charges con-

•emciateo ov tnis agreement, pius anv additional cost and charges wnicn may arise as tne result ot the separate ownersmp ot the assigned 

v,;ii. Leon oroposeo abandonment o: the producing intervaus; assigned or leased, the assignor or lessor shall then nave the option to 

repurchase its prior interest m tne weii i using tne same valuation tormuiai and participate m lurtner operations tnerein supject to the pro

visions nereot. 

V Abandonment oi Non-Consent Operauons: The provisions ot Article VI.E.1. or \ I.E.2. above snail be applicable as between 

Consenting Parties in tne event ot the proposed abandonment oi anv weii excepted trom said Articles: provided, however, no weil shall be 

permanently plugged ana abandoned unless and until ail parties having the right to conduct turther operauons therein nave been notified 

.it tne proposed acandonment and afforded the opportunity to elect to take over tne weil in accordance with the provisions ot this Article 

VI.E. 

ARTICLE V I I . 

EXPENDITURES A N D L I A B I L I T Y OF PARTIES 

A. Liability of Parties: 

The Uabmtv o: the parties shail be several, not |Oir.t or collective. Each partv shaii be responsible oniv tor its obligauons. and 
snail be liable oniv tor us proportionate share ot the costs ot developing and operating the Contract Area. Accordingly, the liens granted 
among tne parties in Article VII.B. are given to secure oniv the debts ot each severally. It is not the intention ot the parties to create, nor 
-nail this agreement oe construed as creating, a mining or other partnership or association, or to render tne parties liable as partners. 
I t i s not the i n t e n t i o n of the p a r t i e s t h a t t h i s c o n t r a c t i s made or intended f o r 
the T benefit of aa y r t h i r d oerson. 
B. Liens and Payment TJefauits: 

Each Non-Operator grants to Operator a iien upon its oil and gas rights in the Contract Area, and a security interest in its share 

oi oii and.or gas when extracted and its interest m ail equipment, to secure payment ot its share oi expense, together with interest thereon 

at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 

state. Operator shail be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob

taining oi judgment bv Operator for the secured indebtedness shail net be deemed an election of remedies or otherwise affect the lien 

rights or security interest as security tor the payment thereof. In addition, upon default by anv Non-Operator in the payment of its share 

of expense. Operator shaii have the right, without prejudice to other rights or remedies, to coilect trom tne purchaser the proceeds from 

the sale of such Non-Operator's share of oil and/or gas until the amount owed bv such Non-Operator, pius interest, has been paid. Each 

purchaser snail be enutied to reiy upon Operator s written statement concerning the amount ot any default. Operator grants a like lien 

and security interest to the Non-Operators to secure payment oi Operator's proportionate share of expense. 

if anv partv fails or is unabie to pay its snare ot expense within sixty io01 days after rendition ot a statement therefor by-

Operator, the non-defaulting parties, including Operator, shail. upon request Dy Operator, pay the unpaid amount in the proportion that 

the interest ot each such party bears to the interest ot all such parties. Each party so paying its share ot the unpaid amount shall, to obtain 

reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

C. Payments and Accounting: 

Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 

and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respecuve propor

tionate shares upon the expense basis provided in Exhibit " C " . Operator snail keep an accurate record of the joint account hereunder, 

showing expenses incurred and charges and credits made and received. 

Operator, at its election, shall have the right from ume to time to demand and receive from the other parties payment in advance 

of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 

month, which right mav be exercised oniv by submission to each such party of an n i m i m naramam ot rn,u;n attimriran nfonrta. innwrhnn 

"•rh an invoice for its share thereof. Each such statement and invoice for the payment tn advance of estimated expense shall be submitted 

on or before the 20th dav of the next preceding month. Each party shall pay to Operator its proportionate share ot such esum«»e within 

fifteen 11 Y> davs after such estimate and invoice is received. II any party fails to pay its share ot said estimate within said time, the amount 

due shail bear interest as provided in Exhibit " C " unui paid. Proper adjustment shall be made monthly between advances and-«ctual ex

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 

D. Limitation of Expenditures: 

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except anv weil drilled or deepened 

pursuant to the provisions of Article VI B 2. ot this agreement. Consent to the drilling or deepening shall include: 

V..:::--^ik'F 

-9-
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.-ARTICLE M I 

continued 

; X Option A;' i . Aii necessarv exoenoitures tor tree jriiiing or deepening, testing, completing and cauipping oi tne weii. including 

2 necessarv tankage ana or surtuce (acuities. 

• _ Option No. A Ae nec. jry expenditures tcr tne Uniting or deepening and testing ot tne weii. When sucn weii has reached its 

autnonzeo deem, and aii tests nave oeen completed, and the results tnereot mrnisneu to tne parties. Operator snail give immediate notice 

te tne Non Operators wno nave tne rier.t tc participate m tne completion costs. The parties receiving sucn notice snail have tortv-eight 

».-" hours iexclusive oi Saturday. sunaav ana ieeai hondavs; in wnich to elect to participate in tne setting oi casing and tne completion at 

'empt. iucn election, wr.cn made, snail include consent to aii necessarv expenditures tor tne completing ana euuiopmg ot such weil. in-

s.tiding necessarv tanKage and/or surtace faculties, t-aiiure oi any partv receiving sucn notice to repiv witnm tne period aoove nxed shail 

o i • ensutute an election oy tnat partv not to participate in tne cost ot the completion attempt, it one or more, out less man all ot the parties. 

', 1 elect to set pipe ana to attempt a completion, the provisions ot Articie VLB.2. hereot (the pnrase "reworking, deepening or plugging 

12 "ack'' as contained in Article VLB 2. shall be deemed to include "completing • shaii appiv to tne operations inereaner conducted bv less 

': ; than ail parties. 

[', 2. Rework or Plug Back: Without tne consent ot aii parties, no weii shaii be reworked or plugged back except a weil reworked or 

A; plugged back pursuant to the provisions oi Article VI B.2. ol this agreement. Consent to tne reworking or plugging back ot a well shall 

1" include all necessarv expenditures in conducting such operations and completing and equipping ot said weii. including necessarv tankage 

13 and/or surtace facilities. 

19 

20 A Other Operations: Without tne consent ol ail parties. Operator snail not undertake anv single proiect reasonabiv estimated 

21 to require an expenditure m excess ot A ' J e n t y - f i v e t h o u s a n d Dollars ;S 2 5 , 0 0 0 . 0 0 } 

22 except in connection with a weii. the drilling, reworking, deepening, completing, recompleting. or plugging Pack ot which has been 

2: previously authorized bv or pursuant to tnis agreement: provided, however, that, m case ol explosion, lire. llood or other sudden 

2 '; emergency, whether ot the same or dilterent nature. Operator may take such steps and incur such expenses as in us opinion are required 

25 to deal with the emergency to safeguard iii'e and property out Operator, as promptly as possioie. shall report the emergency to the other 

26 parties. 11 Operator prepares an authority for expenditure I A I E ' I for its own use. Operator snail furnish anv Non-Operator so requesting 

27" an information copy tnereot tor anv single proiect costing in excess nt F i f t S S f l t H O U S a n d 

28 Dollars is - 5 » 0 0 0 • UO h u t j e s s than tne amount tirst set torth above in this paragraph. 

29 

iO P. Rentals. Shut-in Well Payments and Minimum Royalties: 

M 

*2 Rentals, shut-in weil payments and minimum rovaittes which mav be required under the terms ol anv lease shall be paid bv the 

?3 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-

<4 tnbuted interests in the same iease to this agreement, sucn parties may designate one of such parties to make said payments tor and on 

W behalf ol all such parties. Any partv mav request, and shall be entitled to receive, proper evidence ot all such payments. In the event of 

36 iJilure to make proper payment ot anv rentai. shut-in weil payment or minimum royalty through mistake or oversight where such pav-

s7 ment is required to continue the lease in torce. anv loss which results trom such non-payment shall be borne in accordance with the pro-

38 visions ot Article IV.B.2. 

s9 

U) Operator shall notilv Non-Operator 01 the anticipated completion of a shut-in gas weil. or the shutting in or return to production 

*1 of a producing gas weil. at least five Oi days (excluding Saturdav. Sunday and legal holidays 1. or at the earliest opportunity permitted bv 

42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In tne event ol failure bv Operator to so notify 

.3 Non-Operator, the loss ot any lease contributed hereto by Non-Operator ror failure to make timeiv payments ot anv shut-in weil payment 

,4 shall be borne lointiv bv the parties hereto under the provisions ot Article IV.BA. 

15 

46 F. Taxes: 

47 

18 Beginning with the first calendar year after the effective date hereot. Operator shail render tor ad valorem taxation all property 

subject to this agreement which by law should be rendered for such taxes, and it shall pav 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 ito include, but not 

51 be limited to. royalties, overriding royalties and production payments! on leases and oil and gas interests contributed bv such Non-

52 Operator. If the assessed valuation ot anv leasehold estate is reduced bv 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 

=i4 owners ot such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-

35 tion. if the ad valorem taxes are based in 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 m accordance wuh the tax 

57 value generated bv each party's working interest. Operator shall bill the other parties for their proportionate shares ot all tax payments in 

58 the manner provided in Exhibit " C " . 

59 

'oO If Operator considers any tax assessment improper. Operator mav. at its discretion, protest within the time and manner 

61 prescribed bv 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 sucn protested assessment shail have been finally determined. Operator snail pav the tax tor the joint ac-

; M count, together with anv interest and penaitv accrued, and the total cost shaii then be assessed against the parties, and be paid bv them, as 

05 provided in Exhibit " C " . 

