KELLAHIN & KELLAHRIN
Attorney at Law

W. THOMAS KELLAHIN _
706 GONZALES ROAD TELEPHONE 505-982-4285

FACSIMILE 505- -
SANTA FE » NEW MEXICO 8750 1 TKELLAHIN@COMSCi%SE.?\I‘::Z

October 6, 2009
- HAND DELIVERED

. David Brooks, Esq.

Hearing Examiner

NM Oil Conservation D1v1310n
1220 South St Francis Drive
Santa Fe, NM 87505 .

Re: NMOCD Case 14323: Application of Chesapeake Energy Corporation
For Cancellation of a Permit to Drill issued to COG Operating LLC.
Order R-13154-A: [Blackhawk 1-H wellbore]

Dear Mr. Brooks,

On behalf of Chesapeake Energy Corporation (“Chesapeake™), I have received a
copy of a letter dated October 2, 2009 to you from Mr. Hall on behalf COG Operating
LLC (“COG”) further discussing the subject Joint Operating Agreement (AAPL Form

- 610-1989, dated January 26, 1998, currently operated by Chesapeake. :

For your information, on Friday, October 2, 2009, I email to Mr. Hall a legible
copy of this JOA. ' '

In support of Chesapeake’s position, which I expressed to you at the September
29, 2009 conference, please find enclosed a Motion to Supplement the Record with
supporting affidavit, the subject JOA and citations. I believe that you can take
administrative notice that a party to a JOA cannot commit properties within the Contract

~ Area to another venture or divest the operator. :

ery truly yo

" ¢cc by hand delivery:
J. Scott Hall, Esq.

EXHIBIT E



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

- OF CHESAPEAKE ENERGY CORPORATION FOR
CANCELLATION OF A PERMIT TO DRILL (“APD”)
ISSUED TO COG OPERATING LLC (“COG”) ’
EDDY COUNTY, NEW MEXICO.

CASE NO. 14323
Order R-13154-A

MOTION TO SUPPLEMENT THE RECORD WITH ADDITIONAL
EVIDENCE INCLUDING A JOINT OPERATING AGREEMENT -

Comes now CHESAPEAKE ENERGY CORPORATION (“Chesapeake™) by its -
attorneys, Kellahin & Kellahin and Modrall, Sperling, Roehl, Harris & Sisk, P.A., and
moves that the New Mexico Oil Conservation Division (“Division™) allow the record in
this case to be supplemented with additional evidence to rebut the issues raised by COG
Operating LLC in its letter, dated September 23, 2009, requesting the reinstatement of the
cancelled permit to drill (“APD”) issued to COG Operating LLC (“COG”) for the
Blackhawk “11” Federal Com #1H Well, a horizontal wellbore, with a surface location in
Unit M and a subsurface location in Unit P of Section 11, T16S, R28E, Eddy County and
to be dedicated to a non-standard 160-acre spacmg unit consisting of the S/2S/2 of this
section. :

In support, Chesapeake states:
The Application:

(D By Order R-13154-A, dated September 23, 2009, the Division granted -
Chesapeake’s application and cancelled COG’s APD for the Blackhawk
“11” Federal Com 1-H well finding that COG did not have any oil & gas
ownership in two of the 40-acre tracts of the proposed 160-acre non-
standard spacing unit.

(2)  In violation of the Division’s Rules and Orders, COG filed an APD using
a falsely certified Division form C-102 for a horizontal wellbore since
COG, at the time of filing, did not have any interest -in either (a) the
surface location or (b) the first 1 ,604 feet of the producmg interval of this

wellbore.
/Q
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3)

“

G)

(6)

(7

In compliance with Commission Order R-12343-E, dated March 16, 2007,
the Division revised and modified its Form C-102 to require that the
Operator certify that:

“I hereby certify that the information contained herein is
true and complete to the best of my knowledge and belief,
and that this organization either owns a working interest or
unleased mineral interest in the land including the proposed
bottom hole location or has a right to drill this well at this
location pursuant to a contract with an owner of such a
mineral or working interest, or to a voluntary pooling
agreement or -a compulsory pooling order heretofore
entered by the division.” :

COG’s C-102 for this wellbore was improperly certified because COG
Operating LLC had placed the surface location-and approximately 1,604
feet of the production interval within two 40-acre tracts of the spacing unit
location in which at the time of filing COG Oil & Gas LP had no interest
and had not reached a voluntary agreement with Chesapeake or obtamed a
Division compulsory pooling order.

In doing so, COG violated the “operator certification” contained in
Division Form-C-102 by falsely certifying that it had an interest in each of
the tracts to be penetrated by the wellbore.

This proposed 160-acre non-standard spacing unit consists of four 40-acre

tracts with the S/2SE/4 controlled by COG but with the S/2SW/4 subject

* to a Joint Operating Agreement (“JOA™), dated January 26, 1998, in which

Chesapeake is the current operator with 56.18% interest and with non-
operators Devon Energy with 43.275% and MacDonald with 0.07%. See
COG Exhibit 4 introduced at August 20, 2009 hearing.

Chesapeake is the current bperator of the SW/4 but COG is not a party to
this JOA. See COG Exhibit 4 introduced at August 20, 20009 hearing
attached herein as Motion Exhibit “A”.

The Hearing on August 20, 2009:

@®)

) .

There was only one witness at testified at the hearing, Jan Spradlin,
COG’s expert landman. She was first called by Chesapeake as a witness
and then called by COG as its only witness.

For both parties, Ms. Spradlin testified that COG did not have any interest

in the SW/4 of Section 11. See Transcript of August 20, 2009 hearing at
page 11, lines 23-25, page 12, lines 1-10 and page 42, lines 1-11.
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Despite having obtained Mr. MacDonald’s joinder, Ms. Spradlin, an

-expert landman, did not express an opinion or reach the conclusion that
‘MacDonald’s joinder granted COG the right to drill or access the minerals

underlying the S/2SW/4 of Section 11. See Transcript of August 20, 2009
hearing at page 43, line 1-18

Subsequent to the Héaring:

(11)

)

Subsequent to the examiner’s hearing, COG has claimed that it has the
right to drill this well at this surface location because it obtained a signed
well proposal letter, with AFE, from MacDonald who owned less than a
1% interest in the lands subject to the JOA. See well proposal letter dated
August 11, 2009, COG’s Exhibit 5.

By letter dated September 23, 2009, COG claimed that it cured the

fraudulent certification by obtaining a signed AFE more than one year

after it had used the C-102 for the APD approval process and that this
should apply retroactively to fix the flawed certification. However, the .

fraudulent certification cannot- be cured after the fact by securing the
- signing of an AFE for well by a .07% which violated the rights of parties
~ to the JOA owning 97.3% of the lands at issue.

CHK proposed additional evidence:

(13)

.CHK moves to reopen the record to introduce two additional documents:

‘a. The subject JOA (AAPL Form 610-1989) dated January 26, 1998

originally naming Penwell Energy, Inc as the operator of a
Contract Area including all of Section 11, T16S, R28E, Eddy
County, NM, and by which MacDonald had already committed its
interests and rlght to development; See attached as Motion Exhibit
“C” and

b. ‘An affidavit of Craig B. Barnard, attesting that Chesapeake is the

current operator of a contract area including the SW/4 of Section
. 11 and that COG has no interest therein. See attached as Motion
CBxWbt BT
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Chesapeake’s Supplemental Argument:

(14)

Based upon this additional evidence, Chesapeake will demonstrate that:

a

MacDonald did not have the right to sign COG’s well proposal
letter because he relinquished his executive rights and operating
rights which are controlled by Chesapeake as the operator under
the JOA. _

Article V of the JOA states “A. Designation and Responsibilities
of Operator. Operator “shall conduct and direct and have full
control of all operations on the Contract Area as permitted....”

(Emphasis added)

The JOA’s contact area includes this SW/4 of Section 11 where

COG wants to place the surface location for the Blackhawk 1-H - -
wellbore.

MacDonald no longer had the ability to sign a third-party well
proposal. for a wellbore to be located within the Contract Area of
CHK’s JOA. If MacDonald desired for a well to be drilled in the
S/2SW/4 within the Contract Area, the JOA mandates specific
procedures to be followed by nonoperators for proposing a well,

- including: (1) delivering written notice of the well proposal; and

(2) allowing the other parties 30 days to elect to participate or go

‘nonconsent. See JOA Article VI(B)(1).

_ McDonald’s has committed his 0.07% interest to be operated by

Chesapeake and cannot agree to allow a third-party like COG to be
the operator. Even if Chesapeake had elected to not to participate
in MacDonald’s well proposal, the JOA mandates that Chesapeake
still be allowed to operate the well, stating:

If no drilling rig or other equipment is on location, and if

Operator is a Non-consenting Party, the Consenting Parties

shall either: (i) request Operator to perform the work required

such proposed operation for the account of the Consenting

Parties; or (ii) designate one the Consenting Parties as

Operator to perform such wark.

By executing the JOA, each working interest owner, included
McDonald, commits their interest within the Contract Area to joint
operations to be operated by CHK as the operator unless CHK
relmqmshed its right to operate the well by electmg not to
participate in the well.
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(15)

a6

an

g. McDonald's signéd election to join in the COG wellbore is void
because Chesapeake has exclusive control of these rights.

The Division can take administrative notice of the fact that a joint
operating agreement, or JOA, “is the standard contract used in the oil and
gas industry to govern the rights and duties between the operator and
nonoperator interest owners of oil and gas tracts or leaseholds in the
development and operation of mineral properties.” Coral Prod. Corp. v.
Cent. Res., Inc., 730 N.-W.2d 357, 368 (Neb. 2007). A JOA modifies each
lessee’s right to otherwise “work on the leased property to search,
develop, and produce oil and gas, as well ‘as the obligation to pay all
costs.” Id. at 390, n.1; see e.g., Pasternak v. Lear Petroleum Exploration,
Inc., 790 F.2d 828, 834 (10th Cir. 1986) (by virtue of JOA, defendants

- who individually held rights to work for oil and gas in the area agreed to

participate, according to an agreed ratio of interests and for a specified
period of time, in all oil and gas produced); Cont'l Res., Inc. v. PXP Gulf
Coast, Inc., 2006 U.S. Dist. LEXIS 72870, *55-56 (W.D. Okla. Oct. 5,
2006) (joint operating agreement’s terms were interpreted to provide that
non-acquiring party was entitled to “participation” only with regard to.

. joint ownership, not control or management of the newly leased
_properties). ' ' '

It is well established that a JOA which designates an operator and provides
that the operator shall have “full control of all operations,” prohibits non-
operators with working interests from acting to assert mutual control of
operations. Stable Energy v. Kachina QOil & Gas, 52 S.W.3d 327, 333
(Tex. App. 2001); see also Ayco Dev. Corp. v. G.E.T. Serv. Co., 616
S.W.2d 184, 185 (Tex. 1981); Hamilton v. Texas Oil & Gas Corp., 648
S.w.2d 316, 321 (Tex. App. 1982). Furthermore, “legitimate
commencement of [an] AFE must be executed by the duly elected
operator. Only the operator has the power to perform such operations on

- behalf of the owners.” Id.; c.f. Sonat Exploration Company v. Mann, 785

F.2d 1232, 1234 (5th Cir. 1986) (commonly used form designated
Authorization for Expenditure does not, absent a valid operating
agreement, constitute a contractual undertaking which obligates a person
to pay for costs associated with improper AFE). =~

If parties to a JOA have voluntarily agreed to a term of the JOA that the
operator shall have “full control of all operations,” then parties that are
non-operators with working interests are prohibited from acting to assert

~mutual control of operations, including participating in the

commencement of an AFE without the participation of the duly elected
operator, because only the operator has the power to perform such
operations on behalf of the owners. See Stable Energy, 52 S.W.3d at 333
(affirming trial court’s conclusion that, because working interest owner
that was attempting to assert mutual control of operations with the elected
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operator and that was bound by a JOA, was not the lawful operator,
activities performed by the owner did not constitute a legitimate
commencement of the operations proposed by the AFE).

(18)  Under the terms of the JOA, MacDonald had no ability to sign an AFE for
a well being proposed within the Contract Area by a stranger to the
agreement or agree to any form of development by another operator on
acreage committed to the JOA. As operator, Chesapeake has exclusive
right to develop all acreage in the Contract Area and cannot be displaced
as operator for any well proposed within the Contract Area except in’
accordance of the JOA, which procedures were clearly not complied with
here.

(19) The AFE signed by MacDonald is clearly invalid and of no force and
- effect and cannot be relied upon by COG as an ex post facto justification
for its false certification in its form C-102 filed with the Division. In
accordance with the Oil and Gas Act the Division should revoke the APD
and assess appropriate penalties for the false statements made to support it.
See NMSA 1978, §70-2-31(B)(2).

- WHEREFORE, Chesapeake requests that the Division allow it to supplement the
record in Case 14323 for the introduction of additional evidence from Chesapeake and
then enter a revised order denying COG’s attempt to circumvent the requirements of
Order 3 5-A and Form C-102.

Re7

W.
KELLAHIN & KELLAHIN
~ 706 Gonzales Road
Santa Fe, NM 87501
505-982-4285

- Earl E. DeBrine, Jr.
MODRALL, SPERLING, ROEHL,
HARRIS & Sisk, P.A.
P.O.Box 2168
Albuquerque, NM 87103

Attorneys for Chesapeake Energy Corporation
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CERTIFICATION OF SERVICE

- 1 hereby certify that a copy of this pleadmg was served upon the following counsel of record
" this 6" day of October 2009, by hand delivery.

David K. Brooks, Esq.
Qil Conservation Division
1220 South St. Francis Drive

J. Scott Hall, Esq.

Attorney for COG Operating, Inc.
Montgomery & Andrews

325 Paseo de Peralta

‘Santa Fe, NM 87501
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STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING CALLED
. BY THE OIL CONSERVATION DIVISION
- FOR THE PURPOSES OF CONSIDERING;
CASE NO. 14323

APPLICATION OF CHESAPEAKE OPERATING INC.
FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

AFFIDAVIT OF CRAIG B. BARNARD

 STATE OF OKLAHOMA §

L : § ss.
COUNTY OF OKLAHOMA - §.

- being fully sworn stated

Y My name and qualifi catlon as expert are as fo[lows
CvraigB. Barnard

Education: ~ BA University of Oklahoma 1973

Experience: Practicing’ Landman for 30 years in Texas Oklahoma and
New Mexico, :
_ tCeniﬂc__:ation: _Certlﬂed Professmna! Landman #3268
B, | am over the age of majority and competen’t to make ~this Affidavit.

I am responsible for and involved in preparing the necessary land and ownershlp
‘documents for submittal to the New Mexico Oil Conservation Division for this '
case.

lam personally knowledgeable and familiar with the facts and circumstances of
this case and the following factual statements.

Affidavit of Craig B, Bamard
NMOCD Case 14323
-Page 1-



My expert opinion are based on ‘thﬂe":following"-facts and events:
CHRONOLOGIGAL S_UMMARY OF SIGNIFICANT EVENTS

Chesapeake Operating, Inc. (“Chesapeake”) has a working interest ownership in
the oil and gas minerals underlying the NW/4,SW/4, N/2ZNW/4, SW/4ANE/4

Section 11, T16S, R28E, Eddy County, New Mexico, being part of the Contact

Area for the Joint Ope'ra’ung Agreement (“*JOA”) identified and descnbed below.

Based upon an oil & gas title reports of Thom Hill, Inc; an expert oil and gas title

-examiner, Chesapeake is the current operator of a Contract Area that includes
~ the mineral interest described in paragraph 1 above, pursuant to a Joint

Operating Agreement (AAPL form 610-1989) dated January 26, 1998 that
originally designated Penwell Energy, Inc. as the operator. Attached to this
affidavit is a true and -correct copy of this Jomt Operating Agréement (JOA").

Identified as Exhibit “A”

At all time relevant to Gase 14323, Chesapeake has been the operator with a
56.18% working interest. The non-operators are Devon with a 43.275% working

interest and Timothy R. MacDonald with a 0.070312%. working interest.

Concho aka COG Opetating LLC and COG oit &1 Gas, LP. do not any min‘,era‘l .

interest within the contract area of this JOA and are not parties to this JOA.

'EXPERT OPINIONS

I Have formed the following :ebih‘ionsf based upon my respective:expertise and
upon theforegoing chronology of events: '

a. MacDonald did not have the right to sign COG's well proposal letter
because he relinquished his executive rights which are now controlled by -
CHK as the -operator.

b. Atticle V of the JOA states “A, Desugnatson and Responsibilities of
Operator, Operator “shall conduct and direct and have full control of all
operatlons onthe Contract Area as permitted...

 ¢. The JOA's contact area includes this SW/4 of Sectio‘n 11 where' coG ‘
wants to place the surface location for the Blackhawk 1-H wellbore: '

d. MacD.ohald no longer had the ability to sign a third-party well proposal for
a wellbore to be located with the contract area of the CHK's JOA.

Affidavit of Craig B. Bamard
NMOCD Case 14323
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e. McDonald’s has committed his 0.070312% interest to be operated by CHK
and cannot commit properties within the Contract Area to another venture
“allow COG to operate within the Contract Area.

f. By executing the JOA, each working interest owner, included McDonald,
commits their interest within the Contract Area to joint operatlons to be.
operated by CHK as the. operator

g. ‘McDonalds SIgned election to join in the COG wellbore is void because
CHK now has exclusive control of these rights.

'FURTHER AFFIANT SAYETH NOT:

' STATE OF OKLAHOMA

COUNTY OF OKLAHOMA

SUBSCRIBED AND SWORN TO before me thxs 5t
Craig B Barnard

dayﬁof Ocfeber 2009, by

' Notary Public

R e W o W

ACKNOWLEDGMENT

STATE OF -OKLAHOMA) B
: 88z
COUNTY OF OKLAHOMA) '
BEFORE. me, the undersigned, a Nota_r,y»}?:ubli-c in and for said County and State, on this ___day of
October, 2009, personally appeared Craig B. Barnard to me known to be the identical person who subscribed

the name of the maker thereof to the foregoing instrument and acknowledged to 'me that he executed the
‘same as his free and voluntary act and deed for the uses and purposes therein set forth.

Given under my hand-and seal the day and year last aboye writfen._ _'{,;;f’

Nz Pl

ﬁlNA PETERSON ;
T Nolary-Public: E

]

l

Affidavit of Craiig B. Barnard
NMOCD Case 14323

Smte ot Oklahoma
4 Commisslon # 08008510 Expires 08128/12

______________________
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OPERATING AGREEMENT

DATED
JANUARY 26 19 98 |
' OPERATOR . PENWELL ENERGY, INC.

CONTRACT ARBA ___TOWNSEIP 16 SOUTH, BANGE 28 FAST, HMPM

o SECTTON 10: W/2.

SEGTION 11: A1l

COUNTY OR PARISHOF _ EDDY - -STATE OF ._NEW MEXICO

'BLACKBIRD PROSPECT (NM 075)

t %

| RQewsnss T\ve 4 ot
CfO\,J
l Rectes . Pk g
o _ Lcnlt,%’),» |
COPYRIGHY 1989 — ALL RIGHTS xssmvm
AMERICAN ASSOCIATION OF PETROLEUM - X

LANDMEN, 4100 FOSSIL CREEK BLYE.
PORT WORTH, TEXAS, 76137, APPROVED FORM,
AAPL NO. 60 - 1969
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OPERATING AGREEMENT
THIS AGREEMENT, eatered inco by and between Perwell Enevqy, Inc.
herelnafeer - deslgaated and refereed w28 “Operator,” mmwmmmmmww
heuimftcrnfcmedmlndmdmﬂyu‘Nw—Opmmx and collectively a3 *Noo-Opesators.”
WITNESSETH:

WHER.P.AS.d:cpamc:m:hlssgreemm:ucownenofounndGasIa.samd/o:Oﬂdeuln:cxuulnd\cIxmd
identified in Bxhibit “A” snd the parcles hereto bave reached af sge ta explore end develop these Leases and/or O

and Gas Inrerests for the production of Ofl and Gas to the extent ind a3 hercinafter provided,
NOW, THEREPORE, it is agrecd a3 follows:

ARTICLE L
DEFINITIONS

As used in this sgreement, the followlng words snd terms shall have the meanings here ascribed 0 them:

A. The rerm “AFE” shall mesn an Authority for Bxpenditure prepared by & perty to this sgreement for the purpose of
esdmxdngxhewsuwbclncmedinwnduawgmopﬂuwn

B. The term “Compledion”™ oc"Complcue'shdlmnm&hopcmdnuhuadedwmpkunmﬂu:pmdwdml
:ndGulnqncormo:eZones.lndqdmg,bu:no:hmiwdw.theurdn;ofpmducdonqslng.pufondug.w:ﬂmmuhuon
and production testing tonducted-in such operstion.

C. The ¢erm "Contrace Area” shall-mezn all of the lands, Oil tnd Gas Lesses snd/or Oll and Gas Interests Intended to be
dzvdopednqdopcuwdfo:Oildeupurpmuade:thkagmemenc.Suchhnd:.Oildeulasumeildeas
Interests are described in Exhible “A”

D. The tecm “Deepea” dullmanuﬂagkopcudoqwhcrcbysweﬂkdrmcdwwobjccuchqnebclowzbedecpcs:
Zonelnwhlchthewnwupmvimlyddlled,orbclow:bchemeonep:opozedlndwusodxwdAl’B.whkbwcrudz:

23 lesser

24 B. The terms “Drilllng Parey” and “Consenting Puccy” Mmamwbouyeumkhhundpqmmddu
25  cost of say operetioa conducted wnder the provisions of thils agreement.

