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Merit Energy Company, LLC ("Merit") files this Application requesting an order from the 

State Corporation Commission of the State of Kansas ("Commission") authorizing the unitization 

and unit operation of the West Eubank North Unit in Haskell County, Kansas, pursuant to K.S.A. 

55-1301 , et seq. In support of its Application, Merit states and alleges: 

1. Merit is a Delaware limited liability company authorized and in good standing with 

the Kansas Secretary of State' s office to do business in Kansas. Merit's business address is 13727 

Noel Road, Suite 1200, Dallas, Texas, 75240. 

2. The Commission has issued Merit oil and gas operator' s License No. 32446, which 

license is full force and effect through May 30, 2020. 

3. Merit' s affiliates, Merit Hugoton, L.P., Merit Hugoton II, LLC, and MMGJ South 

Texas, LLC (collectively, "Affiliates"), are the owners of undivided working interests in certain 

oil and gas leases covering the pool sought to be unitized pursuant to this Application. Merit 

operates said leases on behalf of its Affiliates and the other non-operating working interest owners 

of the leases. Merit is authorized to file this Application on behalf of its Affiliates. 



4. The proposed West Eubank North Unit will contain 720 contiguous leasehold acres 

situated in Haskell County, Kansas. The aerial boundaries of the West Eubank North Unit are 

depicted on "Exhibit A" and described as follows ("Unit Area"): 

Township 28 South, Range 34 West, Haskell County, Kansas: 
Section 4: All (640 ac.) 
Section 9: N/2 NE/4 (80 ac.) 

5. Merit proposes to unitize and operate the oil and gas leases covering the Unit Area, 

insofar as such leases cover the lands included in the Unit Area, as to oil rights only1, and limited 

in depth to the Morrow and Chester formations ("Unitized Formations"), pursuant to K.S.A. 55-

1301 , et seq. , specifically K.S.A. 55-1304(a)(l). 

6. Merit intends to conduct an enhanced oil recovery project within the Unitized 

Formations underlying the Unit Area. The enhanced oil recovery project will involve injecting 

water into the Unitized Formation in a combination peripheral/patterned flood designed to displace 

oil from injection wells along the currently identified productive extent of the Unitized Formations 

towards centrally located producing wellbores in order to efficiently and economically increase 

the ultimate recovery of oil from the pool within the Unitized Formations underlying the Unit 

Area. The development plan attached as Exhibit E to the Operating Agreement (Exhibit C) 

describes and depicts the enhanced oil recovery project in greater detail. 

7. Oil produced from the West Eubank North Unit will be allocated across the 

following-described seven tracts: 

1 Merit anticipates that casinghead gas attributable to the oil estate may be produced incident to its unit operations. It 
is improbable, however, that any natural gas attributable to the gas estate will be produced as a result ofunit operations. 
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Township 28 South, Range 34 West, Haskell County, Kansas: 
Tract 1: NW/4 Section 4, T28S-R34W 
Tract 2: N/2 NE/4 Section 4, T28S-R34W 
Tract 3: S/2 NE/4 Section 4, T28S-R34W 
Tract 4: E/2 SE/4 Section 4, T28S-R34W 
Tract 5: W/2 SE/4 Section 4, T28S-R34W 
Tract 6: SW/4 Section 4, T28S-R34W 
Tract 7: N/2 NE/4 Section 9, T28S-R34W 

The seven tracts are depicted below and in Exhibit 1 to the Unit Agreement (Exhibit B). 
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8. A two-phase allocation method will be utilized to allocate the oil produced from 

the West Eubank North Unit among its various interest owners. First, oil will be allocated 

according to two Phase 1 tract participation factors. The Phase 1 allocation will continue until the 

first day of the calendar month following the date oil produced from the West Eubank North Unit 

exceeds remaining primary-recovery oil reserves calculated to be 139,335 BO. Thereafter, and 

until unit operations cease, oil will be allocated according to three Phase 2 tract participation 

factors. The Phase 1 and Phase 2 factors are more particularly described in Article 5.1 of the Unit 

Agreement (Exhibit B). Each factor will be weighted as described therein. Exhibits 2 and 3 to the 

Unit Agreement (Exhibit B) tabulate the allocations of oil across the seven different tracts during 

Phase 1 and Phase 2. All costs and expenses incurred in the operation of the West Eubank North 

Unit will allocated to the seven tracts in the same proportion that revenues from the sale of oil will 

be allocated. 

9. Merit will be the unit operator of the proposed West Eubank North Unit. 

10. The pool to be unitized lies within the Unitized Formations beneath the Unit Area. 

The Unitized Formations lies between the top of the Morrow formation and the base of the Chester 

formation, the stratigraphic equivalent of which is shown on the logs for the Cooper F-4 well to 

be between 5,201 ' measured depth from surface (-2,117' subsea) at the top of the Morrow to 5,511 ' 

measured depth from surface (-2,427' subsea) at the base of the Chester. The Cooper F-4 well has 

been assigned API No. 15-081-20670, and is situated in Tract 5 of the West Eubank North Unit at 

a location approximately 795' from the South line and 1,934 from the East line of Section 4-T28S­

R34W, Haskell County, Kansas. 
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11. Merit' s technical staff has determined that primary production from the pool within 

the Unitized Formation sought to be unitized has reached a low economic level and, without 

introduction of artificial energy, abandonment of oil wells is imminent. 

12. Merit's technical staff have also determined that the value of the estimated 

additional oil that can be recovered from the Unitized Formation substantially exceeds the 

estimated additional costs incident to conducting the enhanced oil recovery operations proposed 

in this Application. 

13. The Unit Agreement and Operating Agreement comprising Merit' s Plan for Unit 

Operations ("Plan") are attached hereto as "Exhibit B" and "Exhibit C," respectively. The 

proposed operations outlined in the Plan are fair, reasonable and equitable to all interest owners. 

14. The Plan has been approved in writing by at least 63% of the persons required to 

pay the costs of the unit operation, and by the owners of at least 63 % of the production or proceeds 

that will be credited to royalties, excluding overriding royalties or other like interests which are 

carved out of the leasehold estate. Specifically, Merit has obtained approval of the Plan from those 

persons who will pay 100.00% of the costs of unit operations during Phase 1 and 90.53% of the 

costs of unit operations during Phase 2. Merit has obtained approval of the Unit Agreement 

(Exhibit B) from 100.00% of the owners of the production or proceeds credited to royalties during 

Phase 1 and 64.87% of the owners of the production or proceeds credited to royalties during Phase 

2. Merit can furnish the written approvals from these persons upon request. 

15. "Exhibit D" attached hereto contains a tabular listing of the names and addresses 

of all oil and gas lessees and other oil and gas interest owners owning interests in the Unitized 

Formations beneath the Unit Area whose names and addresses Merit has been able to determine 

after diligent search and inquiry, which list also includes lessors, mineral owners, overriding 
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royalty interest owners, and mortgagees of oil and gas interests of record. Exhibit D also includes 

the names and addresses of each operator or lessee and unleased mineral owner of record within a 

one-half mile radius of the Unit Area. 

16. Merit has sent a copy of this Application and the Notice of Application by regular 

mail to all persons listed on Exhibit D, has hand-delivered the same to its Affiliates, and is causing 

the Notice of Application to be published in The Wichita Eagle, and The Haskell County Monitor, 

an official newspaper for Haskell County, Kansas. As a result, notice complies with the 

requirements ofK.S.A. 55-1310, K.S.A. 55-605, and K.A.R. 82-3-135a, and is lawful and proper 

in all respects. Each publisher's affidavit will be provided to the Commission upon and after the 

date of publication of the Notice of Application. 

17. Merit requests that the Commission issue an Order authorizing the unitization and 

unit operation of the West Eubank North Unit pursuantto K.S.A. 55-1301 , et seq., after due notice 

and hearing. 

WHEREFORE, Merit prays that the Commission docket this Application and, ifno written 

protest is received within 15 days after Notice of the Application is published and has been duly 

provided to all interested parties, administratively grant this Application and issue an order 

providing for the unitization and unit operation of the West Eubank North Unit pursuant to the 

terms set forth in the Plan. In the event a timely and proper protest is filed, Merit requests that the 

Commission set this Application for hearing, and upon such hearing grant the requested order and 

make such other provisions as it deems necessary and proper. 
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Respectfully submitted, 

MORRIS, LAING, EV ANS, BROCK 
& KENNEDY, CHARTERED 

athan A. Schlatter, #24848 
300 N. Mead, Suite 200 
Wichita, KS 67202-2745 
Telephone - (316) 262-2671 
Facsimile - (316) 262-6226 
Email - jschlatter@morrislaing.com 
Attorneys for Merit Energy Company, LLC 

VERIFICATION 

STATE OF KANSAS ) 
) ss: 

COUNTY OF SEDGWICK ) 

Jonathan A. Schlatter, being oflawful age and being first duly sworn upon his oath, deposes 
and says: 

That he is the attorney for Merit Energy Company, LLC; he has read the above and 
forgoing Application and is familiar with its contents, and that the statements made therein are true 
and correct to the best of his knowledge and belief. 

SUBSCRIBED AND SWORN to before me this 26th day of August, 2019. 

My Appointment expires: 11/o5/a;20 

~---

7 

ft. CAROLA. HANNON 
8ll Notary Public - Stale of Kanaas 

My Appl. Expires I (Jo$/ za_o 



EXHIBIT A 
To the Application of Merit Energy Company, LLC (#32446) for an order 

authorizing the unitization and unit operation of the West Eubank North Unit 

Depiction of the Unit Area 
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EXHIBITB 
To the Application of Merit Energy Company, LLC (#32446) for an order 

authorizing the unitization and unit operation of the West Eubank North Unit 

Unit Agreement 

ATTACHED 
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UNIT AGREEMENT 
WEST EUBANK NORTH UNIT 

All of Sec. 4-28S-34W 

N/2 NE/4 of Sec. 9-28S-34W 

HASKELL COUNTY, KANSAS 

EXHIBIT B 
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UNIT AGREEMENT 
WEST EUBANK NORTH UNIT 
HASKELL COUNTY, KANSAS 

THIS UNIT AGREEMENT ("Agreement") is entered into effective as of the Effective Date 

(defined below), by the Parties who have signed the original, a counterpart, or other instrument agreeing to 

become a Party hereto, or who are so bound by Order of the State Corporation Commission of the State of 

Kansas ("Commission") issued pursuant to K.S.A. 55-130 I , et seq. 

WITNESSETH: 

WHEREAS, to achieve greater ultimate recovery of Unitized Substances, to prevent waste, and to 

protect correlative rights of interest owners, the signatory Parties have entered into this Unit Agreement 

applicable to the West Eubank North Unit, Haskell County, Kansas. The purpose of the Agreement is to 

unitize Oil Rights in and to the Unitized Formation in order to conduct Unit Operations as provided herein. 

NOW, THEREFORE, in consideration of the premises and of the mutual agreements herein 

contained, it is agreed as follows: 

As used in this Agreement: 

ARTICLE 1 
DEFINITIONS 

1.1 Effective Date is the time and date this Agreement becomes effective, as provided in 

Article 15.1. 

1.2 Oil Rights are the rights to explore, develop, and operate lands within the Unit Area for 

the production of Unitized Substances, or to share in the production so obtained or the proceeds thereof. 

1.3 Outside Substances are all substances purchased or otherwise obtained for a consideration 

by Unit Operator and introduced into the Unitized Formation. 

1.4 Party is any individual, corporation, company, partnership, limited partnership, 

association, receiver, trustee, curator, executor, administrator, guardian, tutor, 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 Formation, and enters 

into this Agreement or otherwise becomes bound by this Agreement. 

1.5 Royalty Interest is a right to or interest in any portion of the Unitized Substances or 

proceeds thereof other than a Working Interest, or overriding royalty interests and other like interests which 

are carved out of the oil and gas leasehold estate. 

1.6 Royalty Owner is a Party hereto who owns a Royalty Interest. 

1.7 Tract is the land described as such and given a tract number in "Exhibit 2." Tracts are 

depicted and identified by number in "Exhibit 1." 

1.8 Tract Participations are the percentages shown on "Exhibit 2" for allocating Unitized 

Substances to a Tract, as described in Article 5.1 and "Exhibit 3." 

1.9 Unit Area is the land described by Tracts in "Exhibit 2" and depicted on "Exhibit l." 

1.10 Unit Equipment is all personal property, lease and well equipment, plants, and other 

facilities and equipment taken over or otherwise acquired for the joint account for use in Unit Operations. 

1.11 Unit Expense is all cost, expense, or indebtedness incurred by the Unit Operator pursuant 

to this Agreement and the Unit Operating Agreement for or on account of Unit Operations. 

1.12 Unit Operations are any and all operations conducted pursuant to this Agreement and the 

Unit Operating Agreement, regardless of whether such operations constitute enhanced recovery methods. 

1.13 Unit Operating Agreement is the agreement entered into by the Working Interest Owners 

and the operator thereof, having the same Effective Date as this Agreement, and titled "West Eubank North 

Unit Operating Agreement." The Unit Operating Agreement and this Agreement constitute the Plan for 

Unit Operations. 

1.14 Unit Operator is the Party designated as the operator under the Unit Operating Agreement. 

1.15 Unit Participation is the total Tract Participations percentage interest in the Unit Area 

associated with a particular Royalty Interest Owner as shown on "Exhibit 4," and with a particular Working 

Interest Owner as shown on "Exhibit 5." 
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1.16 Unitized Formations means the subsurface portion of the Unit Area described as the 

common source of supply of oil underlying the Unit Area known as the Morrow and Chester formations. 

The top of the unitized interval is defined as the top of the Morrow formation, found at a measured depth 

of 5,201 feet (-2,117 subsea true vertical depth) in the Cooper F-4 well (API 15-081-20670). The base of 

the unitized interval is defined as the base of the Chester formation, found at a measured depth of 5,511 

feet (-2,427 feet SSTVD) in the same Cooper F-4 well, with it being intended that the covered depths 

include all stratigraphic equivalents of the Morrow and Chester formations . 

1.17 Unitized Substances are all oil and gas and associated and constituent parts, including 

casinghead or solution gas, within or produced from the Unitized Formation, other than Outside Substances. 

1.18 Working Interest is an interest in Unitized Substances by virtue of a lease, operating 

agreement, fee title, or otherwise, the owner of which is obligated to pay, either in cash or out of production 

or otherwise, all or a portion of the Unit Expense; however, Oil Rights that are free of lease or other 

instrument creating a Working Interest shall be regarded as Working Interest to the extent of seven-eighths 

(7 /8) thereof and a Royalty Interest to the extent of the remaining one-eighth ( 1/8) thereof. 

1.19 Working Interest Owner is a Party hereto who owns a Working Interest. 

ARTICLE2 
EXHIBITS 

2.1 Exhibits. The following exhibits, which are attached hereto, are incorporated herein by 

reference: 

2.1.1 "Exhibit 1" consists of a map showing the boundary lines of the Unit Area and 

the identified Tracts therein. 

2.1.2 "Exhibit 2" is a schedule that describes each Tract in the Unit Area and shows its 

Tract Participations. 

2.1.3 "Exhibit 3" is a schedule that shows the calculation of Tract Participations for 

each Tract. 
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2.1.4 "Exhibit 4" is a tabulation of the owners of the production proceeds of Unitized 

Substances that will be credited to royalties (referred to therein as "Royalty 

Owners"). 

2.1.5 "Exhibit 5" is a tabulation of the Parties who will be required to pay the costs of 

Unit Operations (referred to therein as "Working Interest Owners"). 

2.2 Reference to Exhibits. When reference is made to an exhibit, it is to the exhibit as 

originally attached or, ifrevised, to the last revision. 

2.3 Exhibits Considered Correct. "Exhibit l ", "Exhibit 2", "Exhibit 3", "Exhibit 4" and 

"Exhibit 5" shall be considered to be correct until revised as herein provided. 

2.4 Correcting Errors. The shapes and descriptions of the respective Tracts have been 

established by using the best information available. If it subsequently appears that any Tract, because of 

diverse Working Interest or Royalty Interest ownership on the Effective Date, should have been divided 

into more than one Tract, or that any mechanical miscalculation or clerical error has been made, the Unit 

Operator shall correct the mistake by revising the exhibits to conform to the facts . The revision shall not 

include any re-evaluation of engineering or geological interpretations used in determining Tract 

Participations. Each such revision of an exhibit made prior to thirty (30) days after the Effective Date shall 

be effective as of the Effective Date. Each such revision thereafter made shall be effective at 9:00 a.m. on 

the first day of the calendar month next following the filing for record of the revised exhibit or on such 

other date as may be determined by Unit Operator and set forth in the revised exhibit. 

2.5 Filing Revised Exhibits. If an exhibit is revised, the Unit Operator shall execute an 

appropriate instrument stating the effective date for the revised exhibit with the revised exhibit attached 

stating the effective date for the revised exhibit and file the same with the Commission. 

ARTICLE3 
CREATION AND EFFECT OF UNIT 

3.1 Oil Rights Unitized. All Oil Rights of Royalty Owners in and to the lands depicted in 

"Exhibit l" and described in "Exhibit 2", and all Oil Rights of the Working Interest Owners in and to said 
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lands, are hereby unitized insofar as the respective Oil 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 the Working Interest 

Owners, as lessees, and as if the lease contained all of the provisions of this Agreement. 

3.2 Personal Property Excepted. All Unit Equipment, including lease and well equipment, 

materials, and other property, heretofore or hereafter placed by 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 the Working Interest Owners. Title to all equipment, materials and other property installed or in place 

on the Unit Area prior to the Effective Date, and which is contributed by the owners thereof for use in 

conducting Unit Operations shall remain vested with the Parties contributing such property for Unit 

Operations. 

3.3 Amendment of Leases and Other Agreements. The provisions of the various leases, 

agreements, division and transfer orders, or other instruments pertaining to the respective Tracts or the 

production therefrom are amended to the extent necessary to make them conform to the provisions of this 

Agreement, but otherwise shall remain in full force and effect. Royalty Owners agree that any default, 

forfeiture, or penalty provision in any such oil and gas lease or other contract shall be suspended and of no 

force or effect during the term of this Agreement, insofar and only insofar as it relates to the Unitized 

Formation described in Article 1.16 above. Further, any provision in any such oil and gas lease that requires 

the lessee to restore or re-establish production of oil and gas after a cessation of production from the lease 

shall be suspended and of no force or effect during the term of this Agreement. 

3.4 Continuation of Leases and Term Interests. Production from any part of the Unitized 

Formation, except for the purpose of detennining payments to Royalty Owners, or other Unit Operations 

shall be considered as production from or operations upon all Tracts hereunder, and such production or 

operations shall continue in effect each lease, term mineral interest or royalty interest as to all lands and 

formations covered thereby just as if such operations were conducted on and as if a well were producing 

from each Tract. 
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3.5 Titles Unaffected by Unitization. Nothing herein shall be construed to result in the 

transfer of title to Oil Rights by any Party to any other Party or to Unit Operator. 

3.6 Unitized Operation Rights. Royalty Owners hereby grant the Working Interest Owners 

the right to conduct unitized management, operation and further development of the Unitized Formation as 

economically feasible and reasonably necessary to prevent the waste of Unitized Substances in the Unitized 

Formation and thereby substantially increase the ultimate recovery of Unitized Substances together with 

the right to drill, use, and maintain injection and disposal wells, and non-potable water supply wells on the 

Unit Area, including as provided in Article 10.2, and to use for injection, disposal or water supply purposes 

any nonproducing or abandoned wells or dry holes, and any producing wells completed in the Unitized 

Formation, or which can be recompleted into the Unitized Formation. 

3.7 Development Obligation. Nothing herein shall relieve the Working Interest Owners from 

any obligation to reasonably develop the lands and leases committed hereto, insofar and only insofar as it 

relates to the Unitized Formation described in Article 1.16 above, except as the same may conflict with the 

provisions hereof and Unit Operations which may be conducted hereunder. 

ARTICLE4 
PLAN OF OPERA TIO NS 

4.1 Unit Operator. MERIT ENERGY COMPANY, LLC is hereby designated as the initial 

Unit Operator. The Unit Operator shall have the exclusive right to conduct Unit Operations, which shall 

conform to the provisions of this Agreement and the Unit Operating Agreement. If there is any conflict 

between such Agreements, this Agreement shall govern. 

4.2 Method of Operation. To the end that the quantity of Unitized Substances ultimately 

recoverable may be increased and waste prevented, the Unit Operator shall, with diligence and in 

accordance with good engineering and production practices, engage in unitized management, operation and 

further development of the Unitized Formation to efficiently and economically increase the ultimate 

recovery of Unitized Substances. The Unit Operator may employ enhanced recovery methods deemed, in 
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its discretion, necessary or desirable to efficiently and economically increase the ultimate recovery of 

Unitized Substances, and may include any of the following activities: 

(a) Drilling one or more wells for the purpose of injecting water, gas, or other fluids, or 

combinations thereof, into the Unitized Formation; 

(b) Utilizing of one or more existing wells for the purpose of injecting water, gas, or other 

fluids, or combinations thereof, into the Unitized Formation; 

( c) Drilling one or more water source wells to support enhanced recovery; 

( d) Drilling or working over one or more wells for the purpose of producing Unitized 

Substances from the Unitized Formation; and 

( e) Drilling one or more wells for the purpose of saltwater disposal. 

