MINUTES

MONTANA HOUSE OF REPRESENTATIVES
53rd LEGISLATURE -~ REGULAR SESSION

COMMITTEE ON NATURAL RESOURCES

Call to Order: By CHAIRMAN DICK KNOX, on March 15, 1993, at
3:00 p.m. '

ROLL CALL

Members Present:
Rep. Dick Knox, Chairman (R)
Rep. Rolph Tunby, Vice Chairman (R)
Rep. Jody Bird (D)
Rep. Vivian Brooke (D)
Rep. Russ Fagg (R)
Rep. Gary Feland (R)
Rep. Mike Foster (R)
Rep. Bob Gilbert (R)
Rep. Hal Harper (D)
Rep. Scott Orr (R)
Rep. Bob Raney (D)
Rep. Dore Schwinden (D)
Rep. Jay Stovall (R)
Rep. Emily Swanson (D)
Rep. Howard Toole (D)
Rep. Doug Wagner (R)

Members Excused: Rep. Toole
Members Absent: None

staff Present: Todd Everts, Environmental Quality Council
Michael Kakuk, Environmental Quality Council
Roberta Opel, Committee Secretary

Please Note: These are summary minutes. Testimony and
discussion are paraphrased and condensed.

Committee Business Summary:
Hearing: SB’s 294, 311 and 248
Executive Action: SB 171
Presentation from the Department of Health and Environmental
Sciences (DHES) on the hazardous waste permitting process.

Presentation by DHES:

Richard Knatterud, environmental engineer, Department of Health
and Environmental Sciences (DHES) Solid & Hazardous Waste Bureau,
presented requirements for the hazardous waste permitting process
in Montana. EXHIBIT 1

The permitting process begins by submitting a permit, Mr.
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Knatterud explained, with the draft copy of the permit available
for public comment prior to its issuance. The worst-case-test
conditions are preceded by established permit conditions.

In February 1991, the Environmental Protection Agency (EPA)
issued Boilers and Industrial Furnaces (BIF) rules to provide
controls for toxic organics. Additional rules have been
developed to reinforce BIF rules. Success of these rules is
determined by measuring waste input and output, Mr. Knatterud
noted.

One metal in 100,000 is toxic, Mr. Knatterud stated. Below this
limit, there are no adverse actions noticed. Burning is not
allowed until the entire permitting process has been completed.
Soils and surface waters are tested for metal accumulation. If
air quality is poor, hazardous burning is ceased. In Lewis and
Clark County, this includes about five days per year.

Annual emissions testing is conducted for dioxins, Mr. Knatterud
continued, with all hazardous waste storage inspected and
regulated. Standards are required to guarantee that a facility
can operate effectively to protect health and human environments.

Don Vidrine, Manager, Hazardous Waste Division, DHES, stated that
all hazardous waste burning in Montana is resource intensive. HB
419 will give authority to assess administrative penalties
associated with hazardous burning. Presently, only lawsuits can
levy fines, he said. HB 592 will also give DHES authority to
assess fees on applications for commercial hazardous waste
facilities.

Questions from Committee Members and Responses:

REP. TUNBY asked Mr. Thorvilson if time-frames are consistent.
Mr. Thorvilson answered that time-frames will be shorter in the
future.

REP. GILBERT asked if DHES has the authority to regqulate
monitoring after the permit is issued. Mr. Vidrine said the fee
bill will impose an $18 per ton fee which will give DHES funding
to hire staff for on-site monitoring.

REP. GILBERT asked if DHES determines a case is severe, could the
facility be shut down. Mr. Vidrine replied, yes.

REP. GILBERT asked if a permit is issued, will DHES continue to
monitor the soil site for cumulative affects. Mr. Vidrine stated
that additional monitoring will be done throughout the life of
the facility.

REP. RANEY asked Mr. Thorvilson if there is language in the
siting bill to prevent importation of waste. He also asked how
does this affect superfund monies. Mr. Thorvilson answered there
will be no effect on superfund monies.
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REP. RANEY asked Mr. Thorvilson if every carcinogenic element
from out of state is monitored. Mr. Thorvilson replied that
stack emissions, which will be low, are monitored. He added that
bio-accumulation effects are not seen.

REP. RANEY asked if the waste stream entering the cement kiln is
controlled. Mr. Vidrine said yes, although certain wastes are
excluded. Waste will be from Montana as well as other states.

REP. RANEY asked if cement kilns burn every waste Montana needs
to burn. Mr. vidrine answered, no, all Montana wastes cannot be
burned.

REP. RANEY asked when accepting waste stream for the kilns, is
there is an analysis conducted of how these products will
interact with fossil fuels. Mr. Vvidrine said DHES does not go
into extensive chemical analysis but, yes, there are parameters.

REP. RANEY asked at what point could a disbelieving public
approach DHES. Mr. Vidrine replied when draft permits are
issued.

REP. RANEY said if the public doesn’t believe DHES findings, can
they stop the permitting process if SB 339 is not passed. Mr.
Thorvilson replied there is always some type of recourse
available.

REP. SWANSON asked for an explanation of dust emissions and
disposal. Mr. Vidrine stated that excess kiln dust is used as a
raw material feed. Most dust, however, goes back into quarry
sites. EPA is currently developing a two-part test for cement
kiln dust disposal. It may become necessary to manage the dust
as hazardous waste, he noted.

REP. SWANSON said she has heard there is cement dust covering
parts of Trident. Mr. vidrine replied that risk assessments for
dioxins are being conducted. Dust is not currently managed as a
hazardous waste.

REP. SWANSON said farmers are nervous about the effects of
dioxins on milk. How broad is the geographical area encompassing
testing sites, she asked. Mr. Vvidrine said federal BIF rules are
required for sites. Background testing of soils and surface
waters is done on site, he said.

REP. SWANSON said since Montana isn’t currently burning hazardous
waste, plants do not have a track record. This industry could
become very big, she said. Mr. vidrine said a baseline will be
established prior to burning.

REP. BROOKE said that when the trial burn period is established,
there are special burning temperatures. She asked how does DHES
know that these temperatures don’t affect the permit level. Mr.
Vidrine said a graph will be displayed showing burning sites and
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temperatures.

REP. BROOKE said that plans to burn PCB’s have nothing to do with
BIF rules. Cement kilns are part of industrial waste. Chuck
Homer, DHES, Air Quality Board, stated that when air quality
conditions are determined, burning periods can be decided.

REP. TUNBY asked Mr. Vidrine what type of monitoring can be
expected 450 miles from Montana. Mr. Homer replied monitoring
will be minimal; perhaps once per year.

REP. HARPER stated that cement products are unreqgulated and raise
new concerns over possible contamination. Mr. Vidrine said there
is a cement kiln dust study being conducted as well as an
exploration of the risk of dioxin; inhalation vs. ingestion.

REP. HARPER stated there have been bad experiences with PCB’s,
and asked if modeling is the only way to monitor contamination
levels in products. Mr. Vidrine said all determinations were not
theoretical. Modeling is one of the methods used by DHES.

REP. HARPER asked if permit issuance based on theory or modeling.
Mr. Vvidrine said initially there is a trial burn followed by
compliance tests.

REP. HARPER said there is concern in Helena that residents are
becoming toxic guinea pigs because of air conversions. He asked
if it could be expected that federal rules will change
measurably. Mr. Vidrine said he did expect some changes. The
EPA has already published draft studies showing the risk of
ingestion, although these studies are not site specific.

REP. RANEY asked if the Colstrip plant would be considered BIF?
Mr. Homer replied that if Colstrip chooses to burn hazardous
waste, the plant will likely fall under BIF.

REP. RANEY asked why toxic rain couldn’t be expected to be
emitted from the stacks. Mr. Homer responded that when an
analysis for air quality is conducted ambient air standards are
used as a model. These standards are based on a maximum impact
area and worst-case scenario.

REP. RANEY asked how toxic chemical coming out of the stack
relate to PIC’s. Mr. vVidrine said a trial burn will retake what
comes out of the stack.

REP. RANEY asked if it is possible to know if these emissions are
safe. Mr. Vidrine stated PIC’s coming from the stack will be at
trace level.

REP. SCHWINDEN said the revenue for the Ashgrove plant must come
from waste importation. He said that monetary amounts have not
been noted. Mr. Vidrine said the combination of both money to
treat and dispose of hazardous waste and fees generate revenue
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for the plant.

REP. ORR asked if DHES monitored emissions from hospitals. Mr.
Homer said there are no specific rules to monitor these

emissions.

HEARING ON 8B 248

Opening Statement by Sponsor:

REP. BOB GILBERT, HD 22, Sidney, on behalf of SEN. BILL YELLOW-
TAIL, 8D 50, Wyola, stated SB 248 will remove surface owner
consent for strip mining. The bill brings Montana law into
compliance. -

Proponents’ Testimony:

Jim Mockler, Executive Director, Montana Coal Council, asked the
committee to pass SB 248.

Opponents’ Testimony: None
Questions From Committee Members and Responses: None

Closing by Sponsor:

REP. GILBERT said SB 248 is a simple bill to bring Montana into
compliance with supreme court standards.

HEARING ON SB 311

Opening sStatement by Sponsor:

REP. ERNEST BERGSAGEL, HD 17, Malta, presented SB 311 to the
committee on behalf of SEN. GREG JERGESON, 8D 8, Chinook. The
bill is designed to define the oil and gas division order.

Proponents’ Testimony:

Russell 8. Unruh, member of the Montana Land and Mineral
Association, testified in support of SB 311. EXHIBIT 2

Herb Vasseur, President, Montana Land and Mineral Association,
submitted proponent testimony. EXHIBIT 3

Janelle Fallan, Executive Director, Montana Petroleum
Association, testified in support of the SB 311. EXHIBIT 4

Opponents’ Testimony: None
Questions From Committee Members and Responses: None
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Closing by Sponsor:
SEN. JERGESON was expected to close the hearing on SB 311.

HEARING ON SB 294

Opening Statement by Sponsor:

SEN. TOM KEATING, SD 44, Billings, told the committee that
Montana does not have a definition of coal mining within its
statutes. Methane gas has a nebulous definition as gas is formed
from the compaction. Gas can migrate in and out of a coal bed,
he said. SB 294 will define that coal is a solid hydrocarbon
with methane a separate component. SB 294 is necessary to help
with leasing.

Proponents’ Testimony:

Janelle Fallan, Executive Director, Montana Petroleum
Association, stated that the Board of 0il and Gas did not have a
definition of coal.

Jim Mockler, Director, Montana Coal Council, testified in support
of SB 294. He said he would be concerned should the bill apply
to surface coal mining. The Montana Coal Council should not be
charged with loss of any royalties. EXHIBIT 5

Doug Abelin, Northern Montana 0il and Gas Association (NMOGaA),
said NMOGA supports the bill as written.

Monte Mason, Manager, Minerals Division, D8L, said mineral rights
of the state are in trusts. SB 294 clarifies the definition of
coal. Although coal is a hydrocarbon, not all hydrocarbons are
coal. The intent of the bill is to clarify the term within
mineral title documents.