2% PTheteun"Drl&ngUmt"slu!lmc:nthclrcafixcdfortheﬁrﬂ!imofoncwc“byoxdexoxml:ofmysunem‘fedcul
27 ~ body having suthoiry. H-DrﬂhnxUmtkmtﬁudhymymchmleoro«lu & Drifling Uaic shall be che drilling unlt as
28 esesblished by the patcern of drilling in che Conrracr Area ualess fixed by express sgreement of the Drilling Partles.

29 G. The term "Dieillsiee” ahxllmewzthilnndGasLmeorOddeu!nmtonwh!datpmposedweﬂhmbe
- 30 located.

31 H. The term “Inicial Well™ shall mean the well required o be drilled by the pasties hereto as provided in Asticle VLA
32 . L 'lhem"Noa-(omatWeﬂ“tbal!mntwcllinwhldxkssdua:ﬂpudaluucoudwedmopcm&onu
33 provided in Arcde VLB.2,

34 J. The terms "Noa-Drilling Party” md"Non-ConscndngPlny :hallm:mxpmywhoelemmtmpamapuem:
33 proposcd operstion,

36 K-mW'OﬂlﬂdGﬂ'swmﬂmuaaghudgu,xuwndensaw.md/orlHothahqmdo:gwm
37 'hydrocschons sid other murketable :nbs:wees produced therewith, unless an munxaohmknhe inclusiveness of :hu werm is
38 specifically stated,

‘39 L. The term “Oil and Gas Lateress® or “Incerests” :haumcanunlcasedfeewdmlnadlamlaoudeumnm
40  of land lying within the Contrace Area which sre owned by pastics to this sg

41 M, The terms "0il gnd Gas Lease,” 'I.ea:clndlcuchald”thxumcsncbeoﬂmdgulase:orinbcrdudwtcm
4 mmdhﬁbbgmﬂn&c&m@wb@mwmbymmm&kwmn

4 Nmm?lusw'b‘umtdnghomhuwhet&y per Zone & sbandoned in onder w amempt &
44 Completion in s shallower Zoge.

45 O. The term “Recompletion”™ or “Recomplete™ shiall mesn 10 operatlon whctebleomplcdonlnoncZonclstblndoned
46

47

43

49

Py - -
'o.G.b.GsnSww,qm»u.kwN.u

g

BNBES

i asder to atempt s Compledon In « differcnt Zogt within. the existing wellbore. .
P. The term “"Rework” shall mexn xo operation conduceed in ‘dhe wellbore of u well sfter k & Completed o secure,
restore, or Improve producrion in 8 Zone which Is currently open to production in the wellbore, Such operations indlude, but
wre oot limited to, well stimulsclon operations but exclude any routine repsir or sl work of dellling, Sidecracking,
- 50 Deepening, Completing, Recompleding, or Plugging Back of u well. - . ’
51 Q. The werm “Sidetrack™ shall mean the direcrional control and Inteations! devistion of & well krom vertical 30 s w0
52 chmgedxebommhokbazmunlwdonewamlghwn:hcbohormddl!nmud)unklulhcholcwwcmmco:hu
33  mechunica! difficuldes.
34 R. The term “Zoac™ sha.l.lmunummmof:mhmummgo:dmug}uwmulnnmmmoammnkmofoumd
33 Gﬂsupxmdypmdudblcfxomwyothcxmmmonmuhdonofoﬂmd%
56 Ummmmm&dudymmmmwhmelw;mdﬂdﬁtbcphﬂduw:d ‘person” lacludes
57 oamral and artiflcisl persons, the plural Includes the singalxr, snd any gender includés the mascaline, feminine, and neuter.
38 . ARTICLE I
39 EXHIBITS
60 'Ibefoﬂawquexhibm.u;lnducedbclowmd-mchedhcxm uehmzpouwdlnmdmadelpzuhmof
it “A,” shall include the following laformation:

& (1) Description of lands subjece.to chis sgree

63 (Z)R.atricdom,lfwy.umdcpths.founulom.oxmbmnw,

64 (3) Partles to agreement with addresses and telephone numbets for hotice purposes,
63 (4) Percentages or fructional lntecests of partles w this sgreement, .

66 (5) Ol and Gas Leascs sad/or Oil and Gas Interests subject to this sgreement,

67 (6) Burdens on production.

68 B. Exhibit "B," Form of Leass,

C. Exhibic "C,* Accounting Procedure,

7 x D. Bxhibit "B,” lnsurance.

E. Exhibit “E," Gas Balancing Agrecment.

B Exhibxt “F,” Noo-Discrimination sad Cersiflcazion of Non-Segregaced Fuilitics. .

: ,* Tux Parcaecship, ’

7 _x._xo:hcr_ﬂmrbn:zlmlmmgn_aommnv. LLL.G. Well .
- Information Requirements B s .

x  I. Exhibit "I", Notice of  Joint Opetating Agreement, Lien. Security Interests
) and Financing Statement. .

‘Revised 3/2/98 °

i
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If aay provision of any exhibit, except Exhibits “E," “F" and “G,” is iumnsi;tcm with eny provision toptained in

1 .
2 ¢he body of this agreement, the provisions in the body of this sgeeement shall provail.

3 ARTICLE L.

4 INTERESTS OF PARTIES

5  A. Oil and Gas Interests: ) . .
6 If any party owns an Oil and Gas Interest in the Consract Area, thas foterest shall be treated for all pucposes of this
7  agreement and during che teem hereof &s if it were chvered by the form of Oil snd Gas Lease attached hereto as Exhibic "B,
8  and the owner thercof shall be decmed 1o own both rpyaley interest in such kase and the interest of che lessee theceunder.

9  B. Interests of Parties in Costs and Production: C
10 Usless changed by other provisions, ] costs and liabilities incurred in operetions under this egrecmenr shall be borne
11 aod peid, and all equipment and muserials acquired I operacions on the Contrsct Area shall be owned, by the parties as their
12 inserests are sct forth.dn Exhibir "A." In the same maancr, the parties shall also own all produccion of Ofl end Gas from the
13 Contracr Area subjecy, however, to the paymeat of royalties and other burdens oa producrion es described hereafrer.

14 nepxdxas_ofwhidxpuqmmmmmm¢nmmmo:mm@mmmwmmdqozomer

burdens may be payable sad except as otherwlse expressly provided In this sgreement, each party shall pay or deliver, or

-7

(4

16 cxise its share of she production from the Contract Area up ¢o, but not in excess of,
17 the Eova By S o e“atéiisdfn P Tadennify, o and hold the other parties free from aay liability therefor.
18 Except s otherwise expressly provided in this g,g:ecx:zcnt, if any party has contributed hercto any Lesse or Interest which is
19  burdened with any royalty, averriding roysly, p rum payment or other burden on production in excess of che amopnes
20 stipulated sbove, such party so bardencd shgll essume and slone bear alf such excess obligatiods and shalf indemnify, defend
21 snd hold the ather parties heceto hermless from aay|and sll cleims areributable to such excess burden. However, so long as
22 the Drilling Unlt for the productive Zone(s) Is ldearical with the Contract Ares, each party shall pay ar deliver, or cause
23 be peid or delivered, all burdens on production froay the Contract Arez duc under ¢hé terms of the Oil snd Gas Lease(s)
24  which such party has contributed to this sgr hod shall indemnify, defead and hold the other parties frec from say
25 lability therefor. . o
26 No party shall ever be respoasible, on & pncc balkis higher than the price teceived by such party, to any other party’s
27 lessor or royalty owner, sad if such other party’s lessor or royalty owner should demand aad receive settlement on s higher
28 price basis, the party concriburing the affecred Lease shall bcu the addicianal royslty burden steributsble to such higher price.
29 Nosthing contained in this Aricle IILB. shall be d d an assignment or cross-assig of § s covered hereby,
30  and in the event two or more pamcs oontribuce to this agreement jointly owned Leases, the pardes’ andivided interests in
31" said Leascholds shall be d d separate leasehold interests for the purposes of this agreement.
32 C. Subscquendy Created Interests:
33 !imypnxtyhueonnilmmdhem:Lmeo:Innc:csnhztmbnrd:uedwxﬂ:mnssxgnmcmofpmdnctwnyvcnnssemnty
34 for the payment of money, or if, sfier the date of fhis sgreement, any party creates sn overriding royshy, production
35 paymen:. net profirs interest, assignment of production) or other barden. paysble cor of production srributble o its working
36 der, such burdea shall be deemed & "Sub Iy Creaed I Purd:etifwypartybuaoauibuncd
37  berewo 8 Lease or Interest burdened. with an mxndig'g myalty, production psyment, net profits interest, or other burden
payah!eouxofpmdnmnnmmdpmrwdwdzncof and such burden is not shown on Exhibit "A,” such
39  burden also shall be d d a Subseq Q'eaud' ,mdxe:xtcntmchbnrdeaausﬁdmburdcnsonmcbpanys
40 Lwcorlnuzestwcxcoodtbcmoun;mpdzwdlnm:!em.hnbme.
41 The parry whose Interest is bapdesed with the Subisequently Created 1 : (the "Burd arty”) shall assume and
42  alone bear, poy wad discharge the Subscquently Creared I wdshzllmdcmmfyd:fcndwdholdhmnkssdwodmr
43 pamuftommdngninstwyl!abxh:ydu:rcfar.Pnrdxe:.nftheBu:denchar:ytnllsnopay.whcnﬁue.lts:banofcxpenss
44  chargesble hercuader, all provisioas of Article VILB. shall be enforceable sgeinst the Subsequently Created I in the
45  same manner #s thej- are enforceable against the working incerest of the Burdened Parry. If the Burdenod Parry is required
. under this-egreement to wssign or relinquish to sny othek pary, or pasties; all or a portion of its warking interest and/or the
-47  production atuributable thereto, said other party, or parties, shall receive said assigament and/or production free and dear of
48 said Subsequencly Created Interest, and the Burdened Party shall indemnify, defend and hold harmless 2aid other party, or
49 pam::,frommymdlllchunswddemmdsforpaymcc:mencdbyowmcsofdw" *quently Creaced I
50 TICLE IV,
51 . 'I'ITLBS
52 A. Tide Examination:
53 Title examination shall be made on the Drillsite of sgy proposed well prior to commencement of drilling operatioas and,
54 if = majority in interest of the Drilling Partics so request|or Operator 0 elects, title examination shall be made on the entire
35  Drilling Unit, or maximum aaricipated Drilling Ualt, of the well, The opinion will include thie ownership of the working
56  interest, minerals, royalty, overriding royakty snd production payments under the spplicsble Leases, Each party coatriburing
57 Lesses and/or Oil xod Gas Interests to be Included in thel Drillsite or Drilling Uni, if approprisce, shall furnish to Operator
58  all sbstraces (including feders] kease status reports), title opinions, wide papers and curative maserial in igs possession Frec of
39  charge. All such informstios not in che possession of of made avallable 0 Operutor by the parties, bur necessary for che
60 mminationofth:dd:.shallbcobaioedbyOpmuor.d:cmm:shtUmuscudembemmmedbyuwmcy:onitssmffor
61 by curside arrorneys. Copies of all dtle opinions shall be furnished to each Drilling Pasty. Coscs lncucred by Offitecor {n
62  procuring sbstracts, fees paid cotside sttormeys for tide jexamination (including preliminacy, supplemental, shus-E; royaley
63 opinions and division order tide opinioas) snd other direct charges s provided in Exhibic "C” shall be borne by dheiDrllling
64  Parties in the proportion that the interest of each Drilling Party bears o the tora! interest of all Drilling Pa !
65 intereses appear in Exhibit “A.” Operatac shall make no charge for services rendered by its staff attorneys or oth:t
66 i tlormaace of the above functions. ' - »
61 shall be responsible for securing curative m: sad pooling 4 s Or =g
68  connecrion with Leases or Oil and Gas Interests tontributed by pany. Operator shall be tesponsible
69  wnd recording of pooling designations or declarations and ¢ ion rgr a3 well us the
70 before governments! agencies for the securing of spacing or pooling ordess or u\y othcr orders
:hcwoduaofopcrauonshcmundcalhushaﬂmtpmmypmyhomnppanngonit7 :
72 Costs incucred by, Operator, inchuding fees paid w outside sctorneys, whith are associsted with ﬁ i heft
73  agendies, and which costs are neccssary and’ proper fo{ the sctivities contemplated under this agrofhEdE SHNP B2 iRy
4 durgamthe)omxlccoumwdshdlm:bcmvcmdl;yﬁ)endmnhmnveavu@hctddmxuu m'ﬁ

2.
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- lisbility against the party who falled w0

Operaror shall make ao chacge fo: scrvices readered by its staff aoracys or other personnel ia the pcrformznce of the above
functions.

No well shall be deilled 0n l'hc Contract Arca uati} after (1) ¢he titls ta the Drillsixe or Drilling Uait, if appropriate, bas
been examined zs-above provided, and (2) the ndchzsbccn appmvcdbythecumlmuguwmeyorudehasbecn scoepied by
alf of the Drilling Partics in such well.

B. Loss or Failure of Title:

Leases -ndlnecn:u snd,
(a)‘I‘hcpatzyaudxwdwuhmutribudngtheOddea:Leueotlmcmnffmdhynhcud: a indudiz\g,if
applicable, a sucoessor in interest w such parcy) shall bear alone the entire loss and i shall not be epritied

(¢) If the proportionate interest of the other parties hereto in say producigg well p
Area is Increased by reason of the title failure, the party who bare the costs incurred in congp
to the Lease or Interest-which has failed shall reccive the proceeds attribotable to the in in such intesest (less costs and
burdens suributble thereto) sati! ic bas been reimbursed for vorecovered costs pajd by It in connection wi:h such well
sceribucable to such failed Lease or Interest;
(d)ShouLdmypemnnotspanywthxsagxccmcat,wﬁwudcmmmed
which has feiled, pay in aay. msnner a0y purt of the cost of operation, d
to the party or parties who bore the costs which arx 30 refunded; : .
(€) Any liability to sccount to & pessor not s party to this egreemeny’for prior production of Oil end Gas which srises
by reason of citle fallure shall be borne severally by each party (includjdg s predecessor to & cucrenc pacty) who received
mdudtonforwhwbsuchmmnghuquircdbzscdonrhcmomthndapmduawnucaved.mduduudxputy-shzﬂ
scveeally-indemaify, defend sad bold harmless all other. parties Keresy/for any such lisbilicy co sccsune;
(f)NOdnxgesbaﬂbcmadcwthz)omtmmforlcgd 'nsu,fesoruhaummanecnonwzhtheddenscof
mcl.u.scotlntctatdua:edwhavefsﬂed.butlfthcpzrqmnngnd:kngwhmbmdmwddcndlumle
it shell bear sll expenses in connection therewith; and
(g)lfmypaztyh:grveucmdstonl!xhibat"ﬂ‘m'lgascot which is ki "so!e!y:oownetxhnpofm
interest in the wellbore of any well or wells and the progfiction cherefrom, such parcy’s abseace of i in'the d
of the Contract Arca shall be considered a Failore of Tj4 nsnonxchmmumngConmAmnnlcssdurabsmofmzcrcs(
Is reflected on Exhibit “A"
2, Loss by Non-Peyment or Erroneous Paymenyof Amount Due: If, thmugh mistake or oversight, any reata!, shur-in-well
payment, minimum royalty or soysly paymeat, br other pay L y-to maiaesin 2l or & portion of an Oil snd Gas
Lease or Interest is not paid or is erroncously faid, and es a result a Lease ot Iasesest terminates, there shall be ag monctaty
such paymént. Unless the party who failed to make the required payment
mamlzascozlnumt'mv:ﬁngeaamcintemtwixhinnincty(%)dapﬁomzbcdismveryo!dwfaﬂnnmmakc

be the gwoer of any Lease or Interest
, 0f equif such amount shall be paid

oss, from the proceeds of the sale af Ol and Ges artributable o the lost Lease or laterest,
.fortbcdﬂclopmcatmdopcutingmpmviaus}yyaidonmofmdzLciseo:lnxcm:,

odedeuJasppcnungapcnmmdkmbudcmMgabhhmundam:b:pamwhoﬁﬂod
up o the of vered costs auzibutable to thar portion of Ofl and Gas thereafrer produced and
gym&aubnﬁomww:ﬂsthcz'cnfwdrﬁ!ed)whid:,inthclbscnecofmcblusc'orh_:muxmimzion.

i nucmdm:dmath:rpama,thepmcccdsofsadpordonolzhcodmd(iumbewnnibuwdbytheodu:rpam:s
in pfoportion to their respective interests reflecred on Exhibic "A"; and,
(c)Anymomcs upmtbeamoumoiunrewvcmdoosts,tbunuybepaldbymypuqwhou.orbemma. 4;: owner

¢ .
Ofdr-trseorhrerestiorforthe y‘llw.&\. ofp it Areeoe- TRl ek e +his 2

O:herlnsscs-AlllosmofLemsorlnwtsuwmmxmdmthuagxeemmz. hag-ah
W%qmnkbmbmmwhbmbymummpwmmmwwmc
Exhihit "A.” This shall include bt oot be limited to the loss of any Lesse or Interest throngh failare to develop § }m cause
express oc-implicd covenants have not beea performed (other than performance which requires only the payment "éa oncy),
20d the loss of any Lesse by expiration ac the end of fts primary term if It is aot seacwed of extended. u.r:'mgii‘
md;mmmofmtctutsmdmrcmumngpomouofd:cConmaA:cnonmumdwy)omtbs&

Luscuhmcstuqmmdbywypmyhcxcto(othu!hand:epanywboscmbmt_ faod-orWIETo
(90)daypezwdpmvxdcdby.‘.mchVBlmd dle IV B-2—tve Govering el or & porvion of the in

NWﬂSlOstS!ﬂﬂ nff st-CST 0 th Mmemuthu&icdmwashst.mdth:pmtﬁ‘h“‘
M.\!ﬂkﬂhh‘

7701 WY piy-te-such-aequisision
. 24 . mm«mm
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ARTICLE V.
. OPERATOR ‘
A. Designarion gnd Responsibilities of Operztorn: . .

Ferwell Enérgy, Inc. shall be the Operator of the Conrract Ascs, and shall conduct
sad direct and have full control of all operatioas on the G < Ares as permicted and required by, and wichia the limits of
this agreement. In its performance of services hercunder for the Non-Operstors, Operator shall be an independent contrector
Bot subject 1o the contral or direction of the Nou-Operators except 85 £o the type of operation to be underraken in sccordznce
with the election procedures contained in this sgreement. Operator shall nozbcdeemcd.orhold ieself out gs, the sgeat of ¢he
Noo-Operators with suchority to bind them ro say obhgnnon or Lisbilley sssumed or incurred by Operator as to any third
party. Operator shall conduce ics scriviries under this agr asa ble prudent of o, in & good and workmaalike
manner, with due diligence and dispatch, in wuord:ncc with good oilficld practice, and In oumphanoc with spplicable law and

 pegularicn, bur in no event shall it have any liabllity s Opcrawor w the ocher partics for Iosses suscained or lisbilities lncnrred

excepr such 2s may result from gross negligence or willful misconduct.”
B. Resignution or Removal of Operator and Selection of Successor:
1. Resignatlon or Removal of Operator; Operatar czy resign at say time by giving wsirea notice thereof o Npn-Operators.

‘IfOpcmwtncrmlnzmlwslcgz]cxlswnoc.nolongcrowmmhm:hucnadalnd:eConmAm.orunoloxggc:apableof

serving as Operator, Operator shall be deemed to have resigned without any action by Noo-Operators, except the seleclon of »
suacessor, Operator may be removed only for good cause by the sffirmative vore of Non-Operators owning 8 majority interest
bccdmmemhipu:havnonhxhﬂ:k'fumﬂnhgufouudndmgnhcvomghwuzdw such voce. shall not be
decmed cffective unl & written notice has beea d d to the Op by & Non-Operstor detailing the alleged defaule and
chmmhuixﬂedmmmdwdcim\zthhmthlqyﬁo)dtys&ummmptofrhcnonaaot.xfdwdcfmhmmm
operation then being condncred, within forty-cight (48) hours of ity receipt of the notice, For purposes hereof, “good cause™ shall
mean not oaly gross negligence or willful miscosduct but wiso the maserial breach of or Inability to meer the standards of
operation contained in Article V.A. or marerfzl fallure or insbllity to perform irs obligations under this agreement.

Subject to Ardde VILD.1,, such sesignation or removal shall not become effective until 7:00 o'clock A.M. on the first
day of the calendsr month following the expiration of ninety (90) days after che giving of notice of resignstion by Operseor
or sction by the Non-Operstors w remave Operator, ualess a suecessor Operator has been selected and assumes the duties of
Operator at an garlier datw. Operator, after effective date of resignation or removal, shall be bound by the terms hereof s 3
Non-Operstor. A change of a corporate name or structure of Qperator or transfer of Operators interest o any single
subsidiary, parent or successor corporation shall not be the basis for temoval of Operator.

2. Selection of Successor Operator: Upon the resignation or removal of Operator under any provision of this sgreement, &
successor Operaror shell be sclecved by che partles. The successor Operntor shall be sclected from the parties owning wn
interest in the Contract Aréa ¢ the time soch successor Operator is selected. The successor Operator shall be selecred by the
affirmative vote of two (2) or more partics owning.a majority htcttsl based on owaccship ss showa on Exhibit "A™;
provided, & , if an Op which has been removed or s deemed to have sesigned fuils 1o vote or votes only to-
succeed itself, themooessorOpc:umrshaubcsdeacdbythc:ff&mmemofdwmorpanmowmngnm;omy
interest based on ownership as shown on Exhibit "A” remainlog sfier excluding the voting interest of the Operator that was
removed or resigned. The former Operator shull promptly deliver m the successor Operator all records and daca relating 1ot
the operations conducted by ‘the former Operator to the extent such records £nd dsta are not slready in the possession of the
saccessor operscor. Any cost of obeaining or copylag the former Operator's records and dara shall be cherged. w the joinr
sccount. .