Unit Operator may utilize more than a single tank battery for storage of Unitized Substances. 

4.3 Change of Method of Operation. Nothing herein shall prevent the Unit Operator from 

discontinuing or changing in whole or in part any method of operation which, in its opinion, is no longer 

appropriate or in accord with good engineering or production practices. Other methods of operation may 

be conducted or changes may be made by the Unit Operator from time to time if determined to be feasible, 

necessary, or desirable to increase the ultimate recovery of Unitized Substances. 

ARTICLES 
TRACT PARTICIPATIONS 

5.1 Tract Participations. The Tract Participations of each Tract are scheduled on "Exhibit 2" 

and calculated on "Exhibit 3." Beginning on the Effective Date the Tract Participations for each Tract shall 

be based upon the following factor and formula 1: 

Phase 1: Phase 1 production will be allocated based upon two factors: 

1 Historic casinghead gas production from the Unitized Formation has been converted to barrels of oil equivalent 
("BOE") at the ratio of 6 MCF gas to 1 BO for the purposes of calculating Tract Paiticipations. 
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( 1) The remaining primary recovery oil reserves in place beneath each Tract as a percentage of the 

total amount of remaining primary recovery oil reserves in place within the Unitized 

Formations. 

(2) The average oil production rate, measured in barrels per day, from each Tract as a percentage 

of the total average oil production rate from the Unitized Formations. The average oil 

production factor is based upon oil production from November 1, 2018 through January 31 , 

2019 from producing wells on the Unit Area. 

Phase 1 Tract Participations will be calculated using a weighted average of the two factors listed above, 

wherein remaining primary recovery oil reserves will be weighted 60%, and the average oil production rate 

will be weighted 40%. 

On the first day of the calendar month following the date upon which oil production pursuant to 

Unitized Operations meets or exceeds remaining primary-recovery oil reserves from the Unit Area, 

estimated to be a threshold of one hundred thirty-nine thousand three hundred thirty-five (139,335) barrels 

of oil. The Parties agree that this oil production threshold is calculated by barrels of oil produced as of end 

of day on January 31 , 2019. The Tract Participations will be based upon the following factors and formula: 

Phase 2. Phase 2 production will be allocated based upon three factors: 

( 1) The number of usable wellbores existing within each Tract as a percentage of the total number 

of usable wellbores existing on the Unit Area. For the purposes of this Agreement, a usable 

wellbore is a well existing on the Unit Area and drilled through the Morrow or Chester 

formation, whether active or inactive, including but not limited to wells that may be producing, 

injecting, or disposing, and not including those that are plugged and abandoned. 

(2) The original oil-in-place (OOIP) in the Unitized Formation beneath each Tract as a percentage 

of the total OOIP in the Unitized Formation beneath the Unit Area. 

(3) Cumulative production from each Tract, which is defined as the volume of oil produced by 

wells within each Tract (beginning from the field's discovery date through the end of January 
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2019) as a percentage of the total volume of oil produced by all wells on all Tracts (beginning 

from the field's discovery date through the end of January 2019). 

Phase 2 Tract Participations will be calculated using a weighted average of all three factors listed above, 

wherein the number of usable wells will be weighted 5%, OOIP will be weighted 4 7 .5%., and cumulative 

production will be weighted 47.5%. 

The Tract Participations as scheduled on "Exhibit 2" and calculated on "Exhibit 3" are accepted 

and approved by the signatory Parties hereto as being fair and equitable. 

5.2 Relative Tract Participations. If the Unit Area is enlarged or reduced, the revised Tract 

Participations of the Tracts remaining in the Unit Area and which were within the Unit Area prior to the 

enlargement or reduction shall remain in the same ratio to one another. 

ARTICLE6 
ALLOCATION OF UNITIZED SUBSTANCES 

6.1 Allocation to Tracts. 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 a particular 

Tract, shall be deemed for all purposes to have been produced from such Tract. 

6.2 Distribution Within Tracts. The Unitized Substances allocated to each Tract shall be 

distributed among, or accounted for to, the Parties entitled to share in the production from such Tract 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 Agreement not been entered 

into, and with the same legal effect. If any Oil Rights in a Tract hereafter become divided and owned in 

severalty as to different parts of the Tract, the owners of the divided interests 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. 
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6.3 Taking Unitized Substances in Kind. The Unitized Substances allocated to each Tract 

shall be delivered in kind to the respective Parties entitled thereto by virtue of the ownership of Oil Rights 

therein or by purchase from such owners. Such Parties shall have the right to construct, maintain, and 

operate within the Unit Area all necessary facilities for that purpose, provided they are so constructed, 

maintained, and operated as not to interfere with Unit Operations. Any extra expenditures incurred by Unit 

Operator by reason of the delivery in kind of any portion of Unitized Substances shall be borne by the 

owner of such portion of Unitized Substances. 

6.4 Failure to Take in Kind. If any Party fails to take in kind or separately dispose of such 

Party's share of Unitized Substances, Unit Operator shall have the right, but not the obligation, for the time 

being and subject to revocation at will by the Party owning the share, to purchase or sell to others such 

share; however, all contracts of sale by Unit Operator of any other Party's share of Unitized Substances 

shall be only for such reasonable periods of time as are consistent with the minimum needs of the industry 

under the circumstances. The proceeds of the Unitized Substances so disposed of by Unit Operator shall 

be paid to the Parties entitled thereto. 

6.5 Responsibility for Royalty Settlements. The Unit Operator or the purchaser of Unitized 

Substances shall be responsible for the payment of all royalties, overriding royalties, production payments 

and all other payments chargeable against or payable out of the proceeds from the sale of Unitized 

Substances, or from taking unitized substances in kind. The Unit Operator shall not indemnify any Party 

against any liability for such payment except to the extent that such liability is caused by or attributable to 

the willful misconduct of Unit Operator. The Unit Operator shall have complete and sole discretion in 

determining whether The Unit Operator or the purchaser of Unitized Substances is responsible for any or 

all of the production payments described herein. 

6.6 Royalty on Outside Substances. No payment shall be due or payable to Royalty Owners 

on substances produced from the Unitized Formation that are deemed to be Outside Substances. 

6. 7 Subsequently Created Interests. A Royalty Interest, overriding royalty or other like 

interest carved out of a Working Interest after to the Effective Date of this Agreement shall continue to be 
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subject to the obligations of the Working Interest prescribed by this Agreement and the Unit Operating 

Agreement, which shall obligations shall be borne by the Working Interest Owner creating such 

subsequent interest. 

6.8 Overriding Royalty Interests. The production of Unitized Substances attributable to 

overriding royalty interests or other like interests carved out of the oil and gas leasehold estates shall be 

allocated and paid pursuant to the terms of this Agreement. Such owners who enter into or who become 

bound by this Agreement consent and agree to such allocation and hereby approve the Plan of Unit 

Operations. 

6.9 Unit Expense. At all times while this Agreement is in effect, all Unit Expense shall be 

allocated to, and borne by, the Working Interest Owners in accordance with the Phase II Tract 

Participations. 

ARTICLE 7 
PRODUCTION AS OF THE EFFECTIVE DATE 

7.1 Oil or Liquid Hydrocarbons in Lease Tanks. Unit Operator shall gauge or otherwise 

determine the amount of oil or other liquid hydrocarbons produced from the Unitized Formation that are in 

lease tanks as of 9:00 a.m. on the Effective Date, less a reasonable deduction for basic sediment and water 

("BS&W"). Any such oil or other liquid hydrocarbons shall remain the property of the Parties entitled 

thereto as if this Agreement had not been entered into. Any such oil or other liquid hydrocarbons not 

promptly removed may be sold by Unit Operator for the account of the Working Interest Owners entitled 

thereto. The Working Interest Owners shall pay all royalty due thereon under the provisions of applicable 

leases or other contracts. 

ARTICLES 
USE OR LOSS OF UNITIZED SUBSTANCES 

8.1 Use of Unitized Substances. The Unit Operator may use or consume Unitized Substances 

for Unit Operations, including but not limited to the injection thereof into the Unitized Formation. 

8.2 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. 
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ARTICLE9 
TITLES 

9.1 Warranty and Indemnity. Each Party who, by acceptance of produced Unitized 

Substances or the proceeds 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 thereof to the credit of such interest, 

shall indemnify and hold harmless all other Parties in interest from any loss due to failure, in whole or in 

part, of its title to any such interest. 

9.2 Production Where Title is in Dispute. If the title or right of any Party claiming the right 

to receive in kind all or any portion of the Unitized Substances allocated to a Tract is in dispute, Unit 

Operator shall either: 

(a) require that the Party to whom such Unitized Substances are delivered or to whom the 

proceeds thereof are paid furnish security for the proper accounting therefor to the rightful 

owner if the title or right of such Party fails in whole or in part, or 

(b) withhold and market the portion of Unitized Substances with respect to which title or right 

is in dispute, and impound the proceeds thereof until such time as the title or right thereto 

is established by a final judgment of a court of competent jurisdiction, an agreement among 

the affected parties, or otherwise, whereupon the proceeds so impounded shall be paid to 

the Party rightfully entitled thereto. 

9.3 Payment of Taxes to Protect Title. The owner of surface rights to lands within the Unit 

Area, or severed mineral interests or Royalty Interests in such lands, or lands outside the Unit Area on 

which Unit Equipment is located, is responsible for the payment of any ad valorem taxes on all such rights, 

interests, or property, unless such owner and Working Interest Owners otherwise agree. If any ad valorem 

taxes are not paid by or for such owner when due, Unit Operator may, at any time prior to tax sale or 

expiration of period of redemption after tax sale, pay the tax, redeem such rights, interests, or property, and 

discharge the tax lien. Any such payment shall be an item of Unit Expense. Unit Operator shall, if possible, 
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withhold from any proceeds derived from the sale of Unitized Substances otherwise due any delinquent 

taxpayer an amount sufficient to defray the cost of such payment or redemption, such withholding to be 

credited to the Working Interest Owners. Such withholding shall be without prejudice to any other remedy 

available to Unit Operator as a Working Interest Owner. 

9.4 Transfer of Title. Any conveyance of all or any part of any interest owned by any Party 

hereto with respect to any Tract shall be made expressly subject to this Agreement. No change of title shall 

be binding upon Unit Operator, or upon any Party hereto other than the Party so transferring, until 9:00 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 10 
EASEMENTS OR USE OF SURFACE 

10.1 Grant of Easements. The Unit Operator shall have 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, including the installation of equipment and other infrastructure 

necessary for injection of water and other fluids into the Unitization Formation. 

10.2 Use of Water and Other Substances. The Unit Operator shall have and is hereby granted 

free use of non-potable water from the Unit Area for Unit Operations, except water from any well, lake, 

pond, or irrigation ditch of a Royalty Owner. The Unit Operator may bring Outside Substances, including 

water, gas and other fluids and other substance, onto the Unit Area for use in Unit Operations and may 

inject such Outside Substances into the Unitized Formation, by implementing activities including but not 

limited to those activities authorized in Article 4.2. 

ARTICLE 11 
CHANGES AND AMENDMENTS 

11 .1 Changes and Amendments. The Unit Area may be changed and this Agreement or the 

Unit Operating Agreement may be amended. Any such change or amendment shall be in accordance with 

K.S.A. 55-1301, et seq. 
ARTICLE 12 

RELATIONSHIP OF PARTIES 
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12.1 No Partnership. The duties, obligations, and liabilities of the Parties hereto are intended 

to be several and not joint or collective. This Agreement is not intended to create, and shall not be construed 

to create, an association or trust, a partnership, joint venture or mining partnership, or to impose a 

partnership or fiduciary duty, obligation, or liability with regard to any one or more of the Parties hereto. 

Each Party hereto shall be individually responsible for its own obligations as herein provided. 

12.2 No Joint Refining or Marketing. This Agreement is not intended to provide, and shall 

not be construed to provide, directly or indirectly, for any joint refining or marketing of Unitized 

Substances. 

12.3 Royalty Owners Free of Unit Expense. This Agreement shall not be construed to impose 

upon any Royalty Owner any obligation to pay Unit Expense unless such Royalty Owner is otherwise so 

obligated. 

ARTICLE 13 
LAWS AND REGULA TIO NS 

13.1 Laws and Regulations. This Agreement shall be subject to all applicable federal , state, 

and municipal laws, rules, regulations, and orders. 

13.2 Governing Law. This Agreement and all matters pertaining hereto, including but not 

limited to matters of performance, non-performance, breach, remedies, procedures, rights, duties, and 

interpretation or construction, shall be governed and determined by the laws of the state of Kansas. 

ARTICLE 14 
FORCE MAJEURE 

14.1 Force Majeure. If any Party is rendered unable, wholly or in part, by reason of force 

majeure to carry out its obligations under this Agreement, other than the obligation to make money 

payments, such Party shall give to all other Parties prompt written notice of the force majeure with 

reasonably full particulars concerning the force majeure. 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 affected Party shall use all reasonable diligence to remove the 
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force majeure situation as quickly as practicable, but neither this Agreement nor any lease or other 

instrument subject hereto shall be terminated by reason of the suspension of Unit Operations due to the 

occurrence of any event(s) of force majeure. 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, and the manner in which all such difficulties shall be handled 

shall be entirely within the discretion of the Party concerned. The term "force majeure," as here employed, 

shall mean any act of God, strike, lockout, or other industrial disturbance, act of the public enemy, war, 

blockage, public riot, lightning, fire, storm, flood, earthquake, explosion, governmental laws, rules, 

regulations, orders, action, delay, restraint or inaction, unavailability of equipment, or inability to secure 

materials, or any other cause, whether of the kind specifically enumerated above or otherwise, which is not 

reasonably within the control of the Party claiming suspension. 

ARTICLE 15 
EFFECTIVE DATE 

15.1 Effective Date. This Agreement shall become effective at 9:00 a.m. on the first day of the 

calendar month next following: (i) the date the Commission issues its Order approving the Plan of Unit 

Operations as set forth in this Agreement and the Unit Operating Agreement, (ii) the date prescribed by 

K.S.A. 55-1317 for the contract for the unit operation of a pool or part thereof, should the requisite 

percentage of Royalty Owners and Working Interest Owners approve this Agreement in writing, or (iii) the 

date Unit Operator commences Unit Operations should all Royalty Owners and Working Interest Owners 

enter into this Agreement, whichever of the foregoing events is earlier. If the applicable foregoing event 

shall fall on the first of the month, then that shall be the effective date. 

15.2 Ipso Facto Termination. If this Unit is not made effective within six (6) months after the 

date of issuance of the Order of the Commission approving same, because prior thereto the requisite 

percentage, based on Unit Participation, of Working Interest Owners and Royalty Owners, have not become 

Parties to this Agreement, this Agreement shall ipso facto terminate on that date (hereinafter called 

"termination date") and thereafter be of no further effect. If the Unit Operator seeks from the Commission 
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for good cause an extension of the termination date for a period not to exceed sixty (60) days, and the 

termination date is so extended, but this Unit is not made effective on or before the extended termination 

date, this Agreement shall ipso facto terminate on the extended termination date and thereafter be of no 

further effect. 

15.3 Notice of Unit. Unit Operator is authorized to file this Unit Agreement of record, or a 

notice or memorandum thereof, in the office of the Register of Deeds in all Counties in which the Unit Area 

is situated. In the event this Plan of Unitization is approved by order of the Kansas Corporation 

Commission, the Unit Operator may cause the Certificate of Unit provided by the Kansas Corporation 

Commission to be filed of record. 

15.4 Unit Participation. For the purposes of this Article 15, Unit Participation shall be based 

on the Tract Participations shown on the original "Exhibit 2" and "Exhibit 3." 

ARTICLE 16 
TERM 

16.1 Term. The term of this Agreement, unless sooner terminated in the manner hereinafter 

provided, shall be for and during the time that Unitized Substances are produced in paying quantities 

without a cessation of more than 180 consecutive days, or so long as other Unit Operations are conducted 

without a cessation of more than 180 consecutive days. 

16.2 Termination by Unit Operator. This Agreement may be terminated at any time by (i) 

the affirmative vote of Working Interest Owners who, in the aggregate, are responsible for more than fifty 

percent (50%) of the Unit Expense, or (ii) for any reason the Unit Operator, in its sole discretion, upon 

determining that Unit Operations are no longer profitable or feasible. 

16.3 Effect of Termination. Upon termination of this Agreement, the further development and 

operation of the Unitized Formation as a unit shall be abandoned, and Unit Operations shall cease. Each 

oil and gas lease and other agreement covering lands within the Unit Area shall remain in force for sixty 

(60) days after the date on which this Agreement terminates, and for such further period as is provided by 

the lease or other agreement. Unit Operator shall gauge or otherwise determine the amount of oil or other 
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liquid hydrocarbons in the unit tanks as of 9:00 a.m. on the date the Unit Operations cease, which oil shall 

remain the property of the Parties hereto and shall be allocated among the Parties as provided for herein. 

16.4 Salvaging Equipment Upon Termination. If not otherwise granted by the leases or other 

instruments affecting the separate Tracts, the Unit Operator shall have a period of six (6) months after the 

date of termination of this Agreement within which to salvage and remove Unit Equipment. 

16.5 Certificate of Termination. Upon termination of this Agreement, Unit Operator is 

authorized to file a notice of record in the office of the Register of Deeds in all Counties in which the Unit 

Area is situated, to place third parties on notice that the unit has been terminated. In the event, this Plan of 

Unitization was approved by order of the Kansas Corporation Commission, the Unit Operator is also 

authorized to notify the Kansas Corporation Commission that it has been terminated, and to file such 

pleadings, motions, and orders, and other filings as may be required to effectuate the termination of the 

unit. 

ARTICLE 17 
EXECUTION 

17.1 Original, Counterpart, or Other Instrument. An owner of Oil Rights may approve this 

Agreement by signing the original, a counterpart thereof, or other instrument approving this Agreement. 

The signing of this Agreement or any such instrument shall have the same effect as if all Persons had signed 

this Agreement and shall constitute approval of the entire plan for unit operations comprised of this 

Agreement and the Unit Operating Agreement. 

17.2 Joinder in Dual Capacity. Execution as herein provided by any Party as either a Working 

Interest Owner or a Royalty Owner shall commit all interests owned or controlled by such Party. 

ARTICLE 18 
DETERMINATIONS BY WORKING INTEREST OWNERS 

18.1 Determinations by Unit Operator. All decisions, determinations, or approvals by Unit 

Operator shall be made pursuant to this Agreement and consistent with the Unit Operating Agreement, as 

may be applicable, unless otherwise provided herein. 
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ARTICLE 19 
GENERAL 

19.1 Amendments to Unit Area. Amendments hereto relating wholly to Unit Operations may 

be made with a fify-one (51 %) vote of the Working Interest Owners unless otherwise provided herein. 

19.2 Lien and Security Interest of Unit Operator. The Unit Operator shall have a lien upon 

and a security interest in the interests of the other Working Interest Owners and the Royalty Owners in the 

Unit Area only to any extent provided by law. Notwithstanding the foregoing, the Unit Operator shall have 

the lien and security interest described in the Unit Operating Agreement. 

19.3 Headings for Convenience. Except for the headings contained in Article 1, the headings 

and table of contents used in this Agreement are inserted for convenience only and shall be disregarded in 

construing this Agreement. 

19.4 Severability of Provisions. The provisions of this Agreement are severable and if any 

article, 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 Agreement. In the event any provision 

now or later becomes inconsistent with any law, rule or regulation of the applicable governing body, or is 

modified by order of the applicable governing body, this Agreement shall be modified to the extent 

necessary to comply with said law, rule, regulation or order. 

19.5 Construction. When reading this Agreement the use of the plural indicates the singular, 

and the use of the singular indicates the plural. When an Agreement refers to time, such time shall be read 

and interpreted as United States Central Time. This Agreement is to be read together with its exhibits, as 

amended. 

19.6 Obligations to the Commission. Where this Agreement creates an obligation on the part 

of Unit Operator or Working Interest Owner to report, file, notify or otherwise communicate with the 

Commission, such action shall only be required in the event this Agreement is authorized by the 

Commission pursuant to K.S.A. 55-1301, et seq. Likewise, any requirement that this Agreement be 
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performed in accordance with K.S.A. 55-1301, et seq. shall only be applicable if this Agreement is 

authorized by the Commission pursuant to such statutes. 

ARTICLE20 
SUCCESSORS AND ASSIGNS 

20.1 Successors and Assigns. This Agreement shall extend to, be binding upon, and inure to 

the benefit of the Parties hereto and their respective heirs, devisees, legal representatives, successors, and 

assigns, and shall constitute a covenant running with the lands, leases, and interests covered hereby. 

IN WITNESS WHEREOF, the Parties hereto have executed this Agreement on the dates opposite 

their respective signatures. 
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STATE OF TEXAS ) 
) ss 

COUNTY OF DALLAS ) 

Unit Operator 

MERIT ENERGY COMPANY, LLC 

Name: Christopher S. Hagge 
Title: Vice President 

This instrument was acknowledged before me on this __ day of ____ , 2019, by 
Christopher S. Hagge, as Vice President of Merit Energy Company, LLC, on behalf of said company. 

