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STATE OF OHIO 
DEPARTMENT OF NATURAL RESOURCES  

DIVISION OF OIL AND GAS RESOURCES MANAGEMENT 
 
In re the Matter of the Application of   : 
XTO Energy Inc. for Unit Operation  : 
  : Application Date:  December 12, 2014
   : 
Schnegg Unit C  : 
 

APPLICATION 

Pursuant to Ohio Revised Code Section 1509.28, XTO Energy Inc. ("XTO"), hereby 

respectfully requests the Chief of the Division of Oil and Gas Resources Management 

("Division") for an order authorizing XTO to operate the Unitized Formation and applicable land 

area in Belmont County, Ohio, (hereinafter, the "Schnegg Unit C") as a unit according to the 

Unit Plan attached hereto and as more fully described herein.  XTO makes this request for, and 

unitization is necessary for, the purpose of substantially increasing the ultimate recovery of oil 

and natural gas, including related liquids, from the Unitized Formation, and to protect the correl-

ative rights of unit owners, consistent with the public policy of Ohio to conserve and develop the 

state's natural resources and prevent waste. 

I. 
APPLICANT INFORMATION 

XTO is a corporation organized under the laws of the State of Delaware, with its 

principal office located at 810 Houston Street, Fort Worth, TX 76102-6298.  XTO is registered 

in good standing as an "owner" with the Division. 

XTO designates to receive service, and respectfully requests that all orders, 

correspondence, pleadings and documents from the Division and other persons concerning this 

filing, be served upon the following:  

Brian R. Boyer 
W. Richard Hathaway 
Sherrard, German & Kelly, P.C. 
535 Smithfield Street, Suite 300 
Pittsburgh, PA  15222 
Tel. (412) 355-0200 
E-mail:brb@sgkpc.com  
 wrh@sgkpc.com 

David Pearson
Senior Landman 
XTO Energy Inc. 
714 Main Street  
Fort Worth, TX  76102 
Tel.  (817)885-3502 
E-mail: Charles_Pearson@xtoenergy.com  

 Ronnie Blackwell
Senior Counsel 
XTO Energy Inc. 
714 Main Street  
Fort Worth, TX  76102 
Tel.  (817)885-3494 
E-mail: Ronnie_Blackwell@xtoenergy.com
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II. 
PROJECT DESCRIPTION 

The Schnegg Unit C is located in Belmont County, Ohio, and consists of twenty-eight 

(28) separate tracts of land. See Exhibits A-1 and A-2 to the Unit Operating Agreement (as 

defined herein), showing the plat and tract participations, respectively. The total land area in the 

Schnegg Unit C is approximately 426.531 acres.  At the time of this Application, XTO and other 

working interest owners participating in this Application have the right to drill on and produce 

from approximately 425.981 acres of the proposed unit – i.e., approximately ninety-nine and 

87/100 percent (99.87%) of the unit area, well above the sixty-five percent (65%) threshold 

required by Ohio Revised Code § 1509.28. As more specifically described herein, XTO seeks 

authority to drill and complete one or more horizontal wells in the Unitized Formation, defined 

as fifty (50) feet above the top of the Utica formation to fifty (50) feet below the top of the 

Curdsvile Member of the Lexington/Trenton formation, from a single well pad located on the 

northwestern portion of the Schnegg Unit C, to efficiently test, develop, operate and produce the 

Unitized Formation for oil, natural gas, and related liquids production.  XTO's plan for unit 

operations (the "Unit Plan") and accompanying unit operating agreement (the “Unit Operating 

Agreement”) are attached to this Application as Attachment 1 and Attachment 2, respectively. 

Among other things, the Unit Plan allocates unit production and expenses based upon each tract's 

surface acreage participation in the unit; includes a carry provision for those unit participants 

unable to meet their financial obligations, and which determines reimbursement, in part, based 

upon the costs of and risks related to the project; and conforms to industry standards for the 

drilling and operating of horizontal wells. 

III. 
TESTIMONY 

The following pre-filed testimony has been attached to the Application supporting the 

creation of the Schnegg Unit C: (i) testimony from a Geologist establishing that the Unitized 

Formation is part of a pool and supporting the Unit Plan's recommended allocation of unit 

production and expenses on a surface acreage basis1; (ii) testimony from a Reservoir Engineer 

establishing that unitization is reasonably necessary to increase substantially the recovery of oil 

and gas, and that the value of the estimated additional resource recovery from unit operations 

                                                      
1 See Attachment 3. 
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exceeds its estimated additional costs2; and (iii) testimony from a Landman describing the 

project generally and the terms of the Unit Plan3. 

IV. 
THE CHIEF SHOULD GRANT THIS APPLICATION 

A. Legal Standard  

Ohio Revised Code § 1509.28 requires the Chief of the Division to issue an order 

providing for the unit operation of a pool – or a part thereof – If it is reasonably necessary to 

increase substantially the ultimate recovery of oil and gas, and the value of the estimated 

additional resource recovery from the unit's operations exceeds its additional costs. See Ohio 

Rev. Code § 1509.28(A). 

The Chief's order must be on terms and conditions that are just and reasonable and 

prescribe a plan for unit operations that includes the following: 

(1) a description of the unit area; 

(2) a statement of the nature of the contemplated operations; 

(3) an allocation of production from the unit area not used in 
unit operations, or otherwise lost, to the separately owned tracts; 

(4) a provision addressing credits and charges to be made for 
the investment in wells, tanks, pumps, and other equipment 
contributed to unit operations by owners in the unit; 

(5) a provision addressing how unit operation expenses shall be 
determined and charged to the separately owned tracts in the unit, 
and how they will be paid; 

(6) a provision, if necessary, for carrying someone unable to 
meet their financial obligations in connection with the unit; 

(7) a provision for the supervision and conduct of unit 
operations in which each person has a vote with a value 
corresponding to the percentage of unit operations expenses 
chargeable against that person's interest; 

(8) the time when operations shall commence and the manner 
in which, and circumstances under which, unit operations will 
terminate; and 

(9) such other provisions appropriate for engaging in unit 
operations and for the protection or adjustment of correlative 
rights. 

XTO further proposes the following additional provisions in the 
event that the Division issues an order authorizing unitization of 
the Schnegg Unit C: 

XTO shall present unitized parties with the option to: 

                                                      
2 See Attachment 4. 
3 See Attachment 5. 
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(a) elect to enter into an oil and gas lease identical to the Paid-
Up Oil and Gas Lease attached as Exhibit B of the Unit 
Operating Agreement, for a lease bonus payment of eight 
thousand dollars ($8,000) per net mineral acre, and a 
royalty rate on production of twenty percent (20%); or 

(b) shall be deemed to be a non-consenting working interest 
owner receiving a royalty on production of twelve and one-
half percent (12.5%), and a working interest of eighty 
seven and one-half percent (87.5%), subject to the terms 
and conditions of the Unit Plan and the Unit Operating 
Agreement. 

Upon the issuance of an order authorizing unit operations, XTO 
shall present these options by certified mail. Should a unitized 
party fail to make an affirmative election prior to the effective date 
of a final non-appealable order the unitized party shall be deemed 
to have selected option (b). 

See Ohio Rev. Code § 1509.28(A). The Chief's order becomes effective once approved in 

writing by those owners who will be responsible for paying at least sixty-five percent of the costs 

of the unit's operations and by royalty and unleased fee-owners of sixty-five percent of the unit's 

acreage. Once effective, production that is "allocated to a separately owned tract shall be 

deemed, for all purposes, to have been actually produced from such tract, and all operations *** 

[conducted] upon any portion of the unit area shall be deemed for all purposes the conduct of 

such operations and production from any lease or contract for lands any portion of which is in-

cluded in the unit area." Ohio Rev. Code § 1509.28. 

B. XTO's Application Meets the Legal Standard  

i. The Unitized Formation is Part of a Pool 

The "Unitized Formation" consists of the subsurface portion of the Unit Area (i.e., the 

lands shown on Exhibit A-1 and identified in Exhibit A-2 to the Unit Operating Agreement) at an 

approximate depth of fifty (50) feet above the top of the Utica formation to fifty (50) feet below 

the top of the Curdsvile Member of the Lexington/Trenton formation. The evidence presented 

with this Application establishes that the Unitized Formation is part of a pool and, thus, an 

appropriate subject of unit operation under Ohio Rev. Code § 1509.28.4   Additionally, the 

evidence establishes that the Unitized Formation is likely to be reasonably uniformly distributed 

                                                      
4 A "pool" is defined by statute as "an underground reservoir containing a common accumulation of oil or gas, or 
both, but does not include a gas storage reservoir."  Ohio Rev. Code § 1509.01(E).  See also Attachment 3 at Pg. 2, 
Ln. 1 - 23 
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throughout the Unit Area and thus it is reasonable for the Unit Plan to allocate unit production 

and expenses to separately owned tracts on a surface acreage basis.5 

 ii. Unit Operations Are Reasonably Necessary to Increase Substantially the 
Ultimate Recovery of Oil and Gas 

The evidence presented in this Application establishes that unit operations are reasonably 

necessary to increase substantially the ultimate recovery of oil and gas from the lands making up 

the Schnegg Unit C. The Unit Plan contemplates the potential drilling of two (2) horizontal 

wells, with laterals in approximate length of between 6,799 feet and 7,313 feet.6  XTO estimates 

that the ultimate recovery from this unit development, if all unit wells are drilled, could be as 

much as 20.8 billion cubic feet (“BCF”) of natural gas from the Unitized Formation.7  Because of 

the location of the unleased tract within the Unit Area, only approximately 11,599 total feet of 

lateral could be produced absent unit operations. This would leave approximately 2,513  feet of 

stranded lateral, and potentially, as much as 3.9 BCF of natural gas undeveloped.8 

The evidence shows that the contemplated unit operations are reasonably necessary to 

increase substantially the recovery of oil and gas from the Unitized Formation. 

iii. The Value of Additional Recovery Exceeds Its Additional Costs 

The evidence shows that the estimated recovery from unit operations has a net present 

value in excess of $8.042 million.9 The additional recovery from unit operations has a net present 

value of approximately $3.559 million, while the additional costs for unit operations total 

approximately $1.6 million. Moreover, see Attachment 3 – Exhibit SC-2, showing for each 

proposed well the estimated value of the well's production and the estimated drilling and 

operating costs (incorporated here as if fully rewritten herein). The evidence accordingly 

establishes that the value of the estimated additional recovery exceeds the estimated additional 

costs incident to conducting unit operations. 

iv. The Unit Plan Meets the Requirements of Ohio Revised Code § 1509.28 

The Unit Plan proposed by XTO meets the requirements set forth in Ohio Revised Code 

§ 1509.28.  The unit area is described in the Unit Plan at Article 1, as well as on Exhibits A-1 

and A-2 to the Unit Operating Agreement. The nature of the contemplated unit operations can be 

found generally in the Unit Plan at Article 3, with greater specificity throughout, including the 

                                                      
5 See Attachment 3 at Pg. 2. 
6 See Attachment 4 at Pg. 1, Ln. 22 – 28. 
7 See Attachment 4 at Pg. 2, Ln. 1 - 10. 
8 See Attachment 4 at Pg. 2, Lines 15 – 24.   
9 See Attachment 4 at Pg. 2, Lines 15 – 24. We emphasize that these are only estimates, and like the rest of the 
estimates set forth in this Application, they should be treated as simply estimates based upon the best information 
available at the time. 
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Unit Operating Agreement. Unit production and unit expenses are allocated on a surface acreage 

basis as set forth in the Unit Plan at Articles 3 through 5 (generally), except where otherwise 

allocated by the Unit Operating Agreement. Payment of unit expenses is addressed generally in 

Article 3 of the Unit Plan. The Unit Plan provides for payment of costs by other working interest 

owners in the event a participant is unable to meet its financial obligations related to the unit - 

see, e.g., Article VI of the Unit Operating Agreement.  Voting provisions related to the 

supervision and conduct of unit operations are set forth in Article 14 of the Unit Plan, with each 

person having a vote that has a value corresponding to the percentage of unit expenses 

chargeable against that person's interest. And the commencement and termination of operations 

are addressed in Articles 11 and 12 of the Unit Plan.10 

V. 
HEARING 

Ohio Revised Code § 1509.28 requires the Chief to hold a hearing to consider this 

Application, when requested by sixty-five percent (65%) of the owners of the land area 

underlying the proposed unit. Ohio Rev. Code § 1509.28(A). That threshold level is met here. 

See Attachment 5 – Exhibit DP-1. Accordingly, XTO respectfully requests that the Division 

schedule a hearing at an available hearing room located at the Division's Columbus complex on 

or before February 12, 2015, to consider the Application filed herein. 

VI. 
CONCLUSION 

Ohio Revised Code § 1509.28 requires the Chief of the Division to issue an order for the 

unit operation of a pool or a part thereof if it is reasonably necessary to increase substantially the 

recovery of oil and gas, and the value of the estimated additional recovery from the unit's opera-

tions exceeds its estimated additional costs. XTO respectfully submits that the Application meets 

this standard, and that the terms and conditions of the proposed Unit Plan are just and reasonable 

and satisfy the requirements of Ohio Revised Code § 1509.28(B). XTO therefore asks the Chief 

to issue an order authorizing XTO to operate the Schnegg Unit C according to the Unit Plan 

attached hereto. 

       

 

                                                      
10 See Attachment 5 generally. 
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Respectfully submitted, 

 

 
      __________________________________ 
      Brian R. Boyer 
      W. Richard Hathaway 
      Sherrard, German & Kelly, P.C. 
      535 Smithfield Street, Suite 300 
      Pittsburgh, PA  15222 

  Attorneys for Applicant, XTO Energy Inc. 



PLAN FOR UNIT OPERATIONS  
THE SCHNEGG UNIT C 

YORK TOWNSHIP 
BELMONT COUNTY, OHIO 

The following shall constitute the Plan for Unit Operations applicable to the Schnegg 
Unit C in York Township, Belmont County, Ohio, and having as its purpose the unitized 
management, operation, and development of the Unitized Formation as herein defined, to ad-
vance the public welfare and promote conservation, to increase the ultimate recovery of oil, 
natural gas, and other substances therefrom, and to avoid waste and protect the correlative rights 
of the owners of interests therein. 

ARTICLE 1: DEFINITIONS 

As used in this Plan for Unit Operations: 

Division refers to the Ohio Department of Natural Resources' Division of Oil and Gas 
Resources Management. 

Effective Date is the time and date this Plan becomes effective as provided in Article 11. 

Oil and Gas Rights are the rights to investigate, explore, prospect, drill, develop, 
produce, market, transport, and operate within the Unit Area for the production of Unitized 
Substances, or to share in the production so obtained or the proceeds thereof, including without 
limitation the conducting of exploration, geologic and/or geophysical surveys by seismograph, 
core test, gravity and/or magnetic methods, the injecting of gas, water, air or other fluids into the 
Unitized Formation, the installation, operation and maintenance of monitoring facilities, the 
laying of pipelines, building of roads, tanks, power stations, telephone lines, and/or other 
structures. 

Person is any individual, corporation, partnership, association, receiver, trustee, curator, 
executor, administrator, guardian, fiduciary, or other representative of any kind, any 
department, agency, or instrumentality of the state, or any governmental subdivision thereof, or 
any other entity capable of holding an interest in the Unitized Substances or Unitized 
Formation. 

Plan means this Plan for Unit Operations for the Schnegg Unit C, York Township, 
Belmont County, Ohio, including, unless otherwise expressly mentioned, any and all 
attachments and exhibits hereto. 

Royalty Interest means a right to or interest in any portion of the Unitized Substances 
or proceeds from the sale thereof, other than a Working Interest. 

Royalty Owner is a Person who owns a Royalty Interest. 

Tract means the land identified by a tract number in Exhibit A-2 to the Unit Operating 
Agreement. 

Tract Participation means the fractional interest shown on Exhibit A-2 to the Unit 
Operating Agreement for allocating Unitized Substances to a Tract. 

Uncommitted Working Interest Owner is a Working Interest Owner, other than an 
Unleased Mineral Owner, who has not agreed to, ratified or otherwise approved this Plan.  
Uncommitted Working Interest Owners are likely, but not necessarily, to have obtained their 
interest by lease. 

Unit Area means the lands shown on the plat attached as Exhibit A-1 and identified on 
Exhibit A-2 to the Unit Operating Agreement, including also areas to which this Plan may be 
extended as herein provided. 

ATTACHMENT 1

brb
Text Box
ATTACHMENT 1
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Unit Equipment means all personal property, lease and well equipment, plants, and 
other facilities and equipment taken over or otherwise acquired for the unit account for use in 
Unit Operations. 

Unit Expense means all cost, expense, investment and indebtedness incurred by 
Working Interest Owners or Unit Operator pursuant to this Plan for or on account of Unit 
Operations. 

Unitized Formation means the subsurface portion of the Unit Area located fifty (50) 
feet above the top of the Utica formation to fifty (50) feet below the top of the Curdsvile Member 
of the Lexington/Trenton formation. 

Unit Operating Agreement means the modified A.A.P.L. Form 610-1989 Model Form 
Operating Agreement that is attached hereto (identified as “Attachment 2”) and incorporated 
herein by reference as if fully re-written herein and to which all Working Interest Owners are 
deemed to be parties; provided, however, that in the event Working Interest Owners have agreed 
to a separate joint operating agreement relating to the supervision and conduct of unit operations 
contemplated herein, such operating agreement shall control. The Unit Operating Agreement 
contains provisions for credits and charges among Working Interest Owners for their respective 
investments in, and expenses for, Unit Operations, including a provision, if necessary, for 
carrying any Person unable or electing not to participate in Unit Operations. In addition, the Unit 
Operating Agreement also contains provisions relating to the supervision and conduct of Unit 
Operations and the manner in which Working Interest Owners may vote. In the event of a 
conflict between the terms of the Unit Operating Agreement and the other terms of this Plan, 
excluding the Unit Operating Agreement, such other terms of this Plan shall govern. 

Unit Operations are all operations conducted pursuant to this Plan. 

Unit Operator is the Person designated by Working Interest Owners under the Unit 
Operating Agreement to conduct Unit Operations. 

Unit Participation is the sum of the interests obtained by multiplying the Working 
Interest of a Working Interest Owner in each Tract by the Tract Participation of such Tract. 

Unitized Substances are all oil, gas, gaseous substances, sulfur, condensate, distillate, 
and all associated and constituent liquid or liquefiable hydrocarbons within or produced from 
the Unitized Formation. 

Unleased Mineral Owner is a Person who owns Oil and Gas Rights free of a lease or 
other instrument conveying all or any portion of the Working Interest in such rights to another. 

Working Interest means an interest in Unitized Substances in the Unit Area by virtue of 
a lease, operating agreement, fee title, or otherwise, including a carried interest, the owner of 
which is obligated to pay, either in cash or out of production or otherwise, a portion of the Unit 
Expense; however, Oil and Gas Rights that are free of a lease or other instrument creating a 
Working Interest shall be regarded as a Working Interest to the extent of 87.5% thereof and a 
Royalty Interest to the extent of the remaining 12.5% thereof, such Royalty Interest to be subject 
to any post-production costs, taxes, assessments and other fees as may be set forth in the Unit 
Operating Agreement. A Royalty Interest created out of a Working Interest subsequent to the 
participation of, subscription to, ratification of, approval by, or consent to this Plan by the owner 
of such Working Interest shall continue to be subject to such Working Interest burdens and 
obligations that are stated in this Plan. 

Working Interest Owner is a Person who owns a Working Interest. 
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ARTICLE 2: CREATION AND EFFECT OF UNIT 

Oil and Gas Rights Unitized. All Royalty Interests and Working Interests in Oil and 
Gas Rights in and to the lands identified on Exhibits A-1 and A-2 to the Unit Operating 
Agreement are hereby unitized insofar as, and only insofar as, the respective Oil and Gas Rights 
pertain to the Unitized Formation, so that Unit Operations may be conducted with respect to the 
Unitized Formation as if the Unit Area had been included in a single lease executed by all 
Royalty Owners, as lessors, in favor of all Working Interest Owners, as lessees, and as if the 
lease contained all of the provisions of this Plan. 

Personal Property Excepted. All lease and well equipment, materials, and other 
facilities heretofore or hereafter placed by any of the Working Interest Owners on the lands 
covered hereby shall be deemed to be and shall remain personal property belonging to, and may 
be removed by, Working Interest Owners with the prior consent of Unit Operator. The rights 
and interests therein, as among Working Interest Owners, are set forth in the Unit Operating 
Agreement. 

Continuation of Leases and Term Interests. Unit Operations conducted upon any part 
of the Unit Area or production of Unitized Substances from any part of the Unitized Formation, 
except for the purpose of determining payments to Royalty Owners, shall be considered as 
operations upon or production from each portion of each Tract, and such production or 
operations shall continue in effect each lease or term, mineral or Royalty Interest, as to all 
Tracts and formations covered or affected by this Plan just as if such Unit Operations had been 
conducted and a well had been drilled on and was producing from each portion of each Tract. 
Each lease shall remain in full force and effect from the date of execution hereof until the 
Effective Date, and thereafter in accordance with its terms and this Plan. 

Titles Unaffected by Unitization. Nothing herein shall be construed to result in any 
transfer of title to Oil and Gas Rights by any Person to any other Person or to Unit Operator. 

Pre-existing Conditions in Unit Area. Working Interest Owners shall not be liable for 
or assume any obligation with respect to (i) the restoration or remediation of any condition 
associated with the Unit Area that existed prior to the Effective Date of this Plan, or (ii) the 
removal and/or plugging and abandonment of any wellbore, equipment, fixtures, facilities or 
other property located in, on or under the Unit Area prior to the Effective Date of this Plan. 

ARTICLE 3: UNIT OPERATIONS 

Unit Operator. Unit Operator shall have the exclusive right to conduct Unit Operations, 
which shall conform to the provisions of this Plan. 

 Unit Expenses. All Unit Expenses shall be just and reasonable, and shall be charged as 
set out in the Unit Operating Agreement. Except as otherwise provided in the Unit Operating 
Agreement, Unit Expenses shall be allocated to each Tract based upon its Tract Participation, 
and shall be paid by the Tract's Working Interest Owners. 

ARTICLE 4: TRACT PARTICIPATIONS 

Tract Participations. The Tract Participation of each Tract is identified in Exhibit A-2 
to the Unit Operating Agreement and shall be determined solely upon an acreage basis as the 
proportion that the Tract surface acreage inside the Unit Area bears to the total surface acreage 
of the Unit Area.  The Tract Participation of each Tract has been calculated as follows: TRACT 
SURFACE ACRES WITHIN THE UNIT AREA DIVIDED BY THE TOTAL SURFACE 
ACRES WITHIN THE UNIT AREA. 
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ARTICLE 5: ALLOCATION OF UNITIZED SUBSTANCES 

Allocation of Unitized Substances. All Unitized Substances produced and saved shall 
be allocated to the several Tracts in accordance with the respective Tract Participations effective 
during the period that the Unitized Substances were produced. The amount of Unitized 
Substances allocated to each Tract, regardless of whether the amount is more or less than the 
actual production of Unitized Substances from the well or wells, if any, on such Tract, shall be 
deemed for all purposes to have been produced from such Tract. 

Distribution Within Tracts. The Unitized Substances allocated to each Tract or portion 
thereof shall be distributed among, or accounted for to, the Persons entitled to share in the 
production from such Tract or portion thereof in the same manner, in the same proportions, and 
upon the same conditions as they would have participated and shared in the production from 
such Tract, or in the proceeds thereof, had this Plan not been entered into, and with the same 
legal effect. If any Oil and Gas Rights in a Tract hereafter become divided and owned in 
severalty as to different parts of the Tract, the owners of the divided interests, in the absence of 
an agreement providing for a different division, shall share in the Unitized Substances allocated 
to the Tract, or in the proceeds thereof, in proportion to the surface acreage of their respective 
parts of the Tract. Any royalty or other payment which depends upon per well production or 
pipeline runs from a well or wells on a Tract shall, after the Effective Date, be determined by 
dividing the Unitized Substances allocated to the Tract by the number of wells on the Tract 
capable of producing Unitized Substances on the Effective Date; however, if any Tract has no 
well thereon capable of producing Unitized Substances on the Effective Date, the Tract shall, for 
the purpose of this determination, be deemed to have one (1) such well thereon. 

ARTICLE 6: USE OR LOSS OF UNITIZED SUBSTANCES 

Use of Unitized Substances. Working Interest Owners may use or consume Unitized 
Substances for Unit Operations, including but not limited to, the injection thereof into the 
Unitized Formation. 

Royalty Payments. No royalty, overriding royalty, production, or other payments shall 
be payable on account of Unitized Substances used, lost, or consumed in Unit Operations, 
including without limitation the testing of the productivity of any wells drilled in the Unit Area. 
Royalty payments shall be made to Unleased Mineral Owners beginning with the initial 
distribution date for production of Unitized Substances from any well within the Schnegg Unit 
C.

ARTICLE 7: TITLES 

Warranty and Indemnity. Each Person who, by acceptance of produced Unitized 
Substances or the proceeds from a sale thereof, may claim to own a Working Interest or 
Royalty Interest in and to any Tract or in the Unitized Substances allocated thereto, shall be 
deemed to have warranted its title to such interest, and, upon receipt of the Unitized Substances 
or the proceeds from a sale thereof to the credit of such interest, shall indemnify and hold 
harmless all other Persons in interest from any loss due to failure, in whole or in part, of its title 
to any such interest; provided, however, that nothing in this provision shall apply to Unleased 
Mineral Owners. 

Production Where Title is in Dispute. If the title or right of any Person claiming the 
right to receive in kind all or any portion of the Unitized Substances allocated to a Tract is in 
dispute, Unit Operator at the direction of Working Interest Owners may: Require that the 
Person to whom such Unitized Substances are delivered or to whom the proceeds from a sale 
thereof are paid furnish security for the proper accounting therefor to the rightful owner or 
owners if the title or right of such Person fails in whole or in part; or withhold and market the 
portion of Unitized Substances with respect to which title or right is in dispute, and hold the 
proceeds thereof until such time as the title or right thereto is established by a final judgment of 
a court of competent jurisdiction or otherwise to the satisfaction of Working Interest Owners, 
whereupon the proceeds so held shall be paid to the Person rightfully entitled thereto.
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Transfer of Title. Any conveyance of all or any part of any interest owned by any 
Person hereto with respect to any Tract shall be made expressly subject to this Plan. No change 
of title shall be binding upon Unit Operator, or upon any Person hereto other than the person so 
transferring, until 7:00 a.m. on the first day of the calendar month next succeeding the date of 
receipt by Unit Operator of a certified copy of the recorded instrument evidencing such change 
in ownership. 

ARTICLE 8: EASEMENTS, GRANTS, OR USE OF SURFACE 

Grant of Easements. Subject to the terms and conditions of the various leases, Unit 
Operator shall have the right of ingress and egress along with the right to use as much of the 
surface of the land within the Unit Area as may be reasonably necessary for Unit Operations and 
the removal of Unitized Substances from the Unit Area. 

Use of Water. The following shall apply subject to the terms and conditions of the 
various leases: Unit Operator shall have and is hereby granted free use of water from the Unit 
Area for Unit Operations, except water from any well, lake, pond, or irrigation ditch of a 
Royalty Owner. Unit Operator may convert dry or abandoned wells in the Unit Area for use as 
water supply or disposal wells. 

Surface Damages. Subject to the terms and conditions of the various leases, Working 
Interest Owners shall reimburse the owner for the market value prevailing in the area of growing 
crops, livestock, timber, fences, improvements, and structures on the Unit Area that are 
destroyed or damaged as a result of Unit Operations. 

Unleased Property.  Notwithstanding anything in this Article 8 to the contrary, and 
except where otherwise authorized by the Division, there shall be no Unit Operations conducted 
on the surface of any property located within the Schnegg Unit C, and there shall be no right of 
ingress and egress over and no right to use the surface waters of any surface lands located within 
the Schnegg Unit C, owned by a non-consenting Unleased Mineral Owner. 

ARTICLE 9: CHANGE OF TITLE 

Covenant Running with the Land. This Plan shall extend to, be binding upon, and 
inure to the benefit of the owners of the Royalty Interests and Working Interests in Oil and Gs 
Rights unitized hereby, and the respective heirs, devisees, legal representatives, successors, an 
assigns thereof, and shall constitute a covenant running with the lands, leases, and interests 
impacted hereby. 

Waiver of Rights of Partition. No Person affected hereby shall resort to any action to, 
and shall not, partition Oil and Gas Rights, the Unit Area, the Unitized Formation, the Unitized 
Substances or the Unit Equipment. 

ARTICLE 10: RELATIONSHIPS OF PERSONS 

No Partnership. All duties, obligations, and liabilities arising hereunder shall be several 
and not joint or collective. This Plan is not intended to and shall not be construed to create an 
association or trust, or to impose a partnership or fiduciary duty, obligation, or liability. Each 
Person affected hereby shall be individually responsible for its own obligations. 

No Joint or Cooperative Refining, Sale or Marketing. This Plan is not intended and 
shall not be construed to provide, directly or indirectly, for any joint or cooperative refining, 
sale or marketing of Unitized Substances. 
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ARTICLE 11: EFFECTIVE DATE 

Effective Date. This Plan shall become effective as of, and operations may commence 
hereunder as of, 7:00 A.M. on the date of an effective order approving this unit by the Division 
in accordance with the provisions of Ohio Revised Code Section 1509.28; provided, however, 
that Working Interest Owners may terminate this Plan in the event of a material modification 
by the Division of all or any part of this Plan in such order by filing a notice of termination with 
the Division within thirty (30) days of such order becoming final and no longer subject to 
further appeal. In the event a dispute arises or exists with respect to this Plan, or the order 
approving this unit issued by the Division, Unit Operator may, in its sole discretion, hold the 
revenues from the sale of Unitized Substances until such time as such dispute is resolved or, in 
the Unit Operator's opinion, it is appropriate to distribute such revenues. 

ARTICLE 12: TERM 

Term. This Plan, unless sooner terminated in the manner hereinafter provided, shall 
remain in effect for five (5) years from the Effective Date and as long thereafter as Unitized 
Substances are produced, or are capable of being produced, in paying quantities from the Unit 
Area without a cessation of more than one hundred and eighty (180) consecutive days, or so 
long as other Unit Operations are conducted without a cessation of more than one hundred and 
eighty (180) consecutive days, unless sooner terminated by Working Interest Owners owning a 
combined Unit Participation of fifty-one percent (51%) or more whenever such Working 
Interest Owners determine that Unit Operations are no longer warranted. The date of any 
termination hereunder shall be known as the "Termination Date." 

Effect of Termination. Upon termination of this Plan, the further development and 
operation of the Unitized Formation as a unit shall cease. Each oil and gas lease and other 
agreement covering lands within the Unit Area shall remain in force for one hundred eighty 
(180) days after the date on which this Plan terminates, and for such further period as is 
provided by the lease or other agreement. The relationships among owners of Oil and Gas 
Rights shall thereafter be governed by the terms and provisions of the leases and other 
instruments, not including this Plan, affecting the separate Tracts. 

Certificate of Termination. Upon termination of this Plan, Unit Operator shall file with 
the Division and for record in the county or counties in which the land affected is located a 
certificate stating that this Plan has terminated and the Termination Date. 

Salvaging Equipment Upon Termination. If not otherwise granted by the leases or 
other instruments affecting the separate Tracts, Working Interest Owners shall have a period of 
six (6) months after the Termination Date within which to salvage and remove Unit Equipment. 

ARTICLE 13: APPROVAL 

Original, Counterpart, or Other Instrument. An owner of Oil and Gas Rights or its 
agent may approve this Plan by signing the original, a counterpart thereof, or other instrument 
approving this Plan. The signing of any such instrument shall have the same effect as if all 
Persons had signed the same instrument. 

Commitment of Interests to Unit. The approval of this Plan by a Person or their agent 
shall bind that Person and commit all interests owned or controlled by that Person as of the date 
of such approval, and additional interests thereafter acquired. 

Joinder in Dual Capacity. Execution as herein provided by any Person, as either 
Working Interest Owner or a Royalty Owner, shall commit all interests owned or controlled by 
such Person as of the date of such execution and any additional interest thereafter acquired. 
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ARTICLE 14: MISCELLANEOUS 

Determinations by Working Interest Owners. Each Working Interest Owner shall 
have a voting interest equal to its Unit Participation. All decisions, determinations, or approvals 
by Working Interest Owners hereunder shall be made by the affirmative vote of one or more 
parties having a combined voting interest of at least fifty one percent (51%). No vote, however, 
is required for such determinations if the Unit Operator owns or controls fifty one percent 
(51%) or more of the Working Interest in the Unit Area. 

Severability of Provisions. The provisions of this Plan are severable and if any section, 
sentence, clause or part thereof is held to be invalid for any reason, such invalidity shall not be 
construed to affect the validity of the remaining provisions of this Plan. 

Laws and Regulations. This Plan shall be governed by and subject to the laws of the 
State of Ohio, to the valid rules, regulations, orders and permits of the Division, and to all other 
applicable federal, state, and municipal laws, rules, regulations, orders, and ordinances. Any 
change of the Unit Area or any amendment to this Plan shall be in accordance with Ohio law.
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OPERATING AGREEMENT 

2 THIS AGREEMENT, entered into by and between _ _,_X...,T'-'0"-'"E~ne"'r..,g"-v ....,In..,c,__. ______________ ____ ~ 

3 hereinafter designated and referred to as "Operator," and the signatory party or parties other than Operator, sometimes 

4 hereinafter referred to individually as "Non-Operator," and collectively as "Non-Operators." 

5 WITNESSETH: 

6 WHEREAS, the parties to this agreement are owners of Oil and Gas Leases and/or Oil and Gas Interests in the land 

7 identified in Exhibit "A," and the parties hereto have reached an agreement to explore and develop these Leases and/or Oil 

8 and Gas Interests for the production of Oil and Gas to the extent and as hereinafter provided, 

9 NOW, THEREFORE, it is agreed as follows: 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 
21 

22 
23 

24 
25 

26 

27 

28 

ARTICLE l. 

DEFINITIONS 

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

A The term "AFE" shall mean an Authority for Expenditure prepared by a party to this agreement for the purpose of 

estimating the costs to be incurred in conducting an operation hereunder. 

B. The term "Completion" or "Complete" shall mean a single operation intended to complete a well as a producer of Oil 

and Gas in one or more Zones, including, but not limited to, the setting of production casing, perforating, well stimulation 

and production testing conducted in such operation. 

C. The term "Contract Area" shall mean all of the lands, Oil and Gas Leases and/or Oil and Gas Interests intended to be 

developed and operated for Oil and Gas purposes under this agreement. Such lands, Oil and Gas Leases and Oil and Gas 

Interests are described in Exhibit "A" 

D. The term "Deepen" shall mean a single operation whereby a well is drilled to an objective Zone below the deepest 

Zone in which the well was previously drilled, or below the Deepest Zone proposed in the associated AFE, whichever is the 

le$l>er. When used in connection with a Horizon tal Well., the term "Deepen" shall mean an Qperation whereby a Lateral is drilled to 
a Ui~flacement greater than (il the Disnlacement con tamed in the proposal for such operatmn approved by fhe Consenting Parties, 
or (il to the Displacement to wltich the ·uateral wa drilled pursuant to a previous proposal. 

E. The term "Displacement" shall mean the length of a Lateral. 

F. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the 

cost of any operation conducted under the provisions of this agreement. 

G. The term "Drilling Unit" shall mean the area fixed for the drilling of one well by order or rule of any state or federal 

29 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 

30 
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established by the pattern of drilling in the Contract Area unless fixed by express agreement of the Drilling Parties. 