3. Bffecx of Bankrupeey: If Operacar becomes: insolvent, bankrupt or is placed in recelvership, it shall be deemed w have
resigned wichout gay ection by Noa-Operstors, excepe the selecsion of 2 successor. If & petition for relief under the fodersl
bankrupicy baws is filed by or against Operator, and the removas! of Operator is prevented by the federal bankrupicy court, ali
Non-Opezators and Operavor shall comprise ea interim opersting commirtiee to serve uatil Operator has elecied to reject or
ussumne this sgreement pursuzne to the Bankrptcy Code, and za elccdon t0 reject this sgreement by Operator as & debror in

jon, or by a in bankruprcy, shall be deemed a resignation ss Operator without any acrica by Noo-Operators,
exccptthcnlccnonaf:snmor.Dunngthcpcnodofnnwrbeopcmdngmmmlmcmnmkopcmuons.uﬂmnsxhaﬂ
require the approval of two (2) or more pacties owning « majority Inmerest based on ownership as shown oa Exhibic “A." In
thccvenxthucmon!ymoa)pm:meoduslgrmngdumgthcperwdofnmeth:openungmmmxtwceommls -
operations, & third party scceptable to Operstor, Non-Operator and the federal bankruprey court shall be seleced as a
member of the operating commitvee, and all sctions shall require the spproval of ewo (2) members of the operating
committee without regand for their interest in the Contract Area based on Exhibit "A."

C. Employees and Contractors:
The number of employees or contractors used by Operaror in conducting operations hereunder, their selection, and the

- hours of labar and the compensation for services performed shall be determined by Opesator, and sll such employees or

contractors shall be the employees or contractors of Operstor,
D. Rights and Duties of Operator;

1. Competitive Rates aod Use of Affiliates: Al wells drilled on the Contract Area shall be drilied on a competitive
concract basis at the usual rates prevailing in the area If it 50 desires, Operator may employ its own wols and equipment in
the drilling of wells, buntscbargs :hcrefor:hallnozcxocedchcpmaﬂmgnucsmdw-mmdrhcm:eo( !

shall be pecformed or supplied at petitive rates, p nc to written agreement, and i in accordance with cufi
swandards prevailing in the indusery. 3

2. Discharge of Joint Account Obligations: Fxcept as herein atherwise specifically provided, Operator shall p é
nndduchuge:xpcnsesmmredmthcdcvdopmcmwdopmnonofdt&nmampnrsum:tuthul

Opawshﬂlkmpmmnumdof&cioh:mm:wr.mhgwm&m&

3. Protectlon from Liens: Opcmmrsbal]pay,ormuscmbcpmd.nswdwbcnthcybwomcdncmd np?
of contracrors and supplicrs and wages sad saleries for services rendered or performed, sad-for magerialt®
xupeaoftthonmAznocmyopendon:forthcjolntmumdumf and shsll keep the

. * ‘exclusive of Satirdays, Sundays and legal holidays

..4.
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" B. Subsequent Operations:

licns &nd encumbrances sesalting therefrom except for those resuling from a bons fide dispn:cuuosexvia:s rendered or
mucnzk:upphed. .

4. Costody of Foods: Opcnmuhzﬂholdfo:dwmumof:thon—Opmmmyfwdsohchon—@pc:wusdvmmd
or paid w the Operutor, ekhcrfurth:conduaofopezmomhucundcrornituukofthcsﬂeof;mdqmonfmmthc
Coatract Arcs, 10d such fonds shall remsin the fuods of the Non-Opermtors on whosz they are sdvanced or paid until
nsedforthelrlntcndcdpurposcorothcrwhedchva:dmdxeNon-Opmwuornpphcdwwudthcpaymcmofdebul!
provided in Artide VILB. Nodungla:huyangnphshn.ubcoonmuaduomabﬁskuﬁdnduyn;!mnxhiybcmecnOPcnwt
sad Non-Operacocs for say puzposco:hcrchanm-mfor Noa-Opceatos fuiids 83 herein specifically providéd. Nothlag in
this paragraph shall require the by Op of sep mnnufor!hefundstoa»Oyemmﬁudusthc
partics otherwise specifically agree.

S. Access 1o Contracr Area and Rocords: Operaror shall, excepr as otherwlse provided herein, permit cach Non-Operator
or its duly auchorized represcatstive, st the Non-Operator's sole risk xad cost, full 20d free secess st all reasonsble times w
n!lopcnnamofcchkladwddnncxerbclngconduqadfordx]omtwmunxon:he@nmmmdmtbc:eaozd:of
operutions coaducred ¢h or p h n, {ocluding Operstor’s books sad recocds eelaslnl® thereto, Such sccess
rxgbtssbu;illmtbcexcrcnsedIn-n:u.nnulnlx:tfctingvm:h(L tor’s conduce of ad ¢ tlon h der.and shall not obligate
Operator o furnish any geologic or geophysical dats of sn Imerpretive nanure unless the cost of preparation of such
interpretive dite was charged w the Joint sccount. Opecator will farnish vo'each Non-Operaror upon request copies of say
and all reports and information cbrained by Operstor In connection with production edd relared kems, Incuding, without
Limitedlon, meter and chare seports, production purchaser stutements, ma tickets aod monthly geage reparts, but exduding
purchase concrices and pricing lnformaetion o the extent not applicsble o dhe production of.the Noa-Operator secking che
Informstion. Aay sudit of Of s ds relsting w 3 expended and the sppropri of such expenditores’

_ :hxﬂbcconduacdmmrdsmmzbthemdnpmwwhpcaﬁcdinﬁxbibu“c"

6. Filing and Fornlshing Governmenw) Reports: Operseor will file, sad vpoa written reqoest promprly furnish copies co
cach requesting Non-Operitor not ln defuult of it pagment gbligadlons, all operstonal notices, reports ac spplications
:equuedcobcﬂbdbybaLSum.Fedcrdmlndhn;genaaam:honduhwhz)udsdhmwopcudomhcrcundu
Esch Noo-Operutor shall provide to Operator on 3 tmely basis sll Information necessary to Operator to make such filings.

7. Drilling and Testing Operations: The fo}lowlng provlslom shall apply w0 uch well drllled butnnder. including but not

" limired ro the Initial Well:

" () Operaror will prompely sdvise Non-Opeumof:hcduconwhidxcbewcHh:puddcd. or the daze on which
drilling operstions erc cofmmenced.

: (b)OWWMmNMWMmmmMMWM&MN&WdeM'
u&NmOmmmﬂmmﬂymmMﬁm&MmWn&ﬂydﬂﬁogmmmﬂcmwmdwﬂbg& :

{c) Opestor shall adequasely test all Zones cacountered which may by be expected to be cupable of producing
OdaadGulnpayingu:n:idc:ulmmlrofexxmimuonofd\cdecuklogoxwyorhcrloporm:uo:mrscoaduacd
hereunder.

8. Cost Estimates. Upoa sequest of any G Ing Parry, Opers :hgllhuqshunmmo!wmu:wdcumuhﬁvewxu
incurred for the Joinc scoounc st ressonshle incervals during the duct of sny operu pu:sun:cothxsungcmm.
Opcumr:hdlm:behcldhableforctmnlnmchesdmna:ohngud;carkmz&smm&dclngoodfﬂdx

9 lostrance: Ac all dmes while operations sre conducred h der, ‘Op shall ply with the workers
compensation law of the staze where the operations are belng conducred; pxovlded. however, that Opcnwr may be a sclf-
msnxaforlhbdityundcrnldcompcunuonhwxlnwbxdzcvennhconlychnrgedmshaﬂbcwdcmdu]o!mmunuhau
be a3 provided in Exhibit “C.” Operator shall ulse carry or provide lasucance for ché benefis of the joine eoooun of the parties
a5 audlined i Exhibit D atached heeeto xad made s part hereof, Operator shall fequire slf contractors engaged In work on
ot fos the Contrzct Area to comply with the workers compensation law of the swee whcxtt}wopcndommbewg oonducwd
mdmmﬂmmmcho:}mimunnc:xSOpcuto:maquulm

!nthcnemmmmobﬂeﬂnbﬂqunsumutpcaﬁcdlnn!dﬁxhbx'ﬁ otsubsequcady:wdmthctppmvﬂofdw

pams,md:mchugcxhnﬂbcmd:byOpeuwrfo:prcm!umpddformd:' x for Op s ive
_ equipment. .
ARTICLE VL
DRILLING AND DEVELOPMENT
A. lnidal Well: . : :
Oa or before the day of S | . Op shall o the drilling pf the Inisial

Well at che following location:

TO BE DETEBRMINED.

-~ e ”

and shall chereafier contioue the drilling of the well with due diligence 0t ¢ - -

The drilling of the Initial Well and the pasticipetion chereln by all parties is obligatosy, subject to Arvicke VIC.L a3 to pdti)
mawommmmmuwmdopmmmmmummd P =

Lmnmmmmmewmwmumwmm g
i any parry should dasliy to Rawork, Sldatruck, Deepes, Recompleze or Pliug Back's dry Bole or s well Sk
me@qmwwwmwpwwmmmh'w&w&hmm
this sgreement, the party desiring to deill, Rework, Sidetruck, ‘Decpen, Recomplese or Plog Back sach & [l
sotioc of the proposed operation w the partes who havé por otherwise relinguished chéir & .

-3
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<telegram, telex, telecople:, or other form of facsimile

undcrx:hisngmcmgumdnunllod':crpanidin&;cmcqfnpmpoalfutﬁidmddngmbeepening,spedfyingdwwo&mhe
paformed.d\ebauon,pmpcseddcpdx.ob;mzoncM&caﬂmamdmddxoy&nﬁnmﬁcmﬁsmwbomudxa
notice is delivered shall have thirry (30} days afier receipt.of the notice within which to notify the party proposing to do the work

'whcdxcrd:cydcawpuuapamlndwamofdncpmposcdopawou!fl*drdhngngkoaloauon.nouczdupmposdm

Rework, Sidecrack, Recomplere, Plug Back or Decpen may be given by telephone and the response period shall be limited w fory-
cight (48) hours, exclusive of Samrday, Sundsy and legal holidays. Faflure of & party to whom such notice iS delivered o reply
m:h!nthepcnod-bave&dthaﬂmmmmmehmonbydmtparqmmfnndpammdmmtofﬁwpmposcdopemnon.
Any proposal by & party o conducx sn operstion conflicting with the operation Initially proposed shall be delivéred s all parties
within the time and in the manner provided in Article VLB.6. .

If all parties to whom such notice is-delivered elecr to panicipate in such a proposed operation, the parties shall be
‘contracrually commitied to parvicipate therein. provided such operations sare commenced within che time period hereafter sec
forch, and Operator shall, ao. later than ainery (90) days afeer expiretion of the moticr period of chirty (30) days (or as
promptly s practicable sfter che expiration of the forcy-cight (48) hour period when s drilling rig is on locatlon, as the case
‘may be), acrually commence the proposed operation and thereafter cnmplene it with due diligence at the risk and expensc of
the pardes participating therein; provided, however, sald commencement date may be exvended upon written notic of szme
by Operator to the oghes parties, for a period of gp ¢o thirty (30) sdditional days if, In the sole opinion of Operatar, such
sdditions] time is reasonsbly accessary to obtain pecmits from governmentzl suthoricles, surface rights (including righcs-of-
way) or appropriate drilling equipmént, or to complete title ination or curetive mateer required for title approval or
wceptance. If the acnual operation hes not been commenerd within the time provided (including any extenslon thereof ss
specifically permitted herein or in the force- majeure provisions of Article XI) and if any party herewo seill desires to conduet
said operation, writcen natice proposing same must be resubmiteed o the other parties in acordance herewich ss if no prior
proposal had been meade. Those pardes that did not participare o the drilling of » well for which & proposal to Deepen or

" Sidetrack is made herender shall, if such parties desive to participate ln the proposed Decpening or Sidetracking operation,
mmbursc:thnlhngPamcsmnwo:danccwuhAmszI.Bilnthccvemoleccpcmngopcrwonmdlnnwoxdnncc
with Article VIB.S. in the event of s Siderracking opedation.

2. Operations by Less Thao All Parties: -

() Determination of Pawidipaclon. If sy party to whom such notlce is délivered ss provided In Artide VIB.L or
VLCL1. (Option No: 2) elects not to participate in the proposed operation, then, in arder o be eatitled 1o the benefics of this
Ardde, the party or parties giving the notice snd such other parties as. shall elecs o participate in the operation shafl, no
lacer than ninety (90) days after the expleation of the notice period of thirty (30) days (or ss prompely as practicable aftes the
expirstion of the. forty-cight (48) hour pericd whea a drilllng rig is on location, a5 the case may be) sctually commence the
proposed operation and complete it with due diligence, Operator shiall pc:fnrm sll work for the scoouric-of the Coasenting
Parties; provided, however, if no drilling rig or other cquipmeat- is-on loanau. and if Opcntor sa Non—Conscunnx Parry,
the Coaseating Parties shall either: (i) nqustOpemmztoperfom:hewo:k .'1" d by such proposed operation for the
account of the Conscacing Parties, or (ii) desigaxte once of the Conseating Parties as Operatar t perform such work. The
ights ind duties granted w sad imposed upon the Operstor under this sgreement sre gm:ted vo and imposed upon the party

designated 85 Operator for an operstion in which the original- Op is 2 Noa-C ntiag Picey, G ing Partics, when
cosducting operations on the Contract Arcs pursuant to this Artide VIB2, shiall comply wuh &l terms and condmom of d'us
sgrecment. -

l!laxdnnnnpamesappmvemypmposcdopcmuan,th:pmpasmgpany lmmcdu:dynfwrdieerphnuoaofdne
spplicable novice period, shall advise sl Partles of the towal intresc of the parties spproving such operation and its

- secommendarion &3 16 whether the Conseating Porties should proceed with the operation. »s proposed. Each Consenring Party,

within forcy-eight (48) hours (exclusive of Satuedsy, Sundsy snd legal holidays) sfies delivery of such notice, shall sdvise the
proposing party of its desire o (i) Iunkpamupmonwwchpany‘nlumm:uuhownonﬁxh!hu%“ot (ii) carry oanly s
proportionate part (decermined by dividing such party's mm:hthe&auwmbyd:cinmudm&mungmm
the Conuece Area) of Non-Consenting Parties’ !nmu:s,o:(w)mnynspmpomonawpan(dwmmcdupmndcdin())of
Non-Conseoting Parties’ -interests together with all or & portion of its proportionate pert of any Non-Consenting Purtics'
inrerests char any Conseating Party did not elex w wke Any intertst of Non-G ing Pesties thar Is not carried by
Consenting Party shall be deemed 1o be carried by the party propaing the operacion if such parry does not withdraw irs
proposal. Falure to advise the proposing parcy within the dme required shall be deemed an election under (i) . In the eveor &
drilling £ig is on location, notice may be given by telephone, and the time permirted for such & response shall nop gxceed «
total of forry-eight (48) hours (exclusive of Ssturday, Sunday and legal holideys). The proposing” party, at its -election, may
withdraw such proposal if there is less then 100% ptmapaunn sad shalf aocify all partics of such decislon wichin ten (10)
days, or within rwenty-fous (24) houss if & drilling rig is on location, following expirstion of the spplicable tesponse period.
If 100% subscription to the proposed opcnuoa is obtained, the proposing party shall promptly nodify the Consenting Parties
of their proportionate i in the of on and the party serving ss Operator shall commence such opcuuon within the
period provided in Article VLB.1., subject to the samc extension right s provided therein,

() Relinquishment of Interest for Non-Pardcipation. The entire cast and risk of conducting such operstions shall be
borne by the Consenting Parties in &:cpzopordomdwyhavccleacdwbcuumenndudwumuo!cbcpmdmg
paragraph. Consenting Parties shall keep the leaschold estates Involved in such operntions free' and desr of nIl lu:as and

g .‘ ¢
lmtom

shares of the cost of plugging and nbandomng the well and restoring the surface location Insofar oaly as those a:s a’
increased by ‘the subsequent operations of the Consenting Parties. I any well drilled, Reworked, Sidetracked, [t
Recomplered ‘or Plugged Back under the provisions of this Amide resulis in & well capable of producing Oil sad /g8
paying quandges, the Conscating Partics shall Complete snd equip the well to produce st their sole cast sl 7
well ¢hall thep be tarned over wo Operator (if the Operaror did not condpcr the operacion) nndshnﬂbc ;
expense and for the account of the Conspadng Pardes. Upon « of operat] for the 4
Siderracking, Recompleting, Decpening or Plugging Back of sy such well by Conscating Parties in & -
provisloas of thha Apiicle, exch Noa<Consenzing Pacry shell be desmed to have relinquished w Consent!
Consenuag Pnrdcs sbaﬂ own and be entitled w0 rective, In pmpo:dan ta cheir respective interests
ing Party in the well and share of production therefrom ‘ar, {a the ase of & Rejy
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terminated pupsusat tw Artide VLF, stnddby costs incurred pefiding response to s parcy’s aotics p

;’389
Decpemcg.RmmplcdngorPhgglnngk.or:CompknanpmmurwAnideVLCl OpuouNo.z.-uofmdzNon-
C ing Party’s i In the production obralned from the operation in which the Npo-Consensing Party did not elect
wpzmdpmMx&wuhhmcm@h:&mvemﬂ&cmcee&d&:dcdw&%abhw&n&ew&m
markes value thereof if sach share Is oot sald (afer dofucting applicable &d valorem, production, severaacr, and excise taxes,
wydzymeaﬁmgmydqwdo&c:bmmmscmpmdbylﬁ!deﬂ.&pyabkmdumsmbyr!u:pxodnmon
from such well accroing with respect 1o such Intesgst-unl It revens), shsll equal the sorad of the following:

) — 100 & of cack such Non-Consenrlag Parcy's share of the cost of eny.newly sogiired surfuce equipment
beyond the wellhezd coanections (lncloding bug not limited o scock tanks, szparssors, uuuu.pumplugequxpnuntwd
piping), plus 100% of cach such Non-Consenting Party's :hareof ¢he cosr of opqnnounf the well commencing with first
production and contirning wntll each such Non-G g Parcy’s velinguished § shall fevers to ¢ under othes
pmvmonso(rhu&ddc,ltbeingugxeed:huathon-Coascnanngy‘uhauofmchwuudeqmyw:wmbedm'
intcmrwhld:wnﬁﬁlwbemcbargubkwmchNon-CommagPaqukpamdptwdluduwr.l!lmmd:cbcgmamg.

ofthcopenuolb
0 %of(n)tbupoxmnofthccbmwdapcmuefdﬁﬂhg,kmo:hm%«;ddmb&pwn&
Plnm&dt,mdqg.@mp!cdng.mdhmpkm mmtqmmmmmammvmc.
and of (b) char portlon of the cost of newly acquired equipment ln the well (to and Induding the wellbesd coancctions),
which would bave been chargeable 1o such Non-Consenting Party if it had parnicipated therein.

Norwithscanding aaything o the contrary i this Arcicle VLB, if the well does nor reach the decpest objective Zoas
described Ia the natdce proposing the well for reasons ather than the encouncering of granite or practicslly Impenecrable
substance or other condidon ln the hole rendering further operatlons Impracticable, Operator shall give norlce thereof o each
Noa-Consenting Party who submined or voted for sn alernative propossd under Artlde VIBS. to deill the well w2
shallower Zone than the deepest objective Zoae proposed in the notlce under which the well was dellled, aad cach such Noa-
Cansencing Parcy shall heve the option ta participate In the Inltis! proposed Completion of the well by paylng its share of the
cose of drilling the well ¢o its acrusl depth, calcplated in the manner provided ln Arcicde VLBA. (a). If any such Non-
Conundnmeydocsno:clecxvopuddpaulnthcﬂmComplcuuupmpoudtonndzve!Lzhexquukhmemymmm
of this Asticle VIB.2, {b) shall apply to such party’s interese,

(c) Reworking, Recompleting or Plugglng Btdn An- elecion ot to pacticipace In the drillmg. Sldctracking or
Deepening of a well shall be deemed sn election oot to parricipate io sny Reworking or Plugglng Back operation proposed in
md::we!l.oxpomonrhcxeofmwluchthcinlds!non-comenrclenlonnpplkdthnkmndwednmydmcprmmfuﬂ
secovery by the Coosenting Pastles of the Non-Consenting Pary's secoupment amount. Slmflacly, sa election oot o
parddipate in the Compledng or Recompleting of & well shall be deemed sa electlon not to particlpate In any Bewocking
operation propascd ia such & well, or porton thereol, t which the Inkilsl poa-coasens elecdlan applied thac Is condiced ar

any time prior ro full recovery by the Consenting Pastics of the Noa-C ing Partys Anysm:h
Rewaddug.Rnoamphdago:Phxxg!ngBukepcudoawndumddu:hgtbetebonpmcn:perlodahtﬂbcdo:medrn
cosc of operacion of 3aid well and there shall be 2dded to the sums to be recouped by the C Partdes 308 & of

that portion of the costs of the Reworking, Recompleungar?iqggiqg&dtopcumnwbkhwouldhnebmdurgublem
such Noo-Consenting Party had i pecticipated cherein. X such s Reworking, Recompledng or Plugging' Back operstion is
pmposed&xdngmchreoaupmenzpenod,:b:ptovmomo[:hhArdchLB.xhngc:pphab!eubctwocadeonscnnng
Partics in sald well.

(d)RszmemMmcrs Dnﬂngthcpcxwdofumecnuscnﬁnngm:nddedbmmNon&nxmmgPuq:
share of production, or the procceds therefrom, Consenting Parties shall be sesponsible for the payment of sl ad valorem,
pmdumon.uvcunc:.adsqguhenngwdo:bauxu.md;ﬂmydzymrdd!ngmydqlndachc:budcmapphmbkw
Non-Consendog Parcy's share of production ot excepted by Anicle IHLC.