Opponents’ Testimony: None
Questions From Committee Members and Responses:

REP. RANEY asked SEN. KEATING who could be adversely affected by
the bill. S8EN. KEATING said there could be an adverse affect on
railroads as the bill states that they cannot own gas in a coal
bed. Only the state has ownership, he noted.

REP. FELAND asked if he could lease methane gas from a Colstrip
coal bed. S8EN. KEATING replied, yes, at the present time you
can.

REP. RANEY stated some people own coal but not surface rights.
SEN. KEATING answered, yes.

REP. STOVALL asked if the Crow will own coal on their lands.
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SEN. KEATING stated Indian tribes own mineral and surface rights
on their land, and coal is a mineral.

EXECUTIVE ACTION ON SB 171

Motion: MOTION WAS MADE TO TABLE 8B 171. Motion carried.

ADJOURNMENT

Adjournment: 8:00 p.m.

MJLKCR o

DICK KNOX, Chairman

Tty by

\. ROBERTA OPELiyjéc etary

DK/ro
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REP. DICK KNOX,

CHAIRMAN

EXCUSED

REP. ROLPH TUNBY, VICE CHAIRMAN

REP. JODY BIRD
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EXH“NT ,

DATE@ ‘7/’ 0‘71

AGENDA

House Natural Resources Committee - 3:00 p.m., March 15, 1993
Department of Health and Environmental Sciences
Solid and Hazardous Waste Bureau
Hazardous Waste Program
Presenters: Richard Knatterud, Environmental Engineer
Don Vidrine, Hazardous Waste Program Manager
1. Proposals by Cement Plants
2. Permitting Process

a. permit application review

b. draft/final permit

c. trial burn process
3. Existing Rules/Standards
a. federal BIF rules

b. state BIF rules
c. general facility standards
4. Other Laws/Rules
a. Air Quality Bureau
b. Moratorium
c. MEPA
5. EPA research/BIF Roundtable
6. Summary
7. Resources to Implement BIF Requirements
a. Resource needs
b. Program funding

c. Proposed legislation
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LEGISLATIVE TESTIMONY
DIVISION ORDER BILL
}‘!B 311

My name is Ruseell S. Unruh. I e&m & rancher in northern Blaine
County and am a member of Montane Land and Mineral Association. I
am here to testify in favor of 8B 311, the Royaliy Division Bill.

I believe that s Royalty Division Order should be only a document
which is necessary to distribute royalty to mineral interests.

In some cases, Royalty Division Orders have been used for other
pPurposes as well

My Division Order, for exemple, not only deacribed my mineral
intere=t but injected other proviamione. One such provision was that
"settlement of the mineral interest eghall be made oo the bagis of
NET PROCEEDS from the sale of the oil aned gas”. It then went on too
desCribe net proceeds as “the amount received from such a sale lesas
transportaetion, dehydration, 5epc*ation, treating, processing and
compres=ing charges or othar expenses, if say'.

As & result of the sbove proviegsions, I feel that my Royslty Division
Order sltered the provisions set forth in amy lease. My lease stated
that “the lessee shall pay the lesscr,as royalty, one eighths of the
PROCEEDS from the sale of the gas, &5 such, for gesz from wells whers
gas only ie found.™

I beilieve that when we sign a 12 1/2 % land owners rcyalty lesse,
we dre giving the lesee 87 1/2 X cf our ga=a and cil to produre,
tranaport mnd market our gas or oil without any coat to ua. When we
siganed the above mentioned leese, we understoed that we would
receive 12 1/2 % of the proceeds from the sale of our gas ea staled
in our leese, but we recelve eaprox. $.4% per mcf leze then Lthe asale
price. As & result, over the past i3 yearz that the field has been
in production, 1 feel we baeve lost msny thouseands of dollars.

I bejieve that if SB 311 i=s e¢nacted, it will stop future Roysily
Divieion Urders from altering provisions in the lease. I would also
recommend that future Division Orders use lerge enonsgh print so you
don’t have to find @ microscope to read then. ’

Regpectfully,

- . A
it R e

“Rus=sell S. Unruh

Box 457

Chinook, Montana 59523

406-337-3626
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The majority of leases in our area are 1/8 share to the royalty owner and
7/8 to the producer. The 7/8 share is supposed to allow producers to pay
costs of drilling, production, treating, and transportation to a delivery
point, and still make a good profit. And it does.

The method used to change leases with division orders by our somewhat
unscrupulous produters is to draft a legal document that is virtually
undecipherable unless you have a law degree and then it's questionable
unless you have expertise in this area. They send this document to the

“royalty “owner with a letter saying you must sign this division order in
order to get your money which at this time, is okay, say for example
$4,000. "We would like to disperse these funds but we cannot unless you
sign and return the division order."” It is a very exciting time (just
like hitting the lottery) and so the mineral interest owner checks the
share to make sure that it is right because that part was readable, signs
the division order form, and has just been had. When his checks start
coming, there are all these deductions that are taken from the gross
proceeds over and above taxes.

What is happening is that the people are being taken advantage of and

basically being bribed to sign these bad division orders. This law would
stop that because if they wanted to change a lease, they would have to
amend the lease and most people will take a much harder loock at amending
the lease. We are not the only ones having this trouble as a number of
states already have a similar division order definition on the books.

Enclosed in this testimony are two examples of gas division orders that
have taken advantage of the royalty owner. They are the same except they
were used by two different companies, one from Canada and one from
Colorado. They change the terms of the lease to allow additiocnal
deductions before royalties are paid. We also have examples from two of
the major producers in Montana that do not change the terms of the lease
and to our understanding, none of these major producers in our area are
changing the terms of the lease with a division order.

We urge your support of SB 311 - Division Orders.

Thank you,

A

Herb Vasseur, President
GM:sn

Attachment #1: Xeno, Inc. (poor)

Attachment #2: Smoky Hill Exploration Co., Inc. (poor)
Attachment #3: J. Burns Brown Operating Co., Inc. (fair)
Attachment #4: Norfolk Energy Inc. (good)

Attachment #5: 0il and Gas Lease (MLMOA-2)

Attachment #5: Oil and Gas Lease (Montana 88b)

3
%
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March 12, 1993 EXFDT 5
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Rep. Dick Knox, Chairman Rep. Hal Harper
Rep. Rolph Tunby Rep. Scott Orr

Rep. Jody Bird Rep. Bob Raney

Rep. Vivian Brooke Rep. Dore Schwinden
Rep. Russell Fagg Rep. Jay Stovall
Rep. Gary Feland Rep. Emily Swanson
Rep. Mike Foster Rep. Howard Toole
Rep. Bob Gilbert Rep. Doug Wagner

House Natural Resources Committee
Capitol Station
Helena, MT 59620

Re: SB 311 - Division Orders
Dear Representatives:

The Montana Land and Mineral Owners Association consists of 165 members
and represents approximately one-and-a-half million acres of private land
ownership in north central Montana with members primarily in Blaine,
Chouteau, Hill, Liberty, Phillips, and Valley Counties. This area is the
major gas-producing area in the State of Montana.

A division order is a legal instrument used to notify mineral interest
owners that gas or oil has been found and is going to be produced from
their mineral interests. What is needed in a division order is the
correct name and address, the tax identification number, a notification
clause that if any interest is sold, all involved are notified, and the
division of mineral intersts on that tract of land so everyone gets the
correct share of the proceeds of the production.

To the best of our knowledge, the major producers are doing exactly what
a division order is supposed to do: however, we have a few smaller
producers and note, a few producers, that have been using division orders
that change the terms of an oil and gas lease. Just about all leases
give royalty owners a percentage of the gross proceeds less taxes. When
division orders are used to change the terms of an underlying lease, it
is always at the cost of the royalty owner. They are being charged for
transportation, compression, treating, and even production costs.
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GAS DIVISION ORDER

TO: XENO, INC.

(SR . o\ 3

PEERCTIVE: Auyust 1, 1978 o S
The bebow named parties, hereinalier destaated s "OWNERS", and cach ol them by their signstures bereto pilined. do beeehs o present, ceetily and watiant hat they are

the legal wners i the proportions set out below of all the gas and sssuisted liqual hyadrmarbuns produced from or slocatin (o the well, a0fvage uf CUlMuRitized sice o e

partwularly described s follows:

EXHIBI _ 3
DATE__ 3715 -4
Section 28 : All SQ)‘)\(\

Township 36 North, Range 19 East MPM

in Blaine ... .—...Uounty. State of Montans, snd are eptitied 1o reveive payments for gas tehen or sold ofl of the promises, snd until lunther notice credit for
sueh as s baken of sold Trane said premes shall be ven as diserted trfow:
CREINT TY DIVISION OF LNTEREST MALLING ABDRESS a0
o arel IWaorking Interest W { SOUIAL SECUMITY NGO
Overading Hoyalty  OKH or TAXIPAVERS
Landewnery Hoyeity LU IBENTIFICATION NO.
Russell S. Unruh g 4.4531 s LOR CHINOOK, Montana, 59523

Joyce A, Unruh
Social Securivy No.: 516-28-3365

XENC, INC. herewalter caifed "OPERATOR™ may sell snd deliver to sny purchaser and then e o the Owners g3 set out herain for all ges ana
avsociated byt hydrocsrbans, inchuding condensate produced, saved snd sold frum sand prermises s follows.

b Fayment tor gas shail be paid ta the Dwnees according 0 the divisnn of interest shown shave Payment therstor b made miobibly by the Upesaior nathng to surh
parties s cheek therelar at the pust office address stated, on or before tiety 01 day s sfter tecept by Opetatar of sulliewm infurmaton wpet a bl h settlement the e for may
In matte 11 Che amount sccruing Lo the interest of any Dwaee herein s leas than Fous Dollars (84 001 in any une month, che proveeds ol suct rons may, ot ke option ol Ogperator,
B accomulated and gasd withuut intecest on an aonuad bhasis, payment to be male i December of caeh year

o retund of & pacvon ol the pr bs denved from the sate of gas may be tequired ander any weder, aede or fegoiation ol the Fomerad Fuaer Ui of sther
vramenial sxency having punisdiction therend, of the provisians of the “Natural Gas Act”, the poace lor gas shalt Lo catidatod on Whe sy ol e unsusgended or
bl certifi sted price for such gas. Dperatar may hobl, without interest, the partion o groecels subp ok to prov v refund wntl b smennt ob the tetuml, o any s
mined by finatunappeslabde onder of the Feders] fawer Commission of such uthee gove Amenta s gy Oprerarur woabso vapressiv ndhanized amd given the fght, oty
vtmn (o withhold or deduct from the share of any dishursement directed hereander sttplvtadde 1 sy Ut w sullicient soin do bay all ad valurein taaey Monlana
~ Tan, Montana Conservation Tan, Hesaurce bdemutty Fund Tan and any otier 1an tenebabing iheotue Canest thag wilh beeume dur i puyabb by wny Owier, and
G Py such tanes and render 8 (ull sccount of any such taaes pand by W n any Owner for whom auch tanes have been pand