H. The term "Drillsite" shall mean the Oil and Gas Lease or Oil and Gas Interest on which a proposed well is to be 

IQ~ated . When used in cQ.nnectioll. with a Horizontal Wellbthe term " Drillsite" shall mean (il the surface hole location, and (ii) the 
011 and Gas Leases or Oil and Cias Interests within the rilling Unit on or under which the wellbore, including the Lateral, is 
located. 

I. The term "Horizontal Rig Move-On Period" shall mean the number of days after the date of rie release of a Spudder 
Rig until the date a rig capable of drilhng a Horizontal Well to its Total Measured Deptli has moved on to loca"lion. 

J. The term "HorizQntal Well" shall mean a well containing one or more Laterals which are drilled, Com.Pieted or 
Recom(!leted in .11 manner in wh1ch the horizontal component of the Compl~tion interval (i) ext~nds at lease one hundred teet (100') 
in the objective rormation(s) and (ii) exceeds the vertical component of the Completion intervalm the objective formation(s). 

K. The term "Lateral" shall mean that portion of a wellbore that deviates from IU)proximate vertical orientation to 
approximate horizontal orientation and all wellbore lieyond such deviation to a Total Measured Depth. 

L. The term "Non-Consent Well" shall mean a well in which less than all parties have conducted an operation as 

provided in Article VI.B.2. 

M. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate in a 

proposed operation. 

N. The term "Oil and Gas" shall mean oil, gas, casinghead gas, gas condensate, and/or all other liquid or gaseous 

hydrocarbons and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is 

specifically stated. 

0 . The term "Oil and Gas Interests" or "Interests" shall mean unleased fee and mineral interests in Oil and Gas in tracts 

of land lying within the Contract Area which are owned by parties to this agreement. 

P. The terms "Oil and Gas Lease," "Lease" and "Leasehold" shall mean the oil and gas leases or interests therein 

covering tracts of land lying within the Contract Area which are owned by the parties to this agreement. 

Q. The term "Plug Back" shall mean a single operation whereby a deeper Zone is abandoned in order to attempt a 

Completion in a shallower Zone. When used in connection with a Horizontal Well, the term "Piue Back" shall mean an operation to 
test .or Compl~te the well at a stratigraphically shallower Zone in which the operation has been or is being Completed and which is 
not m an ex1sbng Lateral. 

R. The term "Recompletion" or "Recomplete" shall mean an operation whereby a Completion in one Zone is abandoned 

in order to attempt a Completion in a different Zone within the existing well bore. 

S. The term "Rework" shall mean an operation conducted in the wellbore of a well after it is Completed to secure, 

restore, or improve production in a Zone which is currently open to production in the wellbore. Such operations include, but 

are not limited to, well stimulation operations but exclude any routine repair or maintenance work or drilling, Sidetracking, 

Deepening, Completing, Recompleting, or Plugging Back of a well . 

T. The term "Sidetrack" shall mean the directional control and intentional deviation of a well from vertical so as to 

change the bottom hole location unless done to straighten the hole or drill around junk in the hole to overcome other 

mechanical difficulties . When used in connection with a Horizontal Well, the term "Sidetrack: shall mean the directional control 
and deviation of a well out~ide the existing Lateral(s) so ps to chan~te ttie Zone or the direction of a Lateral from the approved 
proposal unless done to stra1ghten the hole or drill around JUnk in thenole or to overcome other mechanical difficulties. 

U. The term "Spudder Rie" shall mean a drilline ri.e utilized only for drilline all or part of the vertical component of a 
Horizontal Well; a rig uself only for setting conductor pipe slialrnot be considered a Spuoder Rig. 

V. The term "Terminus" shall mean the furthest point drilled in the Lateral. 

W. The term "Total Measured Depth,' when used in connection with a Horiz()ntal Well, shall mean the distance from 
the surface of the erou nd t() !~e Terminus, as measured alone and includinJt t l:!l: vertical com11onent of the well and Lateral(s). 
When the proposeuoperation{s is the drilhnli o.(. or Op!!ra t i()n lJn , a Horizon till Well, the terms depth • or • total depth" wherever 
used in thi agreement sha ll be ecmcd to rea "• oral Measured Depih" insofar as it applie to such well. 

X. The term "Vertical Well" shall mean a well drilled, Completed or Recompleted other than a Horizontal Well. 

Y. The term "Zone" shall mean a stratum of earth containing or thought to contain a common accumulation of Oil and 

Gas separately producible from any other common accumulation of Oil and Gas. 

Z. The tt;:rm "Initial Well" ~hall mean the well required to be drilled by the oarties hereto as provided in Article VI. A. 
Unless the context otherw1se clearly indicates, words used in the singular include the plural, the word "person" includes 

natural and artificial persons, the plural includes the singular, and any gender includes the masculine, feminine, and neuter. [SCRIVENER'S 

INSTRUCTION : Be careful to check the applicable leases and state statute and/or regulation for possible conflicting definitions.] 
(50723978 .2) -1-
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ARTICLE II. 

EXHIBITS 

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

__ X_ A. Exhibit "A," shall mean all sub-exhibits as appropriate, including Exhibit "A-1" and shall include the following information: 

(I) Description of lands subject to this agreement, 

X 
B. 

_x_ c. 
_x_ D. 

_X_ E. 

_X_ F. 

G. 

H. 

{ S0723978 2} 

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

(3) Parties to agreement with addresses and telephone numbers for notice purposes and fax numbers, 

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

(5) Oil and Gas Leases and/or Oil and Gas Interests subject to this agreement, 

(6) Burdens on production. 

Exhibit "8," Form of Lease. 

Exhibit "C," Accounting Procedure. 

Exhibit "D," Insurance. 

Exhibit "E," Gas Balancing Agreement. 

Exhibit "F," Non-Discrimination and Certification ofNon-Segregated Facilities. 

fllkihit "G," Tall PaftRerskip. 

Other: Madel FeffR ReeafEIIRg Sllef!lemeRHe OperatiRg Agree meR! aAEI ~inaAeing SlalemeRt-

-I-
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If any provision of any exhibit, except Exhibits "E," "F" and "G," is inconsistent with any provision contained in 

2 the body of this agreement, the provisions in the body of this agreement shall prevail. 

3 ARTICLE Ill. 

4 
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INTERESTS OF PARTIES 

A. Oil and Gas Interests: 

If any party owns an Oil and Gas Interest in the Contract Area, that Interest shall be treated for all purposes of this 

agreement and during the term hereof as if it were covered by the form of Oil and Gas Lease attached hereto as Exhibit "8," 

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

B. Interests of Parties in Costs and Production: 

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

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

interests are set forth in Exhibit "A." In the same manner, the parties shall al o 9' n all production of Oil and Gas from the 
overridin2. roY,altie productron payments, or 

Contract Area subject, however, to the payment of royalties,/ aREI otherouraens on production as describe<l hereafter. 

Regardless of which party has contributed any Oil and Gas Lease or Oil and Gas Interest on which royalty or other 

burdens may be payable and except as otherwise expressly provided in this agreement, each party shall pay or deliver, or 

cause to be paid or delivered, all burdens on its share of the production from the Contract Area up to, but not in excess of, 

20% and shall indemnify, defend and hold the other parties free from any liability therefor. 

Except as otherwise expressly provided in this agreement, if any party has contributed hereto any Lease or Interest which is 

burdened with any royalty, overriding royalty, production payment or other burden on production in excess of the amounts 

stipulated above, such party so burdened shall assume and alone bear all such excess obligations and shall indemnify, defend 

and hold the other parties hereto harmless from any and all claims attributable to such excess burden. Hewever, se lang as 

llle (;}filliRg Unit lOr the preei11G li~·e £ene(sj is ielenrieal witil the Celltf!Kll A1ea, ea.ah party shall pay er deliver, er eause le 

ee paid er delivereel, all bll«<ooS eR preElue!'ieR frem the CeRtrael Ar-ea Elue I!REler !he terms ef the Oil a11EI Gas Lease(s) 

wl*eh-s11Gh pally has eentl'ibuteEI le lllis agreement, and shall inElemRify, defend a.nEl hillEl llle elller (larties !h e fi"-em--atty 

liaeility lhereter. See Article XVI.P for additional provisions. 

No party shall ever be responsible, on a price basis higher than the price received by such party, to any other party's 

lessor or royalty owner, and if such other party's lessor or royalty owner should demand and receive settlement on a higher 

price basis, the party contributing the affected Lease shall bear the additional royalty burden attributable to such higher price. 

Nothing contained in this Article 111.8. shall be deemed an assignment or cross-assignment of interests covered hereby, 

and in the event two or more parties contribute to this agreement jointly owned Leases, the parties' undivided interests in 

said Leaseholds shall be deemed separate leasehold interests for the purposes of this agreement. 

C. Subsequently Created Interests: 

.J.Hifl.y-pa~~ease er IRterest that--is-9tif-6eRell with an assigRmeni ef preduetieA given as sesurity 

li>r tl1e payment ef meney, er i r, aAer the Elate ef lhis agreement; any pally sreates an overriding reyally, p~retioo 

l*IYRlBfl~-net-pref:its-tmerest, assigRR!eRt eJ:.-j)reG11stien er ether \liiFEie~le-ett~f-preeoot·ieA-aUrieutable te its werl<i Rg 

ifnereSf llereuFM!ef;--sueh lnlfeleR sl!all lle deemed a "SuesequeAlly Created IRterest. " Further, if &n)' pafly has eentrie11teel 

herete a Lease er lnte~Red witt! an everriEliAg reyally, pred11etian payment, Ret prefits iAterests, er ather burden 

par aele aut ef preE111etien ereated prier te llle Elate ef this agreement, and sush burlieR is Ret shewn BA Exhibit "A;" SliGh 

llurEleA alse shall ee deemed a SuesequeAtly Created- kuerest te the eJHent sueh burEien ea11ses llle eurEieRs eR SIIGA pally's 

Lease er IAterest ta e:oteeeEl the ame11nt stipula£ed iA Artiele III .B. aean. 

Tile Jlar4y whese-illterest is BllrEleAeeiHI'II~· itfllh-4lh~ee~S8'u~b~s;eeltiEJII~effinlt:ltl'fY-'CGA:re~aatEte~El-lfiRnt<l!le!>Hf!fi4~Btlfde'I!Bli--+IBf!y!!JI-Sl!laJ.I~S$11ffiil....aJiHl 

ale11e bear, pay an~ Elisellarge the SubseEJuently Created Interest anel shall inEiemAify, tile ether 

paR-ies ffem aREI against aAY liallility lllerefer. r;:llfther, if !he Bllldene4- Pi!ffy tails le pay, 'NIIen due, il5 share ef expeRses 

el!argeable hereuReler all pre¥isiens ef Altiele Vli .B. shall be eAIOreeable against the SuesequeR!:Iy Created lnt.eresl-in-the 

same maAAer as they are eniOreeallle against the werlciAg iRterest ef lire B11rEleReEI Party. If the B11rdeReEl Party is re!jlfifed 

llflEier this agreement te assigR er relinEJuish 1e any etl!er party, er par~ies. all er a pert ian ef i~ werl<iAg iRw-rast-aaEI/er lhe 

f:UOOIIGiian a£tribll«<&le therete, said ether party, ar parties, sl!all reeeive saiEI assigAmen~af-6f 

sa:iEI Subsequenll)' Creates lnteres1; ana lhe BurEieneEI Party shall iRelemnify, Elefe nEI anEI held l!aA!'Iless said ether party, er 

!lilf\ie~. ~m aA)! ~d all s laiFAs ana Elemands fur payment asserted by ewnefS-{)f the SuesequeAtly Createa1Rtele5t. 
addrtrona pr0\'1 ron. 

ARTICLE IV. 

TITLES 

See Article XVI.E for 

52 A. Title Examination: 

53 Title examination shall be made on the Drillsite of any proposed well prior to commencement of drilling operations and, 

54 if a majority in interest of the Drilling Parties so request or Operator so elects, title examination shall be made on the entire 

55 Drilling Unit, or maximum anticipated Drilling Unit, of the well. The opinion will include the ownership of the working 

56 interest, minerals, royalty, overriding royalty and production payments under the applicable Leases. Each party contributing 

57 Leases and/or Oil and Gas Interests to be included in the Drillsite or Drilling Unit, if appropriate, shall furnish to Operator 

58 all abstracts (including federal lease status reports), title opinions, title papers and curative material in its possession free of 

59 charge. All such information not in the possession of or made available to Operator by the parties, but necessary for the 

60 examination of the title, shall be obtained by Operator. Operator shall cause title to be examined by attorneys on its staff or 

61 by outside attorneys. Copies of all title opinions shall be furnished to each Drilling Party. Costs incurred by Operator in 

62 procuring abstracts, fees paid outside attorneys for title examination (including preliminary, supplemental, shut-in royalty 

63 opinions and division order title opinions) and other direct charges as provided in Exhibit "C" shall be borne by the Drilling 

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

65 interests appear in Exhibit "A." Operator shall make no charge for services rendered by its staff attorneys or other personnel 

66 in the performance of the above functions. 

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

68 connection with Leases or Oil and Gas Interests contributed by such party. Operator shall be responsible for the preparation 

69 and recording of pooling designations or declarations and communitization agreements as well as the conduct of hearings 

70 before governmental agencies for the securing of spacing or pooling orders or any other orders necessary or appropriate to 

71 the conduct of operations hereunder. This shall not prevent any party from appearing on its own behalf at such hearings. 

72 Costs incurred by Operator, including fees paid to outside attorneys, which are associated with hearings before governmental 

73 agencies, and which costs are necessary and proper for the activities contemplated under this agreement, shall be direct 

74 charges to the joint account and shall not be covered by the administrative overhead charges as provided in Exhibit "C." 
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Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

2 functions. 

3 No well shall be drilled on the Contract Area until after (1) the title to the Drillsite or Drilling Unit, if appropriate, has 

4 been examined as above provided, and (2) the title has been approved by the examining attorney or title has been accepted by 

5 all of the Drilling Parties in such well. 

6 B. Loss or Failure of Title: 

7 I. Failure of Title: Should any Oil and Gas Interest or Oil and Gas Lease be lost through failure of title, which results in a 

8 reduction of interest from that shown on Exhibit "A," the party credited with contributing the affected Lease or Interest 

9 (including, if applicable, a successor in interest to such party) shall have ninety (90) days from final determination of title 

I 0 failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisition will not be subject 

II to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining Oil and Gas 

12 Leases and Interests; and, 

13 (a) The party credited with contributing the Oil and Gas Lease or Interest affected by the title failure (including, if 

14 applicable, a successor in interest to such party) shall bear alone the entire loss and it shall not be entitled to recover from 

15 Operator or the other parties any development or operating costs which it may have previously paid or incurred, but there 

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

17 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the 

18 Lease or Interest which has failed, but the interests of the parties contained on Exhibit "A" shall be revised on an acreage 

19 basis, as of the time it is determined finally that title failure has occurred, so that the interest of the party whose Lease or 

20 Interest is affected by the title failure will thereafter be reduced in the Contract Area by the amount of the Lease or Interest failed; 

21 (c) If the proportionate interest of the other parties hereto in any producing well previously drilled on the Contract 

22 Area is increased by reason of the title failure, the party who bore the costs incurred in connection with such well attributable 

23 to the Lease or Interest which has failed shall receive the proceeds attributable to the increase in such interest (less costs and 

24 burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well 

25 attributable to such failed Lease or Interest; 

26 (d) Should any person not a party to this agreement, who is determined to be the owner of any Lease or Interest 

27 which has failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid 

28 to the party or parties who bore the costs which are so refunded; 

29 (e) Any liability to account to a person not a party to this agreement for prior production of Oil and Gas which arises 

30 by reason of title failure shall be borne severally by each party (including a predecessor to a current party) who received 

31 production for which such accounting is required based on the amount of such production received, and each such party shall 

32 severally indemnify, defend and hold harmless all other parties hereto for any such liability to account; 

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

34 the Lease or Interest claimed to have failed, but if the party contributing such Lease or Interest hereto elects to defend its title 

35 it shall bear all expenses in connection therewith; and 

36 (g) If any party is given credit on Exhibit "A" to a Lease or Interest which is limited solely to ownership of an 

3 7 interest in the well bore of any well or wells and the production therefrom, such party's absence of interest in the remainder 

38 of the Contract Area shall be considered a Failure of Title as to such remaining Contract Area unless that absence of interest 

39 is reflected on Exhibit "A." 

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

41 payment, minimum royalty or royalty payment, or other payment necessary to maintain all or a portion of an Oil and Gas 

42 Lease or interest is not paid or is erroneously paid, and as a result a Lease or Interest terminates, there shall be no monetary 

43 liability against the party who failed to make such payment. Unless the party who failed to make the required payment 

44 secures a new Lease or Interest covering the same interest within ninety (90) days from the discovery of the failure to make 

45 proper payment, which acquisition will not be subject to Article VIII.B., the interests of the parties reflected on Exhibit "A" 

46 shall be revised on an acreage basis, effective as of the date of termination of the Lease or Interest involved, and the party 

4 7 who failed to make proper payment will no longer be credited with an interest in the Contract Area on account of ownership 

48 of the Lease or Interest which has terminated. If the party who failed to make the required payment shall not have been fully 

49 reimbursed, at the time of the loss, from the proceeds of the sale of Oil and Gas attributable to the lost Lease or Interest, 

50 calculated on an acreage basis, for the development and operating costs previously paid on account of such Lease or Interest, 

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

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

53 (a) Proceeds of Oil and Gas produced prior to termination of the Lease or Interest, less operating expenses and lease 

54 burdens chargeable hereunder to the person who failed to make payment, previously accrued to the credit of the lost Lease or 

55 Interest, on an acreage basis, up to the amount of unrecovered costs; 

56 (b) Proceeds of Oil and Gas, less operating expenses and lease burdens chargeable hereunder to the person who failed 

57 to make payment, up to the amount of unrecovered costs attributable to that portion of Oil and Gas thereafter produced and 

58 marketed (excluding production from any wells thereafter drilled) which, in the absence of such Lease or Interest termination, 

59 would be attributable to the lost Lease or Interest on an acreage basis and which as a result of such Lease or Interest 

60 termination is credited to other parties, the proceeds of said portion of the Oil and Gas to be contributed by the other parties 

61 in proportion to their respective interests reflected on Exhibit "A"; and, 

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

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

64 3. Olher bosses: All Jesses of Le~es er IA!efeSlS GBR!RlineEI to this agt=eeR!ent, etker tkan these set ferth in .'\rtisles 

65 IV .B. I. aAd IV.B.2. al:leYe, skall be joint Jesses and skall be-beR!e by all !Jal4ies--!fl--fl!'Sfl'EIRileflo-4t:f-tl'lei1F-+nteFeSI!S---ShEIWf~HI 

66 ~it "A." TRis sh.all ineluele but not l!e liRliteEI te !he less ef any bease--er IAterest lhre~:~gk fuilure to de>;elop or 8eea11se 

67 eJtf!ress er implied ee•leAaAI:s haYe Aet seen f!erfom1ed (ether t:l:l.a!l-f1GF[~mlilllee whiek re~ly the !JR:fR!ent of Rlene~1. 

68 ancJ-th~ifaHen al the end ef its flFimar/ tem1 if it is net reAeweEI er eKtenEied. There shall 9e no 

69 readjustR!ent of iAterests in the reR!aining flertioA of the Cenlfaet Area en aeee11nt ef anyjeintless. 

70 4. Curing Title: In the event of a Failure of Title under Article IV.B.l. or a loss of title under Article IV.B.2. above, any 

71 Lease or Interest acquired by any party hereto (other than the party whose interest has failed or was lost) during the ninety 

72 (90) day period provided by Article IV.B.l. and Article IV.B.2. above covering all or a portion of the interest that has failed 

73 or was lost shall be offered at cost to the party whose interest has failed or was lost, and the provisions of Article VIII.B. 

74 shall not apply to such acquisition. 
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ARTICLE V. 

OPERATOR 

3 A. Designation and Responsibilities of Operator: 

4 XTO Energy Inc. shall be the Operator of the Contract Area, and shall conduct 
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and direct and have full control of all operations on the Contract Area as permitted and required by, and within the limits of 

this agreement. In its performance of services hereunder for the Non-Operators, Operator shall be an independent contractor 

not subject to the control or direction of the Non-Operators except as to the type of operation to be undertaken in accordance 

with the election procedures contained in this agreement. Operator shall not be deemed, or hold itself out as, the agent of the 

Non-Operators with authority to bind them to any obligation or liability assumed or incurred by Operator as to any third 

party. Operator shall conduct its activities under this agreement as a reasonable prudent operator, in a good and workmanlike 

manner, with due diligence and dispatch, in accordance with good oilfield practice, and in compliance with applicable law and 

reJtulatio.o, provided, that, except 10 the ~xtcnl of Ope.rator'~ interest in the Contract rea Non-Operators shall in~empifY. and 

B
erend UP.eratQr against any and all cla1ms, damages and habilitv of every kind and chpra~ter resullinl! frp~p, or mcipel)tal to 
perator s pcrlormance pf duties on the Contract Area or p\!rsuanf tQ I hi Agreement 1\nd ltlilc m no event sffall11 n;1ve any ha.b1lity as 
perator to the other part1es tor losses sustamed or liab1ht1es mcurred 

except such as may result from gross negligence or willful misconduct. 

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

I. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 

If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of 

serving as Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a 

successor. Operator may be removed only for good cause by the affirmative vote of Non-Operators owning a majority interest 

based on ownership as shown on Exhibit "A" remaining after excluding the voting interest of Operator; such vote shall not be 

deemed effective until a written notice has been delivered to the Operator by a Non-Operator detailing the alleged default and 

Operator has failed to cure the default within thirty (30) days from its receipt of the notice or, if the default concerns an 

operation then being conducted, within forty-eight (48) hours of its receipt of the notice. For purposes hereof, "good cause" shall 

mean not only gross negligence or willful misconduct but also the material breach of or inability to meet the standards of 

operation contained in Article XVI. A. or material failure or inability to perform its obligations under this agreement. 

Subject to Article VII.D.l., such resignation or removal shall not become effective until 7:00 o'clock A.M. on the first 

day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator 

or action by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of 

Operator at an earlier date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a 

Non-Operator. A change of a corporate name or structure of Operator or transfer of Operator's interest to any single 

subsidiary, parent or successor corporation shall not be the basis for removal of Operator. 

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this agreement, a 

successor Operator shall be selected by the parties. The successor Operator shall be selected from the parties owning an 

interest in the Contract Area at the time such successor Operator is selected. The successor Operator shall be selected by the 

affirmative vote of t~~e"ty£1 er mere parties owning a majority interest based .on ownership !iS sho\\;n on Exhibit "A"; 
but contmue~ to own 11.n mterest m the Contract Area 

provided, however, if an Operator which has been removed or is deemed to have res1gned I tails to vote or votes only to 

succeed itself,· the successor Operator shall be selected by the affirmative vote of the party or parties owning a maJonty 

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

removed or resigned. ** The former Operator shall promptly deliver to the successor Operator all records and data relating to 

the operations conducted by the former Operator to the extent such records and data are not already in the possession of the 

successor operator. Any cost of obtaining or copying the former Operator's records and data shall be charged to the joint 

account. ** It is expressly understood and aereed that in the event the Operator conveys all of its interest in the Contract Area, the 
party that acquires such mterest shall be entitled to vote with that interest for any party, including itself, as Successor Operator. 

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in receivership, it shall be deemed to have 

resigned without any action by Non-Operators, except the selection of a successor. If a petition for relief under the federal 

bankruptcy laws is filed by or against Operator, and the removal of Operator is prevented by the federal bankruptcy court, all 

Non-Operators and Operator shall comprise an interim operating committee to serve until Operator has elected to reject or 

assume this agreement pursuant to the Bankruptcy Code, and an election to reject this agreement by Operator as a debtor in 

possession, or by a trustee in bankruptcy, shall be deemed a resignation as Operator without any action by Non-Operators, 

except the selection of a successor. During the period of time the operating committee controls operations, all actions shall 

require the approval of two (2) or more parties owning a majority interest based on ownership as shown on Exhibit "A." In 

the event there are only two (2) parties to this agreement, during the period of time the operating committee controls 

operations, a third party acceptable to Operator, Non-Operator and the federal bankruptcy court shall be selected as a 

member of the operating committee, and all actions shall require the approval of two (2) members of the operating 

committee without regard for their interest in the Contract Area based on Exhibit "A." 

C. Employees and Contractors: 

The number of employees or contractors used by Operator in conducting operations hereunder, their selection, and the 

hours of labor and the compensation for services performed shall be determined by Operator, and all such employees or 

contractors shall be the employees or contractors of Operator. 

D. Rights and Duties of Operator: 

I. Competitive Rates and Use of Affiliates: All wells drilled on the Contract Area shall be drilled on a competitive 

contract basis at the usual rates prevailing in the area. If it so desires, Operator may employ its own tools and equipment in 

the drilling of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate of such charges 

shall be agreed upon by the parties in writing before drilling operations are commenced, and such work shall be performed by 

Operator under the same terms and conditions as are customary and usual in the area in contracts of independent contractors 

who are doing work of a similar nature. All work performed or materials supplied by affiliates or related parties of Operator 

shall be performed or supplied at competitive rates, pursuant to written agreement, and in accordance with customs and 

standards prevailing in the industry. 

2. Discharge of Joint Account Obligations: Except as herein otherwise specifically provided, Operator shall promptly pay 

and discharge expenses incurred in the development and operation of the Contract Area pursuant to this agreement and shall 

charge each of the parties hereto with their respective proportionate shares upon the expense basis provided in Exhibit "C." 

Operator shall keep an accurate record of the joint account hereunder, showing expenses incurred and charges and credits 

made and received. 

3. Protection from Liens: Operator shall pay, or cause to be paid, as and when they become due and payable, all accounts 
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1 of contractors and suppliers and wages and salaries for services rendered or performed, and for materials supplied on, to or in 

2 respect of the Contract Area or any operations for the joint account thereof, and shall keep the Contract Area free from 
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liens and encumbrances resulting therefrom except for those resulting from a bona fide dispute as to services rendered or 

materials supplied. 

4. Custody of Funds: Operator shall hold for the account of the Non-Operators any funds of the Non-Operators advanced 

or paid to the Operator, either for the conduct of operations hereunder or as a result of the sale of production from the 

Contract Area, and such funds shall remain the funds of the Non-Operators on whose account they are advanced or paid until 

used for their intended purpose or otherwise delivered to the Non-Operators or applied toward the payment of debts as 

provided in Article Vll.B. Nothing in this paragraph shall be construed to establish a fiduciary relationship between Operator 

and Non-Operators for any purpose other than to account for Non-Operator funds as herein specifically provided. Nothing in 

this paragraph shall require the maintenance by Operator of separate accounts for the funds of Non-Operators unless the 

parties otherwise specifically agree. . 
Consentme Part); 

5. Access to Contract Ar~ and Records: Oecrator shall, except as otherwise provided herein, permit each T l'leR Operater 
onsenhn~.J:arty_·s . . 

or its duly authorized representative, at the ~~ sole risk and cost, full and free access at all reasonable times to 

all operations of every kind and character being conducted for the joint account on the Contract Area and to the records of 

operations conducted thereon or production therefrom, including Operator's books and records relating thereto. Such access 

rights shall not be exercised in a manner interfering with Operator's conduct of an operation hereunder and shall not obligate 

Operator to furnish any geologic or geophysical data of an interpr~ive naJure unless the cost of preparation of such 
onsentmg Party 

interpretive data was charged to the joint account. Operator will fumis to each I ;.JaR Operater upon request copies of any 

and all reports and information obtained by Operator in connection with production and related items, including, without 

limitation, meter and chart reports, production purchaser statements, run tickets and monthly gauge reports, but excluding 

purchase contracts and pricing information to the extent not applicable to the production of the Non-Operator seeking the 

information. Any audit of Operator's records relating to amounts expended and the appropriateness of such expenditures 

shall be conducted in accordance with the audit protocol specified in Exhibit "C." 

upon written request promptly furnish copies to 

required to be filed by local, State, Federal or Indian agencies or authorities having jurisdiction over operations hereunder. 

Each Non-Operator shall provide to Operator on a timely basis all information necessary to Operator to make such filings . 

7. Drilling and Testing Operations: The following provisions shall apply to each well drilled hereunder, including but not 

limited to the Initial Well: 
each Con~entin~t,Partv 

(a) Operator will promptly advise 1 l'leR'UJ!eraters of the date on which the well is spudded, or the date on which 

drilling operations are commenced. 
each Consenting Party 

. (b) pperator will send to I NeR Operaters such reports, test results and notices regarding the progress of operations on the 
Consentme Pa rll~s 
well as the7 NeR Uperaters shall reasonably request, including, but not limited to, daily drilling reports, completion reports, and well logs. 

(e) Opeaner sl!all--iK!eEtHately test all ZeRes eRoolmtereEI wl!i6lt-Aiay reaseeably be el\peeteEI te ee eapaele ef preEiuGiRg 

Oil aAEI Gas iR p~uaRtities as a result ef examiRatieR ef me eleet.rie leg er aRy ether legs er seres er tesls eeREiue£eEI 

l!ereuREier. 

8. Cost Estimates: Upon request of any Consenting Party, Operator shall furnish estimates of current and cumulative costs 
which requires a vote of the Con~.;nting Parties 

incurred for the joint account at reasonable intervals during the conduct of any operation/ pursuant to th1s agreement. 

Operator shall not be held liable for errors in such estimates so long as the estimates are made in good faith. 

9. Insurance: At all times while operations are conducted hereunder, Operator shall comply with the workers 

compensation law of the state where the operations are being conducted; provided, however, that Operator may be a self­

insurer for liability under said compensation laws in which event the only charge that shall be made to the joint account shall 

be as provided in Exhibit "C." Operator shall also carry or provide insurance for the benefit of the joint account of the parties 

43 as outlined in Exhibit "D" attached hereto and made a part hereof. Operator shall require all contractors engaged in work on 

44 or for the Contract Area to comply with the workers compensation law of the state where the operations are being conducted 

45 and to maintain such other insurance as Operator may require. 

46 In the event automobile liability insurance is specified in said Exhibit "D," or subsequently receives the approval of the 

4 7 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive 

48 equipment. 

49 ARTICLE VI. 

50 DRILLING AND DEVELOPMENT 

-1 A. Initial Well: 

52 G~A! Lhe Elay ef ,2Q I~ Operator shall commence operations for the drilling of the Initial 

53 Well at the fellewiRg location to be determined at the sole discretion of the Operator, within one (I) year of the effective date of the 

54 Unitization Order issued by the Division, 
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and sh~ll thereafter continue the drilling of the well with due diligence to a depth to test the Mareellus er Utica/Point Pleasant Shale 
FormatiOn. 

. In the event a PQrty elects not to particip,JUc (a Noo-:Consenting Party) in the lniti.al Well pro,nosed iQ the Contract Arel! pursuant 
to Art•c!e VtA., uPOI} th~<,umcl commc]lcemcot or nctual dnlhn_g operauQtts on such Well such on-t.,:onscntmg ParJ;y shall bil deemed, to 
~ave rclmqUJsl:ted to the C~, senting Part•es, an.d the CQns~ntmg Part•es ~hall 01 nand b!! eJitled.to recerve, m proportion 1.9 the1r re ;pecuvc 
mtercsts, all ol ~uch ~on- onscnune. PartY's mterest JIJ the well and share or P,TO~ucuon t er~from unul the proceeds oF the sale Ot' SJICh 
share, ~lcul ated at t e we 1. or mar"'kct value thereot •s :;uch h is n 1 soiC!, after d ucun<> roducuon J,aX •• , excise tax , ro auy, 
O'(Crndm§ royalty 1111 other mter~ IS not ~xcep,ted by Amcle uv~~PB'i~b~e QUI 0 or .roit:ured QY Vhe productlpn errom ~uch wriT! .accrum~ 
WJth respect ro sucn •nteres.t until ·~ revens shall equill the total ofitle IQllO\I~Jig: a\2UO o or sue~ 1 oq-consentmo Party s share ot"the cos1 
or any newly. aC9,UITCd SU~.fa.ce cqulpmOJll eypnd the wellhead e,onnpectlo~S mclucijn~ Ul nO! hmitep 10~ .:;~k fanks, separators treatJ:TS! 
pu pmg equ•pmcnt \Uld. p1pm , lu 200° o or such. o -consent pg IU:tY . are or cost of op~ration ur e well • mmcn~mg Wl\h fll1i 
pro"Jucuon WJ d con[mumg.llnY?J fuc~ Pon_:c;on~cnttnJt~~· s relmqtllshef Interest~ (til r¢vc~;t to 1l under ot er orovfs9oo olthe Arttc\c, 1t 
beme. awce that such Non-con. e)ltmg art · snare oT suf costs and equ•11ment v;tl be thai mterest \ h.ic ~voulcJ, have bcc)l ch3.{1!.eab e to 
such"-NO"n.-Conse.ntiog, Party hi!d H partiCipate~ In Ulll wei roll) the begmmng of Jhe pperallon.s; and (Q) 2 U'Yo ot \thaJ portion oflbefOSIS 
and expe ses or drilling, Cesltng and corn Ieung, after d . ctmg aJIY ca h conmbullons recc1ved un~er rtlcl I I. C., and 200% o that 
P<>rtion oPthe cost.ot •lJ!Wiy .ll.C(QIIin;d CQ\II~ment m tlw we, ~to and mclu~ng wellhead connections), whtc~woufd have been chargeable to 
Such Non-Consenung Party till had partiCipated therem. 

The drilling of the Initial Well and the participation therein by all parties is obligatory, subject to Article VLC.l. as to participation 

in Completion operations and Article VI.F. as to termination of operations and Article XI as to occurrence of force majeure. 

B. Subsequent Operations: 
Operator 

I. Proposed Operation : I I ooy JO!Bfty herete should desire to drill any well on the Contract Area etl!er lAaA lhe lRitial Well, or 
Operator 
if I aAy party should desire 10 Rework Sidetrack, Deepen, Recomplete or Plug Back a dry hole or a well no longer capable of 

producing in paying quantities in which such party has not otherwise relinquished its interest in the proposed objective Zone under 

this agreement, the party desiring to drill, Rework, Sidetrack, Deepen, Recomplete or Plug Back such a well shall give written 

notice of the proposed operation to the parties who have not otherwise relinquished their interest in such objective Zone 

(50723978 2}- 5 -



2 
3 
4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 
23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 
34 

35 
36 

37 

38 

39 

40 

41 

42 

43 

44 
45 

46 
47 

48 

49 

50 
51 

52 

53 
54 

55 

56 

57 

58 
59 

60 

A.A.P.L. FORM 610- MODEL FORM OPERATING AGREEMENT- 1989 

under this agreement and to all other parties in the case of a proposal for Sidetracking or Deepening, specil)'ing the work to be 

performed, the location, proposed depth, objective Zone and the estimated cost of the operaaon. The parties to whom such a 

notice is delivered shall have thirty (30) days after receipt of the notice within which to notil)' ttfee?J~. JlrSJlSSing te as tl!e 'll'erk 

whether they elect to participate in the cost of the proposed operation. If a drilling rig is on location, notice of a proposal to 

Rework, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone and the response period shall be limited to forty­

eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party to whom such notice is delivered to reply 

within the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. 

Any proposal by a party to conduct an operation conflicting with the operation initially proposed shall be delivered to all parties 

within the time and in the manner provided in Article Vl.B.6. See Article XVI.H. 