In the cuse of any Reworking, Sldetracking, Plugging Back, Recomplering or Decpening operatlon, the Cunscntmg
Pastics shall be permitted o use, free of cost, all easing, tubing and other equipment fn the well, but the owneoship of all
such equipment sha!l remsin unchanged; snd opon sbandonment of s well after such Reworking, Sidetracking, Plugging Beck,
Recompledng or Decpealng, the Consenting Parcics shall sccoune for sll such equipment to the owners thereaf, with each
party receiving its propartionate past in kind or In value, less cost of sslvage.

Within pinety (90) dayn afeer the completion of say operation under this Artlde, the party conducting the operations
for the Conscating Partles shall furnish each Nona-Consenting Party with an i y of the equif in and connected to
MW&Mmhmw;mmofmmdwmsﬁcm&h&MPWMmm&mm
R pleting, 2ad equippling the well for production; or, 2t ks option, the operatng pacty, in lcu of sn kemized statemeat
of such ‘costs of operation, may submit a detalled starement of moathly billings, Bach moath thereafrer, during the time the
Conseoting Pasties are belng relmbursed 23 provided above, the party conducing the opérstions for the Consenting Parties
shall furnish che Noa-Consenting Paxtles with sa kemized stasement of sll cases end lisbllicies Incurced In the operation of
the well, cogecher with a satement of the quaatity of Oil £nd Gas produced from it snd the amount of proceeds realized from
cheldcofzhcwdl’;worklnghmtproduaimdudng:hcprccedingmondr.lnd«emdqgtbcqumﬂryolOﬂdeu

duced dusing soy h, Ct Ptrdcalbaﬂu:lndmuympwdmezbodsmchubmmhm!cedwmwmnxor
pcdodkwcuauu.d.nynmoummhmdfvomtheukoro:hudupoamuofeqdpmemnqwlquu&edlnmamlmwkh
any such operstlon which would have been owned by 8 Non-Conseating Party had k paicicipated thereln shall be eredited
agsinst the to! uarerarned costs of the work dons 2nd of the equipment purchased da determinlng when the lat R0
Non&nscadqgl’u:yshxﬂmmmku;bovepwvldd and if there is » credit balsnce, It sball be pald to sff
Consenting Party. ;

If snd when the Conseatlag Partles recover from s Nog-Conseatlng Party's rellaquished Interest the amoun 31
foubm.durdhqukheammmoz.-ud:Nommﬁqgmmwmdan}mamku‘of?;oom'
following the day on which such recoupment occurs, and, from snd sfier such reversion, woch Noo-Consenting B
own the ssme Interest In such well, che materis! and equipment In or permining therero, snd the produaion the
such Nos-Conseatlag Party would have been cotitled to had I pereldputed in the drilling, Sidetrackisy
Decpealng, Recompleting or Plugging Back of sald well ‘Thereafter, such Noa-Cansenting Parry shall b
shall pay ks proportionste part of the farther costs of the operation of s1ld well o sccordance witd 3
egresmcns snd Exhibis "C” atrached bereto,

&Smnd-Bzgts-Wbcnuwcllwbxchbuboendnﬂido:Dceyenedhumcbewdism:bomedde
becnoomplewdwdcbcmlud:mfﬁ;muhcdwt%cpudu,uwhmopcadamoath:w

I
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~ or deepening

Sidetracking, Deepening, Recompleting, Plogging Back or Completing opentm in such 2 well (including the penod reqmred
under Ardcde VIBS mtcsolvemmpedngpmpouls)shzllbedxargcdwdbomcvspmofdwdrdhngorbecpcmug
operation just completed. Stand-by costs subsequent o al} parries responding, or expiration of the response time permitted,
whichever first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant so the terms
of the second grummatical passgeaph of Article VIB.2. (a), shall be charged 0 and borae as part of che prapased operation,
buc if che pro is subsequently withdrswn becaose of insufficent participation, such stand-by costs shall be allocseed
berween the Consenting Parties in the proportion each Consenting Party's inccrest a3 shown on Exhibit "A" bears to the toal
interest as showa oa Exhibic “A” of all Consinnng Parties.

In the cvent that notee for @ Sidetracking operstion is given while the drilling ig to be utilized is on location, sny party
may request and reccive up to five (5) additional days sfter expiration of the forty-cight hour respoase period specified in
Artcle VLB.1, within which to respond by paying for sll standby costs and other costs incorred during such extended
response period; Operator may require such pacty to pay the estimated stzod-by time in wdvence as 8 conditioa to extending
the respoase period. ¥ more &nanoncp}nyc,lecu to take such additionsl time to respond to the aotice, standby costs shall be
sllocated between the partigs taking sdditional time to respond on a day-to-dsy basis in the proportion each elecring pary's
interest s showa on Exhibic "A™ bears wcbcwulinmukhowuogw&“A"ohﬂtbcdccdngpania.

4. Deepening: If less than il the parties elect to participate in s drilling, Sidetracking, or Deepening operation propesed
pursuant to Arcicle VLB.1,, the Interest relinquished by the Non-Consenting Parties oo the Consenting Parties under Arricle
VLB.2. shall relate only and be limited to the lesser of (f) the tom! depth actuslly drilled or (ii) the objective depth or Zone
of which the parties were given notice under Article VLB.1, (“Initial Objective™). Such well shall not be Decpened beyond the
Initial Objective wichour Hrse complylng with this Arddc to afford the Non-Conseating Parties the gpportunity to participate
in the Deepeniag operation. -

In the event any Consenting Party desires to drill or Deepen 3 Non-Consent Well to a depth below the Inidal Objecrive,
such party shall give notoc thereof, complying .with the requirements of Article VIB.1., to all parties (including Noa-
Coascnting Parries). Thereupon, Ardcles VLB.L 3nd 2. shall apply and all partes receiving such notice shall have the right two
parddpate or not psrricipate in the Deepening of such well pursnant to 5sid Articles VIB.1, and 2. If 2 Deepening operation
is approved pursnant to such provisions, and if sny Non-Consenting Party elects to participate in the Deepening operation,
such Non-Coascating psrey shall pay or make reimbursement (as the case mey be) of the following costs and expenses:

(s) If che propossl to Decpen is made prior to the Completion of such well as & well capable 6f producing ia paying

_ quaotitics, such Noa-Consenting Pasty shall pay (or relmburse Consentng Parties for, s the case may be) that share of costs
and expenses incurred ln connection with the drilling of said well from the surface to che Inicial Objective which Noa-
Conscnting Pacty would ‘have paid-hed such Non-Consenting Party sgreed to particlpate therein, plus the Non-Consenting
Party's share of the cost of Deepening and of participating in eny further operations on the well in socordance with che other -
provisicas of this Agreement; provided, however, all costs for testing and Completion or saempted Completion of the well
incurced by Conscating Parties prior to the point af actusl operacions w Doepen beyond the Initial Objecrive shall be for the
sole sccount of Consenting Parries.

(b) If the proposal is made for a Non-Coasent Well thar has been previously Complered ss @ well capable of producing
in paying quantities, but is no longer <capable of producing in paying quantities, such Nan«(’onsennng Party shall pay (or
reimburse Conseating Parties for, as the casc may be) its proportionate share of sl costs of drilling, Completing, and
equipping said well from the sucface 1o the Taitial Objective, caltulated in the menner provided in parsgraph (a) sbove, less
“those costs ped by the C ing Parties from the sale of production from the well The Noo-Consenting Pacty shall
also pay its proportionare share of all costs of re-entering said well. The Non-Consenting Parties” proportionate part (based
oa the perceatsge of such well Non-Consenting Party would have owned hed it previously participated in such Non-Consent
Well) of the costs of salvable materisls and equipment eemalning in the hole snd salvable surfece equipment used'in
connection with such well shall be detcimined in sccordance with Exhibit “C.* If the Conseating Parties hsve recouped the

- cost of drilling, Completing, end equipping the well &z the time such Deepening operation s conducted, then a Non-

Consenting Party may pacticipare in the Dezpening of the well with no paymear for costs incurred prior to re-eniering the
well for Decpening,

The foregoing shall not imply = ﬂght aof wny Conseating Party to propose any Deepening for & Non-Consent Well prioc
to the drilling of such well to its Initial Ob;ccuve without the consent of the other Conscnuug Partdes as provided in Article
VLF.

5. Sidetrackiog: Any party bsving the cight t participste in & proposed Sidetracking opererion that does not ewa aa
interest in the sffecced wellbore at the time of the notice shall, upon electing to participate, tender to the wellbore owaers its
proporuionate share {equal 1o its incerest in che Sidetracking operazion) of the value of that portion of the existing wellbore
to be utilized s follows:

(s) If the proposal is for Sidetracking an existing dry hole, reimbursemient shall be on the basis of the acwal costs
incurred in the inids] drilling of the well down to the depth at which the Sidetracking operation is Initiaced.

(b) If the proposal is for Sidetracking s well which has previously produced, ceimbursemeat shall be on the basis of
such party’s proportionate shere of drilling snd equipping costs incurred in the inia] drilling of the well down to the depth
ar which the Sidctracking operation is conducred, calculsted in the manner described In Artice VLB.4(b) sbove. Such party’s
proportiooate share of che cost of the well's sabvable maccrials and equipment down to the depth st which the Stdctndung
operwtion s initiaced shall be determined in sccordance with the pravisions of Exhibic “C.” E

6. Order of Preference of Operations. Excepr a5 otherwise specifically provided in this agrecment, if sny party Bisires o
proposc the conducr of an operacion phat conflicts with & proposal that has been made by & parry under this Art eny
party shall have fifteen (15) dsys from delivery of the inltial pmposd,mtbeem:ofnp:oposdmd:iﬂnwd!or S
an operation on a well where oo drilling rig is od Jocation, or tweaty-four (24) bours, exclusive of Sarurday, “ }
‘holidays, from delivery of the mmalpmposal.lfndrmmgrlgisonlwumlouhcwcﬂoawhxchwdao gzl
conducred, o deliver w il partics eatided 0 participate in the pmppsedopemuon sach panty’s -lacrmdv:pm
ultcmueymposalcomnu}nzheumelnfomuioauqnimdmbemdudedmd:elnmlpmposcl&chpu B

wweney-four (24) hours (exdusive of Sutardey, Snaday ead kgel holid )lhdnllmgngisnnloudonfo
:ubjcaofthcpropguls,mpamapatcmoueofd;ccgmpeuugpmpouk.ﬁnypauynotchcqu withitiait
sbzllbcdcemdno:mhavévowdﬂmpmpoalreq:mngthcvoceofpmcwmng:bchrgcsta

mmoithcpamcsvodngshxﬂhwep:m:yovcrlﬂod\umpmngpmponls in the c
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. beea drilled or Decpenied under the terms of this sgreement and is praposed w be completed s «f

inicial propassl shall prevail. Operaror shall deliver narice of such result o all peccics mutlcd to pamc:pztc in the opcuuon
within five (5) days after expiration of the election period (or within tweaty-foor (24) hours, exclusive of 8 dey, 4
and legal halidays, if & drilling sig is on location). Bach party shall then have rwo (2) days (ot rwenry-four (24) hours if » txg
xson Xocmon) &omtccexptofmchnocwnodcubydchchofnotmmOpcnmtopamupauinmd\opemmaorm

in the sffected well pursuanc to the provisions of Article VLB2,; failure by a party o ddnu notice within
such pcnod shall be deemed aa elections got 0 participace in che prevailing proposal.

7. Conformity to Spacing Pattern, Notwithseanding the provisions of this Artide VLB.2, it is sgreed that no wells shall be
proposed 0 be drilled to or Completed in or produced from s Zone from which » well Jocated elscwhae on the Contract
Ares is producing, unless such well conforms o the thea-existing well spacing pacteen for such Zone. *

8. Paying Wells. No party shall conduct any Reworking, Decpening, Plugging Back, Campledion, Rmomplcuon. or
Sidetracking operation noder this agrecment with respect to sny well then apable of producing in paying quantiries except
with the consent of all partics thac bave not relinquished intereses in che well ac che time of such operation.

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

1. Completion: Without the consent of all pasties, no well shall be drilled, Deepened or Sidetrucked, exccpt sy well
deilled, Decpened or Sidemracked pursuzat to the provisions of Article VLB.2, of this agreemeat. Consent to the drllling,
Decpeniag or Sidecracking shall incude:

J Option No. 1: All necessary expendicures for the drilling, Decpening or Sidetracking, resting, Complering sad
equipping of the well, including necessary rankage and/or sarface facilities.

3 Option Nao. 2; Al necessary expenditures for the drdhng,DecpenIngoerdetmdungmdmnngofthcdeWh:n
such well has reached ity suchorized depth, and all logs, cores ‘and other tests have been compleced, and dhe resules
thercof furnished to the parties, Operator shall give immediate notice to the Non-Operators having the sight to
participate in s Completion artempt whether or not Operaror recommends attempying to Complete the. well,
together with Operaror's AFE for Completion costs if not previously provided. The pardes receiving such notice
shall huve forty-eight (48) hours (exclusive of Samiday, Snnday and legal hohdny:) in whnch w elect by dchvcry of
notice to Operator to parsicipate in 2 recommended Completion PSPPI Gomplétionpropeselwithery
~ssompening-AFDr Operator chull delives aay.such Complecion propesal, or-sey-Germplction-proposel-craftising

ith p lwth:od:e:pamcscnudcdmpanmpam h-Completion—i daace—with-~the
mee&mmaﬁed-m—:&hdc-%&rﬂeaion w pardap-u in s Completica ac:etnpr shall Inctude consent to all
necessary expenditures for the Completing and cquipping of such well, incloding necessary tankage andfor surfsce
facilicies buc excluding any stimuladon operation not conmined an- the Completion Failure of any- party
receiving such notice to reply widsin the period sbove fixed shall constituze sn election by thar party gor 1
participate in the cost of the Completion scempr; provided, shat Article VLB, shall conrrol in the cuse of
conflicting Completion propasals. If énc of more, bus less than all of the partics, elect to awempt a Completion, the
provisions of Article VIB.2. hereof. (the phrase "Reworking, Sidetracking, Decpening, Recompleting oc Pluggiog
Bed:"uconmlxwdlaArddeVLBlthﬂﬂbcdccmndmlndndc“@mpleung')xhaUapplymduopmmus
thereafter conducted by less than all parties; provided, however, that Article VLB.2 shall apply sepacately to each
scparase Completion or Recorapledon &teempt undertaken hereunder, snd an election to become s Non-Consenting
Party as to one Campletion or Becompletion amemprt shall not prevent » party from becoming a Conseating Party
msubsequem&mplcdnno:llmmpkdonmpu-_ dless whether the Consenting Parties ss w earller
Completions or Recompletions have recouped theic costs pursuant o Article VLB2,; provided further, thee any
: temupmcuzofmsubleonsenungPunyshnllbemadcwlclyfrom:hepmdwwu ateribucable to the Zone in
which the Completion atempt Is made. Blection by # previous Non-Conscating Party to participate in & subsequent
Completion or Recompletion awempt shall sequire such pary w pay lis proportionate share of the cost of salvable
materials and equipment installed in the well pursusnt 1o the previops Completion or Recompletion amempr,
Insofar and oaly insofar as such materials eod equipment benefit the Zone In which such pacty participaces in 2
Completion astempr, )

2. Rewotk, Recomplete or Plog Back: No well shall be Reworked, Recomplered or Plugged Back except s well Reworked,
Rwomplcwd,or?hggod&ckpntsmmmthepmhwmofd:nchLBldtthgmmncComcnrmtﬁcRcworﬁn&
chompleunnghggingBackof:wcﬂsbaﬂmdudenunmuyapcndxmmmconducungmd:opcmwnsmd
Complcung and equipping of said well, lncluding necessecy nmknge lnd/or surface facilivies.

D. Other Operations:

Opergtor way single proj 12bly d to require an icure in excess of oo

wm B DoUm(SM____)uoeptwounaxnouwuhthc_

drilling, Sidetracking, Reworking, Decpening, Completing, Recompleting or Plogging Back of a well thet has been previously
autharized by or .p to this egr pmvtdod.bowmr.:hu.mcaseofexplosxon.ﬁm,ﬁoodo:othcrmddcn
emergency, whctherofd\emncordiffmmmm,Openmmy take such steps and Incur such expenses as in ics gpinion
wre required to deal with the emergeacy w safeguard life and property buc Operstor, as promply as possible, shall repart the
emctgency:olhcodmrpanles.IfOpcmtorpxepa:esmAFEﬁouuownuse.Opeawxlhallfumxsh Non-Opcrawtso
requesting sn informarion copy thereof for sny single project costing in excess of Twenty five ﬁo

($.25,000.00 ") Anypartywbob-snotmhnmushcdksmtztestintwdlshzﬂhavetbengh:mpmposechu

Operator perform repair work or undertake the lnstallation of anificial lift equipment or sncillary production facilicid x5
sale waver dispossl wells oc w conduer additional work with respect o 2 well drilled b der or other simil {bu
not including the inscflation of gachering lines or othicr transporuatiod o marketing facitities, the Instsllation of wigich shall
be governed by scparste sgreement between rhe pasties) reasonsbly estimsted o require ao expenditure in upf the

amauae first set forch above In this Ardidle VID. (except in connection with sn opesstion required to be propdis) undes
Articles VLB, or VLC1. Qption No. 2, which shall be goveracd exclusively by those Articles). Opesator shall such

__pmposalndlﬁpam‘escmidadtoynrﬁdpakcthcrﬁmﬂwhhindz&q(ﬁﬂ)daystbcmu{%gormmdww' nseat

ofwypanyp;pudaowningukasz_ﬁﬂ,__%ufdxcimcmuof:hepa(dcscnddedmpuﬁdpu:

each parry having the right o participate in suchr project shall be bound by the terms of such proposal snf ﬁ,\\@ ted
wpay:tspmpmuonnmlhanof:h:ommofthepmposcdpm;wu;fuhadcoascawdmsud:pmject t ',d%ei'g -
of the proposal. & 'lﬁﬁ?)’s'-

. "’lcuuL"‘\

E, Abandorisgeat of Wells: 3
1. Abandonmear of Dry Hales: Except for eny well drilled or Decpened pssoant 1 Anidc VLB ﬁ‘ § '%wmaﬁm:
s i g

oa:suchwellhasbeenapproveaasanexceptwnbotheaastmgspacmg
pattern for such zone by the appropriate regulatory agency.
-9.



AAPL FORM - MOL™ FORM OPERATING AGREEMENT e

VAN B W N

NN s - [l ol
URNEBERUSRGRERES

24

pluggod snd gbandoned ‘withour the. consear of all- parties. Should Operster, after diligent effort, be unsble to contact any
party, or should any party fell to reply within forty-cight (48) hours (exclusive of Saturdey, Sundsy and legal holidays) afier
delivery of notice of the proposal to plug and abandon such well, such party shall be deemed o have consented 10 the
proposed sbandonment. All such wells shall be plogged and abandoned in eccord with appliceble regulations and st the
ms:.mkmdcxpemcddwpardﬁwhopauktpuodmtbccostddrdhngorbecpcmngmdawcnAnypanywimab)ccu:o
plugging &od abandening such well by notice delivercd o Operator within forty-cight (48) houss {cxclusive of Saturdey,
Sunday snd legal holidays) sfrer delivery of notice of the proposed plugging shell take over the well as of the end of such
focty-clght (48) hour notice period and conduct furcher operations in search of Oil and/or Gss subject to the provisions of
Aride VLB,; failore of such party to provide proof bly sacsfactory to Operator of its financial capability wo conduce
such operations or to take over the well within such period or thereafter to conducr operations on such well or plug snd

“sbandon such well shall eatitle Operator @ retsin or ke possession of the well and plig and abandon the well. The party

wking over the well ¢ Indemaify Op (if Op is ‘an sbandoning parry) and the other abandoaing parties sgainsc
lhbxhtyformyﬁmhcropmuonsconducmdonmchwcllcxuptforl:hcoomofph:ggingnndnbmdoningdmweﬂmd
testoring the surface, for which the sbandoning parties shall remain proportioaxtely lisble.

2. Absndoament of Wells That Have Prodneed: Bxcepe for say well in which & Non-Conseat operstion has been
conducted hiereunder for which the Consenring Parties have not been fully reimbursed as herein provided, sny well which has
been complered us s producer shall not be plugged and sbandoned withour the consent of all pardes. If sll partics consent to
wuch shandonmeat, the well shall be pligged snd ebandoned in sccordance with applicsble regulations und at the cost, risk
and expense of all the pertes hereto. Fallure of & party to reply within sixty (60) days of delivery of notice of proposed
sbandonment shall be deemed sn election to consent to the proposal. If, within sixty (60) days after delivery of notice of the
pmposedlbandonmcnl‘ofmywell.aﬂptmcsdono:agzeemd::lbmdanmcmoftud)wdl.thosewuhiagmamunuclts
openuonf:omtheZtmethenopcnwprodnmonshaﬂbaobhgamdwukeovc:thew:lluofdxeexpmdcnofthe
applicsble notice period and shall Indemaify Operator (if Op is sn shandoning party) and the other abandoning paries
ageinst lisbility for eny furcher operations on the well conducted by such parties. Failute of such party or parties to provide
proaf reasonably satisfactory to Operator of their financisl capabllity to conduct such operations of t take over the well
within the required period or thereafrer to conduct opesstions on such well shall entitle Operator to retain or take passession
of such well end plug and sbandon the well.