2 Scilenent for the shove interests shall be iade on the hasis of the it proceeds eeveived rom (e sale of gas based Ugn LN YOl cumputatuns misile uf accepleat by the
purchasers thereal “Net proceeds” means the amount recerved frum such sake fess Transportstion, dehy deation, NCPAI R, LEe sl EOresSIng AR Coniee ssiun chat
other costs or wapenses, i any. Operator may sell gas 10 80y purchaser of 18 Chore 4L such Buantites and prees as @ shall deem pradent However, i the voant dhe sah s prwe
for gas 1n extablinhed of regutated by the Federal Power Commussion, or ather tosernmental authority, e Prowce applicalde t such sales Tae the pusprne of caloalatug net
proveeds shall be the unsusprended or unconditional certilicated price for such gas determined by final utageealatde ordee ol the Feuderal Power Coninsaion of sut b ol ner
gursernmental sgency

A Parments so made are to be i full settlement for such Ran o taken or sold from s,

1 premies

4. Owners seserally shall notify Operstor of any change of ownership, and no tran-te
aedinstannent evidencin - cichweansfer. e s cerohed cupy thereof, shall be fuenish
Lay of he cad notat monthan w fach natiee ss reeeved by perstor. Operator is rebevad |
ahon e shallor shoutel resvert taor b owned by sther parcties as the fesult of D tonpetion o1 hsoatge nr pianey of othet gy waeits Iram sanb oiercbs wiol U Owncis whase
ed iy surh money as ather payinrnats il any . assul
the thos e arhiress, when any such moacy of when any obher division slnterest than that set Bt above shadl, lor siry teasons
trarsfee dengly . and That octhe sevent - b ratwe shall fot be eeeeivest, Operator shatl e held harmtess in Uhe esent al aiid a8
fss which nught anse out of any sverpayment.

fanteeest shatl bw bindimg upon Ui tatof until s Fequest to mahe such transive s the
it Operator Tronadees ol interest stiatt be e vlectn e not vaher tan the Lt

by ol any Fesponsinliny Inr dete o o and whet ang of e snterests set bath

interests are suud responutiity and stall fave Opegstor note th witing by cvitfaol tlettet sibiiesed L Sperator et

e e lrtve, aeb G e ooguesta bee

tehy telvased (e aty and sl detnage of

5 I the event of any dispute of question 3t any Limre concerming Githe to the shave descrbed lands oF the gas producest therelrom, Opecator ey bubl the procecits of sil esy
runs kereundee untibsademniy satsfactory to Operator has teen furnshed or uatil sueh shspute or queston ol 4t errs bl ol Fenoved o Operacet s satedasbon I the
Event that ane court arbioh ue soit s hivd i any coset alfeeting Ltle 1o either the real prupertsy above desctabed of S 1he g g weed Aheredion ik which any of the
rtes, written netice of the Diling of such acton shall immediately be Jurnsnod ta Dpetaror sy the undders
et of awit, and Uperator or any purchaser of gas cuns shall be hebd harasless Trom auy pudgimeat fend
LI neting aganst sl elaim whether in Operatar’s delease or i the delense ol L e e e d shabl pay sand Juily neat ant saad eoals sand
apenaes i bhe praporton amb t the cxtent that the same aflects his of ther ainterest. Where undef Lhos prosesien A be pocecits of iy s salbes ate retaned, Ownrrs agrer te
watesnty and bubd bhe Opeecator harmbess fron any liability (of any tas proposed of assessed agaimst of paod on scvant ol surh o taand poseeds, Lo ther with Hae popaltics
et thereta, and the perator may deduel the sanve fram any amuunt nwing by st Oenves, T the event of overpay meot o gas b the nda sl ol sty Uwner hegen,
Uperatar 1v authunzed upon discovery thereul tu recoup such smounts lrun (Uture accrualy tu this of any othe aterest ol such U e dur w e Dperaton siny sese settionenst

sl Ak the court iy whoc b saine s Difed and

wiabersgened are

et o b st snad sl erason e cos st e ey

cas putrhia

6. Thas A
eaecute the

Bt SRl Ly bnding upun all parties sgrecing hereto irrespeciine ol whether sl parties uwiing 36 anterest ia the Moserals, foyalty and leaschobd estates
and shatl eatend 1o anid be dinding upon their respective heirs, deviaces, exceuturs, legal representan 1 sty This Agrecmient may be
atlachort as an e to any otber document and incarporsted therein by ceference tur all purposes a6 cxecution o 30y Such doucument 1o which this La, ivoton Ordes ey be
el ahall be deemed to e lur o1l purposes of the sene furce and eilect 8 eaccuniun of this docuiant

N,NUCEES SOy

T Itapgheable, the Operator will eomply with oll provisions of Executive Order No. 112406 of Septentnr U4, 1965,
rexutations and relevant orders of Lhe Secretary of Labor.

nd wny smeadment of supploment thereis and of the fulea,

JOYCE o0 tmpui
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Cops GAS DIVISION OLdUbER

SMOKY HILL EXPLORATION COMPANY, INC.
April 1, 1982

TO:
EFFECTIVE:

The below named parties, hercinaflter designated as "OWNERS", and each of them by their signatures hereto alfixed, do hereby represent, ceclify and warrant that they are
the legal owners in the proportions set oul below of all the gas and associated liquid hydrocarbons produced from or allocated to the well, acreage or communitized area more
particularly described as follows:

Township 35 North, Range 12 East, MPM
Section 131 all
1-13 Meland

in H 1 1 1 County, State of Montana, and are entitled to receive payments for gas taken or sold off of the premises, and until further notice credit for
such gas so taken or sold from said premises shall be given as directed below:

CREDIT TO DIVISION OF INTEREST MAILING ADDRESS and

{owner) (Working interest - W.I. SOCIAL SECURITY NO,

Overriding Royaity - ORR or TAXPAYERS

Landowners’ Hoyslty - LOR) IDENTIFICATION NO.

Sigurd Meland 3.,125000% LOR Havre, MT 59501

SMOKY HILL EXPLDRATIDN CBMPANY' INC. hereinali ulled“OPERATOR may sell and deliver to any purchaser and

& My T Tadi d. 3

then remit to the Owners as set out herein for all gas and iated liquid hy [ saved and s0ld from said premises as followe:

1. Payment for gas shall be paid to the Owners according to the division of interest shown above. Payment therefor may be inade monthly by the Operator maiting to such
parties its check therefor at the post office address stated, on or before thirty (30) days aflter rt‘(.elpl by Operator of sufficient information upon which settlement therefor may
be made. If the amount accruing to the interest of 2ny Owner herein is less than Four Dollars ($4.00) in any one month, the proceeds of such runs may, at the option of Operator,
be accumulated and paid without interest on an annual basis, payment to be made in December of each year.

If a refund of a portion of the proceeds derived from the sale of gas imay be required under any order, rule or regulation of the Federal Power Commission of other
governmental agency having jurisdiction thereof, or the provisions of Uie “Natural Gas Act”, the price for gas shall be calculated on the basis of the unsuspended or
unconditional eertificated price for such gas. Operator may hold, without interest, the portion of proceeds subject to possible refund until the amount of the refund, if any, is
delermined by final unappealable order of the Federal Power Commission or such oth r governmental agency. Operator is also expressly authorized und given the right, in its
sole discretion, to withhold or deduct from the share of any disbursement directed hereunder attributable to any Ow aer. a sulficient sum to pay all ad valorem taxes, Monlana
Net Proceeds Tax, Montana Conservation Tax, Resource Indemnity Fund ‘ax and any other Lax (excluding income taxes) that will become due and payable by any Owner, and
to pay such taxes and render a full account of any such taxes paid by it to any Owner for whom such taxes have been paid.

2. Settlement for the above interests shall be made on the basis of the net proceeds received from the sale of gas based upon Lhe volunie computations made or accepted hy the
purchasers thereol. “Nel proceeds” means the amount received from such sale less Lransportation, dehydration, separating, treating, processing and ecompression charyes and
other costs or expenses, if any. Operator may sell gas to any purchaser of its choice at such quantities and prices as it shall deens prudent. However, in the event the sales price
for gas is established or regulated by the Federal Power Commission, or other governmental authority, the price applicable to such sales for the purpuse of ealeulating net
proceeds shall be the unsuspended or unconditional certificated price for such gas determined by finsl unappealable order of the Federal Pawer Commission or such other
governmental agency.

3. Payments so made are to be in full settlement for such gas so taken or sold from said premises.

4. Owners severally shali notily Operator of any change of ownership, and no transfer of interest shall be binding upon Operator untila request to make such transler and the
recorded instrument evidencing such transler, or a certified copy thereof, shall be furnished to Operator. Translers of interest shall be made effective not carlier than the first
day of the calendar month in which notice is received by Operator. Operator is relieved hereby of any responsibility for determining if and when any of the interests sel forth
above shall or shouid revert to or be owned by other parties as the result of the completion ur discharge or money or Lher payments from said interests and the Owaers whose
interests are affected by such money or other payments, if any, assume said responsiblity and shail give Operator notice in writing by certifivd letter addressed to Operator st
the above address, when any such money or when any other division of interest than that set forth above shali, for any reason, become elfective, and Lo furnish reguests for
transfer accordingly, and that in the event such notice shall not be received, Operator shall be heid harmless in the event of and is hereby released from any and all damage or
loss which might arise oct of any overpayment.

5. ln the event of any d|spnl= or quesuon at any time concerning title to the above described lunds, or the gas produced therelrom, Operator may hold the proceeds of all gas
runy hereunder, untif ind ty ! y 1o Operator has been furnished or until such dispute or question of title is corrected or removed Lo Operator's satistaction. br the
event that any court aclion or suit is filed in any court affecting title to either the real property above deseribed or to the gas produced therefrom in which any of the
undersigned sre parties, written potice of the filing of such action shall imnediately be furnished to Operator by the undersigned, stating the court in which the samie is filed and
the title of such action or suil, and Operator or any purchaser of gas runs shall be held harmless from any judgment rendered in such suit and all reasonable costs and exprnses
incurred in defending against said claim whether in Operator's defense or in the defense of the gas purchaser, und the undersigned shall pay said judgment and sind costs and
expenses in the proportion and 1o the extent that the same affects his or their interest. Where, under this provision the proceeds of any gas sales are retained, Owaers ugeee to
indemnify and hold the Operator haemless from any lability for any tax propused or assessed against or paid on account of such retained procceds, Logether with the penalties
incident thereto, and the Operator may deduct the same from any amount owing by it 1o Owners. In the event of overpaynient fue gas Lo the interest of any Owner berein,
Operator is authorized upon discovery thercof to recoup such amaunts from future accruals to this or sny other interest of such Owner for which Operator may niake settlement.