STATE OF TEXAS ) 
) ss 

COUNTY OF DALLAS ) 

Notary Public 

Working Interest Owners 

MERIT HUGOTON, L.P. 
By: Merit Management Partners GP, LLC, its General 
Partner 

By _____________ _ 
Name: Christopher S. Hagge 
Title: Vice President, 

Merit Management Partners GP, LLC 

This instrument was acknowledged before me on this __ day of ---~ 2019, by 
Christopher S. Hagge, as Vice President of Merit Management Partners GP, LLC, the General Partner of 
Merit Hugoton, L.P. , a Delaware limited partnership, on behalf of said company and partnership. 

Notary Public 
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STATE OF TEXAS ) 
) ss 

COUNTY OF DALLAS ) 

MERIT HUGOTON II, LLC 

By _____________ _ 

Name: Christopher S. Hagge 
Title: Vice President 

This instrument was acknowledged before me on this __ day of ---~ 2019, by 
Christopher S. Hagge, as Vice President of Merit Hugoton II, LLC, a Delaware limited liability company, 
on behalf of said company. 

ST ATE OF TEXAS ) 
) ss 

COUNTY OF DALLAS ) 

Notary Public 

MMGJ SOUTH TEXAS, LLC 

By _____________ _ 
Name: Christopher S. Hagge 
Title: Vice President 

This instrument was acknowledged before me on this __ day of ---~ 2019, by 
Christopher S. Hagge, as Vice President of MMGJ South Texas, LLC, a Delaware limited liability 
company, on behalf of said company. 

Notary Public 
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STATE OF _____ _ 

COUNTY OF ____ _ 

) 
) ss 
) 

ROBERTS & MURPHY, INC. 

By: ----------­
Name: ------------
Title: -------------

This instrument was acknowledged before me on this __ day of ____ , 2019, by 
__________ , as _________ of Roberts & Murphy, Inc. , on behalf of said corporation. 

STATE OF - -----

COUNTY OF ------

) 
) ss 
) 

Notary Public 

JENNIFER ANNE ROBERTS BEASON 

By: -----------
Name: ___________ _ 

Title: -------------

This instrument was acknowledged before me on this __ day of ____ , 2019, by Jennifer Anne 
Roberts Beason. 

STATE OF ------

COUNTY OF -----

) 
) ss 
) 

Notary Public 

NB ENERGY, LLC 

By: ----------­
Name: ------------
Title: -------------

This instrument was acknowledged before me on this __ day of ____ , 2019, by 
__________ , as _________ of JVB Energy, LLC, on behalf of said company. 

Notary Public 
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Name 

Mary M. Bennett 
By: _______ _ 

Bennett Family Properties, LLC 

By:--- -----­
As: ----------

The Jones Surviving Spouse Trust 
By: _______ _ 
As: _________ _ 

The Jones Family Bypass Trust 
By: _______ _ 
As: _________ _ 

Steven C. Bell 
By: _______ _ 

The 2012 Welch Family Trust 
By: _______ _ 

As: ----------

Rovalty Owners 

Date Signed 

Buffalo Dunes Wind Land Holdings, LLC 
By: _____ __ _ 
As: _________ _ 

The Cooper-Clark Foundation 
By: _______ _ 
As: _________ _ 
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Royalty Owners 

Name Date Signed 

The Alene R. Eckenroed Revocable Living Trust 
By: _______ _ 
As: _________ _ 

The Michael E. Zieger Revocable Living Trust 
By: _______ _ 

As: _________ _ 

The Alexander Family Revocable Trust 
By: _______ _ 

As: ----------

Charles Brad Mace 
By: _______ _ 

Brenda J. Palmer 
By: _______ _ 

Robert M. Mace 
By: _______ _ 

JohnE. Mace 
By: _______ _ 

Heir(s) or Devisee(s) of Althea I. Mace 
By: _______ _ 

As: ----------

Jimmie W. Mace 
By: _______ _ 
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Name 

Jo Ann Maggison 
By: ___ _ _ __ _ 

Sherrod S. Prine, Jr. 

By: ---------

Joanne Gamot 
By: _______ _ 

Dianna H. Camper 
By: _ ______ _ 

Dale A. Greer 
By: _______ _ 

John L. Greer 
By: _______ _ 

Royalty Owners 

Date Signed 

Regina R. Greer, a/k/a Regina R. Norberg 
By: _______ _ 

Kathryn R. Fitzgerald 
By: _______ _ 

Ruth F. Sheffy 
By: _______ _ 

Marmik Oil Company 
By: _______ _ 
As: _________ _ 
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ACKNOWLEDGEMENTS 

STATE OF ____ _ 

COUNTY OF ___________ _ 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ______ ,, 2019, by Mary M. Bennett. 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

The foregoing instrnment was acknowledged before me this __ day of ______ , 2019, by 

___________ . as ___________ ofBennett Family Properties, LLC. 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrnment was acknowledged before me this __ day of __ __, 2019, by 

___________ , as ___________ of The Jones Surviving Spouse Trust. 

Notary Public 
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STATE OF ____________ _ 

COUNTY OF __________ _ 

) 
) ss 
) 

The foregoing instmment was acknowledged before me this __ day of -----~ 2019, by 

-----------~ as ___________ of The Jones Family Bypass Trust. 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrnment was acknowledged before me this __ day of ______ , 2019, by Steven C. Bell. 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrnment was acknowledged before me this __ day of ______ , 2019, by 

___________ , as __________ of The 2012 Welch Family Trust. 

STATE OF 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrnment was acknowledged before me this __ day of ______ , 2019, by 

__ , as ___________ of Buffalo Dunes Wind Land Holdings, 
LLC. 

Notary Public 
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STATE OF ____________ _ 

COUNTY OF __________ _ 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of -----~ 2019, by 

-----------~ as _________ __ of The Cooper-Clark Foundation. 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of -----~ 2019, by 

___________ , as ___________ of The Alene R. Eckenroed Revocable 
Living Trust 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instmment was acknowledged before me this __ day of ______ ,, 2019, by 

___________ , as ___________ of The Michael E. Zieger Revocable 
Living Trust 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ______ , 2019, by 

___________ , as ___________ of The Alexander Family Revocable 
Trust 

Notary Public 
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STATE OF ____________ _ 

COUNTY OF ___________ _ 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ______ ~ 2019, by Charles Brad 
Mace. 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by Brenda J. Palmer 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ______ ~ 2019, by Robert M. Mace. 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ___ ___ ~ 2019, by John E. Mace. 

Notary Public 
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STATE OF ___________ _ 

COUNTY OF ___________ _ 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of ______ ~ 2019, by Jo Ann Maggison 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of 

___________ as the Heir(s) or Devisee(s) of Althea I. Mace. 

STATE OF ____________ _ 

COUNTY OF __________ _ 

Notary Public 

) 
) ss 
) 

2019, by 

The foregoing instrument was acknowledged before me this __ day of __ , 2019, by Jimmie W. Mace. 

STATE OF ______ ______ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by Sherrod S. Prine, 
Jr. 

Notary Public 
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STATE OF -------------

COUNTY OF ___________ _ 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this ___ day of ______ ~ 2019, by Joanne Gamot. 

STATE OF ____________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by Dianna H. Camper. 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by Dale A. Greer. 

STATE OF ____________ _ 

COUNTY OF __________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by John L. Greer. 

Notary Public 
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STATE OF ____________ _ 

COUNTY OF ___________ _ 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ 2019, by Regina R. Greer, 
a/k/a Regina R. Norberg. 

STATE OF ___________ _ 

COUNTY OF _ _________ _ 

Notary Public 

) 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of _______ , 2019, by Kathryn R. 
Fitzgerald. 

STATE OF ___________ _ 

COUNTY OF ___________ _ 

Notary Public 

) ss 
) 

The foregoing instrument was acknowledged before me this __ day of 

STATE OF _ __________ _ 

COUNTY OF ___________ _ 

Notary Public 

) 
) ss 
) 

_____ , 2019, by Ruth F. Sheffy. 

The foregoing instrument was acknowledged before me this __ day of ______ , 2019, by 

___________ as ___________ of Marmik Oil Company. 

Notary Public 
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EXHIBIT "1" 
UNIT BOUNDARY MAP 

WEST EUBANK NORTH UNIT 
28S-34W 

HASKELL COUNTY, KANSAS 

I Tract 2:~2~4 Sec 4-28S-34W J 

I Tract 1: NW4 Sec 4-28S-34W I 

Tract 6: S\V4 Sec 4-28S-34\V ] 

FL.ET CKEfl. t I !3ELL B• 1 

I Tract 3: S2NE4 Sec 4-28S-34W I 
atl.L Cl/ f CliEIU-S 

Tract 5: 
W2SE4 Sec 
4-28S-34W 

• 
C°°"E..!lf' 

cOOPtR r 1 

• WELCH BELL I 

Tract 4: 
E2SE4 Sec 
4-28S-34\'V 

I Tract 7: N2NE4 Sec 9-28S-34W I 
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Tract Tract 
No. Operator 

MERIT ENERGY 
COMPANY, LLC 

2 MERIT ENERGY 
COMPANY, LLC 

3 MERIT ENERGY 
COMPANY, LLC 

4 MERIT ENERGY 
COMPANY, LLC 

5 MERIT ENERGY 
COMPANY, LLC 

6 MERIT ENERGY 
COMPANY, LLC 

7 MERIT ENERGY 
COMPANY, LLC 

EXHIBIT "2" 
TRACT PERCENT AGE PARTICIPATION 

WEST EUBANK NORTH UNIT 
HASKELLCOUNTY,KANSAS 

Legal Description Acres 

NW4 Sec. 4-28S-34W, 
160 

Haskell County, Kansas 

N2NE4 Sec. 4-28S-34W, 
80 Haskell County, Kansas 

S2NE4 Sec. 4-28S-34W, 80 
Haskell County, Kansas 

E2SE4 Sec. 4-28S-34W, 80 
Haskell County, Kansas 

W2SE4 Sec. 4-28S-34W, 80 
Haskell County, Kansas 

SW4 Sec. 4-28S-34W, 160 
Haskell County, Kansas 

N2NE4 Sec. 9-28S-34W, 80 
Haskell County, Kansas 

TOTALS: 720 

25 

Tract Tract 
Participation- Participation -

Phase I Phase II 

0.00000% 4.52438% 

0.00000% 1.02779% 

28.61954% 15.10096% 

0.00000% 7.32418% 

71.38046% 40.79302% 

0.00000% 30.55765% 

0.00000% 0.67202% 

100.00000% 100.00000% 



EXHIBIT "3" 
CALCULATION OF TRACT PARTICIPATION FACTORS, PHASE I 

WEST EUBANK NORTH UNIT - HASKELL COUNTY, KANSAS 

West Eubank North Unit 
Waterflood Unitization Proposal 

All Morrow Reser11oirs 

Taa• 

1 
Sec. 4: T28S-R34W 

0 0 0.00000% 0 .00000% 
NW/4 

2 
Sec. 4: T28S-R34W N/2 

0 0 0. 00000% 0.00000% 
NE/4 

3 
Sec. 4: T28S-R34W S/2 

11 26 757975% 60.17926% 
NE/4 

4 
Sec. 4: T28S-R34W E/2 

0 0 0.00000% 0.00000% 
SE/4 

5 
Sec. 4: T28S-R34W W/2 

130 17 92.42025% 39.82074% 
SE/4 

6 
Sec.4:T28S-R34W 

SW/4 
0 0 0.00000% 0.00000% 

7 
Sec. 9: T28S-R34W N/2 

0 0 0 .00000% 0 .00000% 
NE/4 

Effe<tive date for cum ulative 

production & remaining reserves is 0 0 0.00000% 0.00000% 
January 2019 (end-of-month)/ 

February 2019 !forward ). Oi l rate is the 

average of November 2018, De<ember 

I 2018, and January 2019i 

25 

Phasel 
Ttact 

0.00000% 

0.00000% 

28.61955% 

0. 00000% 

71.3&045¾ 

0.00000% 

0.00000% 

0.00000% 



EXHIBIT "3" CONT'D 
CALCULATION OF TRACT PARTICIPATION FACTORS, PHASE II 

WEST EUBAN K NORTH UNIT - HASKELL COUNTY, KANSAS 

West Eubank North Unit 
Waterfl ood Un it ization Propoc.a l 

Phase II Tract Variables Phase II Tract Allocation 

All Morrow Reservoirs 

TlalND. lrplDeNt,dl• 

1 
Sec.4:T28S--R34W 

NW/4 
0 353 0 0.00000% 9.52503% 0.00000% 

2 
Sec. 4: T28S--R34W N/ 2 

0 &O 0 0. 00000% 2.16371% 0.00000% 
NE/ 4 

3 
Sec.4:T28S-R34W S/2 

2 386 234 66.66667% 10.40679% 14.36718% 
NE/4 

4 
Sec. 4: T28S-R34W E/2 

0 479 41 0.00000% 12.90521% 2.51410% 
SE/4 

5 
Sec. 4: T28S--R34W W/2 

1 1,132 846 33.33333% 30.49491% 51.87638% 
SE/4 

6 
Sec. 4:T28S-R34W 

0 1,228 510 0.00000% 33.08954% 31.24234% 
SW/4 

7 
Sec. 9: T2.8S-R34W N/2 

0 53 0 0.00000% 1.41481% 0.00000% 
NE/4 

Effective date for -cu mulative 

production & remaining reserves is 0 0 0 0.00000% 0.00000% 0.00000% 
January 2019 (end-of-month)/ 

February 2019 (forward). Oi l rate is the 

average of November 2018, December 

2018, and January 2019) • Al l decimals subject to rounding 
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Phase ll 
Tract .. ~ 

4.52439% 

1.02776% 

15.10097% 

7.32417% 

40.79303% 

30.55764% 

0.67203% 

0.00000% 



Tract# 

1 

1 

Tract 1 
Total 

2 

2 

Tract 2 
Total 

3 

3 

Tract 3 
Total 

4 

4 

4 

4 

4 

Tract 4 
Total 

5 

5 

5 

Tract 5 
Total 

6 

EXHIBIT "4" 
ROYALTY OWNERS 

WEST EUBANK NORTH UNIT - HASKELL COUNTY, KANSAS 

Legal Description Royalty Owners 
PHASE I PHASE II 

Address 
NRI NRI 

Sec.4:T28S-R34W Mary M. Bennett, 
0.00000% 0.05655% 

5021 W. Tarkio St 
NW/4 Life Estate Springfield, MO 65802 
Sec. 4: T28S-R34W Bennett Family 

0.00000% 0.50899% 
1903 E. Shadow Cir. 

NW/4 Properties, LLC Park City, UT 67219 

0.00000% 0.56554% 

Sec.4:T28S-R34W The Jones Surviving 
0.00000% 0.06425% 

406 Road 80 
N/2 NE/4 Spouse Trust Satanta, KS 67870 
Sec.4:T28S-R34W The Jones Family Bypass 

0.00000% 0.06425% 
406 Road 80 

N/2 NE/4 Trust Satanta, KS 67870 

0.00000% 0.12850% 

Sec. 4: T28S-R34W 
Steven C. Bell 1.78872% 0.94381% 

183 Desert Springs Lane 
S/2 NE/4 Fernley, NV 89408 
Sec.4:T28S-R34W The 2012 Welch Family 

1.78872% 0.94381% 
1226 Whispering Highlands 

S/2 NE/4 Trust Place Escondido, CA 93428 

3.57744% 1.88762% 

Sec. 4: T28S-R34W Merit Hugoton, LP 
0.00000% 0.40054% 

13727 Noel Road, Suite 1200 
E/2 SE/4 (ORRI) Dallas, TX 75240 
Sec.4:T28S-R34W Marmik Oil Company 

0.00000% 0.13733% 
200 N Jefferson Ave, 

E/2 SE/4 (ORRI) El Dorado, AR 71730 

Sec. 4: T28S-R34W The Cooper-Clark PO Box 2707 

E/2 SE/4 Foundation 
0.00000% 0.45776% 

Liberal, KS 67905-2707 

Sec.4:T28S-R34W The Alene R. Eckenroed PO Box 2707 

E/2 SE/4 Revocable Living Trust 
0.00000% 0.22888% 

Liberal, KS 67905-2707 

Sec.4:T28S-R34W The Michael E. Zieger PO Box 2707 

E/2 SE/4 Revocable Living Trust 
0.00000% 0.22888% 

Liberal, KS 67905-2707 

0.00000% 1.45339% 

Sec. 4: T28S-R34W The Cooper-Clark 
4.46128% 2.54956% 

PO Box 2707 
W/2 SE/4 Foundation Liberal, KS 67905-2707 
Sec. 4: T28S-R34W The Alene R. Eckenroed 

2.23064% 1.27478% 
PO Box 2707 

W/2 SE/4 Revocable Living Trust Liberal, KS 67905-2707 
Sec. 4: T28S-R34W The Michael E. Zieger 

2.23064% 1.27478% 
PO Box 2707 

W/2 SE/4 Revocable Living Trust Liberal, KS 67905-2707 

8.92256% 5.09912% 

Sec.4:T28S-R34W Marmik Oil Company 
0.00000% 0.57296% 

200 N Jefferson Ave, 
SW/4 (ORRI) El Dorado, AR 71730 
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5021 W. Tarkio St Sec.4:T28S-R34W Mary M. Bennett, Life 
0.00000% 0.38197% 

Springfield, MO 65802 
6 

SW/4 Estate 

EXHIBIT "4" CONT'D 

Bennett Family 1903 E. Shadow Cir. Sec.4:T28S-R34W 
0.00000% 3.22288% 

Park City, UT 67219 
6 

SW/4 Properties, LLC 

3000 El Camino Rd, Suite 700 Sec.4:T28S-R34W Buffalo Dunes Wind Land 
0.00000% 0.21486% 

Palo Alto, CA 94306 
6 

SW/4 Holdings, LLC 

Tract 6 
0.00000% 4.39267% 

Total 
Alexander Family 407 Road 60 Sec.9:T28S-R34W 

0.00000% 0.06650% 
Satanta, KS 67870 

7 
N/2 NE/4 Revocable Trust 

3522 Vestavia Court Sec. 9: T28S-R34W 
Charles Brad Mace 0.00000% 0.00070% 

Joplin, MO 64801 
7 

N/2 NE/4 
1101 Odes Wilson Road Sec.9:T28S-R34W 

Brenda J. Palmer 0.00000% 0.00070% 
Zionville, NC 28698 

7 N/2 NE/4 
521 N. Maxwell Street Sec.9:T28S-R34W 

Robert M. Mace 0.00000% 0.00070% 
McPherson, KS 67460 

7 
N/2 NE/4 

PO Box 32 Sec.9:T28S-R34W 
John E. Mace 0.00000% 0.00070% 

McPherson, KS 67460 
7 

N/2 NE/4 
617 Sundance Sec. 9:T28S-R34W 

Jo Ann Maggison 0.00000% 0.00070% 
O'Fallon, MO 63368 

7 
N/2 NE/4 

PO Box 7 Sec.9:T28S-R34W Heirs or Devisees of 
0.00000% 0.00175% 

Tuscumbia, MO 65082 
7 

N/2 NE/4 Althea I. Mace 

PO Box 7 Sec.9:T28S-R34W 
Jimmie W. Mace 0.00000% 0.00175% 

Tuscumbia, MO 65082 
7 

N/2 NE/4 
148 Duddington Place SE, Sec.9:T28S-R34W 

Sherrod S. Prine, Jr. 0 .00000% 0.00175% 
Washington, DC 20003 

7 
N/2 NE/4 

PO Box 2886 Sec.9:T28S-R34W 
Joanne Gamot 0.00000% 0.00175% 

Jupiter, FL 33468-2886 
7 

N/2 NE/4 
1307 s. Parrott Ave, Lot 15, Sec.9:T28S-R34W 

Dianna H. Camper 0.00000% 0.00175% 
Okeechobee,FL34974 

7 
N/2 NE/4 

6530 SW 155th Street Sec.9:T28S-R34W 
Dale A. Greer 0.00000% 0.00058% 

Dunnellon, FL 34432 
7 

N/2 NE/4 
107 s. Loxahatchee Drive Sec.9:T28S-R34W 

John L. Greer 0.00000% 0.00058% 
Jupiter, FL 33458 

7 
N/2 NE/4 

2720 s. Stonebrook Drive Sec.9:T28S-R34W Regina R. Greer, a/k/a 
0.00000% 0.00058% 

Homosassa, FL 34448 
7 

N/2 NE/4 Regina R. Norberg 

10526 S. Avenue J. Sec.9:T28S-R34W 
Kathryn R. Fitzgerald 0.00000% 0.00175% 

Chicago, 1160617 
7 

N/2 NE/4 
866 Burch Drive Sec.9:T28S-R34W 

Ruth F. Sheffy 0.00000% 0.00175% 
West Palm Beach, FL 33406 

7 
N/2 NE/4 

Tract 7 
0.00000% 0.08399% 

Total 
UNIT 12.5000% 13.61083% 
TOTAL 
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Legal 
Tract# 

Description 

Sec. 4: T28S-
1 

R34W NW/4 

Tract 1 
Total 

Sec. 4: T28S-
2 R34W N/2 

NE/4 
Tract 2 
Total 

Sec. 4: T28S-
3 R34W S/2 

NE/4 
Sec. 4: T28S-

3 R34W S/2 
NE/4 

Tract 3 
Total 

Sec. 4: T28S-
4 R34W E/2 

SE/4 
Sec. 4: T28S-

4 R34W E/2 
SE/4 
Sec. 4: T28S-

4 R34W E/2 
SE/4 

Sec. 4: T28S-
4 R34W E/2 

SE/4 

Tract 4 
Total 

Sec. 4: T28S-
5 R34WW/2 

SE/4 
Tract 5 
Total 

EXHIBIT "5" 
WORKING INTEREST OWNERS 

WEST EUBANK NORTH UNIT - HASKELL COUNTY, KANSAS 

Working 
PHASE I PHASE II 

Interest PHASE I WI PHASE II WI 
Owners 

NRI NRI 

Merit 
Hugoton, 0.00000% 0.00000% 4.52439% 3.95884% 

LP 

0.00000% 0.00000% 4.52439% 3.95884% 

Merit 
Hugoton 0.00000% 0.00000% 1.02776% 0.89929% 

II, LLC 

0.00000% 0.00000% 1.02776% 0.89929% 

Merit 
Hugoton 14.30978% 12.52105% 7.55049% 6.60667% 

II, LLC 

MMGJ 
South 14.30978% 12.52105% 7.55049% 6.60667% 

Texas, LLC 

28.61956% 25.04210% 15.10098% 13.21334% 

Merit 
Hugoton, 0.00000% 0.00000% 3.66209% 3.00406% 

LP 

JVB 
Energy, 0.00000% 0.00000% 1.83104% 1.36470% 

LLC 

Roberts & 
Murphy, 0.00000% 0.00000% 1.22070% 1.00135% 

Inc. 