66 
67 Each party shaii pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect to 

(58 'he production or handling ot such party's share ot oil and/or gas produced under tne terms ol this agreement. 

b9 

70 
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.ARTICLE V I I 

continued 

i G. Insurance: 

5 At all times wniie operations are conducted hereunder. Operator snail comoiy with the workmen's compensation law of 

the state wnere tne operauons _.e oeing conducted: provided, however, mat Operator mav oe a sell-insurer tor liability under saidcom-

rensation laws in wnich event tne oniv cnarge mat snail be made to tne iomt account snau be as provided in exhibit " C " . Operator shall 

..so carrv or provide insurance tor me benetit ot me iomt account ot the parties as outlined m Exhibit " D " . attacned to and made a part 

'.ereoi. Operator snau reauire aii contractors engaged in worn on or tor me Contract Area to comoiv with the workmen s compensation. 

,.:.v ot tne state wnere tne operauons are peine conducted ana to maintain sucn omer insurance as Operator mav reauire. 

;,) in the event automooiie oubiic liability insurance is soecnied in said Exhibit "D" . or subsequently receives the approval oi the 

; 1 parties, no airect cnarge snail be made ov Operator ior premiums paid tor sucn insurance tor Operator s automouve equipment. 

• 3 ARTICLE V I I I . 

i ACQUISITION. M A I N T E N A N C E OR T R A N S F E R OF I N T E R E S T 

Ik A. Surrender of Leases: 

;S The leases covered bv this agreement, msotar as they emorace acreage m the Contract Area, shail not be surrendered in whole 

;o • r in part umess ad parties consent tnereto. 

:o 
21 However, shouid anv party desire to surrender its interest in any iease or in anv poruon thereot. and the other parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or impiied warranty ot tide, all of its interest in 

2; such lease, or portion thereof, and any wed. material and equipment which may be located thereon and anv rights in production 

24 thereatter secured, to the parties not consenung to such surrender. If the interest ot the assigning party is or includes an oil and gas in-

25 terest. the assigning party snail execute ana deliver to the party or parues not consenting to such surrender an od and gai iease covering 

26 sucn oil and gas interest ior a term ot one i i I year and so long thereatter as oii and/or gas is produced from the land covered thereby, such 

2~ lease to De on the torm attacned hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 

28 ooiigauons tnereatter accruing, but not tneretotore accrued, with respect to me interest assigned or leased and the operauon ot any well 

29 attributable thereto, and the assigning party snail have no turther interest in the assigned or leased premises and its equipment and pro-

sQ ducuon other than the royalties retained in anv iease made under the terms of this Article. The party assignee or iessee shall pay to the 

s 1 party assignor or iessor tne reasonable salvage vaiue of the latter s interest in any wells and equipment attributable to the assigned or leas-

52 ed acreage. The value ot ail material shail be determined in accordance with the provisions ot Exhibit " C " . less the estimated cost of 

53 salvaging anc the estimated cost ot plugging and abandoning, if the assignment or lease is in favor of more than one party, the interest 

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

35 

36 Any assignment, iease 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, iease or surrender in the balance ot the Contract Area: and the acreage 

38 assigned, leased cr surrendered, and subsequent operations thereon, shail not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

12 

i3 If anv party secures a renewal ci anv oii and gas iease suoiect to this agreement, aii other parties shail be notified promptly, and 

44 >hall have tne right for a period of thirtv (30) days following receipt of such notice in which to elect to participate in the ownership of the 

45 renewai iease, msotar as such lease affects iands within the Contract Area, by paying to the party who acquired it their several proper pro-

46 porttonate snares of the acquisition cost allocated to that part of such lease within the Contract Area, which shaii be in proportion to the 

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

-i8 

19 If some, but less than all, of the parties eiect to participate in the purchase ot a renewai lease, it shall be owned by the parties 

50 who eiect to participate merein. m a ratio based upon tne reiationsnip oi their respective percentage ot 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. 

5 2 Any renewai iease in which less than aii parties eiect to participate shail not be subject to this agreement. 

53 

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

55 bv the acquiring party. 

56 
57 The provisions of this Article shaii apply to renewai leases whether thev are for the entire interest covered bv the expiring lease 

58 cr cover only a poruon of its area or an interest therein. Any renewai lease taken before the expirauon of us predecessor lease, or taken or 

59 contracted for within six 16) months after the expiration of the existing lease shall be subject to this provision: but anv lease taken-or con-

60 tracted for more than six (6i months after the expiration ot an existing lease shall not be deemed a renewal lease and shall not be subject to 

(>1 the provisions of this agreement. 

o2 

63 The provisions in mis Articie shail also De applicable to extensions ot oil ana gas ieases. 

S 

')5 C. Acreage or Cash Contributions: 

60 

' i 7 While tnis agreement is in force, tl anv party contracts for a contribution ot cash towards the drilling ol a weil or my other 

'>8 operation on the Contract Area, sucn contribution shail be paid to the party who conducted the drilling or other operation and shall be 

:>9 appiied bv it against the cost ot such ending or other operation, if the contribution be in the form ot acreage, the partv to whom the con-

~!) tnbution is made shail promptly tender an assignment of the acreage, without warranty ot title, to the Drilling Parties in the proportions 

•11-



...A.P.L. FORM OFJ • MO r FORM OPERATING AGREEMENT - '2 

AitncLE vrn 
continued 

aia Drilling Parues snarea tne cost ot drilling me weii. Such acreage snail become a seoarate Contract Area ana. to the extent possible, be 

governed bv provisions identical to this agreement. Each partv snail prompuy notuv ail other parues ot anv acreage or cash contributions, 

it mav ootain in support ot anv well or anv other operation on tne Contract Area. Tne above provisions shail also be aopucable to op

tional rights to earn acreage outside the Contract Area which are in support ot a weil drilled insiae the Contract Area. 

!t anv partv contracts tor anv consideration relating to disposition oi sucn party s snare ot suostances produced hereunder, such 

. tnsiaerauon snaii not oe aeemea a contriDuuon as contemplated in tnis Article V1II.C. 

D. Maintenance ot Uniform interest: 

For the purpose ot maintaining unuormitv ot ownership in tne oii ana gas leasenoid interests covered ov this agreement, no 

partv snau seii. encumoer. transter or mane other disposition ot its interest in tne leases emoraceo witnin tne Contract Area and in weils. 

•duipment anc production uniess sucn disposition covers either: 

1. the enure interest ct the partv in aii leases and equipment and prooucuon: or 

I . an equa: undivided interest in all leases and equipment and proouction in tne Contract Area. 

Everv such sale, encumbrance, transter or other disposition made bv anv partv shall be made expressiv suoiect to this agreement 

iitti shad be mace without oreiuoice to tne right oi the otner parties. 

If. at anv time tne interest ot anv partv is divided among and owned bv tour or more co-owners. Operator, at its discrenon. mav 

reauire sucn co-owners to appoint a single trustee or agent with full autnontv to receive notices, approve expenditures, receive billings for 

ana approve ano pav sucn party's share ot the toint expenses, and to deal generally with, and with power to bind, the co-owners ot such 

party 's interest within tne scope ot the operations embraced in this agreement: however, ail such co-owners shail have the right to enter 

,:ito ano execute aii contracts or agreements ior the disposition ot their respective shares oi the oil and gas produced from the Contract 

Area and they snaii have the right to receive, separately, payment ot the saie proceeds thereot. 

IA Waiver oi Rights to Partition: 

If permittee bv the laws of the state or states in which the propertv covered herebv is located, eacn partv hereto owning an 

undivided interest m the Contract Area waives anv and ail rights it may have to partition and nave set aside to it m severaitv its undivided 

interest tnerem. 

M n i ••' i' 

t r r m h r r . n r i m i r , , , , , „ , j . „ C n n t . n r 

Area, it shaii promptly give written notice to the other parties, with full information concerning its proposed saie. whichji«nrt7iHucie the 

name and address of the prospective purchaser twho must be readv. willing and able to purrhaseirhp_ pujrtTaff*nrirp and all other terms 

ot the otter. The other parties shall then have an optional prior right, tor a periodrjiFjairrtTTrrjays atter receipt of the nouce. to purchase 

on the same terms and conditions the interest which the I I I I I I M I J I | ,I iiiiipTTTMii seil: and. it this optional right is exercised, the purchas

ing parties shail share tne purchased inierestm<yi»^?TTffl^^ tnat the interest ot each bears to the totai interest of all purchasing par

ties. However, there shail h e ^ ^ n ffrer:tTai right to purcnase in tnose cases wnere anv partv wishes to mortgage its interests, or to 

dispose oi its cjj#f«6 :fiviT:erger, reorganization, consolidation, or saie of ail or suDstantiailv ail oi its assets to a suosidiarv or parent com-

I O . I I M I I I f i l 1 1 i l n n m n l r n m n n n u . - . r t n i n n , , . m n , . n i . i n n m i r l i • • n n , ^ , - r . , n n , r. r „ m i ^ ^ r i i r-., • r-^ f f q p y 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an associauon 

for pront between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 

and not loint cr collective, or tnat this agreement and operauons hereunder shail not consutute a partnership, if. ior federal income tax 

purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 

trom tne application of aii cf the provisions oi Subchapter " K ' \ Chapter i . Subutie " A " , of the Internal Revenue Code ot 1954. as per

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

ecute on Dehalf of each party hereby affected such evidence ot this elecuon as may be required by the Secretary of the Treasury of the 

United States or the Federal Internal Revenue Service, including specificallv. but not by way ot limitation, ail of the returns, statements, 

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

evidence of this election, eacn such party shall execute such documents and furnish such other evidence as mav be requirwi-by the 

Federal Internal Revenue Service or as mav be necessarv to evidence this elecuon. No such partv shall give anv nouces or take any other 

action inconsistent with the election made hereby, if anv present or future income tax laws ot the state or states in which the-Gontract 

Area is located or anv future income tax laws ot the United States contain provisions similar to those in Subchapter " K ' \ Chapter 1, 

Subtitle " A " , of the Internal Revenue Code of 1954. under which an election similar to that provided bv Section 761 of the Code Is per

muted, each partv hereov atfected shall make sucn election as mav be permitted or required bv sucn laws. In making the foregoing elec

tion, eacn sucn party states tnat the income derived bv sucn party trom operauons hereunder can oe adeouateiv determined without the 

computation ot partnership taxaple income. 