6. This Agreement shall be binding upon all parties agreeing hereto lrre:peellve ol whether all parties owning an interest in the minerals, roysily and leasehold estates
execute the same, and shall extend to and be binding upon their respective heirs, d: s, Jegal rep: Lives, ns. This Agreement may be
attached as an exhibit to any other document and incorporated therein by reference for all purposes and execution of any such document to which this Gas Division Order niay be
attached shall be deemed to be for all purposes of the same force and effect as execution of this document.

7. Happlicable, the Operator will comply with all pruvmons of Executive Order No. 11246 of September 24, 1965, and any amendment or supplement thereto and of the rules,
regulations and relevant orders of the Secretary of

Social Security #
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GAs DIVISION ORDER ‘Q ) o
, SORY |

Division Order Number
; Date Issued _January 14, (991
' Elteclive Date I trst ProducUion

TO:  J. Burns Brown Operating Company
P.0. Box 130966 -

Ty}or. Toxas 75713

) . ' rels
This division order applies to fif; gas, condermsate;distitfate;plant pruducts, and atfolﬁgrwgr%car bons, or the proceeds from the sale thereol, pr

! duced from the lollowing described wells(s) and land, to-wit: ; o
| Township sty M.P.M. B T L I S &=
Section’ : 5 \9/0\%
A DATE_ 2 .0
' -" SO ML |
Credit To; - (Division of Ownership) v ! e '

See attached Exhibit "a"

3

Noproacnts to the bLeast of the undersigned‘s
.. . : . .. . present informotion '
Each of the undonl!’ned. tor himsslf and withoul ragard lo any ollier parly/eertilies-snd-quarantess that the Interest sel oul opposlie his neme, ls uf}L,

the Inlerest ownad by him ln theoll, gas,<condansale distitlaterplant-produets, snd sl other iydfocart or d lo i}
theInierast owned by hlin '8 ' i rp pro Y alto .‘t'yn'ﬁlcr.eﬁm’ proces llromlhouulmoollromzﬁ_

Untit fur ther wiition nolice of a chianga in ownership, as hareinsiter provided, you will glve credit lo the umlnis!To(\lor such Interest showin sbave,
relnted

1. You or your assignses, nomlnens or vondees aro authorlzed o purchase, rocelve, sell, and/or \o dc%or \o other purchasers for my account and
10 recalve the procesds theraof, the oil, gas, sondensatedislllialorplant-products, and-oil oihertiydrocarbons as sbove dslined. 2R
A 2, For all gas Vaken horeundor, the undersigned will ba pald s share of the procoods sl tha dellvery polint of such gas less thosa expanses snd sel-

tiement charges sel forth helow which, for nil purposes her aundor shall be considered the prlce recaived lor mr}u gasunder thaterms ol sny sp-
ulluhll gas cantracl {or amandinant or supplemert ta such contract) which is hereby eatified-nnd conlirmed by-the-undersigned: Il J, Uunuu(O(/
rown Oporaling Company is a parly to such gas conliact, B will bo mada avallabie 1o tha undot signad fur Inspeclion at the olilces of J, Burng™ 20—
Drown Operating Company during nocmal businoss hours, Seolllsmont therolur shalt bo made as heireln provided, loss taxes, lransporiation,~.

rllhavlu(, \realing, guoceulur anid catmprossion costs Incurred In connaction with the marketing of such gay incurred prior or subsequent to

he “poini of delivery’ as delined I 110 1eleronced Gas "u'c"\';‘i:'jr;‘ﬂ""(‘[' which the u‘-dnrslpnell hetel "T‘[mw‘"\""’ anct sgrees lo psy.

" 1

b
%-Eneauillcg_ondonuIn,—dlﬂlllnIc.—pim\\-pnnlue\r.,-mulnll nlhor'-hw fochibon -"‘ak}n‘- ‘1‘.‘::1‘ \"NIL‘\"‘-“I‘L nna« I“\s (118 !Yall"a‘ ‘l chlng ﬂ.lJ-‘l.NbL
ed tharelof Kt they well; allor.xlndu:l_i_n{;‘!hcrclvom a raasonablo sum lo covar the cosls, and expenses of treating nnd markeling such o, conden-( U!,
salo, distitiale, plant producls and all sllier hydroearbons_ 1 Jiy order 1o marhet such olt, condensale, distillate, piant products and all other :
hydrocarbons, 1L Is necassary to transport samo by Vruck or barga 16 TInarketing point ALan. i hal event, you are suthorlzed to deduct Irom 3}/
tha Evocuds lor such oll, eandansate, distillale, plant products and all other hydrocarbons the ‘fu’ERIFHz orbareing shargas_roper deductlons
E]

il be-made-lor-sediment and otherimpuritiescand gorroctions lor-tamperature-wlil-bo made-In-accor dance-wilivestablished rule s iFavailing et~
the-time-and-place-ei-delivern

4. The undersignad sgress lo Indemntly you and hold you harndoss from any Hability lor any \nx proposed-or assessad agalnst any Inferasiy
hereundor and hiersby authiorizes you qne! Y d poy such tan or lnuu.y d et 0! H\a g 'd‘/)‘"

) underalg@ind-
S, Accoun\lnr and payment shall ba mado‘inly lor tha oil, gas, candensale dictillate, plant.-preducic snd a||-q||nor/‘|c|'i‘(lx!i‘i“»lun| marheled and ac--i
Tuslly setiled lor by ihe purchasor and shall bo inatle by chinck payabla Lo the undersigned al thelr raspective addiessas shown sbove mcvlde«lu 0
il e proceeds sccrulng lo any Interest horounder should mmount 1o joss than Flilly Doltars (350.00) per monih, you whi withhold pPaymangs =
withoul acerual ol Inlerest uniil such accruals amount to Fllty Dollars (350.00). All payments hereundor shall bs doemed propsily made upon _’SZ..
balng deposited In thie Uniled States mail, poslage prepald, addisssad to the undeislgned as above sel lorih,

6. 1he vndarsigned aproes lo relund any overpaymonl which ho recoives and agress (hal you, In your discistion, may withhold proceeds al-
tributable Lo this Inlorast unth tlie amount ol the ovorpaymant Is Tully recoveretl, of the undern Lpned

relate fo o
7.Galislac|e'robslun|sm‘o|Imr—ovido%m?l]l\i‘q}will hoJuvnlthod-loirou-a\-any-\lmu-nn lomand, -Iv\nwoven\-ol adallure-1ef sp-turntshi-such
L} y 4

.evidance aliltle or ln the evont of ar rso clnimor dispule i any limoe concerning tilid!, you may held the proceeds of all oll, kv, Mmlmuln.‘ﬂc,
~distillate;plant-products snd u\hm’?\y {rocarbons rotelyod without-balng linsbie-lar-interest-on-the-ampunt retained untit lnderfnlly satistaclory
1o you has been lurnishied, and In thd avent of any action qQr sult s filad fu any court sllocting tha Utleleither 1o the 1ands desc|ibed sbove or 10-.
the olt, gas, condensotes distilato fflont-products amd ollior hydiocaibons produced therolvom hiwhich any o the undersignot’are parthrs, will:
ten notlce of the liling ol sald aption shall ba immediately lurnlshed (o you by the undoersigned against whiom aclion ls commenced, stdiing the
courl to which the same s tilpd and Vo siylo of such actlon or sull; snd you and or any carrlar transporting the-ol, gas, oondnmnlordmli‘ln!q
plant-products and all atherhiydrocarbons for the undersigned’s account shejl Lo lield harmless trom any Judgiment renderad In such it In
sofar as the sams adversely allects tho lnlerasy In Uie abova relerencod lands owaed by the undersipned and/ar sll reasonable costs snd ex.
penses lncurrad In Jolending against such clalm insolar as tho same ndversely siocts tha Interost of 1ho undoersigned whaiher, ln your defente
or by live dalenss of the carrler lransporting tho-ell, gas, condoncalepdistlilalerplent proeduetls and otherliydrocaibons for your or Uie underslgn.
ed's account, and the undersigned agrees lo pay sald judr,e‘nnnl and tho cogls aind enpenses in the pmnolllun{nl o the extanl lhal the same
afloct the Intorest owned Ly l'im undursigned, IH‘!C‘A l”:{‘ 1 Iﬂ:? wk olia ll neve r‘ exceed the reiated

8. 1l any pottlon of the proceests derlved lrom the h“o 34 llié oil, ;()'.t's. cin'-:!cn‘;}- ‘c;i i3 illl-\' ?"Inni}ir‘détléls Sutan o\l\el\hydlocnlbnul fs subject to
luluml under any law, ordar, rule or regulation of any court, vcgulaluxr hady, slate, the U.S. Govermnment, or any subdivision thereol, you may
withhold witheut intereal tlie portion of the proceods subjoct to relui.J unloss Indemnity sallslnclo:r to you has been furnished, or unl(l there /L
fund obligation has boon lnally delarmined, 1l any portion of the proceads detived from the sole uf the-oi, gas, condensaterdistillste plant pro-
dusle auﬁ all plher hydiocor bons §s tierealter required lo be relundad by rou under any law order, rulo or 1egulatinon ol nnr coutl, tegulatony-
Loy, stale, |h&l\l.s. Governmant dx any subdivision ther eol, you aro authotlred totecover the amount ol the relund applicabls to the Interest ol
each o Mo undergigned b om lulurepayments, or al your efection you may Involce the undersigned Iheralor and collect the same plus the legal

- in- ianawith-the: ry. -of-the-

tote-ot-intereat-yo -q-EéTnllr ‘_n.||m (L) ‘CE{‘:T':IML'JJ“‘ :l‘n‘rz\dzir‘:“ﬁrénlglusln‘{'lr‘tér: of-the-refund, | ‘"‘l""J:rY (\C(‘.n\\lm\

9. Quanlities are lo be compulod liom ragulifi ly compiled (ank tables or gas Vecoruing charls or otherdinnttiods of computalion, with Hie under shgn:
ed 10 have the privitego ol witnassing and varilying the gaugo-tielials, q.‘u charls and chail integration results. You shall jinake avallabile sucly
racords b your posssssion during normal buslness hours lo the undersigned that will enable the indor signed lo verlly such quantitlas; In addiFZe=
tlon 10 the deduction of the1anteblea-and gas charls, cortecllons sluﬂ be made for lamperaturo, kmpuritles, and shrinkege according lo the !
sules and reguiations ss prescribed by the legal authorily (‘!éllﬂ Slate by which Jlie wells are tocaled,

10, H any royslly tnferast nereundur shali bucome wbd‘wldo\llynu‘:‘A‘u’a‘l‘iu\‘?u‘!”-‘ [ g(I'l ‘\"(_: IUSJJ’U\“?\.“"’Iea"l:)-:'!’n'u!sm. ! & rommsgn scand to

recelve paymant for the several holdars of the subdivided poi llon thereol, snd you shisli not be required to maks payment for the subsisided In%
ferest unlrl such designation s lurnlshad, . 3