If all parties to whom such notice is delivered elect to participate in such a proposed operation, the parties shall be 

contractually committed to participate therein provided such operations are commenced within the time period hereafter set 

forth, and Operator shall, no later than ninety (90) days after expiration of the notice period of thirty (30) days (or as 

promptly as practicable after the expiration of the forty-eight ( 48) hour period when a drilling rig is on location, as the case 

may be), actually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of 

the parties participating therein; provided, however, said commencement date may be extended upon written notice of same 

by Operator to the other parties, for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such 

additional time is reasonably necessary to obtain permits from governmental authorities, surface rights (including rights-of­

way) or appropriate drilling equipment, or to complete title examination or curative matter required for title approval or 

acceptance. If the actual operation has not been commenced within the time provided (including any extension thereof as 

specifically permitted herein or in the force majeure provisions of Article XI) and if any party hereto still desires to conduct 

said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior 

proposal had been made. Those parties that did not participate in the drilling of a well for which a proposal to Deepen or 

Sidetrack is made hereunder shall, if such parties desire to participate in the proposed Deepening or Sidetracking operation, 

reimburse the Drilling Parties in accordance with Article VI.B.4. in the event of a Deepening operation and in accordance 

with Article Vl.B.S. in the event of a Sidetracking operation. 

2. Operations by Less Than All Parties: 

(a) Determination of Participation. If any party to whom such notice is delivered as provided in Article VI.B.l. or 

Vl.C.I. (08tion o. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this 

Article, the 9e~~~{ e r pllflies..-gtving lfle netise and such other parties as shall elect to participate in the operation shall, no 

later than ninety (90) days after the expiration of the notice period of thirty (30) days (or as promptly as practicable after the 

expiration of the forty-eight (48) hour period when a drilling rig is on location, as the case may be) actually commence the 

proposed operation and complete it with due diligence. Operator shall perform all work for the account of the Consenting 

Parties; Jlrevided l!ewever, if ne drilling rig er allier eq11ipment is en leeatien, 8fld if Operater is a Nan Censen!ing Par;y, 

the Censenling Pafli~s shall ei t.lier: (i) re~uest Operater te Jlerferm IJ\e--W61'k-fe~llireEI by s11el! JlFepesea eperatien fer !lie 

aseel!nt ef the CensenriAg PaAies er (ii) desigAate ene ef the Gensenting Parties as Operater te perferm sueh werl<. Tl!e 

rights 8fld (luties gf8flte(l te and impaseEI 11pen ~~~is agreement are granted te ami imJleseEI l:lfi9A lhe--party 

designa~eel as Operator fer 8fl e(:leFatieA iA whieh the erigiAal--f}pefater is a ~len CeAsentiAg P~·. CeAseAting Parties, when 

69f!EII:Ieting epef8Mns en !lis Genlr-aet· A:ea fll!FSI:Iafll--t(Hflis Afliisle VI.B .2~ shall eempl)' 'll'ilh all lerms 8fl!l eenEiitiens ef lflis 

agreement. 

If less than all parties approve any proposed operation, g~e~a~~~pesing Jl&fty, immediately after the expiration of the 

applicable notice period, shall advise all Parties of the total interest of the parties approving such operation and its 

recommendation as to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, 

within for~Qeight (48) hours (exclusive of Saturday, Sunday, and legal holidays) after delivery of such notice, shall advise the 

prepesiAg pJ:¥3!0~f its desire to (i) limit participation to such party's interest as shown on Exhibit "A" or (ii) carry only its 

proportionate part (determined by dividing such party's interest in the Contract Area by the interests of all Consenting Parties in 

the Contract Area) of Non-Consenting Parties' interests, or (iii) carry its proportionate part (determined as provided in (ii)) of 

Non-Consenting Parties' interests together with all or a portion of its proportionate part of any Non-Consenting Parties' 

interests that any Consenting Party did not elect to take. Any interest of Non-Consenting Parties that is not carried by a 

Consenting Party shall be deemed to be carried by the party proposing the operation if such party does not withdraw its 
Operator 

proposal. Failure to advise the r pFepesing JlaRY within the time required shall be deemed an election under (i). In the event a 

drilling rig is on location, notice may be given by telephone, and the time permitted for such a response shall not exceed a 
Operator 

total of forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays). The I Jlrepesing part)•, at its election, may 

withdraw such proposal if there is less than I 00% participation and shall notil)' all parties of such decision within ten (I 0) 

days, or within twenty-four (24) hours if a drilling rig is O)\ location, following expiration of the applicable response period. 

If 100% subscription to the proposed operation is obtained, ihge~at~!epesing party shall promptly notil)' the Consenting Parties 

of their proportionate interests in the operation and the paF!y seR•ing-as Operator shall commence such operation within the 

period provided in Article VI.B.1., subject to the same extension right as provided therein. 

(b) Relinquishment of Interest for Non-Participation. The entire cost and risk of conducting such operations shall be 

borne by the Consenting Parties in the proportions they have elected to bear same under the terms of the preceding 

paragraph. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 

61 encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such an operation results 
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in a dry hole, then subject to Articles Vl.B.6. and VI.E.3., the Consenting Parties shall plug and abandon the well 11RII restore 

the surf&ee loe11tien** at their sole cost, risk and expense; provided, however, that those Non-Consenting Parties that 

participated in the drilling, Deepening or Sidetracking of the well shall remain liable for, and shall pay, their proportionate 

shares of the cost of plugging and abandoning the well IIREI restoring the surfaee leeatien** insofar only as those costs were not 

incr~ased by the subsequent operatioos of the Consentill!!. Parties. Consenting rarti~;s shall bear proportionally the well costs 
attnbutable to any unleased Non-Consenting l'"arty. If any wei dnlled, Rework'ed, Sidetracked, Deepened, 

Recompleted or Plugged Back under the provisions of this Article results in a well capable of producing Oil and/or Gas in 

paying quantities, the Consenting Parties shall Complete and equip the well to produce at their sole cost and risk, and the 

well shall then be turned over to Operator (if the Operator did not conduct the operation) and shall be operated by it at the 

expense and for the account of the Consenting Parties. Upon commencement of operations for the drilling, Reworking, 

Sidetracking, Recompleting, Deepening or Plugging Back of any such well by Consenting Parties in accordance with the 

provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, and the 

Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-
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CoQsenting_ Party~s interest in the well and share of production therefrom or, in the case of a Reworking, Sidetracking, 
**See Article XVI.I. 
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Deepening, Recompleting or Plugging Back, or a Completion pursuant to Article VI. C. I. Option No. 2, all of such Non-

2 Consenting Party's interest in the production obtained from the operation in which the Non-Consenting Party did not elect 

3 to participate. Such relinquishment shall be effective until the proceeds of the sale of such share, calculated at the well, or 

4 market value thereof if such share is not sold (after deducting applicable ad valorem, production, severance, and excise taxes, 

5 royalty, overriding royalty and other interests not excepted by Article lli.C. payable out of or measured by the production 

6 from such well accruing with respect to such interest until it reverts), shall equal the total of the following: 

7 (i) ISO % of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 

8 beyond the wijllhead connections (including but not limited to stock tanks, separators, treaters, pumping equipment and 

9 piping), plus 
1l ~ of each such Non-Consenting Party's share of the cost of operation of the well commencing with first 

I 0 production and continuing until each such Non-Consenting Party's relinquished interest shall revert to it under other 

II provisions of this Article, it being agreed that each Non-Consenting Party's share of such costs and equipment will be that 

12 interest which would have been chargeable to such Non-Consenting Party had it participated in the well from the beginning 

13 ofthe operations; and 

14 (ii) ISO % of (a) that portion of the costs and expenses of drilling, Reworking, Sidetracking, Deepening, 

I - Plu'i~8A}. Back, testing, Completing, and Recompleting, after deducting any cash contributions received under Article Vlll.C., 

16 and I of (b) that portion of the cost of newly acquired equipment in the well (to and including the wellhead connections), 

17 which would have been chargeable to such Non-Consenting Party if it had participated therein. 

18 ~191cwitl'lslil!ltlffi~trBf}' iR tl'lis Af!iels VI .B .• if tl'le well does fl9i reacll tl'le deepest objee~ive Zo~~e 

19 eeserilled iR tl'le notiee pro()osing the -well fer reasons etller than the eneotmteriflg ef gFaRite or pFaGtieally impeAetrable 

20 s111lstanee or 91her eoAiiitieR iR the kale rendering ftif!her opeFatioAs impraeloisable, Operator sllall give n9tiee lllereef t9 easll 

21 Non Cansefltffig-Pa~miued or vete·EI fer an al~mati•te ()ffipesal uRder Af!iele ¥I.B.6. to drill the ·nell 19 a 

22 shallower Z9Ae than the deepest ebjeefi•;e Zelli!-JIF9Peseli iA the Aetiae uRder v.ohieh the well "Nas drilled, aRd each SIIGA !>leA 

23 C9ASeAting Jlaf!y shall ha·;e the Of)lion to participate iA tile initial proposed CeFRpletieR of t.he well lly payiR~laRl 9f tl'le 

24 G9Sl of drilliRg the well 10 its ael~ ealel!lated iR Ike manRer Jlffi¥ided in Article VI.BA . (~- If aR)' sueh NoR 

25 GenseRtiAg Paf!:)· El9es R91 eleGt--to paf!iei):late iR tl'le J.:irst GeFRplefien JlFepesed fer sush well, ~e relinE)HishFRent provisions 

26 &f:.t,his Afliele VI.B .2. Eb) shall apply to sueh (l8fi'y's intefeS£: 

27 (c) Reworking, Recompleting or Plueging Back. An election not to participate in the drilling, Sidetracking or 

28 Deepening of a well shall be deemed an election not to participate in any Reworking or Plugging Back operation proposed in 

29 such a well, or portion thereof, to which the initial non-consent election applied that is conducted at any time prior to full 

30 recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Similarly, an election not to 

31 participate in the Completing or Recompleting of a well shall be deemed an election not to participate in any Reworking 

32 operation proposed in such a well, or portion thereof, to which the initial non-consent election applied that is conducted at 

33 any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment amount. Any such 

34 Reworking, Recompleting or Plugging Back operation conducted during the recoupment period shall be deemed part of the 

3S cost of operation of said well and there shall be added to the sums to be recouped by the Consenting Parties 150 _% of 

36 that portion of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to 

37 such Non-Consenting Party had it participated therein. If such a Reworking, Recompleting or Plugging Back operation is 

38 proposed during such recoupment period, the provisions of this Article VI.B. shall be applicable as between said Consenting 

39 Parties in said well. 

40 (d) Recoupment Matters. During the period of time Consenting Parties are entitled to receive Non-Consenting Party's 

41 share of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of all ad valorem, 

42 production, severance, excise, gathering and other taxes, and all royalty, overriding royalty and other burdens applicable to 

43 Non-Consenting Party's share of production not excepted by Article III. C. 

44 In the case of any Reworking, Sidetracking, Plugging Back, Recompleting or Deepening operation, the Consenting 

45 Parties shall be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all 

46 such equipment shall remain unchanged; and upon abandonment of a well after such Reworking, Sidetracking, Plugging Back, 

47 Recompleting or Deepening, the Consenting Parties shall account for all such equipment to the owners thereof, with each 

48 party receiving its proportionate part in kind or in value, less cost of salvage. 

49 Within ninety (90) days after the completion of any operation under this Article, the party conducting the operations 

50 for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to 

51 the well, and an itemized statement of the cost of drilling, Sidetracking, Deepening, Plugging Back, testing, Completing, 

52 Recompleting, and equipping the well for production; or, at its option, the operating party, in lieu of an itemized statement 

"3 of such costs of operation, may submit a detailed statement of monthly billings. Each month thereafter, during the time the 

54 Consenting Parties are being reimbursed as provided above, the party conducting the operations for the Consenting Parties 

55 shall furnish the Non-Consenting Panies with an itemized statement of all costs and liabilities incurred in the operation of 

56 the well, together with a statement of the quantity of Oil and Gas produced from it and the amount of proceeds realized from 

57 the sale of the well's working interest production during the preceding month. In determining the quantity of Oil and Gas 

58 produced during any month, Consenting Parties shall use industry accepted methods such as but not limited to metering or 

59 periodic well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with 

60 any such operation which would have been owned by a Non-Consenting Party had it participated therein shall be credited 

6 1 against the total unreturned costs of the work done and of the equipment purchased in determining when the interest of such 

62 Non-Consenting Party shall revert to it as above provided; and if there is a credit balance, it shall be paid to such Non-

63 Consenting Party. 

64 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided 

65 for above, the relinquished interests of such Non-Consenting Party shall automatically revert to it as of 7:00 a.m. on the day 

66 following the day on which such recoupment occurs, and, from and after such reversion, such Non-Consenting Party shall 

6 7 own the same interest in such well, the material and equipment in or pertaining thereto, and the production therefrom as 

68 such Non-Consenting Party would have been entitled to had it participated in the drilling, Sidetracking, Reworking, 

69 Deepening, Recompleting or Plugging Back of said well. Thereafter, such Non-Consenting Party shall be charged with and 

70 shall pay its proportionate part of the further costs of the operation of said well in accordance with the terms of this 

71 agreement and Exhibit "C" attached hereto. 

72 3. Stand-By Costs: When a well which has been drilled or Deepened has reached its authorized depth and all tests have 

73 been completed and the results thereof furnished to the parties, or when operations on the well have been otherwise 

74 terminated pursuant to Article VI.F. , stand-by costs incurred pending response to a party's notice proposing a Reworking, 

(S0723978 2)- 7 -



A.A.P.L. FORM 610- MODEL FORM OPERATING AGREEMENT- 1989 

Sidetracking, Deepening, Recompleting, Plugging Back or Completing operation in such a well (including the period required 

2 under Article VJ.B.6. to resolve competing proposals) shall be charged and borne as part of the drilling or Deepening 

3 operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, 

4 whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms 

S of the second grammatical paragraph of Article VI.B.2. (a), shall be charged to and borne as part of the proposed operation, 

6 but if the proposal is subsequently withdrawn because of insufficient participation, such stand-by costs shall be allocated 

7 between the Consenting Parties in the proportion each Consenting Party's interest as shown on Exhibit "A" bears to the total 

8 interest as shown on Exhibit "A" of all Consenting Parties. 

9 In the event that notice for a Sidetracking operation is given while the drilling rig to be utilized is on location, any party 

I 0 may request and receive up to five (5) additional days after expiration of the forty-eight hour response period specified in 

II Article VI.B.I. within which to respond by paying for all stand-by costs and other costs incurred during such extended 

12 response period; Operator may require such party to pay the estimated stand-by time in advance as a condition to extending 

13 the response period. If more than one party elects to take such additional time to respond to the notice, standby costs shall be 

14 allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing party's 

15 interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. 

16 4. Deepening: If less than all parties elect to participate in a drilling, Sidetracking, or Deepening operation proposed 

I 7 pursuant to Article YI.B.I., the interest relinquished by the Non-Consenting Parties to the Consenting Parties under Article 

18 VI.B.2. shall relate only and be limited to the lesser of (i) the total depth actually drilled or (ii) the objective depth or Zone 

19 of which the parties were given notice under Article VI.B.I. ("Initial Objective"). Such well shall not be Deepened beyond the 
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Initial Objective without first complying with this Article to afford the Non-Consenting Parties the opportunity to participate 

in the Deepening operation. 

In the event any Consenting Party desires to drill or Deepen a Non-Consent Well to a depth below the Initial Objective, 

such party shall give notice thereof, complying with the requirements of Article VI.B.I., to all parties (including Non­

Consenting Parties). Thereupon, Articles VI.B.I. and 2. shall apply and all parties receiving such notice shall have the right to 

participate or not participate in the Deepening of such well pursuant to said Articles VJ.B.I. and 2. If a Deepening operation 

is approved pursuant to such provisions, and if any Non-Consenting Party elects to participate in the Deepening operation, 

such Non-Consenting party shall pay or make reimbursement (as the case may be) ofthe following costs and expenses. 

(a) If the proposal to Deepen is made prior to the Completion of such well as a well capable of producing in paying 

quantities, such Non-Consenting Party shall pay (or reimburse Consenting Parties for, as the case may be) that share of costs 

and expenses incurred in connection with the drilling of said well from the surface to the Initial Objective which Non­

Consenting Party would have paid had such Non-Consenting Party agreed to participate therein, plus the Non-Consenting 

Party's share of the cost of Deepening and of participating in any further operations on the well in accordance with the other 

provisions of this Agreement; provided, however, all costs for testing and Completion or attempted Completion of the well 

incurred by Consenting Parties prior to the point of actual operations to Deepen beyond the Initial Objective shall be for the 

sole account of Consenting Parties. 

(b) If the proposal is made for a Non-Consent Well that has been previously Completed as a well capable of producing 

in paying quantities, but is no longer capable of producing in paying quantities, such Non-Consenting Party shall pay (or 

reimburse Consenting Parties for, as the case may be) its proportionate share of all costs of drilling, Completing, and 

equipping said well from the surface to the Initial Objective, calculated in the manner provided in paragraph (a) above, less 

those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Consenting Party shall 

also pay its proportionate share of all costs of re-entering said well. The Non-Consenting Parties' proportionate part (based 

on the percentage of such well Non-Consenting Party would have owned had it previously participated in such Non-Consent 

Well) of the costs of salvable materials and equipment remaining in the hole and salvable surface equipment used in 

connection with such well shall be determined in accordance with Exhibit "C." If the Consenting Parties have recouped the 

cost of drilling, Completing, and equipping the well at the time such Deepening operation is conducted, then a Non­

Consenting Party may participate in the Deepening of the well with no payment for costs incurred prior to re-entering the 

well for Deepening 

The foregoing shall not imply a right of any Consenting Party to propose any Deepening for a Non-Consent Well prior 

to the drilling of such well to its Initial Objective without the consent of the other Consenting Parties as provided in Article 

VI. F., however, this Article YI.B.4 shall not apply to a Deepening operation within an existing Lateral or a Horizontal well. 

5. Sidetracking: Any party having the right to participate in a proposed Sidetracking operation that does not own an 

interest in the affected wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owners its 

proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing wellbore 

to be utilized as follows: 

(a) If the proposal is for Sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs 

incurred in the initial drilling of the well down to the depth at which the Sidetracking operation is initiated. 

(b) If the proposal is for Sidetracking a well which has previously produced, reimbursement shall be on the basis of 

such party's proportionate share of drilling and equipping costs incurred in the initial drilling of the well down to the depth 

at which the Sidetracking operation is conducted, calculated in the manner described in Article YI.B.4(b) above. Such party's 

proportionate share of the cost of the well's salvable materials and equipment down to the depth at which the Sidetracking 

operation is initiated shall be determined in accordance with the provisions of Exhibit "C." 

This Article VI.B.5 shall not apply to operations in an existing Lateral of a Horizontal Well. Drilling OP.er11tions 
conducted in a Horizontal Well that are mtended to recover penetration of the objective Zone or deviate the Lateral before it 
reaches the objective Total Measured Depth shall be included in lhe origmal proposed drilling operations. 

Article 
6. Order of Preference of Ooerations. Exc~P.t as otherwise Sp\!Cifically provided in this agreement, including, l:!ut not limited to, 

XVI.A ana XVI.B, 1t any party oes1res to 

propose the conduct of an operation that conflicts with a proposal that has been made by a party under this Article VI, such 

party shall have fifteen (15) days from delivery of the initial proposal, in the case of a proposal to drill a well or to perform 

an operation on a well where no drilling rig is on location, or twenty-four (24) hours, exclusive of Saturday, Sunday and legal 

holidays, from delivery of the initial proposal, if a drilling rig is on location for the well on which such operation is to be 

conducted, to deliver to all parties entitled to participate in the proposed operation such party's alternative proposal, such 

alternate proposal to contain the same information required to be included in the initial proposal. Each party receiving such 

proposals shall elect by delivery of notice to Operator within five (5) days after expiration of the proposal period, or within 

twenty-four (24) hours (exclusive of Saturday, Sunday and legal holidays) if a drilling rig is on location for the well that is the 

subject of the proposals, to participate in one of the competing proposals. Any party not electing within the time required 

{50723978 2} - 8-
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shall be deemed not to have voted. The proposal receiving the vote of parties owning the largest aggregate percentage 

2_ interest of the parties voting shall have priority over all other competing proposals; in the case of a tie vote, the 
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initial proposal shall prevail. Operator shall deliver notice of such result to all parties entitled to partiCipate in the operation 

2 within five (5) days after expiration of the election period (or within twenty-four (24) hours, exclusive of Saturday, Sunday 

3 and legal holidays, if a drilling rig is on location). Each party shall then have two (2) days (or twenty-four (24) hours if a rig 

4 is on location) from receipt of such notice to elect by delivery of notice to Operator to participate in such operation or to 

5 relinquish interest in the affected well pursuant to the provisions of Article VI.B.2.; failure by a party to deliver notice within 

6 such period shall be deemed an election not to participate in the prevailing proposal. 

7 7. Conformitv to Spacing Pattern. Notwithstanding the provisions of this Article VI.B.2., it is agreed that no wells shall be 

8 proposed to be drilled to or Completed in or produced from a Zone from which a well located elsewhere on the Contract 

9 Area is producing, unless such well conforms to the then-existing well spacing pattern for such Zone. 

10 8. Paying Wells. No party shall conduct any Reworking, Deepening, Plugging Back, Completion, Recompletion, or 

I I Sidetracking operation under this agreement with respect to any well then capable of producing in paying quantities except 

12 with the consent of aH 51% of the parties that have not rei inquished interests in the well at the time of such operation. 

13 C. Completion of Wells; Reworking and Plugging Back: 

14 I. Completion: Without the consent of all parties, no well shall be drilled, Deepened or Sidetracked, except any well 

IS drilled, Deepened or Sidetracked pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling, 

16 Deepening or Sidetracking shall include: 

17 00 Option No. 1: All necessary expenditures for the drilling, Deepening or Sidetracking, testing, Completing and 

18 equipping of the a Horizontal well, including necessary tankage and/or surface facilities . 

19 --8 Ornien ~Je . 2: All neeesseFy e?Ependiti:IAJS fer the drilling, Deepe11ing er SiEieuaciEing MEl testing ef lhe well. When 

20 s~:~eh well has reaollee-i15--at!tharized deplh, and all legs, eeres imHlher-tesiS ha••e lleen een~pleted IIRil the resuiiS 

21 ther~FRished te the parties, Operater shall giYe ifftlllediate netiee te the I>Jen Operat&fS--flB-Io<ffig the Figl\1-1'8 

22 par:.ieipate in a Cempletian anempt whether eF net Oper-ater resammenEls allempting te Cemplete lile well, 

23 wgelheF vlilil Oper-ater's AFt; Ji!F Cempletien eesl5 if net pFeYieusly pre·rided. The parties reeeiving sueh n9tiGe 

24 sftaH.-.Ila..-e ferty eight (48) lla11FS (eneii:ISi¥e ef Saturilay, S11nday and legal helidays) in whish 19 eleet lly Eleitvery--&f 

25 ~e OjjerateF t9 partieipate in a Fesemmended Cempletien a!leFMpt er te malce a Cempletien prepesal 'l>ith an 

26 aeeempanying I'J:t;. Operater sllall deliver any sueh Gempletien f!F8~esa·l , eF imY Cempletien pF8]l9Sal senfli61ing 

27 with Operator's prepe$al, te the ether parties entitle!! te paFiitipaK! i11 SIICh Cempletien in aeeel'Eianea .,.,.jill me 

28 ~pesil1ed in Aniela VLB.t\. Ele61ien Ht--partieipate in a Cen1pletien aHefflpt--shall inslude eensent~ 

29 nesessary a!ipendit11res fur the Gemple~ing and eqwpping ef sush well, ineluding neeessary tanl;age imd/er surfaee 

30 Mffiies---S11t eJteluding any stim~:~latien eperatien net eentained en the Cemplel'ien AFE. Failure ef iHly party 

31 ~t1sh n.etiee te reply wililin lfleperieil aha•;e HlEe!l shllll saf\Stitute iHl eleetien lly that party net te 

32 partieipate in lfle east ef the Cemplet-itm---attempt; previdea, that l'.rtiele VI.B.ti. shall eenLFel in the ~ase ef 

_,3 ~R~Ietien prepesals. If ene er nlaFe, 1!11t less man all ef the parties, eleet te attempt a GempletieR, the 

34 pra\•isieA ef ARiele VI.B:l: hereef (the phrase "Rewerlcing, Sidetraelting, Deepe11ing, Reeempleting eF Plugging 

35 Basi:" as eent:ained in Artiele VI.B.2. shall lle deemed te inelude "Gampletiflg") shall apply ta the eperatians 

36 thereafter sen41161ed-by-less t-11an all parties· pro•1ided hew&ver that Artiele VLB.2. shall apply separately te eaell 

37 separete Cempletien er Resempletian attempt unelertake11 hereunder ani! an---ele6!ien te be£eme a NeA Gensenliflg 

38 PaFty as ta ene Cempleaen aF Resenlplelien auempt shall net pre'lent a pi!fty frem lleeeming a Gen.sen<ing Party 

39 ~€1Uenl Cen1pleti~en atteFMpi:S regardless whether lile Consenting Parties as te earlier 

40 Gempletiens er Rel!empletien haYe reeeupeEI lilei~e Artiste VLB.2.; pre¥ided ltirtlleF, lhat any 

41 reeeupment ef sests ey a Consenting Party shall ea maEle salely frem the proouetieFI atlrie~:~table te the 6ena--iR 

42 wllieh the Ganlpletien anempt is made. 131eetien ey a jlre¥iells--N&rl Consenting flartY te partieipae in a subsequent 

43 Cemplet-ien er ReeempletieR allemjll sh~ay iiS prepeflienale share ef the eest ef--sal-vable 

44 materials imil eq11ipffieRt installed in lhe well---r.ttusuimt te the preYieus---GeFnpletien er Reeempletien attenlf!l; 

45 +Hsefar imd enly iA5efar as sueh Alaterials and equipment benefit the 6eRe in whieh sush part)' partieipates in a 

46 Geffiplet-iefl..altempt-;--See Article XVI.J for this provision. 

47 2. Rework Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back except a well Reworked, 

48 Recompleted, or Plugged Back pursuant to the provisions of Article VI.B. of this agreement Consent to the Reworking, 

49 Recompleting or Plugging Back of a well shall include all necessary expenditures in conducting such operations and 

50 Completing and equipping of said well, including necessary tankage and/or surface facilities. 

51 D. Other Operations: 

52 Operator shall not undertake any single project reasonably estimated to require an expenditure in excess of ______ _ 

53 Fifty Thousand and noll 00 Dollars ($ 50 000.00 ) except in connection with the 

54 drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Plugging Back of a well that has been previously 

55 authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 

56 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion 

57 are required to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the 

58 emergency to the other parties. If Operator prepares an AFE for its own use, Operator shall furnish any Non-Operator so 

-9 requesting an information copy thereof for any single project costing in excess of Fiftv Thousand and no/! 00 Dollars 

60 ($ 50,000.00 ). Any party who has not relinquished its interest in a well shall have the right to propose that 

61 Operator perform repair work or undertake the installation of artificial lift equipment or ancillary production facilities such as 

62 salt water disposal wells or to conduct additional work with respect to a well drilled hereunder or other similar project (but 

63 not including the installation of gathering lines or other transportation or marketing facilities, the installation of which shall 

64 be governed by separate agreement between the parties) reasonably estimated to require an expenditure in excess of the 

65 amount first set forth above in this Article VI.D. (except in connection with an operation required to be proposed under 

66 Articles VI.B.l. or VI.C.l. Option No. 2, which shall be governed exclusively be those Articles). Operator shall deliver such 

67 proposal to all parties entitled to participate therein. If within thirty (30) days thereof Operator secures the written consent 
two or more 

68 of !ill)'i*!fty or parties owning at least 51 % of the interests of the parties entitled to participate in such operation, 

69 each party having the right to participate in such project shall be bound by the terms of such proposal and shall be obligated 

70 to pay its proportionate share of the costs of the proposed project as if it had consented to such project pursuant to the terms 

71 of the proposal. 

72 E. Abandonment of Wells: 

73 I. Abandonment of Dry Holes: Except for any well drilled or Deepened pursuant to Article VI.B.2., any well which has 

74 been drilled or Deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be 
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plugged and abandoned** without the consent of all parties. Should Operator, after diligent effort, be unable to contact any 

party, or should any party fail to reply within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after 

delivery of notice of the proposal to plug and abandon** such well, such party shall be deemed to have consented to the 

proposed abandonment. All such wells shall be plugged and abandoned** in accordance with applicable regulations and at the 

cost, risk and expense of the parties who participated in the cost of drilling or Deepening such well. Pdly party wile e~ests te 

plugging 11nd abandoning** sueh · .... ell ~)' netise Eleli·tered te Operater within faRy eig!lt (48) heurs (e!!elll5i'le ef SalllFElay, 

~ay ana legal heliEiay3) after Eleli'lef)' ef netiee ef the prepesed plugging shall tal1e ever the well as ef the end ef sueh 

farty eight (48) hour netise period and eenduet further eperatians in sellfeh ef Oil andler Gas su~ett te the J!re•,.isiens ef 

Miele 'II.B.; failure ef suet! ]larty te JlF9'1ide preef reasonably satisfaetef)' ta Oflerater ef its tinaneial EBJlallili~· ta eenduat 

suet! OJ!eratiens er te take e•1er tile well within sueh Jl~ried er thereal'ter ta eenduel eperatiens en sueh well er plug aod 

aba&den .. sueh well shall ent~ter ta retain er talie ]lessessien ef the well aHd plug and abandont• tke well. The party 

tal<ing ever tohe well shall indemnify OJ!erater Of O]leraler is aA--aeandaning part~~ and the ether aeaooening J!llrties against 

liability fer llR)' furtker eperatiens sendusteEI en susk well. e10sept fer tile eests ef piHgging and abaHdaning the 'Nell and 

restafi.ng-the-sll!'faee, fer wl:!ish the al>andening parties shall remain prOfl&Fiienately Hable. 

2. Abandonment of Wells That Have Produced: Except for any well in which a Non-Consent operation has been 

conducted hereunder for which the Consenting Parties have not been fully reimbursed as herein _provided, any well which has 
who partjcir~atelf in the cQst Ql drilling the well 

been completed as a producer shall not be plugged and abandoned** without the consent or all parties /. It all part1es consent to 

such abandonment, the well shall be plugged and abandoned** in accordance with applicable regulations and at the cost, risk 

and expense of all the parties hereto. Failure of a party to reply within sixty (60) days of delivery of notice of proposed 

abandonment shall be deemed an election to consent to the proposal. If, within sixty (8()) da)'S after deli'lef)' ef n8tise ef the 

prepesed aea~llfl'ies de net agree le Hle allandenrnent ef sush well, these wishing te eent.ffiue.-.i.ls 

~~e--theA-epen te pr-eEiustien shall be ebligated ta !al1e sl'er t11e well as ef tl1e BKJ!iratien ef the 

applisable natiee periad and shall indemnify Ojjeratar (if O]lerater is an aeandening J!erty) and the ether ab~ 

egaiftSf--l.+a9ility far any fllrther e]leratiens en the well eandusted by su&h J!aFiies. JAailu-re ef sueh party er jjarties te Jlfevide 

pr-eaf reasenably satisfaeteFy te OJ!eflller ef tkeir lina~~~ush eperat:iaas 9F te talie eYer the well 

within the required flBFieEI er--thefealler ta eendllGt eperatiens an sush well shall entitle a]lera.tar ta retain er take Jl&Ssessian 

efsueh well and plug and abandon** the well. 

Parti~s tailing 8"er a well as previEied herein shall teneer te eaeh af the ather parties i~oS prajlertienate share ef the 'lalue ef 

the well's salvable 1naterial and equipment, deierFRined in aeeerEianroe with the preyisiaf!S ef IOli.hibit "C." less the estimated east 

~g anEI the estimated east ef plugging and abandaning the '•\·elli\~e:t'\:~~.9~:/;n\t:!, in the event 

tile estirnateEI pl11gging and abandoning of the well** ee!nS--and the estirn.ated east ef sal.'laiing ar~ higher than the 

'i-a!ti&-GHhe well's sal¥allle material wtd equ,iJ!FRenl; eaeh ef the aeanclening parties ~~!~?~~ f: the panies eantin11ing 

e]leratiens their Jlrepertienate shares ef the estirnatoeEI em:ess S8St. ~~~ aeandening Jlllrt)' shall assign t8 the non a9amleAieg 

parties, witkeut Wi!I'FiiAty. BKfll'eSS ar iFRJ!I.ieEI, as te title er as te quantity, ar f:itness fer use ef the equi(lrnent and material , all 

ef.-i.l.s.-interest in the wellbare e~d-equiprne.nt., tegetller with its interest in the Leasehald insafar and only 

insefar es sueh beaseheld 69\'0FS the rigill te eetaffi-predoot1en rreFR that wellbare in the lane then 9JlBA te ]lFeduGtien.•·u If the 

-intefllSl-*-the-abanEiening !Jar£)' is er ineluEies and Oil and Gas Interest, sue'll flaTly shall exeeute and deli·;er te the nan 

abandoning party ar ]larties an-oil and gas k!ase, limited te the wellllere and the lone then apen te predlletien, fer a teFFR af 

BRC (I) year a.nd se lang thereafter as Oil and/er Gas is Jlred!lee~relly, sueh lease te ee en the ferFR 

auaelle!l as 6?thi9it "B." The assignments er leases sa limited--sh~]len whiell the well is leeatea 

The ]layrnen~oS lly, and the assignments er leases te, the assignees shall ee in a rarie eased UJlen the relatienshi]l ef their 

~~tien in the Cen~raet A-:ea te the aggregate ef the-pertentages ef JlartiGipatien in the Ceni'FBGI 

Area-ef-a~:r;:~!·!~=?~all be ne -:l:~~~~f~HlHilteresl!l in !Ae rernaining'Jlertiens efthe .Cenl'raet Are~ * .. ,<\ny NnignflttfliS-miH!e 
here~nde•iJilfliHHiti& IM11f'&YtSt&M>&f-Af'lt---~--~~~41atJ.be.flt~~Je.. 

Thereafter, al!andan.ing pani~e--ftffil.ler respensillility liability, er interest in the apeFatien ef or preduetien 

frem tile well in the 6ene lhi!n 9JlE!A ether than the reya.lties retaiRe~f--l:he-terms ar tllis Arriele. Upan 

~er-shal~rate tlle assig.neel ·veil fer the aceeunt ef tl:!e nan al!ane.ening pani~~ 

e-harges-&aF~teffiJ!l-ated B)' this agreement, plus any additienal east and charges whisk may arise as the result af the SeJ!arata 

ewnersRijref the assig.ned well. Upan pre]loSed aiJandenrn~nt af the !Jreducing 6ene assigned er leased !Ae assigner er lesser 

sllall then h£1\•e the ~ reJlurehase i~oS ]lrier interest in the well (using the same valuation ferFRela) and Jli!F!iciJ!ate in 

further eperatiens therein se~eet te tile JlF9'iisiens hereef. 

J . Allandenrnent ef !>len C&nset~!-Gaeratiens: TI1e Jlrevisiens ef Artiele Vl.e. l . er Vl.e.1. aeev~ 

between Censenting Parties In the event ef the pref!eseti-abandennlent ef any well 9!iGef1ted !'ram said Articles; pr-e¥ide4; 

llewe·;er, na well shall l:le JleFFRanend)' plugged and lle&ndaned*" unless and until all ]larties ha•;ing the right te eenEiuet furtkef 

aperatians liherein have eeen netifiea ef the prapeseEJ.....a&aneenrnent anEI allerdeEI the-ef}llartunity te eleel te tal:e e•1er the well 

in--ae&E!fdanoo-wi~revisiens ef this Artiele \11.~. : and Jlrevidea furtller, that Nan Consenting Parties whe ev.'fl an intef9SI 

in a JIBF!ien ef the well shall ]lay their prepenienate sllaf\!5 ef abanEienrnenl and Sllrfaee resteunien sest far suek well as 

~le VI.B.1.(b)< See Article XVI.K. Disposal of Surplus Material 

F. Termination of Operations: 

Upon the commencement of an operation for the drilling, Reworking, Sidetracking, Plugging Back, Deepening, testing, 

Completion or plugging of a well, including but not limited to the Initial Well, such operation shall not be terminated without 

consent of parties bearing _51_% of the costs of such operation; provided, however, that in the event granite or other 

practically impenetrable substance or condition in the hole is encountered which renders further operations impractical, 

Operator may discontinue operations and give notice of such condition in the manner provided in Article Vl.B.l, and the 

provisions of Article Vl.B. or VI .E. shall thereafter apply to such operation, as appropriate. 