Jennifer 
Anne 

Roberts 
0.00000% 0.00000% 0.61035% 0.50068% 

Beason 

0.00000% 0.00000% 7.32418% 5.87078% 

Merit 
Hugoton, 71.38044% 62.45790% 40.79303% 35.69390% 

LP 

71.38044% 62.45790% 40.79303% 35.69390% 
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Address 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 

5299 DTC Blvd, Suite 
1320 Greenwood 
Village, CO 80111 

1500 N Market St# 
R300, Shreveport, LA 

71107 

PO Box 6449, 
Shreveport, LA 71136 

13727 Noel Road, 
Suite 1200 Dallas, TX 

75240 



Sec. 4: T28S-
Merit 13727 Noel Road, 

6 
R34WSW/4 

Hugoton, 0.00000% 0.00000% 15.27882% 13.36897% Suite 1200 Dallas, TX 
LP 75240 

Sec. 4: T28S-
JVB 5299 OTC Blvd, Suite 

6 
R34WSW/4 

Energy, 0.00000% 0.00000% 7.63941% 6.11153% 1320 Greenwood 
LLC Village, CO 80111 

Sec. 4: T28S-
Roberts & 1500 N Market St# 

6 
R34WSW/4 

Murphy, 0.00000% 0.00000% 5.09294% 4.45632% R300, Shreveport, LA 
Inc. 71107 

Jennifer 

6 
Sec. 4: T28S- Anne 

0.00000% 0.00000% 2.54647% 2.22816% 
PO Box 6449, 

R34WSW/4 Roberts Shreveport, LA 71136 
Beason 

Tract 6 0.00000% 0.00000% 30.55764% 26.16498% 
Total 

Sec. 9: T28S- Merit 13727 Noel Road, 

7 R34W N/2 Hugoton, 0.00000% 0.00000% 0.67202% 0.58803% Suite 1200 Dallas, TX 

NE/4 LP 75240 

Tract 7 0.00000% 0.00000% 0.67202% 0.58803% 
Total 

UNIT 100.00000% 87.50000% 100.00000% 86.38918% 
TOTAL 
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EXHIBIT C 
To the Application of Merit Energy Company, LLC (#32446) for an order 

authorizing the unitization and unit operation of the West Eubank North Unit 

Operating Agreement 

ATTACHED 



A.A.P.L. FORM 610-1982 

MODEL FORM OPERA TING AGREEMENT 

WEST EUBANK NORTH UNIT 

OPERATING AGREEMENT 

DATED 

2019 
Year 

Effective as of the "effective date" 

OPERA TOR MERIT ENERGY COMPANY LLC 

CONTRACT AREA Township 28 South, Range 34 West: 

COUNTY OF 

All of Sec. 4 and the N/2 NE/4 of Sec. 9 

HASKELL ------------

COPYRIGHT 1982 - ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM 

LANDMEN, 4100 FOSSIL CREEK BLVD., FORT 

WORTH, TEXAS, 76137-2791, APPROVED 

FORM. A.A.P.L. NO. 610 - 1982 REVISED 

EXHIBIT C 

STATE OF KANSAS 



A.A.P.L. FORM 610 -MODEL FORM OPERATING AGREEMENT- 1982 

TABLE OF CONTENTS 

I. DEFINITIONS ......... .. ...................................... ....... ..... ......................... ................................. .. . .... 1 
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III. INTERESTS OF PARTIES ...... ..................................................................... . .... 2 
A. OILANDGASINTERESTS .. .............. ...... .............. ................................ ... ................... .................. 2 
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OPERA TING AGREEMENT 

THIS AGREEMENT, entered into by and between _Merit_Energy_Com11an LL.._ _____ _ 

13727 Noel RoaQ,..Suite_l200, Dallas, TX 75240 __ • hereinafter designated and 

4 referred to as "Operator .. , and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

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

WITNESSETH: 
8 

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

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

11 to unit operations utilizing enhanced oil recovery methods in order to 

12 produce oil and gas to the extent and as hereinafter provided. 
13 

14 NOW, THEREFORE, it is agreed as follows: 

15 

16 

17 

18 

ARTICLE I. 

DEFINITIONS 

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

20 A. The tenn .. oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this tenn is specifically stated. 

22 B. Tue terms ••oil and gas lease", .. lease'' and "leasehold" shall mean the oil and gas leases covering tracts of land 

23 and depths lying within the Contract Arca which are owned by the parties to this agreement. 

24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 

25 Contract Area which are owned by parties to this agreement. 

26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

27 developed and operated for oil and gas pUl])Oses under this agreement Such lands, oil and gas leasehold interests and oil and gas interests 

28 are described in Exhibit .. A". The term "Contract Area'\ insofar as it pertains to surface area, shall have the same meaning prescribed 

29 lo the tenn "Unit Area" by K.S.A. 55-l 305(a). 

30 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 

31 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-

32 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 

33 F. The term .. drillsite" shall mean the governmental quarter-section. or part thereof, covered by the oil and gas lease or interest upon 

34 which a proposed well is to be located. 

35 G. The tenns "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 

36 any operation conducted under the provisions of this agreement. 

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

38 in a proposed operation. 

39 I. The tenn "unit operations" shall mean the operations described and contemplated by Article VI.A. 

40 J. The tenn "Enhanced Oil Recovery" or "EOR" means any process involving the injection of water, gas or other fluids, or 

41 combinations thereof, in order to introduce artificial energy into a pool or part thereof to increase lhe ullimate recovery of oil and gas. 

42 K. The term "KCC" shall mean the State Corporation Commission of the State of Kansas. 

43 L. The term "majority in interest" shall mean any Party or Parties holding. in aggregate, more than fifty percent (50%) of the 

44 ownership interests shown on Exhibit "A." 

45 M. The term .. Unit Agreement" shall mean that certain agreement titled, «unit Agreement West Eubank North Unit." 

46 N. The term "pool" shall have the same meaning prescribed by K.S.A. 55-1302(b). 

47 0. The tenn "effective date" shall be the effective date of the Unit Agreement. 

48 P. The tenu "unitized fonnation•· shall mean the stratigraphic equivalent of the Morrow and Chester fonnations encountered 

49 in the subsurface of the Contract Area as follows: The top of the unitized formation is the top of the Morrow formation, found at a 

50 measured depth of 5,201 feet (-2,116 subsea true vertical depth) in the Cooper F-4 well (API 15-081-20670), and the base of the unitized 

51 formation is the base of the Chester fonnation, found at a measured depth of 5,511 feet (-2,427 subsea true vertical depth) in the same 

52 Cooper F-4 well, it being the intent that the covered depths include all the stratigraphic equivalent of the Chester and Morrow 

53 formations beneath the Contract Area. 

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

55 singular, and the neuter gender includes the masculine and the feminine. 

56 

57 

58 

59 

60 

61 @ 

62 

63 

64 

65 

66 

67 @ 

68 @ 

69 @ 

70@ 

ARTICLE II. 

EXHIBITS 

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

A. Exhibit "A", shall include the following information: 

(I) Identification of lands subject to this agreement, 

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

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

(4) Oil and gas leases and/or oil and gas interests subject to this agreement. 

(SJ Addresses of parties for notice purposes. 

B. Exhibit "B", Form of Lease. 

C. Exhibit "C", Accounting Procedure. 

D. Exhibit "D", Insurance, 

E. Exhibit "E'', Development Plan. 
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0 G. Exhibit "G", Memorandum of Operating Agreement and Notice of Security Interest. 

If any provision of any exhibit, except Exhibits "E" and •'G'', is inconsistent with any provision contained in the body 

1 of this agreement, the provisions in the body of this agreement shall prevail. All terms and words used in the above-described Exhibits, 

2 and any supporting schedules, shall have the same meanings prescribed in this agreement. 

3 

4 

5 

6 
7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
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20 
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ARTICLE III. 

INTERESTS OF PARTIES 
2 

3 A. Oil and Gas Interests: 
4 

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

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

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

8 

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

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

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

13 forth in Exhibit "A".* In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 

14 payment of royalties to the extent of ______ .one_ce_jg)lth_(l /8 which shall be borne as hereinafter set forth. 

15 * Title to all equipment, materials. fixtures and other property appurtenant to, or used in connection with existing oil and gas operations 

16 that is situated on any leasehold or oil and gas interest. all or a portion of which is included in the Contract Area, and which is utilized 

l 7 in unit operations pursuant to this agreement, shall remain owned and title I 00% vested with the party(ies) contributing such leasehold 

18 or oil and gas interest during the tenn of this agreement and thereafter its termination, unless otherwise agreed to in writing. 

I 9 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and 

20 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 

21 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 

22 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 

23 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 

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

25 such higher price. 

26 

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

28 

29 C. Excess Royalties, Overriding Royalties and Other Payments: 
30 

31 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 

32 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article 111.B., such party so 

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

34 and a1l claims and demands for payment asserted by owners of such excess burden. 

35 

36 D. Subsequently Created Interests: 
37 

38 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 

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

40 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 

41 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 

42 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

43 to as "burdened party"), and: 

44 

45 l. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 

46 of its working interest and/or the production attributable thereto, said other party, or parties. shall receive said assignment and/or 

47 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

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

49 and, 

50 

51 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be 

52 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 

53 the burdened party. 

54 

55 ARTICLE IV. 

56 TITLES 

57 

58 A. Title Examination: 

59 

60 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 

61 the Drilling Parties so request. title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-

62 ed, in the drilling unit around such well. Title examination shall mean an examination of title conducted by the staff of Operator, including 

63 its landmen and staff attorneys, and/or Operator contracted third-party land.men and outside attorneys sufficient to clear title for 

64 drilling purposes to the reasonable satisfaction of Operator. The examination will include the ownership of the working interest, 

65 minerals. royalty, overriding 

66 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 

67 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 

68 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 

69 wade avajlabl~ tQ Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. The cost incurred by 

70 
Operator m this title program shall be borne as tOilows: 
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ARTICLE IV 
continued 

to landmen, whether third-party contracted or employed by Operator, and 

~ Option No. 2: Costs incurred by Operator in procuri~ngd~g:g~~~ocfa~l~~~~~tifleog~~b~gn~Yr~TJ?~bf~fn~~t~yff~~r;rtion 
2 (including preliminary, supplemental, shut-in gas royalty opinions, division order title opinions / ) shall be borne by the Drilling Parties 

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

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

5 functions. 
6 

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

8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recordjQg Qf pooling 

9 designations or declarations as weU as the conduct of bearings before governmental agencies for the securing of spacii~,
0
p~~~ttf orders. 

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

II 

12 No well shall be drilled f~~silide "tgi¥:1.~1ti~C:\~1:iffl1~tffre(l~~i~ title to the drillsite or drilling unit has been examined as above 

13 provided, and (2) (i) the title has been approved by the examining attorney. (ii) title has been accepted by all oftbe parties who are to par-

14 ticipate in the drilling of the well, or (iii) title has been accepted to the reasonable satisfaction of Operator. 

15 

16 B. Loss of Title: 
17 

18 All losses incurred shall be joint losses 

19 and shall be borne by all parties in proportion to their interests. TI1ere shall be no readjustment of interests in the remaining portion of 

20 the Contract Area. 
21 

22 

23 
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ARTICLEV. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

Merit Ener ______ shall be the 

7 Operator of the Contract Area. and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 

8 required by, and within the limits of this agreement.. It shall conduct all such oFeratipqs_ in a §ood and wqr]qnanl~e md'l::'er, but it shall 

9 have no liability as Operator to the other parties for lo~~c~tFsi:fJ~ o':'l~b?iflr~:1~c~~~~/
1;~:c:tr ~~€1~ ~~5r~~w Wo~ewl1Yrm1iiltf~~;~~ 

10 

11 B. Resignation or Removal of Operator and Selection of Successor: 
12 

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

14 If Operator terminates its legal existence, Operator shall be deemed to have resigned without any action by Non-Operators. except the lele.ction 
15 

of a successor. Operator 

16 
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 

17 ~~umative vottgf~?e"-Operators g~flijea majority in~';{Nft based on orlJ8rship as sho~·~,~~Jxhibit "A" f~~ resignation
0
gr removal slit~ 

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

19 by th,;._ Non-OperJ>torUo remove Ooerator, unless a successor OJ)eflltor has be~n selected and assuroes the duties of OpeJator at an earlier 
20 

date. uperatof, after effe.ctive date of resignation or removal, shalrbe bound by the terms hereof as a Non-Operator, unless Operator owns no 

21 
interest in the Contract Area, in which case its rights and obligations hereunder shall terminate, except as to those liabilities that 

22 
accrued prior to such tennination. A change of a cor-

23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

24 
be the basis for removal of Operator. 

25 

26 
2. Selection_of_Successor Operator: Upon the resignation or removal of Operator~ a successor Operator shall be selected by 

27 
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the ti me such successor 

28 
Operator is selected. The successor Operator shall be selected by the affirmative vote of parties owning a majority interest 

29 
based on ownership as shown on Exhibit •• A .. : provided, however. if an Operator which has been removed fails to vote or votes only to 

30 
succeed itself, the successor Operator shall be selected by the affirmative vote of parties owning a majority interest based 

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

32 

33 
C. Employees: 

34 

35 
The nwnher of employees used by Operator in conducting operations hereunder. their selection, and the hours of labor and the 

36 
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 

37 

38 
D. Drilling Contracts: 

39 

40 

41 in the n;wo"rl<%g, d ~ • I · g-ba/ or conversion it so 

42 
desires, Operator may employ its own tools and eqmpment m t~n\Wnk Y'tN"wells, b~t its charges therefor shall not exceed the prevailing 

43 
rates in the area, and 

44 
such work shall be pcrfonned by Operator under the same tenns and conditions as are customary and usual in the area in contracts of in-

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

46 

47 

48 

49 

50 

51 

52 
53 A. 

54 

ARTICLE VI. 

DRILLING AND DEVEWPMENT 

Initial Unit Operations: 

55 

56 Operator shall commence to implement the Enhanced Oil Recovery operations described in the Development Plan attached as Exhibit 
57 "E" wi th in the unitized formation on the Contract Area not later than ninety (90) days after the Effective Date. All parties hereby acknowledge 
58 and agree that Operator shall have, in its sole discretion, the authority to implement all or a portion of the Development Plan as hereinafter 
59 provided. 

60 

61 If Operator determines that the production of oil and gas resulting from ongoing Enhanced Oil Recovery operations is inadequate to 

62 
economically continue implementation of the Development Plan, or that the production of oil and gas resulting from further implementation of 
the Development Plan is no longer necessary or advisable. then Operator shall not be required to contfoue implementation of the Development 

63 Plan and may suspend or terminate the Development Plan. 
64 

65 If Operator determines the unit operations as a whole should be abandoned it shall follow the procedures set forth in Article Vl.E as 
66 lo the plugging and abandonment of all wells utilized in unit operations, and the parties rights and obligations shall be as set forth in said Article 
67 VI.E as to all of such wells, and the associated salvageable material, equipment and property used in connection therewith. 

68 

69 
All parties hereby further acknowledge and agree that Operator may revise, modify, amend, replace, in whole or in part, or otheIWise 

?O change the Development Plan at any time while this agreement is in force and effect, provided such changes are consistent with the purpose 
and objective of the EOR operations contemplated thereby, when in Operator's sole discretion it is necessary or advisable to do so in order to 
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maximize the efficient and economic recovery of oiJ and gas from the unitized fonnation, and any such revised, modified, amended, replaced 
or otherwise changed Development Plan shall thereafter be treated as if it were the original Development Plan adopted pursuant to this 

2 agreement and will be implemented as Initial Unit Operations hereunder. 

3 

4 
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See Article XV.G for provisions governing consent to the Initial Unit Operations described herein this Article VJ.A. 
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ARTICLE VI 
continued 

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

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

3 

4 

6 B. Subsequent Operations: 

7 

8 I. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 

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

IO the parties and not lhen producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 

11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma­

l 2 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 

13 withi_n which to notify th_e party wishing tod~fl.the work whether they elect to participate in tl1e cost of the proposed operation. If a drill-

14 mg ng 1s on locat10n, nonce of a proposal to / rework, plug back or dnll deeper may be given by telephone and the response penod shall be 

15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failure of a party receiving such notice to reply within 

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

17 response given by telephone shall be promptly confinned in writing. 

18 

19 

20 

21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 

22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-

23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-

24 ties hereto; provided. however. said commencement date may be extended upon written notice of same by Operator to the other parties. 

25 for a period of up to thirty (30) additional days i~ in the sole opinion of Operator, such additional time is reasonably necessary to obtain 

26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-

27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the 

28 actual operation has not been commenced within the time provided (including any extension thereof as specificaJly pennitted herein) and 

29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

30 dance with the provisions hereof as if no prior proposal had been made. 

31 

32 

33 

34 propo;edope~t~~~fio~ LefJe~an ;)11 p~~A~~; I~~ny ggrty :~B1i~Ang ~gch ?c~ce €~iftflisidetr ~t;te ~~c1k el~~~ nov~rlyarti~ratep~1~i 
35 

36 
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 

37 
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48 ) hour period when a drilling rig is 

38 
on location. as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 

39 
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 

40 
a Non-Consenting Party, the Consent~_}.Parties sh~l: (a) request Operator to perfonn the work required by such proposed opera-
tion for the account of the Consentin;nPaAl£;7{6yrde~f;it~ one t I) of the Consenting Parties as Operator to perfonn such work. Con-

41 

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

43 
ditions of this agreement. 

44 

45 

46 

47 
If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 

48 
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 

49 
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 

(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise tl1e proposing party of its desire to (a) limit par-
50 

5 1 
ticipation to such party's interest as shown on Exhibit "A .. or (b) cany its proportionate part of Non-Consenting Parties' interests, and 

52 
failure to advise the proposing party shall be deemed an election under (a) . In the event a drilling rig is on location, the time permitted for 

53 
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 

54 
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 

55 

56 

s1 lfrfc~~?g~n~r~p~~~nffiPr~n!~filieto:~~st~m'ii~o~! ~f~~~tji~~~isr;lli1g ~~;;J~e~:iitn ~p ~K~1fi ~~gs~i~:~o':Fs~~tti
0

nP1~e~~ 
mtere~ts are recover~~ P,ursuant l_o this Ai:ti~le vf.B. Any such thfrd party shaTl~e require:l'to become a party to this agreement, anS shall be 

58 treated as a Consentrng Party while a part1c1pant m the subsequent operation. 