1.1, The consideration for the axacuilon of this sgraamant Is the proceads Irom the-oll, gas, condenantes~diatiiloterplont-produets and-slt olher
latad  liydiocarbons oblalned and 1o ba oblalned lrom the unit well and/or lands descrived above, slong wilh thote additionst constdarations st Imlgy
hereln which are herely recognized and acknowledged as belng sulliciently reasonable, T‘IQ'Underslgnnd hereby-adopireatily and eonlirm (W82
above deseribad deeinration ol unitidellling and produetion unit legether-wiih all amendments and aupplements thereto which aigsiniyreverded )

and do Inither ralily tho oll, gas and mineral foases tistod snd desctlbad In such daclaration of uniyfglijiling and produciitli tnil and amendments

or supplements thorate, and do hoiely grant, leass and tol the Iaml_dnsulbnl-\n-auclr|E.1§Es o tho record owners thereol according lo the

o (st alt oll, gas and minernl lonses haralolore executsd by them, covarlng

terms, provislons s condillons of sucl} jeases,-and do-alsu'sjiiee
lands Includay) I such-vnlt-aru ait@Tizva beon pooled ln sccordance with such declaralion, and sl such tassor as well 51 assigninents sndlor
~aulsle8358 3 unit-declaralions;-npreementa-gos-snles-contractsyprocessing-agreeinents-and-oll-amendments-covering the-tracts of fonds sy-to-
wlnidrllm-undouiumdis»ndlludwilh-an-inlmos!mo presontly-volid-and-subaisting,

12. The undersignad agiees lo nolily you in writing ol any change in ownership of Interost and to futnish you with a certitiod copy of the lnstrunren
evidenclng such change. Any lranster, assignment or conveyance ol any Intarest In sald oil or gas shalt be misde subject to this divislon order
and ellaclive &l seven o'clock a.m, on tha lirsl day ol the calendtar month lollowing recelpt ot such notleo by you.

o 13, Youara hateby rotiovod of any rosponsibility lur datormlnling whion sny ol the Intorests shown nbova shall Increass, diminish, ha extingulthed, or
P tavert to other paymanis lrom said inturesls or 83 a rosult of the Incrosse or dectansae in production, aid you are Itovehy authorlted lo conthinie
{0 remit, pursusany to the division of inlorast sol forth ahove unill you recelve nolice In wn!llng tothe conlrary, by mall addressed 1o you st the ad-
dress shown above, togolhar wilh a corllliod copy of the Instrumant evldencing such change,

ASEE APPENDED SCHEDULL ~ ' )




relntoed
14, You sre authotlzed bul not required lo deduct from the procoeds ol sale tha amount of any saverance, production sxclse, occuqlion ovcnny
. ofher tax leviad Ly or uindar authoiity of iha laws ol the Unlled Stales, the Siate wlern the wells are localod or any legal subdivisery thereol
sgalnst the undersigned lor spul on account ol his inlerest iy the lands snd oil, gas,condensatepdistillate, plant-produsie and all other hydroc".bu)‘/‘
bons and to pay such },15 o I:::u s from e daduclod revenve, onl O
15. Wilh respec) o any lifiesaslin l'lo statement of ownership aid o1 der of divislon which Is ciediled 1o a marrlod parson, the spouse dt such mar-
tied person Jolns herdfin and becomes a party horelo and authorlzas amd divects you o recelve and markelail, gas, sondensale,-disililate, plant
products and all olhid hydracaibons uider Lhe lerms hereol, and ta pay v accordance wilh Ihis agreement in such martied persontin the pro*es j’;
poillon and Internst set ol abave; which such payment shall ba In lull and complote dischacge of all obligatlons hereunder, ln the same man..Je—
nes as though such payment had been made directly 10 such spousa or to them jolnlly. &ach nlereat owner warranis and represents that his or
fier-maorilal-slalus hins remained eonslunl-subsequent-to-bis-or-hor-aoquisition-et-interest-in-the-lnnids sosariboh
316 Should.any.ol.ihis.uadecsigned bacoma lindellad.lo youln any.smount, you.may.sppip.the.procesds.accrulng.lodlie tale.ol. gar.condaer
sale, dlsllﬁalu. plant producly lud_gu_ulhnt_ludmm:bmunudbulahlrlyo-\he-lr(lrr::{vnh;\’l unuursignei i(uu'nii"ﬁi'lﬁilitll:ﬂ:ly%u atong with
enrtereytdosron3éiddabiotho-payment-and-asiislaciion of such-indebigdness;along wl(h«ennlherremcd{n yowhevereilheret-low-or-in-
cyuily. N )
17. This division order shall be elfective as 1o each parly slgning same regardiess of whelhsr or not any other parly whose nams sppears above ex-
oculed this Instrumaent or any othor Instrumont ol shnllar hinporl. This divislon order supersedes all lormer divislon orders glven on the sbove

dascribed proporly, relate: relater
10, This diviston order shati lnure 1o tho benolil ol {ha parties Inunlo. thalr linlrs, successors and 4ssigng; h:’u\ the undarsigned, and sach ol tham,

Ly execullng thiy divivion ordar Imcb{ agroo (ol thia persans, paitnarships, corporstinngs or frms la whom all or any parl ol 1ho ali.gas, son.
~densaler-distillater ploni-produets and oll alhad iydiacarbang podueod fronvor allocaled to Lhe Iands describad above sra sold or matheled,

may mishe payment bo you lar such eily gos, sondunsnierdistilinterplant products and ali-oiher hiytrncarbons purchased lrom tha undarsignerd; <
and-thslinsolar-ss-li-eongerns.and-4u-tho-entoni-ni-thairinierest-owned-hersunderrihaywill-hold-harmiaysrpretect-and-indsmnlty-sil-pur=
wshasorp-sgrinii-anpend-sll-sisinsdamares-and-snpanseset-whalroevernrivre-inaonnesilonwith-the-purchase-ol-susholirgsarenndsnsaie
. dlnmhhl—“hnhrﬂn\nnd-all—ol uMrJrourhom—hrnM-punluanHho-nymnHmwn—nman-mo-muul-onﬂwndu&pnmul.

R :

~vighiveighthine

One(l)

Unless terminated earlier b you upon written nolice, this division order shall remain ellective lor a term of __7}t)
therealter until terminated by either party upon sixly days wrillen notice prior to the anniversary of the elfeclive da

- years and year lo %

ereot, 3 [/
Before signing, please verlly your interest as set out above and verlfy your address, with zip code, to which all checks and future notices are to’be
malled. Any change of address should be promptly sent to J. Burns Brown Operating Company, P.O., Box 130966, Tyler, Texas 75713..

Please Indicate your Soclal Security or Federal Tax Ideniification Number in the space provided below your signature.

SL(n In Ink exactly as your name appears above and have your signature witnessed. If your name Is lncorrectly stated, return the division order with
advice as to your correct name. If executed on behall of a corporatlon, indicate your olficlal litle and impress the corporale sgal allested by a

secretary or agllsun_t power of atlorney authorizing such action,

o e e



Y TR g 1

P

Ve o A
T gl o-c AVT
T T LiSHHYE

X)

|

U *19PIQ UOTSTATJ ses sTUl Aq peIaaod TIam
2y3 JO ®ale a8yl UT suoqiedoipAy pejelal I1aylo pue seb 107 sotad
a9y Iew pesyyiem Dutiteasad aya o o3 pawsap oq TIieys 3Iaseyosand
yons woly ,paatesal antiad, ayaz ‘Josasyl isseydand a8yl UT ISIIJJUT
sTwouona arqe3ztnbe 10 tebasr Aue sey 10 I9pa0 sSTYl Aq paIaaod
suoqieso0lIpiy pa3leIal Iayzo pue seb ayjx jyo TTe 10 Kue Jo zaseyoind
308ITpPUT JO 23091Tp B sT Auedwo)y bHurjezsdp umorg suang p II

*1661 ‘¥3E0OID0 40 AYA HILYZ IHI FTUAIYNDIS VOd QIILYA ANY Xv¥d
NOIIONCO¥d LSYId FHI FAILDIIIT ANY ‘1667 ‘XYVYANYL JO AYQ HIVT IHI
AINSSI ANYAROD SNILYYIJO NMOHE SNY¥N€ "L 0L QILOIUIA YEJE0 NOISIAIA
SYD NIVI¥ID LVHIL J0 I¥Vd ¥ JIAYR IONZUIJEY SIHL A9 ANY OL 4adNHEdAAY

£

F P AP T, e




ATIACHMENT "§#4

NORFOLK ENERGY, INC. /Ngv — 9 ]99]
GAS DIVISION ORDER (:9 O (1)

IMPORTANT: Keep one copy and nole the property number as our checks and sialemenis wiil be Identitied by this number.

TO: NORFOLK ENERGY INC. Dated this 23rd day o1 —.18.9L
Five Post Oak Park, Sulte 1910 Property No, 1050 - -
Houston, Texas 77027 Effactive 7:00 a.m. on the : — 1991

{the date of lirst run)

(NNG# 300514)
The undersigned, and each of them, ceriily and warrant that they are the legal owners in the proportion set out below of alt the gas and associaled
liguld hydrocarbons (herinalter referred to as “Gas") produced from and allocaled as described betow.

Allocations per Border Agreement

Township 32N-
Township 32N-
215495
Lo Sh N

Blaine

In Caunly, Stale ol Montana,

and commencing at 7:00 a.m., Date of First Run, you are aulhorized to sell and receive payments lor the Inlerest of the undersigned In the gas
produced and sold from the sald area of the terms herelnaiter siated and until lurther notice to credit the procesds ol the sale theraot as tollows:

Creditto Division and Kind ol Interest .
The lollowing covenanis are also part of this division order and shall be binding on Ihe undersigned, their legat rep . and assigns.
1. and pay te for pi of gaa sold shali be paid 1o the interest owners In accordance with 1he divisian ol interos set lorth above. Paymants thatstor shatl by mads monihly by

chack, malled |0 the sbove mentionad Intereat owners al Ihe post otlice eddresses sel forth beiow, o1 or bofore thitly days elier receipt by you or payment fos the gas run and of autlicien! Information
upon which allocsilons of producllon can bs made. i the procesds sccruing lo any intarest owner under 1his Division ardar shalt amount 1o tess than Filtann Doliars ($15 00} par monih, you are

hersby 1o p { ) unili such lime as the smount thereo! shall exceed $25.00, provided, thatrag of tha tola), pay of the d amountshall
be made in December of sech yolr
2. Settiemenis and payments shall be made on lhe basis ol (he net proceeds teceived by you Trom tha sale of gas under sxisling or fulure gas purchase ag and any

extensions of renewale thereol, based upon the volume computalions made by 1he gas purchaser and accoptnd by you iniha evant the saies price [s established os reguislad by the Federsi Enmuy
Reguisinry Commiasion et any olhar govsrnmanial aithorlty, whalher ledaral siain of local, tha price ttlized for Yie purpoes clealcutating net pracesas shelite the unsuspendod, ronratrdabla,

price by linal order of the Federal Energy y C tasion or other g
% J.in the avant of a dlspule or quesiinn el any time concerning thelille o(lho‘;bai&“gnlod?md and/or gas producod therelrom, yoit ars i to the p of Al gns sold(
withoul Interest, until such dispula, defa) or s tilla In or layour orunil y 10 you hias basn furnished. and (n the evani sny aclivrur such
is lited In any court alleciing the llile Lo the 1and sbove | or the ges p ta which any of the undersigned is & paily, writien nolice of Ihe fHing ot gach sam ot sclinn shalt tis
y you {of the opi as your agent) by the undarsigned, staling the court In which 1the sama i1 lilnd and the litle of such sull or action TaTyToUTrRTH Y
v gthevatdinnd-andriargast triofryourare Troriryouare o & sttoctedtrysoct
wettory yvteerpoaid-by-youhr grend-rep ' et P By u-ba

4. You are heraby relieved of any responsibhity lor delormining It and when any ol tha Intoresis, here and above sel foith shalt or shoutd revert [0 or be owned by other partios ss a rasull of the

compietion or dlscharge of monay ot ather paymenis from said Inlersats or lor any othar resson, Including Inrmination al eny lila tanency or of & lrust or g and (he signers
whoite Inisrests are so aliecled hereby sgreato give wiillen notico whan any such mansy or other pay haveteonc or ged or when any othar divisions of tnterest than Ihat st
forih above ), for any reason, Including death of a lite tenant, foa lictary or olg . bacome , and 1o furnish spproprists evidence accordingly, and

inIhe

nl such notice shah nol be recelved by you, 1o hold you harmiess Irom any and all lons, cost, expense or damsge thal may resull trom sny overpaying.