G. Taking Production in Kind: 

!&1 Option No.1: Gas Balancing Agreement Attached 

Each party shall take in kind or separately dispose of its proportionate share of all Oil and Gas produced from the 

Contract Area, exclusive of production which may be used in development and producing operations and in preparing and 

treating Oil and Gas for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking 

in kind or separate disposition by any party of its proportionate share of the production shall be borne by such party. Any 

party taking its share of production in kind shall be required to pay for only its proportionate share of such part of 

Operator's surface facilities which it uses. 

Each party shall execute such division orders and contracts as may 

production from the Contract Area, and, except as provided in Article 
{50723978.2} **See Article XVI.I 

be necessary for the sale of its interest in 

Vli.B., shall be entitled to receive payment 
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directly from the purchaser thereof for its share of all production. 

2 lf-a:Ry ~arty fails ta mal;e lhe 11ff8J1gemenl5 neee<~saFY-!e tal;e in l;ina er se~aJately sis~ese ef il5 flFBf3BFlienate 

3 sfiaJe ef the Oil 13reE!uees ffa~enlfact Mea; 0J3erater shall have lhe right; suBjee\-t~e Rwaeatien at v·ill by 

4 the fl&Fly e·..,·ning it; bllt-tlet ~~e al:lligal:ien, te flllFGhase SliGh Oil er sell it te etllers 111 any lime aAs ficem time te 

5 t:ime, fer lhe acee11n1 af tile nan tal;ing ~all}' . Any such l'llf6ilase er sale by 013erater may he terminates l:ly 

6 Operater up en at least ~n ( I Q) Sa)'S WFirteA netiee te me eYr~~er ef saiEI flFBdllel'ien aRE! sllall be 51111jeet ah•l'ays te 

7 ~e right ef IJ:te ewner ef the preEluctien Uflen at least ten (IQ) days wrillen netiee te Ope~ 

8 time il5 right te talte in kinE! er separately Elispese ef, iiS shaJe ef all Oil net pre\'ie11sly delivered te a purchaser, 

9 Any fli!Fchase er sale by Ot>erate.r ef any elhar party's sh~ ef Oil shall be enly fer S11eh reasenallle 13erieEis ef time 

I 0 as are sensislefl!-Wttll--tfle trtinimum needs ef IJ:t8 ind11stry I!REier the f!art iculaJ eireumsti!Rees, ll111 in ne e •;ent ler a 

II fl&riee iA eNel'SS afane (I) year. 
12 ~y Operater s!tall ~e iR a man11er eemmeroially reasenable under lfle eir~1:11 Operater 

13 shall ha'le ne duty te shaJe any e:dst:ing marlrel er te elltain a priGe equal te t!tat Fe~ 

14 marl.e1. The sale er Elelh•ery by Opemter ef a nan tailing party's share ef Oil under the teffA5 ef any existing 

15 centraet ef Operaler shall net give the nan talcing flail}' any interest in er mal;e the nan tali-iflg-flarty a !3llfl)' te said 

16 eentraet. ~le pllrehase shall be made by Operaler withellt HFSt gi¥ing IJ:te A en taldng party at least ten ( I Q) days 

17 wriuen netiee efs11eh ime,tded purehase and the prise La be 13aid er the prieing basis te be used. 

18 All parties shall give timely written notice to Operator of their Gas marketing arrangements for the following 

19 month, excluding price, and shall notify Operator immediately in the event of a change in such arrangements. 

20 Operator shall maintain records of all marketing arrangements, and of volumes actually sold or transported, which 

21 records shall be made available to Non-Operators upon reasonable request. 

22 In the event one or more parties' separate disposition of its share of the Gas causes split-stream deliveries to separate 

23 pipelines and/or deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportion-

24 ate share of total Gas sales to be allocated to it, the balancing or accounting between the parties shall be in accordance with 

25 any Gas balancing agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" or is a 

26 separate agreement. Operator shall give notice to all parties of the first sales of Gas from any well under this agreement. 

27 0 Ootien Ne. 2: Ne Cas Balaneing Agreement: 

28 ~aeh party sllall l81;e in land or separately dispese ef its flFBJ39Fiienate share ef all Oil anEI Cll.s predueed from 

29 tlle Centraet Area, eulush·e ef preduelien whieh may be used in de·,.elepment and predueing operaliens and in 

30 pFep&FH!g and treating Oil and Cas fer marlteting purpeses and pred11etien uoa¥eidably last. Any elilra ellpeRditllres 

31 iAeurred in lhe tolling iA lund er separate diSflBSitien b)' any parry of its prepertienale share of U1e proE111etien shall 

32 be berne by sueJI par~·· AD)' jl&r~· ta iling its share of preduelion in land-s-hall lie re!JIIi.red I& 1111~· fer only its 

33 !3FOpertienate share of sueh !38Ft of Operator's surfaee faeilities whieh it uses. 

34 ~aeh party shall exeeute sueh dh·ision orders and eontraets as may be neeess&f1' ter the sale of its interest in 

35 ~tioo--{rem the CoRtraet· .\reil1 and, exeept as pre•,ided in ARiele '/U.B.1 shall be entitled to reee i~·e payment 

36 Elireetl~· frem the jlurehaser thereof fer its share of all produetien. 

37 If a11y pany fails to m11l1e the arrangements neeessa.-y to talte in ltinEI or separately dispose of its f!Foporlionate 

38 share er the Oil anEI4lr Cas prod11eed from the Centrael Area1 Oflerater shaii--8&-Ye-fbe right, 5111Jjee1 19 the 

39 re~·oeation at will br the pArty owning it1 but oat the obligation, te p11rehase ~u~11s or sell it te ethers 

40 111 any time aBEl frem l'ime 10 time, ter the aeeo11Rl ol4he non hilling par~y. An~· sueh parehase er saole lly Operater 

41 m11y be terminated II)' Operatar apen at least ten (10) days wri"en netiee to the ~wner of said preduetien an&-sb&H 

42 
43 
44 
4-

46 
47 
48 
49 
50 

51 
52 
53 
54 

55 

56 
57 
58 
-9 

60 
61 

62 
63 
64 
65 
66 
67 
68 

B)'S written noliee te Operator 

.. 
to a pureh~---1JFO'IideEI1 hewe'ler, that the efketive Elate of llny Slleh re'loeotien may be deferred 111 Oflerater's 

eleetien fer 11 period net te exeeed nine~· (99) days if Operator has eemmitteEI Sul!h preduetien Ia 11 pureltase 

eentf'aet ha ... ing a term extendiag IJeyenEI s11eh ten (19) day period. A.Ry pure.hase or saole b:Y Ofll!f'iliOr efany atheF 

p!H'~hare er Oil and/or Clt$--Sita ll be enly fer sueh reasenal:lle 11eried~f time liS are eensistent with the 

~~f the industry under the partieular eireumstanees, 0111 in no e¥ent fer a JlerioEI in eness ef one (I) 

year. 

Any s11eh sale by Operator siHtiJ....be....in 11 ma.n&er eemmereially reasonable under Yle eire11mstanee.s, but Operai&F 

sll&ll ha\'e na duty te share any uistieg marltet or transportation arrangement OF te G!Main R priee OF tf'llnspertatieB 

fee e1111al to that reeei¥ed under any uisting marllet er tr&nsperllllien arrangement. The sale or Elelh·~ 

OpeFI!ror er a non telting pllriJ's share of p~d11eeoo undeM41e terms of any e!listing eentr-ae-Hf Operater shall net 

gi'le the ROll tailing party any interest in ar m&k~arty a party te said eentraet. !!ole purehase ef Oil 

~r sue!! i11tended p11rehase er sale anEI the flFiee ta be paid or the prieing basis to be used. Operater shall gh·e 

notiee to all parties of the lirst sale of Cas frem any well under this Agreement. 

--AU-t~arties shall give timely wrilten aeliee Ia Oflerater ef their Cas--i'IHH'keting arra ngeme11 ts fer lhl! lellowing 

menth1 ueluding priee1 liBEl shall notify Operater immediately in tile e•tent of a ehange in SliM arraRgements. 

Gper&tor shall mninhlill reeerds ef all marll.eling arFOOgements, and of ¥OI11mes ue111ally seld or transperted1 whie!t 

reeords shall be made a,·ai!allle teNon Ope raters 11pon reasonable reiJI!est. 

ARTICLE VII. 

EXPENDITURES AND LIABILITY OF PARTIES 

A. Liability of Parties: 

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

and shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the 

liens granted among the parties in Article VIJ.B. are given to secure only the debts of each severally, and no party shall have 

any liability to third parties hereunder to satisfy the default of any other party in the payment of any expense or obligation 

69 hereunder. It is not the intention of the parties to create, nor shall this agreement be construed as creating, a mining or other 

70 partnership, joint venture, agency relationship or association, or to render the parties liable as partners, co-venturers, or 

7 1 principals. In their relations with each other under this agreement, the parties shall not be considered fiduciaries or to have 

72 established a confidential relationship but rather shall be free to act on an arm's-length basis in accordance with their own 

73 respective self-interest, subject, however, to the obligation of the parties to act in good faith in their dealings with each other 

74 with respect to activities hereunder. 
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B. Liens and Security Interests: 

Each party grants to the other parties hereto a lien upon any interest it now owns or hereafter acquires in Oil and Gas 

Leases and Oil and Gas Interests in the Contract Area, and a security interest and/or purchase money security interest in any 

interest it now owns or hereafter acquires in the personal property and fixtures on or used or obtained for use in connection 

therewith, to secure performance of all of its obligations under this agreement including but not limited to payment of expense, 

interest and fees, the proper disbursement of all monies paid hereunder, the assignment or relinquishment of interest in Oil 

and Gas Leases as required hereunder, and the proper performance of operations hereunder. Such lien and security interest 

granted by each party hereto shall include such party's leasehold interests, working interests, operating rights, and royalty and 

overriding royalty interests in the Contract Area now owned or hereafter acquired and in lands pooled or unitized therewith or 

otherwise becoming subject to this agreement, the Oil and Gas when extracted therefrom and equipment situated thereon or 

used or obtained for use in connection therewith (including, without limitation, all wells, tools, and tubular goods), and accounts 

(including, without limitation, accounts arising from gas imbalances or from the sale of Oil and/or Gas at the wellhead), 

contract rights, inventory and general intangibles relating thereto or arising therefrom, and all proceeds and products of the 

foregoing. 

To perfect the lien and security agreement provided herein, each party hereto shall execute and acknowledge the recording 

supplement and/or any financing statement prepared and submitted by any party hereto in conjunction herewith or at any time 

following execution hereof, and Operator is authorized to file this agreement or the recording supplement executed herewith as 

a lien or mortgage in the applicable real estate records and as a financing statement with the proper officer under the Uniform 

Commercial Code in the state in which the Contract Area is situated and such other states as Operator shall deem appropriate 

to perfect the security interest granted hereunder. Any party may file this agreement, the recording supplement executed 

herewith, or such other documents as it deems necessary as a lien or mortgage in the applicable real estate records and/or a 

financing statement with the proper officer under the Uniform Commercial Code. 

Each party represents and warrants to the other parties hereto that the lien and security interest granted by such party to 

the other parties shall be a first and prior lien, and each party hereby agrees to maintain the priority of said lien and security 

interest against all persons acquiring an interest in Oil and Gas Leases and Interests covered by this agreement by, through or 

under such party. All parties acquiring an interest in Oil and Gas Leases and Oil and Gas Interests covered by this agreement, 

whether by assignment, merger, mortgage, operation of law, or otherwise, shall be deemed to have taken subject 

to the lien and security interest granted by this Article Vll.B. as to all obligations attributable to such interest hereunder 

whether or not such obligations arise before or after such interest is acquired. 

To the extent that parties have a security interest under the Uniform Commercial Code of the state in which the 

Contract Area is situated, they shall be entitled to exercise the rights and remedies of a secured party under the Code. 

The bringing of a suit and the obtaining of judgment by a party for the secured indebtedness shall not be deemed an 

election of remedies or otherwise affect the lien rights or security interest as security for the payment thereof. In 

addition, upon default by any party in the payment of its share of expenses, interests or fees , or upon the improper use 

of funds by the Operator, the other parties shall have the right, without prejudice to other rights or remedies, to collect 

from the purchaser the proceeds from the sale of such defaulting party's share of Oil and Gas until the amount owed by 

such party, plus interest as provided in "Exhibit C," has been received, and shall have the right to offset the amount 

owed against the proceeds from the sale of such defaulting party's share of Oil and Gas. All purchasers of production 

may rely on a notification of default from the non-defaulting party or parties stating the amount due as a result of the 

default, and all parties waive any recourse available against purchasers for releasing production proceeds as provided m 

this paragraph. 

If any party fails to pay its share of cost within one hundred twenty (120) days after rendition of a statement therefor by 

Operator, the non-defaulting parties, including Operator, shall upon request by Operator, pay the unpaid amount in the 

proportion that the interest of each such party bears to the interest of all such parties. The amount paid by each party so 

paying its share of the unpaid amount shall be secured by the liens and security rights described in Article Vll.B., and each 

paying party may independently pursue any remedy available hereunder or otherwise. 

If any party does not perform all of its obligations hereunder, and the failure to perform subjects such party to foreclosure 

or execution proceedings pursuant to the provisions of this agreement, to the extent allowed by governing law, the defaulting 

party waives any available right of redemption from and after the date of judgment, any required valuation or appraisement 

of the mortgaged or secured property prior to sale, any available right to stay execution or to require a marshaling of assets 

and any required bond in the event a receiver is appointed. In addition, to the extent permitted by applicable law, each party 

hereby grants to the other parties a power of sale as to any property that is subject to the lien and security rights granted 

hereunder, such power to be exercised in the manner provided by applicable law or otherwise in a commercially reasonable 

manner and upon reasonable notice. 

Each party agrees that the other parties shall be entitled to utilize the provisions of Oil and Gas lien law or other lien 

law of any state in which the Contract Area is situated to enforce the obligations of each party hereunder. Without limiting 

the generality of the foregoing, to the extent permitted by applicable law, Non-Operators agree that Operator may invoke or 

utilize the mechanics' or materialmen's lien law of the state in which the Contract Area is situated in order to secure the 

payn;tent to 0l)<;rator of a!!Y sum.due hereunder for services performed or materials supplied by Operator. See also Article XVI.L- Notice 
ofLtens and Mortgage-J:<1nancmg Statement. 

C. Advances: 

Operator, at its election, shall have the right from time to time to demand and receive from one or more of the other 

parties payment in advance of their respective shares of the estimated amount of the expense to be incurred in operations 

hereunder during the next succeeding month, which right may be exercised only by submission to each such party of aft 

~ statement of such estimated expense, together with an invoice for its share thereof. Each such statement and invoice 

for the payment in advance of estimated expense shall be submitted on or before the ,20th gay of the next preceding month. 

Each party shall pay to Operator its proportionate share of such estimate within /iW~~ <ti~) days after such estimate and 

invoice is received. If any party fails to pay its share of said estimate within said time, the amount due shall bear interest as 

provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances and actual expense to the end 

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

D. Defaults and Remedies: 

If any party fails to discharge any financial obligation under this agreement, including without limitation the failure to 

make any advance under the preceding Article VII.C. or any other provision of this agreement, within the period required for 

such payment hereunder, then in addition to the remedies provided in Article VII.B. or elsewhere in this agreement, the 

remedies specified below shall be applicable. For purposes of this Article Vll.D., all notices and elections shall be delivered 
{S0723978 2) - 12-
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only by Operator, except that Operator shall deliver any such notice and election requested by a non-defaulting Non-Operator, 

and when Operator is the party in default, the applicable notices and elections can be delivered by any Non-Operator. 

Election of any one or more of the following remedies shall not preclude the subsequent use of any other remedy specified 

below or otherwise available to a non-defaulting party. 

I. Suspension of Rights: Any party may deliver to the party in default a Notice of Default, which shall specifY the default, 

specifY the action to be taken to cure the default, and specifY that failure to take such action will result in the exercise of one 

or more of the remedies provided in this Article. If the default is not cured within thirty (30) days of the delivery of such 

Notice of Default, all of the rights of the defaulting party granted by this agreement may upon notice be suspended until the 

default is cured, without prejudice to the right of the non-defaulting party or parties to continue to enforce the obligations of 

the defaulting party previously accrued or thereafter accruing under this agreement. If Operator is the party in default, the 

Non-Operators shall have in addition the right, by vote of Non-Operators owning a majority in interest in the Contract Area 

after excluding the voting interest of Operator, to appoint a new Operator effective immediately. The rights of a defaulting 

party that may be suspended hereunder at the election of the non-defaulting parties shall include, without limitation, the right 

to receive information as to any operation conducted hereunder during the period of such default, the right to elect to 

participate in an operation proposed under Article VI.B. of this agreement, the right to participate in an operation being 

conducted under this agreement even if the party has previously elected to participate in such operation, and the right to 

receive proceeds of production from any well subject to this agreement. 

2. Suit for Damages: Non-defaulting parties or Operator for the benefit of non-defaulting parties may sue (at joint 

account expense) to collect the amounts in default, plus interest accruing on the amounts recovered from the date of default 

until the date of collection at the rate specified in Exhibit "C" attached hereto. Nothing herein shall prevent any party from 

suing any defaulting party to collect consequential damages accruing to such party as a result of the default. 

3. Deemed Non-Consent: The non-defaulting party may deliver a written Notice of Non-Consent Election to the 

defaulting party at any time after the expiration of the thirty-day cure period following delivery of the Notice of Default, in 

which event if the billing is for the drilling a new well or the Plugging Back, Sidetracking, Reworking or Deepening of a 

well which is to be or has been plugged as a dry hole, or for the Completion or Recompletion of any well, the defaulting 

party will be conclusively deemed to have elected not to participate in the operation and to be a Non-Consenting Party with 

respect thereto under Article VI.B. or VI.C., as the case may be, to the extent of the costs unpaid by such party, 

notwithstanding any election to participate theretofore made. If election is made to proceed under this provision, then the 

non-defaulting parties may not elect to sue for the unpaid amount pursuant to Article Vli.D.2. 

Until the delivery of such Notice of Non-Consent Election to the defaulting party, such party shall have the right to cure 

its default by paying its unpaid share of costs plus interest at the rate set forth in Exhibit "C," provided, however, such 

payment shall not prejudice the rights of the non-defaulting parties to pursue remedies for damages incurred by the non­

defaulting parties as a result of the default. Any interest relinquished pursuant to this Article VII.D.3. shall be offered to the 

non-defaulting parties in proportion to their interests, and the non-defaulting parties electing to participate in the ownership 

of such interest shall be required to contribute their shares of the defaulted amount upon their election to participate therein. 

4. Advance Payment: If a default is not cured within thirty (30) days of the delivery of a Notice of Default, Operator, or 

Non-Operators if Operator is the defaulting party, may thereafter require advance payment from the defaulting 

party of such defaulting party's anticipated share of any item of expense for which Operator, or Non-Operators, as the case may 

be, would be entitled to reimbursement under any provision of this agreement, whether or not such expense was the subject of 

the previous default. Such right includes, but is not limited to, the right to require advance payment for the estimated costs of 

drilling a well or Completion of a well as to which an election to participate in drilling or Completion has been made. If the 

defaulting party fails to pay the required advance payment, the non-defaulting parties may pursue any of the remedies provided 

in the Article VII.D. or any other default remedy provided elsewhere in this agreement. Any excess of funds advanced remaining 

when the operation is completed and all costs have been paid shall be promptly returned to the advancing party. 

5. Costs and Attorneys' Fees: In the event any party is required to bring legal proceedings to enforce any financial 

obligation of a party hereunder, the prevailing party in such action shall be entitled to recover all court costs, costs of 

collection, and a reasonable attorney's fee, which the lien provided for herein shall also secure. 

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid 

by the party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties 

own and have contributed interests in the same lease to this agreement, such parties may designate one of such parties to 

make said payments for and on behalf of all such parties. Any party may request, and shall be entitled to receive, proper 

evidence of all such payments. In the event of failure to make proper payment of any rental , shut-in well payment or 

minimum royalty through mistake or oversight where such payment is required to continue the lease in force, any loss which 

results from such non-payment shall be borne in accordance with the provisions of Article IV.B.2. 

Operator shall notifY Non-Operators of the anticipated completion of a shut-in well, or the shutting in or return to 

production of a producing well, at least five (5) days (excluding Saturday, Sunday, and legal holidays) prior to taking such 

action, or at the earliest opportunity permitted by circumstances, but assumes no liability for failure to do so. In the event of 

failure by Operator to so notifY Non-Operators, the loss of any lease contributed hereto by Non-Operators for failure to make 

timely payments of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 

IV.B.3. 

F. Taxes: 

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all 

property subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed 

thereon before they become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as 

to burdens (to include, but not be limited to, royalties, overriding royalties and production payments) on Leases and Oil and 

Gas Interests contributed by such Non-Operator. If the assessed valuation of any Lease is reduced by reason of its being 

subject to outstanding excess royalties, overriding royalties or production payments, the reduction in ad valorem taxes 

resulting therefrom shall inure to the benefit of the owner or owners of such Lease, and Operator shall adjust the charge to 

such owner or owners so as to reflect the benefit of such reduction. If the ad valorem taxes are based in whole or in part 

upon separate valuations of each party's working interest, then notwithstanding anything to the contrary herein, charges to 

the joint account shall be made and paid by the parties hereto in accordance with the tax value generated by each party's 

working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in the manner 

provided in Exhibit "C." 
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If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 

2 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final 

3 determination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes 

4 and any interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for 

5 the joint account, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be 

6 paid by them, as provided in Exhibit "C." 

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

8 to the production or handling of such party's share of Oil and Gas produced under the terms of this agreement. 

9 ARTICLE VIII. 

I 0 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

II A. Surrender of Leases: 

12 The Leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

13 or in part unless all parties consent thereto. 

14 However, should any party desire to surrender its interest in any Lease or in any portion thereof, such party shall give written 

15 notice of the proposed surrender to all parties, and the parties to whom such notice is delivered shall have thirty (30) days after 

16 delivery of the notice within which to notify the party proposing the surrender whether they elect to consent thereto. Failure of a 

17 party to whom such notice is delivered to reply within said 30-day period shall constitute a consent to the surrender of the Leases 

18 described in the notice. If all parties do not agree or consent thereto, the party desiring to surrender shall assign, without express or 

19 implied warranty of title, all of its interest in such Lease, or portion thereof, and any well , material and equipment which may be 

20 located thereon and any rights in production thereafter secured, to the parties not consenting to such surrender. If the interest of the 

21 assigning party is or includes an Oil and Gas Interest, the assigning party shall execute and deliver to the party or parties not 

22 consenting to such surrender an oil and gas lease covering such Oil and Gas Interest for a term of one (I) year and so long 

23 thereafter as Oil and/or Gas is produced from the land covered thereby, such lease to be on the form attached hereto as Exhibit "B." 

24 Upon such assignment or lease, the assigning party shall be relieved from all obligations thereafter accruing, but not theretofore 

25 accrued, with respect to the interest assigned or leased and the operation of any well attributable thereto, and the assigning party 

26 shall have no further interest in the assigned or leased premises and its equipment and production other than the royalties retained 

27 in any lease made under the terms of this Article. The party assignee or lessee shall pay to the party assignor or lessor the 

28 reasonable salvage value of the latter's interest in any well's salvable materials and equipment attributable to the assigned or leased 

29 acreage. The value of all salvable materials and equipment shall be determined in accordance with the provisions of Exhibit "C," less 

30 the estimated cost of salvaging and the estimated cost of plugging and abandoning the well.** If such value is less 

31 than such costs, then the party assignor or lessor shall pay to the party assignee or lessee the amount of such deficit. If the 

32 assignment or lease is in favor of more than one party, the interest shall be shared by such parties in the proportions that the 

33 interest of each bears to the total interest of all such parties. If the interest of the parties to whom the assignment is to be made 

34 varies according to depth, then the interest assigned shall similarly reflect such variances. 

35 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

36 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

37 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

38 agreement but shall be deemed subject to an Operating Agreement in the form of this agreement. 

39 B. Renewal or Extension of Leases: 

40 If any party secures a renewal or replacement of an Oil and Gas Lease or Interest subject to this agreement, then all other parties 

41 shall be notified promptly upon such acquisition or, in the case of a replacement Lease taken before expiration of an existing Lease, 

42 promptly upon expiration of the existing Lease. The parties notified shall have the right for a period of thirty (30) days following 

43 delivery of such notice in which to elect to participate in the ownership of the renewal or replacement Lease, insofar as such Lease 

44 affects lands within the Contract Area, by paying to the party who acquired it their proportionate shares of the acquisition cost 

45 allocated to that part of such Lease within the Contract Area, which shall be in proportion to the interest held at that time by the 

46 parties in the Contract Area. Each party who participates in the purchase of a renewal or replacement Lease shall be given an 

47 assignment of its proportionate interest therein by the acquiring party. 

48 If some, but less than all, of the parties elect to participate in the purchase of a renewal or replacement Lease, it shall be owned 

49 by the parties who elect to participate therein , in a ratio based upon the relationship of their respective percentage of participation in 

50 the Contract Area to the aggregate of the percentages of participation in the Contract Area of all parties participating in the 

51 purchase of such renewal or replacement Lease. The acquisition of a renewal or replacement Lease by any or all of the parties hereto 

52 shall not cause a readjustment of the interests of the parties stated in Exhibit "A," but any renewal or replacement Lease in which 

53 less than all parties elect to participate shall not be subject to this agreement but shall be deemed subject to a separate Operating 

54 Agreement in the form of this agreement. 

55 If the interests of the parties in the Contract Area vary according to depth, then their right to participate proportionately in 

56 renewal or replacement Leases and their right to receive an assignment of interest shall also reflect such depth variances. 

57 The provisions of this Article shall apply to renewal or replacement Leases whether they are for the entire interest covered by 

58 the expiring Lease or cover only a portion of its area or an interest therein. Any renewal or replacement Lease taken before the 

59 expiration of its predecessor Lease, or taken or contracted for or becoming effective within six (6) months after the expiration of the 

60 existing Lease, shall be subject to this provision so long as this agreement is in effect at the time of such acquisition or at the time 

61 the renewal or replacement Lease becomes effective; but any Lease taken or contracted for more than six (6) months after the 

62 expiration of an existing Lease shall not be deemed a renewal or replacement Lease and shall not be subject to the provisions of this 

63 agreement. 

64 The provisions in this Article shall also be applicable to extensions of Oil and Gas Leases. 

65 C. Acreage or Cash Contributions: 

66 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 

6 7 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall 

68 be applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom 

69 the contribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the 

70 proportions said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the 

71 extent possible, be governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any 

72 acreage or cash contributions it may obtain in support of any well or any other operation on the Contract Area. The above 

73 provisions shall also be applicable to optional rights to earn acreage outside the Contract Area which are in support of well drilled 

74 inside Contract Area. 
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If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, 

such consideration shall not be deemed a contribution as contemplated in this Article VIII. C. 

D. Assignment; Maintenance of Uniferm Interest: 

FeH~se ef main.aining unifem1it)· of ewneFShip in the GentFast-Area in the Oil anEI Gas Leases, Oil anEI Gas 

Interests, wells, efjuipment anEI prellustien seversEI b)• this agreement No party shall sell, encumber, transfer or make other 

disposition of its interest in the Oil and Gas Leases and Oil and Gas Interests embraced within the Contract Area or in wells, 

equipment and production unless such disposition covers either: 

I. the entire interest of the party in all Oil and Gas Leases, Oil and Gas Interests, wells, equipment and production; or 

2. an equal undivided percent of the party's present interest in all Oil and Gas Leases, Oil and Gas Interests, wells, 

equipment and production in the Contract Area. 

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

and shall be made without prejudice to the right of the other parties, and any transferee of an ownership interest in any Oil and 

Gas Lease or Interest shall be deemed a party to this agreement as to the interest conveyed from and after the effective date of 

the transfer of ownership; provided, however, that the other parties shall not be required to recognize any such sale, 

encumbrance, transfer or other disposition for any purpose hereunder until thirty (30) days after they have received a copy of the 

instrument of transfer or other satisfactory evidence thereof in writing from the transferor or transferee. No assignment or other 

disposition of interest by a party shall relieve such party of obligations previously incurred by such party hereunder with respect 

to the interest transferred, including without limitation the obligation of a party to pay all costs attributable to an operation 

conducted hereunder in which such party has agreed to participate prior to making such assignment, and the lien and security 

interest granted by Article VII.B. shall continue to burden the interest transferred to secure payment of any such obligations. 

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, 

may require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, 

receive billings for and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to 

bind, the co-owners of such party's interest within the scope of the operations embraced in this agreement; however, all such co­

owners shall have the right to enter into and execute all contracts or agreements for the disposition of their respective shares of 

the Oil and Gas produced from the Contract Area and they shall have the right to receive, separately, payment of the sale 

proceeds thereof. See Article XVI.C for additional provisions. 

E. Waiver of Rights to Partition: 

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

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

undivided interest therein. 

~erential Right te Put=ebase+ 

---(Gptienal; Cheal<-iHpfllisable.) 

~,AY-J*Ift',l-(lestf&--te--seH-1!1+--er-llft¥-fll!ft--ef ii:S interes!S unller !hi.s agFeen1en1; er i15 rigllts !lfl6.-ffiteres!S in the Genlfa61 

Area, it sl!all pren'lptly give 'NAtteR netiee re the e~cher panies, wi!h ftlll inli:JFIRIHien senseming ils prepeseEI llispesilien, whish 

skall inelulle !he name-aml--a~f-lhe l}respeetive tFftflsA!ree (wha must be rea!ly, willing anEI able to !)I!Fellas~, llle !Hirehase 

fJ!'i€.e,-a--legal-Eie!;;lritJiien-suffieienl te iEkntity IRe preperty, llflll all ether terms of the eAer. Tile e~l!er panies shall then ha·te a.n 

aptional t~rior rigl!t; fer a perieEI of len (IQ~ !lays after <he netiee is ElelivereEI, to pursl!ase far the S!ateEI eensilleratien en IRe 

same teFffis--afMl--6enditiens !he interest wlliell l.he elller J!arty pret~oses te sell: anEI, if this epliooal right is e~(ereisell, the 

purshasing parties shall share the pur£flaseEI interest in tile JlFBfleltions !hal the interest ef easll beEifs te lhe tetal i.nlerest of all 

J!IIFGhasing J!&Fties. 1-lewe\•ef;--lhere sl!all be ne J!relllrential rigltt te ptuehase in lllese eases ·v~~ 

i+s-+ateres!S, er to transfer title te its interest5 te i!S meftgagee in lieu ef er !liiF!iUIIfll te fareeles~tre ef a mongage of its inlerest5, 

or te Elist~ese ef i!S in1erests by nte~~selieation, er by sale ef all or substantially all of its Oil anEI Gas assets 

te-any-party, ar by H'a!!srer of iiS interesi:S te a s~tbsilliary or parent eompllfly or to a subsidiary of a parent eomJ!BR)', er 1e any 

sempllfly in whieh sush jlarty ewfls a majerity efthe steele 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

If, for federal income tax purposes, this agreement and the operations hereunder are regarded as a partnership, and if the 

parties have not otherwise agreed to form a tax partnership pursuant to Exhibit "G" or other agreement between them, each 

party thereby affected elects to be excluded from the application of all of the provisions of Subchapter "K," Chapter 1, Subtitle 

"A," of the Internal Revenue Code of 1986, as amended ("Code"), as permitted and authorized by Section 761 of the Code and 

the regulations promulgated thereunder. Operator is authorized and directed to execute on behalf of each party hereby affected 

such evidence of this election as may be required by the Secretary of the Treasury of the United States or the Federal Internal 

Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, and the data required by 

Treasury Regulation § 1. 761. Should there be any requirement that each party hereby affected give further evidence of this 

election, each such party shall execute such documents and furnish such other evidence as may be required by the Federal Internal 

Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other action 

inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 

Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter "K," Chapter 

I, Subtitle "A," of the Code, under which an election similar to that provided by Section 761 of the Code is permitted, each party 

hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing election, each 

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

computation of partnership taxable income7. 

ARTICLE X. 

CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

does not exceed Fifty Thousand and noll 00 Dollars ($50,000.00 ) and if the payment is in complete settlement 

of such claim or suit. If the amount required for settlement exceeds the above amount, the parties hereto shall assume and take over 

the further handling of the claim or suit, unless such authority is delegated to Operator. All costs and expenses of handling settling, 

or otherwise discharging such claim or suit shall be a the joint expense of the parties participating in the operation from which the 

claim or suit arises. If a claim is made against any party or if any party is sued on account of any matter arising from operations 

hereunder over which such individual has no control because of the rights given Operator by this agreement, such party shall 

immediately notify all other parties, and the claim or suit shall be treated as any other claim or suit involving operations hereunder. 
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ARTICLE XI. 

FORCE MAJEURE 

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other 

than the obligation to indemnifY or make money payments or furnish security, that party shall give to all other parties 

prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the obligations of the 

party giving the notice, so far as they are affected by the force majeure, shall be suspended during, but no longer than, the 

continuance of the force majeure. The term "force majeure," as here employed, shall mean an act of God, strike, lockout, or 

other industrial disturbance, act of the public enemy, war, blockade, public riot, lightening, fire, storm, flood or other act of 

nature, explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, and any other 

cause, whether of the kind specifically enumerated above or otherwise, which is not reasonably within the control of the party 

claiming suspension. 

The affected party shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. The 

requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall 

be entirely within the discretion of the party concerned. 

ARTICLE XII. 

NOTICES 

All notices authorized or required between the parties by any of the provisions of this agreement, unless otherwise 

specifically provided, shall be in writing and delivered in person or by United States mail, courier service, telegram, telex, 

telecopier or any other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on 

Exhibit "A." All telephone or oral notices permitted by this agreement shall be confirmed immediately thereafter by written 

notice. The originating notice given under any provision hereof shall be deemed delivered only when received by the party to 

whom such notice is directed, and the time for such party to deliver any notice in response thereto shall run from the date 

the originating notice is received. "Receipt" for purposes of this agreement with respect to written notice delivered hereunder 

shall be actual delivery of the notice to the address of the party to be notified specified in accordance with this agreement, or 

to the telecopy, facsimile or telex machine of such party. The second or any responsive notice shall be deemed delivered when 

deposited in the United States mail or at the office of the courier or telegraph service, or upon transmittal by telex, telecopy 

or facsimile, or when personally delivered to the party to be notified, provided, that when response is required within 24 or 

48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party 

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

parties. If a party is not available to receive notice orally or by telephone when a party attempts to deliver a notice required 

to be delivered within 24 or 48 hours, the notice may be delivered in writing by any other method specified herein and shall 

be deemed delivered in the same manner provided above for any responsive notice. 

ARTICLE XIII. 

TERM OF AGREEMENT 

This agreement shall remain in full force and effect as to the Oil and Gas Leases and/or Oil and Gas Interests subject 

hereto for the period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title 

or interest in or to any Lease or Oil and Gas Interest contributed by any other party beyond the term of this agreement. 

8 Qptian ~Ia . I : Se lang as any ef the Oil and Gas bea!ii!s s11hjest Ia 1his agreement remain er aR s.enlinueEI in 

ferse as te aAy Jlarl eftl!e Centrast Area, wl!etl!er e~· JlFBEIIIstien, extensien, renewal er etherwise. 