A.A.P.L. FORM 610 - MO, _ FORM OPERATING AGREEMENT 

ARTICLE X. 

CLAIMS A N D LAWSUITS 

Operator mav seme anv smaie uninsured third oartv damage claim or suit arising irom operauons nereunaer if the expenditure 

!o?snot»rmi
 Ten Thousand ana no/100 rv,n^ 

; x 0 . 0 0 0 • CO ^ n a n t n e Savment is in complete settlement ot sucn ciaim or suit, if the amount reautrea for settlement ex-

.eas tne arjove amount, tne parties nereto snail assume and taKe over tne turtner nanaung ot tne ciaim or sun. unless sucn authority is 

;e:egateo to Operator. AU costs ano expenses ot nanaung. settling, or otherwise discharging sucn ciaim or suit shail be at the joint ex

pense ot the parties oarticipaung in tne operation trom wmcn the ciaim or suit arises, if a claim is macie against anv parry or ii any party is 

I 1 1 --ued on account ot anv matter arising trom operauons nereunoer over wnich sucn individual has no controi because ot the rights given 

11 Operator PV this agreement, sucn party snaii immediately notify all other parties, and the ciaim or suit snail be treated as any other claim 

.2 or suit involving operauons nereunaer. 

ARTICLE X I . 

• '-> FORCE MAJEURE 

. :i 

if anv partv is rendered unaoie. whoiiv or in part, bv force maieure to carrv out its ooligauons under this agreement, other than 

;$ ine obligation to make monev payments, that partv shail give to aii other parties prompt written notice oi the force maieure with 

[••) reasonably tuil particulars concerning it; thereupon, tne ooligauons ot the partv giving tne nouce. so tar as thev are aitected by the force 

2.) maieure. snail be suspended during, out no longer than, the continuance ot tne force maieure. The aitected party shail use ail reasonable 

2! diligence to remove the iorce maieure situation as auickiv as pracucable. 

2* The requirement tnat any iorce maieure snail be remedied with ail reasonabie dispatcn shall not require the settlement of strikes, 

2-i lockouts, or other iabor difficulty by the partv involved, contrarv to its wisnes; how all sucn difficulties snail be handled shall be enureiy 

25 within the discretion oi the party concerned. 

1" Tne term "force maieure". as here employed, shail mean an act ot God. strike, lockout, or other industrial disturbance, act of 

25 the puoiic enemy, war. blockade, pueiic riot, lightning. lire, storm, tlood. explosion, governmental action, governmental delay, restraint 

29 or inaction, unavailability ot equipment, and anv other cause, whether ot the kind speciticallv enumerated above or otherwise, which is 
: 0 not reasonaoiv within the controi ot tne partv claiming suspension. 

31 

52 ARTICLE X I I . 
;3 NOTICES 
; 4 

55 Ail notices authorized or required between the parties and required bv anv ot the provisions ot this agreement, unless otherwise 

56 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 

57 the parties to whom the nouce is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 

• R shall be deemed given oniv when received by the party to whom such notice is directed, and the time for such partv to give any notice in 

59 response thereto shail run from the date the onginaung notice is received. The second or any responsive notice shall be deemed given 

.,0 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent bv telex or telecopier. Each party 

.1 shall have the right to change its address at anv time, and from time to time, bv giving written notice tnereot to all other parues. 

ARTICLE X I I I . 

*-+ TERM OF AGREEMENT 

- i ' 

H(> This agreement shaii remain m full force ana effect as to the oil and gas leases and/or oil and gas interests subiect hereto for the 

(7 period ot time selected below; provided, however, no party hereto shall ever be construed as having any ngnt, titie or interest in or to any 

18 lease or oii and gas interest contributea bv any other party beyond the term oi this agreement. 

i9 

*0 — Option No. 1: So iong as any of the oii and gas leases subject to this agreement remain or are conunued in force as to any part 

-1 ot the Contract Area, wnether by production, extension, renewal or otherwise, 
s •> 

5 3 Option No. 2: In the event tne weii described in Article VI.A., or any subsequent weil drilled under anv provision of this 

54 agreement, resuits in production ot oil and.or gas in paying quantities, this agreement shall continue in force so iong as anv such well or 

55 weils produce, or are capaole of production, and for an additional period of 9 0 , j a y S f r o m cessation of all production: provided, 

v , however, if. prior to the expirauon oi such additional period, one or more ot the parties hereto are engaged in drilling, reworking, deepen-

57 ing, plugging pack, testing or attempting to complete a well or weils hereunder, this agreement shall continue in force until such opera-

58 tions have Oeen compieted and if producuon results therefrom, this agreement shail continue in force as provided herein. In the event the 

^9 well described m Article VI.A., or any subsequent weil drilled hereunder, results in a drv hole, and no other weil is producing, orcapable 

60 of producing oil and/cr gas trom the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

61 mg operations are commenced within ^0 days from the date of abandonment ot said weil. 

\ ; '•<• is agreed, however, that the termmauon ot this agreement snaii not relieve anv partv hereto trom anv iiabilitv which has 

•v4 accrued or attached prior to the date ot sucn termination. 

68 

69 

"0 
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ARTICLE X I V . 

COMPLIANCE W I T H LAWS A N D REGULATIONS 

\ . Laws. Regulations ana Orc.-.s: 

~.-.is agreement snau De suoiect to tne conservation taws ot tne state :n wmcn tne Contract .Area ts located, to tne vaiid rules, 

eolations, ano oroers ot anv ouiv constuuteu reeuiatorv pouv ol said state: ano to an otner anciicabie leuerai. state, and local laws, or 

..nances, ruies. regulations, ana oruers. 

B. Governing Law: 

" l i s agreement ana ail matters pertaining nereto. inducing, out not umitea to. matters oi nertormance. nonperformance, breach, 

r-.-meaies. procedures, rights, auties ana mteroretauon or construction, snail be govern ea ana aeterminea bv the law ot the state m which 

'he Contract Area is locatefl. it the Contract .Area is in two or more states, tne iaw oi tne state ot New M e x i c o 

.".all govern. 

(A Regulatory Agencies: 

Nothing herein contained shaii grant, or :>e construed to grant. Operator tne rtgnt or autnontv to waive or reiease anv rights, 

'rtvueges. or obligations wmcn Non-operators mav nave under lederai or state laws or under ruies. regulations or oruers promulgated 

.inder sucn iaws m reference to oii. gas ano mineral operations, including the location, operation, or production ot weils. on tracts offset

ting or aaiacent to tne Contract Area. 

With respect to operations nereunaer. Non-Operators agree to release Operator trom anv and all losses, carnages, iniuries. claims 

and causes of action arising out oi. incident to or resulting directiv or indirectiv trom Operator s interpretauon or application of rules, 

rtiiings. regulations or orders ot the Department ot Energy or predecessor or successor agencies to the extent sucn interpretation or ap

plication was maae in gooo iaith. Each Non-Operator turther agrees to reimourse Operator ior anv amounts anpncaDle to sucn Non-

' Joerator s snare oi oroauction that Operator mav pe required to retuno. rebate or pav as a resun ot sucn an incorrect interpretation or 

application, together witn interest and penalties tnereon owing by Operator as a result of sucn incorrect interpretation or application. 

Non-Operators authorize Operator to prepare and submit sucn documents as mav be reauired to be submitted to the purchaser 

• t anv cruae oil soid hereunder or to any other person or entity pursuant to the requirements oi me "Crude Oil Windfall Profit Tax Act 

oi 1980". as same mav be amended from time to time t "Act";, and anv vaiiu regulations or rules which mav oe issued bv the Treasury 

Department from time ro time pursuant to said Act. Each partv hereto agrees to turnish anv and all certifications or other information 

winch is required to be turnisned bv said Act in a timeiy manner and in sumcient detail to permit compliance with said Act. 

ARTICLE X V . 

OTHER PROVISIONS 
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ARTICLE X V I . 

MISCELLANEOUS 

Tnis agreement snau be r.cane urxin ana snau inure to tne oeneitt ot tne oarues nereto ana to tneir resDecuve netrs. devisees, 

icgai representatives, successors ana assigns. 

—-a instrument tnav oe executes m anv numoer ci counteroarts. eacn 01 wmcn snau be considered an original tor aii purposes. 