5. The signers haraof sgree to give you writien notice of any iransler of Intsrest, nccampanied by the original, a pholostalic or certitied copy ol the recorded transler Instrumant. Transters of
Interes! shall be made alisclive on iha llret day of the calendar monih in which esld nollca is recsived by you or the unil oporator. Should such nolice nol bs received, you shail be heid harmtiessin the
avent ol payment made withoul regard 10 auch transfer.

which the unders igned is legall obF ﬁdtcd LO Py ===
8. You ars hereby suthorized by, st your opilon, io withhold trom (he shares of the undersigned in proceads lrom the aa) i gns. Asumsutiicielll io pay ihe eatima Jl ount of all taxestavied by or.

through the Stats of or & lagal thareol, K g tocal achool disiticls, ageins) the sl s ol the undaisigned In production or procssds tharsol, which tnxex shall include the
Montana Nel Proceeds Tex, the Resoutce Indemnily Trusl Tex, the Ot and Gas Severence Tax, the Montana Conservation Board Tax and any lax which may hereattar be snacted and levied, basdd
on volumse of valus of pioduction,

7. The Divialon Order shail becoms valld and be binding on sach and svery owner of inlerest above named, as soon as signed by such ownaer, ragardiess or whether all of ihe above named owners
have 50 signed.

The appended schedule is made a part hereof,
WITNESS TO SIGNATURE: OWNER'S SIGNATURE AN? ADDRESS:

/
NOTE: Spouses ol all owners mu;?jol(\,ln this document.

BY:

LA 9% s
Vo, v S1525 ~

TAX

8Y:

J%@s%/m -

?50% f KA/J&%
\/Mad, ,%ﬂ J’s‘;af Tﬁ

D T

*The term "title" in this paragraph means the Lux Mineral Trust title.




APPENDED TO AND BY THIS REFERENCE MADE A PART OF THAT CERTAIN GAS
DIVISION ORDER DIRECTED TO NORFOLK ENERGY INC., ITS SUCCESSORS AND
ASSIGNS, ISSUED THE 23RD DAY OF AUGUST, 1991, AND EFFEFE‘IVE THE
FIRST PRODUCTION DAY AND DATED FOR SIGNATURE THE __.3# - DAY OF
OCTOBER, 1991. :

If Norfolk Energy Inc., its successors and assigns, 1s a direct or
indirect purchaser of any or all of the gas and other related
hydrocarbons covered by this Order or has any legal or eguitable
economic interest in the purchaser thereof, the "price received"
from such purchaser shall be deemed to be the prevailing wellhead
market price for gas and other related hydrocarbons in the area of
the well covered by this Gas Division Order.
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MLMOA-2 Oil and Gas Lease

This agreement IS MADEANDENTEREDINTOTHIS _______ DAY OF 19 BY AND BETWEEN

OF e e e e e

HEREIN REFERRED TO AS THE “LESSOR" (WHETHER ONE OR MORE) AND —_

OF
HEREIN REFERRED TO AS THE “LESSEE" (WHETHER ONE OR MORE).

The Lessor, for and in consideration of Dollars, ($_____ __), the receipt of which is hereby
acknowledged, and of the covenants and agreements herein set forth on the part of the Lessee to be paid, kept and performed, does grant,
demise, lease and let exclusively unto the lessee, for the purpose and with the exclusive right of exploring by geophysicil and other .
methods, drilling and operating for and producing theretrom oil and gas of whatever nature or kind, and with rights of way and easements
for laying pipelines, power lines, building tanks, power stations, ponds, roadways, and structures thereon for producing, saving, treating
and caring for such products produced on the leased premises and any and all other rights and privileges necessary or incident thereto,

all that certain tract or tracts of land, together with any reversionary rights therein, situated in the County of

State of described as follows:

For the purpose of determining the amount of any money payment under this lease this land shall be considered to contain

acres.

1. TERM. Subject to the other provisions of this lease, this lease shall remain in force foratermof _____ _ years from
this date {(herein called "'primary term’’) and as long thereafter as oil or gas is produced from said land or as long thereafter as lessee is
engaged in actual drilling or reworking operations on said land as hereinafter provided.

2. ROYALTY. The lessee shall pay to the lessor, as royalty, free of cost, the following: (a) On Oil, of that
produced and saved from said lands, the same to be delivered at the wells or o the credit of the lessor into the pipelines to which the
wells may be connected. Lessee may from time to time purchase any royalty oll in its possession, paying the market price for oil ol like
grade and gravity prevailing in the same field or area on the day such oil is run into the pipelines or into storage tanks. (b) On gas of

whatsoever nature or kind produced and sold from said land or used for the manufacture of gasoline orany otherproducts _____
of the proceeds from the sale of such gas at the mouth of the well. Lessee agrees that all royalties accruing to lessor under this lease
shall be without deduction for cost of producing, gathering, storing, separating, treating, dehydrating, compressing, processing, transporting
and otherwise making the oil, gas and other products hereunder ready for sale or use.

3. SHUT IN GAS WELL. if a well capable of producing gas Is shut in such well shall not be considered to be producing gas in paying
quanlities. Nonetheless lessee shall be entitied to extend this lease beyond the primary term by paying or tendering to lessor on or before
the anniversary date of this lease following the expiration of the primary term, and annually thereatter while such well is shut-in, for a period

of __ _____ vyears alter the expiration of the primary term, an amountequalto ________ __ ___ dollars per acre heid under
this lease by such shut-in well. Such payments shall under no circumstances be construed as continuing the lease beyond the above slated
time period. Payments may be tendered to lessor or to lessor’s credit by check or draft mailed or delivered 1o the depository bank designated
herein. “Shutting-in” of a well shall occur on the date on which production casing in such well is perforated and a gas flow test discloses
that the well Is capable of production In paying quantities. Until such casing shall have been run and the gas flow tested, no well shall be
considered “shut-in.”

4. LESSOR'S GAS USE. Lessor shall have gas free of charge from any gas well on the leased premises for use in lessor’s buildings,
structures, and improvements now existing or hereafter constructed lor domestic and farming and ranching purposes provided that for each

gas well lessor shall be limited to mcfofgasper __________ (lime period). Lessor shall make his own connections
to the well and the use of the gas shall be at lessor's sole risk and expense. Lessor shall have the same rights as above provided to free
gas lrom wells located on lands with which the leased lands are pooled or unitized.

5. RENTAL. if no well be commenced on said land on or before one year from the date hereol, this lease shall terminate as to both

parties, unless the lessee, on or before that date, shall pay or tender to the lessor or to the lessor’s credit in the

Bank at or its successors, which shall continue as the depository of any and all
sums payable under this lease regardless of changes in the ownership of said land or of the oil and gas or the rentals to accrue hereunder,

the sum of Dollars, which will operate as rental and cover the privilege of delerring the commence-
ment of a well for one year from said date. In like manner and upon tike payments or tenders, the commencement of a well may further be
deferred for like periods successively. All payments or tenders may be made by check or draft of lessee or any assignee thereof, mailed or
delivered on or before the rental date, either directly to lessor or assigns or to said depository bank.

6. SEGREGATION CLAUSE. Production from any well drilled hereunder, payments for any shut In gas well, or lessee’s drilling or
reworking operations shall not serve to extend the primary term of this lease nor to relieve the lessee from rental payments except as to
such lands as are contained within the spacing unit within which the well is located. This clause shall also apply lo pooled and unitized
lands with production thereon extending the primary term of this lease only for such pooled or unitized lands.

7. DRY HOLE. if, prior to discovery of oil or gas on said lands, and during the primary term hereof, lessee drills a dry hole or holes
thereon and the drilling of another well is not commenced before the next anniversary of this agreement, this lease shall terminate as to
both parties, unless the lessee, on or before said date shatl resume payment or tender of rentals in the same amount and same manner
as hereinabove provided. Upon such resumption of the payment or tender of rentals, paragraph five (5) governing the payment of rentals and
the effect thereof shall continue in force as though there had been no interuption in the rental payment.

8. CESSATION OF PRODUCTION. If after the discovery of oil or gas the production thereof should cease from any cause this lease
shall terminate unless the lessee commences additional drilling or reworking operations within 60 days thereafter, or, if it be within the
primary term, unless the lessee resumes the payment or tender of rental on or before the next rental paying date after the cessation ol
production. in the event of such drilling or reworking operations, or if the lessee Is drilling or reworking any well or wells at the end of the -
primary term of this lease, this lease shall remain in force during the diligent prosecution of such operations and, if production results
therefrom, then as long thereafter as production continues.

9. LESSER INTEREST. {f the lessor owns less interest in the above described lands than the entire and undivided fee simple estate
therein, then the royalties and rental herein provided shall be paid to the lessor only in the proportion which his interest hears to the whole
and undivided fee. However, such remtals and royaities shall be increased at the next rental paying date afier lessee has been notified of
lanrace arauisilion of additional intrrest hy reversion or otharwise




10. NOTICE TO LESSOR AND OCCUPANT. Lessee agrees to notify lessor, and the person in possession of the surface ot said land if
other than the lessor, in writing at least twenty days but not more than ninety days before a well is commenced ol lessee’s intent to
commence a well, the date operations are proposed to begin and the location of the well. After completion of the well, if requested by
lessor, lessee shall provide lessor with coples of all logs, reports and other geological information filed with the Montana Board of Qil
and Gas Conservation at the time such information is so filed. Lessee further agrees to notity lessor In writing within 30 days after plugging
and abandoning any well, giving the well name, location and date of plugging.

11. LESSEE'S GAS USE. Lessee shall have the right io use, tree of cost, gas, oil and . alt water produced on the lands for his
operations thereon in connection with the production of oil, gas, or either of them, from said fands.