Pmuuhngwu-weﬂupmvsdcdhewnxhaﬂmnde:wnd:ohhcmhupmhspmpomommshueof:hevﬂneof

the well’s salvable iz} and equip L, ined in sccordance with the provisions of Exhibit “C" less the estimated cost
of salvaging and the esti d cost of plugging und sbandoning end restoring the surface; provided, however, thac In the event
the estimated phgging sod sbandoning and surfece restoration costs and she estimated cost of salvaging sce higher than the
velue of the well's salvabl riz} and cquipment, each of the sbsndoning psrties shall vender co the partics continuing

) opcnmnsdmrpmpomhnmshmsuf:hcaumawdmssmuﬁuhabaudomngpany:hxﬂ:ss:gnmtbcnon—ahmdoalng

parties, without wartaaty, cxptcssc:unpbed.umndeozumqmnq.orﬁmesshruscufdxcuqmpmeatudmucrm!.nﬂ
ofiummrestmthcweﬂbomofdwweﬂmd lated ether with its i in the Leaschold insofar and only
insafar as such lesseh covcrs&ncnghrmobuhymducdon&omdxatwc!lbotem!choaed:enopcnmpmducuoulfdw
laterest of the abandoning party is or Includes sn Oif and Gas Iawrest, such parry shall execute snd deliver to the non-
sbandoning party or parties g9 ofl xnd gas lease, limited to the wellbore and the Zone then open o production, for a werm of
one (1) year sad so Jong thereafier as Qil and/or Gas is prodneed from the Zone covered thereby, such lease 1o be on the form
attached a5 Exhibic “B." The sssignments ar leascs so limited shall encompass the Drilling Uit upon which the well Is focated.
'Ih:paymmcsby,mdtbemxgnmcnmorlcuuw,dw:sslgnmsbaﬂbcm-mmbasednpondxexdwashipoftbcx
mpcmvcpcrcenmgcofpamcpmonmxheConmAmmdmaggugaucotdwpacenuguofpuuapwoumduConma
Area of afl assignees, There shall be 0o readju of 3 in the ining portioas of the Contract Arca.

Theresfeer, sbandoalng pacties shall have ao further responsibility, lisbility, or invcrest in the opesation of or production
from the well in the Zone thea open other than the royalties remined in any lease msde under the terams of this Amice, Upon
request, Operztor shall continue to operate the sssigned well for the sccount of the non-shandoning parties st the rates and

'durgcsoouncmpluadby&iscgmcmem,plusmy-ddixionalms:mddngcswhidxmyuiscasdmmukofdmupaun

ownership of the assigned well Upon proposed abendonment of the producing Zone assigned or leased, the assignor or lessor
shall then have the option to repurchase its prior Interest in the well (using the same vnhxwon formuls) and participste in
fucther operations thereln subject to the provisions hereof.

3. Abeadonment of Noa-Consent Operstions: The provisiops. of Article VLB.L or VIE2. sbove shall be spplicable as
bctwccaQJmcnungPudcs-mthecvcntof:bcpmposod-bandoammtofwywcllmpmdfzommdAmdcs provided,
b.awcvcr,mwcﬂ‘hxﬂbepcrmzncndyp!uggedmdlbmdpnednnkssLndun:dnﬂpa:mhavmgthenghrmcondmfnrdm
operations therein have been potified of the proposed abandonment snd afforded the opportunity to elect to take over the well
in accordance with the provisioas of this Artide VLE,; and provided funther, ther Non-Conseating Parcics who owo an laterest
In o portion of the well shall pay their proportionate shares of ubandonment snd surface restoration costs for such well &s
provided in Article VIB2.(b). '

F. Termingtion of Operatioas:

Upon the commencement of an operation for the drifling, Rcwotklng Sideteacking, Plugging Back, Dccpomn,g, wscing,
Cnmpl:tmnorplnggingoflwdl,mchdmgbmnothmxwdmthclmuachﬂ.:uchopeunonshaﬂmtbeurmmwdwl:hout
conscu:olpamabeulng_BS__%of:hcmstso(:ud:opcumn.pmvxdcd,howcvet.durmtbccvent ice]
pracrically impencerable substance or condition in the hole & coountered which renders further operstions
Operator msy discontinne operations and give notioe of such condition in the manaer provided in Aricle VLB.finn
provisions of Ardcle VLB, or VLE. shall thercafer apply t such operation, s appropiste.

G. Teking Production in Kind: .
b} Option No. 1: Gn:BdanungAgmemcnzAmcbed

Bach party shall tke in'kind or scparstcly dispose of ks proporrionate share of all Oil and Gas
Coatract Ares, exdusive of production which may be.used In development and producing opesations
treating Of snd Gas for marketing purposes zod producrion unaveidzbly lost. Any excrs expenditare b
in kind or scparste disposition by asy party of is proportionate share of the production shall be b
pmyukmgmshucofp:odumnumhndshﬂlbcmqunedmpayfo:onlympmm
Opesator's surface facilities which it uses. ;

Fach pagly shall excane such division o mdmnmasumaybcnccssaryfnrd:eﬁfé”l‘l TN
ptodumnnfmmtbeconmammd.mp;upmvmdhhmdcm,shaﬂbe i

i
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with respect to activities hereunder.
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directly from the purchaser thereof for its share of ail production.

H any party fails to make the srrangements necessary to wke in kind or scpaarely dispose of its proportionate
s!\arcofthcodpmduondfmmdwCammAra.Opcmtorsbaﬂhavcdmngbt.sub;cawchcmoanonntwdlby
the party owning it, but oot the obligation, to purchase such Qjt or sell it w others ac aay time and from time 10
time, for the sccount of the ‘non-teking party, Any sach purchsse or sale by Op may be inated by
Operator upon st lesst ten (10) days written nocice to the owner of $aid production and shall be subject always to
che righe of the owner of the production upon ar least ten (10) days wrinted notlce to Operator to exercise at aoy
time its right to tke in kind, or scparately dispose of, its share of all Ol not previcusly delivered to a purchases.
Any purchsse or sale by Operstor of any other pasty's share of Oil shisll be only for such reasonable periods of rime
28 are i with the mini umdso(thcindum'yund:zdwpuﬁmludzcnmsm.bulnnacvcutforn
period in exvess of one (1) year..

AnynudnulcbyOpcmmrlhnﬂbemummncrmmmumﬂy rcssomblcnndc:d\carmmsm but Operaror
shnllhnvenodutyuulhueuqeusdngmrk:to:mobamgpnmequnlmthurecuvcdunderwyensung
marker. The sale or delivery by Operator of a non-taking party’s share of Oil under the terms of any existing
contrscx of Operutor shall not give the non-taking party say Interest ia or make the non-teking party & pary to said
contract, No pirchase shall be made by Opesator withour ficst giving the non-taking parey at least ten (10) days

written notlce of such {ntended purchasc and the price to be paid or che pricing besis to be used.

AR parties shall give timely writien notice w0 Operstor of their Gus marketing arrangemeants for the followsng_
mon:h.emdudmgyme.md:}uﬂmnfycpmwrnmmcdmdymtbeﬂemof dunxcinmchmngcmcnm
Operator shall maintain records of all marketing srrang , s0d of vol Iy sold or cransparwed, w!
vecords shall be made availzble to Noa-Operators upon m.somblc request.

In the evenr one or more parties® W&wdmdmd&c&smsphmmd&mmm
pp&m:nﬁmd&mﬁﬂéwn&ym&yba&hrwmmmmdyquﬂmnpnﬁwmw
mM&WGﬂﬂcwuwmkwwmmmhthmmwm
eny Gas balaxing sgreement between the parties hereto, whether such an agreement is arached as Exhibir “E” or &s #
scpamznymccpmmduﬂﬁﬁmdewmmﬁsdhfmtnbd&s&ommwnundaﬁkmm

.0 Option No. 2: No Gas Balancing Agreement:

Esch party shall wike in kind or separately dispose of its ptopomoMthucofuﬂOﬂandGﬂpmdwd from
the Contract Area, exclusive-of production which may be used in development and producing operations and in
preparing snd treating Oil and Gas for marketing purposes and production unavoidsbly lost. Any exurs expenditure
incurred in the wking in kind or scparate disposition by any party of its proportionate share of the producsion shall
bebom:bysud:party Anypanyukmgussbueofpmducmuinkmdshaﬂbemqw:dwpayfotonlyus
propartionate share of such pare of Operator's sucface facilities which it uses,

Each party shall execute such division ordets and coatracts as may be m:cmary for the: u!c of irs interest in
production from the Contract Accs, wnd, except as provided in Article VILB,, shall be entited 1o reccive payment
directly from the purchaser thereof for its shase of all production. .
. If any parry fails v make the arrangements necessary o take in kind or separately dispose of Its proportionate
share of the Oil and/or Gas produced. from the Contrae Ares, Operator shall heve the right, subject .to the
revocation at will by the party owning it, but nor the obligstion, to purchase such Qil and/or Gas or sell it © others
st any time snd.from time to time, for the acconnt of the pon-taking parry. Any such purchase or ssle by Operaror
mey be terminated by Operator upon a¢ least ten (10) days written notice to the owaer of s2id production and shall
be subject slways to che right of the owner of the producticn wpon st least ten (10) days written notice ro Operstor
to exercise its sight co take in kind, or separstely dispose of, ics share of all Oil snd/or Gas pot previously delivered
to a purchaser; provided, however, that the effective date of any such revocacdion may be deferred at Operator's
election for & period not ro exceed ninery (90) days if Operator has committed sach production to » porchase
contract haviag a-term extendiag beyond such ten (10) ~day period. Any purchase or sale by Operasor of any echer
party's share of Oil snd/or Gas shall be only for such reasonsble periods of time a5 are coasistenc with the
minlmem needs of the industry under the partlcular drcumstnces, but in no event for a period in excess of one (1)
year. -

" Any such sake by Operator shall be in s ially ble under the ci , but Opers
shall hyve no duty to share aay exlstlag marker or tansportacdon arreagement or to obwin & price or transportcion
fee equal ro that received under any existing market or wsnsportstion srrangement. The sale or delivery by
Operator of s non-taking party’s share of production uader the terms of any existing wntract of Operator shall not
give the non-uking party say interest in or make the non-taking party s party to said contract. No purchsse of Oil
and Gas snd no sale of Gas shall be made by Operstor withour first giving the non-uking party ten days written
notice of such iatended purchese or sale and the price mbcpudordmptxlngbasuwbcuscd.Opencor:hxngm
natice 1o all partics of the ﬁxstnleofGasftomnuyweUund:t:hlsAgmcmcnt.

All partles shall give timely writtea potice to Operawt of theic Gas macketiog wreangements for the fo!!uwmg
month, excluding price, and-shall notify Operator immediately in cthe event of & change in such srrangements.
Operator shall ‘malatsin records of all marketing ar , and of val acxually s0ld or traasported, which

o

recosds shall be made available w0 Noa-Operators upon msamblc roquest.
ARTICLE VL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Lisbitity of Parties:
The lisbility of the parties shall be scveral, not Joint or collective. Bach party shall be responsible only for its g
mdshaﬂbelhhl:onlyfotic:pmpordomushxmofcbéoumoffkvdoplngmdop:nﬁpg:he@um.‘.m o
liens greated smong the partics in Artide VILB. u’egivcnmscm:conlytbcdcbuofuducmﬂy,mdnopuzy
any lishiliy wo third partics hercunder to satisly the defunk of any other party in the payment of any expeasEREARE
hmnd&kkmthchwudondﬁgpanbmm&.mxbaﬂdﬂngimbcmumduun' 9
parmmership, joint veotte, sgency relacionship ar association, or to seadér the passies lisble a5 pas 52
prindpals. In their relations with cach other under this ggreement, the prrvics shall nat be coasidered b2
cﬁﬂuhed:mnﬁdeqpﬂzdnumhpbutnﬂ:ashxﬂbe&mmwmwm&kagthbﬁum :
respective self-interest, subject, however, to the obligation of the parties to sct in good fzith in their dd
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B. Liens snd Security Interescs:
Eachputygmnuwtheodupamuhctcmahcnnponmynnwmtumwmorhmfquwum()dmd&s

LcamandOIldezs[nu:zcsmmtthonmA:a.mdnsmmzymmu:uﬁ/orpurduscmonqscmmymmmmy
interest it now owns or hereafter acquires in the personal property ang fixtures on or used or chrsined for use in connection
therewich, to secure pctfarmnmof;ﬂof:tsobhgzmnsundcrthxsnpmmentmdudmgbmm:hmuedwpaymcmo(expenx
interest snd fecs, the proper dist of all ies paid by der, the o quish of i in Oil
andGuLasansrcqmmdhczcundcr mdthepmperpcdomumofopcmmashetwnder Such lien and sccurity inrerest
granted by cach party hereco. shall inchude cuch party's leaschold i warking ing rights, and royaly and
overriding roysity interests in the Contract Area now owned or hereafter soquired 2nd in lands poolcd oz unirized therewith or
otherwise becoming subject to this sgreement, the Oil and Gas when extracred therefrom and cquipmeat sitated thereon or
used or obrsined for use in connection therewith (Indluding, without limitstion, s!l wells, wols, dnd tobatar goods), sad sccoants
(incloding, without limitation, sccounts arising from gas imbalances or from the sale of Oll and/or Gas st thic welthead),
contreex rights, inventory and general intangibles selating thereto or arising therefrom, sad all ptoceeds and p:oduu: of the
forcgoing.

To perfect the lien end secusity agreement provided hereln, esch party hereto shsll execute snd acknowledge the recording
supplement and/or aay financing statement prepared and submited by sny pany hereto in conjuncion herewith oc at any tme
following execution hereaf, sad Operacor is suthorized to file chis agresment of the rocording supplement execated herewith 2
# lien or mortgage in the sppliceble real estute records and s a financing statement with die proper officer under the Uniform
Commercial Code In the state in which the Contract Area is simated and such ather states a5 Operator shall decm appropriace
to pesfect the security | t pranted hefeunder, Any pacrty may file this sgreement, the recosding supplement executed
hercm:h,o:sudxo&hc.rdocn.mmtsuudocmsnmmyunhcaormongugem:hclpphublemluummdsmd/ot:
ﬁgandngsmemcmwxdxth:ptopctoif‘mundcxtthmfnmCommuuﬂCoda

Each party represents and warrans to the other pardes hereto char the licn and securiry interest granted by such party to
theothcrpemcsshal!benﬁmwdpmrhcn,indud:puqh:reby;gzmmmumintheprbﬁqduﬁﬁmmdmﬁw
Interest against sl persons acquiriag sn interest in Ofl.and Ges Leases and Inrerests d by this ag by, through or
under such party. All partics soquiring an interest in Ot snd Gas Leases and ©il snd Gas Interests cavered by this agreement,
whether by assignment, merger, mortgage, operadon of law, or otherwise, shall be to have mkes subjecr
to the len snd sccurity incerest grented by chls Artide VILB, gs co all obligadons enrib t such interest hercunder
whczhcrornotmd:obhgzuons srisc before or after such interest is roqoired.

To the extent that parties have s security Interést noder the Unifor Commercial Code of the state in which the
Contract Arca is simuated, they shell be entitled to exercise the rights snd remedies of & secured parry under the Code.
The bringing of & suit and the obumining of judgmens by a party for the secured indebtedness shall not be deemed an
eleccion of remedies or otherwise affece the lien rights or security intesest as security for the payment thercof. In
sddition, upon defaunlt by any pacry in the payment of ics shere of expenses, interests or fees, or vpon the improper use
of funds by the Operator, the ocher parties shell have the righe, without prejudice ta-other rights or remedies, co collees
from the purchaser the proceeds from the safe of such defsulting parry's share of Oil and Gas nntil the amount owed by
such party, plus iaterest as provided in "Exhibit C* has been received,.snd shall have the right to offsct the amount
owed agelnst the proceeds from the sale of such defauling party’s shaze of Oil snd Gas. All purchasers of production
way zely on & norification of default from the non-defsulting party or partics stating the amonn¢ due a3 & resule of the
defanle, and 2l parties weive say recourse wvailable sgsinst purchasers for relessing production proceeds as provided in
this paragraph.

If say party fails o pay ics share of cost within one hundred tweaty (120) deys efter rendition of 8 stecement thesefor by
Operator, the non-defavlting parvies, includlng Operator, shall, wpon request by Operator, pey the unpeid amount in the
pmportiondnczhemtcn.stofuchmchpanybar:m:hcmmcahﬂmchpmm The smount paid by each party 50
payiog its share of the unpaid amount shallb:ucnmdby!he liens and securify rights dacribcdmlsmdem and each
paying party. may independently pursue any ly availeble b der or otherwise, .

If any purty docs oot pecform sif of des obligations hercunder, uudthehﬂdxewpcddmmb)mmdxpmwfoxedosm
or exccation proceedings pursuant to she provmons of this agreement, to the extent allowed by governing law, the defaulting
party weives any svailable right of red on froms and after the dase of judgment, any requited valuatipn er appraisement
of the mortgaged or secared property’ pnor to sale, any svsilable right to stay exccotion or to require s marshalling of essees
mdmychmr;dbondluxhcmnuzco:tvcrunppmm:d.ln;ddxmn,mdmexmmgemmdby-pp!mblehw each party
heeeby grants w the other parties & power of sale &5 to say property that is subject to the licn snd security rights granted
hercunder, such power to be exercised in the menner provided by applicable law or otherwise in & commercially reasonable
maoner and upon ressonsble ootice.

Bach party agrees thac che other parties shall be entigled ro urilize the provisions of Oil end Gas liea law or other liea

" law of any srate in which the Cootract Arca is sitated to enforce the obligations of cach perty bereunder. Without limidng

the generality of the foregoing, o the extent permitted by ,," ble law, Non-Operators sgree that Operator msy iovoke or
utilize the mechanics’ or macerialmen’s licn law of the state ia which the Contrpet Ares ks situsted i order to sercuce the
payment to Operator of zay sum duce hercunder for services pen‘omcd or materials supplied by Operator.

C. Advances;

partes payment in sdvance of their respective shares of the cstimated amount of the expense to be incucred in -fﬁ"
bereunder dusing the next socoeding month, which right may be ised oply by submission 1o each such pifiy
lremized statement of such estimated expense, together wich en invoice for its share thereof, Each such starement agfiiavoice
for the g in advance of estimated expense ehall be submitted on or before the 20th day of the next p -}';j‘
Each })anyshall pay to Operutor its proportionstc share of such estimate within fificea (15) day:tftcrmchescc and
mvoxocls:ecuvod.Ifwypmyfuﬂswpaym:hu:ofsaxdesrmmwxdxiumdumc.dmmoumduuhaﬂbw
provided in Exhibit “C" undil paid Proper adjustment shall be made monthly between sdvances and actaal '
thztadupu;yshxﬂbcaxmdpayhspmpomoum:hzmofmndupcnmmcurmd.mdnomom )
D. Dcﬁnladecmedxes.

niakcwyndvrnceundcrthcpmo:&ngAmclcVH.Cormyotbcrptmnnonofdustgrccmcnt.wn‘hm:hc
such payment hereuader, chen [n addition to'the remedies provided in Artide VILB. or elsewhere 37
remedics specified below shall be applicsble. For purposes of this Artide VILD,, all norices aad electi

«12.
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onlybyOpmwr,cxc:ptdurOpmnot:hnﬂdchvctmy;uchmnccmdelmonrequuwdbyanon-dc&nlnngNon-Opauor,
snd when Operatos is the party in defaulr, the applicsblo notices and elections n be delivered by sny Noo-Operator.

.Elecuoaofmyoneormoxeofrbcfollowmgrcmedusbaﬂnotpmdude:b:mbseqncmmofmyotbammedy:pcaﬁed

below or otherwise available to & pon-defenlting party.