00 Option No. 2: In the e•;ent the well ElessrieeEI in Artisle VI.A., er any sueseEjuent vtell ElrilleEI under any JlFSYisien 

ef this agreement, resul6 in lhe Cempletien ef a well as a well G8Jlabl~0 e!rfde~~;:~~ 
EjllaRtities, tThis agreement shall continue in force so long as any-stteh well I IS capable of production, and for an 

additional period of ~ days thereafter; provided, however, if, prior to the expiration of such 

additional period, one or more of the parties hereto are engaged in drilling, Reworking, Deepening, Sidetracking, 

Plugging Back, testing or attempting to Complete or Re-complete a well or wells hereunder, this agreement shall 

continue in force until such operations have been completed and if production results therefrom, this agreement 

shall continue in force as provided herein. In the event the well described in Article VI.A., or any subsequent well 

drilled hereunder, results in a dry hole, and no other well is capable of producing Oil and/or Gas from the 

Contract Area, this agreement shall terminate unless drilling, Deepening, Sidetracking, Completing, Re­

completing, Plugging Back or Reworking operations are commenced within 180 days from the 

date of abandonment of said well. "Abandonment" for such purposes shall mean either (i) a decision by all parties 

not to conduct any further operations on the well or (ii) the elapse of 180 days from the conduct of any 

operations on the well, whichever first occurs. 

The termination of this agreement shall not relieve any party hereto from any expense, liability or other obligation or any 

56 remedy therefor which has accrued or attached prior to the date of such termination. 

57 Upon termination of this agreement and the satisfaction of all obligations hereunder, in the event a memorandum of this 

58 Operating Agreement has been filed of record, Operator is authorized to file of record in all necessary recording offices a 

59 notice of termination, and each party hereto agrees to execute such a notice of termination as to Operator's interest, upon 

60 request of Operator, if Operator has satisfied all its financial obligations. 

61 ARTICLEXIV. 

62 COMPLIANCE WITH LAWS AND REGULATIONS 

63 A. Laws, Regulations and Orders: 

64 This agreement shall be subject to the applicable laws of the state in which the Contract Area is located, to the valid rules, 

65 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, 

66 and local laws, ordinances, rules, regulations and orders. 

67 B. Governing Law: 

68 This agreement and all matters pertaining hereto, including but not limited to matters of performance, non-

69 
70 
71 

performance, breach, remedies, procedures, rights, duties, and interpretation or construction, shall be governed and 

determined by the law of the state __ ---!O~bi~o:....__ 

C. Regulatory Agencies: 

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

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

74 
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orders promulgated under such laws in reference to oil, gas and mineral operations, including the location, operation, or 

production of wells, on tracts offsetting or adjacent to the Contract Area. 

2 With respect to the operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, 

injuries, claims and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation 

3 or application of rules, rulings, regulations or orders of the Department of Energy or Federal Energy Regulatory Commission 

or predecessor or successor agencies to the extent such interpretation or application was made in good faith and does not 

4 constitute gross negligence. Each Non-Operator further agrees to reimburse Operator for such Non-Operator's share of 

production or any refund , fine, levy or other governmental sanction that Operator may be required to pay as a result of such 

5 an incorrect interpretation or application, together with interest and penalties thereon owing by Operator as a result of such 

incorrect interpretation or application. 

6 ARTICLE XV. 

MISCELLANEOUS 

7 A. Execution: 

This agreement shall be binding upon each Non-Operator when this agreement or a counterpart thereof has been 

8 executed by such Non-Operator and Operator notwithstanding that this agreement is not then or thereafter executed by all of 

the parties to which it is tendered or which are listed on Exhibit "A" as owning an interest in the Contract Area or which 

9 own, in fact, an interest in the Contract Area. Operator may, however, by written notice to all Non-Operators who have 

become bound by this agreement as aforesaid, given at any time prior to the actual spud date of the Initial Well but in no 

10 event later than five days prior to the date specified in Article VI. A. for commencement of the Initial Well , terminate this 

agreement if Operator in its sole discretion determines that there is insufficient participation to justify commencement of 

1 1 drilling operations. In the event of such a termination by Operator, all further obligations of the parties hereunder shall cease 

as of such termination. In the event any Non-Operator has advanced or prepaid any share of drilling or other costs 

l2 hereunder, all sums so advanced shall be returned to such Non-Operator without interest. In the event Operator proceeds 

with drilling operations for the Initial Well without the execution hereof by all persons listed on Exhibit "A" as having a 

13 current working interest in such well, Operator shall indemnify Non-Operators with respect to all costs incurred for the 

Initial Well which would have been charged to such person under this agreement if such person had executed the same and 

l4 Operator shall receive all revenues which would have been received by such person under this agreement if such person had 

executed the same. 

15 B. Successors and Assigns: 

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

16 devisees, legal representatives, successors and assigns, and the terms hereof shall be deemed to run with the Leases or 

Interests included within the Contract Area. 

17 C. Counterparts: 

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

l8 purposes. 

D. Severability: 

19 For the purposes of assuming or rejecting this agreement as an executory contract pursuant to federal bankruptcy laws, 

this agreement shall not be severable, but rather must be assumed or rejected in its entirety, and the failure of any party to 

20 this agreement to comply with all of its financial obligations provided herein shall be a material default. 

ARTICLE XVI. 

21 OTHER PROVISIONS 

22 A. SEQUENCE OF OPERATIONS- VERTICAL 

I. When any well authorized under the terms of this Agreement, either by all parties, or by one or more but less than all parties, has been 
23 drilled to its objective depth and the parties participating therein cannot mutually agree upon the sequence and timing of further 

operations regarding such well, the following proposals shall control in the order hereafter enumerated: 

24 

25 

26 

27 

a. A proposal to do additional logging, coring or testing, provided that, in the event a disagreement exists as to the testing to be performed 
on the well at any depth, testing shall be performed as follows: 

i) Any logging, coring or testing provided in a prognosis or AFE shall be conducted for the joint account; 

ii) Any additional logging, coring or testing shall be performed by the operator at the sole cost, risk, expense and liability, including 
indemnification against loss of hole, of the parties electing to participate in such additional operations, and such participating parties shall 
be exclusively entitled to the information obtained therefrom; provided, however, no such additional testing shall be performed on a well 
then producing in paying quantities unless all working interest owners in such well consent to such testing. 

28 b. A proposal to attempt to complete the well at its objective depth; 

29 

30 

31 

32 

c. ~ proposal to plug back and attempt to complete said well in prospective zones at lesser depths, with priorities given in 
ascendmg order; 

d. A proposal to deepen the well to deeper formations than theretofore approved with priorities given in descending order; 

e. 

r. 
A proposal to sidetrack the well to a new bottom hole location; 

A proposal to plug and abandon the well. 

2. In the event a well drilled pursuant hereto is in such a condition that, at the time the participating parties are considering 
any of the above proposals that, in the opinion of the Operator, a reasonable, prudent operator would not conduct the operations 
contemplated by a particular proposal for fear of placing the hole, life or property in jeopardy of losing same prior to completing such 
well at its objective depth, such election shall not be given the priority set forth above. 

33 B. SEQUENCE OF OPERATIONS- HORIZONTAL. 

34 

35 

36 

37 

I. When any well authorized under the terms of this Agreement, either by all parties, or by one or more but less than all parties, has been 
drilled to its objective depth and the parties participating therein cannot mutually agree upon the sequence and timing of further 
operations regarding such well, the following proposals shall control in the order hereafter enumerated: 
a. Attempt completion of drilling operations on all proposed laterals; 
b. Deepen any lateral; 
c. Attempt a Completion in a lateral, including testing and logging; 
d. Kick out and drill additionallateral(s) in the same formation; 
e. Sidetrack well to a different formation; 
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f. Plug back and attempt Completion in ascending order from deepest to shallowest depths; 
g. Deepen a well from the vertical section of the well bore below the authorized depth in descending order from shallowest to deepest 
depths; 
h. Abandon the well pursuant to Article VI. E. 
In the event a well drilled pursuant hereto is in such a condition that, at the time the participating parties are considering any of the above 
proposals that, in the opinion of the Operator, a reasonable, prudent operator would not conduct the operations contemplated by a 

particular proposal for fear of placing the hole, life or property in jeopardy of losing same prior to completing such well at its 
objective depth, such election shall not be given the priority set forth above. 

C. TRANSFER OF INTERESTS 

A pa.rrr may sell, transfer, or assign all or any undivided part of its interest in the leases and all wells and equipment covered hereby 
prov1ded that: 

1. Any such sale, transfer, or assignment shall be made only to a financially responsible party or parties; 

2. Such party shall provide the Operator a copy of the fully executed assignment within thirty (30) days after all signatures on the 
assignment have been obtained; 

3. Such party shall incorporate in such instrument, evidencing the sale, transfer, assignment, or other disposition, a provision making 
the same expressly subject to this Agreement and shall obtain (and furnish to the other parties) such transferee's written consent to be 
bound by all the provisions of this Agreement. 

D. SUBDIVISION OF INTERESTS 

If at any time the interest of any party is divided among and owned by three or more co-owners, Operator reserves the right to require that 
such co-owners appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for and 
approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such party's 
interests within the scope of the operations embraced in this Agreement; however, all such co-owners shall have the right to enter into and 
execute all contracts of agreements for the disposition of their respective shares of the oil and gas produced from the Contract Area and 
they shall have the right to receive, separately, payment of the sale proceeds thereof. Until the trustee or agent is appointed, the party who 
assigned to one or more co-owners shall be considered for all purposes hereof as such trustee or agent with all rights and responsibilities 
thereof. The trustee or agent appointed or deemed to be appointed hereunder shall be liable to Operator for all costs, expenses and 
liabilities incurred pursuant to this Agreement attributable to the interests for which the trustee or agent is appointed or deemed to be 
appointed. Operator shall not be required to account separately for the separate interests represented by the trustee or agent. 

E. SUBSEQUENTLY CREATED INTERESTS 

Notwithstanding any provisions of this Agreement to the contrary, if any Party hereto shall create an overriding royalty, production 
payment, net proceeds interest, or other similar interest, in excess of a eighty percent (80%) net revenue interest, proportionately reduced, 
subsequent to the effective date of this Agreement, or if such an interest was created prior to the effective date hereof but was neither 
recorded in the county in which the Contract Area is located (any such interest created under the circumstances herein mentioned shall 
hereafter be referred to as a "Subsequently Created Interest"), such Subsequently Created Interest shall be specifically subject to all of the 
terms and provisions of this Agreement, as follows: 

(I) If non-consent operations are conducted pursuant to any provision of this Agreement, and the Party or Parties conducting such 
operations become entitled to receive the production attributable to the interest out of which the Subsequently Created Interest is derived, 
such Party or Parties shall receive same free and clear of such Subsequently Created Interest. The Party creating same shall bear and pay 
all such Subsequently Created Interests and shall indemnify and hold the other Parties hereto free and harmless from any and all liability 
resulting there from. 

(2) If the owner of the interest from which a Subsequently Created Interest is derived fails to pay, when due, its share of expenses 
chargeable hereunder, any lien granted the other Parties hereto under any provisions hereof, including, but not limited to, Articles VII.B, 
XVI.K, and Exhibit "H", or under the appropriate state statutes shall cover and affect Subsequently Created Interest and the rights of the 
Parties shall be the same as if the Subsequently Created Interest had not been created. The owner of the interest from which such 
Subsequently Created Interest was derived shall be responsible to the owner of such Subsequently Created Interest for any amounts to 
which the latter may be entitled. 

(3) If the owner of the interest from which a Subsequently Created Interest is derived (i) elects to abandon a well under the provision of 
Article VI.E. hereof, (ii) elects to surrender a lease (or portion thereot) under the provisions of Article VIII.A. hereof, or (iii) elects not to 
pay rentals attributable to its interest in any lease and thereby is required to assign the lease or that portion or interest therein for which it 
elects not to pay rentals to those Parties paying such rental, any assignment resulting from such election shall be free and clear of the 
Subsequently Created Interest. 

(4) The party creating such Subsequently Created Interest shall indemnify and hold the other Parties hereto harmless from any claim or 
cause of action by the owner of the Subsequently Created Interest based on, or related to, the obligations created by such Subsequently 
Created Interest. 

F. COST IN RREO BY OPERA TOR: OUTSIDE LEGAL FEE TJIIRD PARTY 

Notwithstanding anything to the contrary contained in this Operating Agreement of Exhibit "C" Accounting Procedure, all costs incurred 
by Operator in procuring curative matters to the benefit of any jointly owned leases, pooling amendments, preparation and recording of 
pooling designations or declarations and conducting hearings before governmental agencies or regulatory bodies, including fees and 
expenses of outside attorneys and/or professional consultants or land men shall not be considered as administrative overhead, and Operator 
shall be entitled to make a direct charge against the Joint Account for same. Operator shall not charge, however, fees for legal or 
consulting services to those Parties hereto who have elected to represent themselves before any State and Federal agencies. 

G. COMPLIANCE WITH LAWS AND ACCURACY OF RECORDS 

(I) Operator agrees to comply with all laws and lawful regulations applicable to any activities carried out in the name of or on behalf of 
any one or more of the parties to this agreement under the provisions of this agreement and/or any amendments to it. 
(2) Operator agrees that all financial statements, billings, and reports rendered to any one or more of the parties to this agreement, as 
provided for in this agreement and/or any amendments to it, will, to the best of its knowledge and belief, reflect properly the facts about all 
activities and transactions handled for the account of such party or parties, which data may be relied upon as being complete and accurate 
in any further recording and reporting made by such party or parties for whatever purpose. 
(3) Operator agrees to notify the other parties to this agreement promptly upon discovery of any instance where the Operator fails to 
comply with the provision(]) above or where Operator has reason to believe data covered by (2) above is no longer accurate and complete. 
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IN WITNESS WHEREOF, this agreement shall be effective as ofthe ___ day of ________ _ 

, WR9 RfiS f!Fi!fla!'i!S fillS eirettiatea this fefffi fer exeetltieH, Ti!flFi!Si!HtS ana WaA'aHtS 
that the fefffi was j3FiRtea from aAEI with !:he elEeefltiea(s) listed laelew, is ideAtieal te the AAPb l'efffi l'iHl 1989 Medell'efffi 
Of3eratiAg AgreemeAt as published iA eemfluterized form lay l'efffis OR A DisiE, IRe. }Je ehaAges, alteratieAs, er 
meailieatioAs, atl=ler thaA I:Aese made ey st.ril<etlueugh aAeller iAsertien and that aFe eleaFiy reeogllizable as ehanges iA 
ArtiGies ha¥e eeeR made te tfle Hlfffi. 

ATTEST OR WITNESS: OPERATOR 

XTO ENERGY INC. 

By -------------------------------

Edwin S Ryan, Jr. 

Title: Senior Vice President- Land 

Drue ________________ _ 

Tax lD or S.S. No.-------------

NON-OPERA TORS 

By _______________________________ __ 

Title: 

Drue ________________ __ 

Tax lD or S.S. No.-------------

By ----------------------

Title: 

Dffie _________________ _ 

Tax ID or S.S. No.-------------------

By ------------- --------

Type or print name 

Title --------------------------

Drue _____________________ __ 

Tax ID or S.S. No.------------------
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ACKNOWLEDGMENTS 

Note: The following forms of acknowledgment are the short forms approved by the Uniform Law on Notarial Acts. 

The validity and effect of these forms in any state will depend upon the statutes of that state. 

Acknowledgment in representative capacity: 

OPERATOR 

State of _________ _ 

) ss. 

County of _________ _ 

This instrument was acknowledged before me on 

---------------------- by _______ -=E~d~w~in~S~.R~van~·~J~r. ______ as 

Senior Vice-President Land of XTO Energy Inc .. a Delaware comoration. on behalf of such corooration 

(Seal, if any) 

Title (and Rank)--------------

My commission expires:-------------

NON-OPERA TORS 

State of 

) ss. 

County of 

This instrument was acknowledged before me on 

_____________________ by ______________________ ~ 

of 

(Seal, if any) 

Title (and Rank)-------------

My commission expires:-------------

State of 

) ss. 

County of 

30 This instrument w~ acknowledged before me on 

31 ------------------------- by _ _________ as 

32 --of 

33 (Seal, ifany) 

34 Title (and Rank)-------------

35 My commission expires: ---------------

36 

-22-
37 

(S0723978 2) 















EXHIBIT "B" 

Attached to and made part of that certain Operating Agreement dated July 1, 2014, by and between XTO 
Energy Inc. as "Operator" and as "Non-Operator" covering the Schnegg 

Unit C in Belmont County, Ohio. 

PAID UP OIL and GAS LEASE 

THIS AGREEMENT made and entered into this the __ day of 2013, by and between 
-----------' hereinafter called Lessor (whether one or more), and XTO Energy Inc., a Delaware 
corporation, with a mailing address of 810 Houston Street, Fort Worth, Texas 76102-6298, hereinafter called 
Lessee, 

WITNESSETH, that said Lessor, for and in consideration of the sum of ONE DOLLAR ($1.00), the receipt 
of which is hereby acknowledged, and of the royalties herein provided, and of the covenants hereinafter contained to be 
paid, kept and performed by said Lessee, grants, demises, leases and Jets, exclusively unto Lessee, the lands hereinafter 
described, with covenants of general warranty, for the purposes and with the rights of exploring by conducting 
geological surveys, by geophysical surveys with seismographs, by core tests, gravity, magnetic, geochemical and other 
methods whether now developed or developed later, and of constructing drill sites to drill new wells, recondition 
producing wells, re-drill and use abandoned wells, pipe and equipment on the property, and of drilling either vertically 
or horizontally, producing, and otherwise operating for oil or gas or both, along with all hydrocarbon substances 
produced in association therewith, together with the right and easement to construct, lay, modify, operate, repair, 
maintain and remove pipelines, telephone, power and electric Jines (telephone, power and electric lines for use only 
with associated oil and gas production equipment), tanks, ponds, permanent roadways including stone or rock roads, 
plants, stations, compressors, equipment and structures thereon including houses for valves, meters, regulators and 
other appliances, together with the exclusive right to inject air, gas, water, brine or other fluids into the subsurface 
strata, with any and all other rights and privileges necessary, incident to or convenient for such operations on this land, 
alone or co-jointly with neighboring lands for these purposes, together also with the right to unlimited access to the 
lease premises so Lessee can exercise the aforesaid rights, all that certain tract of land situate in the ___ _ 
Township, County, State of Ohio, and covering the following described lands as follows (the "lease 
premises"): 

See Attached Exhibit "A" 

containing acres of land whether actually containing more or less. This lease also covers and includes, in 
addition to that above described, all land, if any, contiguous or adjacent to or adjoining the land above described and (a) 
owned or claimed by Lessor by limitation, prescription, possession, reversion, after-acquired title or unrecorded instrument 
or (b) as to which Lessor has a preference right of acquisition. Lessor agrees to execute any supplemental instrument 
requested by Lessee for a more complete or accurate description of said land. 
1. It is agreed that this lease shall remain in force for a primary term of Five (5) years from the date hereof, 
hereinafter called "primary term", and as long thereafter as oil or gas is produced from the Leased Premises, or from 
lands pooled therewith, or operations, as hereinafter defined, are conducted upon the leased premises, without a 
cessation of such production and operations for an unreasonable period of time, or this lease is maintained in force 
under any subsequent provisions hereof. 
2. Lessee covenants and agrees: 

(a) to deliver to the credit of Lessor, his heirs or assigns, free of costs, a royalty of twelve and one half percent 
(12.50%) of that native oil produced and saved from the lease premises, with the exception of non-commercial 
nuisance oil, and delivered at the wells or into the pipeline to which the wells may be connected. Lessee may from 
time to time purchase any royalty oil in its possession, paying the market price then prevailing for the field where 
produced, and Lessee may sell any royalty oil in its possession and pay Lessor the price received by Lessee for such oil 
computed at the well, and 

(b) to pay Lessor as a royalty, for the native gas and casinghead gas or other gaseous substance, produced 
from said land and sold or used beyond the well or for the extraction of gasoline or other product, an amount equal to 
twelve and one half percent (12.50%) of the gross amount realized by Lessee computed at the wellhead from the sale of 
such substances, Jess any incurred taxes and third party charges, from each and every well. On gas sold at the well, the 
royalty shall be twelve and one half percent (12.50%) of the amount realized by Lessee from such sale, and 

(c) payment of royalties hereunder shall be made or tendered monthly, or may be withheld at the discretion of 
the Lessee until such time as the total withheld exceeds twenty-five dollars ($25.00), or annually at the end of the 
calendar year. Lessee shall sell the production of the well on such terms and conditions as Lessee, in its sole discretion, 
may deem appropriate. Lessee shall have no duty to obtain production sales terms, which maximize the royalties 
payable to Lessor hereunder, but in no event shall Lessee market the royalty portion of production at a price less than 
Lessee receives for its production. 
3. All payments under this lease shall be made by check or voucher to the order of, and shall be mailed to, 
---------------at until Lessee shall have received 
written notice from Lessor, its heirs or assigns, accompanied by original or certified copies of deeds or other documents 
as Lessee may require, evidencing such change of ownership and directing payments to be made otherwise, and any 
payments made as above until such direction, and thereafter in accordance with such direction, shall absolve Lessee 
from any liability to any heir or assign of Lessor. All payments or royalty are to be made according to Lessor's 
respective interest therein, as herein set forth, and this lease shall not be forfeited for Lessee's failure to pay any 
royalties or other payments until Lessee has received written notice by registered mail of such default and shall fail, for 
a period of sixty ( 60) days after receipt of such notice, to pay same. This lease shall never be subject to a civil action or 



other claim to enforce claim of forfeiture due to Lessee's alleged failure to perform as specified herein, unless Lessee 
has received written notice of Lessor's demand and thereafter fails or refuses to satisfY Lessor's demand within sixty 
(60) days from the receipt of said notice by registered mail. If Lessor owns a lesser interest in the oil and gas in and 
under the premises than the entire undivided interest therein, then the royalties and other payments herein provided for 
shall be paid to Lessor only in the proportion which his interest bears to the whole and undivided interest therein. 
4. In addition to the covenants of general warranty hereinabove contained, Lessor further covenants and agrees, 
that if Lessor's title to the lease premises shall come into dispute or litigation, or, if in the judgment of Lessee, there are 
bona fide adverse claims to the royalties hereinabove provided for, then Lessee, at its option, may withhold the 
payment of said royalties without interest until fmal adjudication or other settlement of such dispute, litigation, claim or 
claims; and that Lessee, at its option, may pay and discharge any taxes, mortgages or other lien or liens existing, levied, 
assessed or which may hereafter come into existence or be levied or assessed on or against the lease premises, and in 
the event it exercises such option, Lessee shall be subrogated to the lien and any and all rights of any holder or holders 
thereof, and may reimburse itself by applying to the discharge of any such mortgage, tax, or other lien or liens, any 
royalty or other payment accruing hereunder. The exercise of such reimbursement option shall not be considered an 
election of remedies. 
5. If and when drilling or other operations hereunder are delayed or interrupted by the coal owner's development 
of the coal under the leased premises or lands pooled therewith, lack of water, labor or material, or by fire, storm, flood, 
weather, war, rebellion, insurrection, riot, strike, differences with workmen, failure of subcontractors, or failure of 
carriers to transport or furnish facilities for transportation, or as a result of some order, rule, regulation, requisition or 
necessity of the government, or any other recognized force majeure, or as the result of any other cause whatsoever 
beyond the control of Lessee, the time of such delay or interruption shall not be counted against Lessee, anything in this 
lease to the contrary notwithstanding. All express or implied covenants of this lease shall be subject to all Federal and 
State Laws, Executive Orders, Rules or Regulations and this lease shall not be terminated, in whole or in part, nor 
Lessee held liable in damages for failure to comply therewith, if compliance is prevented by, or if such failure is the 
result of, any such Law, Order, Rule or Regulation. 
6. Whenever used in this lease, the word "operations" shall mean operations for any of the following: preparing 
the drill site location or access road, drilling, testing, reworking, recompleting, deepening, sidetracking, plugging back, 
or repairing of a well in search for, or in an endeavor to maintain, re-establish or enhance the production of oil or gas 
or both, whether or not in paying quantities. 
7. Lessee shall have the right to assign this lease or any interest therein and the assignee of Lessee shall have 
corresponding rights, privileges, and obligations with respect to said royalties and the other obligations related to the 
acreage assigned to it. Upon such assignment, Lessee shall be relieved of any obligation, payment or liability thereafter 
to accrue to the assigned portion of the lease. 
8. Lessee may, at any time during the term hereof, cancel and surrender this lease, and be relieved of any and all 
obligations, payments and liabilities thereafter to accrue as to the lease premises, by either the mailing of a notice to 
Lessor of such cancellation and surrender, or by filing of record a release or releases of this lease. 
9. Lessee may drill or not drill on the lease premises as it may elect, and the consideration paid and to be paid 
hereunder constitutes full adequate compensation for such privilege. 
10. No well shall be drilled by Lessee within 200 feet of any dwelling or barn now on the lease premises, except 
by written consent of the owner of the surface on which such dwelling or barn is located. Lessee may locate drill sites 
and well bores where it deems necessary or appropriate on the lease premises for the production of oil or gas or both. 
Lessee may construct and maintain drill site access roads connecting to available roads and/or to the nearest 
neighboring well operated by Lessee, or to which Lessee has the operator's permission to use its access road. 
11. It is agreed that Lessee shall have the privilege of using free of charge sufficient water, oil and gas from the 
lease premises to run all machinery necessary for operations thereon. Lessee shall have the right at any time during the 
term of this lease or after the expiration or termination thereof to remove all machinery, fixtures, pipelines, meters, well 
equipment, houses, buildings, and other structures which Lessee has placed or caused to be placed on the lease 
premises, including the right to pull and remove all casing and tubing. 
12. If Lessee shall begin operations for the commencement of a well during the primary term of this lease, or any 
extension thereof, Lessee shall then have the right to complete the drilling and/or completion of such well, and if oil or 
gas or both be found in paying quantities, this lease shall continue and be in force and with like effect as if such well 
had been completed within the primary term. 
13. The lease premises may be fully and freely used by Lessor for any purpose, excepting such parts as are used 
by Lessee in operations hereunder. Lessee's drilling, producing and operating sites on the lease premises are for 
Lessee's use only; Lessor shall not use such sites for storage or any other purpose. 
14. Lessee shall pay Lessor for all damages to growing agricultural crops caused by Lessee's operations on the 
lease premises and shall bury all permanent pipelines below plow depth through cultivated areas upon request of Lessor 
owning an interest in the surface. Damages shall be calculated at current marketable value only; in no instance shall 
estimates of future values be considered. Any timber cut by Lessee in preparing access roads, right-of-ways, or 
locations will be stacked in an orderly manner in locations to be mutually agreed upon between by Lessee and Lessor 
and will not be subject to damage reimbursement to Lessor by Lessee. Any injury to Lessee's workers or damages to 
Lessee's property that are caused by Lessor, whether intentional or not, shall be recoverable by Lessee from any royalty 
payments or any other payments to Lessor that are due or becoming due. 
15. Lessee is hereby granted the right, at its option, to pool and unitize all or any part of the lease premises with 
any other lease or leases, land or lands, mineral estates, or any of them whether owned by the Lessee or others, so as to 
create one or more drilling or production units. Each such drilling or production unit shall not exceed 640 acres, plus 
an acreage tolerance of 1 0% in extent and shall conform to the rules and regulations of any lawful government 
authority having jurisdiction of the premises, and with good drilling or production practice in the area in which such 
unit is located. In the event of the pooling or unitization of the whole or any part of the lease premises, Lessee shall 
before or after the completion of the well, record a copy of its unit designation in the County where the lease premises 
are located. In order to give effect to the known limits of the pool of oil or gas or both as such limits may be 
determined from available geological or scientific information or drilling operations, Lessee may at any time amend, 
re-form, reduce, or enlarge the size and shape of any unit formed, and increase or decrease that portion of the acreage 
covered by this lease which is included in any drilling or production unit, or exclude it altogether; provided that Lessee 
shall file an appropriate instrument of record in the county records where lands are located and written notice thereof 
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shall be given to Lessor promptly. As to each drilling or production unit designated by the Lessee, the Lessor agrees to 
accept and shall receive out of the production or the proceeds from the production from such unit, such proportion 
of the royalties specified herein, as the number of acres out of the leased premises covered by this lease which may be 
included from time to time in any such unit bears to the total number of acres included in such unit rather than the full 
amount of the royalty stated in paragraph 2 above. Operations on any portion of the unit created under the terms of 
this paragraph shall have the same effect upon the terms of this lease as if operations or production are being conducted 
or occurring on the lease premises. 
16. If at any time after the primary term hereof there is a well capable of producing gas (with or without 
condensate) in paying quantities located upon the leased premises or on lands pooled therewith but such well is 
awaiting pipeline connection or is shut-in for any other reason (whether before or after production) and this lease is not 
maintained in force by operations or production at any well or by other activity or event, nevertheless it shall be 
considered that gas is being produced in paying quantities within the meaning of this lease (collectively, the "Shut-in 
Well"). On or before the end of the initial year during which this lease is maintained in force for the entire annual 
period under this paragraph 16, if the Shut-in Well has been shut-in for at least 90 consecutive days during such period, 
Lessee shall pay or tender to Lessor hereunder, or to those entitled to the royalties provided for in this lease, a shut-in 
royalty equal to $1.00 per acre for the acreage held under this lease at the time such payment or tender is made. Each 
subsequent payment or tender shall be made thereafter in like manner and amount on or before the end of each annual 
period while the lease is maintained in force for the entire annual period under the first sentence of this paragraph 16. 
Lessee's failure to timely or correctly pay or tender the shut-in royalty for any year shall not operate to terminate this 
lease or serve as a basis for its cancellation, but Lessee shall correct any erroneous payment or tender, when notified 
thereof, and if late then Lessee shall make the correcting payment or tender with interest at the rate of eight (8%) 
percent per annum to those to whom such shut-in royalty was not timely or correctly paid or tendered. As long as any 
well is shut-in, it shall be considered for the purposes of maintaining this lease in force that gas is being produced in 
paying quantities and this lease shall continue in effect both before and after the primary term. Notwithstanding 
anything to the contrary contained in this lease, at the option of Lessee, which may be exercised by Lessee giving 
notice to Lessor, a well which has been drilled and Lessee intends to frac shall be deemed a well capable of 
producing in paying quantities and the date such well is shut-in shall be when the drilling operations are completed. 
17. Lessee shall be entitled during the term of this lease to lay and maintain pipelines on and across Lessor's 
leased premises to transport, without any fee payable therefore to Lessor, natural gas produced on the leased premises 
and/or on other lands pooled therewith whether or not adjacent to the tract of land described herein. Any such 
transportation or gathering lines shall always remain the property of Lessee. Beyond the term ofthis lease, Lessee shall 
not be entitled to lay and maintain additional pipelines across Lessor's leased premises without specific written consent 
of Lessor. However, any pipelines laid during the term of this lease shall continue to be operative at the Lessee's option 
without any fee payable to Lessor and Lessee shall continue to have the right of unlimited access to maintain or remove 
said pipelines. 
18. Lessee, in its sole discretion, may plug and abandon any well which it has drilled on the lease premises. Upon 
abandonment of said well or wells drilled on the lease premises, Lessee shall restore, to the extent reasonably 
practicable, the drill site, access road(s) to said drill site(s), culverts and gates. 
19. All the terms, conditions, limitations and covenants herein contained shall be binding upon the parties hereto 
and shall extend to and be binding upon their respective heirs, successors, personal representatives and assigns, but no 
representations other than those herein contained shall be binding on either party. 
20. In addition to the covenants of general warranty hereinabove contained, Lessor hereby warrants that: (i) the 
lease premises are not encumbered by any enforceable oil or gas lease(s) of record or otherwise, and (ii) Lessor is not 
currently receiving any bonus, rental, production royalty or shut-in royalty as the result of any prior oil or gas lease(s) 
covering any or all of the subject property, and (iii) all wells drilled upon the lease premises, or upon any lands with 
which the lease premises have been combined in a drilling or production unit, have been plugged and abandoned. 
21. If during the term of this lease the Lessor makes a conveyance whereby the surface rights are transferred on 
the entire lease or a portion thereof, Lessor shall promptly give notice of same to Lessee and Lessor shall forward to 
Lessee a recorded copy of such conveyance. Lessor shall similarly provide the new title holder(s) to the surface rights 
with the terms and provisions of this Oil and Gas Lease that said title holders are subject to. 
22. If Lessor receives an offer to lease the oil or gas or both concerning any portion of the leased premises 
described herein at any time while this agreement remains in full force and effect, or within six (6) months 
thereafter, Lessor hereby agrees to notifY Lessee of offeror's name, and to offer immediately to Lessee, in writing, 
the same lease terms. Lessee shall have fifteen ( 15) days to accept or reject the said offer to lease the oil and gas 
covered by the offer at the price, terms, and conditions specified in the offer. Failure of Lessor to provide such 
notice and offer to Lessee shall terminate any Lease entered into between Lessor and such offeror. 
23. This instrument may be executed in counterparts each having the same validity and all of which shall 
constitute but one and the same instrument. Should any one or more of the parties named as Lessor fail to execute this 
lease, it shall nevertheless be binding upon all such parties who do execute it as Lessor. 
24. If any provision of this Lease is held invalid or unenforceable by any court of competent jurisdiction, the other 
provisions of this Agreement will remain in full force and effect. Any provision of this Agreement held invalid or 
unenforceable only in part or degree will remain in full force and effect to the extent not held invalid or unenforceable. 
25. This Lease contains the entire agreement of Lessor and Lessee and supersedes and replaces any oral or 
written communication heretofore made between them relating to the subject matter. 
26. As a result of topography, land development in the vicinity of the leased premises, governmental rules or 
ordinances regarding well sites, and/or surface restrictions as may be set forth in this lease and/or other leases in the 
vicinity, surface locations for well sites in the vicinity may be limited and Lessee may encounter difficulty securing 
surface location(s) for drilling, reworking or other operations. Therefore, since drilling, reworking or other 
operations may either be restricted or not allowed on said land or other leases in the vicinity, it is agreed that any 
such operations conducted at a surface location off of the leased premises or off of lands with which the leased 
premises are pooled in accordance with this lease, provided that such operations are associated with a directional 
well for the purpose of drilling, reworking, producing or other operations under the leased premises or lands pooled 
therewith, shall for purposes of this lease be deemed operations conducted on the leased premises Nothing 
contained in this paragraph is intended to modifY any surface restrictions or pooling provisions or restrictions 
contained in this lease, except as expressly stated. 
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27. For the above consideration, Lessee is granted the option to renew this lease under the same provisions for a 
secondary primary term offour (4) years from the end of the initial primary term hereof, and as long thereafter as oil or 
gas is produced from the leased premises or land pooled therewith, or operations are being conducted upon the lease 
premises, without an unreasonable cessation of such production and operations. Lessee may exercise this option by 
paying or tendering to the Lessor or Lessor's credit in the depository named in this lease, the sum equal to the number 
of net mineral acres multiplied by the original bonus amount per net mineral acre paid as consideration for this lease on 
or before the expiration of the initial five (5) year primary term hereof; which payment, when made, shall constitute the 
entire payment due for the second primary term of four ( 4) years. 

28. Lease includes attached addendum. 

IN WITNESS WHEREOF, the parties to this agreement have hereunto set their hands and seals the day and 
year first above written. 

LESSOR(S) 

ACKNOWLDEGMENT 

STATE OF ____________ __ 

COUNTY OF _ _____ _ 

On this, the ____ day of _______ _, 2014, before me _______________ _, the 

undersigned officer, personally appeared_-----------------> satisfactorily proven to me to be the person 

whose name is subscribed to the within instrument, and acknowledged that she executed the same for the purposes therein contained. 