59 

60 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
same 

6 I elected to bear under the / terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 

62 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 

63 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 

64 sole cost, risk and expense. If any well drilled , reworked, deepened or plugged back under the provisions of this Article results in a pro-

65 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk, 

66 

67 

68 

69 

70 
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ARTICLE VI 
continued 

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 

3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 

4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests. all of such Non-Consenting 

5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 

6 market value thereof if such share is not sold, (after deducting production taxes. excise taxes, royalty, overriding royalty and other in-

7 terests not excepted by Article 111.D. payable out of or measured by the production from such weII accruing with respect to such interest 

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

9 

IO 

II 

12 {a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 

13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 1000/o of each such 

14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-

15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-

16 Consenting Party's share of such costs and equipment will he that interest which would have been chargeable to such Non-Consenting 

17 Party had it participated in the well from the beginning of the operations; and 

18 

19 

20 
2 I (b) ----1.Q!L_ % of that portion of the costs and expenses of drilling. reworking, deepening, plugging back, testing and completing, 

22 and _________________ 300 % of that portion of the cost ofnewly acquired equip-

23 ment in the weII (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 

26 

27 

28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-

29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 

30 conducted at any time prior to fu ll recovery by the Consenting Parties of the Non-Consenting Party"s recoupment account. Any such 

3 1 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 

32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 

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

34 such a reworking or plugging back operation is proposed during such recoupment period. the provisions of this Article VI.B. shalI be ap-

35 plicable as between said Consenting Parties in said welL 

36 

37 

38 

39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 

40 proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 

41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by AI-

42 ticle 111.D. 

43 

44 

45 

46 In the case of any /~i~!l'cing, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 

4 7 of cost, all casing, tubing and othea_
0
~~ipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 

48 abandonment of a well after such / rewofk.ing, plugging back or deeper drilling, the Consenting Parties shall account for a11 such equip-

49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 

50 

51 

52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 

54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 

55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 

56 option, the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed statement of monthly bill-

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

58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-

59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 

60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of oil and gas 

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

62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 

63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs 

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

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

66 

67 

68 

69 

70 
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ARTICLE VI 
continued 

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

2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-

3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 

4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

8 

9 
1 0 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mu~iP2Jg~!~nip ~;e~e~t no wells shall 

11 be completed in or produced from the unitized formation, w,less drilled, completed, or 

12 recompleted pursuant to Article VI.A. 

13 

14 

15 

16 The provisions of this whatsoever to 

17 except 

18 to the extent a party non-consents to the Initial Unit Operations in which case this Article shall apply as provided for in Article XVI.G, 
19 
20 No well drilled pursuant to this Article shall be d1..-cmed to be part of the Initial Unit Operations absent the Operator's express 

21 v.Tillcn consent. 

22 

23 

24 
25 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 

26 completed. and the results thereof furnished to the parties. stand-by costs incurred pending response to a party's notice proposing a 

27 reworking. deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

28 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time pennitted, whichever 

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

30 matical paragraph of Article Vl.8 .2., shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 

31 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 

32 each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par-

33 ties. 

34 

35 

36 
37 4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a "deepening" operation shall 

38 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 

39 location (herein call "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 

40 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 

4 1 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 

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

43 

44 

45 
46 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 

47 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 

48 

49 

50 
51 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 

52 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, detennined in accordance with the 

53 provisions of Exhibit .. C .. , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 

54 

55 

56 
57 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 

58 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 

59 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 

60 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice. stand 

61 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-

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

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

64 

65 

66 

67 

68 

69 
70 C. TAKING PRODUCTION IN KIND: 

The provision only applies upon as "Sale Opt-Out," as defined in Article XVI.C. 

-7 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT- 1982 

ARTICLE VI 
continued 

/ 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 

2 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 soch party. Any party taking its share of production in kind shall be required 

4 to pay only for its proportionate sh.are of such part of Operator's surface facilities which it uses. 

5 
6 

7 

8 

9 

IO 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

3 1 

32 

33 
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37 

38 
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40 

41 

42 

43 
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47 
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49 

50 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 

ARTICLE VI 
continued 

2 
Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 

3 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 
4 its share of all production. 
5 

6 

7 

8 

9 
10 D. Access to Contract Area and Information: 

II 
12 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

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

14 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 

J 5 governmental agencies. daily drilling reports, well logs. tank tables, daily gauge and run tickets and reports of stock on hand at the first of 

16 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. TI1e cost of 

17 gathering and furnishing infonnation to Non-Operator shall be charged to the Non-Operator that re-

18 quests the Inforn1ation. Notwithstanding anything in this agreement to the contrary, Operator shall have no obligation to Non-

19 Operators to furnish, make available. or otherwise share any trade secrets or any information Operator deems to be confidential or 

20 proprietary. 

21 Any Non-Operator in default under Article VII.B. shall have no rights under this Article VI.D. 

22 E. 
23 

Abandonment of Wells: 

24 I. Abandonment_of D,:y Holes: Except for any well drilled or deepened pursuant to Article Vl.B.2., any well which has been 
25 drilled or cjeepeqed_ under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
26 witho~tmtCf~~~~n\"be{';,

5
~arties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 

27 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
28 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
29 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
3o such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
31 

operations in search of oil and/or gas subject to the provisions of Article VI.B. 
32 

33 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
34 hereunder for which the Consenting Parties have not bl'Cq fu.llY. reimbursed as herein pro;vid~d, any well which has been completed as a 
35 producer shall not be plugged and abandoned wf1rot1Jfi~ ~o~~~~

st
of / parties~ IJ13ff?~6~~~Jfr~t such abandonment, the well shall 

36 be plugged and abandoned in accordance with applicable regulations and at the cost, ri~k and expense of all the parties hereto. If, within 
37 thirty (30) days after receipt of notice of the proposed abandonment of ::Ji~0

;;.\2fJ'.n/~~r'ii'cit agree to the abandonment of such well, 
38 those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other 
39 

parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
4o Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
41 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
42 material, aU of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-

43 terval or intervals of the fonnation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
44 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease. limited to the interval or in-

45 tervals of the formation or formations then open to production, for a term of one (I) year and so long thereafter as oil and/or gas is pro-

46 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit "B". 
47 
48 • Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply with in thirty (30) days after 

49 receipt of notice of the proposal to plug and abandon such well, such party shall be deemed to have consented to the proposed 

50 abandonment. 

51 

52 

53 
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ARTICLE VI 
continued 

Toe assignments or leases so limited shall encompass the "drillsite" upon which the well is located. The payments by, and the 

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

Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees, There shall be no readjustment of 

4 interests in the remaining portion of the Contract Area. 

5 

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

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

quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-

9 temp lated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well . Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 

11 repurchase its prior interes t in the well (using the same valuation formula) and participate in further operations therein subject to the pro­

I 2 visions hereof. 

13 

14 3. Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or VI.E.2 above shall be applicable as between 

15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however. no well shall be 

16 pennanently plugged and abandoned W1less and W1til all parties having the right to conduct further operations therein have been notified 

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 

18 Vl.E. 

19 

20 ARTICLE VII. 

21 EXPENDITURES AND LIABIT.,ITY OF PARTIES 

22 

23 A. LiabUlty of Parties: 

24 

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

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 

27 among the parties in Article VTJ.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 

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

29 

30 B. Liens and Payment Defaults: 

31 

32 Hi~ch ~i~~~or:1Jothf~J~ ~g~p~erator a lien upon its oil and gas rights in the Contract Area, and a SC(..'"llrity interest in its share 

33 of oil an~ir gas. whtn extractrd, / anQ tts tntere3i in all e~umment, to se,;ire payment of its share of expense, together with interest thereon 

34 at thetc:§fi tlo~itJ fnCfifii%itc9.~~~~".f~"~ ~"x~l~iar ~p:~~~g:.ehis :~bcurity interest under the Unifonn Commercial Code of the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party W1der the Code. The bringing of a suit and the ob-

36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 

3 7 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 

38 of expense, Operator shall have the right, w:~~'Oifr.~ftgi~e to~t~g}" to~~~tfr r~c1~~ri t~ co~~~6i:-Oaffo::,,f Pf~:)ser the proceeds from 
39 the sale of such Non-Operator's share of oil anWor gas until 1te amount ow~°by such fron~tor. plus interest /, has been paid. Each 

40 purchaser shall be entitled to rely upon Operator's writteu statement concerning the amount of any default. Operator grants a like lien 

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

42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 

44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 

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

46 reimbursement thereof, be subrogated to tl1e security rights described in the foregoing paragraph. 

47 

48 C. Payments and Accounting: 

49 Operator shall at all times have the right to offset any party's respective proportionate share of expenses incurred in the 

50 development and operation of the Contract Area pursuant to this agreement against the value of such party's respective share of oil 

5 1 and/or gas production from the Contract Area. Operator may exercise this right without notice and may do so in the ordinary course 

52 of operations, and such setoffwill be reflected on monthly billings submiued pursuant to Exhibit "C." 

53 Except as herein otheiwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 

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

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

56 showing expenses incurred and charges and credits made and received. 

57 

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

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

60 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 

61 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 

62 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 

63 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 

64 due shall bear interest as provided in Exhibit "'C" until paid. Proper adjustment shall be made monthly between advances and actual ex-

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

66 

67 D. Limitation ofExpcnditurcs: 

68 
a majority in interest 

69 I. lliilLQr_Q~_en: Without the conj<nl of /, no well shall he dri\1:i, or deepened. except any well drilled or deepened 

70 pursuant to the provisions of Artic!e
0vf.?~1

.
1 g['ti)Fs a~;;;l'e':,~7d ~~:/it' t'g t~ct°rifon~1r deepening shall include: 
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ARTICLE VII 
continued 

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

2 necessary tankage and/or surface facilities. 

3 

4 

S a majority in inte~st 
2. Rework or Plug Back: Without the consent of r , no well s all be reworked or plugged biick e~cept a well reworked or 

6 of a well reworked OJ' plugged bac ed. or converted P.ursuanrip_Art1cle Vl.A 

7 
plugged back pursuant to the provisions o Article VI.B.2. ot tins agreement / . Consent to ,he reworking or pluggmg back of a well shall 

8 
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

9 
and/or surface facilities. 

1 
O 3. Other Operations: Without the co~~~~o~7 ~~ i~1;iitor shall not undertake any single project reasonably estimated 

II 

12 
to require an expenditure in excess of Seventy-Five Thousand Dollars ($..1.S.000~ -------' 

except i~ connection with a well.l tlw drilling, rewor~ing, deep~ning, cornP,leting1 recompleting. or plugging back of which has been 
13 an except as to the Enhanceu 011 Recovery operation$ descnbed m Article VI.A 

14 
previous y authorized by or pursuant to this agreement, / ; provided, however, that, in case of explosion, fire, flood or other sudden 

15 
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 

16 
to d~I with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

17 
parties. 

: : E. Rentals, Shut-in Well Payments and Minimum Royalties: 

20 

21 
Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 

22 
party or parties who subjected such lease to this agreement at its or their expense. Jn the event two or more parties own and have con-

23 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 

2
-1, 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 

25 
failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-

26 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

27 visions of Article IV.B.2. Operator may, in its sole discretion and without prior notice, pay the rental, shut-in well payment or minimwn 

28 
royalty payment on or before the date it becomes due in order to continue a lease in force in force and effect, and such payment shall 

29 
become an obligation of the party or parties who contributed the lease to this agreement along with any costs associated therewith and 

30 
Operator will charge the account of such party accordingly. 

31 

32 
Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 

33 
of a producing gas well, at least five (S) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 

34 
circumstances. prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 

35 
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

36 
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. In the case of a well returned to production, Operator 

37 
shall notify Non-Operators of the date of the first sale after sales commence. 

38 

39 
F. Taxes: 

40 

41 
Beginning with the first calendar year after the effective date hereof. Operalor shall render for ad valorem taxation all property 

42 
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 

43 
become delinquent. Prior to the rendition date. each Non-Operator shall furnish Operator information as to bnrdens (to include, but not 

44 
be limited to, royalties, overriding royalties and production payments) on leases and oi l and gas interests contributed by such Non-

45 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

46 riding royalties or production payments, the reduction in ad valorern taxes resulting therefrom shall inure to the benefit of the owner or 

47 
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-

48 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 

49 
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 

50 
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 

51 
the manner provided in Exhibit ·•c". 

S2 

53 
If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner 

54 
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-

55 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest. all such taxes and any 

56 
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-

57 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 

58 
provided in Exhibit "C". 

59 

60 

61 

62 
Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect 

63 
to the production or handling of such party's share of oil and/or gas produced under the tenns of this agreement. 

64 

6S 

66 

67 

68 

69 

70 
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ARTICLE VIII 
continued 

1 G. Insurance: 
2 

3 At all times while operations are conducted hereunder, Operator shall comply with th~ork,r •~ompensation law of 

4 the state where the operations are being conducted; provided. however, that Operator may be a self-insurer for liability under said com-

pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 

6 also carry or provide insurance for the benefit of the joint account of lhe parties as outlined in Exhibit "D", attach~
0

}~e:t1
8
d made a part 

7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the / compensation 

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

9 

10 gPf~t~~g~tc)s !~t~~ile pubJic liability insurance is specified in said Exhibit "D", or subsequently receives the approval of the 

I I parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 

13 

14 

15 

16 A. Surrender of Leases: 

17 

ARTICLE VID. 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

18 pt~a]g~~sig?riffi.~t ~ft~js agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
19 or in part unless / consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof. and the other parties do not 

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

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, to the parties not consenting to such surrender. lf the interest of the assigning party is or includes an oil and gas in-

25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oi l and gas lease covering 

26 such oil and gas interest for a tenn of one {I) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 

27 lease to be on the form attached hereto as Exhibit "B1
• • Upon such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 

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

30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor the reasonable salvage value of lhe latter·s interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C", less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

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

35 

36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 

37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 

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

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 

44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 

45 renewal lease, insofar as such lease affects lands within the Contract Area. by paying to the party who acquired it their several proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

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

48 

49 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 

50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 

51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 

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

53 

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

55 by the acquiring party. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 

58 or cover only a portion of its area or an interest theretSo A~{~~sei6f!~~sf
0
taken .. bgry:get~~Jiixfeiracij~n of its predecessor lease, or taken or 

59 contracted for within six (6) months after the expiration 01¥ the existmg lease '8sCa1f Ce su~ect t~1s provision; but any lease taken or con-

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

61 the provisions of this agreement. 

62 

63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. 
64 

65 

66 

67 
D. Maintenance of Uniform Interests: 

68 

69 

70 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. 
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ARTICLE VIII 
continued 

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 

2 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 

3 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 

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

5 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract 

6 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 

7 

8 E. Waiver of Rights to Partition: 

9 

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

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

12 interest therein. 

13 
14 F. Preferential Right to Purchase: 

15 

16 Should any party desire to sel1 all or any part of its interests under this agreement, or its rights and interests in the Contract 

17 Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which shall include the 

18 name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purchase price, and all other terms 

19 of the offer. The other parties shall then have an optional prior right, for a period of ten ( I 0) days after receipt of the notice, to purchase 

20 on the same tenns and conditions the interest which the other party proposes to sell; and, if this optional right is exercised, the purchas-

21 ing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest or all purchasing par-

22 ties. However. there shalt be no preferential right to purchase in those cases where any party wishes to mortgage its interests, or to 

23 dispose of its interests by merger, reorganiz.ation, consolidation. or sale of all or substantially all of its assets to a subsidiary or parent com-

24 pany or to a subsidiary of a parent company, or to any company in which any one party owns a majority of the stock. 

25 For purposes of avoiding the application of the rule against perpetuities to the rights granted hereby, in the event this preferential right of 
26 first purchase is entered into and enforceable among two or more persons (their successors and assigns) none of which are a .. life in being" for 

27 purposes of the rule against perpetuities, this preferential right of first purchase continue in effect for a period of20 years following the date of 

28 
death of the individual signing on behalf of operator, on which date it shall expire as to said persons. 

29 

30 

3 I 

32 

33 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

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

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

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

36 purposes, this agreement and the operations hereunder arc regarded as a partnership, each party here~J!ffected ~ects ~.~ excluded 

37 from the app lication of all of the provisions of Subchapler '"K", Chapter I, Subtitle "A", of the lnt!ma'f' fe~'ii'c ~~~ -;te;->_ as per-

38 mitte<l and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-

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

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

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

42 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the 

43 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 

44 action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract 

45 Area is located or any future income tax laws of the United States contain provisions similar to those in Suhchapter '"K", Chapter 1. 

46 Subtitle "A", of the Code , under which an election similar to that provided by Section 761 of the Code is per-

47 mitred, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-

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

49 computation of partnership taxable income. 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 
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ARTICLEX. 

CLAIMS AND LAWSUITS 

4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 

5 does not exceed _____________ Fifty Thousand Dollars 

6 ($ 50 000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 

8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-

9 pense of the parties participating in the operation from which the claim or suit arises. lf a claim is made against any party or if any party is 

IO sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 

11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shaII be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 

15 

16 

ARTICLE XI. 

FORCE MAJEURE 

17 ff any party is rendered unable. wholly or in part, by force majeure to carry out its obligations under this agreement, other than 

18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 

19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 

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

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

22 

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 

24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 

25 within the discretion of the party concerned. 

26 

27 The tenn "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 

28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 

29 or inaction. unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

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

31 

32 

33 

34 

ARTICLE XII. 

NOTICES 

35 All notices authorized or requgede~wg;n the parties and required by any of the provisions of this agreement, unless otherwise 

36 specifically provided, shall 1:>e given / in writing by mail, postage or charges prepaid to 

37 the parties to whom the notice is given at the addresses listed on Ersibit "A". ~e oritnat\ng notjfe fsven under any provision hereof 

38 shall be deemed given only when received by the party to whom s~~fi igg~g1/S?:~ct!ae/ • !i;J\\;g~~e 'ro: :~gt party to give any notice in 

39 respo~~t~~f.TC}oe sh~\~ ~ from the date the originating notice is received. The second or any responsive notice shall be deemed given 

40 when / ~eposited in the mail, with postage or charges prepaid. Each party 

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

42 

43 

44 

45 

ARTICLE XIII. 

TERM OF AGREEMENT 

46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 

47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

48 lease or oi l and gas interest contributed by any other party beyond the tenn of this agreement. 

49 

50 

51 any 

52 
0 Option No. 2: In the event / weir described in Article VI.A., or any subsequent well drilled under any provision of this 

53 
agreement, results in production of oil and/or gas in paying quantities, Lhis agreement shall continue in force so long as any such well or 

54 
wells produce, or are capable of production, and for an additional period of 180 days from cessation of all production; provided, 

55 
however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-

56 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-

57 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 

58 
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 

59 
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-

60 ing operations are commenced within 180 days from the date of abandonment of said well. 

61 

62 
It is agreed, however, that the tennination of this agreement shall not relieve any party hereto from any liability which has 

63 
accrued or attached prior to the date of such tennination. 

64 

65 

66 

67 

68 

69 

70 
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1 

2 

3 

ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

4 A. Laws, Regulations and Orders: 
5 

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

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules. regulations, and orders. 

9 

IO B. Governing Law: 

11 

12 This agreement and all matters pertaining hereto, including, but not limi ted to, matters of perfonnance, non-perfonnance, breach, 

13 remedies, procedures, rights, duties, and interpretation or constructio~ shall be governed and determined by the law of the state in which 

14 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of KANSAS 

15 sha ll govern. 

16 

17 C. Regulatory Agencies: 
18 

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

20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 

2 1 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to the Contract Area. 

23 

24 With respect to operations hereunder. Non-Operators agree to release Operator from any and al1 losses, damages, injuries, claims 

25 and cause5i~! e~~Prin~SA~ ~t~ltil~c!{fggJct~ 8[ i~~igrtC!r~aorJ~t!~~!ht ~?1lle~~r:J~rlnt~:~~wron or application of rules. 
26 rulings, regulations or oraers Or'the Departmen?'orlrnergy / or their pre~ecessor or successor agencies to the extent such interpretation or ap-

27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-

28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 

29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 

30 

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

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

33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 

34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 

37 

38 

39 

40 A. 
41 

42 

43 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 
54 B. 

55 

56 

57 

58 

59 C. 

60 

61 

62 

63 

64 

65 

66 

67 

68 

69 

70 

ARTICLE XV. 

OTHER PROVISIONS 

Default. If in the course of conducting unit operations, including drilling, reworking, deepening, testing, completing, converting. or 

plugging back operations upon any well on the Contract Area, any Non-Operator fails or is unable to pay for its proportionate share of 
the costs of such operation, Operator shall have, in addition to the rights provided for in this agreement, the right, which may be exercised 

before or after completion of said operation, upon thirty (30) days prior written notice, to treat such defaulting party as having made a 
non-consent election and being subject to the non-consent provisions of Article VI.B.2 and XVI.G, effective as of the date such party 

defaulted in its payment obligations, unless the defaulting party cures in full within said thirty (30) day time period. If Operator elects 

to treat the defaulting party as having made a non-consent election, Operator may not enforce the lien rights provided for in Article Vll.B 
herein. 

Moreover, while any Non-Operator is in default, it shall have no further access to the Contract Area or information obtained in connection 
with operations hereunder and shall not be entitled to vote on any matter hereunder. As to any proposed operation in which it would 

otherwise have the right to participate, such party shall have the right to be a Consenting Party herein only if it cures the default in full 
(including the payment of interest and costs of collection, including attorneys' fees) before the operation is commenced; otherwise, such 

Non-Operator in default shall automatically be deemed a Non-Consenting Party to that operation. 