1. Saspension of Rights: Anypmymaydchvamtbcpuqhdcfwkuﬂo&mddek.whduhzﬂtpcdy&ed:&u&
specify the sction to be takes to corc the defuulr, 103 speclfy that failure to take such saion will resolt in the exerdise of one
or more of the remedies provided in this Astide. If the default is not cared within thirty (30) days of the delivery of such
Notice of Default, all of the rights of the defaulting party granted by this eg Twy vpon potice be suspended unedl the
defanlt §s cured, withonr prejudice to the sight of the noa-defsnlting parcy or partics-to coatinue to eaforce the obligations of
the defaulting party previously socrued or thererfier accruing under this sgreement. If Operator is the party in defaule, the
Noo-Operators shall have in addition the right; by vote of Non-Operators owning & majority in interest in the Contracr Ares
after excluding the voting i of Op , 10 appoint & acw Op effective immedistely. The rights of s defanldng
pany:hatmxybempendedhcmunderutheebmmofdwm—dcfwldquamasb&ﬂmcludc,widwntbmxmdon.tbcnght
to. reccive information a3 0 any operutlon conducted hereunder during the period of such defsult, the right o elect 0
pacticipate In en operation proposed under Amticle VIB. of this sgreemear, the right @ participate in an opcration being
conducxcdundcrthungrcemcn:cvcnlfthepanyhupmkudyelcazdwpamd_puclnmcbopcudon.mdthcrwxm
receive proceeds of production from any well subject to this agreement. )

2, Suit for Damages: Noo-defsukting parties or Operaror for the benefit of non-defenlting parties may sue (at joine
account expense) to collect the in defack, plos & st accruing on the amounts recovered from the date of defaunlt
uotil the date of collection st the rate apecified in Exhibit "C* attached herero, Nothing berein shall prevent any party from
mlngmydafmlnngputywmﬂectmnsequentia!damagsmmﬁngwmchpanyuamukof&wdcfmln

3. Deemed Non-Consenc The non-defenling party msy deliver a written Noticd of Non-Consent Elecrion to the
dcfnnldngpucyumydmclfmtdmapinuonofthe:b.my-daympenodfoﬂowmgdelichof:thmochfauk.!n
whxch:vcn:ifdxcbmmgisfwdud:ﬂhngdnncwweﬂmdw?hgglug&dg&&mdmg.hwmhngumcpcmoh
wdlwluchisuobcorlusbeenpluggcdu-dryhole.ozfortthomplcuonoszamplcannofmyweﬂ.:bcdcfaulung
pan:ywxllbcccudusxvelydecmndmhav:elccmdnatmpamapucmtheopcmﬁwnudwbclNon{omnnnngnywuh
mpec::bercmnndc:&udeVI.B.orVLC.utheasemaybe,w:hccxzcmofthecosunnpndbymChputy,

thsundmgnnyelecuoneopamupzn:cbc:cmforemndc.lfeleawnkmadcwymedundcrthkpmvmoa.dundw
aon-ddwlungpuuumaymtdeamsucfotdwmpmdnmanmpusumtw&uchHDl

Ugtil the delivery of such Notice of Non-Conseat Election to the defaulting party, wd:putyshnllhnved:engbt to cure
iudcfaukbypaymgusunpddshueofcoscsplnsmm:udwmc:etﬁord:lnﬁxhibxt"c.'pmﬂded.howcvcr.mdi

payment shall not prejudice the rights of the non-defanlting pamum dies for damages incurred by the non-
defaulting parties as a result of the defanlt. Any i 1 pumuxmto!hstmchH.D.S.shallbcoffemdmdu
mn-de&ddngphrq’ésin portion to their & wdmemn-ddmlnngpamuekcdnxwpumpueintbcwnenhxp
of such i shall be requi ’wmnuﬂauaedxcknhnmoftb:dgﬁdmdmmuponthzuebawnmp«mpauthucu&

4. Advance Payment: Ifndex'm!tunotmmdmdunthmyﬁﬂ)daysofdxed:hverynlemoch&nlgOpcmmqor .
Noo-Operators if 'Operator is nhcdcfaulnngpaxtrmsydmeafmrmqnimudmc:paymcm&omdmac&u!ﬂng
parey of such defanking party’s antidpated share of sny item of expense for which Operawor, or Noa-Operators, as the cise may
bc.wan]dbecntidedmmlmbnncmmtnndamypmmwnd:hummca;wb@huwmtwd:upqus:hembjcad
d:cpmmusdcfuukSnchnghtmdndﬂ.bmunothmxmdw.thenghrm quire sdvaace pay for the estimated costs of
d.rillu:gnwcHorCompkmaof:weﬂuwwhthebmonwpamdpawhd:ﬂ!mgm&mpkmnhubmm&ﬂzhc
dchﬂmm&mwpy&cmuhﬁdmpymghmn&hdmpuﬂamypmmd&cmmvﬂd
i this Aride VILD, or any other defanlt rémedy provided elsewhere i this agrecment, Aoy exess of funds sdvanced remslning
whm&eopcnmnnmmpkxedldaﬂmhnebcmpaﬁmnbcpmmpdymmmdmﬁeldnmngpmy

5. Costs_snd Atmorneys’ thd:emtmypanyhmquedwbnnglcgdpmmdlnymeafmmyﬁmnad
obhgmonof1panyhenmd¢:.dmprem!mgpmymsudzudon;haubcenndnduommvc::ﬂcounmm.msuof‘
collection, and s reasonable exorney’s foc, which the licn provided for herein shall slso secure.

E. Bentals, Shut-ln Well Paymeats sad Minimum Royaltes:

Rmmls.uhmlnwdlawmnsmdmhimummyahawhichmybemqnlmdm;duthemmofmyluushxﬂbepmd
by SARENE DI = RGPk Gact O R G nbPlabd 3 eit-Lxpan [ndnmtwoncmompuw
ownmdhavcoomxﬂ:mdhmmhdzcnmluscmrhhagxcemeng:ud:punumydcstgmwoudmchpamuw
mxketa.xdpaymcnumrlndmbchaﬁoflﬂmchpanmmmmqmqusgmd;haﬂbeemdedmmpmpct
evndenc:ofnll:uchpaymcns.Indnencntoffnduemmnk:pzopctpsymcmofmymuhshutlnwellpaymcntor

ini royalty through ml or ight where such | is d to continue the lease in force, sny loss which
mﬂuﬁommd:mmpaymcmshxﬂbcbomcmm:dmoewmbtbcpmkbasofAmch.BZ3

OpemmrxhannonnyoxkOpmmof:h:andapuedmmplcuonof:shn:—lnwcmor:bcthlngmotremw
pmdnaionofnpmduaugwdl.ntleanﬁve(})day;(:xdudmgSamrday,SundaymdlcgdhoHdzys)pmrmuhngmd:
ncunu.orut:beearhntoppormnizypcxmimedbywmmsnnm,butmmcsaohabﬂuyforfdlmemdoso.lndzcevcatof
fm!nrebyOpmtormwnnunyonOpmmxs.dxebuoimylascconzxibuwdhercoobyNon—Opcumufotfxilnreooxmkc
dmdyptymmtsoflnysh“t-mwcllpiym:m:hxﬂbcbome)olndyb]dlcpuucsbermundctthcpmuhnsofAmdc
IVB3. 4
F. Taxex: £

Begndngwwhrheﬁmcdmduyura&udxe&emvedmbadOpmm:and&ﬁorndnhmm
pmpcrtymb;cctaodmngmcmcnrwhxchbthshonldbcmndcmdformd:m,wdk:hdlpayaumch
dmrmnkfomcbqbemmdchnqumpwwmcmmdmachNonOmlhnﬂ&mshm n
mbudms(whdudqumtkhmwdm,myﬂncgov«ndmgmakuwdpmdnamnpaymu)onhu& 4
Gas Intezests contributed by sach Noo-Operator, If the issessed valuation of any Lesse is reduced by reeson off
subject - to curstanding excess ropaltics, overriding royaltes or producion payments, the reducdon in pdH
nsulungthucfmmshaﬂmmwthcbcncﬁtof:hcownq:orwnmdmchhau,zudOpmmz:hnﬂ
such owner or owners 50 us to reflect the benefit of such: reduction. If the ad valorem taxes are based
uponscpmmwhauomofachpuq;workmghx:ugdzcumnﬁrhsmndmgmyﬂlmgmlbcm y

-chommwmmrmmmmmmamm

provided in Exhibir “C"

B
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. inside the Contract Area,

If Operator coasiders sny tax improper, Opmumyunsdxsacnoa.pxmwimmcumcmdmnw
pmm'nedbykw,mdwwdwmmlﬂm!&mmmmquﬂssﬂmmwmmcpmpmtmﬁnﬂ
determination. During the peadency of administrative o judicial proceadings, Opstator may elect w pay, under protest, sl such wxes
and any ingerest and penalty. When any such protested assessment shall have been finally determined, Operstor shall pay the eax for
xhc;omtmt.wgﬁuwxd:mymmmmmmﬁcwdmshﬂmhmdm@mmdk
pald by them, as provided in Bxhibir “C~

Bdlpanyshaﬂpnyotmsembcpﬂdnnpmducnoqscveunm,aasqguﬁwngnndodwrmslmp&oduponmwm‘“P"“
to the production of hndling of such pasty’s share of Oil and Gas produced under the terms of this agreement.

AKRTICLE Vil .
ACQUISITION, MAINTENANCE OR TRANSFER OPINTEREST

A. Surrender of Leases:

The Lesses oovered by this agreemens, insofar as they embreos screage in the Coneract Area, shall ot be surrendered in whole
or {n part unless all parvies consenr thereto,

Howcvct.shwldmyparqumewmnd«ismmmtnyuascormmypoxmnﬁmwf,md:pmys}uﬂsmwmm
natice of the proposed sarreader 1o all pactics, and the parvies.to whom such notice is delivered shall have thiny (30) deys sfrer
delivery of the notice wirhin' which w notify the party proposing the surrender whether they elecr to consent thereto, Fallure of »
panty to whom such notice is delivered to reply within ssid 30-duy period shall constitute 8 cdasent o the smrrendes of the Leases
described in the notice. 1f &l parties-do not agree or consent therewo, the pasty desiring 0 surrcader shall assign, withour express or
implicd warranty of tidle, all of its Interest in such Lease, or portion thereof, and any well, materlal and equipment which may be
located thereon end any rights In production thereafter seccured, to the partes not consenting to such survender. If dhe interest of the
nssxgningputyxxormdhdcsmOdnndGulamgd:eamgmngpquapmumddchmmdmpmyarpammt
mnscndngwmcbmntndctluoﬂmdg:shsemvcnngwd\Oﬂdenslnm;stﬁxlmofom(l)yﬂrlndwbns.
thcrufmrnsOﬂmd/otGmnspmdmedfmmdwlmdwve:eddwmbywdxbuwbem&xefomxmdxediwtcmu&dﬂm"ﬁ.’
Upon- such assignment or lease, the essigning party shall be refieved from all obligations thereafter sccruing, bur oot therctofore
accroed, with respect to the Interest essigned or leased and the opemtion of any well ateributeble thereto, and the assigning parey
shall have no further interest in the assigned or keased premises and its equipment and production other than the royaldcs retnined
in eny lease made under the terms of this Artide The party essignee or lessee shall pey o the parey assignor or lessor the
reasonable salvage valne of the latver’s interest in sy well's salvable materials and equipment ateribucable to the sssigned or leased
acresge. The value of alf satveble marerials and equipment shall be determined In sccordance with the provisions of Exhibit *€,” less
the estimated cost of salvaging aad the estimated cost of plugging and abandoning and restoring -the surfaae, If such value is less
than such costs, thea the panty assignor or Jessar shall pay o the party sssignee or Jessee the smounc of such deficic. ¥ the
assignment or lease ks in favor of mose than one party, the interest shall be shured by such pareics in the proportisas that the
interest of each bears to the total interest of all such parties. If the interest of the parties 1o whom the assignment is t be made
varics acoording to depth, then the incerest assigaed shall similacly reflect such variances, .

Any sssig t, lease or ! nudennduthspxwmoushﬂno:mdnmotdung:daeassxgm{ahssoummnwdmng
putysmmtes:unwasummedum!ybcfmcdxc 'u, nr, lease or der in the balance of the Conrrace Arca; and the screage
assigned, leased or surnendered, and sohseq dmshaﬂmd:aufmrbcmb;umdmwmsmdpmdm
ngzecmunbutduﬂbedumcdmbpamepmmgAgxmxmmdxfomddmw
B. Reaews! or Excensioa of Leascs:

I any party sccures & renewal of replacement of sa Oil and Gas Letse or laterest subject to this agreement, then sll other parties
shall be ootified prompey upon such soquisition o, In the ase of & replucement Lease taken before expiration of an existing Leasz,
promptly upon- expirstion of the existing Lease, The parties notified shall have the right for 2 period of thirty (30) days following
delivery of such notice in which e elex to perticipace in the owaership of the renewsl or replacetmeat Leasc, insofar es such Lease
affecss lands within the Contmat Arcs, by peying to the party who soquired it theie proportiénate shares of the soquisidion cost
:!locamdmdmpmcfsnchlmewxdnndxc&nmAm,whxd:shaﬂbempmpormummchmuhdd-:dmumcby:bc
partics in the Contract Arce. Bach party who pardicipstes Ia the purchase of & al or repl Lease shall be given 2a
m@mdmpmpmmmmmmbydxmumgm

Ifsomc.b\uhnthmdtofdwpamadwwpamapammd’mpuzcbascofnrcncwdnrmplmncmhmc.nxhaﬂbeowmd

- by the pardes who elex w participate therein, In ¢ ratio based upon the relationship of their sespective percentage of participation in

wmmmmmmdhpwdmmhn&mwdmmmmmh
purchase of such renews! or replacement Lesse, The aoqui nofnmwﬂormphmmlmxbymmnﬂuf&cpmhaw
shall not cense 8 read of the i of the partics ststed in Bxhibit "A," but any renewsl or replacement Lease in which
imﬂmnxﬂpanmehawparmpa&eshnﬂmzbc:ubmmdmnyaementbuxslunbcdecmedmb;cctm:zpcanpaanng
Agreemeat in the form of this sgrecmucat,
K&cmmdﬁcmmh&nmmmmdwmmmm@tmpuﬂmpampmmm
w«wmwmmmmmm@mdmmﬂmmnﬂz&pﬁm

The provisions of this Artide shall apply to renewal or cepl e Leases whether they are for the eatice interest covered by
é:@mbxmmmb-mdmmmmmmdxm@mwﬂmnphmhxukmb&c&dm
ioa of Its pred wlusqmmkmuwnmmdﬁorwbewmhgcffmwm:u@mondudmdwdpmnnfdw
Lms:,shnﬂbcsub}oamduspmmcnwbngasthucgmemmkmd{wudwmdmchwqumaorudwm
the senewal or zeplacement Lease becomes effecve; but any Lease wken or contracred for more thao six (5) monthed
expiration of sn existing Lease shall not be deemed a rencwal or replicement Lease wad shall not be subject w the provi
sgrecment. :

The provisions in this Aride shall also be appliceble to extensions of Oil and Gas Leases.

33

th&swsmmfwmmnm&xummmaofmbmudsdwdﬁmngdamﬂ
opcamnondxcﬁonmAmgmdzmuMondnﬂbcpa&dmdwpmywhomndnmdd:cdrilhngo.rodmro 3
bcnpphcdbyungunstdumstofwdzdzﬂhngotodlcropauunnIfmcmnuibuunnbcmdmfo:mohmgc.
:h:mmﬂmnocumd:shaﬂ ly teoder an assig of the pereage, without warranty of title, to the D)
pmpomomnanﬂmngshmdﬁemd&ﬂlmgdmwcﬂSuchnaugeMbemmclxpamCm
mmﬁhkw@dbypmmmﬁmﬂdmwwﬁcﬁmshﬂpmmydymufyuﬂ
acreage or cash contribudons it may ebtin In support of edy well ‘or any other opcration on the ;
pmvubmshnﬂdmbcappbmbkwopdondnghumummgcw&dedw&umdmwhdzm %
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lfmypanymmformymnssdcnaonmhqumdzsposmnofsudxpa:qsshucofsuhsunos pmdumdbawnd.cr
such consideration shall not be deemed a conrriburion as contemplared in this Article VALC.

D, Assig Mai: ¢ of Uniform Interest:
Boxzhepnzpnscofmmnmmmgm:fonmqofowm!npmdx&nma@mtbeOﬂdeasLuscs.Oildens
L wells, equif and producicn covered by this agreement no party shall sell, eacomber, transfer or make other

dxsposinonoﬂuiat:n::mtthildezschscs-ndOﬂdeaslnz:ruucmb:wedwuhmdwConmAxuormwells
cquipment and production unless such disposition covers either:

1. the entire incerest of the garcy in all Oif and Gas Leases, Oil and Gas | , wells, equip and production; or

2. sn equal sndivided perocnt of the party's present interest in all Oil and Gas Lesses, Ot end Gas Interests, wells,
equipment and production in the Contract Area. |

Bvery sale, mmmbmuo:.mnsfctoroxh::dzsposluonmdcby any party shall be made expressly subject to this sgreement
mdshaubcmzdcwuhoutp:cjudzum:hcngh:ofduothcrpams.wdmy ansferce of un ¢ hip in suy Oil and
Gaslaseo:!numshaﬂbcdecmedapmywthungmcmmuwdxmmtconvcyedkommdsfocxdmeﬁecmedueof
the wansfer of ownership; provided, however, thar the gther partles shall ot be required to .recognize any such sale,
eao;mbmncc,mnsfcrotodwrdxsposmoafo:mypurposchmmdcxundl:hlrty(}O)dsysnﬁcrdzyhsvetewvedawpyofdx
msnnmmrofmnsfuotod:unnsfnmryevideno:tbcmfmwnﬁnghomdxemnxf:mzornmsi:me.Noassxgnmorodmr
dspasmonoflmczcstby-pmyshaﬂrehcvemchpanyofcbhgmomprevmlyuumm:dbysudlputyhmmdctm:hmpec
to the interest transferred, incuding withour limittion ehe obligation of a party to pay ell costs atuributable o' 80 operation

A - B I NV . S TV R

e
O

b bt et -y
BLeGRER

19 conducred heseunder in which snch party has sgreed to pacticipate peior w making such assignment, end the fien and secority
20  intesest granted by Artide VILB, shall continue to burden the i ferred to secure pay of any such obligations.

21 If, ar any time the interest of any party ls divided among snd owned by four or more co-owners, Opérator, et its discrerion,
22 mayrequmsudtco-ownmmllppomtlnngleunswcorqgcntwldxhﬂmdmmywmcdwmucs,nppmvccxpcndm'

mu:xvebxlhnpfoxwdlpprovcnndpaymd:panys:hmofdwpmx:zpemc:.mdwdn!gmﬂywuh.mdwkhpawerm
24  bind, the co-owners of such pacty’s Interess withia the scope of the operations embraced in this ag 1 b er, 31l such -
25 owncrsslullbavcdwdgh:to:nmlnmmdumdlmnmorngmcmufonbcdxsposklonof:hcumpccme;hzmsof
26 d:cOﬂde:sprodumdf:omtthonmaAmmddwyshzﬂhﬂvethcnghtwwwc.upanxclypaymcnrofthcsak
27 proceeds thereof,

" 28 E. Waiver of Riglits to Partition: .

29 Hpennmedbyd:chwsof:hclmzeorsmu:smwluchthcpmpcrrywv:redbextbykbmmd.ad:panyhemmmmgm
30 undivided Incerest in the Contrexx Area waives any sod all rights it may have to pardtion and have set aside to it in severslry its

dividod

]

mammmmrm v
0 (Optional; Check if spplicsble)
Shmﬂdanypxnydcwcmscunﬂormypanofmmmuundud:uugrcmcm.o:usdghsmd

'noprcfemmdnghtmpudmcind\osecnsﬁwhmmypanywshummangxgc

nsfe - “'antcnslsmksmongngcemhmoforpnmmmfomdosmof:mongageofmmmu.
ormdispoxo{:_. it “ubymugct,rc«:tgmmuon,cunsohdmon.oxbysako(n!lormhmnmﬂynﬂofusOﬂdeasm
of ics i w a subsidi ryotparcmcom;anyortoambudnryohpummpanyotwmy

TR 1 LN 2K
Py --wiocryach-prrtp-oways-mjority-of-the-stode

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION
Iﬁbtfhderﬂlnmmmxpurpmd.dmagmcﬁwntmdmcopcmomhcmundammgudedu:parmeu}up.mddchc
pamahxvenototherwiselgxwdm‘mm:mparmhipyunmmﬁxhﬂ:xrﬁ"oroﬂzcxugrxmmtbawm:hem.:ach

50 dxcmby:f(eacddommbcadudna&omdw-pplhmho[nﬂof:hcpmvisioﬁsof&bdnpm'ﬂ'ﬁapwhs&ddc
51 “AC d&chmﬂkvmc&dcoll%&umcnded(‘&d:‘). permirted 2od suthorized by Sectlon 761 of the Code and
52 the h Operaror is suthorized and dirccied o exeoute on behslf of each party hereby affeceed

53 wd:cvidcnc:ofdmdemmnsmybe:oqumdbycchea:wyoftbchwyofd:eUnmdSmmtheFednm!lm:md
54  Revemue Service, including specifically, but not by way of limitation, all of the retarns, statcments, and the duts required by
55 Tmsyry!tegul:tion:§l.761.$houldﬂzcmbclu'yteqthmcmdmuchputybu:bynﬁmdgivcfurdunidcwddxk
56 eloction, cuch such parcy shall execute such docomeass and fornish such other evidencs a3 may be required by the Federa! Internal
57 Revenue Service or as may be necessary to evidencr this eleaipn. No such party shell give any notices or tske soy other action

38  inconsistent with the election made hereby. If any present or furure ihcome tx laws of the staee or states in which the Contrace
59  Asca is located of gy fusuce income wx laws of the Uniredd States contaln proyisions similsr o those in Sabchaprer “K,” Chaprer
60 1, Subtitle "A,” of the Code, uader which an election similar to thar provided by Section 761 of the Code is permiteed, each party
61 hereby affected shall make such election as. may be permiteed or required by such lews, In making the foregoing elecfiin, each
62 such pasty swstes that the income derived by such party frorn operations b der can be adequately determined the
63  computation of partnecship wazble income, . Y

] ARTICIEX. : , o

(5] CLAMSANDLAWSUI'I’S H

[ Opcumrmyswlc single uninsured third pany damege daim tari.smgfxomopcnnombuumkufdt dnendiure
67 does tot exoed Ter Frictisand Doum(s 18,508-60 ) aod if che payment is in complete iflement
68 of such dalear suir. If the amount required for sertdement exceeds the sbove amount, the partics herero shall X Mife over
6 the forther bandling of the claim or sujt, unless such auchority is delegated to Operator. All costs and expeases iyl
70 wo&awméu&axﬁmm&@mmm:hﬂhudwmwdhpmpmmmdwo orijhond hich the
71  daim or suit aries. If & claim is made sgainst eny peery or if any pary b sued an soount of any maner e S dptart
n'kumndamawhxdlwdm&vdndbawmmdbwmofthedghsm%mbydm e
. 73 |k.nl'hl"4--v-‘-l:n--'-:dkni\h’\‘-u

immcdnm!ynmfysﬂodmpamqmddzcdmmmshzﬂbcmmdsmyozhadzmmmmmv [esidainy J
w} whes Mtherized is wniting by the |

bevcsoms Arsuciiion o Pryviow Laver
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FURUSENYRURNUNNBERELSRERE

~snd local laws, ordinances, tules, regulations and orders.