In witness whereof, I hereunto set my hand and official seal: 

My Commission expires: Notary Public 
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Exhibit "A" 

Attached hereto and made a part hereof that certain Oil, Gas and Mineral Lease dated ______ _ 
by and between and XTO Energy Inc. 

LEGAL DESCRIPTION 

Tax Parcel No. Acres R-T-S Deed 

This lease shall include all streets, alleyways, easements, gores and strips ofland adjacent and contiguous thereto. 
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Exhibit "C" 
ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

COPAS 2005 Accounting Procedure 
Recommended by COPAS 

Attached to and made part of that certain Operating Agreement da1ed Julv I. 2014 . by and between XTO Ener~ry Inc as 

2 "Ooerator" and American Energv - Utica. LLC as ' on-Operator" covering the Schnegg Unit C 

3 located in Belmont Countv Ohio. 

I. GENERAL PROVISIONS 

6 

IF THE PARTIES FAIL TO SELECT EITHER ONE OF COMPETING "ALTERNATIVE" PROVISIONS, OR SELECT ALL THE 

8 COMPETING "ALTERNATIVE" PROVISIONS, ALTERNATIVE liN EACH SUCH INSTANCE SHALL BE DEEMED TO HAVE 

9 BEEN ADOPTED BY THE PARTIES AS A RESULT OF ANY SUCH OMISSION OR DUPLICATE NOT A TION. 

10 

II IN THE EVENT THAT ANY "OPTIONAL" PROVISION OF THIS ACCOUNTING PROCEDURE IS NOT ADOPTED BY THE 

12 PARTIES TO THE AGREEMENT BY A TYPED, PRINTED OR HANDWRITTEN INDICATION, SUCH PROVISION SHALL NOT 

13 FORM A PART OF THIS ACCOUNTING PROCEDURE, AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT 

1~ OF THE PARTIES IN SUCH EVENT. 

15 

16 1. DEFINITIONS 

17 

18 All terms used in this Accounting Procedure shall have the following meaning, unless otherwise expressly defined in the Agreement: 

19 

20 "Affiliate" means for a person, another person that controls, is controlled by, or is under common control with that person. In this 

21 definition, (a) control means the ownership by one person, directly or indirectly, of more than fifty percent (50%) of the voting securities 

22 of a corporation or, for other persons, the equivalent ownership interest (such as partnership interests), and (b) "person" means an 

23 individual, corporation, partnership, trust, estate, unincorporated organization, association, or other legal entity. 

24 

2S "Agreement" means the operating agreement, farmout agreement, or other contract between the Parties to which this Accounting 

26 Procedure is attached. 

27 

28 "Controllable Material" means Material that, at the time of acquisition or disposition by the Joint Account, as applicable, is so classified 

29 in the Material Classification Manual most recently recommended by the Council of Petroleum Accountants Societies (COPAS). 

30 

31 "Equalized Freight" means the procedure of charging transportation cost to the Joint Account based upon the distance from the nearest 

:>2 Railway Receiving Point to the property. 

33 
34 "Excluded Amount" means a specified excluded trucking amount most recently recommended by COP AS. 

35 

36 "Field Office" means a structure, or portion of a structure, whether a temporary or permanent installation, the primary function of which is 

37 to directly serve daily operation and maintenance activities of the Joint Property and which serves as a staging area for directly chargeable 

38 field personnel. 

39 

40 "First Level Supervision" means those employees whose primary function in Joint Operations is the direct oversight of the Operator's 

41 field employees and/or contract labor directly employed On-site in a field operating capacity. First Level Supervision functions may 

42 include, but are not limited to: 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

Responsibility for field employees and contract labor engaged in activities that can include field operations, maintenance, 

construction, well remedial work, equipment movement and drilling 

• Responsibility for day-to-day direct oversight of rig operations 

Respo~sibility for day-to-day direct oversight of construction operations 

Coordination of job priorities and approval of work procedures 

• Responsibility for optimal resource utilization (equipment, Materials, personnel) 

Responsibility for meeting production and field operating expense targets 

• Representation of the Parties in local matters involving community, vendors, regulatory agents and landowners, as an incidental 

part of the supervisor's operating responsibilities 

• Responsibility for all emergency responses with field staff 

• Responsibility for implementing safety and environmental practices 

• Responsibility for field adherence to company policy 

Responsibility for employment decisions and performance appraisals for field personnel 

• Oversight of sub-groups for field functions such as electrical, safety, environmental, telecommunications, which may have group 

or team leaders. 

60 "Joint Account" means the account showing the charges paid and credits received in the conduct of the Joint Operations that are to be 

61 shared by the Parties, but does not include proceeds attributable to hydrocarbons and by-products produced under the Agreement. 

62 

63 "Joint Operations" means all operations necessary or proper for the exploration, appraisal , development, production, protection, 

64 maintenance, repair, abandonment, and restoration of the Joint Property. 

65 

66 
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"Joint Property" means the real and personal property subject to the Agreement. 

2 

COPAS 2005 Accounting Procedure 
Recommended by COPAS, Inc. 

l "Laws" means any laws, rules, regulations, decrees, and orders of the United States of America or any state thereof and all other 

4 governmental bodies, agencies, and other authorities having jurisdiction over or affecting the provisions contained in or the transactions 

S contemplated by the Agreement or the Parties and their operations, whether such laws now exist or are hereafter amended, enacted, 

6 promulgated or issued. 

7 

8 

9 

10 

II 

"Material" means personal property, equipment, supplies, or consumables acquired or held for use by the Joint Property. 

"Non-Operators" means the Parties to the Agreement other than the Operator. 

12 "Offshore Facilities" means platforms, surface and subsea development and production systems, and other support systems such as oil and 

13 gas handling facilities , living quarters, offices, shops, cranes, electrical supply equipment and systems, fuel and water storage and piping, 

14 heliport, marine docking installations, communication facilities , navigation aids, and other similar facilities necessary in the conduct of 

IS offshore operations, all of which are located offshore. 

16 

17 "Off-site" means any location that is not considered On-site as defined in this Accounting Procedure. 

18 

19 "On-site" means on the Joint Property when in direct conduct of Joint Operations. The term "On-site" shall also include that portion of 

20 Offshore Facilities, Shore Base Facilities, fabrication yards, and staging areas from which Joint Operations are conducted, or other 

21 facilities that directly control equipment on the Joint Property, regardless of whether such facilities are owned by the Joint Account. 

22 

23 

24 

"Operator" means the Party designated pursuant to the Agreement to conduct the Joint Operations. 

25 "Parties" means legal entities signatory to the Agreement or their successors and assigns. Parties shall be referred to individually as 

26 "Party." 

27 

28 "Participating Interest" means the percentage of the costs and risks of conducting an operation under the Agreement that a Party agrees, 

29 or is otherwise obligated, to pay and bear. 

30 

31 "Participating Party" means a Party that approves a proposed operation or otherwise agrees, or becomes liable, to pay and bear a share of 

32 the costs and risks of conducting an operation under the Agreement. 

33 

34 "Personal Expenses" means reimbursed costs for travel and temporary living expenses. 

35 

36 "Railway Receiving Point" means the railhead nearest the Joint Property for which freight rates are published, even though an actual 

37 railhead may not exist. 

38 

39 "Shore Base Facilities" means onshore support facilities that during Joint Operations provide such services to the Joint Property as a 

40 receiving and transshipment point for Materials; debarkation point for drilling and production personnel and services; communication, 

41 scheduling and dispatching center; and other associated functions serving the Joint Property. 

42 

43 "Supply Store" means a recognized source or common stock point for a given Material item. 

44 

45 "Technical Services" means services providing specific engineering, geoscience, or other professional skills, such as those performed by 

46 engineers, geologists, geophysicists, and technicians, required to handle specific operating conditions and problems for the benefit of Joint 

47 Operations; provided, however, Technical Services shall not include those functions specifically identified as overhead under the second 

48 paragraph of the introduction of Section III (Overhead). Technical Services may be provided by the Operator, Operator's Affiliate, Non-

49 Operator, Non-Operator Affiliates, and/or third parties. 

so 
51 2. STATEMENTS AND BILLINGS 

52 

53 The Operator shall bill Non-Operators on or before the last day of the month for their proportionate share of the Joint Account for the 

S4 preceding month. Such bills shall be accompanied by statements that identify the AFE (authority for expenditure), lease or facility, and all 

ss charges and credits summarized by appropriate categories of investment and expense. Controllable Material shall be separately identified 

56 and fully described in detail, or at the Operator's option, Controllable Material may be summarized by major Material classifications. 

57 Intangible drilling costs, audit adjustments, and unusual charges and credits shall be separately and clearly identified. 

58 

59 The Operator may make available to Non-Operators any statements and bills required under Section 1.2 and/or Section 1.3.A (Advances 

60 and Payments by the Parties) via email , electronic data interchange, internet websites or other equivalent electronic media in lieu of paper 

61 copies. The Operator shall provide the Non-Operators instructions and any necessary information to access and receive the statements and 

62 bills within the timeframes specified herein. A statement or billing shall be deemed as delivered twenty-four (24) hours (exclusive of 

63 weekends and holidays) after the Operator notifies the Non-Operator that the statement or billing is available on the website and/or sent via 

64 email or electronic data interchange transmission. Each Non-Operator individually shall elect to receive statements and billings 

65 electronically, if available from the Operator, or request paper copies. Such election may be changed upon thirty (30) days prior written 

66 notice to the Operator. 
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3. ADVANCES AND PAYMENTS BY THE PARTIES 

A. Unless otherwise provided for in the Agreement, the Operator may require the Non-Operators to advance their share of the estimated 

cash outlay for the succeeding month's operations within thirty (30) days after receipt of the advance request or by the first day of 

the month for which the advance is required, whichever is later. The Operator shall adjust each monthly billing to reflect advances 

received from the Non-Operators for such month. If a refund is due, the Operator shall apply the amount to be refunded to the 

subsequent month's billing or advance, unless the Non-Operator sends the Operator a written request for a cash refund. The Operator 

shall remit the refund to the Non-Operator within thirty (30) days of receipt of such written request. 

B. Except as provided below, each Party shall pay its proportionate share of all bills in full within thirty (30) days of receipt date. If 

payment is not made within such time, the unpaid balance shall bear interest compounded monthly at the prime rate published by the 

Wall Street Journal on the first day of each month the payment is delinquent, plus three percent (3%), per annum, or the maximum 

contract rate permitted by the applicable usury Laws governing the Joint Property, whichever is the lesser, plus attorney's fees, court 

costs, and other costs in connection with the collection of unpaid amounts. If the Wall Street Journal ceases to be published or 

discontinues publishing a prime rate, the unpaid balance shall bear interest compounded monthly at the prime rate published by the 

Federal Reserve plus three percent (3%), per annum. Interest shall begin accruing on the first day of the month in which the payment 

was due. Payment shall not be reduced or delayed as a result of inquiries or anticipated credits unless the Operator has agreed. 

Notwithstanding the foregoing, the Non-Operator may reduce payment, provided it furnishes documentation and explanation to the 

Operator at the time payment is made, to the extent such reduction is caused by: 

(I) being billed at an incorrect working interest or Participating Interest that is higher than such Non-Operator' s actual working 

interest or Participating Interest, as applicable; or 

(2) being billed for a project or AFE requiring approval of the Parties under the Agreement that the Non-Operator has not approved 

or is not otherwise obligated to pay under the Agreement; or 

(3) being billed for a property in which the Non-Operator no longer owns a working interest, provided the Non-Operator has 

furnished the Operator a copy of the recorded assignment or letter in-lieu. Notwithstanding the foregoing, the Non-Operator 

shall remain responsible for paying bills attributable to the interest it sold or transferred for any bills rendered during the thirty 

(30) day period following the Operator's receipt of such written notice; or 

(4) charges outside the adjustment period, as provided in Section I.4 (Adjustments) . 

4. ADJUSTMENTS 

A. Payment of any such bills shall not prejudice the right of any Party to protest or question the correctness thereof; however, all bills 

and statements, including payout statements, rendered during any calendar year shall conclusively be presumed to be true and correct, 

with respect only to expenditures, after twenty-four (24) months following the end of any such calendar year, unless within said 

period a Party takes specific detailed written exception thereto making a claim for adjustment. The Operator shall provide a response 

to all written exceptions, whether or not contained in an audit report, within the time periods prescribed in Section 1.5 (Expenditure 

Audits). 

B. All adjustments initiated by the Operator, except those described in items (I) through (4) of this Section I.4.B, are limited to the 

twenty-four (24) month period following the end of the calendar year in which the original charge appeared or should have appeared 

on the Operator's Joint Account statement or payout statement. Adjustments that may be made beyond the twenty-four (24) month 

period are limited to adjustments resulting from the following: 

(I) a physical inventory of Controllable Material as provided for in Section V (Inventories of Controllable Material), or 

(2) an offsetting entry (whether in whole or in part) that is the direct result of a specific joint interest audit exception granted by the 

Operator relating to another property, or 

(3) a government/regulatory audit, or 

(4) a working interest ownership or Participating Interest adjustment. 

5. EXPENDITURE AUDITS 

A. A Non-Operator, upon written notice to the Operator and all other Non-Operators, shall have the right to audit the Operator's 

accounts and records relating to the Joint Account within the twenty-four (24) month period following the end of such calendar year in 

which such bill was rendered; however, conducting an audit shall not extend the time for the taking of written exception to and the 

adjustment of accounts as provided for in Section 1.4 (Aqjustments). Any Party that is subject to payout accounting under the 

Agreement shall have the right to audit the accounts and records of the Party responsible for preparing the payout statements, or of 

the Party furnishing information to the Party responsible for preparing payout statements. Audits of payout accounts may include the 

volumes of hydrocarbons produced and saved and proceeds received for such hydrocarbons as they pertain to payout accounting 

required under the Agreement. Unless otherwise provided in the Agreement, audits of a payout account shall be conducted within the 

twenty-four (24) month period following the end of the calendar year in which the payout statement was rendered. 

Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a joint audit in a 

manner that will result in a minimum of inconvenience to the Operator. The Operator shall bear no portion of the Non-Operators' 

audit cost incurred under this paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 

without prior approval of the Operator, except upon the resignation or removal of the Operator, and shall be made at the expense of 
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those Non-Operators approving such audit. 

The Non-Operator leading the audit (hereinafter "lead audit company") shall issue the audit report within ninety (90) days after 

completion of the audit testing and analysis; however, the ninety (90) day time period shall not extend the twenty-four (24) month 

requirement for taking specific detailed written exception as required in Section 1.4.A (Adjustments) above. All claims shall be 

supported with sufficient documentation. 

A timely filed written exception or audit report containing written exceptions (hereinafter "written exceptions") shall, with respect to 

the claims made therein, preclude the Operator from asserting a statute of limitations defense against such claims, and the Operator 

hereby waives its right to assert any statute of limitations defense against such claims for so long as any Non-Operator continues to 

comply with the deadlines for resolving exceptions provided in this Accounting Procedure. If the Non-Operators fail to comply with 

the additional deadlines in Section 1.5.8 or l.S.C, the Operator' s waiver of its rights to assert a statute of limitations defense against 

the claims brought by the Non-Operators shall lapse, and such claims shall then be subject to the applicable statute of limitations, 

provided that such waiver shall not lapse in the event that the Operator has failed to comply with the deadlines in Section 1.5.8 or 

!.S.C. 

B. The Operator shall provide a written response to all exceptions in an audit report within one hundred eighty (I 80) days after Operator 

receives such report. Denied exceptions should be accompanied by a substantive response. If the Operator fails to provide substantive 

response to an exception within this one hundred eighty (180) day period, the Operator will owe interest on that exception or portion 

thereof, if ultimately granted, from the date it received the audit report. Interest shall be calculated using the rate set forth in Section 

1.3.8 (Advances and Payments by the Parties). 

C. The lead audit company shall reply to the Operator's response to an audit report within ninety (90) days of receipt, and the Operator 

shall reply to the lead audit company's follow-up response within ninety (90) days of receipt; provided, however, each Non-Operator 

shall have the right to represent itself if it disagrees with the lead audit company' s position or believes the lead audit company is not 

adequately fulfilling its duties. Unless otherwise provided for in Section LS.E, if the Operator fails to provide substantive response 

to an exception within this ninety (90) day period, the Operator will owe interest on that exception or portion thereof, if ultimately 

granted, from the date it received the audit report. Interest shall be calculated using the rate set forth in Section 1.3.8 (Advances and 

Payments by the Parties). 

D. If any Party fails to meet the deadlines in Sections 1.5.8 or l.S.C or if any audit issues are outstanding fifteen (15) months after 

Operator receives the audit report, the Operator or any Non-Operator participating in the audit has the right to call a resolution 

meeting, as set forth in this Section 1.5.0 or it may invoke the dispute resolution procedures included in the Agreement, if applicable. 

The meeting will require one month's written notice to the Operator and all Non-Operators participating in the audit. The meeting 

shall be held at the Operator' s office or mutually agreed location, and shall be attended by representatives of the Parties with 

authority to resolve such outstanding issues. Any Party who fails to attend the resolution meeting shall be bound by any resolution 

reached at the meeting. The lead audit company will make good faith efforts to coordinate the response and positions of the 

Non-Operator participants throughout the resolution process; however, each Non-Operator shall have the right to represent itself. 

Attendees will make good faith efforts to resolve outstanding issues, and each Party will be required to present substantive information 

supporting its position. A resolution meeting may be held as often as agreed to by the Parties. Issues unresolved at one meeting may 

be discussed at subsequent meetings until each such issue is resolved. 

If the Agreement contains no dispute resolution procedures and the audit issues cannot be resolved by negotiation, the dispute shall 

be submitted to mediation. In such event, promptly following one Party' s written request for mediation, the Parties to the dispute 

shall choose a mutually acceptable mediator and share the costs of mediation services equally. The Parties shall each have present 

at the mediation at least one individual who has the authority to settle the dispute. The Parties shall make reasonable efforts to 

ensure that the mediation commences within sixty (60) days of the date of the mediation request. Notwithstanding the above, any 

Party may file a lawsuit or complaint (I) if the Parties are unable after reasonable efforts, to commence mediation within sixty (60) 

days of the date of the mediation request, (2) for statute of limitations reasons, or (3) to seek a preliminary injunction or other 

provisional judicial relief, if in its sole judgment an injunction or other provisional relief is necessary to avoid irreparable damage or 

to preserve the status quo. Despite such action , the Parties shall continue to try to resolve the dispute by mediation. 

E. D (Optional Provision- Forfeiture Penalties) 

If the Non-Operators fail to meet the deadline in Section 1.5.C, any unresolved exceptions that were not addressed by the Non­

Operators within one (/)year following receipt of the last substantive response of the Operator shall be deemed to have been 

withdrawn by the Non-Operators. If the Operator fails to meet the deadlines in Section /.5.B or 1.5.C, any unresolved exceptions that 

were not addressed by the Operator within one (I) year following receipt of the audit report or receipt of the last substantive response 

of the Non-Operators, whichever is later, shall be deemed to have been granted by the Operator and adjustments shall be made, 

without interest, to the Joint Account. 

6. APPROVAL BY PARTIES 

A GENERAL MATTERS 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other Sections of this Accounting 

Procedure and if the Agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto, the 
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Operator shall notify all Non-Operators of the Operator's proposal and the agreement or approval of a majority in interest of the 

Non-Operators shall be controlling on all Non-Operators. 

This Section 1.6.A applies to specific situations of limited duration where a Party proposes to change the accounting for charges from 

that prescribed in this Accounting Procedure. This provision does not apply to amendments to this Accounting Procedure, which are 

covered by Section 1.6.B. 

B. AMENDMENTS 

If the Agreement to which this Accounting Procedure is attached contains no contrary provisions in regard thereto, this Accounting 

Procedure can be amended by an affirmative vote of two (2) or more Parties, one of which is the Operator, 

having a combined working interest of at least fifty-one percent (51%), which approval shall be binding on all Parties, 

provided, however, approval of at least one (1) Non-Operator shall be required. 

C. AFFILIATES 

For the purpose of administering the voting procedures of Sections I.6.A and 1.6.B, if Parties to this Agreement are Affiliates of each 

other, then such Affiliates shall be combined and treated as a single Party having the combined working interest or Participating 

Interest of such Affiliates. 

For the purposes of administering the voting procedures in Section 1.6.A, if a Non-Operator is an Affiliate of the Operator, votes 

under Section I.6.A shall require the majority in interest of the Non-Operator(s) after excluding the interest of the Operator's 

Affiliate. 

II. DIRECT CHARGES 

The Operator shall charge the Joint Account with the following items: 

I. RENTALS AND ROYALTIES 

Lease rentals and royalties paid by the Operator, on behalf of all Parties, for the Joint Operations. 

2. LABOR 

A. Salaries and wages, including incentive compensation programs as set forth in COPAS MFI-37 ("Chargeability of Incentive 

Compensation Programs"), for: 

(I) Operator' s field employees directly employed On-site in the conduct of Joint Operations, 

(2) Operator's employees directly employed on Shore Base Facilities, Offshore Facilities, or other facilities serving the Joint 

Property if such costs are not charged under Section 11.6 (Equipment and Facilities Furnished by Operator) or are not a 

function covered under Section Ill (Overhead), 

(3) Operator's employees providing First Level Supervision, 

(4) Operator's employees providing On-site Technical Services for the Joint Property if such charges are excluded from the 

overhead rates in Section Ill (Overhead) , 

(5) Operator's employees providing Off-site Technical Services for the Joint Property if such charges are excluded from the 

overhead rates in Section Ill (Overhead). 

Charges for the Operator' s employees identified in Section li.2.A may be made based on the employee 's actual salaries and wages, 

or in lieu thereof, a day rate representing the Operator's average salaries and wages of the employee's specific job category. 

Charges for personnel chargeable under this Section 11.2.A who are foreign nationals shall not exceed comparable compensation paid 

to an equivalent U.S. employee pursuant to this Section 11.2, unless otherwise approved by the Parties pursuant to Section 

1.6.A (General Matters). 

B. Operator's cost of holiday, vacation, sickness, and disability benefits, and other customary allowances paid to employees whose 

salaries and wages are chargeable to the Joint Account under Section 11.2.A, excluding severance payments or other termination 

allowances. Such costs under this Section 11.2.B may be charged on a "when and as-paid basis" or by "percentage assessment" on the 

amount of salaries and wages chargeable to the Joint Account under Section 11.2.A. 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 that are applicable to costs 

chargeable to the Joint Account under Sections 11.2.A and B. 
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D. Personal Expenses of personnel whose salaries and wages are chargeable to the Joint Account under Section 11.2.A when the 

expenses are incurred in connection with directly chargeable activities . 

E. Reasonable relocation costs incurred in transferring to the Joint Property personnel whose salaries and wages are chargeable to the 

Joint Account under Section 11.2.A. Notwithstanding the foregoing, relocation costs that result from reorganization or merger of a 

Party, or that are for the primary benefit of the Operator, shall not be chargeable to the Joint Account. Extraordinary relocation 

costs, such as those incurred as a result of transfers from remote locations, such as Alaska or overseas, shall not be charged to the 

Joint Account unless approved by the Parties pursuant to Section 1.6.A (General Matters). 

F. Training costs as specified in COPAS MFI-35 ("Charging of Training Costs to the Joint Account") for personnel whose salaries and 

wages are chargeable under Section 11.2.A. This training charge shall include the wages, salaries, training course cost, and Personal 

Expenses incurred during the training session. The training cost shall be charged or allocated to the property or properties directly 

benefiting from the training. The cost of the training course shall not exceed prevailing commercial rates, where such rates are 

available. 

G. Operator's current cost of established plans for employee benefits, as described in COPAS MFI-27 ("Employee Benefits Chargeable 

to Joint Operations and Subject to Percentage Limitation"), applicable to the Operator' s labor costs chargeable to the Joint Account 

under Sections 11.2.A and B based on the Operator' s actual cost not to exceed the employee benefits limitation percentage most 

recently recommended by COPAS. 

H. Award payments to employees, in accordance with COPAS MFI-49 ("Awards to Employees and Contractors") for personnel whose 

salaries and wages are chargeable under Section 11.2.A. 

3. MATERIAL 

Material purchased or furnished by the Operator for use on the Joint Property in the conduct of Joint Operations as provided under Section 

IV (Material Purchases, Transfers, and Dispositions). Only such Material shall be purchased for or transferred to the Joint Property as 

may be required for immediate use or is reasonably practical and consistent with efficient and economical operations. The accumulation 

of surplus stocks shall be avoided. 

4. TRANSPORTATION 

5. 

A. Transportation of the Operator' s, Operator's Affiliate' s, or contractor' s personnel necessary for Joint Operations. 

B. Transportation of Material between the Joint Property and another property, or from the Operator' s warehouse or other storage point 

to the Joint Property, shall be charged to the receiving property using one of the methods listed below. Transportation of Material 

from the Joint Property to the Operator's warehouse or other storage point shall be paid for by the Joint Property using one of the 

methods listed below: 

(I) If the actual trucking charge is less than or equal to the Excluded Amount the Operator may charge actual trucking cost or a 

theoretical charge from the Railway Receiving Point to the Joint Property. The basis for the theoretical charge is the per 

hundred weight charge plus fuel surcharges from the Railway Receiving Point to the Joint Property . The Operator shall 

consistently apply the selected alternative. 

(2) If the actual trucking charge is greater than the Excluded Amount, the Operator shall charge Equalized Freight. Accessorial 

charges such as loading and unloading costs, split pick-up costs, detention, call out charges, and permit fees shall be charged 

directly to the Joint Property and shall not be included when calculating the Equalized Freight. 

SERVICES 

The cost of contract services, equipment, and utilities used in the conduct of Joint Operations, except for contract services, equipment, and 

utilities covered by Section Ill (Overhead) , or Section 11 .7 (Affiliates) , or excluded under Section 11.9 (Legal Expense). Awards paid to 

contractors shall be chargeable pursuant to COPAS MFI-49 ("Awards to Employees and Contractors"). 

The costs of third party Technical Services are chargeable to the extent excluded from the overhead rates under Section Ill (Overhead) . 

6. EQUIPMENT AND FACILITIES FURNISHED BY OPERATOR 

In the absence of a separately negotiated agreement, equipment and facilities furnished by the Operator will be charged as follows: 

A. The Operator shall charge the Joint Account for use of Operator-owned equipment and facilities, including but not limited to 

production facilities, Shore Base Facilities, Offshore Facilities, and Field Offices, at rates commensurate with the costs of ownership 

and operation. The cost of Field Offices shall be chargeable to the extent the Field Offices provide direct service to personnel who 

are chargeable pursuant to Section 11.2.A (Labor). Such rates may include labor, maintenance, repairs, other operating expense, 

insurance, taxes, depreciation using straight line depreciation method, and interest on gross investment less accumulated depreciation 

not to exceed six percent~%) per annum; provided, however, depreciation shall not be charged when the 
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equipment and facilities investment have been fully depreciated. The rate may include an element of the estimated cost for 

abandonment, reclamation, and dismantlement. Such rates shall not exceed the average commercial rates currently prevailing in the 

immediate area of the Joint Property. 

B. In lieu of charges in Section 11.6.A above, the Operator may elect to use average commercial rates prevailing in the immediate area 

of the Joint Property, less twenty percent (20%). If equipment and facilities are charged under this Section 11.6.8, the Operator shall 

adequately document and support commercial rates and shall periodically review and update the rate and the supporting 

documentation. For automotive equipment, the Operator may elect to use rates published by the Petroleum Motor Transport 

Association (PMTA) or such other organization recognized by COPAS as the official source of rates. 

7. AFFILIATES 

A. Charges for an Affiliate 's goods and/or services used in operations requiring an AFE or other authorization from the Non-Operators 

may be made without the approval of the Parties provided (i) the Affiliate is identified and the Affiliate goods and services are 

specifically detailed in the approved AFE or other authorization, and (ii) the total costs for such Affiliate's goods and services billed 

to such individual project do not exceed$ 50 000 If the total costs for an Affiliate 's goods and services charged to such 

individual project are not specifically detailed in the approved AFE or authorization or exceed such amount, charges for such 

Affiliate shall require approval of the Parties, pursuant to Section 1.6.A (General Matters). 

B. For an Affiliate's goods and/or services used in operations not requiring an AFE or other authorization from the Non-Operators, 

charges for such Affiliate 's goods and services shall require approval of the Parties, pursuant to Section 1.6.A (General Matters), if the 

charges exceed $ 50 000 in a given calendar year. 

C. The cost of the Affiliate's goods or services shall not exceed average commercial rates prevailing in the area of the Joint Property, 

unless the Operator obtains the Non-Operators' approval of such rates. The Operator shall adequately document and support 

commercial rates and shall periodically review and update the rate and the supporting documentation; provided, however, 

documentation of commercial rates shall not be required if the Operator obtains Non-Operator approval of its Affiliate' s rates or 

charges prior to billing Non-Operators for such Affiliate' s goods and services. Notwithstanding the foregoing, direct charges for 

Affiliate-owned communication facilities or systems shall be made pursuant to Section 11.12 (Communications). 

If the Parties fail to designate an amount in Sections 11.7.A or 11.7.8, in each instance the amount deemed adopted by the Parties as a 

result of such omission shall be the amount established as the Operator's expenditure limitation in the Agreement. If the Agreement 

does not contain an Operator's expenditure limitation, the amount deemed adopted by the Parties as a result of such omission shall be 

zero dollars ($ 0.00). 

8. DAMAGES AND LOSSES TO JOINT PROPERTY 

9. 

All costs or expenses necessary for the repair or replacement of Joint Property resulting from damages or losses incurred, except to the 

extent such damages or losses result from a Party 's or Parties ' gross negligence or willful misconduct, in which case such Party or Parties 

shall be solely liable. 

The Operator shall furnish the Non-Operator written notice of damages or losses incurred as soon as practicable after a report has been 

received by the Operator. 

LEGAL EXPENSE 

Recording fees and costs of handling, settling, or otherwise discharging litigation, claims, and liens incurred in or resulting from 

operations under the Agreement, or necessary to protect or recover the Joint Property, to the extent permitted under the Agreement. Costs 

of the Operator's or Affiliate 's legal staff or outside attorneys, including fees and expenses, are not chargeable unless approved by the 

Parties pursuant to Section 1.6.A (General Matters) or otherwise provided for in the Agreement. 

Notwithstanding the foregoing paragraph, costs for procuring abstracts, fees paid to outside attorneys for title examinations (including 

preliminary, supplemental, shut-in royalty opinions, division order title opinions), and curative work shall be chargeable to the extent 

permitted as a direct charge in the Agreement. 

10. TAXES AND PERMITS 

All taxes and permitting fees of every kind and nature, assessed or levied upon or in connection with the Joint Property, or the production 

therefrom, and which have been paid by the Operator for the benefit of the Parties, including penalties and interest, except to the extent the 

penalties and interest result from the Operator's gross negligence or willful misconduct. 

If ad valorem taxes paid by the Operator are based in whole or in part upon separate valuations of each Party's working interest, then 

notwithstanding any contrary provisions, the charges to the Parties will be made in accordance with the tax value generated by each Party's 

working interest. 
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Costs of tax consultants or advisors, the Operator's employees, or Operator's Affiliate employees in matters regarding ad valorem or other 

tax matters, are not permitted as direct charges unless approved by the Parties pursuant to Section 1.6.A (General Matters). 

Charges to the Joint Account resulting from sales/use tax audits, including extrapolated amounts and penalties and interest, are permitted, 

provided the Non-Operator shall be allowed to review the invoices and other underlying source documents which served as the basis for 

tax charges and to determine that the correct amount of taxes were charged to the Joint Account. If the Non-Operator is not permitted to 

review such documentation, the sales/use tax amount shall not be directly charged unless the Operator can conclusively document the 

amount owed by the Joint Account. 

11. INSURANCE 

Net premiums paid for insurance required to be carried for Joint Operations for the protection of the Parties. If Joint Operations are 

conducted at locations where the Operator acts as self-insurer in regard to its worker's compensation and employer's liability insurance 

obligation, the Operator shall charge the Joint Account manual rates for the risk assumed in its self-insurance program as regulated by the 

jurisdiction governing the Joint Property. In the case of offshore operations in federal waters, the manual rates of the adjacent state shall be 

used for personnel performing work On-site, and such rates shall be adjusted for offshore operations by the U.S. Longshoreman and 

Harbor Workers (USL&H) or Jones Act surcharge, as appropriate. 

12. COMMUNICATIONS 

Costs of acquiring, leasing, installing, operating, repairing, and maintaining communication facilities or systems, including satellite, radio 

and microwave facilities, between the Joint Property and the Operator' s office(s) directly responsible for field operations in accordance 

with the provisions of COPAS MFJ-44 ("Field Computer and Communication Systems"). If the communications facilities or systems 

serving the Joint Property are Operator-owned, charges to the Joint Account shall be made as provided in Section II.6 (Equipment and 

Facilities Furnished by Operator). If the communication facilities or systems serving the Joint Property are owned by the Operator's 

Affiliate, charges to the Joint Account shall not exceed average commercial rates prevailing in the area of the Joint Property. The Operator 

shall adequately document and support commercial rates and shall periodically review and update the rate and the supporting 

documentation. 

13. ECOLOGICAL, ENVIRONMENTAL, AND SAFETY 

Costs incurred for Technical Services and drafting to comply with ecological, environmental and safety Laws or standards recommended by 

Occupational Safety and Health Administration (OSHA) or other regulatory authorities. All other labor and functions incurred for 

ecological, environmental and safety matters, including management, administration, and permitting, shall be covered by Sections 11.2 

(Labor), 11.5 (Services) , or Section III (Overhead), as applicable. 

Costs to provide or have available pollution containment and removal equipment plus actual costs of control and cleanup and resulting 

responsibilities of oil and other spills as well as discharges from permitted outfalls as required by applicable Laws, or other pollution 

containment and removal equipment deemed appropriate by the Operator for prudent operations, are directly chargeable. 

14. ABANDONMENT AND RECLAMATION 

Costs incurred for abandonment and reclamation of the Joint Property, including costs required by lease agreements or by Laws. 

15. OTHER EXPENDITURES 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II (Direct Charges) , or in Section Ill 

(Overhead) 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. Charges made under this Section II. I 5 shall require approval of the Parties, pursuant to Section l.6.A (General Matters). 

III. OVERHEAD 

As compensation for costs not specifically identified as chargeable to the Joint Account pursuant to Section IJ (Direct Charges), the Operator 

shall charge the Joint Account in accordance with this Section Ill. 

Functions included in the overhead rates regardless of whether performed by the Operator, Operator's Affiliates or third parties and regardless 

of location, shall include, but not be limited to, costs and expenses of: 

warehousing, other than for warehouses that are jointly owned under this Agreement 

design and drafting (except when allowed as a direct charge under Sections II.I3, III.I.A(ii), and 111.2, Option B) 

o inventory costs not chargeable under Section V (Inventories of Controllable Material) 

o procurement 

administration 

accounting and auditing 

gas dispatching and gas chart integration 
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o human resources 

management 

o supervision not directly charged under Section II.2 (Labor) 

legal services not directly chargeable under Section II.9 (Legal Expense) 

taxation, other than those costs identified as directly chargeable under Section ILl 0 (Taxes and Permits) 

preparation and monitoring of permits and certifications; preparing regulatory reports; appearances before or meetings with 

governmental agencies or other authorities having jurisdiction over the Joint Property, other than On-site inspections; reviewing, 

interpreting, or submitting comments on or lobbying with respect to Laws or proposed Laws. 

Overhead charges shall include the salaries or wages plus applicable payroll burdens, benefits, and Personal Expenses of personnel performing 

overhead functions, as well as office and other related expenses of overhead functions. 

1. OVERHEAD-DRILLING AND PRODUCING OPERATIONS 

B. 