:.\ WITNESS WHEREOF. this agreement snau be etiective as ot _ j £ :av ot ••••UqUSt ;9 90 

O P E R A T O R 

MESA OPERATING LIMITED PARTNERSHIP 
3y : ^ i ckens Operatma Co., General Partner 

Bv: illd^l^.PjdA^ 
Richara W. Petr ie 
Manager-Land & Acauisit ions .47 

AMOCO PRODUCTION COMPANY 

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

LEE WAYNE MOORE AND JOANN MONTGOMERY 
MOORE, TRUSTEES, MOORE LOYAL TRUST 

29 
30 
31 
32 

33 
54 
35 
36 

WEST TIMBERS LIMITED PARTNERSHIP 

NORTH TIMBERS LIMITED PARTNERSHIP 

PAUL UMBACH 

TEXACO INC. 

38 
39 
^0 

-43 
44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

EAST TIMBERS LIMITED PARTNERSHIP 

MIZEL RESOURCES 

CONOCO, INC. 

TOC ROCKY MOUNTAINS, INC. 

15 



EXHIBIT "A 

Attached to and maae a part of that certain Operating Agreement dated May 1, 
1990, by ana between Mesa Operating Limited Partnersnip as Operator and 
Amoco Production Comr̂ ny, Texaco Inc., Conoco, Inc., TOC Rocky Mountains, 
Inc., Mizel Resources, Lee Wayne Moore ana JoAnn Montgomery Moore, North 
Timbers Limited Partnersnip, East Timbers Limited Partnersnip, Paul H. 
Umbach, ana West Timbers Limited Partnersnip, as Non-Operators. 

0) Identification of Tanas suDject to agreement: 

Township 29 North, Range 8 West 
Section i6: W/2 
San Juan County, New Mexico 

(2) Restriction, i f any, as to depths or formations: From the surface 
to the oase of the Fruitland Coal formation. 

(3) Percentages or fractional interest of parties to this agreement: 

Mesa Operating Limited Partnership 25.00% 
Amoco Production Comodny 33.21% 
Texaco Inc. 25.00% 
Conoco, Inc. 5.25% 
TOC Rocky Mountains, Inc. 6.25% 
Mizel Resources 1.40% 
Lee Wayne Moore & JoAnn Montgomery 
Moore 1.13% 

North Timbers Limited Partnership .97% 
East Timbers Limited Partnership .33% 
Paul H. Umbach .31% 
West Timbers Limited Partnersnip .15% 

(4) Addresses: 

Mesa Operating Limited Partnership 
P. 0. Box 2009 
Amarillo TX 79189-2009 

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

Texaco Inc. 
P. o. Box 2100 
Denver CO 80201-2100 

Conoco, Inc. 
3817 Northwest Expressway 
Oklahoma City OK 7 3112 

TOC Rocky Mountains, Inc. 
6162 So. Willow Drive Sjite 300 
Englewood CO 80155 

Mizel Resources 
6560 E. 41st Street 
Tulsa OK 74145 

Lee Wayne Moore & JoAnn Montgomery 
Moore 
403 N. Marienfeld 
Midland TX 79201 

North Timbers Limited Partnership 
East Timbers Limited Partnership 
West Timbers Limited Partnership 
c/o Cross Timbers Production Company 
Suite 2000 W.T. Waggoner Bldg. 
810 Houston Street 
Fort Worth TX 76102 

Paul H. Umbach 
P. 0. Box 1797 
Boulder CO 80206 
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EXHIBIT 

Attached to and maae a 

JV ana between Me 
•art of 

sa Ooe 

-hat certai n Ooeratina Aareement aated lav i , 1990 Attached to and maae a 

JV ana between Me 
•art of 

sa Ooe ci na L i mi t ea Partnersnia . as Ooerator, i,na Amoco Production 

Company, '.'est Tin-bers L imi ted Par tri er s n i n , Forth Ti-bers Limited PartnersniD, East Timbers 

' i n i t e d ^ortneTSh i p , Ai zel Re source c Lee w'avne Moore .ma JoAnn Honteomerv Moore, Trustees 

Aore Lovai Trust, Paul Umbach. Texaco Inc., Jonoco. Inc. -na fOC ROCKV Mountains, Inc., as 
An-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 ' shail mean the reai and personal property suoject to the agreement to which this Accounting" Procedure 
is attacnea. 
'Joint Operations" shall mean ail operations necessarv 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 ana which are to be shared by the Parties. 
"Operator'' shall mean tne party designated to conduct the Joint Operations. 
"Non-Operators' shail mean the Parties to this agreement other than the Operator. 
"Parties ' shall mean Operator and Non-Operators. 
"First Levei Suoervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 

of other employees ana/or contract iabor directly employed on tne Joint Property in a field operating capacity. 
'Technical Employees" shall mean chose emDioyees naving special and specific engtneermsr. geological or other profes
sional skills, ana 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" shaii mean personal property, equipment or supplies acquired or neid for use on the Joint Property. 
"Controllable Material" shall mean Matenai which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before the iast day of each month for their proportionate share of the Joint Ac
count for the preceding month. Such bills wiii 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. 

T 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 1151 days after receipt of the bill
ing or by the first day of the month for which the advance is required, whichever is iater. Operator shall adjust each 
monthly billing to reflect advances received from tne Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen 115) days after receipt. If pavment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce 
Bank, . .ouston, Texas : i n the first day of the month in which delinquency occurs plus 1% or the maximum 

contract rate permitted by the applicable usury iaws in the state tn which the Joint Property is located, whichever 
is the iesser. pius 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 snail be made unless it is maoe within the same prescribed 
period. The provisions of this paraaxapn snail not prevent adjustments resuittncr from a pnysicai inventory of Controllable 
Material as provided for in Section V. 

COPYRIGHT® 1985 by the Council of Petroieum Accountants Societies. 

- s c o m m t f l a t d b v t h e C o u n o i 

ot Petroivum Accountants 
Soc iv fm 
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.">. Audits 

A. A Non-Operator, upon notice in writing to Operator anu al! other Non-Operators, shall have the right to audit Opera
tor's accounts ana records relating to tne Joint Account tor anv calendar year within the twenty-four (24) month 
perioa followintr the end of such calendar year: provided, however, the maxine of an audit shail not extend the time 
for tne taking of written exception to anu the adjustments of accounts as provided for in Paragraph 4 of this Section 
i. Where mere are two or more Non-Onerators. tne Non-Operators snail make every reasonable effort to conduct a 
oint auait in a manner which wiii result m a minimum of inconvenience to the Operator. Operator snail bear no por
tion of the Non-Ooerators' audit cost incurred under tnis paragraph unless agreed to bv tne Operator. The audits 
-nail not oe conducted more tnan once eacn year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shail be made at tne expense of those Non-uperaiors approving such audit. 

B. The Operator shail repiy in writing to an audit report within loO days after receipt of such report, 

ii. 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 ana 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 snail be controlling on ail Non-Operators. 

I I . DIRECT CHARGES 

Operator shall charge the Joint Account witn the following items: 

1. Ecological and Environmental 

i 'osts 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 mav include surveys ot an ecological or archaeological 
nature ano pollution controi procedures as required by applicable laws and regulations. 

Rentals and Royalties 

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

:}. Labor 

A. IT) 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. 

i (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 sucn 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 
j whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs under 
i this Paragraph 3B may oe charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
I salaries and wages chargeable to the Joint Account under Paragraph :'A of this Section II . If percentage assessment 
| is used, the rate shall be based on the Operator's cost experience. 

! C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
I to Operator s costs chargeable to tne Joint Account under Paragraphs :1A and 3B of this Section II . 

; D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
:?A of this Section I I . 

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 ;iA and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent
ly recommended by the Council of Petroleum Accountants Societies. 

o. 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 Materia; 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. 



m 13. If surplus Matenai 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 shail be 
maae to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

i ' . In tne application ot subparagraphs A and B above, the option to eouaiize or cnaree actual trucking cost is available 
nen tne actual cnaree is £400 or less excluding accessorial cnarges. The S4UO win 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 II and Paragraph i. ii. and iii. of Section [ I I . The cost of professional consultant services and contract ser
vices of technical personnel directly engaged on tne 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 snaii not be charged to the Joint Account unless previously agreed to by the Parties. 

A 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. uepreciatiqm ana interest on gross investment less accumulated depreciation not to exceed 

twe I ve percent (__ iJL_'.'J per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of tne Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator mav 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. 

'(. 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, fiood. 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 

Costs and expense of handling, investigating and settling litigation or claims, discharging of liens, payment 
of judgments ana amounts paid for settlement of claims incurred in or resulting from operations under the 
agreement or necessary to protect or recover the Joint Property, and the costs and expenses incurred in con
nection with hearings and other matters before governmental bodies and agencies and costs and expenses in
curred in examining and curing t i t l e , except that no charge for services of Operator's legal staff shall be 
made. 

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 vaiue generated by each party's workinpr interest. 

12. Insurance (See Exhibit "D" attached) 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
event Joint Operations are conducted in a state in which Operator may act as seif-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 snail include a charge at Operator's cost not to exceed manual rates. 

Li . Abandonment and Reclamation 

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

14. Communications 

Lost of acquiring, ieasmg. 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 IL 

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I . or in Section II I 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. 

-3-



I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

i x) Fixed Rate Basis. Paratrraph l A. or "5 e e Schedule I Attacned hereto ana made a part hereof 
( ) Percentage Basis. Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in iieu of costs and expenses of all offices and salaries 
or wages pius applicable burdens and expenses of all personnel, except tnose 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 governmentai agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section i l l uniess such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

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

i ) shall be covered by the overhead rates, or 
l X ) shail not be covered by the overhead rates. 

iii . 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: 

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

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ 3831 
(Prorated for less than a full month) 

Producing Well Rate $ ^82 

(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 weil 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 snail 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 
f 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-weil 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 tne 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 weii 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 bv multiplying the rate cur
rently in use by the percentage increase or decrease in the average weeklv 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 
Canaaa. as applicable. The adjusted rates shall be the rates currently in use. pius or minus the computed ad
justment. 