12. PIPELINES. Lessee shall bury all pipelines at least six feet below the surface.

13. WELL LOCATION. No welt shall be drilled nearer than 600 feet to any house, barn r other building or structure now on or
hereafter constructed on sald premises, without lessor's prior written consent, )

14. DAMAGES. The lessee shall pay for ail damages caused by his exploration or produ:tion operations on said lands including
trall damages. Within six months after compietion of a well or plugging and abandoning a well, iessee shall remove all material from any
pits which are not necessary for operation of the well and shall fill any such pils. Within said six r: onth period lessee shall also reclaim the
drilling site as completely as reasonably practical commensurate with producing the wetl il tt.2 well is a producing well. Within one
year after termination of this agreement lessee shall restore any previously unrestored lands to ther original condilion, as near as reasonably
practical.

15, REMOVAL OF PROPERTY. The lessee shall have the right to remove all machinery, fixtures, buildings and other structures placed
on the lands, including the right to draw and remove casing, within six months of the expiration of this lease or the early termination thereof,
and all of the same not so removed shall become the property of the lessor at the expiration of such six months period.

16. SATLWATER DISPOSAL WELLS. This lease shall not include the right to drill wells for or use existing wells for salt water disposal.

17. ASSIGNMENT AND CHANGE OF OWNERSHIP. If the estate of either party hereto is assigned, and the privilege of assigning in
whole or In part is hereby expressly allowed, the covenants hereof shall extend to and be binding upon the heirs, devisees, estate repre-
sentatives, successors and assigns of the parties. No change in ownership of the land or assignment ol rentals or royalties by lessor shall
be binding on the lessee until the iessee has been furnished with an executed or certified copy of the transler or assignment. In the event
of the assignment of this lease in whole or in part by lessee or lessee’s successors or assigns, such assignment shall not be binding on
lessor until lessor is notified in writing of such assignments and of the name and address of the assignee.

18. RELEASE. Lessee may at any time release this lease as to part or all of the lands described herein by delivering or by placing
a relgase of record in the proper county. In the event of a partial release, the annual delay rental above mentioned shall be reduced
proportionately. Within 60 days after the expiration of this lease or any portion thereof for any reason, lessee shall place a release of record
in the proper county or counties and shall mail or tender a copy of such release to lessor.

19, EXCUSE OF PERFORMANCE. All express or implied covenants of this lease shail be subject to all Federal and State Laws,
Executive Orders, Rules or Regulations, and this iease shail not be terminated, in whole or part, nor Lessee held liable in damages, for
tailure to comply therewith, If compliance is prevented by or if such failure is the resuit of any such Law, Order, Rules or Regulation.

20. WARRANTY. Lessor makes no warranty, express or Implied, as to lessor's title to the above described land except that lessor
agrees to defend whatever title lessor has and agrees that the lessee, at its option, may pay and discharge in whoie or in part any taxes,
mortgage, or other liens, existing, levied, or assessed on or against said land, and in the event it exercises such option it shall be subrogated
to the rights of any holder-or holders thereof and may reimburse itself by applying to the discharge of any such mortgage, tax or other lien,
any royalty or rentais accruing hereunder. Lessor further agrees that any interest or title to said land acquired by lessor after the date
hereof shall be subject to this lease to the same extent as if said interest or titie had been held by Lessor at the date hereof. In such event
the amount of rental payable hersunder shall be approximately adjusted at the next ensuing rental date after lessee has been furnished
evidence of such after acquired title.

21, PARTIES BOUND. This lease shall be binding upon all who execute it, whelher they are named in the granting clause and
whether afl partios named in the granting clause execute this lease. All provisions of this lease shall inure to the benelit of and be binding
upon the heirs, executors, administrators, successors and assigns of lessor and lessee. Lessor hereby waives and releases all rights of dower
and homestead in said lands insofar as the rights granted under this lease might be atfected thereby.

22. CAPTIONS AND TITLES. The captions, titles and paragraph headings throughout this lease are for convenience and reference
and shall not be held to expiain, modify, amplify, or aid in the interpretation, construction or meaning of the provisions of this lease, nor
to define, limit or describe the scope or intent of a particular paragraph.

IN WITNESS WHEREOF the undersigned have executed this instrument on the date first above written..

STATE OF
County of _ } 8. _

On this day of 19 before, me, the undersigned, a Notary Public for the Slate
of personally appeared

known to meto be
the person(s) whose names are subscribed to the foregoing instrument and acknowledged to me that he (she) (they) executed the same.
IN WITNESS WHEREOF, | have hereunto set my hand and affixed my Notarial Seal the day and year first above written.

Notary Public for the State of

{NOTARIAL SEAL) My commission expires
Residing at
H 4 s B B e
@ ~ g E |3
o =]
[} Z
o < 3 2 ]
= < ]
l o Q
Q
n E
[
< 3
7]
& :
o
a
ae) s
- o
2 H
B £ ﬁ-"
[=3
e & S § E
® poud o 2 N &
[V & 14
( > = 3 v ; & |
& B e s § & &




M - s OIL AND GAS LEASE Buttie Be fint

AGRLEMENT, Mnde and entered into this duy of e . PN .19

by and between ... ... .. e et re e e

.Party of the iirst part, hereinafter called lessor (whelher one or more) and

Party of the second part, hereinafter called lesaee

WITNESSETH, That the said lessor, for and in consideration of . . e . P . . DOLLARS
cash in hand paid, receipt of which [s hereby acknowledged and of the covenants and agreements hereinufter contained on the port of leasee to
be paid. kept and performed. has granted, demised, lensed, and let and by these presents does grunt, demise, lease and let unto the snid lessee, s
successors and assigns for the sole and only purpose of surveying by peological, geophysical and all other methods, mining and opcrating for oil and
gas, and laying pipe Jines, rnd building tanks, power stations and structur.y thereon to produce, suve snd take carc of said products, all that cer.

tain tract of land, together with any reversionary rights therein, situate in the County of

State of .. ... ... described as follows, to-wit: ...

-Em-damrn- s
S Beis g
................ S :.}:”: %@ o .

S O SOOI R RSSOt and containing ... .. ... . acres, more or less,

13 h ngre«d lhat lhiu Iea:e shall vemaln in force for & term of ten years from date, and as Iong thrreuﬂu as 0|l or gas, or either of them, is
ptoduced from sald land by the leasee, ite succeasors and assigns:

In considerntion of the premises the said lessee covenants and agrees:

Flirst. The lessee shall deliver to the credit of leasor as royalty, free of cost in the pipe line to whirh leasee may conneot its wells, the equal
one-eighth part of all oil produced and saved from the leased premises, or, at lessee’s option, may buy or sell such one-eiphth royalty and pay
lessor the market price for oil of like grade and gravity prevalling in the tield on the day such oil is run into pipe lines or into storage tanks.

Second. The lessee shall pay lessor, as royelty, one-elghth of the proceeds from the sale of the gas, as suach, for gas from wells where gas only
i3 found and where not sold shall pay s sum equal to the annual delay rental herein ss royalty, and while such royalty is so paid such well shall be held
to be a producing well. The lessor to have gas free of charge from any gas well on the leased premises for stoves and inside lights in the principal
dwelling house on sald land by making his own connectlions with the well, the use of sald gas to be at the lessor's sole risk and expense.

Third. To pay lessor one-eighth {%) of the market value at the well for gas produced from any oil well and used off the premises, or for the
manufacture of casing-head gasoline or dry commercial gas.

io this lease shall terminate

If no well be commenced on said land on or before the day of

ns to both parties, unless the lessee on or before that date shall pay or tender to the lessor or to the lessor's credit in the ... ...

,,,,, Bank st s
Or its 3UCCHIBOr OF SUCCERsOIs, OF ANy bank with which it mny be mergzd or comolldu\ed or which luc:ec(lc to its l:uslncss of assels or hny purl
thereof, by purchase or otherwise, which shsll 1 as the p ry regurd) of changes in the ownership of the said land, the sum of

..................................... DOLLARS,
‘which shall’ open!e as a rental and cover the privilege of deferring the commencement of # well for ‘twelve montha trom sakd date. In like manner
and upon like payments or tenders the commencement of a well may be further deterred for like periods of the same number of manths successively.
And it is understood and agreed that the consideration first recited herein, the down paywment, covers not only the privileges granted to the date
when sald first rental is payasble as aforesaid, but also the lessee’s optlon of extending that period as aloresnid, und pay any and all other righta
conferred. Rentals may be paid by check or drait and may be remitted by mail. Mailing of rental on or before the rental-paying date shall be
deemed a timely tender thereof and shall preclude termination of this lease. Notwithstanding the death of the lessor. or his successor in interest, the
payment or tender of rentals in the manner provided above shall be binding on the heirs, devisees, exccutors und administiators of such person.

Should any well drilled on the land above described be a dry hole or cease to produce and there are no other producing well or wells on the
land or drilling operations are not being conducted thereon, then and in that event if a well is not commenced betore the next rental paying date
this lense shall terminate as to both parties, unless the lensce on or before the next rental paying date shall resume the payment of rentala in the
same amount and In the same manner as hereinbefore provided. and it is usgreed upon the resumption of the payment ol rentals, us above provided,
the iast preceding paragraph hereof, governing the payment of rentals and the effect thereof, shall contirue in force s though there had been no
interruption in the rental payment.

If said lessor owns a less interest in the sbove dewcribed land than the entire and undivided fee simple estiste theivin, thea the royalties and
rentals herein provided shall be paid the lessor only in the proportion which his interest bears to the whole and undivided fee. However, such
rentals shall be increased at the next succeeding rental anniversary alter any reversion having occurred to cover the inlerest so scquired with or
without notice of said reversion to lessee,

Lessee shall have the right to use, free of cost, gas, oil and water produced on said land for its operativns thereon, cxcept water from wells
and reservoirs of lessor. Lessec shall have the right at any time to remove all machinery and fixtures placed on said preniises, including the right to
draw and remove casing.

Lessec shall pay for all damages caused by Its operations on said lunds. When requested by the lessar, lensce shall Lury his pipe lines be
:ow plow depth. No well shall be drilled nearer thun 200 feet to the house or barn now on said premises, without the written consent of the
8801,

Lessee shall have the right to drill to completion with reasonable diligence and dispatch (1) any well cominenced within the term of this
lease, and (2) sny well commenced before the completion of a well which has been commenced within such term. 1l oil and gas or cither of themn
be found in paying quantities in any such well this lease shall continuc and be in force with like effect an il such well hud been completed within
the term of years herein first mentioned.