Memorandum of Operating_hgreernent. Operator is authori7..ed to file a Memorandum of Operating Agreement and Notice of Security 
Interest in fonn substantially similar to that attached as Exhibit "G" to secure the lien and security interest provided by Article Vll.B and 

to place third-parties on notice of this agreement. The Memorandum of Operating Agreement and Notice of Security Agreement may 
be filed of record to perfect the lien and security interest after this agreement becomes effective. A form of Memorandum of Operating 

Agreement and Notice of Security Interest is attached as Exhibit "G." 

Authorization to Sell Oil and Gas. In lieu of taking and separately disposing of its proportionate share of oil and gas produced from the 

Contract Arca, and in consideration of the cost of separately storing, metering and arranging for the sale thereof, Non-Operators authorize 
and direct Operator to sell all of the oi l and gas produced from the Contract Area for the account of Non-Operators on the same terms 

and conditions and to the same third-party purchaser as Operator sells its proportionate share of oil and gas produced from the Contract 

Area, and Operator shall account to the parties for the actual net proceeds received for such production sold. Without the prior written 
consent of the Non-Operators, Operator shall not enter into any contract for the sale of Non-Operators' oil and gas that cannot be 

terminated by Operator after 12 months. Any Non-Operator may, upon 120 days prior written notice, rescind Operator's authority to 
sell, or commit such oi l and gas to sale, on its behalf (a "Sale Opt-Out"). Operator shall not have a duty to sell Non-Operators oil and 

gas at the best price obtainable, but only on commercially reasonable tenns under the circumstances, and the parties disclaim any fiduciary 
duties. Operator is not responsible for providing a market if none exists. Operator may exercise reasonable judgment in determining the 

quantities of oil and gas to sell in light of current market conditions, lease terms, and production conditions, and when to pay shut-in 
royalties in lieu of selling oil and gas. 
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D. 

2 

3 
E. 

4 

5 

6 

7 

8 

9 

10 

I I 

12 F. 
13 

14 

15 
16 G. 

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 H. 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

6 1 

62 

63 

64 

65 

66 

67 

68 

69 

70 

Seyerabilit,y. For 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 this agreement to 
comply with a ll of its financial obligations provided herein shall be a material default. 

Execution. This Agreement shall be binding upon a pany when this agreement or a counterpart thereof has been executed by such party 
or when a party is deemed to be a party to this agreement by order of the KCC or operation oflaw, 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 O'Mling an interest in 
the Contract Area or which own. in fact, an interest in the Contract Area. Operator may, however, by written notice to all parties who 

are or have become bound by this agreement, given at any time prior to the commencement of unit operations, terminate this agreement 
if Operator, in its sole discretion, determines that there is insufficient participation to justify commencement of unit operations. In the 

event of such a tenn.ination by Operator, all further obligations of the parties shall cease as of such termination. ln the event any Non­

Operator has advanced or prepaid any share of any costs hereunder, all sums so advanced shall be returned to such Non-Operator without 

interest. 

Yiaivero(Notice. Merit Energy Company, LLC, as operator, and Merit Hugoton, LP., Merit Hugoton II, LLC, and MMGJ South Texas, 
LLC, as non-operators, hereby agree to waive any and all requirements to provide written notice to the other under the terms of this 
agreement, and hereby agree to accept whatever form of notice as may be mutually agreed upon by such parties. 

Consent to Initial Unit O erations. Each Non-Operator who has entered into this agreement, or who has become bound by this agreement 
by order of the KCC, operation of law, or by order or ruling from any other administrative or judicial body, sbaU have twenty (20) days 

after the effective date to notify Operator whether it elects to participate in the cost of the Initial Unit Operations described in Article 
VJ.A. Such election shall be made in writing, and the failure of a Non~Operator to reply within this time period $hall constitute an election 

by that party not to participate in Initial Unit Operations. 

If any Non-Operator elects (or is deemed to have elected) not to participate in Initial Unit Operations, then the provisions set forth Article 

VI.B.2. concerning operations by less than all parties and the provisions of Article VI.E. governing abandonment of non-consent 
operations shall apply as to the rights and obligations of the Consenting Parties and Non-Consenting Parties in and to the Initial Unit 

Operations, including, without limitation, the provisions governing the Consenting Party's continued participation in Initial Unit 
Operations, the elections and allocations of the Non-Consenting party's proportionate part of Initial Unit Operations and its share of 

produclion therefrom, and the percentage carry calculations as to the Non-Consenting party's intercsl in Initial Unit Operations. In this 

regard, each Non-Consenting Party shall be deemed to have relinquished to the Consenting Parties, and the Consenting Parties shall own 
and be entitled to receive, in proportion to their respective interests in the Initial Unit Operations (after elections and participations have 

been made with respect to the Non-Consenting Party's proponionate share) all of the Non-Consenting Party's interest in Initial Unit 
Operations and share of production therefrom as more specifically provided for in Article VI.B.2, except that the costs of Initial Unit 

Operations that the Consenting Parties shall be entitled to recover before the Non-Consenting Party's interest in Initial Unit Operations 
shall revert to the Non-Consenting Party shall be (i) the Non-Consenting Pany's proportionate share of the aggregate cost of preparing, 

implementing, and conducting Enhanced Oil Recovery (after applying the percentage cany calculations) operations as described the 
Development Plan, as amended or modified, to its conclusion, provided, however, that the Non-Consenting Party's interest in lnitial Unit 

Operations shall revert to the Non-Consenting Party's on the date that is (5) years and ninety (90) days after the effective date, regardless 
of whether the aggregate cost oftbe Initial Unit Operations (after applying the percentage carry calculations) have been recovered by the 

Consenting Party's. 

The parties acknowledge and agree that the costs and expenses incident and to be accrued in preparing, implementing, and conducting 

the Enhanced Oil Recovery operations described in the Development Plan, and which constitute the Initial Unit Operations set forth in 
Article VI.A., are substantial, and capital, operational and administratively expensive, and involve a cenain amount of risk for which the 

Consenting Parties should be compensated for as above-described. Moreover, the parties acknowledge and agree that it would be 
inequitable to allow a party who elects not to participate in Initial Unit Operations to benefit from said operations at a later date without 

incurring the costs and risks associated with preparing, implementing and conducting Initial Unit Operations, and further agree that the 

application of the provisions of Article Vl.B.2. and VLE.3 to the party who elects not to participate in Initial Unit Operations is a 
reasonable, fair, and equitab1e manner in which to compensate the parties electing to participate in Initial Unit Operations for their 

invesnnent and risk. 

We ls Previous!~. The following described oil, gas, injection, disposal, or water source wells ("Contribution Wells") were drilled 
and completed, or reworked, deepened. or plugged-back and recompleted, by Operator on the Contract Area on the dates set forth below 

in order to evaluate the viability of conducting Enhanced Recovery Operations in the w1itized fonnation beneath the Contract Area and 
to develop tl1e Development Plan attached as Exhibit "E," which Contribution Wells will be utilized in the Initial Unit Operations 

described in Article Vf.A. The parties hereby acknowledge and agree that the drilling and completing, or reworking, deepening or 

plugging-back and recompleting of the Contribution Wells shall be deemed to be part of Initial Unit Operations, and that the costs and 
liabili ties incurred in conducting such operations, including the cosl of the equipment and materials acquired and used or consumed in 
connection therewith, shall be borne (and the equipment and materials owned) by the parties lo this agreement. Any Non-Operator who 
did not participate in the drilling and completing. or reworking, deepening or plugging-back and recompleting of one or more 

Contribution Wells shall have sixty (60) days after the effective date to tender to Operator its proportionate share of the cost of the 

Contribution Wells, and failing to do so, such Non-Operator shall be deemed to have elected not to participate in Initial Unit Operations 

as of the conclusion of the notice of election to participate time period described above in Article XVI.G. 

Well Name and Number I# T e a ommenced Date Completed 

I. NONE 

2.1. Construction. Whenever the phrases "drill of a well." "drilling any well," "rework, deepen or plug back" a well, or similar language 

are used in this agreement, such language shall he interpreted to mean, in addition to its plain meaning. any operation to convert an 
existing well into an injection, disposal or water source well, or to convert an existing injection, disposal or water source well into a well 

producing oil andior gas, whether such operation to convert the well is a drilling, deepening, reworking. plugging back or other operation, 
provided such well is utilizro in the Enhanced Oil Recovery operations described in Article VI.A. 
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A.A.P.L. FORM 6 10- MODEL FORM OPERATING AGREEMENT- 1982 

2 

3 

ARTICLE XVI. 

MISCELLANEOUS 

4 This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 

S legal representatives, successors and assigns and the tenns hereof shall be deemed to run with the oil and gas teases or oil and gas interests 
6 inc1uded within the Contract Area. 
7 

8 This instrument may be executed in any number of counterparts. each of which sha11 be considered an original for all purposes. 
9 

10 IN WITNESS WHEREOF, this agreement shall be effecti~e° ;.f;;"f)ive date 

11 

12 

13 

14 MERITENERGYCOMPANY,LLC 

15 

16 
17 B • .,_,_· ___ _ 

18 Christopher S. Hagge 

19 Vice President 

20 

21 

22 

23 

24 MERIT HUGOTON. L.P. 

25 

26 

27 

OPE RAT OR 

NON-OPERATORS 

ROBERTS & MURPHY, INC. 

28 ~B,_:~-------------------- By: ________________ _ 

29 Christopher S. Hagge 

30 Vice President 

31 

32 

33 

34 

35 

36 JENNIFER ANNE ROBERTS BEASON 

37 

38 

39 

40 MERIT HUGOTON II, LLC 

41 

42 

Name: 

43 By: __________________ _ 

44 Name: 

45 Title: 

46 

47 

48 

49 

so 
51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 
62 

63 

64 

65 

66 

67 

68 

69 

70 
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Title: 

NB ENERGY, LLC 

By: ________________ _ 

Name: 

Title: 

MMGJ SOUTH TEXAS, LLC 

By: ________________ _ 

Name: 

Title: 



Exhibit "A-1" 
Attached to and made part of that certain Operating Agreement dated _____ , 2019 ("Agreement") between 
Merit Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this Exhibit "A-1," and 
any of its supporting schedules, shall have the same meanings as set forth or otherwise described in the Agreement. 

1'1.fTC EREI 

UNIT BOUNDARY MAP 
WEST EUBANK NORTH UNIT 

28S-34W 
HASKELLCOUNTY, KANSAS 

I Tract 2:~2~4 Sec 4-28S-34W I 
fl.!T~ti ,eeu.111-1 

I Tract 3: S2l\""E4 Sec 4-28S-34W I 
BELL Cl / FL CHERA-3 

I Tract 1: NW4 Sec 4-28S-34W I • WEI.CH Bal I 

[ Tract 6: S\\'4 Sec -l -.28S-34W ] 
Tract 5: 

FLET~Rf I 
\V2SE4 Sec ~. 4-28S-34W 

Tract 4: 

Fl.ffCtR H 
• E2SE4 Sec ~.t',, 4-28S-34\V 

I Tract 7: N2NE4 Sec 9-28S-34\V I 
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Exhibit "A-2" 
Attached to and made part of that certain Operating Agreement dated ----~ 2019 ("Agreement") between 
Merit Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this Exhibit "A-2," and 
any of its supporting schedules, shall have the same meanings as set forth or otherwise described in the Agreement. 

RESTRICTIONS TO DEPTHS, FORMATIONS AND SUBSTANCES 
WEST EUBANK NORTH UNIT 

The lands, oil and gas leases and oil and gas interests subject to this Agreement, as unitized, 
shall be limited INSOFAR AND ONLY INSOFAR as they pertain to Oil and Gas produced 
from the Morrow and Chester formations. The top of the unitized interval is defined as the 
top of the Morrow formation, found at a measured depth of 5,201 feet (-2,117 subsea true 
vertical depth) in the Cooper F-4 well (API 15-081-20670). The base of the unitized interval 
is defined as the base of the Chester formation, found at a measured depth of 5,511 feet (-
2,427 feet SSTVD) in the same Cooper F-4 well, with it being intended that the covered 
depths include all stratigraphic equivalents of the Morrow and Chester formations. 
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Exhibit "A-3" 
Attached to and made part of that certain Operating Agreement dated _____ , 2019 ("Agreement") between 
Merit Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this Exhibit "A-3," and 
any of its supporting schedules, shall have the same meanings as set forth or otherwise described in the Agreement. 

PERCENTAGE INTERESTS OF PARTIES 
WEST EUBANK NORTH UNIT 

Legal 
Working 

PHASE I PHASE II 
Tract# Interest PHASE I WI PHASE II WI Address 

Description 
Owners 

NRI NRI 

Sec. 4: T28S-
M erit 13727 Noel Road, 

1 
R34W NW/4 

Hugoton, 0.00000% 0.00000% 4.52439% 3.95884% Suite 1200 Dallas, TX 
LP 75240 

Tract 1 
0.00000% 0.00000% 4.52439% 3.95884% 

Total 
Sec. 4: T285- Merit 13727 Noel Road, 

2 R34W N/2 Hugoton 0.00000% 0.00000% 1.02776% 0.89929% Suite 1200 Dallas, TX 

NE/4 II, LLC 75240 

Tract 2 
0.00000% 

Total 
0.00000% 1.02776% 0.89929% 

Sec. 4: T28S- Merit 13727 Noel Road, 
3 R34W S/2 Hugoton 14.30978% 12.52105% 7.55049% 6.60667% Suite 1200 Dallas, TX 

NE/4 II, LLC 75240 
Sec. 4: T28S- MMGJ 13727 Noel Road, 

3 R34W S/2 South 14.30978% 12.52105% 7.55049% 6.60667% Suite 1200 Dallas, TX 
NE/4 Texas, LLC 75240 

Tract 3 
28.61956% 25.04210% 15.10098% 13.21334% 

Total 

Sec. 4: T28S- Merit 13727 Noel Road, 
4 R34W E/2 Hugoton, 0.00000% 0.00000% 3.66209% 3.00406% Suite 1200 Dallas, TX 

SE/4 LP 75240 

Sec. 4: T28S- JVB 5299 DTC Blvd, Suite 
4 R34WE/2 Energy, 0.00000% 0.00000% 1.83104% 1.36470% 1320 Greenwood 

SE/4 LLC Village, CO 80111 

Sec. 4: T28S- Roberts & 1500 N Market St# 
4 R34WE/2 Murphy, 0.00000% 0.00000% 1.22070% 1.00135% R300, Shreveport, LA 

SE/4 Inc. 71107 

Sec. 4: T28S-
Jennifer 

4 R34W E/2 
Anne 

0.00000% 0.00000% 0.61035% 0.50068% 
PO Box 6449, 

SE/4 
Roberts Shreveport, LA 71136 
Beason 

Tract 4 
0.00000% 0.00000% 7.32418% 5.87078% 

Total 
Sec. 4: T28S- Merit 13727 Noel Road, 

5 R34WW/2 Hugoton, 71.38044% 62.45790% 40.79303% 35.69390% Suite 1200 Dallas, TX 

SE/4 LP 75240 

Tract 5 
71.38044% 62.45790% 40.79303% 35.69390% 

Total 

Sec. 4: T28S-
Merit 13727 Noel Road, 

6 
R34WSW/4 

Hugoton, 0.00000% 0.00000% 15.27882% 13.36897% Suite 1200 Dallas, TX 
LP 75240 

Sec. 4 : T28S-
JVB 5299 DTC Blvd, Suite 

6 
R34WSW/4 

Energy, 0.00000% 0.00000% 7.63941% 6.11153% 1320 Greenwood 
LLC Village, CO 80111 

Sec. 4: T28S-
Roberts & 1500 N Market St# 

6 
R34W SW/4 

Murphy, 0.00000% 0.00000% 5.09294% 4.45632% R300, Shreveport, LA 
Inc. 71107 

Jennifer 

6 
Sec. 4: T28S- Anne 

0.00000% 0.00000% 2.54647% 2.22816% 
PO Box 6449, 

R34WSW/4 Roberts Shreveport, LA 71136 
Beason 

Tract 6 0.00000% 0.00000% 30.55764% 26.16498% 
Total 
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7 

Tract 7 
Total 
UNIT 
TOTAL 

Sec. 9: T28S- Merit 13727 Noel Road, 
R34WN/2 Hugoton, 0.00000% 0.00000% 0.67202% 0.58803% Suite 1200 Dallas, TX 
NE/4 LP 75240 

0.00000% 0.00000% 0.67202% 0.58803% 

100.00000% 87.50000% 100.00000% 86.38918% 

Oil and gas produced pursuant to unit operations will be allocated in accordance with Phase 
2 ownership as outlined in the Unit Agreement. The costs and liabilities of unit operations 
shall be borne and paid, and all equipment and material acquired in such operations (unless 
otherwise specifically provided) on the Contract shall be owned by the Parties to this 
Agreement in the same ratio as production is allocated to Working Interest Owners under 
the Unit Agreement. 
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Exhibit "B" 

Attached to and made part of that certain Operating Agreement dated ____ _, 2019 ("Agreement") 
between Merit Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this 
Exhibit "B," and any of its supporting schedules, shall have the same meanings as set forth or otherwise 
described in the Agreement. 

PROD 88 (REV 11/03) 

PRINTED IN USA 

FORM OF LEASE 

PAID UP OIL AND GAS LEASE 

THIS LEASE AGREEMENT is made as of the day of _ ___ 20_ between, _____________ _ _ 
_ ____________ as "Lessor" (whether one or more), and MERIT HUGOTON, L.P., 13727 Noel 
Road, Suite 1200, Dallas, TX 75240, as "Lessee". 

1. Description. Lessor in consideration of a cash bonus and other good and valuable consideration, in hand paid and the covenants 
herein contained, hereby grants, leases and lets exclusively to Lessee the following described land, hereinafter called leased premises (use 
Exhibit "A" for long description): 

in the County of _______ ~ State of ______ __, containing ______ gross acres, more or less (including any 
interests therein which Lessor may hereafter acquire by reversion, prescription or othelWise), for the purpose of exploring for, developing, 
producing and marketing oil and gas, along with all hydrocarbon and nonhydrocarbon substances produced in association therewith. The 
term "gas· as used herein includes helium, carbon dioxide and other commercial gases, as well as hydrocarbon gases. In addition to the 
above-described land, this lease and the term "leased premises" also covers accretions and any small strips or parcels of land now or 
hereafter owned by Lessor which are contiguous or adjacent to the above-described land, and, in consideration of the aforementioned cash 
bonus, Lessor agrees to execute at Lessee's request any additional or supplemental instruments for a more complete or accurate 
description of the land so covered. For the purpose of determining the amount of any shut-in royalties hereunder, the number of gross acres 
above specified shall be deemed correct, whether actually more or less. 

2. Term of Lease. This lease, which is a "paid-up" lease requiring no rentals, shall be in force for a primary term of Three {3) 
years from the date hereof, and for as long thereafter as oil or gas or other substances covered hereby are capable of being produced in 
paying quantities from the leased premises or from lands pooled or unitized therewith or this lease is othelWise maintained in effect pursuant 
to the provisions hereof. 