B. Overhead - Percentage Basis 

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

-4-



(a) Deveiopmenc 

Percent I vo) of the cost of development of the Joint Property exclusive of costs provided 

under Parag-rapr. .0 of Section i l and all salvage credits. 

;b) Operating 

Percent ( ••>) of the cost of operating the Joint Property exclusive of costs provided under Paragrapns 2 and 10 of Section i l . all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments wnich are ievied. assessed and paia upon the mineral interest in and 
to the Joint Property. 

i2) 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 
shail include ail costs in connection with drilling, redrilling. deepening, or any remedial operations on any or ail 
weils 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. 

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 shail either negotiate a rate prior to the beginning of construction, or shaU charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of *25,000.00 

A. D -v

0 of first $100,000 or total cost if less, plus 
3 

B. "i of costs in excess of S100.000 but less than SI.000.000. plus 
2 

C. " ,vo of costs in excess of 51.000.000. 

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

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. 3 vo of total costs through $100,000: plus 

B. 3 v 0 f t o t a i c o s t s j n e x c e s s 0 f $100,000 but less than il.000.000: plus 

C. ~ % of total costs in excess of SI.000.000. 

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

Amendment of Rates 

The overhead rates provided for in tnis Section I I I may be amended from time to time only by mutuai agreement between 
the Parties nereto if. in cractice. the rates are found to be insufficient or excessive. 

* i When design and engineering is furnished by third party contractors and charged to 
the Joint Account, the construction overhead charges on projects in excess of 
525,000.00 shall be 1-1/2% of total cost. 

o-



MS 
. New Material (Condition Ai 

i) Tubuiar woods Other tnan Line Pioe 

: . i Tubuiar trooas. sized z*. incnes ui) and lartrer. except une nine, snaii be Dncea at Eastern miii pubiished 
•;r:oaa oase onces effective as oi nate oi movement PUIS transportation cost usinir tne ao.000 nouna canoad 
•'lent oasis to tne raiiwav recei vine Doint nearest tne Joint f rooertv tor wnicn nuoiished raii rates tor 

••jouiar eoods exist. If the su.uuit nouna ran rate is not oifered. tr.c 70.0UO nouna or yti.OOO nouna rati rate 
mav oe usea. Freight cnarees ior tunintr win be calculated irom Lorain. Ohio ano casing from Youngstown. 
i i r . io. 

•ii) For grades wnich are special to one miii oniv. prices snaii be comDUtea at tne miii base of that miii plus trans
portation cost from tnat mm to the raiiwav receiving point nearest tne joint Propertv as provided above in 
Paraerapn 2.A.(l)(a). For transportation cost trom points otner tnan Eastern miils. the 30.000 pound Oil Field 
Haulers Association interstate trucK rate snaii be usea. 

11• i Special end finish tubuiar goods shaii be oricea at the lowest nuoiished out-of-stock price, f.o.b. Houston. 
Texas, pius transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate, to 
tne railway receiving point nearest the Joint Propertv. 

nil Macaroni tubing (size iess tnan 2!'. inch OD) shaii be priced at the lowest published out-of-stock prices f.o.b. 
the supplier pius transportation costs, using tne Oii Field Haulers Association interstate truck rate per weight 
of tubing transterreo. to tne ratiwav receiving point nearest the .Joint Property. 

• 2) Line Pine 

ia) Line pipe movements (except size 24 men OD and iarger with waiis ;, inch and oven 30.000 pounds or more 
-hall be priced under provisions of tubular goods pricing in Paragraph A.(11(a) as provided above. Freight 
.marges snaii be calculated from Lorain. Ohio. 

<b> Line pipe movements (except size iM men OD and larger with waiis inch and oven less than 30.000 pounds 
-nan be priced at Eastern miii puoiished carioad base prices effective as of date of shipment, plus 20 percent, 
pius transportation costs Dased on freight rates as set forth unoer provisions of tubular goods pricing in Parx-
graph A.(11(a) as provided above. Freight charges shall be calculated from Lorain. Ohio. 

io Line pipe 24 inch OD and over and v, inch waii and iarger shail be priced f.o.b. the point of manufacture 
at current new published prices nius transportation cost to the raiiwav receiving point nearest the Joint 
Property. 

id) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on puoiished price lists shall be 
priced at quoted prices pius freieht to the raiiwav receiving point nearest the Joint Property or at prices 
agreed to bv the Parties. 

13) Other Matenai shall be priced at the current new price, in effect at date of movement, as iisted by a reliable supply 
store nearest the joint Property, or point of manufacture, pius transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

1 \) Unused new Matenai. 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 suppiy store nearest tne Joint Property, or point of 
manufacture, pius transportation costs, if applicable, to tne raiiwav receiving point nearest the Joint Property. 
Unused new tuouiars will be priced as provided above in Paragraph 2 A (I) and (2). 

13. Good Used Matenai (Condition B) 

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

11) Matenai moved to the Joint Property 

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

12) Matenai used on and moved from the Joint Property 

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

tb) At sixty-five percent 165%) of current new price, as determined by Paragraph A. if Material was originally 

charged to the Joint Account as used Matenai. 

13) Matenai 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 ot reconditioning, if anv. snail be absoroea bv the transferring property. 

L. Other Usea Matenai 

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

-ti-



• Li Conaiuon D 

Material, excluding • '".k. no longer suitaoie for its original purpose, out usaDie for some otner purpose shall be 
: ricea on a oasis commensurate witn its use. Operator mav dispose oi Condition L> Material unaer procedures 
"ormauv used ov operator witnout prior approval of Xon-ooerators. 

.! i jisine. tuning, or nr::: n:pe usea as une pipe snau be priced as oraue .A ana B seamless une pipe of com-
araoie size ana weient. u « u casing, tuning or ur;u Pipe utmzeu as ,me piue snau oe onced at usea iine 
:pe prices. 

HI Casing, tuoing or anii nipe usea as nieher pressure service tines tnan stanaard iine Dtpe. e.g. power oil lines, 
-nail be oricea unaer normal pricing proceuures ior casing, tuning, or unii Dipe. L'pset tubular goods shall 
;e priced on a non uoset oasis. 

1 '•',) Condition E 

Junk shaii be priced at prevailing prices. Operator mav dispose of Condition £ Material under procedures nor-
•naiiv utilized ov Operator without prior approval of Non-Operators. 

D. obsoiete Material 

Material wnich is serviceable ano usaoie for its ongmai function but condition ana/or vaiue of such Material is not 
• •uutvaient to that wnich wouid iusiu'v a price as provided above mav ne soeciaiiv priced as agreed to by the Parties. 
Such price snouid result in tne Joint Account heme charged with the vaiue oi the service rendered by such Material. 

Pricing Conditions 

1) Loading or unloading costs mav oe charged to the Joint Account at the rate of twentv-five cents (25T) per hundred 
weight on ail tubular gooas movements, in iieu of actual loading or unloading costs sustained at the stocking 
joint. The above rate shail be aoiusted as of the first day of Aprii eacn vear following Januarv I . 1985 by the same 
percentage increase or decrease used to aaiust overnead rates in Section i l l . Paragrapn 1.AI3L Each year, the 
rate calculated shall be rounded to the nearest cent and shail be tne rate in effect untii the first day of April next 
year. Such rate snail be puoiished eacn vear ov tne Council of Petroleum Accountants Societies. 

• _') Matenai involving erection costs snail be charged at applicable percentage of the current knocked-down price of 
new Matenai. 

Premium Prices 

Whenever Matenai is not readilv obtainable at published or listed prices because of national emergencies, strikes or other 
unusuai causes over wnich the Operator has no controi. the Operator mav cnarge the Joint Account for the required 
Matenai at the Operator's actual cost incurred in providing such Matenai. in making it suitable for use. and in moving 
it to the Joint Propertv: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for sucn Material. Each Non-Operator shail have the right, bv so electing and notifying Operator within 
ten days after receiving notice from Operator, to furnish in kind ail or part of his share of such Matenai suitable for use 
ana acceptable to Operator. 

Warranty of Material Furnished By Operator 

1 iperator noes not warrant the Matenai furnished. In case of defective Material, credit shall not be passed to the Joint 
Account until adjustment nas been received bv Operator from the manufacturers or their agents. 

V. INVENTORIES 

e Operator shaii maintain detailed records of Controllable Material. 

Periodic Inventories. Notice and Representation 

At reasonabie intervals, inventories snail be taken bv Operator of the Joint Account Controilable Material. Written notice 
if intention to take inventory snail be given bv 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. 

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 shail be made by Operator to the Joint Account for 
overages ano shortages, but. Operator shail be held accountable oniv for shortages due to iack of reasonabie diligence. 

Special Inventories 

Special inventories mav oe taken whenever tnere is anv saie. change of interest, or chanee of Operator in the Joint Property. 
It shall be tne duty of the partv selling to notify ail other Parties as ouicklv as possible after tne transfer of interest takes 
uace. in sucn cases, both the seiier and the purchaser snaii be governed ov sucn inventory. In cases involving a change 
if Operator, aii Parties shail be governed bv sucn inventory. 

Expense of Conducting Inventories 

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

B. The expense ot conducting speciai inventories snail be charged to the Parties requesting sucn inventories, except in
ventories required due to change of Operator snail be charged to the Joint Account. 