As compensation for costs incurred but not chargeable under Section II (Direct Charges) and not covered by other provisions of this 

Section Ill, the Operator shall charge on either: 

X (Alternative I) Fixed Rate Basis, Section III.I .B. 

8 (Aiternalin l) Pereentage Basis, Seetien lll.l .C. 

A TECHNICAL SERVICES 

(i) Except as otherwise provided in Section 11.13 (Ecological Environmental, and Safety) and Section 111.2 (Overhead- Major 

Construction and Catastrophe), or by approval of the Parties pursuant to Section 1.6.A (General Matters), the salaries, wages, 

related payroll burdens and benefits, and Personal Expenses for On-site Technical Services, including third party Technical 

Services: 

X (Alternative l - Direct) shall be charged direct to the Joint Account. 

8 (Alternative l O·;erlleoll) sllall be ee•ierell by tile e~·erlleoll rates. 

(ii) Except as otherwise provided in Section II.I3 (Ecological, Environmental, and Saftty) and Section 111.2 (Overhead- Major 

Construction and Catastrophe), or by approval of the Parties pursuant to Section 1.6.A (General Matters), the salaries, wages, 

related payroll burdens and benefits, and Personal Expenses for Off-site Technical Services, including third party Technical 

Services: 

X (Alternative l - All Overhead) shall be covered by the overhead rates. 

8 (Alternative l AIIDireet) sllall be eharged Elireet te the Joint Aeeeunt. 

8 --(A-Iternative l ()filling Diree:t) silall be etlargsd llireetle lfle Joint Ateeunt, enl•! te til ll O!i!Mt sueil Teeilnieal Serviees 

are direelly attributable te drilling, redrill ing, deepening, er siEietraeldng eperatiens, threugll sempletien, temperary 

abamlonment, er abandonment if a Ill'}' ile le. OR' s ite TetJilnisal Serviees fer all etheF-&perat-i ens, insiYiiling werl<ever, 

~let-ien , abandonment ef predueiflg-wens,.an6-t~ans~· ~fH~H;setiS-R*-'OO'i~H~te&I<Km 

111.2 (Ovel'head U-f#er Censii'Uelien and Cataslrephe) sllall ee eeyered ey the eYerllead rates . 

Notwithstanding anything to the contrary in this Section lll , Technical Services provided by Operator's Affiliates are subject to limitations 

set forth in Section 11.7 (Affiliates). Charges for Technical personnel performing non-technical work shall not be governed by this Section 

IJI.l.A, but instead governed by other provisions of this Accounting Procedure relating to the type of work being performed. 

OVERHEAD-FIXED RATE BASIS 

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

Drilling Well Rate per month$ 10,500 (prorated for less than a full month) 

Producing Well Rate per month $ 1.050 

(2) Application of Overhead-Drilling Well Rate shall be as follows : 

(a) Charges for onshore drilling wells shall begin on the spud date and terminate on the date the drilling and/or completion 

equipment used on the well is released, whichever occurs later. Charges for offshore and inland waters drilling wells shall 

begin on the date the drilling or completion equipment arrives on location and terminate on the date the drilling or completion 

equipment moves off location, or is released, whichever occurs first. No charge shall be made during suspension of drilling 

and/or completion operations for fifteen (15) or more consecutive calendar days. 
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(b) Charges for any well undergoing any type of workover, recompletion, and/or abandonment for a period of five (5) or more 

consecutive work-days shall be made at the Drilling Well Rate. Such charges shall be applied for the period from date 

operations, with rig or other units used in operations, commence through date of rig or other unit release, except that no charges 

shall be made during suspension of operations for fifteen (I 5) or more consecutive calendar days. 

(3) Application of Overhead-Producing Well Rate shall be as follows: 

(a) An active well that is produced, injected into for recovery or disposal, or used to obtain water supply to support operations for 

any portion of the month shall be considered as a one-well charge for the entire month. 

(b) Each active completion in a multi-completed well shall be considered as a one-well charge provided each completion is 

considered a separate well by the governing regulatory authority. 

(c) A one-well charge shall be made for the month in which plugging and abandonment operations are completed on any well, 

unless the Drilling Well Rate applies, as provided in Sections Ill.l.B.(2)(a) or (b). This one-well charge shall be made whether 

or not the well has produced. 

(d) An active gas well shut in because of overproduction or failure of a purchaser, processor, or transporter to take production shall 

be considered as a one-well charge provided the gas well is directly connected to a permanent sales outlet. 

(e) Any well not meeting the criteria set forth in Sections III . l.B.(3) (a), (b), (c), or (d) shall not qualify for a producing overhead 

charge. 

(4) The well rates shall be adjusted on the first day of April each year following the effective date of the Agreement; provided, 

however, if this Accounting Procedure is attached to or otherwise governing the payout accounting under a farmout agreement, the 

rates shall be adjusted on the first day of April each year following the effective date of such farmout agreement. The adjustment 

shall be computed by applying the adjustment factor most recently published by COPAS. The adjusted rates shall be the initial or 

amended rates agreed to by the Parties increased or decreased by the adjustment factor described herein, for each year from the 

effective date of such rates, in accordance with COPAS MFI-47 ("Adjustment of Overhead Rates"). 

C. OVERHEAD-PERCENTAGE BASIS 

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

(a) Development Rate --------percent(__)% of the cost of development of the Joint Property, exclusive of costs 

provided under Section 11.9 (Legal Expense) and all Material salvage credits. 

(b) Operating Rate __________ percent( ___ %) of the cost of operating the Joint Property, exclusive of costs 

provided under Sections 11.1 (Rentals and Royalties) and 11.9 (Legal Expense); all Material salvage credits; the value 

of substances purchased for enhanced recovery; all property and ad valorem taxes, and any other taxes and assessments that 

are levied, assessed, and paid upon the mineral interest in and to the Joint Property. 

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

(a) The Development Rate shall be applied to all costs in connection with: 

[i] drilling, redrilling, sidetracking, or deepening of a well 

[ii] a well undergoing plugback or workover operations for a period of five (5) or more consecutive work-days 

[iii] preliminary expenditures necessary in preparation for drilling 

[iv] expenditures incurred in abandoning when the well is not completed as a producer 

[ v] construction or installation of fixed assets, the expansion of fixed assets and any other project clearly discernible as a 

fixed asset, other than Major Construction or Catastrophe as defined in Section 111.2 (Overhead-Major Construction 

and Catastrophe). 

(b) The Operating Rate shall be applied to all other costs in connection with Joint Operations, except those subject to Section 111.2 

(Overhead-Major Construction and Catastrophe) . 

2. OVERHEAD-MAJOR CONSTRUCTION AND CATASTROPHE 

To compensate the Operator for overhead costs incurred in connection with a Major Construction project or Catastrophe, the Operator 

shall either negotiate a rate prior to the beginning of the project, or shall charge the Joint Account for overhead based on the following 

rates for any Major Construction project in excess of the Operator's expenditure limit under the Agreement, or for any Catastrophe 

regardless of the amount. If the Agreement to which this Accounting Procedure is attached does not contain an expenditure limit, Major 

Construction Overhead shall be assessed for any single Major Construction project costing in excess of $100,000 gross. 
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Major Construction shall mean the construction !llld 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, or in the dismantlement, abandonment, 

removal, and restoration of platforms, production equipment, and other operating facilities. 

Catastrophe is defined as a sudden calamitous event bringing damage, loss, or destruction to property or the environment, such as an oil 

spill , blowout, explosion, fire, storm, hurricane, or other disaster. The overhead rate shall be applied to those costs necessary to restore the 

Joint Property to the equivalent condition that existed prior to the event. 

A. If the Operator absorbs the engineering, design and drafting costs related to the project: 

(I) _ ___,5 __ % oftotal costs if such costs are less than $100,000; plus 

(2) _ __,4 __ % oftotal costs in excess of$100,000 but less than $1,000,000; plus 

(3) -~3'---__ % oftotal costs in excess of$1,000,000. 

B. If the Operator charges engineering, design and drafting costs related to the project directly to the Joint Account: 

(I) _ ___,_4 __ % oftotal costs if such costs are less than $100,000; plus 

(2) _---><.3 __ % of total costs in excess of$100,000 but less than $1,000,000; plus 

(3) _--=.2 __ ·% of total costs in excess of$1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single Major 

Construction project shall not be treated separately, and the cost of drilling and workover wells and purchasing and installing pumping 

units and downhole artificial lift equipment shall be excluded. For Catastrophes, the rates shall be applied to all costs associated with each 

single occurrence or event. 

On each project, the Operator shall advise the Non-Operator(s) in advance which of the above options shall apply. 

For the purposes of calculating Catastrophe Overhead, the cost of drilling relief wells, substitute wells, or conducting other well operations 

directly resulting from the catastrophic event shall be included. Expenditures to which these rates apply shall not be reduced by salvage or 

insurance recoveries. Expenditures that qualifY for Major Construction or Catastrophe Overhead shall not qualify for overhead under any 

other overhead provisions. 

In the event of any conflict between the provisions of this Section lll.2 and the provisions of Sections 1!.2 (Labor) , 11.5 (Services) , or II . 7 

(Affiliates) , the provisions of this Section 11!.2 shall govern. 

3. AMENDMENT OF OVERHEAD RATES 

The overhead rates provided for in this Section III may be amended from time to time if, in practice, the rates are found to be insufficient 

or excessive, in accordance with the provisions of Section 1.6.B (Amendments). 

IV. MATERIAL PURCHASES, TRANSFERS, AND DISPOSITIONS 

The Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for direct purchases, transfers, and 

dispositions. The Operator shall provide all Material for use in the conduct of Joint Operations; however, Material may be supplied by the Non­

Operators, at the Operator's option. Material furnished by any Party shall be furnished without any express or implied warranties as to quality, 

fitness for use, or any other matter. 

I. DIRECT PURCHASES 

Direct purchases shall be charged to the Joint Account at the price paid by the Operator after deduction of all discounts received. The 

Operator shall make good faith efforts to take discounts offered by suppliers, but shall not be liable for failure to take discounts except to 

the extent such failure was the result of the Operator's gross negligence or willful misconduct. A direct purchase shall be deemed to occur 

when an agreement is made between an Operator and a third party for the acquisition of Material for a specific well site or location. 

Material provided by the Operator under "vendor stocking programs," where the initial use is for a Joint Property and title of the Material 

does not pass from the manufacturer, distributor, or agent until usage, is considered a direct purchase. If Material is found to be defective 

or is returned to the manufacturer, distributor, or agent for any other reason, credit shall be passed to the Joint Account within sixty (60) 

days after the Operator has received adjustment from the manufacturer, distributor, or agent. 

COPYRIGHT© 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS) 

11 



0 COPAS 2005 Accounting Procedure 
Recommended by COPAS, Inc. 

cop as 

I 

2 

) 

4 

5 

6 

8 

9 

10 

I I 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

37 

38 

39 

40 

41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

Sl 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63-

64 

65 

66 

2. TRANSFERS 

A transfer is determined to occur when the Operator (i) furnishes Material from a storage facility or from another operated property, (ii) has 

assumed liability for the storage costs and changes in value, and (iii) has previously secured and held title to the transferred Material. 

Similarly, the removal of Material from the Joint Property to a storage facility or to another operated property is also considered a transfer; 

provided, however, Material that is moved from the Joint Property to a storage location for safe-keeping pending disposition may remain 

charged to the Joint Account and is not considered a transfer. Material shall be disposed of in accordance with Section IV.3 (Disposition of 

Surplus) and the Agreement to which this Accounting Procedure is attached. 

A. PRICING 

The value of Material transferred to/from the Joint Property should generally reflect the market value on the date of physical transfer. 

Regardless of the pricing method used, the Operator shall make available to the Non-Operators sufficient documentation to verifY the 

Material valuation. When higher than specification grade or size tubulars are used in the conduct of Joint Operations, the Operator 

shall charge the Joint Account at the equivalent price for well design specification tubulars, unless such higher specification grade or 

sized tubulars are approved by the Parties pursuant to Section 1.6.A (General Matters). Transfers of new Material will be priced 

using one of the following pricing methods; provided, however, the Operator shall use consistent pricing methods, and not alternate 

between methods for the purpose of choosing the method most favorable to the Operator for a specific transfer: 

(I) Using published prices in effect on date of movement as adjusted by the appropriate COPAS Historical Price Multiplier (HPM) 

or prices provided by the COPAS Computerized Equipment Pricing System (CEPS). 

(a) For oil country tubulars and line pipe, the published price shall be based upon eastern mill carload base prices (Houston, 

Texas, for special end) adjusted as of date of movement, plus transportation cost as defined in Section IV.2.B (Freight). 

(b) For other Material, the published price shall be the published list price in effect at date of movement, as listed by a Supply 

Store nearest the Joint Property where like Material is normally available, or point of manufacture plus transportation 

costs as defined in Section IV.2.B (Freight). 

(2) Based on a price quotation from a vendor that reflects a current realistic acquisition cost. 

(3) Based on the amount paid by the Operator for like Material in the vicinity of the Joint Property within the previous twelve (12) 

months from the date of physical transfer. 

(4) As agreed to by the Participating Parties for Material being transferred to the Joint Property, and by the Parties owning the 

Material for Material being transferred from the Joint Property. 

B. FREIGHT 

Transportation costs shall be added to the Material transfer price using the method prescribed by the COPAS Computerized 

Equipment Pricing System (CEPS). If not using CEPS, transportation costs shall be calculated as follows : 

(I) Transportation costs for oil country tubulars and line pipe shall be calculated using the distance from eastern mill to the 

Railway Receiving Point based on the carload weight basis as recommended by the COPAS MFI-38 ("Material Pricing 

Manual") and other COPAS MF!s in effect at the time of the transfer. 

(2) Transportation costs for special mill items shall be calculated from that mill's shipping point to the Railway Receiving Point. 

For transportation costs from other than eastern mills, the 30,000-pound interstate truck rate shall be used. Transportation costs 

for macaroni tubing shall be calculated based on the interstate truck rate per weight of tubing transferred to the Railway 

Receiving Point. 

(3) Transportation costs for special end tubular goods shall be calculated using the interstate truck rate from Houston, Texas, to the 

Railway Receiving Point. 

(4) Transportation costs for Material other than that described in Sections IV.2.B .(l) through (3), shall be calculated from the 

Supply Store or point of manufacture, whichever is appropriate, to the Railway Receiving Point 

Regardless of whether using CEPS or manually calculating transportation costs, transportation costs from the Railway Receiving Point 

to the Joint Property are in addition to the foregoing, and may be charged to the Joint Account based on actual costs incurred. All 

transportation costs are subject to Equalized Freight as provided in Section 11.4 (Transportation) of this Accounting Procedure. 

C. TAXES 

Sales and use taxes shall be added to the Material transfer price using either the method contained in the COPAS Computerized 

Equipment Pricing System (CEPS) or the applicable tax rate in effect for the Joint Property at the time and place of transfer. In either 

case, the Joint Account shall be charged or credited at the rate that would have governed had the Material been a direct purchase. 
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D. CONDITION 

(I) Condition "A"- New and unused Material in sound and serviceable condition shall be charged at one hundred percent (100%) 

of the price as determined in Sections IV.2.A (Pricing), IV.2.B (Freight) , and IV.2.C (Taxes). Material transferred from the 

Joint Property that was not placed in service shall be credited as charged without gain or loss; provided, however, any unused 

Material that was charged to the Joint Account through a direct purchase will be credited to the Joint Account at the original 

cost paid less restocking fees charged by the vendor. New and unused Material transferred from the Joint Property may be 

credited at a price other than the price originally charged to the Joint Account provided such price is approved by the Parties 

owning such Material , pursuant to Section 1.6.A (General Mailers). All refurbishing costs required or necessary to return the 

Material to original condition or to correct handling, transportation, or other damages will be borne by the divesting property. 

The Joint Account is responsible for Material preparation, handling, and transportation costs for new and unused Material 

charged to the Joint Property either through a direct purchase or transfer. Any preparation costs incurred, including any internal 

or external coating and wrapping, will be credited on new Material provided these services were not repeated for such Material 

for the receiving property. 

(2) Condition "B" - Used Material in sound and serviceable condition and suitable for reuse without reconditioning shall be priced 

by multiplying the price determined in Sections IV.2.A (Pricing) , IV.2.B (Freight) , and IV.2.C (Taxes) by seventy-five percent 

(75%). 

Except as provided in Section IV.2.D(3), all reconditioning costs required to return the Material to Condition "B" or to correct 

handling, transportation or other damages will be borne by the divesting property. 

If the Material was originally charged to the Joint Account as used Material and placed in service for the Joint Property, the 

Material will be credited at the price determined in Sections IV.2.A (Pricing), IV.2.B (Freight), and IV.2.C (Taxes) multiplied 

by sixty-five percent (65%). 

Unless otherwise agreed to by the Parties that paid for such Material, used Material transferred from the Joint Property that was 

not placed in service on the property shall be credited as charged without gain or loss. 

(3) Condition "C" - Material that is not in sound and serviceable condition and not suitable for its original function until after 

reconditioning shall be priced by multiplying the price determined in Sections IV.2.A (Pricing), IV.2.B (Freight), and IV.2.C 

(Taxes) by fifty percent (50%). 

The cost of reconditioning may be charged to the receiving property to the extent Condition "C" value, plus cost of 

reconditioning, does not exceed Condition "B" value. 

(4) Condition "D" - Material that (i) is no longer suitable for its original purpose but useable for some other purpose, (ii) is 

obsolete, or (iii) does not meet original specifications but still has value and can be used in other applications as a substitute for 

items with different specifications, is considered Condition "D" Material. Casing, tubing, or drill pipe used as line pipe shall be 

priced as Grade A and 8 seamless line pipe of comparable size and weight. Used casing, tubing, or drill pipe utilized as line 

pipe shall be priced at used line pipe prices. Casing, tubing, or drill pipe used as higher pressure service lines than standard line 

pipe, e.g., power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods 

shall be priced on a non-upset basis. For other items, the price used should result in the Joint Account being charged or credited 

with the value of the service rendered or use of the Material , or as agreed to by the Parties pursuant to Section 1.6.A (General 

Mailers) . 

(5) Condition "E" - Junk shall be priced at prevailing scrap value prices. 

E. OTHER PRICING PROVISIONS 

(I) Preparation Costs 

Subject to Section II (Direct Charges) and Section III (Overhead) of this Accounting Procedure, costs incurred by the Operator 

in making Material serviceable including inspection, third party surveillance services, and other similar services will be charged 

to the Joint Account at prices which reflect the Operator's actual costs of the services. Documentation must be provided to the 

Non-Operators upon request to support the cost of service. New coating and/or wrapping shall be considered a component of 

the Materials and priced in accordance with Sections IV.! (Direct Purchases) or IV.2.A (Pricing), as applicable. No charges or 

credits shall be made for used coating or wrapping. Charges and credits for inspections shall be made in accordance with 

COPAS MFI-38 ("Material Pricing Manual"). 

(2) Loading and Unloading Costs 

Loading and unloading costs related to the movement of the Material to the Joint Property shall be charged in accordance with 

the methods specified in COPAS MFI-38 ("Material Pricing Manual"). 
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3. DISPOSITION OF SURPLUS 

Surplus Material is that Material, whether new or used, that is no longer required for Joint Operations. The Operator may purchase, but 

shall be under no obligation to purchase, the interest of the Non-Operators in surplus Material. 

Dispositions for the purpose of this procedure are considered to be the relinquishment of title of the Material from the Joint Property to 

either a third party, a Non-Operator, or to the Operator. To avoid the accumulation of surplus Material, the Operator should make good 

faith efforts to dispose of surplus within twelve (12) months through buy/sale agreements, trade, sale to a third party, division in kind, or 

other dispositions as agreed to by the Parties. 

Disposal of surplus Materials shall be made in accordance with the terms of the Agreement to which this Accounting Procedure is 

attached. If the Agreement contains no provisions governing disposal of surplus Material, the following terms shall apply: 

The Operator may, through a sale to an unrelated third party or entity, dispose of surplus Material having a gross sale value that 

is less than or equal to the Operator's expenditure limit as set forth in the Agreement to which this Accounting Procedure is 

attached without the prior approval of the Parties owning such Material. 

If the gross sale value exceeds the Agreement expenditure limit, the disposal must be agreed to by the Parties owning such 

Material. 

Operator may purchase surplus Condition "A" or "B" Material without approval of the Parties owning such Material , based on 

the pricing methods set forth in Section IV.2 (Tranifers). 

Operator may purchase Condition "C" Material without prior approval of the Parties owning such Material if the value of the 

Materials, based on the pricing methods set forth in Section IV.2 (Transfers) , is less than or equal to the Operator' s expenditure 

limitation set forth in the Agreement. The Operator shall provide documentation supporting the classification of the Material as 

Condition C. 

Operator may dispose of Condition "D" or "E" Material under procedures normally utilized by Operator without prior approval 

of the Parties owning such Material. 

4. SPECIAL PRICING PROVISIONS 

A. PREMIUM PRICING 

Whenever Material is available only at inflated prices due to national emergencies, strikes, government imposed foreign trade 

restrictions, or other unusual causes over which the Operator has no control, for direct purchase the Operator may charge the Joint 

Account for the required Material at the Operator's actual cost incurred in providing such Material, making it suitable for use, and 

moving it to the Joint Property. Material transferred or disposed of during premium pricing situations shall be valued in accordance 

with Section IV.2 (Transfers) or Section JV.3 (Disposition of Surplus) , as applicable. 

B. SHOP-MADE ITEMS 

Items fabricated by the Operator' s employees, or by contract laborers under the direction of the Operator, shall be priced using the 

value of the Material used to construct the item plus the cost of labor to fabricate the item. If the Material is from the Operator' s 

scrap or junk account, the Material shall be priced at either twenty-five percent (25%) of the current price as determined in Section 

IV.2.A (Pricing) or scrap value, whichever is higher. In no event shall the amount charged exceed the value of the item 

commensurate with its use. 

C. MILL REJECTS 

Mill rejects purchased as "limited service" casing or tubing shall be priced at eighty percent (80%) ofK-55/J-55 price as determined in 

Section IV.2 (Transfers). Line pipe converted to casing or tubing with casing or tubing couplings attached shall be priced as K-55/J-

55 casing or tubing at the nearest size and weight. 

V. INVENTORIES OF CONTROLLABLE MATERIAL 

The Operator shall maintain records of Controllable Material charged to the Joint Account, with sufficient detail to perform physical inventories. 

Adjustments to the Joint Account by the Operator resulting from a physical inventory of Controllable Material shall be made within twelve (12) 

months following the taking of the inventory or receipt of Non-Operator inventory report. Charges and credits for overages or shortages will be 

valued for the Joint Account in accordance with Section IV.2 (Transfers) and shall be based on the Condition "B" prices in effect on the date of 

physical inventory unless the inventorying Parties can provide sufficient evidence another Material condition applies. 
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I. DIRECTED INVENTORIES 

Physical inventories shall be performed by the Operator upon written request of a majority in working interests of the Non-Operators 

(hereinafter, "directed inventory"); provided, however, the Operator shall not be required to perform directed inventories more frequently 

than once every five (5) years. Directed inventories shall be commenced within one hundred eighty (180) days after the Operator receives 

written notice that a majority in interest of the Non-Operators has requested the inventory. All Parties shall be governed by the results of 

any directed inventory. 

Expenses of directed inventories will be borne by the Joint Account; provided, however, costs associated with any post-report follow-up 

work in settling the inventory will be absorbed by the Party incurring such costs. The Operator is expected to exercise judgment in keeping 

expenses within reasonable limits. Any anticipated disproportionate or extraordinary costs should be discussed and agreed upon prior to 

commencement of the inventory. Expenses of directed inventories may include the following: 

A. A per diem rate for each inventory person, representative of actual salaries, wages, and payroll burdens and benefits of the personnel 

performing the inventory or a rate agreed to by the Parties pursuant to Section 1.6.A (General Matters). The per diem rate shall also 

be applied to a reasonable number of days for pre-inventory work and report preparation. 

B. Actual transportation costs and Personal Expenses for the inventory team. 

C. Reasonable charges for report preparation and distribution to the Non-Operators. 

2. NON-DIRECTED INVENTORIES 

A. OPERA TOR INVENTORIES 

Physical inventories that are not requested by the Non-Operators may be performed by the Operator, at the Operator's discretion. The 

expenses of conducting such Operator-initiated inventories shall not be charged to the Joint Account. 

B. NON-OPERA TOR INVENTORIES 

Subject to the terms of the Agreement to which this Accounting Procedure is attached, the Non-Operators may conduct a physical 

inventory at reasonable times at their sole cost and risk after giving the Operator at least ninety (90) days prior written notice. The 

Non-Operator inventory report shall be furnished to the Operator in writing within ninety (90) days of completing the inventory 

fieldwork. 

C. SPECIAL INVENTORIES 

The expense of conducting inventories other than those described in Sections V.I (Directed Inventories), V.2.A (Operator 

Inventories), or V.2.B (Non-Operator Inventories) , shall be charged to the Party requesting such inventory; provided, however, 

inventories required due to a change of Operator shall be charged to the Joint Account in the same manner as described in Section 

V.I (Directed Inventories). 
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EXHIBIT "D" 

ATTACHED TO AND MADE PART OF THAT CERTAIN OPERATING AGREEMENT DATED 
JULY 1. 2014, BY AND BETWEEN XTO ENERGY INC., AS "OPERATOR" 

AND 
I AS "NON-OPERATOR" COVERING THE SCHNEGG UNIT c 
IN BELMONT COUNTY. OHIO. 

Insurance 

At all times while operations are conducted hereunder, Operator shall procure and 
maintain or cause to be procured and maintained for the Joint Account all insurances in 
the types and amounts required by applicable law where operations are being 
conducted, including all federal and state Worker's Compensation Laws; provided, 
however, that Operator may qualify as a self-insurer for liability under appropriate state 
workers' compensation laws In which event the only charge that shall be made to the joint 
account shall be in amount equivalent to the premium which would have been paid had 
such insurance been obtained. Operator shall, within reason, endeavor to require all 
Contractors engaged in work on or for the contract area to comply with all state and 
federal workers' compensation laws where the operations are being conducted and to 
maintain such other insurance as Operator may require. 

No other insurance shall be purchased, or carried, by the Operator for the benefit of the 
Parties hereto except as directed by the operating committee or as required by third party 
contract to the joint account. Any liability, loss, damage, claim or expense resulting from 
occurrences not covered by or in the excess of insurance required under this provision 
shall be borne by parties hereto in the same proportion as their Interests may appear at 
the time of the loss. 

Each party may procure and maintain, at its own cost and expense such public liability, 
third party property damage, fire and extended coverage and/or other Insurance as it 
shall determine, and any such insurance so procured and or maintained shall inure solely 
to the benefit of the party procuring such insurance and such party shall Indemnify and 
hold harmless Operator and other parties to this agreement harmless against any claim of 
such insurance carrier arising against such other party by subrogation, or otherwise and 
be primary to, and receive no contribution from, any other insurance maintained by or on 
behalf of, or benefiting Operator or the other Parties, in connection with operations 
hereunder. 
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EXHIBIT "F" 

Attached to and made a part ofthat certain Operating Agreement dated July 1, 2014, by and 
between XTO Energy Inc., as "Operator", and as "Non-Operator" 

covering the Schnegg Unit C, in Belmont County, Ohio. 

FEDERAL CONTRACT REQUIREMENTS 

I. EQUAL EMPLOYMENT OPPORTUNITY: 

A. Equal Opportunity Clause (41 CFR 60-1.4) 

During the performance of this Contract, Contractor agrees as follows: 

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

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

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

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

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

(6) In the event of Second Party's noncompliance with the non-discrimination 
clauses of this Contract or with any of such rules, regulations, or orders, this 
Contract may be canceled, terminated or suspended in whole or in part, and 
Second Party may be declared ineligible for further Government contracts in 
accordance with procedures authorized in Executive Order 11246 of September 
24, 1965, and such other sanctions may be imposed and remedies invoked as 
provided in Executive Order 11246 of September 24, 1965, or by rules, 
regulations, or orders ofthe Secretary of Labor, or as otherwise provided by law. 
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(7) Second Party will include the provisions of paragraphs (1) through (7) in 
every subcontract or purchase order unless excepted by rules, regulations, or 
orders of the Secretary of Labor issued pursuant to Section 204 of Executive 
Order 11246 of September 24, 1965, so that such provisions will be binding upon 
each subcontractor or vendor. Second Party will take such action with respect to 
any subcontract or purchase order as the contracting agency may direct as a 
means of enforcing such provisions including sanctions for noncompliance; 
provided, however, that in the event Second Party becomes involved in, or is 
threatened with, litigation with a subcontractor or vendor as a result of such 
direction by the contracting agency, Second Party may request the United States 
to enter into such litigation to protect the interests of the United States. 

B. Employee Information Reports ( 41 CFR 60-1. 7) 

If the value of this Contract is $50,000.00 or more, and if Second Party has 50 or 
more employees, Second Party agrees to file timely, complete and accurate 
reports on Standard Form 100 (EE0-1) with the appropriate federal agency. 

C. Affirmative Action Program ( 41 CFR 60-1.40) 

If the value of this Contract is $50,000.00 or more and Second Party has 50 or 
more employees, Second Party agrees to develop a written affirmative action 
compliance program as required by law. 

D. Certification of Non-segregated Facilities ( 42 CFR 60-1.8) 

Second Party certifies that it does not and will not maintain or provide for its 
employees and segregated facilities at any of its establishments, and that it does 
not and will not permit its employees to perform their services at any location 
under its control, where segregated facilities are maintained. Second Party agrees 
that a breach of this certification is a violation of the Equal Employment 
Opportunity Clause in this Contract. As used in this certification, the term 
"segregated facilities" means any waiting rooms, work areas, rest rooms, and 
wash rooms, 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 it has obtained identical certifications from 
proposed subcontractors for specific time periods) it will obtain identical 
certifications from proposed subcontractors prior to the award to a subcontractor 
exceeding $10,000.00 which is not exempt from the provisions of the Equal 
Employment Opportunity Clause; that it will retain such certifications in its files; 
and that it will forward the following notice to such proposed subcontractors 
(except where the proposed subcontractors have submitted identical certifications 
for a specific time period): NOTICE TO PROSPECTIVE SUBCONTRACTORS 
OR REQUIREMENTS FOR CERTIFICATIONS OF NON-SEGRAGATED 
FACILITIES. A certification of Non-segregated Facilities, as required by the 
May 9, 1967, Order on Elimination of Segregated Facilities, by the Secretary of 
Labor (32 Fed. Reg. 7439, May 19, 1967) must be submitted prior to the award of 
a subcontract exceeding $10,000.00 which is not exempt from the provisions of 
the Equal Employment Opportunity Clause. The certification may be submitted 
either for each subcontract of for all subcontracts during a period (i.e., quarterly, 
semi-annually, or annually). Note: The penalty for making false statements in 
offers is prescribed in 18 U.S.C. 1001.) 

II. LISTING OF EMPLOYMENT OPENINGS (41 CFR 50-250) 

Second Party agrees to comply with the rules and regulations of the Department 
of Labor concerning the listing of employment openings, including the contract 
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clause set forth in 41 CFR 50-250.4, which clause is incorporated herein by 
reference. Second Party also agrees to place the foregoing provision in any 
subcontract directly under this Contract. 

III. EMPLOYMENT OF THE HANDICAPPED (20CFR 74 1.2) 

This clause applies to all non-exempt contracts and subcontracts which exceed 
$2,500.00 as follows: 

A. Part A applies to contracts and subcontracts which provide for performance in 
less than 90 days; 

B. Parts A and B apply to contracts and subcontracts which provide for 
performance in 90 days or more and the amount of the contract or subcontract is 
less than $5000,000.00; and 

C. Parts A, B, and C apply to contracts and subcontracts which provide for 
performance in 90 days or more and the amounts of the contract or subcontract is 
$500,000.00 or more. 

PART A 

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

2. Second Party agrees that, if a handicapped individual files a complaint with the 
Second Party that Second Party is not complying with the requirements of the 
Act, Second Party will (a) investigate the complaint and take appropriate action 
consistent with the requirements of 20 CFR 741.29 and (b) maintain on file for 
three years, the record regarding the compliant and the actions taken. 

3. Second Party agrees that, if a handicapped individual files a complaint with the 
Department of Labor that Second Party has not complied with the requirements of 
the Act, (a) Second Party will cooperate with the Department of Labor in its 
investigation of the complaint, and (b) Second Party will provide all pertinent 
information regarding Second Party's employment practices with respect to the 
handicapped. 

4. Second Party agrees to comply with the rules and regulations of the Secretary of 
Labor in 20 CFR Ch. VI, Part 741. 

5. In the event of Second Party's non-compliance with the requirements of this 
clause, the contract may be terminated or suspended in whole or in part. 

6. This clause shall be included in all subcontracts over $2,500.00. 

PARTB 

7. Second Party agrees (a) to establish an affirmative action program, including 
appropriate procedures consistent with the guidelines and the rules of the 
Secretary of Labor, which will provide the affirmative action regarding the 
employment and advancement of the handicapped required by P.L. 93-223; (b) to 
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publish the program in Second Party's employees' or personnel handbook or 
otherwise distribute a copy to all personnel; (c) to review Second Party's program 
on or before March 31 of each year and to make such changes as may be 
appropriate; and (d) to designate one of Second Party's principal officials to be 
responsible for the establishment and operation of the program. 

8. Second Party agrees to permit the examination by appropriate contracting agency 
officials or the Assistant Secretary for Employment Standards or designee, of 
pertinent books, documents, papers and records concerning Second Party's 
employment and advancement of the handicapped. 

9. Second Party agrees to post in conspicuous places, available to employees and 
applicants for employment, notices in a form to be prescribed by the Assistant 
Secretary for Employment Standards, provided by the contracting officer stating 
Second Party's obligation under the law to take affirmative action to employ and 
advance in employment qualified, handicapped employees and applicant for 
employment and the rights and remedies available. 

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

PARTC 

11. Second Party agrees to submit a copy of Contractor's affirmative action program 
to the Assistant Secretary for Employment Standards within 90 days after the 
award to Second Party of a contract or subcontract. 