3. Royalty Payment. Royalties on oil, gas and other substances produced and saved hereunder shall be paid by Lessee to Lessor as 
follows: (a) For oil and other liquid hydrocarbons separated at Lessee's separator facil ities, the royalty shall be one-eighth (1/8) of such 
production, to be delivered at Lessee's option to Lessor at the wellhead or to Lesso(s credit at the oil purchase(s transportation facilities, 
less a proportionate part of any ad valorem taxes and production, severance or other excise taxes and the costs incurred by Lessee in 
delivering, treating or othelWise marketing such oil or other liquid hydrocarbons, provided that Lessee shall have the continuing right to sell 
such production to itself or an affiliate at the wellhead market price then prevailing in the same field (or if there is no such price then 
prevailing in the same field, then in the nearest field in which there is such a prevailing price) for production of similar grade and gravity; (b) 
for gas (including casinghead gas) and all other substances covered hereby, the royalty shall be one-eighth (1/8) of the market value of such 
gas or substances determined at the well, which value is less a proportionate part of any ad valorem taxes and production, severance, or 
other excise taxes and the costs incurred by Lessee in delivering, processing or othelWise marketing such gas or other substances. 
Royalties may be paid based on an index price derived from Inside FERC or other valid oil and gas industry publications, adjusted for 
transportation costs and related fees, and such index price shall constitute market value for the purposes of this clause. Lessee shall have 
the continuing right to sell such production to itself or an affiliate; and (c) If at the end of the primary term or any lime thereafter one or more 
wells on the leased premises or lands pooled therewith are capable of producing oil or gas or other substances covered hereby in paying 
quantities, but such well or wells are either shut in or production therefrom is not being sold by Lessee, such well or wells shall nevertheless 
be deemed to be producing in paying quantities for the purpose of maintaining this lease. If for a period of 90 consecutive days such well or 
wells are shut in or production therefrom is not being sold by Lessee, then Lessee shall pay an aggregate shut-in royalty of one dollar per 
acre then covered by this lease, such payment to be made to Lessor or to Lesso(s credit in the depository designated below, on or before 
the end of said 90-day period and thereafter on or before each anniversary of the end of said 90-day period while the well or wells are shut 
in or production therefrom is not being sold by Lessee; provided that if th is lease is otherwise being maintained by operations, or if 
production is being sold by Lessee from another well or wells on the leased premises or lands pooled therewith, no shut-in royalty shall be 
due until the end of the 90-day period next following cessation of such operations or production. Lessee's failure to properly pay shut~n 
royalty shall render Lessee liable for the amount due, but shall not operate to terminate this lease. 
4. Depository Agent. All shut-in royalty payments under this lease shall be paid or tendered Directly to Lessor at Lesso(s address herein, 
or its successors, which shall be Lesso(s depository agent for receiving payments regardless of changes in the ownership of said land. All 
payments or tenders may be made in currency, or by check or by draft and such payments or tenders to Lessor or to the depository by 
deposit in the U.S. Mails in a stamped envelope addressed to the depository or to the Lessor at the last address known to Lessee shall 
constitute proper payment. If the depository should liquidate or be succeeded by another institution, or for any reason fail or refuse to accept 
payment hereunder, Lessor shall, at Lessee's request, deliver to Lessee a proper recordable instrument naming another institution as 
depository agent to receive payments. 
5. Operations. If Lessee drills a well which is incapable of producing in paying quantities (hereinafter called "dry hole") on the leased 
premises or lands pooled therewith, or if all production (whether or not in paying quantities) permanently ceases from any cause, including a 
revision of unit boundaries pursuant to the provisions of Paragraph 6 or the action of any governmental authority, then in the event this lease 
is not othelWise being maintained in force it shall nevertheless remain in force if Lessee commences operations for reworking an existing 
well or for drilling an additional well or for othelWise obtaining or restoring production on the leased premises or lands pooled therewith 
within 90 days after completion of operations on such dry hole or within 90 days after such cessation of all production. If at the end of the 
primary term, or at any time thereafter, this lease is not othelWise being maintained in force but Lessee is then engaged in drilling, reworking 
or any other operations reasonably calculated to obtain or restore production therefrom, this lease shall remain in force so long as any one 
or more of such operations are prosecuted with no cessation of more than 90 consecutive days, and if any such operations result in the 
production of oil or gas or other substances covered hereby, as long thereafter as there is production in paying quantities from the leased 
premises or lands pooled therewith. After completion of a well capable of producing in paying quantities hereunder, Lessee shall drill such 
additional wells on the leased premises or lands pooled there1Mth as a reasonably prudent operator would drill under the same or similar 
circumstances to (a) develop the leased premises as to formations then capable of producing in paying quantities on the leased premises or 
lands pooled therewith, or (b) protect the leased premises from uncompensated drainage by any well or wells located on other lands not 
pooled therewith. There shall be no covenant to drill exploratory wells or any additional wells except as expressly provided herein. 
6. Pooling. Lessee shall have the right but not the obligation to pool all or any part of the leased premises or interest therein with any 
other lands or interests, as to any or all depths or zones, and as to any or all substances covered by this lease, either before or after the 
commencement of production, whenever Lessee deems it necessary or proper to do so in order to prudently develop or operate the leased 
premises, whether or not similar pooling authority exists with respect to such other lands or interests. The unit formed by such pooling for an 
oil well (other than a horizontal completion) shall not exceed 80 acres plus a maximum acreage tolerance of 10%, and for a gas well or a 
horizontal completion shall not exceed 640 acres plus a maximum acreage tolerance of 10%; provided that a larger unit may be formed for 
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an oil well or gas well or horizontal completion to conform to any well spacing or density pattern that may be prescribed or permitted by any 
governmental authority having jurisdiction to do so. For the purpose of the foregoing, the terms "oil well" and "gas well" shall have the 
meanings prescribed by applicable law or the appropriate governmental authority, or, if no definition is so prescribed, "oil well" means a well 
with an initial gas-oil ratio of less than 15,000 cubic feet per barrel and "gas well" means a well with an initial gas-oil ratio of 15,000 cubic feet 
or more per barrel, based on a 24-hour production test conducted under normal producing conditions using standard lease separator 
facilities or equivalent testing equipment; and the term "horizontal completion" means an oil well in which the horizontal component of the 
gross completion interval in the reservoir exceeds the vertical component thereof. In exercising its pooling rights hereunder, Lessee shall file 
of record a written declaration describing the unit and stating the effective date of pooling. Production, drilling or reworking operations 
anywhere on a unit which includes all or any part of the leased premises shall be treated as if it were production, drilling or reworking 
operations on the leased premises, except that the production on which Lesso(s royalty is calculated shall be that proportion of the total unit 
production which the net acreage covered by this lease and included in the unit bears to the total gross acreage in the unit, but only to the 
extent such proportion of unit production is sold by Lessee. Pooling in one or more instances shall not exhaust Lessee's pooling rights 
hereunder, and Lessee shall have the recurring right but not the obligation to revise any unit formed hereunder by expansion or contraction 
or both, either before or after commencement of production, in order to conform to the well spacing or density pattern prescribed or 
permitted by the governmental authority having jurisdiction, or to conform to any productive acreage determination made by such 
governmental authority. In making such a revision, Lessee shall file of record a written declaration describing the revised unit and stating the 
effective date of revision. To the extent any portion of the leased premises is included in or excluded from the unit by virtue of such revision, 
the proportion of unit production on which royalties are payable hereunder shall thereafter be adjusted accordingly. In the absence of 
production in paying quantities from a unit, or upon permanent cessation thereof, Lessee may terminate the unit by filing of record a written 
declaration describing the unit and stating the date of termination. Pooling hereunder shall not constitute a cross-conveyance of interests. 
7. Proportionate Reductions. If Lessor owns less than the full mineral estate in all or any part of the leased premises, the royalties and 
shut-in royalties payable hereunder for any well on any part of the leased premises or lands pooled therewith shall be reduced to the 
proportion that Lesso(s interest in such part of the leased premises bears to the full mineral estate in such part of the leased premises. 

8. Ownership Changes. The interest of either Lessor or Lessee hereunder may be assigned, devised or otherwise transferred in whole or 
in part, by area and/or by depth or zone, and the rights and obligations of the parties hereunder shall extend to their respective heirs, 
devisees, executors, administrators, successors and assigns. No change in Lesso(s ownership shall have the effect of reducing the rights 
or enlarging the obligations of Lessee hereunder, and no change in ownership shall be binding on Lessee until 60 days after Lessee has 
been furnished the original or duly authenticated copies of the documents establishing such change of ownership to the satisfaction of 
Lessee or until Lessor has satisfied the notification requirements contained in Lessee's usual form of division order. In the event of the death 
of any person entitled to shut-in royalties hereunder, Lessee may pay or tender such shut-in royalties to the credit of decedent or decedent's 
estate in the depository designated above. If at any time two or more persons are entitled to shut-in royalties hereunder, Lessee may pay or 
tender such shut-in royalties to such persons or to their credit in the depository, either jointly or separately in proportion to the interest which 
each owns. If Lessee transfers its interest hereunder in whole or in part Lessee shall be relieved of all obligations thereafter arising with 
respect to the transferred interest, and failure of the transferee to satisfy such obligations with respect to the transferred interest shall not 
affect the rights of Lessee with respect to any interest not so transferred. If Lessee transfers a full or undivided interest in all or any portion of 
the area covered by this lease, the obligation to 
pay or tender shut-in royalties hereunder shall be divided between Lessee and the transferee in proportion to the net acreage interest in this 
lease then held by each 

9. Release of Lease. Lessee may, at any time and from time to time, deliver to Lessor or file of record a written release of this lease as to 
a full or undivided interest in all or any portion of the area covered by this lease or any depths or zones thereunder, and shall thereupon be 
relieved of all obligations thereafter arising with respect to the interest so released. If Lessee releases less than all of the interest or area 
covered hereby, Lessee's obligation to pay or tender shut-in royalties shall be proportionately reduced in accordance with the net acreage 
interest retained hereunder. 

10. Ancillary Rights. In exploring for, developing, producing and marketing oil , gas and other substances covered hereby on the leased 
premises or lands pooled or unttized therewith, in primary and/or enhanced recovery, Lessee shall have the right of ingress and egress 
along with the right to conduct such operations on the leased premises as may be reasonably necessary for such purposes, including but 
not limited to geophysical operations, the drilling of wells, and the construction and use of roads, canals, pipelines, tanks, water wells, 
disposal wells, injection wells, pits, electric and telephone lines, power stations, and other facilities deemed necessary by Lessee to 
discover, produce, store, treat and/or transport production. Lessee may use in such operations, free of cost, any oil, gas, water and/or other 
substances produced on the leased premises, except water from Lesso(s wells or ponds. In exploring, developing, producing or marketing 
from the leased premises or lands pooled or unitized therewith, the ancillary rights granted herein shall apply (a) to the entire leased 
premises described in Paragraph 1 above, notwithstanding any partial release or other partial termination of this lease; and (b) to any other 
lands in which Lessor now or hereafter has authority to grant such rights in the vicinity of the leased premises or lands pooled therewith. 
When requested by Lessor in writing, Lessee shall bury its pipelines below ordinary plow depth on cultivated lands. No well shall be located 
less than 200 feet from any house or barn now on the leased premises or other lands of Lessor used by Lessee hereunder, without Lesso(s 
consent, and Lessee shall pay for damage caused by its operations to buildings and other improvements now on the leased premises or 
such other lands, and to commercial timber and growing crops thereon. Lessee shall have the right at any time to remove its fixtures, 
equipment and materials, including well casing, from the leased premises or such other lands during the term of this lease or within a 
reasonable time thereafter. 
11. Regulation and Delay. Lessee's obligations under this lease, whether express or implied, shall be subject to all applicable laws, rules, 
regulations and orders of any governmental authority having jurisdiction, including restrictions on the drilling and production of wells, and 
regulation of the price or transportation of oil, gas and other substances covered hereby. When drilling, reworking, production or other 
operations are prevented or delayed by such laws, rules, regulations or orders, or by inability to obtain necessary permits, equipment, 
services, material, water, electricity, fuel, access or easements, or by fire, flood, adverse weather conditions, war, sabotage, rebellion, 
insurrection, riot, strike or labor disputes, or by inability to obtain a satisfactory market for production or failure of purchasers or carriers to 
take or transport such production, or by any other cause not reasonably within Lessee's control, this lease shall not terminate because of 
such prevention or delay, and at Lessee's option , the period of such prevention or delay shall be added to the term hereof. Lessee shall not 
be liable for breach of any express or implied covenants of this lease when drilling, production or other operations are so prevented, delayed 
or interrupted. 
12. Breach or Default. No litigation shall be initiated by Lessor with respect to any breach or default by Lessee hereunder, for a period of 
at least 90 days after Lessor has given Lessee written notice fully describing the breach or default, and then only if Lessee fails to remedy 
the breach or default within such period. In the event the matter is litigated and there is a final judicial determination that a breach or default 
has occurred, this lease shall not be forfeited or cancelled In whole or In part unless Lessee is given a reasonable time after said judicial 
determination to remedy the breach or default and Lessee fails to do so. If this lease is cancelled for any cause, it shall nevertheless remain 
In force and effect as to (1) sufficient acreage around each well as to which there are operations to constitute a drilling or maximum 
allowable unit under appl icable governmental regulations, (but in no event less than forty acres), such acreage to be designated by lessee 
as nearly as practicable in the form of a square centered at the well, or in such shape as then existing spacing rules require: and (2) any 
part of said land included in a pooled unit on which there are operations. Lessee shall also have such easements on said land as are 
necessary to operations on the acreage so retained. 
13. Warranty of Title. Lessor hereby warrants and agrees to defend title conveyed to Lessee hereunder, and agrees that Lessee at 
Lessee's option may pay and discharge any taxes, mortgages or liens existing, levied or assessed on or against the leased premises. If 
Lessee exercises such option, Lessee shall he subrogated to the rights of the party to whom payment is made, and, in addition to its other 
rights, may reimburse itself out of any royalties or shut-in royalties otherwise payable to Lessor hereunder. In the event Lessee is made 
aware of any claim inconsistent with Lesso(s title, Lessee may suspend the payment of royalties and shut-in royalties hereunder, without 
interest, until Lessee has been furnished satisfactory evidence that such claim has been resolved. 
14. In the event the term of this lease has not been extended by production or some other provision contained in the lease, 
Lessee is hereby given the exclusive right and option to extend the primary term of this lease as to all or any portion of the land 
covered hereby for an additional two (2) years from the date of expiration of the original primary tenn. This option may be 
exercised by Lessee at any time during the last year of the original primary tenn hereof by paying or tendering to Lessor, or its 
successor, the sum of Fifty and No/100 Dollars ($50.00) per net mineral acre covered by this lease. Should this option be 
exercised as herein provided, it shall be considered for all purposes as though this lease originally provided for a paid-up primary 
tenn of five (5) years. Payment shall be considered made and option exercised by mailing payment to last known address of 
Lessor or its assigns. 

IN WITNESS WHEREOF, this lease is executed to be effective as of the date first written above, but upon execution shall be 
binding on the signatory and the signatory's heirs, devisees, executors, administrators, successors and assigns, whether or not this lease 
has been executed by all parties hereinabove named as Lessor. 
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LESSOR (WHETHER ONE OR MORE) 

STATE OF ____________ _ 

COUNTY OF _ __________ _ 

ACKNOWLEDGEMENTS 

INDIVIDUAL 

(For use in all states) 

On this _______ day of _______ , 20_, before me, the undersigned Notary Public in and for said county and state, 
personally appeared _ ________________________________________ , 

known to me to be the persons whose names are subscribed to the foregoing instrument, and acknowledged that the same was executed 
and delivered as their free and voluntary act for the purposes therein set forth. In witness whereof I hereunto set my hand and official seal an 
of the date hereinabove stated. 

Notary Public 

My Commission Expires _________ _ 

B-3 



© COPAS 2005 Accounting Procedure 
Recommended by COPAS 

copas 
Exhibit" C" 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

Attached to and made part of that certain Operating Agreement West Eubank North Unit between Merit Energy Company LLC 

~era.tor and the Non-Operators thereto. All terms and words in this Exhibit .. C" sha11 have the same meaning as prescribed in 

the operating agreement unless otherwise defined herein. 

I. GENERAL PROVISIONS 

IF THE PARTIES FAIL TO SELECT EITHER ONE OF COMPETING "ALTERNATIVE" PROVISJ0'.'1S, OR SELECT ALL TIIE 

COMPETING "ALTERNATIVE" PROVISIONS, ALTERNATIVE 1 IN EACH SUCH INSTANCE SHALL BE DEEMED TO HAVE 

IO BEEN ADOPTED BY THE PARTIES AS A RESULT OF ANY SUCH OMISSION OR DUPLICATE NOTATION. 

II 

12 IN THE EVENT THAT ANY "OPTIONAL" PROVISION OF THIS ACCOUNTING PROCEDURE IS NOT ADOPTED BY THE 

13 PARTIES TO THE AGREEMENT BY A TYPED, PRINTED OR HA'.'IDWRITTEN INDICATION, SUCH PROVISION SHALL NOT 

14 FORM A PART OF THIS ACCOUNTING PROCEDURE, AND NO INFERENCE SHALL BE MADE CONCERNING THE INTENT 

15 OF THE PARTIES IN SUCH EVE'.'IT. 

16 

17 l. DEFINITIONS 

18 

19 All terms used in this Accounting Procedure shall have the following meaning, unless otherwise expressly defined in the Agreement: 

20 

21 "Affiliate" means for a person, another person that controls, is controlled by, or is under common control with that person. In this 

22 definition, (a) control means the ownership by one person, directly or indirectly, of more than fifty percent (50%) of the voting securities 

23 of a corporation or, for other persons, the equivalent ownership interest (such as partnership interests). and (b) "person" means an 

24 individual, corporation. partnership, trust. estate. unincorporated organization, association, or other legal entity. 

25 

26 "Agreement" means the operating agreement, fannout agreement, or other contract between the Parties to which this Accounting 

27 Procedure is attached. 

28 

29 "Controllable Material" means Material that. at the time of acquisition or disposition by the Joint Account. as applicable, is so classified 

30 in the Material Classification Manual most recently recommended by the Council orPetroleurn Accountants Societies (COPAS). 

31 

32 "Equalized Freight" means the procedure of charging transportation cost to the Joint Account based upon the distance from the nearest 

33 Railway Receiving Point to the property. 

34 

35 '"Excluded Amount" means a specified excluded trucking amount most recently recommended by COPAS. 

36 

37 "Field Office" means a structure, or portion of a structure. whether a temporary or permanent installation, the primary function of which is 

38 to directly serve daily operation and maintenance activities of the Joint Property and which serves as a staging area for directly chargeable 

39 field personnel. 

40 

41 "First Level Supervision" means those employees whose primary function in Joint Operations is the direct oversight of the Operator's 

42 field employees and/or contract labor directly employed On-site in a field operating capacity. First Level Supervision functions may 

43 include, but are not limited to: 

44 

45 

46 

47 

48 

49 

50 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

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 

Responsibility 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 fo r field personnel 

Oversight of sub•groups for field functions such as electrical, safety, environmental, telecommunications, which may have group 

or team leaders. 

61 •~Joint Account" means the account showing the charges paid and credits received in the conduct of the Joint Operations that are to be 

62 shared by the Parties, but does not include proceeds attributable to hydrocarbons and by-product,; produced under the Agreement. 

63 

64 "Joint Operations" means all operations necessary or proper for the exploration, appraisal, development. production, protection, 

65 maintenance, repair, abandonment, and restoration of the Joint Property. 

66 

COPYRIGHT© 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS) 

C-1 



@ 
copas 

"Joint Property" means the real and personal property subject to the Agreement. 

COPAS 2005 Accounting Procedure 
Recommended by COPAS, Inc. 

"Laws" means any laws. rules, regulations, decrees, and orders of the United States of America or any state thereof and all other 

governmental bodies, agencies, and other authorities having jurisdiction over or affecting the provisions contained in or the transactions 

contemplated by the Agreement or the Parties and their operations, whether such laws now exist or are hereafter amended, enacted, 

promulgated or issued. 

" Material" means personal property, equipment, supplies, or consumables acquired or held for use by the Joint Property. 

10 "Non-Operators" means the Parties to the Agreement other than the Operator. 

11 

12 "Offshore Facilities" means platfonns, surface and subsea development and production systems, and other support systems such as oil and 

13 gas handling faci lities, 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 

15 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 Facil ities, Shore Base Facilities, fabrication yards, and staging areas from which Joint Operations are conducted, or other 

21 facili ties that directly control equipment on the Joint Property, regardless of whether such facilities are owned by the Joint Accoun t. 

22 

23 ~~operator" means the Party designated pursuant to the Agreement to conduct the Joint Operations. 

24 

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 uParticipating 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 " Par ticipating 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 uPersonal Expenses" means reimbursed costs for travel and temporary living expenses. 

35 

36 uRailway Receiving Pointfl 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 perfonned 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 Ill ( Overhead). Technical Services may be provided by the Operator. Operator's Affiliate, Non-

49 Operator, Non-Operator Affiliates, and/or third parties. 

50 

51 2. STATEMENTSANDBILLINGS 

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 

54 preceding month. Such bills shall be accompanied by statements that identify the AFE (authority for expenditure), lease or facility, and all 

55 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 dri lling 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 infonnation to access and receive the statements and 

62 bills within the timeframes specified herein. A Slatement 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 shalJ 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 fifteen (15) days after receipt of the advance request or by tl1e 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 fifteen ( 15) 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 fifteen (15) 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 docwnentation and explanation to the 

Operator at the time payment is made, to the extent such reduction is caused by: 

(1) being billed at an incorrect working interest or Participating lnterest 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 1.4 (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 T.5 (Expenditure 

Audits). 

B. All adjustments initiated by the Operator, except those described in items (I) through (4) of this Section 1.4.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: 

( 1) a physical inventory of Controllable Material as provided for in Section V (Inventories of Control/oble Materia{), 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 adjusnnent. 

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 (Adjustments). 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 shaU 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 I.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.B or L5.C, the Operator's waiver of its rights lo 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.B or 

1.5.C. 

8. The Operator shall provide a written response to all exceptions in an audit report within one hw1dred eighty (180) 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 

l.3.B (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 othetwise provided for in Section 1.5.E, if the Operator fails to provide substantive response 

to an exceplion 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 I.3.B (Advances and 

Payments h.v the Parties). 

D. If any Party fails to meet the deadlines in Sections 1.5.B or 1.5.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.D 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 meeling. 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 infonnation 

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 (1) 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. 

C. AFFILIATES 

For the purpose of administe':l'il'g voting procedure, 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. 

II. DIRECT CHARGES 

The Operator shall charge the Joint Account with the following items: 

I . RENTALSANDROYALTIES 
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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 

Propeny if such costs are not charged under Section ll.6 (Equipment and Facilities Furnished by Operaior) or are not a 

function covered under Section III (Overhear/). 

(3) Operator's employees providing First Level Supervision. 

(4) Opera1or's employees providing On-site Technical Services for !he Join, Property if such charges are excluded from 1he 

overhead rates in Section III ( 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 UI (Overhead). 

Charges for the Operator's employees identified in Section JL2.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 II.2.A who are foreign n:tl~aj~~tshrJli~?~r:~
1
cgr' comparable compensation paid 

to an equivalent U.S. employee pursuant to this Section 11.2, unless otherwise approvci/by / the Parties. 