••b) Casirj, tubing or d r i l l 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 d r i l l p i p e . 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 procedure normally utilized by Operator 
without prior approval of Non-Operators. 

0. Obsolete Material 

Material which is serviceable and usable for its original function but 
condition and/or value of such Material is not eauivalent 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 (254) 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 f i r s t 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 f i r s t 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. 

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 Operacor shail maintain detailed records of Controllable Material. 

1. Periodic Inventories. Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
Non-Operators may 'oe represented when any inventory is taken. Failure of Non-Operators to be represented at an inven
tory shall bmc 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 mav 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 
piace. In sucn cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change 
of Operator, aii Parties snail be governed by such inventory. 

4. Expense of Conducting Inventories 

A. The expense of conducting periodic inventories snail 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 snail be charged to the Joint Account. 

- 8 -



SCHEDULE I 

Attached to and maae a part of J o i n t Operating Agreement dated May 1, 1990, 
by and between Mesa Operating Limited P a r t n e r s h i p , as Operator, and Amoco 
Production Company, West Timbers Limited P a r t n e r s h i p , North Timbers Limit e d 
P a r t n e r s h i p , East Timbers Limit e d P a r t n e r s h i p , Mizel Resources, Lee Wayne Moore 
and JoAnn Montgomery Moore, Trustees, Moore Loyal T r u s t , Paul Umbach, Texaco 
I n c . , Conoco, Inc. and TOC Rocky Mountains, Inc., as Non-Operators. 

The Ccmbineo Fixed Fates, as neretofore croviaed unaer Section I I I , 
3araaraon .-. of tr.e COPAS Accounting Proceaure zz wnich this scneaule is 
ittacnea. snail be in lieu of all cnarges to the Joint Account for tns indirect 
zosts ana expenses incurred oy Operator in providing tne joint operations with 
the producing ana development functions ano services neremafter identified as 
Compensation for Administrative, Supervision, Office Services and Warenousing 
costs. 

The following reflects a representative abridged listing of the functions 
and/or services wnich shall be considered as included in the Operator's Oistrict 
Expense and Warenousing, and should serve as a guide for similar functions in
tended tc be covered by tne Combined Fixed Rates even thougn some of the 
functions may oe contract services performed by third Darties. 

Salaries, Benefits and Related Costs of Field, Area and/or Oistrict: 
Managers and/or Superintendents 
Foreman - Superintendent 

Drill ind - 'Except wnen permitted as a direct charge under 
Para, l . i i , Sec. I l l ) 

Proouction - (Except wnen permitted as a direct charge under 
Para. l . i i , Sec. I l l ) 

Construction - (Except when permitted as a direct charge unaer 
Para, l . i i , Sec. I l l ) 

Production tngineers - (Except when permitted as a direct charge 
under Para, l . i i , Sec. I l l ) 

Production Geologists - (Except when permitted as a direct cnarge 
under Para, l . i i , Sec. I l l ) 

Other Technical Employees - (Except when permitted as a direct 
charge under Para, l . i i , Sec. I l l ) 

Office Stenograpners 
Office Clerks 

Time Keeping 
Preparation of Boat, Automotive and Other Vehicle Reports 
Local Purcnasing (Field Orders) 
Preparation and Coding of Invoices 
Preparation of Material Requisitions 
Preparation of Field Transfers 
Preparation of Field Receiving Reports 
Posting of Production Reports 
Preparation of Over and Short Reports 
Reading and Integration of Charts 
Preparation of Field Gas Production and Consumption Report 
Preparation of Field Office Reports to State and Federal 

Regulatory Bodies 
Miscellaneous Routine Field Office Clerical Duties 
Field Office Inventory Men 
Conducting Physical Inventories 
Preparation of Field Inventory Records 

Office Equipment, Supplies, Stationery and Forms 

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

Rentals 
Rentals paid for buildings, office and storage space used by 

District employees. 

Rentals paid in connection with sites for Oistrict production 
offices, camos, warenouses ano other faci l i t i e s usee specifically 
for District purposes. 

Ad Valorem Taxes 
Taxes paid on buildings and eauipment cnarged to Operator's 
Field, Area, and/or Oistrict investment accounts. 



I nsurance 
Net cost of aii types of insurance, including workmen's 
compensation ana puolic l i a b i l i t y insurance; wnen sucn insurance 
is applicable to District. 

The following reflects a representative abridged listing of the functions 
nd/or services wnicn shall be considered as included in the Operator's Adminis-
rative Overneaa, ana should serve as a guide for similar functions intended to 
e coverea oy tne comoineo Fixed Rates even thougn some of the functions may be 
ontract services performed oy tnird parties. 

General Management 

General Operating Administration 
Drilling Managers and/or Superintendents and Office Staffs 
Production Managers and/or Superintendents and Office Staffs 
Civil Engineers - (Except when permitted as a direct charge under 

Para. l . i i , Sec. I l l ) 
Reservoir Analysis and Engineering 
Petroleum Engineers - (Except when permitted as a direct charge 

under Para. l . i i , Sec. I l l ) 
Negotiation of Production and Residue Gas Sales 
Negotiation of Major Gas Sales 
Preparation and Negotiation of Joint Operation Agreements 
Preparation of General Production Records 
Traveling ano Transportation Expense of Home, Division, Area, 
Region, or similar Administrative Office Employees 

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

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

Area and/or District Office U t i l i t y Services 

Local Field, Area and/or District Recreation Facilities 

Safety Meetings and/or Dinners 

Area and/or District Office Safety Equipment 

First Aid Supplies 

Physical and Medical Examinations - Cost of pre-employment and 
medical examinations of personnel to be employed in the dis
t r i c t , including costs of annual or periodic examinations and 
immuni zations. 

Transportation, including freight and express costs wnen such 
costs are incurred directly in the operation and/or maintenance 
of district offices, ouildings, and fa c i l i t i e s . 

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



benefit of the Operator snail be Dome solely by the Operator. 

Moving Expenses - Costs of moving and transfer of district 
employees including relocation expenses such as real estate fees, 
closing cost, ccmoensation for loss on sale of home, carpeting 
and draperies, etc., wnen transferred within or into the 
district. Costs incurred for the primary oenefit of the 
Operator, sucn as transfer of trainees, snail be oorne solely by 
the Operator. 

Membersnios, cues ana Subscriptions for Field, Area ano/or Oistrict 
Personnel. 

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

Repair ana Maintenance on Operator's wnolly-owneo Field, Area, 
and/or District proouction offices, equipment, buildings, camps, 
roads, fences, canals, clocks, marine terminals, and slips, etc. 
including the cost of small tools and supplies used specifically 
for District purposes. 

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

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

Exploration Administration 
Geologist - (Except wnen permitted as a direct charae under 

Para, l . i i , Sec. ,111) 
General Researcn 
Geoonysi cists 

General Purchasing Administration 

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

General Oil ana Gas Well Proration and Pricing Administration 
Preparation of Reports to and Representation before 
Governmental Agencies 

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

Transportation ana Traffic Administration 

Insurance Administration 



Attached to and maae a .art of J o i n t Operating Agree .c dated May I , 1990, 
by and between Mesa Operating L i m i t e d P a r t n e r s h i p , as Operacor, and Amoco 
Production Company, West Timbers L i m i t e d P a r t n e r s h i p , North Timbers Limited 
Partnership, East Timbers Limit e d P a r t n e r s h i p , Mizel Resources, Lee Wayne Moore 
and JoAnn Montgomery Moore, Trustees, Moore Loyal T r u s t , Paul Umbach, Texaco 
Inc., Conocc, Inc. and TOC Rocky Mountains, I n c . , as Non-Operators. 

i. Operator snail at all times while operations are conducted by i t for the 
Joint Account on the jointly-ownea acreage, carry or cause to be earned, 
pay for, ana cnarge to the Joint Account Worker's Compensation and 
Occupation Disease insurance including Employer's Liability insurance 
covering the employees of Operator engagea in operations nereunaer in 
compliance with ail applicable State and Federal Laws. Such policies shall 
contain underwriters waiver of suorogation in favor of the Parties. 

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

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

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

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

Combined Bodily Injury & Property Damage 
$1,000,000 per occurence 
51,000,000 Aggregate 

The premiums for all such optional insurance so carried in Paragraph I I 
shall be paid by Operator and may be charged directly to such non-operators 
as elect in writing to participate to the extent that their interest is 
insured. 

I I I . Each oarty hereto may acquire at its own expense, any additional 
insurance to protect it s e l f . Each such policy shall provide for 
underwriters waiver of subrogation in favor of the other Parties. 

IV. Operator shall have the right, but not the obligation, to require 
satisfactory evidence of insurance or self-insurance from each non-operator 
which does not elect to participate in the optional insurance in Paragraph 
I I above. 

V. Operator shall have the right, but not the obligation, to require 
satisfactory evidence of adequate insurance or self-insurance for cost of 
controi of well and pollution l i a b i l i t y from each non-operator. Operator 
shall not provide this coverage for the oenefit of the Joint Account. In 
the event that any party fails to provide evidence of insurance as required 
herein ("failing party"), the Operator may, at its sole discretion, provide 
such insurance for and at the direct expense of the failing party. Such 
expense shall be a Joint Account expense i f not paid by the failing party. 
The Operator is under no obligation to provide such insurance for the party 
so failing to provide satisfactory evidence of its own insurance and 
nothing contained herein shall be construed to alter the obligations of any 
party hereunder. 