Lessee ia hereby granted the right and power to pool or combine the acrenge covered by this lease, or any portion thuereut, wilth other land, lease
or leases in the vicinity thereof at any time and from time to time, whether before or after production. when in lessee’s judgrment it s necessary or
advissble to do so for the prevention of waste and the conservation and pgreatest ultimate recovery of il o1 gas.  Such pooling shall be into a unit
or unila not exceeding In area the ncreage prescribed or required in any Federal or State luw, order, rule or vegalation for the drilling ot operution of
one well, or for cbtaining the maximum allowable production from one well, or 40 seres each for the production of o1l or 644 each for the pro.
duction of gas, whichever is the larger. Such puoling shall be effected by lessee’s executing and filing in the oflice where 14§ e is recorded an
instrument Idennlylng and dﬂcrlb(ng the pooled acreage. The production of pooled substances and development and aparation on wny portion of a
unit so pooled, includis t, drilling, completion and cperation of a well therean, shall be consdered and construed, and sholl hove
the same effect, except lor the payment of royalty, as production, develupment and uperation on the leased premises unrder the tevins of this lease  The
royaltics herein provided shall accrue and be paid to leasor on pooled substances produced brom any u in the propurtion, bhul only In the propor.
tion, that lessor’s acreage interest in the land covered hereby and placed in the unit besrs to the total acreage in the land placed in such unit,

If the estate of either party herelo is assigned, and the privilege of assigning in whole or in port is expressly allowed, the covenants hercol shall
extend to their heirs, executors, administrators, successors or assigns, but no chunge in the ownership of the land or assigninent of rentals or royalties
shail be binding on the lessee until after the lessee hus been furnished with s written transfer or assipnment or a certtificd copy thereol; and it s
hereby agreed in the event this lease shall be gned as to a part or parts of the above described lands und the assipnee or assignees of such part or
parte shall fajl or make default in the pavment. of the pioportionate part of the renta due from him or them, such eituutt shall not operiate to defeat
or affect this lease in so fur 8s it covers a part or parts of said Junds which the said leasee or any assignee thercol shall make due payinent of aaad
rentals. An assignment of this lease, in whole or in part, shall as to the extent of such assignment relteve and discharge the lessee of afl obliya
tions hereunder,

Compliance with any now or hereafter existing act, bill or statute purporting to be enacted by any Federal or State legislative authority, or with
orders, judgments, decrees, rules, regulations made or promulgated by State or Federal courts, State or Federal offices. boards, commissions or cora-
mittees purporting to be made under authority of any such act, bill or statute, shall not constitute a violstion of any of the terms of this leasr or
be considered a breach of any clause, obligation, covenant, undertaking, condition or stipulution contuined hercin, nor shall it be or conatituic a
cause for the termination, forfeiture, reversion or revesting ol any estate or interest herein and hereby created and set out, nor shall any such compli.
ance confer any right of entry ur become the basis of any action for damages or suit for the forfeiture or cancellation hereof; and while any such
purport to be in force and effect they shall, when complied with by lessee or asasigns. to the extent of such compliance opernte as modifications of the
terms ond conditiona of this lease where Inconsistent therewith,

Lessee may st any time release this lease as to part or all of the lands above described alter which all paymenta and liabilities thereafler to accrue,
as to the lands released, ahall cease and determine. In the event ol a partial release, the annual delay rental above mentjoned shall be reduced
proportionately,

l.esasor hereby warrants and agrees to defend the title to the lands hercin described, and nyrees that the lessee shall have the right at any time
to redeem for Jessor, by paymenl, any mortgage, taxes or other liens on the above described lands in the event of default of payment by lessor, and
be subrogated to the rights of the holder thereof.

This lense nnd all its terms, conditions and stipulations binds esch executing lessor end shall extend to and be binding on his assiyns, heirs and
devineen and surressors, and those of the lensee, though unsigned by other lessors named herein.

IN %1 NEs> WHEREOF, We sign the day and year first nbove written.

ASEAL) . - e . - s o (SEALY

S e 0 ASEALY C e e . TR .. {SEAL)
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MONTANA ACKNOWLEDGMENTS

STATE OF §
SS. (Individual Form)
COUNTY OF
On this day of , in the year 10. .. .. , before me,
....... , a Notary Public,
personally appeared - e SN
known to me to be the person._._ whose name..._ ... ... subscribed to the within instrument, and acknowledged to me that

........................ executed the same,

My ission expires Notary Public for the State of .

Reslding at R

MONTANA ACKNOWLEDGMENTS

STATE OF
SS. (Individual Form)
COUNTY OF.
On this day of. in tl.e year 19........, before me,

, a Notary Public,

personally appeared -

known to me to be the person.._. whose name. ... - eeenen. subscribed to the within instrument, and acknowledged to me that

..................... executed the same.

My ission expire: Notary Public for the State of
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STATE OF
SS. (Corporate Form)
COUNTY OF
On this. day of , in the year 19 . , before me,
, a Notary Public,
personally appeared ' .
known to me to be the . of the corporation that executed the

within instrument and acknowledged to me that such corporation executed the same.

My commission expires.
Notary Public for the State of ... .. ... . e

Residing at. ... ... e e e =



Mpﬁ MONTANA PETROLEUM ASSOCIATION Helena Office
l\ A A Division of the 2030 11th Avenue, Suite 23

Rocky Mountain Oil and Gas Association OUR NEW ADDRESS
33 So. Last Chance Gulch, #2B

P.O. Box 1186, Helena, MT 59624
Telephone: 406/442-7582
Fax: 406/443-7291

Janelle K. Fallan .
Executive Director

 Billings, Montana 59103~ "~

Comments and Amendments on SB 311 Phone (406) 252-3871
House Natural Resources Committee Fa’,‘_?%’ 252-3271
' March 15, 1993 EXHIBIT .

pATE 2 — |5~ }Z

We offer the following comments and suggested changes to SB 311:
¢ 99 g _H-g:% EXY!

P. 1, beginning with line 12:

(1) As used in this section, the term "division order’ is_limited to means an
instrument executed by the lessor of an oil and gas lease to authorize the sale of and
used-ordirecting direct the distribution of proceeds from the sale of oil, gas, casinghead
gas, or other related hydro-carbons. The holder of the division order may be the first
purchaser of the production or any other holder of proceeds from the sale of such

production.

We have limited the definition of a division order for the purposes of the legislation to
those division orders executed by the lessors. We assume that is the class of citizens
which the bill attempts to protect, although it is unclear why such protection is perceived
as needed. The current version of the bill is confusing as it fails to take into consideration
that various other owners who have no royalty rights under the lease also execute
division orders (e.g. owners of working interests, production payments, overriding
royalties). Whether or not the terms of the division order conflict with the terms of the
royalty provisions of the underlying lease is of no consequence to them.

The bill describes the purpose of the division order as a direction to distribute proceeds
from the sale of production. A division order also authorizes the holder to purchase or
sell the production and we have added such language to subsection (1) of SB 311.

The first sentence of subsection (2) has been deleted as it seemed redundant in some
respects and too expansive in others. Again, the bill should be limited to division orders
executed by lessors.

Subsection (3) is unacceptable as drafted as it could be interpreted to bar the holder of
the division order from including other necessary provisions in the document. The
drafters of the bill must recognize that oil and gas leases generally do not include ali the
provisions necessary for disbursing proceeds from production -- e.g., time and method



of settlement, responsibility for payment of taxes, point of passage of title, measurement
of production. The division order must aiso include the effective date of the order, the
duration of the order, and a description of the premises or products covered by the
order. The bill fails to include these necessary provisions. Thus, we suggest the
following changes:

P. 1, beginning with line 23:

(3) A division order must be in writing and mwust:

(@) must warrant the division of interest;

(b) must contain the name, address, and tax indemnification number of the
lessor each-interest-ewner—and

() must contain a provision requiring notice of change of ownershlp, and

(d) may contain any other terms which are necessary to facilitate the
transaction.

Finally, it is our opinion that the last subsection should be deleted. fIf it is not deleted then
it must be changed as follows:

P. 2, beginning with line 4: |
(4) Terms of a division order that conflict with terms of any-unde+ying the
' lessor’s oil or gas lease are invalid as between the lessor and the lessee.

This subsection as drafted could be interpreted to allow one lessor to claim rights under
- another lease ('the terms of any underlying oil and gas lease"). Thus, its application must
be limited to the lease of the particular lessor who executed the division order. In
addition, the purchaser of the production cannot be bound by the terms of the lease. K
the purchaser offers to buy the production upon certain terms and those terms conflict
with terms of the lease, the conflict is between the lessor and its lessee, not between the
lessor and the purchaser.

The best course is to delete the provision in its entirety and thus avoid its inherent
ambiguities. The provision is redundant as its purpose is fully addressed in subsection
(2) of the bill which provides that the division order does not relieve the lessee of its
liabilities and obligations under the lease.

(Comments and amendments prepared with assistance of Corinne Courtney, Regulatory
Compliance Attorney, CENEX)



Proposed amendments to SB 311:

1. P. 1, beginning with line 12: .

(1) As used in this section, the term "division order" js_limited to means an
instrument executed by the lessor of an oil and gas lease to authorize the sale of and
used-for-diresting direct the distribution of proceeds from the sale of oil, gas, casinghead
gas, or other related hydro-carbons. The holder of the division order may be the first
purchaser of the production or any other holder of proceeds from the sale of such

production.

3. P. 1, beginning with line 23:
(3) A division order must be in writing and must:
(@) must warrant the division of interest;
(b) must contain the name, address, and tax indemnification number of the
lessor each-interest-ewner—and :
(c) must contain a provision requiring notice of change of ownership;_and
{d) may contain any other terms which are necessary to facilitate the

transaction.

4. P. 2, beginning with line 4:
Either delete the subsection or amend as follows:
(4) Terms of a division order that conflict with terms of ary—underdying the
lessor’s oil or gas lease are invalid as between the lessor and the lessee.

Montana Petroleum Association
March 15, 1993

O CLTEL L R
e 25293
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DATE D =S~ 1%

w5 294

FLORENTINE EXPLORATION & PRODUCTION, INC.
P.O. Box 23203
Billings, MT 59104
406/656-2727

April 10, 1993

House Natural Resources Committee
1625 11th Ave.

Capitol Station

Helena, MT 59620

Re: SB 294 — DEFINITION OF THE TERMS: COAL, GAS & OIL

Ladies and Gentlemen:

I would like to purchase copies of the House Natural Resources Committee's minutes and
testimony from your hearing of SB 294, referenced above. If you require a check prior to
sending the requested information, please call me collect with the amount required and I will
promptly forward a check.

Thank you for your immediate attention to this matter.

Yours very truly,

FLORENTINE EXPLORATION & PRODUCTION, INC.

ack Padon, Jr.
President

JPIr/nv



TESTIMONY, JIM MOCKLER, SB 294, March 15, 1993

Jim Mockler, Director, Montana Coal Council, testified in support
of SB 294. Mr. Mockler said he would be concerned should the
bill apply to surface coal mining. Mr. Mockler also said he
would not want the Montana Coal Council to be charged with the
loss of any royalties.

(Permission to release this testimony, given this day, April 20,
1993 by House Chief Clerk, Marilyn Miller and House Natural
Resources Chairman, Dick Knox.)

Roberta G. Op;:;ZT{Q&kNC;' :
House Natural Resources iSecr ry

444-4897
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