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 Accom1t under Section Il.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 

amounl of salaries and wages chargeable to the Joint Account under Section ll.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 ll.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 ll.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 incum;d :,.s <I r~sult of transfers fl-om remote locations, such as Alaska or overseas, shall not be charged to the 

Joint Account unless agp%
8
lg~\ry

1? t'C~e~;5Jig!. 

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 reconunended by COPAS. 

H. Award payments to employees, in accordance with COPAS MFl-49 ("Awards to Employees and Contractors") for personnel whose 

salaries and wages are chargeable under Section II.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 

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 

!Tom 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: 

( 1) 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. 

5, 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 III (Overhead) , or Section 11.7 (Affiliates). Awards paid to 

contractors shall be chargeable pursuant to COPAS MFI-49 ("Awards to Employees and Contractors"). 

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 sha ll charge the Joint Account for use of Operator-mvned equipment and facilities, including but not limited to 

production faci lities, Shore Base Facilities, Offshore Facil ities, 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 II.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 twelve percent ( 12 %) 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 II.6.A above, the Operator may elect to use average commercial rates prevailing in the immediate area 

of the Joint Property. If equipment and facilities are charged under this Sectioo 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 

B. 

to such individual project do not exceed $~ 75=000~ ____ lfthe total costs for an Affiliate's goods and services charged to such 

individual project are a n~~-~p~~}ficfA1(ergitt~ied in the approved AFE or authorization or exceed such amount. charges for such 

Affiliate shall require appr~v:J o/7 the Parties. 

For an Affiliate's goods and/or services used in operation~ ~!j~fi~i~"Nit~~e~~ or other authorization from the Non-Operators, 

charges for such Affiliate's goods and services shal, require approval of / the Parties, if the 

charges exceed $ 75 000 in a given calendar year. 

C. Toe 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-Operaton,' 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 Affiliatc's goods and services. Notwithstanding the foregoing. direct charges for 

Affiliate-owned communication facilities or systems shall be made pursuant to Section II. 12 ( Communications). 

If the Parties fail to designate an amount in Sections Il.7.A or 11.7.B, 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. lfthe 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 

AU 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 Partles' gross negligence or willful misconduct, in which case such Party or Panies 

shall be solely liable. 

The Operator shall furnish the Non-Operator written notice of damages or losses incurred as soon as practicable afler a report has been 

received by the Operator. 

9. LEGAL EXPENSE 

Recording fees and costs of handling, settling, or otherwisei"J/~ct~fn~
5
Yftffiflg:o~;~~;e:flf ~~s1 incurred in or resulting from 

operations under the Agreement, or necessary to protect or recover the Joint Property, to the extent pennittcd under the Agreement. 

Costs for procuring abstracts, fees pafcr'nd1ri"• wpetb~u~ft·P~tt~
0
~~y°;ted ~~fmP\~fl~ bye~7!,~~Jons (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 lo the Parties will be made in accordance with the tax value generated by each Party's 

working interest. 

COPYRIGHT © 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS) 
C-7 



@ COPAS 2005 Accounting Procedure 
Recommended by COPAS. Inc. 

copas 

9 

JO 

II 

12 

13 

14 

15 

16 

17 

18 

]9 

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 

61 

62 

63 

64 

65 

66 

Costs of tax consultants or advisors, the Operator's employees, or Operator' s Affiliate employees in matters regarding ad valorem or other 

tax 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 pennitted 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 sha11 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 shaU 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 MFI-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 11.6 (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), JI.5 (Services), or Section Ill (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 pem1itted outfalls as required hy 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 II I 

(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. 

III. OVERHEAD 

As compensation for costs not specifically identified as chargeable to the Joint Account pursuant to Section Il (Direct Charges), the Operator 

shall charge the Joint Account in accordance with this Section III. 

Functions included in the overhead rates regardless of whether perfonned by the Operator. Operator's Affiliates or third parties and regard less 

oflocation, 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 IL 13, Ill. l .A(ii), and Ill.2, Option B) 

inventory costs not chargeable under Section V (Jnventon·es of Controllable Material) 

procurement 

administration 

accounting and auditing 

gas dispatching and gas chart integration 
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human resources 

management 

supervision not directly charged under Section II.2 (Labor) 

legal services not directly chargeable under Section Jl.9 (Legal Expense) 

taxation, other than those costs identified as directly chargeable under Section ll.10 (Taxes and Permits) 

Overhead charges shall include the salaries or wages plus applicable payroll burdens, benefits, and Personal Expenses of personnel perfonning 

overhead functions, as well as office and other related expenses of overhead functions. 

I. OVERHEAD-DRILLING AND PRODUCING OPERA TIO NS 

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: 

0 (Alternative I ) Fixed Rate Basis, Section lll. l .B. 

D (Alternative 2) Percentage Basis, Section Ill. J.C. 

A. TECHNICAL SERVICES 

(i) Except as otherwise provided in Secti~nm~]~~/f~o/gfeii,~{ [fvironmental, and Safety) and Section III.2 (Overhead - Major 

Constrnction and Catastrophe), or ~y approval of I the Parties, the salaries, wages, 

related payroll burdens and benefits, and Personal Expenses for On-site Technical Services, including third party Technical 

Services: 

0 (Alternative I - Direct) shall be charged direct to the Joint Account. 

D (Alternative 2 - Overhead) shall be covered by the overhead rates. 

(ii) Except as otherwise provided in Sectio,:i ~i•h1/f",\'(gftfgfi £nvironmental. and Safety) and Section lll.2 (Overhead - Major 

Construction and Catastrophe). 8r ~y approval of / the Parties, the salaries, wages, 

related payroll burdens and benefits, and Personal Expenses for Off-site Technical Services, including third party Technical 

Services: 

0 (Alternative I - All Overhead) shall be covered by the overhead rates. 

D (Alternative 2 - All Direct) shall be charged direct to the Joint Account. 

D (Alternative 3 - Drilling Direct) shall be charged direct to the Joint Account. onlv to the extent such Technical Services 

are directly attributable to drilling, redrilling, deepening, or sidetracking operations, through completion, temporary 

abandonment, or abandonment if a dry hole. Off-site Technical Services for all other operations, including workover, 

recompletion, abandonment of producing wells, and the conslruction or expansion of fixed assets not covered by Section 

III.2 (Overhead - Major Construction and Catastrophe) shall be covered by the overhead rates. 

Notwithstanding anything to the contrary in this Section III, Technical Services provided by Operator's Affiliates are subject to limitations 

set forth in Section 11.7 (Affiliates). Charges for Technical personnel perfonning non-technical work shall not be governed by this Section 

III.I.A, but instead govemcd by other provisions of this Accounting Procedure relating to the type of work being performed. 

B. OVERHEAD-FIXED RATE BASIS 

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

Drilling Well Rate per month $~1=0~0=0~0 _____ (prorated for less than a full month) 

Producing Well Rate per month $~ 1 _0~00 ____ _ 

(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. 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 (15) 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 lll.1.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 pennanent sales outlet. 

(el Any well not meeting the criteria set forth in Sections lll. 1.B.(3l (a), (b), (cl, or (d) shall not qualify for a producing overhead 

charge. 

(4) The well rates shall be adjusted on the first day of Apri l 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 fannout agreement. the 

rates shall be adjusted on the first day of April each year following the effective date of such fannout agreement. The adjusunent 

shall be computed by applying the adjustment factor most re<:en tly published by COPAS. The adjusted rates shall be the initial or 

amended rates agreed to by the Parties increased or decreased by the adj ustment factor described herein , for each year from the 

effective date of such rates, in accordance with COPAS MFl-47 ("Adjustment of Overhead Rates''). 

2. OVERHEAD-MAJOR CONSTRUCTION AND CATASTROPHE 

To compensate the Operator for overhead costs incurred in coMection with a Major Construction project or Catastrophe, the Operator 

shall either negotiate a rate prior to the beginning of the project, or shalt charge the Joint Account for overhead based on the following 

rates for any Major Construction project in excess of the Operator's expenditure limi t under the Agreement, or for any Catastrophe 

regardless of the amount. If the Agreement to which this Accounting Procedwe is attached does not contain an ex.penditure limit. Major 

Construction Overhead shall be assessed for any single Major Construction project costing in excess of S l 00,000 gross. 
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Major Construction shall mean the construction and installation of fixed assets. tl1e 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 oi1 

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 __ % of total costs if such costs are less than $100,000; plus 

(2) __ 3 __ % of total costs in excess of$100.000but less than $1 ,000,000; plus 

(3) 2 __ % of total costs in excess of$ I,000,000. 

B. If the Operator charges engineering. design and drafting costs related to the project directly to the Joint Account: 

(1) __ 3 __ % of total costs if such costs are less than $100,000; plus 

(2) -~2~_% of total costs in excess of$100,000 but less than $1,000,000; plus 

(3) __ ! __ % 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 Hl.2 and the provisions of Sections 11.2 (Labor), IJ.5 (Sen,ices), or IJ.7 

(Affiliates), the provisions oftl1is Section 111.2 shall govern. 

3. AMENDMENT OF OVERHEAD RA TES 

The overhead rates provided for in this Section JTI 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. 

1. 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 fai th 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 willfu l misconduct. A dirccl 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. 
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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 ofin accordance with Section IV.3 (Disposition of 

Su,plus) 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 a~ t~eaJ~ft~~efil
1
g~~f Jt well design specification tubulars, unless such higher specification grade or 

sized tubulars are approved Dy / the Parties. Transfers of new Material will be priced 

using one of the following pricing methods; provided. however, the Operator shaU 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: 

(1) 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 coW1try 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 MFis 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 II.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. 

COPYRIGHT© 2005 by Council of Petroleum Accountants Societies, Inc. (COPAS) 

C-12 



@ COPAS 2005 Accounting Procedure 
Recommended by COPAS. Inc. 

copas 

10 

11 

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 

61 

62 

63 

64 

65 

66 

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 ~estocking fees charged by the vendor. New and unused Material transferred a\~~Q*~ {i\~itr~pgpy may be 

credited at a pnce other than the price originally charged to the Joint Account provided such pnc~ 1s approv~by f the Parries 

owning such Material. All refurbishing costs required or necessary to return the 

Material to original condition or to correct handling, transportation, or other damages wiU 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 Materia l 

for the receiving property. 

(2) Condition "B" - Used Material in sound and serviceable condition and suitable for reuse without reconditioning sha ll be priced 

by multiplying the price determined in Sections !V.2.A (Pricing), IV.2.B (Freight), and IV.2.C (Taxes) by seventy-five percenl 

(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, th e 

Material will be credited at the price determined in Sections IV.2.A (Pricing), IV.2.B (Freight). and IV.2.C (Taxer) 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" - Materia l 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 substirutc 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 B 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 dri ll 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 

Matters). 

(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. l (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 MFl-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 MFl-38 ("Material Pric ing 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. TI1e Operator may purchase, but 

shall be under no obligation to purchase. the interest of the Non-Operators in swplus Material. 

Dispositions for tl1e 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 tenns of the Agreement to which this Accounting Procedure is 

attached. If the Agreement contains no provisions governing disposal of surplus Material, the following tenns shall apply: 

The Operator may, through a sale to an w1related 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 (Tra11~fers). 

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 IV.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 detennined 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%) of K-55/J-55 price as detennined in 

Section IV.2 (Tra,i~fers). Line pipe converted to casing or tubing with casing or tubing couplings attached shall he 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 perfom1 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 tl1e 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 fo llowing: 

A. A per diem rate for each inventory pi~aJO::f~rfJ1m~~~~ gf actual salaries, wages. and payroll burdens and benefits of the personnel 

performing the inventory or a rare agreed to by / the Parties. 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. OPERATOR 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 OperaLor-initiated inventories shall not be charged to the Joint Account. 

B. NON-OPERATOR INVENTORIES 

Subject to the tenns 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 he 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. 1 (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 _____ , 2019 ("Agreement") 
between Merit Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this 
Exhibit "D," and any of its supporting schedules, shall have the same meanings as set forth or otherwise 
described in the Agreement. 

INSURANCE 

Operator shall carry the following insurance coverage: 

a) Worker' s Compensation Insurance complying with the statutes in states in which 
operations are to be performed and Employer's Liability Insurance with limits of not less 
than $500,000.00. 

b) Commercial General Liability Insurance of $1 ,000,000.00 per occurrence. 

c) Automobile Liability Insurance of $500,000.00 per occurrence. 
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EXHIBIT "E" 

Attached to and made part of that certain Operating Agreement dated _____ ~ 2019 ("Agreement") between Merit 
Energy Company, LLC, Operator, and the Non-Operators thereto. All terms and words in this Exhibit "E," and any of its 
supporting schedules, shall have the same meanings as set forth or otherwise described in the Agreement. 

DEVELOPMENT PLAN 
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Summary of Development Plan: 
Operator proposes to form the West Eubank North Unit for the purpose of increasing oil recovery in the 
common Morrow and Chester pools through water injection ("waterflooding"). 

The development plan is a combination of peripheral/patterned flood designed to displace oil from injectors 
located along the currently identified productive extents of the Morrow and Chester pools/reservoirs underlying 
the Contract Area towards centrally located producing wells. As depicted above, the peripheral/patterned flood 
will be executed by converting certain existing producing wells into water injectors, and by drilling additional 
injection or production wells as necessary to complete patterns. Injection wells will inject water into the 
Morrow and Chester formations. A central water handling facility will be used to manage and distribute 
injection water through trunk lines to individual wells, and other surface and subsurface facilities will be 
installed, operated and maintained as needed. Tank batteries will be used to handle produced fluids & transfer 
water back to the central water handling facility for re-injection. 

Modifications to this development plan may occur to optimize economics and/or operations, with the overriding 
goal of preventing waste and increasing the volume of oil ultimately recovered from the Morrow and Chester 
pools/reservoirs. 
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EXHIBITD 
To the Application of Merit Energy Company, LLC (#32446) for an order 

authorizing the unitization and unit operation of the West Eubank North Unit 

Interested Owners and Offset Parties 

Merit Hugoton, LP 13727 Noel Road, 
(Via hand delivery) Suite 1200 

Dallas, TX 75240 
Merit Hugoton II, LLC 13727 Noel Road, 

(Via hand delivery) Suite 1200 
Dallas, TX 75240 

MMGJ South Texas, LLC 13727 Noel Road, 
(Via hand delivery) Suite 1200 

Dallas, TX 75240 
NB Energy, LLC 5299 DTC Blvd 

Suite1320 
Greenwood Village, CO 80111 

Roberts & Murphy, Inc. 1500 N Market St 
# R300 
Shreveport, LA 71107 

Jennifer Anne Roberts Beason PO Box 6449, 
Shreveport, LA 71136 

Mary M. Bennett, Life Estate 5021 W. Tarkio St 
Springfield, MO 65802 

Bennett Family Properties, LLC 1903 E. Shadow Cir. 
Park City, UT 67219 

The Jones Surviving Spouse Trust 406 Road 80 
Satanta, KS 67870 

The Jones Family Bypass Trust 406 Road 80 
Satanta, KS 67870 

Steven C. Bell 183 Desert Springs Lane 
Fernley, NV 89408 

The 2012 Welch Family Trust 1226 Whispering Highlands Place 
Escondido, CA 93428 

Marmik Oil Company 200 N Jefferson Ave 
El Dorado, AR 71730 

The Cooper-Clark Foundation PO Box 2707 
Liberal, KS 67905-2707 

The Alene R. Eckenroed Revocable Living c/o Jay Hay 
Trust PO Box 2707 

Liberal, KS 67905-2707 
The Michael E. Zieger Revocable Living Trust PO Box 2707 

Liberal, KS 67905-2707 



Buffalo Dunes Wind Land Holdings, LLC 3000 El Camino Rd 
Suite 700 
Palo Alto, CA 94306 

Alexander Family Revocable Trust 407 Road 60 
Satanta, KS 67870 

Charles Brad Mace 3522 Vestavia Court 
Joplin, MO 64801 

Brenda J. Palmer 1101 Odes Wilson Road 
Zionville, NC 28698 

Robert M. Mace 521 N. Maxwell Street 
McPherson, KS 67460 

John E. Mace PO Box 32 
McPherson, KS 67460 

Jo Ann Maggi son 617 Sundance 
O'Fallon, MO 63368 

Heirs or Devisees of Althea I. Mace PO Box 7 
Tuscumbia, MO 65082 

Jimmie W. Mace PO Box 7 
Tuscumbia, MO 65082 

Sherrod S. Prine, Jr. 148 Duddington Place SE 
Washington, DC 20003 

Joanne Gamot PO Box 2886 
Jupiter, FL 33468-2886 

Dianna H. Camper 1307 S. Parrott Ave 
Lot 15 
Okeechobee, FL 34974 

Dale A. Greer 6530 SW 155th Street 
Dunnellon, FL 34432 

John L. Greer 107 S. Loxahatchee Drive 
Jupiter, FL 33458 

Regina R. Greer, a/k/a Regina R. Norberg 2720 S. Stonebrook Drive 
Homosassa, FL 34448 

Kathryn R. Fitzgerald 10526 S. Avenue J. 
Chicago, 11 60617 

Ruth F. Sheffy 866 Burch Drive 
West Palm Beach, FL 33406 

American Warrior, Inc. PO Box 399 
Garden City, KS 67846 

Berexco, LLC 2020 N. Bramblewood 
Wichita, KS 67206 

Scout Energy Management LLC 4901 LBJ Freeway 
Suite 300 
Dallas, TX 75244 



BEFORE THE STATE CORPORATION COMMISSION 
OF THE STATE OF KANSAS 

Before Commissioners: 

In the Matter of the Application of Merit ) 
Energy Company, LLC, for an Order ) 
Authorizing the Unitization and Unit ) 
Operation of the West Eubank North Unit ) 
to be located in Haskell County. Kansas ) 

Dwight D. Keen, Chair 
Shari Feist Albrecht 
Susan K. Duffy 

Docket No. 20-CONS-3062-CUNI 

CONSERVATION DIVISION 

License No. 32446 

NOTICE OF APPLICATION 

TO: ALL OIL AND GAS OPERATORS, PRODUCERS AND LESSEES, OIL AND GAS 
LESSORS AND ROYALTY OWNERS, MINERAL INTEREST OWNERS, LANDOWNERS, 
OVERRIDING ROY ALTY INTEREST OWNERS, OTHER OWNERS OF OIL AND GAS 
INTERESTS, MORTGAGEES OF OIL AND GAS INTERESTS, AND ALL OTHER PERSONS 
CONCERNED: 

You and each of you are hereby notified that Merit Energy Company, LLC ("Merit") has filed an 
Application with the Kansas Corporation Commission ("Commission") pursuant to K.S.A. 55-
1301, et seq., seeking an order authorizing the unitization and unit operation of the West Eubank 
North Unit ("Unit"). The area of the proposed Unit, which will be operated by Merit, includes All 
of Section 4, and the N/2 NE/4 of Section 9, T28S-R34W in Haskell County, Kansas. Merit 
proposes to unitize the oil rights to a pool within the Morrow and Chester formations beneath the 
area of the Unit. The stratigraphic equivalent of Morrow and Chester formations are shown in the 
Cooper F-4 well (API No. 15-081-20670) to be between 5,201' measured depth from surface at 
the top of the Morrow formation and 5,511' measured depth from surface at the bottom of the 
Chester formation (-2, 117' to -2,427' subsea). Merit intends to conduct enhanced oil recovery 
operations within said pool in order to increase the recovery of oil reserves, and will allocate oil 
production from the Unit across seven individual tracts on a fair, reasonable and equitable basis. 

The Application is pending with the Commission. Any persons who object or protest to the 
granting of the Application shall be required to file their objections or protests in writing with the 
Commission within 15 days after the date of this publication. If a written protest is not timely 
filed, the Application may be determined administratively by the Commission and may thereby be 
granted without hearing or further notice to any interested party. All objections and protests shall 
clearly state the reasons why granting the Application will violate correlative rights, cause waste, 
or pollute water resources. Objections or protests shall be mailed to the Kansas Corporation 
Commission, Conservation Division, 266 N. Main St., Ste. 220, Wichita, KS 67202, with a copy 
to Merit's attorneys listed below. All parties in any way interested or concerned shall take notice 
of the foregoing and govern themselves accordingly. 

Jonathan A. Schlatter, #24848 



MORRIS LAING EV ANS BROCK 
& KENNEDY, CHTD. 

300 N. Mead, Suite 200 
Wichita, KS 67202-2745 
Office (316) 262-2671 
Fax (316) 262-6226 
Attorney for Merit Energy Company, LLC 



CERTIFICATE OF SERVICE 

I, Jonathan A. Schlatter, hereby certify that on this 26th day of August, 2019, I caused the 
original of the foregoing Application with its attached Exhibits A, B, C, and D, and the Notice of 
Application to be electronically filed with the Conservation Division of the State Corporation 
Commission of the State of Kansas, and caused true and correct copies of the same to be deposited 
in the United States Mail, first class, postage prepaid, and properly addressed to the parties listed 
on Exhibit D to the Application. 