EXHIBIT "E" 

Attached to and made a part of that certain Operating Agreement (the 
"Operating Agreement"), datea May 1 , 1990 » by and between Mesa 
Operating Limited Partnership, Operator, and Amoco Production Company, Texaco 
Inc., Conoco, Inc., TOC Rocky Mountains, Inc., Mizel Resources, Lee aiayne rloore 
u JoAnn Montgomery Moore, North Timbers Limited Partnership, East Timbers Limited 
Partnership, .<est Timbers Limited Partnership, and Paul H. Umbach, as Non-Operators. 

GAS BALANCING AGREEMENT 
I. Definitions 

For tne purposes c' this Agreement, tne terms ss; tonn Deiow snail De aelinea as lonows: 

a. "Ooeratcr" Is the Ocerator so aesianatea unaer tne terms ot the ODeratmg Agreement. 
b. "Partv" or "Pames are tne entities wnicn nave executed tins Aareement ana nave an ownersnip 

worxing interest in ths Gas nonts unaeriying the area covered dy the ODeratmg Agreement. 
c. "Gas" includes casinanead Gas (wnicn is aii Gas produced with crude oilt ana natural Gas trom 

Gas wells. Put snail no: include nauid hvdrocamons recovered Dy lease eouioment. 
a. "Balance" is the condition occurnng wnen a Party nas utilized or sold the same Dercentage ol the 

cumulative Gas production from a particular Well as such Party's Percentage Ownersnip (as de
scribed In Paragraph ll below). 

e. "Overproduced" Is the condition occurring when a Party has utilized or sold a greater volume ol 
Gas trom a particular Well at any given time (individually or through Its Gas purcnaserj tnan it such 
Party were In Balance. 

t. "Underproduced" Is the condition occurring when a Party nas utilized or sold a lesser volume ot 
Gas Irom a particular Well at any given time (Individually or tnrougn its Gas purcnasen than it sucn 
Partv were In Balance. 

g. "Well" is defined as each Well subject to the Operating Agreement that also produces Gas or is 
allocated a snare of Gas production. It a single Well is completed In two or more reservoirs, such 
Well will be considered a separate Well with respect to, but only to, eacn reservoir from wnich the 
Gas production is not commingled in tne wellbore. It this Agreement covers a fieldwide unit, 
"Well" tor the purposes of this Agreement shall reler to gas prpouction trom tne unit separately 
accounted tor by NGPA category. 

II. Percentage Ownership of Parties 

The Parties to the Operating Agreement own tne worxing interest in the Gas rights underlying tne area ccvered 
by the Operating Agreement in accordance with the percentages or snares ot participation ("Percentage Own
ersnip") as set tonn In the Operating Agreement. 

I I I . Right to Produce and Marke t Gas ; Ef fect ive Date of th is Ag reemen t 

In accordance with the terms ot the ODeratmg Agreement, each Party thereto has specific rights relating to the 
taking and disposition of Gas produced, including the right to take in kind its share of Gas produced trom the 
applicable area and to market or otherwise disoose ot same. In the event any Party is not at any time taking or 
marketing its snare ot Gas. or nas contracted to sell its share thereof to a Dur chaser which does not at anytime 
while said Operating Agreement is in effect take the full share ol Gas attributable to the Percentage Ownership 
of such contracting Party, then the terms ot this Agreement snail automatically become effective. It an Operat
ing Agreement is already in place, the ettective date shall be the date ot first Gas sale(s) by any Party trom any 
Well(s) In the applicable area. 

IV. Overproduction 

During any period wnen anv Partv hereto is not marketing or otherwise disposing ot or utilizing its Percentaae 
Ownership ot Gas produced frdm any Well within tne applicable area, the other Parties nereto snail be entitled 
to produce, in addition to their own Percentage Ownership ot production, that portion ot sucn other Parly's 
Percentage-Ownership ot production wnich said Party is not marketing or otherwise disoosing of. and shall be 
entitled to take such Gas production and deliver same to its or their purcnaser(s) In accordance with Paragraph 
VI below: however, it one or more Underproduced Parlies nas/have a Gas market and upon concurrence ot the 
Underproduced Parties, cumulative production by an Overproduced Party shall not exceed such Overpro
duced Party's Percentage Ownersnip of the recoverable reserves ot the Well. All the Parties snail share in and 
own the liquid hydrocarbons recovered trom such Gas by lease equipment In accordance with their resoective 
Percentaae Ownership ana subiect to the Operating Agreement to which this Aareement Is attached. Put the 
Party or Parties taking sucn Gas snail own all ot the Gas delivered to Its or their Gas purchaser is) or taken tor 
their own use subject to the terms ot this Agreement. 

V. Accoun t ing fo r O v e r p r o d u c t i o n a n d U n d e r p r o d u c t i o n 

Each Party taking Gas shall furnish the Operator a monthly statement of all Gas volumes taken from each Well 
or NGPA category as applicable and the disposition ot those volumes (contract purcnases. soot sales, own 
use. other). The Operator unaer said Operating Agreement will establish and maintain currentiv a Gas account 
to snow the Gas balance which exists between/among all the Parties and will furnish each of these Parties a 
monthly statement snowing tne total auantity of Gas produced, vented or lost, the auantity taken oy any Party 
tor Its own use. and the monthly ano cumulative over and under account ol each Party. The monthly statement 
shall clearly and accurately snecifv the monthly ana cumulative ouantitv dt Gas eacn party Is Underproduced 
or Overproduced, or snail cieanv anc accurately specify it any Party Is In Balance. 

VI. Right of Underproduced Party to Make Up Production 
Alter reasonaple notice to tne ODerator. anv Partv at any time may begin marttetina or otnerwise disposing ot 
Its full Percentage OwnersniD ot tne Gas produced trom a Well wltn respect to wnich It is Underproduced, tn 
addition to such Percentage Ownersnip. satd Party, until It has balanced the Gas account as to Its Percentage 
Ownership, shall be entitled to take additional Quantities ol Gas provided that the riant to take sucn greater 
amount snail be in the proportion tnat Its Percentage Ownersnip bears to the total Percentaoe OwnersniD ot all 
Underproduced Parties deslnna to takB more tnan tneir proportionate snare ot Gas produced trom tne Well. 
Each Overproduced Parly shall reduce its resoective share ot prpaucticn in the proportion tnat sucn Party's 
Percentage Ownersnip dears to tne total Percentaae Ownersnip ot all Overproduced Parties, out in no event 
shall any Overoroauced Party De reauired to reauce its snare to less tnan littv percent (50%) ot sucn Overoro-
duced Party's proportionate snare ot the Well's curtem production. 



~aqe I . ExJ libit "E" 

VII. Set t lement When Proauc t ion is Permanent l y D i s c o n t i n u e d 

When production trom a Well Is Dermanently discontinuea. there snail be a cash settlement between/ among 
the Parties hereto lor the volume ot Gas. il any. remaining in imbalance, in making sucn casn settlement, each 
Overoroauced Partv . tall remit to the Ooerator a sum ot money attributable to the amount actuatty or construc-
::veiv received bv sucn Overproduced Partv from the sale or utilization ot oveiDroauction wnich remains ac-
:ruea to sucn Partv. less aDDiicadie taxes ano other payments in taa paid on the overoroouced volume on 
:enait of the Underproduced Parties DV sucn Overproduced Partv. The Operator snail distribute the total ot 
sucn amounts so conecteo amond Underproduced Parties in the proportion ot sucn latter Parties' under
production. It is recognized that there mav nave oeen some cnanaes in the Drice received bv Overproduced 
Parties tcr overproduction sold or otherwise utilized. It Is tneretdre agreed tnat any underproduction credited 
from time to time against anv Overprpoucec Partv shall be applied against sucn Partv's overproduction In the 
croer in wnich sucn overproduction occurred. The "amdunt actually or constructively received" shall then be 
that overproduction remaining following application ot the aoove ruie ana valued at the price in effect at the 
time sucn overproduction occurred. II apportion of a Party's Gas Is taken tor its own use ano a portion thereol Is 
sold, the Gas vaiue (or accounting between/among the Parties will be based on the price received simultane
ously by such Party for Gas soid from the Well. During periods In which a Party Is taking Gas lor Its own use and 
makino no sales. Gas so taken wiil be valued at the maximum price which sucn Party could have received tor 
sucn Gas if actually delivered under sucn Party's contract, or, it none, the weighted average price received 
simultaneously by all other Parties for Gas sold (rom all Wells. In either such Instance the value so determined 
for Gas so used will be deemed to have been constructively received by sucn using Partv. In the event refunds 
are later reauired by any governmental authority, eacn Party shall be accountable (or such refunds on the basis 
of its snare ot Gas produced and finally balanced hereunder. 

V I I I . Aud i t s ' ' S e e A t t a c f i e a Article VIII) 

.Notwua5laodlrm,araq3mv^^ 
i>ave4fte-f^hfrtof-a-oeHee-et-twe i2) yoai^aftef^fte-^ate^at-^s-aGGQURfeafe-seWetti-w-aoott-an Ovotpra-

-any -Una e rmootte e a-P affv^a -f eeofes-as^e-veHjmes. 

IX. Payment of Royalties; Indemnity for Royalty Settlements 

Unless otherwise provided in the Operating Agreement (or otherwise required in lease agreements), each 
Party wiil make settlement with the respective royalty owners to whom said Party is accountable, just as if each 
Party were taking, delivering to a purchaser or otherwise disposing of Its share, and Us share only, of such Gas 
prcduction exclusive of Gas used in lease operations, vented or tost. Each Party agrees to indemnify and hold 
each and every other Party harmless from any and all claims tor royalty payments asserted by royalty owners 
to whom each indemnifying Party is accountable. The term "royalty owner" shall include owners ot standard 
royalties, excess royalties, overriding royalties, production payments and similar interests. 