_ righrs, pnvil;ga, or obligations which Noa-Operators may Have under federal or stace laws or undc

ARTICLE XL, -
FORCE MAJEURE
If any. party is readered nosble, wholly or Ia part, by fosee smajeuse to casry ous its obligations under this agiecment, other
xhznthcob!xgauonmindcmmfyormakemoncypaymco:sorhxmxshmnq.dutputyshaﬂgivewmmhefm
prompe writien notice of the force majenre with reasonsbly full particulars concerning ity therenpon, the obligations of che
putygmagthenoucqsoﬁxutb:yu:affec:edbydw!omm;m,:bzﬂbempcndeddunng but no loager than, the
continusnee of the foros majeare. The term “force majeure,” a5 bere employed, shall mesn an ace of God, strike, lockout, or
other industrial disterbance, scx of the public encmy, war, blochde. pubhc siot, lightwing, fire, storm, flood of other ax of
natare, cxplosion, governmeneal sction, governmental delay, restrria¢ or insction, unaveilsbility of equipment, sod say other
cnus:.wbcthctofdwhndspeafuﬂyenumaucdnbaveoro:hcrw;sc,whschuno:msonablythh]ndmcowo!ohhcputy
claiming suspension.
Thc:ffectndpu:yshaﬂnscallxwambladxhgcmcmrcmavethcfozocm.n,curesmunonuquﬁdylspmcable.'ﬂw
requiremeac that any force majeure shall be died with sl bie digpacch shall not require the of
lockouts, orozherhbord&fﬁcn!qbydmp:nymvohed.mntruywmwxshcs hows!lmchdxfﬁcukwcsh;ﬂbehmdled(haﬂ.
be entirely within the discretion of the party concerned.
. ARTICLE X11.
NOTICES - i
Al!aoam authorized or required between the parties by wny of the provisions of this agr vnless otherwise.
‘PWMYPN"MMbem"wxmdddmmdmpmonorbyUnkcdSmumaiLmhﬁerurvioe.tdcgnm.ulu.
telecopier or uny other form of facsimile, postage or charges prepaid, and addressed to such parties at the addresses listed on
Exhﬂ:k“A.“AﬂmIcphuncoroulnouc:spcmkwdbythxsugmmcmsbaﬂbcmafirmedxmmcdhoclythemftabywnmn
notice, The originating notice given under sny provision hercof shall be decmed delivered only when received by the party o
whom such notice is directed, snd the rime for such pany ro deliver any norice in response thereto shall run from the date
the originating natice is reccived. “Receipt™ for purposes of chis egreement with respect ta weittea natice delivered hercunder
shall be actuat delivery of the notice o the eddress of the party to be notified specified in accordance with this sgrecmeant, or
%o the telecopy, facsimile or telex machine of such party. The second or sny responsive notice shall bo deemed delivered when
depasiced in the United Staves mail or ax the office of the courier or twelegraph service, or upon ittal by telex, sclecopy
or facsimile, or when personally delivered to the party to be nordficd, provided, that when tesponse s required wichin. 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each party
shall have the righe to change its address st sny time, 2ad from time o time, by giving written notice thereof to sll other
partics. If a parry is ot avsilsble to receive notice orally or by telephone when a party sttempts to deliver a notice required
0 be delivered within 24 or 48 hous, the notloe may be delivered in wriing by any ‘other mechod specified herein sad shall
be deemed delivered In the same manner provided sbove for any responsive notice. .
. ARTICLE X111,
TERM OF AGREEMENT
Thxsngrccmcmshalln:malnmfullfom:wdcffcaunotheOﬂlndGasIuscsmd/orOildeaslnurcmmb)m
hescwy for the period of time sefecred below; provided, however, no party hereto shall ever be construed as having oy right, ride
or Interesc in or to any Lease or Oil snd Gas Interest aoatributed by any other party beyond the term of this agrecment.
Option No. 1: So long ss any of the Oil 2ad Gas Leases subject to this sgreement remain or arc concinued in
. fomcusmmypmof;h:Conmc:Amwhcthubypmdumon.exmmn.mdoxoth&wxse.
D ggggq_N_c_}_Inducvcat:h:welldacribedmAmchLA,ocmysubsoqucntW:ﬂd:dladundcrmypmvulon
of this agrecment, results in the Completion of & well a5 & well capable of production of Oil and/or Gas in paying

quaacities, this sg: shall coatinue in force so long a3 say such well is capable of production, and for an
addicional ‘period of days chercafter; provided, however, i, prior ¢ che expiracon of such
sdditionaf period, one or more of the partics hereeo are engaged in drilling, Reworking, Decpening, Sidetracking,
Plugging Back, testing or pring to Complete or Re-complete s wel] pr wells herennder, this sgrecment shall

coatinue in force uadl such operations have been complered snd if production results therefrom, this agrecment
shall continue in force as provided herein, In che evens the well described in Article VLA, or any subsequent well
drilled heceunder, resules in a dry hole, ead oo othes well is capsble of producing Oil and/or Gas from the
Conmact Arca, this agre shall i unless drilling, Deepening, Sidetracking, Compledng, Re-
completing, Plugging Back or Reworking operntions sre xd within days from the
dare of sbandanment of suid well. "Abandoament™ far:uchpurpus:sshsﬂmmeldxx(')ldmswnbytﬂpsmcs
not to conducr any further opessrions on the well or () the elspse of 180 days fmm the conduct of any
operations on the well, whichever first ocours,

The cerminacion of this sgrecment shall oot relieve any party heteto from any expense, lisbility or other obhg:uon or sny
remedy therefor which has socrued or artached prior to the date of such terminssion.

Upon terminstion of this sgrecment and the satisfaction of sll obljgations hercunder, In the event & memorandum of dus
Qpersting Agreement has been filed of record, Operusor is suthocized o file of record in all necessery recording offices s
notice of cerminatlon, wad cach party hereto agrees to execute such a notice of terminarion as 1o Operator's interest, upon
requess of Operaror, If Operator has sacisfied all its financix{ obligations.

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS
A. Laws, Regulations and Orders: X

This agreement shall be subject to the applicable laws of the scate in which the Concract Ares is located, to the vd :

regulations, end orders of any duly constituted regulatory body of said state; and ro all other applicable

B. Governing Law:

This egrecment and all mamers permsining hereto, including but not limi d w0 mawens of
pesformance, bresch, remedies, procedures, righe, duties, sad incerpretation or consouction, shs
d.cwmmedbyd:chwofdummwhxchdchonmAmulomed.lftheCmmanuum g
the lew of the state of : e shall gavem.

C. Regulatory Agencies:
Nochmgbmmmnmnzdshsﬂgmnt.o:ummmedmmopmmtth:rngh:nrnnzhonqu"‘ﬁ&f%w&&
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70

mdmpmu&:mdmduwéhwmdemmolwwmhudepmdouwwdxbm&momm
production of wells, mmmo&cmngornd;mwdx&umm

With respect to the opesations b Non-Op upeemtdnsc@pmx&ommymddlbsscs.dzmga.
ln;udc,dumxMmofmnmhgmoﬁwmumdmgwyuwmw:bwpmn
orupphauonoirdqmm«m&mmpmmdﬁwotwnnuawamhn
or predecessor of successor sgencies to the extenr such interpretition or application was raade In good faich and does not
constiture gross negligence. Bach Nog-Operator further sgrees o relmburse Operitor for suth Non-Operstor’s share of
producelon or any refund, fine, levy or othet governmental ssnctlon that Qperstor mey be equiréd to pay as & result of such
an incorrect interpretasion or spplication, together with intercst and penalties th owing by Op ss s result of such
incorret Intespretation or spplication, ) .

ARTICIRE XV.
' MISCELLANEQUS
A. Execudon: : . _
" This sgrecment shall be binding upon cach Non-Operator when this ag t or & pere thereof has been

executed by such Non-Operator and Operstar norwithstending that this sgreement is not then or thereafter execated by !l of
the parties to which it {s teadered or which ere listed on Exhibit "A™ es owaing an Interest {n the Contract Ares oc which
owa, in fact, an Interest in the Contract Arca. Operstor may, howeves, by wriren notice 1o all Non-Operators who bave
become bound by this agicement as sforesaid, given st any time prior to the scmal spud date of the Initial Well buc in no
eveat later than five duys prior o the date specified in Article VLA, for commencement of the loldsl Well, terminate this
sgreement i Opesator in fos sole discretion determines that there is losufficient perticipacion v fustify commencement of

drilling operstions, In the cvent of such & termination by Op , l further obligations of the parties herconder shall cesse
uofmdxumz!mdon.ln:hecventmyNon»Opmw:hu:dnmcdorprcpddmyshueofd:ﬂHngo:othcrmsu
hereunder, ol sams so advanced shall be d to such Non-Operator without Interese. In the event Operator proceeds
'withdﬁlhngopmnomfordxglniddW:ﬂwidsomd:caemdonhcmfbydlpcmmlumdmmtbn'vuhﬂmg: .
current workiag interest In such well, Operator shall indemnify Non-Operators with respect wo all costs locurred for the
Inidal Well which would have been chasged co such person under this ag if such | had exccured the same xnd
Operator shall receive all revenues which would have beea received by such persoa uader his g0 if such p had
executed the same,
B, Successors snd Assigns: :
Thisugrecmcn:shl.llbeblndluguponlud;haﬂluurcm:hcbcuci’uoftbcpuaabcmdemrmpccuvehcus.
devisees, legal rep ives, wduslxns,mdzhcmmshamithaﬂbedecmcdwmm:hth:hsaor
Interests included withia the Contracr Ares.
C. Counterparu:
Thklnsuumcnttmybcexecuncdlnwyaumbcrofconmcrpam,uchofwhxdxshxﬂbcwnssdcrcdmongmdfornﬂ
puzposes, -
D.chmblli,uy'

Boxtbcpm-posuofusnmingo:xqccungdmngrecmcnrummchonmpuummwiedudbmhumhwx;
this agreement shell pot be severable, but ruther musc be assumed or sejected in kts eatirety, and the fullure of any party to

.thu-gteemcn:moomplywkhnuofitsfmmadobﬂgmompmvidedhcmmshanbc;mmdddc&nlc

ARTICLE XVI .
OTHER. PROVISIONS

sround HiG-Brope

on the jolnt property, the party proposlng the operaﬂon shaH oontact the other pariles-under this
Agreement in wiiing. The proposing party shall previde each party with thalecalion and estimated
cost of the selsmic line or lines, and shall request an election by-sacii party elther for of agalnst the
- operation.” Should two or more partles to this Agrasment-which own a majority Interest, based upon
ownershlp as set out ln Exhibit “A”heret5, .and Inclusive of the proposing party, slect *for* the
alf parties shall be ebﬂga(ed to bear thelr proportionate share ‘of the cost

If any parfy hereto hersingfter should create an overriding royalty, production payment or
ather burdens against lts warking triterest production and If any other party or parties should conduct
non-consent operations pursuant {o any provisions of this agreement, and, as a result, become
entitled to recelve the working Interest production otherwise belonging to the non—parﬂdpaﬁng party,
the party or partles entitled to recelve the worklng Interest praduction of the non-participating party

shall recsive such production free and clear of burdens agalnst such produttion which may hiave -
been created subsequent to this agreement, and the non-parficlpating party creating such
subsequent burdens shall save the participating party or parties hanmless wdh respect to this recsipt
of such working Interest production.

-17~



Cc.

When a well which has been authorized under the terms of this
Agreement as a vertical well shall have been drilled to the
objective authorized in the AFE ("authorized. depth"), and all test
have been completed and the results thereof furnished to the
participating parties, and after Operator bas attempted in good
“faith to reach a mutual agreement with Nen-Operator(s) regarding
further operations but such parties cannet agree upon the sequence
and timing of further operations regarding said well, the following
proposals shall contrel in the order enumerated hereafter: (1) a
proposal to do additional logging, sidewall coring, or testing; (2)
a proposal to attempt to complete the well at the authorized depth
in the manner set forth in the AFE (i.e., in accordance with the
casing, stimulation and other completion programs set forth in the
AFE); (3) a proposal to attempt to compléete the well at - the
authorized depth in a manner different than as set forth in the
AFE; (4) a proposal to plug back and attempt to complete the well
at a depth shallower thah the authorized depth, with priority given
to objectives in ascending order up the hole; (5) a proposal to
drill the well to a depth below the authorized depth, with priority
given to objectives in descending order; (6) a proposal to
-sidetrack the well to a hew target objective for a vertical or
deviated hole, with priority given first in ascending order to
-targets above the authorilzed depth; and then in descending order to
- targets below the authorized depth; and (7) a proposal to drill a
first to a lateral drain hole at the authorized depth, and then to
objectives in ascending order above the authorized depth, and then
to objectives in descending order below ‘the authorized depth.

If at the time the parties are congidering a proposed operation,
the well is in such condition, in the Operator's judgement,  that a
reasonably prudent operator would not conduct such operation for
: fear of mechanical difficulties, placing the hole, eguipment or
personnel in danger of less or injury, or fear of loss of the well
for any reascn without being able to attempt & completion at the
authorized depth, then the proposal shall be given no pricrity to -
any proposed operation except for plugging and abandoning the well.

If any party has created on overriding reyalty, production payment,
net profits interest, assignment of production or other burden oiit
of production attributable to its working interest hereunder in
favor of an employee of such party at the time such burden was
created, such buxrden shall be deemed a "“Subsequently Created
Interest” for +the purpeoses of Article IIYr.c. hereunder
notwithstanding the faét that such burden is shown on Exhibit »av
or was divulged to the other parties hereto by other means.

E. INSURANCE FELECTTON
Non-Operator may be exeluded from Operator's coverage described in
Exhibit ‘D" only after furnishing:

Aa. Express written election to be excluded; and

B. Insurance Certificate reflecting current and adequate
coverage for ifs participation interest or notice of its
self-insuranceé program for thosg poirtions of = the
coverages not reflected on the Certificate of Insurance.
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IN WITNESS WHEREOF, this sgreemecat shall be effective g of the 26th _ day of January. .,

19.98 .

ATTEST OR WITNESS:

_Steven R, Foy

Type or print name

Tide Vice President

Date_February..16,. 1998

Tax ID or SS. No. _75-2223190

NON-OPERATORS.

NEARBURG EXPLORATION COMPANY, L.L-C.

By%—

Robert G. Shelton J

Type or priot name

Tide _Attorney-in-Fact

Date

Tex ID or §5. No, - 15-2626152

By

Type or print name

Title

Date

Tux ID or 8.5, No.

By

Typcur'ptin:uxmc

Tide

Ta;l_l)o:ls,§.N9:‘

excest whco Selinrived i wias by the

Aaxericsa Acsoccton of Pirdeo Lzedkoen:

<18 -




ACENOWLEDGMENTS
THE STATE OF TEXAS §

: §
COUNTY OF MIDLAND §

The foregoing instruament was aclmcwled@d
by _Steven R. Foy , as Vice Presid
corporation, on behalf of said corporation.

Notary Public, State of Texas

Commission Expires;
9/23/0% TAMMY BAIMBRIDGE
Public
STATE OF TEXAS
My Coomn. Exp. 09/23/01
THE STATE OF TEXAS §
- §

COUNTY OF MIDLAND §

_The foregoing instmment was acknowledged before me on this the 26th day of Jannary, 1998, by
Robert G. Shelton, as Attormey-in-Fact of Nearburg Exploration Company, L. L. C., a Texas liunited liability
company, on behalf of said company.

L e



EXHIBIT *A"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 26TH DAY OF JANUARY, 1998, BY AND
BETWEEN PENWELL ENERGY, INC,, AS OPERATOR, AND NEARBURG
EXPLORATION COMPANY, LL.C., AS NON-OPERATOR

entification of Lands Subiect to this Agreement:
W/2 of Section 10 and all of Section 11, T-16-8, R-28-E, Eddy Connty, New Mexico

Restrictions as to Depths or Formations:

VThJSAgmclishmﬂodmdzpthfromthcsuﬂaoeoﬁhemﬂhmthebaseof
the Morrow formation.

Percentages of Parties to this Agreement:

.Pcnwell Energy, Inc. . 43.75%
Nearburg Exploration Company, LL.C. 56.25%
100.00%

Qil and Gas Y.eases Subject to this Agreement:

1

2)

3)

Lease Name: NM 97128 .

Lessor: United States of America

Original Lessee: Penwell Energy, Inc. -

Lease Date: 09/01/96

Description: Insofar and only insofar as lcase covers
the SW/4 of Section 10 and NE/4NE/, W/2NE/4,
.and NW/4 of Section 11, T-16-S, R-28-E,

Eddy County, New Mexico
Lease Name: ~ VO-5148
Lessor: . The State of New Mexico
. Original Lessee: " Penwell Energy, Inc,
Lease Date: 09/01/97
Description: - SB/4NE/4 apd SE/4 of Section 11, -
- T-16-S, R-28-E, Eddy County, New Mexico

Lease Name: NM 95630

-Lessor: . United States of Ammm

Original Lessee: Doug Schutz

Lease Date: 08/01/95

Description: Insofar and oaly insofar as lease covers

the N/2SW/4 and SE/ASW/4 of Section 11,
and the NW/4 of Section 10, T-16-S,
R-Z&E Eddy County, New Mexico

Addresses of Parties to this Amg_ncnl:
Penwell Enerpy, Inc.

600 North Marienfeld, Suite 1100

Midland, Texas 79701

Nearburg Producing Company

Nearburg Exploration Company, L.L.C.
3300 North "A" Street, Bldg. 2, Suite 120
Midland, Texas 79705
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NO EXHIBIT “B"
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Attached to md made a part of _ that certain Joint Operal

EXHIBIT “c ™
ting ‘Agreement dated January 26, 1998, by

and between PENWELL ENERGY,.INC., ag Operat:or. and N'EARBURG EXPLORA.TION comm N g._L.C.-

_—

b4

'S

—as Non-Operator - - . e L NS
ACCOUNTING PROCEDURE
JOINT OPERATIONS
L. GENERAL FROVISIONS
L Definitions '

“Joint Property” shall mean the real and personal property subject to the agreement to which this-Acconnting Procedure
fs attached. ’

“Joint Operations® shall mesn sl operations necessary or proper for the development, operation, protectmn and
maintenance of the Joint Property. -

*Joint Account” ghall mean the sccoumt showing the chargen paid- a.nd credits received in the conduct.of the Joint
Operations and which are to be shared by the Parties. .

“Operator” shall méan the party designated to-conduct the Joint Gperaﬁm
'Nonﬁperahm’abaﬂmeanthahrﬁeshﬂnsazmemtoﬂ;erﬁmthe@pem

“Parties” shall mean Qperator and Non-Operators,

“First Level Supervisors” shell mean those employees whose primary fanction inJomtOperatmn&m the direct

-supervision of other employees and/or comtract labor directly employad an the Joint Property in & field operating

capacity.
“Technical Employees® shall mean those employees having specisl and speclﬁcengmeeng xeo)ogwal orother

. ~professional gkills, and whose primary function in Joint Operations is the handling. of speczﬁc operating conditions and

problems for the benefit of the Joint Property.
?monﬂE:@ens&’shﬂlmmmvdmduﬁmrmmbbmmbumhhupedepmﬁmpm
*Material” shall mean personal property, equipment or suppliés acquired or held for nse on the Joint Property.

- “Controlleble MaterisP” shsﬂmmMaierwlwhxcbatﬂleumeiswdmﬁedlnﬁleMatenalClasslﬁcahonManualasA

most recently recommended by the Council of Petroleury Accountants Societies.
Statement and Billings

Operator shall bill Non-()peratum ou'er before t.he last day of each month for "their proportionate share of the Joint
Account for the preceding month. Suchbmswﬂl be nccompanied byatatementxwhlch identify the- authority for
expenditure, lease or facility, and all ch&rzes and credifs summarized by appropriate: classifications of investment and
expense except that.items of Controllable Material and unusual charg-es aud credits ghall be separately ﬁentzﬁed and
fully deseribed in detail. :

Advances and Paymenta by Non-Operatoni

Al Unlwotherwmepzmdediurmtheazreement. the Operator may require the Non-Operators to advance their
shire of estimated cash outlay for the suceesding morith’s operation within fifteen (15) days after receipt of the
bﬂ!mgorbyﬂmﬁmtdayoithenwnthtorwhxchﬂwadvmcemreqmred.whidwverislater Operator ghall adjust
eachmonthlybﬂlmzhreﬂectadv&nmrwexvedtmmtbeNan—Opemtnm

B. EachNon—Opemto:ahallpa,yifxpmportmnofaﬂhﬂam&xinﬁﬁeen(lﬁ)dayeafherrewpt.lfpayﬂxentisnotmade
within such time; the unpaid balance shall bear interest monthly at the prime rate in effect at I, L. 2
Wm&eﬁd@&&emﬂﬁnwﬁcbd&m&wmm%wme
. #ieximum contract rate permitted by the applicablé usury laws.in the state in which the Joint Froperty is located,
wh\chevarhthelwer,plusa&nmey’sieea,wurtwsfs.andeﬂxarmlnmnechcnmththewlhcmdunpmd
amounts. .

Adjustmenta

. P&Ymentufmysuchbﬂlsahaﬂnotpmudxcethe nghtofawaon-Opentortopmtatorquesuonﬂmmecmess&emﬁ

provided, however, all bills and stitements retidered to Non-Operators by Operater during any calandar year shall
eonclus:vehrbepramnedtohetrueandcomgftertwenty-four(%mnthsfollowinzﬂwenﬂofmwchca!endar
year, unless-withiin the zaid twenty-four (24) month period & Non-Opérator takes: written exception thereto.and makes

. dmmonOperatarforsdmstment.Nondmsimentfnvorablebomrmumademlwitﬁmdemmmthemme
. prescﬁbedpenod.'l‘hemvmwnsofthmparagmphshaﬂmtpmvaﬂad;uaﬁnenﬂxmsulhngkomaphymedinventnryof
: ‘(hnmnablnMnteﬂxlasmdedﬁormSechonV

'COPYRIGHT® 1985 by the Council of Pefroleam Accountants Societies.
H ¥ 1-

NI Y " ~TY




COPAS - 1984 ~ ONSHORE

: . Recommended by the Council
i of Patroloum Agcountants

CER——

5.