12. Second Party agrees to submit a summary report to the Assistant Secretary for 
Employment Standards, by March 31 of each year during performance of the 
contract, and by March 31 of the year following completion of the contract, in the 
form prescribed by the Assistant Secretary, covering employment and complaint 
experience, accommodations made, and all steps taken to effectuate and carry out 
the commitments set forth in the affirmative action program. 
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INTRODUCTION 1 

Q1. Please introduce yourself to the Division. 2 

A1. My name is Jeff Jackson.  I am a geologist for XTO Energy Inc. working in the 3 

Appalachia Division.   4 

Q2. What is your educational background? 5 

A2. I graduated with a Bachelor of Arts degree in Geology from Western State College of 6 

Colorado.  I then received a Master of Science degree in Geology from Colorado School 7 

of Mines. 8 

Q3. Would you briefly describe your professional experience? 9 

A3. I have 7 years’ experience as a geologist in the oil and gas industry and have worked 10 

unconventional reservoirs for the majority of that time.  I started my career with XTO 11 

working in the Uinta Basin of eastern Utah focusing on development and exploration 12 

projects.  In 2011, I began working to develop the Utica and Point Pleasant 13 

unconventional plays for XTO in the Appalachian Basin. 14 

Q4. What do you do as a Geologist for XTO? 15 

A4. As a geologist at XTO, I am responsible for interpreting geologic data for predominantly 16 

Ohio, but I also interpret data in West Virginia and Pennsylvania.  I create and update 17 

structure and isopach maps for various formations.  I also create electric log cross 18 

sections to determine the various rock formations true vertical depths and characteristics.  19 

I also work to design and plan new drilling units for horizontal wells and geosteer the 20 

operated horizontal wells during drilling to make sure they remain in the target zone.  21 

Q5. What types of subsurface data are you analyzing? 22 

A5. Electronic log data from subsurface logs, as well as core data, and any published 23 

information from the ODNR or academia.      24 

Q6. Are you a member of any professional associations? 25 

A6. I am a member of the American Association of Petroleum Geologist as well as the 26 

Geological Society of America.   27 

Q7. What is the purpose of your testimony today? 28 

A7. I am testifying in support of the Application of XTO, for the Unit Operation files with 29 

respect to the Schnegg Unit C, consisting of 20 separate tracts of land totaling 30 

approximately 426 acres in York Township, Belmont County, Ohio.  My testimony will 31 
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show that the Unitized Formation described in the Application is part of a pool and thus 1 

an appropriate subject of unitization.  My testimony will also support the Unit Plan’s 2 

allocation of unit production and expenses to separately owned tracts on a surface 3 

acreage basis, based on the near identical geologic characteristics over the Unit. 4 

UNITIZATION FORMATION IS PART OF A POOL. 5 

Q8. Can you please explain what a "pool" is in the context of oil and gas exploration? 6 

A8. Generally a pool is understood to be a common source of supply in the pores of a rock 7 

that yield hydrocarbons when drilled. 8 

Q9. How is the Unitized Formation defined for the Schnegg Unit C? 9 

A9. It is defined as the subsurface portion of the Schnegg Unit C located from fifty (50) feet 10 

above the top of the Utica Formation to fifty (50) feet below the top of the Curdsville 11 

Member of the Lexington/Trenton. 12 

Q10. Do you have an opinion as to whether the Unitized Formation contemplated by the 13 

Schnegg Unit C constitutes a pool or a part of a pool? 14 

A10. Yes, based on my professional experience.  It is my opinion that the Unitized Formation 15 

qualifies as part of a pool. 16 

Q11. Why do you believe the Unitized Formation constitutes part of a pool? 17 

A11. My interpretation of the geologic data, such as wireline well logs, indicates that the Utica 18 

/ Point Pleasant formations should be present, with similar characteristics, across the 19 

entire Schnegg Unit C.  This indicates to me that the Unitized Formation is part of a pool.   20 

Q12. When you refer to the Utica / Point Pleasant, to what are you referring? 21 

A12. The Utica / Point Pleasant is the term used to describe the subsurface formation from the 22 

top of the Utica to the top of the Trenton. 23 

Q13. Is your opinion based on your education and professional experience? 24 

A13. Yes, my opinion is based on my professional experience and education. 25 

Q14. Is this a commonly accepted method of analysis in your profession for determining 26 

whether a pool or part of a pool exists? 27 

A14. Yes. 28 

ALLOCATION METHODOLOGY 29 

Q15. Production and expenses are allocated to the separate tracts in the Schnegg Unit C 30 

under the Unit Plan on a surface-acreage basis.  Given your education and 31 
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professional experience, do you have an opinion on whether that allocation method 1 

is appropriate? 2 

A15. Yes, in my opinion that allocation method is appropriate. 3 

Q16. Why? 4 

A16. It is appropriate because the Utica and Point Pleasant formations are expected to have 5 

similar thickness and characteristics across the Unit. 6 

Q17. Do you have any exhibits to help explain your testimony? 7 

A17. Yes. Exhibits JJ-1 and JJ-2 are a map and a cross section that show wireline well logs.  8 

The logs are annotated with the formation names.  The cross section going over the 9 

Schnegg Unit C shows a near equal thickness of the Utica and Point Pleasant formations.  10 

The cross section displays wireline Gamma Ray data on a 0- 200 API scale.  The 11 

formation tops are based on Gamma Ray and are shown on the cross section.  As you can 12 

see, wireline log data indicates that the Utica and Point Pleasant formations are predicted 13 

to be of equal thickness across the unit. 14 

Q18. In your experience, is this a common method for allocating production and 15 

expenses? 16 

A18. Yes 17 

Q19. Have you seen this allocation method used in other shale basins? 18 

A19. Yes, I have seen production and expenses allocated on a surface acreage basis in the Fort 19 

Worth Basin and the D-J Basin. 20 

Q20. Does this conclude your testimony? 21 

A20. Yes. 22 
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INTRODUCTION1

Q1. Please introduce yourself to the Division.2

A1. My name is Steven Cervantes.  I am a reservoir engineer for XTO Energy Inc. 3

Q2. What is your educational background? 4

A2. I have a Bachelors of Science in Petroleum Engineering from the University of Texas. 5

Q3. Would you briefly describe your professional experience? 6

A3. I have worked for 5 years as a reservoir engineer for XTO. 7

Q4. What do you do as a Reservoir Engineer for XTO? 8

A4. My primary function is to calculate reserves and perform economic analysis to asses risk 9

and determine the profitability of capital intensive projects. 10

Q5. Are you a member of any professional associations? 11

A5. Yes, I am a member of the Society of Petroleum Engineers. 12

Q6. What is the purpose of your testimony today? 13

A6. I am testifying in support of application of XTO Energy for Unit Operation filed with 14

respect to the Schnegg Unit C, consisting of 28 separate tracts of land totaling 15

approximately 427 acres in York Township, Belmont County, Ohio.  My testimony 16

addresses that the unit operations for the Schnegg Unit C are reasonably necessary to 17

increase the recovery of oil and gas substantially and that the value of the estimated 18

additional recovery, due to unit operations, exceeds its estimated additional costs. 19

UNIT OPERATIONS ARE REASONABLY NECESSARY TO INCREASE 20

SUBSTANTIALLY THE RECOVERY OF OIL AND GAS. 21

Q7. I'd like to begin by addressing whether unit operations in the Schnegg Unit C are 22

reasonably necessary to increase substantially the recovery of oil and gas from those 23

properties.  Would you describe briefly how XTO anticipates developing the 24

Schnegg Unit C? 25

A7. XTO plans to develop the Schnegg Unit C by drilling two horizontal wells from one pad 26

site that will be approximately 6,799 and 7,313 feet in lateral length, as shown on the unit 27

plat attached as Exhibit SC-1 to this testimony. 28

Q8. Do you have an opinion as to whether unit operations in the Schnegg Unit C are 29

reasonably necessary to increase substantially the recovery of oil and gas from those 30

properties, and if so, what is your opinion? 31
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A8. Yes, it is my opinion that unit operations are reasonably necessary to substantially 1

increase the recovery of oil gas from the unit properties.  I estimate that production from 2

the two horizontal wells in the Schnegg Unit C could total as much as 20.8 BCF of 3

natural gas.  These estimates are based upon XTO’s flow tests and production data from 4

nearby offset wells, limited competitor production data, and reasonable engineering 5

assumptions derived from analysis of other shale gas reservoirs.  I also estimated unit 6

production without the unitization operations of the Schnegg Unit C.  Due to the location 7

of the unleased parcel in the unit and the 500 foot spacing requirement, one of the 8

horizontal wells would be approximately 2,500 feet shorter, which would result in 18.5% 9

less production than the proposed Schnegg Unit C with unitized operations. 10

Q9. Are the estimates that you made based on good engineering practices and accepted 11

methods in the industry? 12

A9. Yes. 13

Q10. Can you calculate the production from these wells ahead of time with mathematical 14

certainty? 15

A10. No, not with certainty, projecting production during the early development phases of a 16

shale formation, like the Utica, is difficult. Very few Utica wells have more than a year of 17

production data, and therefore the initial production decline rates for the first few years 18

are still not certain. We can only estimate what the production decline rates will be.19

Q11. Is horizontal drilling technology, including hydraulic fracturing the formation, 20

required to economically develop unconventional resources? 21

A11. Yes. 22

Q12. Is horizontal drilling common in the oil and gas industry? 23

A12. Yes. 24

Q13. Is it fair to say that horizontal wells are commonly used to develop shale formations 25

like the Unitized Formation? 26

A13. Yes. 27

Q14. In your professional opinion, would it be economical to develop the Schnegg Unit C 28

using vertical drilling? 29

A14. No.  Drilling a vertical well would be less expensive than a horizontal well, but the 30

production volumes from a vertical well would not be adequate enough to outweigh the 31
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cost of drilling.  The low permeability of a shale formation requires that you make as 1

much contact of the reservoir as possible by implementing horizontal drilling and multi-2

stage hydraulic fracturing in order to maximize production volumes. 3

VALUE OF ESTIMATED ADDITIONAL RECOVERY EXCEEDS ITS ESTIMIATED 4

ADDITIONAL COSTS 5

Q15. Let's turn to the financial side of the project.  Generally, in your professional 6

experience, how would the economics of a development project such as the 7

development of the Schnegg Unit C be evaluated? 8

A15. For each well I would use an estimated gas production profile coupled with anticipated 9

gas prices to estimate the wells’ gross revenue streams, and then subtract all capital costs, 10

operating expenses, royalty burdens, and severance taxes from that revenue stream. 11

Q16. Did you do that here? 12

A16. Yes. 13

Q17. Can you explain your economic analysis, beginning with your estimate of the 14

anticipated revenue stream from the Schnegg Unit C's development? 15

A17. Yes.  I used a constant average NYMEX monthly gas price from September, 2013 16

through August, 2014 and the estimated gas production profile, as mentioned before, to 17

calculate a gross revenue stream.  I then applied an 18.75% royalty burden to calculate a 18

net revenue stream.  A gas gathering fee to connect the gas to a pipeline and a differential 19

between market price and NYMEX were applied as a decrement to the constant gas price 20

used.21

Q18. Can you describe the anticipated capital costs?  22

A18. Capital costs consist of items such as pad and road construction, drilling, completions, 23

and facilities, and they are usually applied at the well’s beginning production start date 24

for economic analysis.  Drilling and operations engineers provided detailed capital cost 25

estimates for the Schnegg Unit C.  The capital costs per well are shown on the table 26

attached as Exhibit SC-2 to this testimony. 27

Q19. Can you describe the anticipated operating expenses? 28

A19. Operating expenses include items such as any recurring pad location, wellhead, and 29

down-hole maintenance, lease operator transportation costs, and disposing of produced 30

water.  Operating expenses are usually applied as a monthly recurrence throughout the 31



-4-

life of the well and were estimated based on offset Utica wells and XTO’s historical 1

experience with other operated shale wells.  While operating expenses can vary 2

significantly from well to well, I have estimated that operating expenses for each well in 3

Schnegg Unit C will total $4,000 per month in fixed costs plus $8 per barrel of produced 4

water as a variable cost. 5

Q20. Based on this information and your professional judgment, does the value of the 6

estimated recovery from the operations proposed for the Schnegg Unit C exceed its 7

estimated costs? 8

A20. Yes. 9

Q21. Do you have an opinion as to whether the value of the estimated additional recovery 10

from the proposed Schnegg Unit C operations – compared to the estimated recovery 11

if unit operations do not occur – exceeds the operation's estimated additional costs? 12

A21. Yes, I believe it would. 13

Q22. Would you explain? 14

A22. With unit operations, XTO will be able to extend the horizontal lateral length of the 15

Schnegg C 7H from approximately 4,800 feet to 7,313 feet.  The Schnegg C 5H will 16

remain the same horizontal length with or without unit operations.  I estimate that the 17

additional lateral length on the Schnegg C 7H will require an incremental capital cost of 18

$1.6 million, but the total 10% discounted net present value (NPV-10) of the unit will 19

increase from $4.5 million to $8 million. The added lateral length on the Schnegg C 7H 20

will also increase the total reserves of the unit from 16.9 BCF to 20.8 BCF.  The reserves 21

and NPV-10 for each well in both unit scenarios are shown on the table attached as 22

Exhibit SC-2 to this testimony. 23

Q23. And your opinions are based on your education and professional experience? 24

A23. Yes. 25

Q24. Does this conclude your testimony? 26

A24. Yes. 27
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EXHIBIT SC‐2 

SCHNEGG UNIT C 

BELMONT COUNTY, OHIO 

 

Well Name Schnegg C 5H

Unitized 

Schnegg C 7H

Non‐Unitized 

Schnegg C 7H

Unitized 

Total

Non‐Unitized 

Total

Total 

Difference

Lateral Length (ft) 6,799 7,313 4,800 14,112 11,599 2,513

Capital Cost (M$) 9,450 9,675 8,030 19,125 17,480 1,645

Gross EUR (MMCF) 9,955 10,828 6,986 20,783 16,941 3,842

Net PV 10% (M$) 3,542 4,500 941 8,042 4,483 3,559
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INTRODUCTION 1 

Q1. Please introduce yourself to the Division. 2 

A1. My name is David Pearson and I am a Senior Staff Landman for XTO Energy Inc. (“XTO”), 3 

based in Fort Worth, Texas. 4 

Q2. What is your educational background? 5 

A2. I have a Bachelor of Science from University of Oklahoma. 6 

Q3. Would you briefly describe your professional experience? 7 

A3. I was an Independent landman for approximately 3 ½ years working primarily in  acquisition due 8 

diligence, and have been an in-house landman for 3 ½ years all with XTO. 9 

Q4. What do you do as a Senior Staff Landman for XTO? 10 

A4. My primary responsibilities include lease acquisition, approving title for drilling, and contract 11 

 negotiation. 12 

Q5. Are you a member of any professional associations? 13 

A5. Yes.  I am a member of the Fort Worth Association of Professional Landmen (FWAPL) and 14 

American Association Professional Landmen (AAPL). 15 

Q6. What is the purpose of your testimony today? 16 

A6. I am testifying in support of the Application of XTO Energy Inc. for Unit Operation filed 17 

regarding the Schnegg Unit C, comprised of twenty-eight (28) tracts of land containing a total of 18 

426.5332 acres in Belmont County, Ohio.  More specifically, I will describe XTO’s efforts to 19 

acquire a lease on the  0.5522 acre tract owned by the State of Ohio, and the Unit Plan XTO is 20 

proposing. 21 

EFFORTS MADE BY XTO TO LEASE UNIT TRACTS. 22 

Q7. The Application submitted by XTO indicates that it owns the oil and gas rights to at least 23 

425.981 acres of the proposed 426.5332 acre unit.  Would you describe how XTO acquired 24 

those rights? 25 

A7. A land owner group approached XTO in summer of 2011 offering to lease approximately 5,000 26 

in Switzerland Township, Monroe County and York Township, Belmont County.  The 27 

aforementioned 425.981 acres came to XTO as part of that particular land owner group.  Please 28 

refer to Exhibits DP-1 and DP-2 to this testimony for an Affidavit of Ownership and a Lease 29 

Affidavit attesting to the same. 30 

Q8. And that represents 99.87% of the unit acreage? 31 

A8. Yes, that is correct. 32 

Q9. Are there other operators in the unit? 33 
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A9. Yes.  There is one other operator in the unit, American Energy – Utica, LLC (“AEU”), which 1 

holds a working interest in XTO-owned leases by way of a Participation Agreement.  AEU has 2 

approved the filing of this Application and the attached Unit Plan.  Please refer to Exhibit DP-3 to 3 

this testimony which provides AEU’s approval of the Schnegg Unit C. 4 

Q10. What percentage of the total acreage of the Schnegg Unit C is represented by the oil and gas 5 

rights held by AEU? 6 

A10. 39.948%. 7 

Q11. Given the Working Interest Owner Approval executed by AEU, is it accurate to say that the 8 

owners of 99.87% of the unit have approved the filing of this Application? 9 

A11. Yes. 10 

Q12. How many unleased mineral owners are there in the Schnegg Unit C? 11 

A12. One (1). 12 

Q13. Who is the unleased mineral owner? 13 

A13. The State of Ohio Office of Information Technology. 14 

Q14. Have you prepared an affidavit detailing XTO's efforts to obtain leases from the unleased 15 

mineral owners? 16 

A14. Yes.  An Affidavit was prepared for this Application and is attached as Exhibit DP-4 to this 17 

testimony.  18 

Q15. Do you have an exhibit to your testimony that illustrates the leased and unleased tracts 19 

within the Schnegg Unit C? 20 

A15. Yes.  The unleased tract is identified as Unit Tract No. 28 on the Schnegg Unit C Plat attached as 21 

Exhibit DP-5 to this testimony. 22 

Q16. Do you have an aerial plat of the Schnegg Unit C? 23 

A16. Yes. An aerial plat of the Schnegg Unit C is attached as Exhibit DP-6 to this testimony. 24 

UNIT PLAN PROVISIONS. 25 

Q17. Would you describe generally the development plan for the Schnegg Unit C? 26 

A17. At present, the Schnegg Unit C is planned to have 2 wellbores both originating from a common 27 

pad site.  The C 5H well has already been drilled at legal distance from the unleased tract and the 28 

second wellbore, the C 7H, is to be drilled within 200 feet of the unleased tract with a total lateral 29 

length in excess of 7,000 feet. 30 

Q18. Does XTO have a specific timeline for drilling the wells in the Schnegg Unit C? 31 

A18. Pending approval, we anticipate drilling within 5 years. 32 

Q19. Does XTO have any other development activity in the immediate area? 33 
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A19. Yes.  XTO previously drilled a well on contiguous lands to the west of the proposed unit.  It is 1 

known as the Schnegg Unit B and depicted on Exhibit DP-7.  2 

Q20. Are you familiar with the Unit Plan proposed by XTO for the Schnegg Unit C? 3 

A20. Yes. 4 

Q21. Turning first to the body of the Unit Plan, marked as Attachment 1 to the Application.  5 

Would you describe briefly what it does? 6 

A21. The Unit Plan establishes creation of the unit, how unit interests are determined, and sets the 7 

framework for development and production of the unitized substances, including the allocation of 8 

oil and gas production and unit expenses. 9 

Q22. Are all of the oil and gas rights in the proposed unit combined? 10 

A22. No, the unit agreement only unitizes the oil and gas rights at a specific subsurface interval.  In this 11 

case that interval is 50 feet above the top of the Utica Shale formation to 50 feet below the top of 12 

the Curdsville Member of the Lexington/Trenton Formation, which allows for development of the 13 

Utica/Point Pleasant. 14 

Q23. How would production from the Schnegg Unit C be allocated? 15 

A23. Once combined, production is allocated on a surface acreage basis, based on individual tract 16 

acreage divided by the total unit acreage. 17 

Q24. Would you go through an example from Exhibit A-2 to the Unit Operating Agreement to 18 

illustrate what you mean? 19 

A24. In this case the State of Ohio tract is 0.5522 acres in a 426.5332 acre unit.  The percentage of 20 

0.5522 acres out of the 426.5332 acre unit is known as the tract participation factor, in this case 21 

0.12946%. 22 

Q25. What does that mean in terms of production allocated to that particular tract? 23 

A26. In this case, the state tract participation factor is 0.12946%, and it would be allocated that 24 

percentage of production out the total Schnegg Unit C production. 25 

Q27. In your experience, is that an unusual way to allocation production in a unit? 26 

A27. No, in my experience, surface acreage allocation is the most common means of allocating unit 27 

production used in our industry. 28 

Q28. How are unit expenses allocated? 29 

A28. By the same means set out above, expenses are allocated proportionately to the acreage 30 

contributed to the unit. 31 

Q29. Who pays the unit expenses? 32 

A29. Working Interest owners pay unit expenses. 33 

Q30. Do the royalty owners pay any part of the unit expenses? 34 
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A30. No, royalty owners pay only their proportionate share of taxes and post-production costs. 1 

Q31. Let's turn to the Unit Operating Agreement.  It appears to be based upon A.A.P.L. Form 2 

610 – Model Form Operating Agreement, is that correct? 3 

A31. Yes, in this case a modified version of the AAPL Form 610 – 1989. 4 

Q32. Would it be fair to say that you are familiar with the custom and usage of the Form 610 and 5 

other similar agreements in the industry? 6 

A32. Yes, this JOA is widely used by XTO. 7 

Q33. Turning to the Unit Operating Agreement in particular, does it address how unit expenses 8 

are determined and paid. 9 

A33. Yes, Article III of the Operating Agreement sets out that both costs incurred and production 10 

received is based on the working interest for each owner as set out on the Exhibit A.  11 

Additionally, Exhibit C to the Operating Agreement is an accounting procedure which specifies 12 

how unit expenses are determined and paid. 13 

Q34. That's commonly referred to as the COPAS? 14 

A34. Yes, it’s set out by the Council of Petroleum Accountants Society. 15 

Q35. Based upon your education and professional experience, do you view the terms of Exhibit C 16 

as reasonable? 17 

A35. Yes, this accounting procedure is drafted by dis-interested parties who designed it to be fair to all 18 

parties whether participating as Operator or Non-operator.   19 

Q36. Will there be in-kind contributions made by owners in the unit area for unit operations, 20 

such as contributions of equipment? 21 

A36. No, we do not anticipate any in-kind contributions. 22 

Q37. Are there times when a working interest owner in the unit chooses not to – or cannot – pay 23 

their allocated share of the unit expenses? 24 

A37. Yes, this situation can and has occurred.  The Operating Agreement was drafted to contemplate 25 

such scenarios. 26 

Q38. Generally, how is the working interest accounted for when an owner chooses not to 27 

participate in an operation? 28 

A38. If a working interest owner(s) cannot or elects not to participate they are considered a non-29 

consenting party.  The consenting parties will then bear the full cost and expense of the proposed 30 

operation.  The non-consenting party is deemed to have relinquished their rights to any 31 

production from that operation until such time as the consenting parties have recouped their initial 32 

costs plus a penalty set out in the Operating Agreement. 33 
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Q39. Can a working interest owner choose to go non-consent in the initial well in the Schnegg 1 

Unit C? 2 

A39. Yes. 3 

Q40. Does the Unit Operating Agreement treat the initial well and subsequent operations 4 

differently in terms of going non-consent, and if so, why? 5 

A40. Yes, there is more risk in drilling the initial well because there is less information available about 6 

the specific area being drilled.  Drilling subsequent wells, the parties have the benefit of 7 

information acquired from drilling the initial well. 8 

Q41. But if the working interest owner still has a royalty interest in the unit, that royalty interest 9 

would remain in place and paid? 10 

A41. Yes, the royalty interest would be paid. 11 

Q42. Where are the risk factors for subsequent operations set out in the Unit Operating 12 

Agreement? 13 

A42. Article VI. B. 14 

Q43. Are the percentages included in the Unit Operating Agreement unusual? 15 

A43. No, these are fairly standard in my experience. 16 

Q44. I believe you've already described generally the documents in Exhibits A and C to the Unit 17 

Operating Agreement.  Let's turn therefore to Exhibit B of the Unit Operating Agreement.  18 

What is it? 19 

A44. Exhibit B is XTO’s standard oil and gas lease form that is attached to the Operating Agreement.  20 

Q45. Does this oil and gas lease contain standard provisions that XTO uses in connection with its 21 

operations in Ohio? 22 

A45. Yes.  This lease form is XTO’s standard lease for use in Ohio. 23 

Q46. Moving on to Exhibit D of the Unit Operating Agreement, would you describe what it is? 24 

A46. Exhibit D is the Insurance exhibit and sets out the minimum coverage to be maintained. 25 

Q47. Would you next describe to the Division Exhibit E of the Unit Operating Agreement? 26 

A47. Exhibit E is the Gas Balancing Agreement which provides for the marketing of production and 27 

each parties rights and obligations with respect production. 28 

Q48. In your professional opinion, given your education and experience, are the terms of the Unit 29 

Plan, including the terms of the exhibits just discussed, just and reasonable? 30 

A48. Yes. 31 

Q49. Does this conclude your testimony? 32 

A49. Yes. 33 



December 12, 2014

STATE OF OHIO 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS RESOURCES MANAGEMENT 

In re the Matter of the Application of 
XTO Energy Inc. for Unit Operation 

Application Date: 

Schnegg Unit C 

AFFIDAVIT OF OWNERSHIP 

I, David Pearson, being first duly cautioned and sworn, do hereby depose and state as 
follows: 

1. My name is David Pearson and I am a Senior Staff Landman with XTO Energy 
Inc. ("Applicant"). My day-to-day responsibilities include overseeing and directing lease 
acquisition for the Applicant in the State of Ohio, and I have personal knowledge of the facts 
stated herein. 

2. Pursuant to Ohio Revised Code § 1509.28, the Applicant has filed an 
application with the Chief of the Division of Oil and Gas Resources Management requesting 
an order authorizing Applicant to operate the Unit Formation and applicable land area, 
identified as the Schnegg Unit C, according to the Unit Plan attached thereto (the 
"Application") (as those terms are used and defined therein). The Schnegg Unit C is located 
in York Township, Belmont County, Ohio, and consists of twenty-eight (28) separate tracts of 
land covering approximately 426.531 acres. 

3. As of the Application Date set forth above, the Applicant and the Working 
Interest Owners supporting the Application are the owners, as that term is defined in Ohio 
Revised Code § 1509.01 (K), of at least 65% of the land overlying the Unitized Formation, as 
outlined in Exhibit A attached hereto. 

Further Affiant sayeth naught. 

Sworn to and subscribed before me this lJJ +~ day of 0~be..r '2014. 

Notary Public 

brb
Text Box
EXHIBIT DP-1



December 12, 2014

STATE OF OHIO 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS RESOURCES MANAGEMENT 

In re the Matter of the Application of 
XTO Energy Inc. for Unit Operation 

Schnegg Unit C 

Application Date: 

LEASE AFFIDAVIT 

I, David Pearson, being first duly cautioned and sworn, do hereby depose and state as 
follows: 

1. My name is David Pearson and I am a Senior Staff Landman with XTO Energy 
Inc. ("Applicant"). My day-to-day responsibilities include overseeing and directing lease 
acquisition for the Applicant in the State of Ohio, and I have personal knowledge of the facts 
stated herein. 

2. Pursuant to Ohio Revised Code § 1509.28, the Applicant has filed an 
application with the Chief of the Division of Oil and Gas Resources Management requesting 
an order authorizing Applicant to operate the Unit Formation and applicable land area, 
identified as the Schnegg Unit C, according to the Unit Plan attached thereto (the 
"Application") (as those terms are used and defined therein). The Schnegg Unit C is located 
in York Township, Belmont County, Ohio, and consists of twenty-eight (28) separate tracts of 
land covering approximately 426.531 acres. 

3. To my knowledge the Applicant holds valid oil and gas leases covering all of 
the Applicant's acreage, being twenty-seven (27) of the twenty-eight (28) tracts, as described 
in Exhibit 1 attached hereto. 

Further Affiant sayeth naught. 

Sworn to and subscribed before me this (91'"'- day of Qc,+c ~ '2014. 

Notary Public 

brb
Text Box
EXHIBIT DP-2



EXHIBIT 1 
TO LEASE AFFIDAVIT 

Lease 
lnst. No. Lessor Lessee County Twp State 

Range- Tax Parcel 
No. Township- No(s). Acres 

Section 

Mary K. Schnegg, Insofar as said 
lease covers 

1 OR 304- widow and Glen E. 
IXTO Energy Inc. Belmont York OH 

3-4-19 52-00485.000 
15.507 acres 598 Schnegg and wife, 3-4-20 52-00487.000 

Marsha L. Schnegg acres out of 
233.602 acres 
Insofar as said 

OR 304-
Charles Larry Boger 

3-4-19 52-00331.000 
lease covers 

2 
554 

and wife, Sandra IXTO Energy Inc. Belmont York OH 
3-4-20 52-00332.000 

107.515 acres 
Wisvari Boger out of 160.503 

acres 
Insofar as said 

OR 304- Bradley C. Carroll, a lease covers 
3 IXTO Energy Inc. Belmont York OH 3-4-19 52-00358.000 19.245 acres 594 single person 

out of 21.8830 
acres 

Insofar as said 
Brian L. Carroll and lease covers 

4 OR 304-61 Lucky L. Carroll, IXTO Energy Inc. Belmont York OH 3-4-19 52-00358.000 19.245 acres 
husband and wife out of 21.8830 

acres 
Insofar as said 

OR 304- Bonnie Stetson, a 3-4-19 52-00424.000 
lease covers 

5 XTO Energy Inc. Belmont York OH 21.239 acres 504 single woman 3-4-13 52-00425.000 
out of 172.710 

acres 
Insofar as said 

OR 304- XTO Energy 3-4-19 52-00307.000 
lease covers 

6 Earl R. Arman Belmont York OH 126.6522 
582 Inc .. 3-4-13 52-00306.000 

acres out of 
165.810 acres 

OR 304-
David J. Elerick and 

XTO Energy 
7 Darlene Elerick, Belmont York OH 3-4-13 52-00488.000 9.3108 556 

husband and wife 
Inc .. 

George D. 

8 OR 304- Heightland and XTO Energy 
Belmont York OH 3-4-13 

52-00306.001 
1.00 580 Kandi L. Heightland, Inc .. 52-00488.002 

husband and wife 

9 OR 304- Bradley C. Carroll, a XTO Energy 
Belmont York OH 3-4-19 

52-00075.000 
1.7770 

588 single person Inc .. 52-00076.000 

Insofar as said 

OR 304- Beverly J. Stutzman, XTO Energy 
lease covers 

10 Belmont York OH 3-4-13 52-00533.000 87.096 acres 
600 a widow Inc .. 

out of 103.580 
acres 

Insofar as said 

OR 398- XTO Energy 
lease covers 

11 Beverly J. Stutzman Belmont York OH 3-4-13 52-00489.000 6.038 acres 152 Inc .. 
out of 11.111 

acres 
52-00111.000 

12 
OR 400- Michael L. Moore, a XTO Energy 

Belmont York OH 
3-4-19 52-00339.000 

3.2280 
637 single man Inc .. 3-4-20 52-00339.001 

52-00056.000 

OR 393-
Melvin W. Baker and 

XTO Energy 
13 Susan S. Baker, Belmont York OH 3-4-13 52-00097.000 4.04 

672 
husband and wife 

Inc .. 

OR 304-
Tracy M. Otto and 

XTO Energy 
14 Brandon T. Otto, wife Belmont York OH 3-4-13 52-00488.001 2.030 

586 
and husband 

Inc .. 

52-00057.000 
Insofar as said 
lease covers 

15 
OR 313- Floyd Brown, a XTO Energy 

Belmont York OH 3-4-19 
52-00058.000 

5.373 acres 
866 single person Inc .. 52-00059.000 

out of 5.748 
52-00060.000 

acres 

52-00057.000 
Insofar as said 
lease covers 

16 OR 304-63 
Harvey C. Brown, a XTO Energy 

Belmont York OH 3-4-19 
52-00058.000 

5.373 acres 
single person Inc .. 52-00059.000 

out of 8.373 
52-00060.000 

acres 

OR 313-
Jon E. Reynolds and 

XTO Energy 
17 Jodie L. Reynolds, Belmont York OH 3-4-13 52-00330.000 15.930 

962 
husband and wife 

Inc .. 



December 12, 2014

STATEOFOIDO 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS RESOURCES MANAGEMENT 

In re the Matter of the Application of 
XTO Energy Inc. for Unit Operation 

Schnegg Unit C 

Application Date: 

WORKING INTEREST OWNER APPROVAL 

XTO Energy Inc. ("Applicant") has prepared and/or filed an application asking the Chief 
of the Division of Oil and Gas Resources Management to issue an order authorizing Applicant to 
operate the Schnegg Unit C, located in Belmont County, Ohio, and consisting of twenty-eight 
(28) separate tracts of land covering approximately 426.531 acres, according to the Unit Plan 
attached thereto (the "Application"). 

American Energy - Utica, LLC ("ABU") is the owner of a 40% working interest in and 
to seventeen (17) leases covering twenty-seven (27) tracts of land in the Schnegg Unit C, as 
more specifically described on attached Exhibit 1 attached hereto. Said leases cover a total of 
approximately 425.981 acres, leaving AEU with an approximate 39.94% working interest in the 
Schnegg Unit C. 

AEU hereby approves, and supports the making of, the Application, including without 
limitation the Unit Plan attached thereto, and acknowledges receipt of full and true copies 
thereof. 

AMERICAN ENERGY- UTICA, LLC 

By:~~ 
Serena Evans, Land Director, Utica p.wl!-

Date: lo{~{l± 
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December 12, 2014

STATE OF OHIO 
DEPARTMENT OF NATURAL RESOURCES 

DIVISION OF OIL AND GAS RESOURCES MANAGEMENT 

In re the Matter of the Application of 
XTO Energy Inc. for Unit Operation 

Application Date: 

Schnegg Unit C 

AFFIDAVIT OF DAVID PEARSON 
(CONTACTS- UNLEASED OWNERS AND UNCOMMITTED 

WORKING INTEREST OWNERS) 

I, David Pearson, being first duly cautioned and sworn, do hereby depose and state as 
follows: 

1. My name is David Pearson and I am a Senior Staff Landman with XTO Energy 
Inc. ("Applicant"). My day-to-day responsibilities include overseeing and directing lease 
acquisition for Applicant in the State of Ohio. 

2. As part of those responsibilities, I work with and supervise both XTO employees 
and contractors representing Applicant who contact landowners and obtain oil and gas leases on 
behalf of Applicant. 

3. I have reports of contacts and attempts to contact that Applicant has made to lease 
unleased lands within the Schnegg Unit C. Further, I have personal knowledge of contacts that I 
have made and attempted to make on behalf of Applicant to lease unleased lands within the 
Schnegg Unit C. Those efforts are detailed below. 

4. Regarding the following tract, the following contacts were made or attempted: 

Owners Name: State of Ohio o/b/o the Office of Information Technology 
Point of Contact: Ohio Department of Administrative Services ("ODAS") - Office of 

Real Estate and Planning 
Address: 
Unleased Tract: 

4200 Surface Road, Columbus, Ohio 43228 
Tax Parcel No. 52-00488.003 

Date XTO Contact Pam Contacted Method Notes 

Travis Edmondson, Jeffrey LeVally, 
Call to make introduction and identify 

7/21/14 
Broker ODAS 

Telephone individual to whom to extend oil and 
gas lease offer 

Travis Edmondson, Jeffrey LeVally, 
Email follow-up reiterating request for 

7/21114 
Broker ODAS 

E-mail identity of individual to whom to 
extend oil and gas lease offer. 

Travis Edmondson, Jeffrey LeVally, 
Email from ODAS identifying Maurice 

7/22114 
Broker ODAS 

E-mail Madry, Real Estate Specialist as point 
of contact. 

Travis Edmondson, Maurice Madry, 
Formal oil and gas lease offer extended 

7/22/14 Mail to ODAS. Package received by ODAS 
Broker ODAS 

on 7/25114 

7/23114 
Travis Edmondson, Maurice Madry, 

Telephone 
Call to discuss details of oil and gas 

Broker ODAS lease offer 

8/22/14 
Travis Edmondson, Maurice Madry, 

E-mail 
Email to ODAS following up on oil 

Broker ODAS and gas lease offer. 

Travis Edmondson, Maurice Madry, 
Call from ODAS requesting more 

8/22/14 
Broker ODAS 

Telephone information on the Unleased Tract, and 
an in-person meeting to discuss oil and 
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gas lease. 

8/25/14 
Travis Edmondson, Maurice Madry, 

E-mail 
Email to ODAS with title information 

Broker ODAS regarding Unleased Tract 

9/16114 
Travis Edmondson, Maurice Madry, 

Telephone 
Call to discuss in-person meeting 

Broker ODAS regarding oil and gas lease 

9/17/14 
Travis Edmondson, Maurice Madry, 

Email Email to confirm in-person meeting Broker ODAS 

9/22/14 
Travis Edmondson, Maurice Madry, 

Telephone Call to confirm in-person meeting Broker ODAS 

9/23/ 14 
Travis Edmondson, Maurice Madry and 

In-person 
Meeting at ODAS offices to discuss oil 

Broker Nicole Burigana and gas lease offer. 

Further Affiant sayeth naught. 

Sworn to and subscribed before me this ~t\.\ day of Q+ob.e...r '2014. 

Notary Public 



Schnegg C Unit
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Schnegg C Unit
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MONROE
BELMONT

Schnegg Unit B

Schnegg Unit C

Schnegg Unit B3H

Schnegg Unit C5H
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XTO Energy
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