X. Payment of Produc t ion Taxes 

Unless otherwise provided In the Operating Agreement (or otherwise required in lease agreements), each 
Party producing and taking, delivering to its Gas purchaser or otherwise disposing of Gas, snail pay any and 
all proouction taxes due on such Gas. 

XI. Deliverability Tests 

Nothing herein ccntalned shall be construed as denying any Party the right, from time to time, and with at least 
twenty "(20) days written notice to Operator, subject to the concurrence ol all Gas purchasers, to produce and 
take or deliver to Its purchaser its full share of the allowable Gas production to meet the deliverability tests 
required by lis Gas purchaser. 

XII. Effect on Operating Agreement 

Nothing herein contained shall, among other things, change or affect the obligations ol each Party to Pear and 
pay its proportionate share ol all costs, expenses, and liabilities Incurred as provided In the Operating Agree
ment. 

XI I I . Negot ia ted Cash Ba lance 

Nothing herein contained shall be construed as precluding cash balancing at any time as negotiated among 
Parties. 

XIV. Scope and Term of Agreement 

This Agreement shall constitute a separate agreement as to each Well within the applicable area o( the Operat
ing Agreement. It shall Inure to the benefit ol and be binding upon the Parties hereto, their successors, legal 
representatives and assigns. It shall become effective In accordance with Its terms and shall remain In force 
and effect as long as the Operating Agreement to which It is attached remains in effect, ana hereafter unt i l 

the gas balance accounts Detween the parties are settled in f u l l . 



VIII. Audits 

Anv Non-Ocerator. ucon written nonce to the OQerator. snail have tne ngnt to audit the 
accounts ana recoras relating to the volumes OT gas oroaucea from the weil for any 
calenaar year within the twenty-four i24) montn penoa following the ena of sucn calendar 
year; provided, however, if a recurring error is discovered or if the Operator failed to 
provide monthly balancing statements as required in Paragraph 5. recoras relating to prior 
periods may also be auaited ana adjusted. suDiect to the aopiicabte statute of limitations 
of the jurisdiction in which the property is located. Upon monetary settlement as provided 
for in Paragraph 7, an unaerproducea Darty has the right to audit an overproduces party's 
prices upon which settlement is basea for a period of two (2) years after the respective 
gas balance account is settled. The parties shall make every reasonable effort to conduct 
joint audits in a manner wnich will result in a minimum of inconvenience to the party being 
audited. The auait shall not Pe conaucted more than once each year without prior 
approval of the party being audited, except upon monetary settlement or the sale, 
transfer, or other aisposition (excluding mergers ana reorganizations) of such party's 
interest, and shall be maae at the expense of those parties approving such audit 
Nothing herein shall be construed as granting any parry the right to audit another party's 
gas purchase/transportation contract nor shall it require any party to grant credit for any 
volume or price adjustments until adjustment has been made by the 
purchaser/transporter. 



Liit uoeratmK 
:"" a^d between Mesa 0- -ratine Limited Partnersnm. Ooerator and Amoco 
^oauction Companv, We. Timbers Limited Partnersnip, .,'orth Timbers L i f t e d 
Partnership, East Timbers Limited Partnership, Mizel Resources Lee Wayne Moore 
and JoAnn Montgomery Moore, Trustees, Moore Loval Trust, Paul Umbach, Texaco 
Inc., Conoco, Inc. and TOC Rockv Mountains, Inc., as Non-Operators. 

EXHIBIT l l n l l 

CQIiVRACTOR'S CERTIFICATION FOR 
MESA OPERATING LIMITED PARTNERSHIP 

A. EQUAL EMPLOYMENT OPPORTUNITY 

It is hereov aareea that the following provisions, wnich are ajso set 
forth in Section 202 of Executive Order 11246, are maae a part or eacn 
aareement ana purchase oraer presently existing or wnich may oe entered into 
hereafter, oetween Contractor ana Mesa Operating Limited Partnersnip. 

1. Contractor will not discriminate against any emoioyee or 
applicant for emDlovment because of race, color, religion, 
sex or national origin. Contractor w i l l take affirmative 
action to ensure that aoplicants are employed, and that 
employees are treated during emoloyment, without regard to 
their race, color, reliaion, sex or national origin. Such 
action snail include, cut not be limited to the following: 
Employment, upgrading, demotion or transfer, recruitment or 
recruitment advertising; layoff or termination; rates or 
pay or other forms of 'comoensation; and selection for the 
training, including apprenticesnip. Contractor agrees to 
post in consoicuous places, available to employees and 
applicants of emoioyment, notices to be provided by tr.2 
contracting officer, setting forth the provisions of this 
nondiscrimination clause. 

2. Contractor w i l l , in all solicitations or advertisements for 
employees placed by or on behalf of Contractor, state that 
all qualified applicants w i l l receive consideration for 
employment without regard to race, coior, religion, sex or 
national origin. 

3. Contractor will send to each labor union or representative 
of workers with which he has a collective bargaining 
agreement or other contract or understanding, a notice to 
be provided by the agency contracting officer, advising the 
labor union or workers1 representatives of the Operator's 
commitments under Section 202 of Executive Order No. 11246 
of SeDternoer 24, 1965, ano shall post copies of the notice 
in consoicuous places available to employees and aoplicants 
for employment. 

4. Contractor will comply with a l l provisions of Executive 
Order No. 11246 of SeDternoer 24, 1965, and of the rules, 
regulations ana relevant oraers of the Secretary of Labor. 

5. Contractor will furnish a i l information and reports 
reauirea by Executive Order No. 11246 of Septemoer 24, 
1955, and by the rules, regulations, and orders of the 
Secretary of Labor, or pursuant thereto, and wil l permit 
access to his books, recoras and accounts by the 
contracting agency and the Secretary of Labor for purposes 
of investigation to ascertain compliance with such ruies, 
regulations, and orders. 

6. In the event of Contractor's non-comoliance with the 
nondiscrimination clauses of this contract or with any of 
such ruies, regulations or oraers, this contract may be 
cancelled, terminated, or susDenaed in whole or in part ana 
the Contractor may be declared ineligible for further 
Government contracts in accordance ' with procedures 
authorized in Executive Order No. 11246 of Septemoer 24, 
1965, and such other sanctions may be imposed and remedies 
invoked as provided in said Executive Order No. 11246 of 
Septemoer 24, 1965, or by rules, regulation or order of the 
Secretary of Labor, or as otherwise provided by law. 

7. Contractor wi U include the Drovisions of Paragranns (1) 
througn (7) in every suDconrrscr nr- r.».«-*-- ~-~ 



exempted by rules, regulations, or oraers of the Secretary 
of Labor issued pursuant to Section 204 of Executive Order 
No. 11246 of September 24, 1965 , so that such provisions 
will be c ,dinq upon each subcontractor or vendor. 
Contractor will take sucn action with respect to any 
suocontract or Durcnase oraer as the contracting agency may 
direct as a means of enforcing sucn provisions including 
sanctions for noncompliance; provided, however, that in the 
event Contractor Decomes involved in, or is threatened with 
litigation with a subcontractor or vendor as a result of 
such direction by the contracting agency, the Contractor 
may request the United States to enter into such litigation 
to protect the interest of the United States. 

3. EQUAL EMPLOYMENT OPPORTUNITY REPORTING 

Contractor agrees to f i l e with the appropriate federal agency a complete 
and accurate report on Standard Form 100(EEO-1) within 30 days after the 
signing of this agreement or the award of any such purchase order, as the case 
may be, (unless such a report has been filed in the last 12 months), and agrees 
to continue to f i l e such reports annually, on or before March 31. (41 CFR 
60-1.7(a)). 

C. AFFIRMATIVE ACTION COMPLIANCE PROGRAM 

Contractor agrees to develop and maintain a current written affirmative 
action compliance program for each of its establishments in accordance with the 
reauiations of the Secretary of Labor promulgated under Executive Order No. 
11246, as amended. (41 CFR 60-1.40). 

D. CERTIFICATION OF NONSEGREGATED FACILITIES 

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

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

NOTICE TO PROSPECTIVE SUBCONTRACTORS 
OF REQUIREMENT FOR CERTIFICATIONS 

OF NONSEGREGATED FACILITIES 

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

o 
-£.-



EMPLOYMENT OF VETERANS 

1. ~he Affirmative Action for Disabled Veterans and Veterans 
of the Vietnam Era Clause set forth at Section 60-250.4 of 
Title 41 Code of Federal Regulations is hereDy incorporated 
nerein by reference. 'This clause is aoplicaoie to all 
:ontracts or ourcnase oraers for 510,000 or more.; 

2. Contractor agrees -"urther to place the aDove provisions in 
any subcontract nonexemDt unaer tne ruies and regulations 
promulgated by the Secretary under the Vietnam Era Veterans 
Readjustment Assistance Act of 1974. 

EMPLOYMENT OF HANDICAPPED PERSONS 

1. The Affirmative Action for Handicapped Workers Clause set 
forth in Section 60-741.41 of Title 41 Code of Federal 
Regulations is hereby incorporated herein by reference. 
(This clause is applicable to ail contracts or purchase 
orders for 52,500 or more.) 

2. Contractor agrees further to place the above provision in 
any subcontract nonexempt under the rules and regulations 
promulgated by the Secretary under the Rehabilitation Act 
of 1973. 