Audits

A. A Non-Operator, upon notice in writing to Operatar and all other Non-Operatars, shall have the right to audit Opera-
tor’s accounts 2nd records relating to the Joint Account for any calendar year within the twenty-four (24) mqnth
period following the end of such calendar year; proyided, however, the meking of 2n audit shall not extend the time
for the taking of written exception to and the adjustments of eccounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Nan-Operators shall malke every reasonable effort to conduct a
joint audit in & manner which will result in 2 minimum of inconvenience tg the Operator, Operator shall bear no por-
tion of the Non-Qperators' audit cost incurred under this paragraph unless agreed to by the Operator. The sudits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operatars epproving such audit.

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

Approval By Non-Operators
Where an approval or ather agreement of the Parties or Non-Operators is expressly required under other sections of this

- Accounting Procedure and if the agreement to which this Accounting Procedure is attached: contains no contrary provisions

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operstors shall be controlling on &1l Non-Operators,

11. DIRECT CHARGES

Operator shsll charge the Joint Account with the ioﬁowing items:

1

Ecological and Environmental )
Costs incurred for the benefit of the Joint Property us a result of governmental or regulatory requirements to satisfy eaviron-

mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and poliution control procedures as required by applicable laws and regulations.

Rentals and Royalties
Lease rentalsgﬁd royalties paid by Operator for the Joint Operations.
Labor

A (1) (S)a.laria end wages of Operator’s field employees directly. employed on the Joint Property in the conduct of Joint
perations. .

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

(8) Salaries and wages af Technijcal Empfoyees directly employed on the Joint Property if such charges are exchided
from the overhead rates. - )

(4) Salaries and weges of Technical Employees efther teniporarﬂy or permanently sssigned to and directly employed
in the operation of the Jaint Property {f such charges are excluded from the overhead rates.

B. Operator's cost of holidey, vacation, sickness and disability- benefits ard ather customary allowances paid ta employees
whaose salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section II. Such costs under
this Paragraph 8B may be charged on a “when and as peid besis” or by “percentage assessment” on the amount of
salaries and wages chargeable ta the Joint Account under Paragraph 8A of this Section IL. If percentage assessment
is used, the rate shall be based on the Operator's cost experience. .

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargezable to the Joint Account under Paregraphs 8A and 8B of this Section I1. ’

D.- Personzl Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
8A of this Section I, , exsluding moving or relocation expenses. -

Employee Benetits

’ Operator's current costs of established plans for employees’ group life insorance, hospitalization, pension, retirement, stock

purchase, thrift, bonus,.and other benefit plans of a like natore, applicable to Operators lebor cost chargeable to the Joint
Actgunt under Peragraphs 3A and 3B of thia Section II shall be Operator’s actus] cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Sociefies. )

Material .
Material purchased or furnished by Operator for use on the Joint Pmperty as provided under Section IV. Only such Materizal

shall be Qurchased for or -transferred to the Joint Property as may be required for fmmediate use and is reasonably practical’
and consistent with efficient an_d economical operations. The accumulation of surplus stocks shall be avoided.

Transportation ]
Transportation of employees and Mzberial necessary foxt the Jojnt Operations but éubject to the following limitations:

: A, U Matérial is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made

.~ - to the Joint Account for a distance greater than-the distance from the nezrest reliable supply store-where like material.
is normally available or rallway receiving point nearest the Joint Property unless agreed to by the Parties.

-2
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10.

11

13.

14.

16.

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made ta the Joint Ac-
count for s distance greater than the distance to the nearest reliable siupply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No eharge shall be
made to the Joint Account for moving Materizl to other properties belonging to Operstor, unless agreed to by the
Parties. - :

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services exgluded by Paragraph
10 of Section II and Paragraph {, ii, and iii, of Section IIL The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are exc\m@ed fram the overhead raies.
The cost of professional consultant services or contract services of technical personnel not t_ixrect]y engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator
A Operator shall charge the Joint Account for use of Operator owned equipment and facilities 8t rates commensurate

with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
: inngggia. taxes, deprecia{ign, end interest on gross investment less accumulated depreciation not to exceed
_Lwelve | t (L2 ___ %) per annum. Such rates shall not exceed average commercial rates currently pre-

vailing in the immediate area of the Joint Property.

B. Inlien of charges.in parigraph 84 above, Operator may elest to use average commercin) rates prevailing in the immedi-
‘ate area of the Joint Property less 20%. For automotive equipment, Operator may- elect to usé rates published by the
Petroleurn Motor Transport Association. 7 : .

. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacemen.t of Joint Property rﬁade necessary because of damages or fosses:
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or

willful misconduct. Operator shall furnish Non-Operator written notice of demages or losses incurred as soon as practicable
after a report thereof has been received by Operator. _

Legal Expense )
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and

“8mounis paid for settlement of claims. incorred in or resulting from operations under the agreement or necessary to protect

or recover the Joint Property, excapt that no charge for services of Operator’s legal staff or fees or expense of cutside attor-
neys shall be made unless previously agreed to by the Parties. Al other legal expense is considered to be covered by the
overhead provisions of Section T unless otherwise agreed to by the Parties, except as provided in Section I, Paregraph

Taxes

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

Insurance

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

Co:;s incurred for ebandenment of the Joint Property, including costs-required by governmental or other regulatory
authority. :

Communications

Cost of zequiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and -

‘microwave facilities directly serving the Joint Property. In the event cornmunication facilities/systems serving the Jaint
Property ate Operatar-awned, charges to the Joint Account shall be made as provided in Parsgraph 8 of this Section IL

Other Expenditures
Any other expenditure nat covered or dealt with in the foregoing provisions of this Section II, or in Section III-and which

- 1s of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint

Operations.
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1. OVERHEAD '

Overhead - Drilling and Producing Operations

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

#X) Fixed Rate Basis, Paragraph 14, or,

( ) Percentage Basis, Paragraph 1B~ . .
Unless otherwise agreed to by the Parties; such cherge shall be in Heu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses.of all personnel, except those directly thargeable under Paragraph
8A, Section II. The cost and expense pf services from outside sources in eonnection with matters of taxation, tratfic,
fccounting or medters befare or involving governinental agencles shall be corisidered as Included i the overhexd rates
provided for in the sbove selected Paragraph of this Section II] unless such cost end expensa are ggreed to by the
Parties as 2 direct charge to.the Joint Account.

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

img shall be covered b& the overhead rates, or °

shall not be covered by the overhead rates.
fii. The salaries, wages and Personal Expenses of Technical Efnployees and/or césts of professional consultant services
and contract services of technical personnal either tempararily or permanently essigned to and directly employed in
the oparation of the Joint Property: ) . .
& shall be covered by the overhead rates, or
shall not be covered by the overhead.rates.
A, Overhead - Fixed Rate Basls ' - .
. (1) Operator shall charge the Joint Account at the following rates per well per month:

he=&
Drilling Well Bste § 44530-00
(Prorated for less than & full morith)

Producing Woll Rate § 480200 |
(2) Application of Overhead - Fixed Rate Bagla shall be 13 followi:
(a) Drilling Well Rate _ '
(1) Charges for drilling wells shal begin on the dste the well is spudded and terminate on the date the drill-
“ing rig, completion rig, or other units used in completion of the well Ia released, whichever i later, except

that no charge shall be made during suspension of drilling or completion eperations for fifteen (15) or
more consecutive caleridar days. o . .

(2) Charges for wells undergoing any type of workover or recomplstion for & period of five (5) consacutive
work days or more shall be made &t the drilling well rate.Such charges.shall be spplied for the-period
fram date workover operations, with rig ok ether unfts uséd-in workover, comimence through date of rig
or other unit releese, except that no cherge shall be made during suspension of operationa for fifteen
(15) or imore consecutive calendar days. '

(b) Producing Well Rates

(1) ‘An active vg'ell elther produced or hijected into for any portion of the month shall be considered as a one-
well charge for the entive month. . S .

{2) Each ective completion in a multi-completed well in which produ'cﬂon Is not commingled down hole shall
be considered zs & one-well charge providing each completion Is considered a ssparite well by the govern-
ing regulatary zutharity. ’ i . . .

- B N

(3} An inactive gas well shut in becauss of overproduction or faﬂure of purchaser to take the émduction shall
b:ﬂ ootz'widered s & one-well charge providing the gas well Is.directly connected to » permanent sales
outle .

(4) A one-well charge sha._!l be made for the month {n which phiggi;xg and gbandonment operations are com-
pleted on any well, This one-well charge shall be made whether or not the well has produced except when
drilling well rate appliea, . .

{6) Al other inactive wella (including but not limited to inactive weils covered by. unit allowable, fease allow-
able, transferred allowsble, etc.) shall not quelify for an overhéad charge. - .

(8) The well rates shall be ndgvad sted g3 of the first day of April.each year;following the effective date of the agreement
to which this Acconnting Procedure i8 Bttached. The edjystment shsil .bd"egn#iphiga by multiplying the rate cur-
rently In use by the percentage Increass or decrease In-the axerage weekly earnings of Crude Pefroleum and Gas
Production Workers for the last calendar year compared to thé calendar year-preceding as ehown by the index
of sverage weeldly earnings of Crude Petroleum and Gas Productior Workers s published by the United States
Department of Labor, Burest of Labor Statlstics, or the-equivalent Ganadian’index s published by Statistics
j(:ax;da.tu.apphcable. The sdjusted rates shall be the rates curreatly in use, plus or minus the computed ad-
ustmen N . . _
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. N~ Percent ( %) of the cost of development of the Jeint Property exclusive of cos "providec
under Paragraph 10 of Section II and all salvage credits. ’

(b

-~

Operating :

Percent (%) orkg cost of operating the Joint Praferty exclusive of costs provided under
Paragraphs|2 and 10 of Section I1, all saVaye.gredits, the value-of injected substances purchased for secondary
recovery and all taxes and assessments which atelgyigdrdssessed and paid upon the mineral interest in and
to the Joint Property.

Application of Overhead ~ Percentage Bagio-thall be as follows:

For the purpose of determining chefFes on a percentage basis under Paragraph IB~{ this Section II1, development
ghall include all costs in cgniection with drilling, redrilling, deepening, or any remedlaigperations on any er all

. wells Involving the yse-6 drilling rig and crew capable of drilling to the producing interVshan the Joint Prop-
erty; also, preliminty expenditures necessary in preparation for drilling and expenditures incurrelin gbandoning .
when the el is not completed as & producer, and original cost of construction or instaliation of fixed Rsse the
expgpeith of fixed assets and'any other project clearly discern'ible as 8 fijxed x‘:sset. exce:)?t Major Constructid!

"
er-COBt Nt erasoperstumngs

@

-~

2.  Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of t}xe
Joint Property, Operator shall either negotiate 5 rate pripr to the beginning of construction, or ghall charge the Joint
Account for overhead based on the following rates for any Major Construction project In-excess of $25.000.00 :
A._ S __ _ %affirst $100,000 or total cost if less, plus '
B. 3 % of costs in excess of $100,000 but less than $1,000,000, phus
C. __2.___. % of costs in excess of $1,000,000. )
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single’

pm.liegt 0zl'mll not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded. .

3. Catastrophe Overhead

“To compensate Operator for overhead costs incurred in the event of expenditures resulting from = single occurrence due
to oil spill, blowout, explosion, fire, storm; hurricane, or other catastrophes as agreed to by the Parties, which are necessary .

to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operstor
- shall either negotiate a rate prior to charging the Joint Account Wﬁmﬁeemnﬁorw-bnm

B %0 2 n excess of §100,000 but less than $1,000,000; plus

) WU

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

4.  Amendment of Rates

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and eredits for all Material move-
‘ments affecting thq: Joint Property, Qperntor shall provide all Material for use on the Joint Property; however, 2t Operator’s
option, such Material may_be supplied by the Non-Operator. Operator shall make timely disposition of idle and/oF surplus
Material, such disposal being made either through sale to Operator ar Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obhg‘g.tmn to purchase, interest of Non-Operators in surplus condition A or'B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases _ however Operator shall not be
. . i . . i to take discounts
ﬁ:ﬁgﬁ ?u\fmd i g:lézfll btq chargedwat ge tgru:e é:a.u:} by Opexamr efter deduction ﬁ al] discounts received? In case of
 foup ective or return vendor for any other reaso dit shall be passed to the Joint A t
when adjustment has been received by the Operator. T o e ereciie ° P the Joint Aceoun

2. Transfers and Dispositions

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

-5
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) wtatzr-Goods-Ctirer-teor-binePipe

{2)ubular goods, sized 23 inches OD and larger, except line pipe, phall be priced st Eastern mill ppblished
atoad base prices effective as of dats of hiovement plus Eransportation cost using thé 80,000 poyx@ carload
welight basis to the railway receiving paint heavest the Joint Praperty for which published +&il rates for
tubular Yrqeds exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or $0,000-found rail rate
t&ﬁr be used\ Frelght charges for tubing will be calculated from, Lorain, Ohio and casingffom Youngstown.

.

{b) For grades which ade.special to one mill-only, prices shall be computad at the mil} ¥ése of that mjll plus trans-
rtation cost from that miil to the railwa‘; recelving point nearest the Joint Pfoperty us provided above in

aragraph 1)a). Fortegnsportation cost from points other than Easte fila, the 30,000 pound Oil Field
Hau!érsmﬂcn Interstate truck rate shall be wsed, - 7 .

(c) Special end firish tubular goads aall be riced at the lowest pulished out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, ustapOfl Field Haulers Assacizfion interatate 80,000 poutid truck rate, to
the railwsy receiving polnt nearest the Joinit Property. / '

(d) Msacaroni tubing (size less than 23 Inch OD)As’ all be prifed st the lowest published out-of-stock prices f.0.b.
the suppliar plus transportstion costs, using the OR Fjefd Baulers Assoclation Intsrstate truck rate per weight

of tubing transferred, to the railway receiving pofdfnearest thie Joint Property.
(2) Line Pipe yd

(=) Line pipe movements (except size 24fch QD and larger wi&. walg ¥ tnch and over) 80,000 pounds or more
shell ge pricad under provisions pt'tubular goods pricing in Paragrsph A.(1)3a) a3 provided above. Freight

charges shall be calculated froxf Loratn, Ohio.

(b} Line ﬁlepe movements (expeDt size 24 Inch OD and larger with walls ¥ Inch and over) less than 80,000 pounds
shall-be priced at Ezstatn mill published carload base prices effective 2s of date df ghipment, plus 20 parcent,
plus transportation pdsts based on freight rates as set farth under provislons of tubulzy goads pricing in Para-

graph A(1){a) a3fravided above. Freight charges shall be exiculzted from Lorain, Chlo.

{c) Line pipe ginch OD and over and ¥ inch wall end larger shall be priced fo.b, the pointf manufacture
;tro currext new published prices plus transportation cost to the railway receiving polnt nedxgst the Joint
PErY. : ) ) ' . .

(d) Mue pipe, Includiixz_ fabricated line plpe, drive plpé and eonduit not listad on puvblished price Hsts sha{ be
priced at quoted prices plus frelght tb the réﬂway recelving point nearest the .Joipt Property or at price

e .

(8) Othrer Material ghall be priced at the current new price, In effect st date of movement, s listed by & reliable supply
store neerest the Joint Property, or polnt of manufzeture, plus transportetion costs, if appliczble, to the reilway
recejving point nearest the Joint Property. . R . T :

*(4) Unused new Mmﬁﬂ.i%ﬁ%g&u goods, moved from the Joint Property shall be p‘ﬂcéd at the current new
price, in effect on date of movement, &s listed by a relisble supply store neerest the Joint Property, or point of
mrn. plus transportation costs, it applicable, to the rgilway recelving point nearest the Joint Froperty,

B. Good Uzed Materia! (Condition B)

Material in sound dnd serviceable condition and suitable for reuse without reconditioning:
(1) Matsrial maved to the JoInt Property "

A seventy-five paresnt (V5%) of current new price, as determined by Paragraph A.
{2) Material ysed on and moved from the Joint Property

(=) At soventy-fivé parcent (76%) of current naw price, 2s deterinined by Peragraph A, i Materfal was originally
charged to the jairit Account as new l&sﬂaﬂal or Y ; ?

(b) At sixty-five percent (65%) of current new price, as determined b; Paragraph A, if Material was originally
to the Joint Account &s used Materia), o '

{8) Material not used on and moved from the Joint Property _
At seventy-five parcent (75%) of current new price 23 determined by Paragraph A,
The gost of veconditioning, i any, shall be absorhed by the transferring property;
C. Other Used Matarisl '
(1) Condition C : .
Materigl which {8 not in sound and serviceable condifion and not suitsblé for its orlgina) function until after recon-
ditioning shall be priced at fifty percant (B0%) of current new price es determined by Paragraph A. The cost of

reconditioning shall bey! to the recei i ¥, provided Col C value pi t of ditioni
Feconditioning & cqndiﬂﬁ}rlxa?ﬁlue. e vfngpropgrw provi led cpuqun ue plus eost of recanditioning |

-6~ ' ) ) /
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(2) Condition D .

Material, excluding junk, no longer suxtable for its original purpose, but usable for some other purpose shall-be

priced an a basis commensurate with its usé, Operator may dispase of Gondltion D Matenal under procedures

normally used by Operator thhout prior approval of Non-Operntors _

(2) Casing, tubing, or drill pipe used &s line pipe shall be priced as Grade A and B seamless hne pipe of com-
parable size and welght. Used casmg. tubing or drill pipe \mhzed us line pxpe shall be prlced at nsed line
pipe prices.

(b) Casmg, tubing or drill pipe used as- hngher pressure service Aines than slandard line pipe, e.g power oil lines,
shzll ba priced under normsl pricing procedures for casing, tubing, or drill pipe. Upset tubular g'oods shall
be priced on 2 non upset basis. _

(3) Condmon B

Junk shall be pnced at prevalling prices. Operator may dlspose of Condxtlon E Materml under procedures nor-
mally utilized by Operator’ thhout prior approvel of Non-Operators. . ) .

D. Obsolete Material ) . ’ !

Material which is serviceable and’ usable tor its ongma] functlon but condition and/or velue of such Materml is not
eqmvalentto that which would justify a price as provided above may be spedially priced as agreed to by the Parties.
Such prics should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Canditions

e A -.
-(1) Loading or unloading. costs may.be'charged to the Joint Account '_t«.& S Twan R-Hive-oenia-{dof)-perhlinaras
wexght on all tubular goods movements, in lieu of sctual loading or unloadm asts c4 B
point. The above rate shall be adjusted as of the ﬁrstdxynf Anril-esehryedrIo amng'.}anuary 1. 1986 by the same
percentage i mcrease or decrease used tn adjustuvsFhead

@ Materxa.] invalvmg erectlon costs shall be charged at apphcable percentage of the current knocked-down‘ prxce of
new Materxa) _ .

3. Premium Pnces .

Whenever Material is not readlly obta.mable at poblished or listed prices because of natlonal emergencm. strikes or other
unusual causes over which the Operator has no contirol, the Operator may charge the Joint Account for the required
Material et the Opérator’s actual cost incurred in providing such Material, in making it suitable for use, and in maving
it to the Joint Property; provided notice in writing Is furnished to Non-Operators of the proposed charge prior to billing
Nun-Operamrs for such-Materiak Each Nop-Operator shell have the right, by 5o electing and notifying Operator within .

ten days after receiving notice from Operator, to furmsh in kind all or part of his share of such Material suitable for use
and acceptable to' Operator. )

4. Warranty of Ma.tena.l Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the .}’omt
Account until edjustment has been recefved by Operawr from the mannfacmrera or theu- agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material,
1. Periodic Inventories, Notice and R;:presentaﬁon
At reasonsble intervals, inventories shall be taken by Operator of the Joint Account Controlleble Material. Written notice
of intention to take inventory shall be givén by Operator at least thirty (30) days before any Inventory is to begin so that

Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an mven—
tory shall bind Non-Operatars to accept the inventary taken by Operator. ] .

2.  Reconciliation and Adjustment of Inventories
Adjustments to the Joipt Account resulling from the reconciliation .of a physical mventory shall be made within six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be beld accountable only for shortagea due to lack of reasoneble diligence.

3. Special Inventories
Spegial inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to notify &l other Parties es quickly as possible-after the transfer of interest takes

place. In such cases, both the seller and the purchaser shall be governed by such inventory In cases involving a change
of Operator, all Parties shall be governed by such mvenbory .

4. Expense of Conducting Inventones

A, 'Il)’he expense of conducting periodic inventories shall not be charged to the Jpint Account unless agreed to by the
arties,

- B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
" ventories required due to change of Operator s}mll be charged to the Jomt Account.

-




Rad Exhibit “E -

ATTACHED TO THAT CERTAIN OPERATING AGREEMENT
DATED  JANUARY 26, '1998 BY AND BETWEEN
: PENWELL ENERGY, INC., AS Omnuon, AND
NEARBURG EXPLORATION COMPANY, L.L.C., AS NQN-OPERATOR )

BALANCING AGREEMENT

s} p of Gix Production
. (-l) huﬂwmwufmcpuuamunchpuwmxnhxvcthermmmnbmbndmdmﬂ!dy
disposc of ity proporti share of ga- (includi inghcad gas) produced from each formation in cach well

located on mugeCConmAm')wvaedhythoopmnnngwwhmhﬂmBhibhhlmcbed
("Opcrating Agrecment”). .

®) Opezator shall control the gas production and be rexponsible for sdministering the provisions of
mwwmmmmbmwmmmewwmmwwmm -ty
pumhumumaybcmquimdh:oxdcrbbmnwthuwomtxomwpm;tmwwrdanccwnhﬂwpkamm
herein contained, For'proposes of this Agreemeat, Gperator shall maintuin production accounts of the partics based
AuponthcnumberofMMBmlwtunyoouumedm{hemymduoedﬁvmnpnmdlrﬁmmtmnmnwd]md
delivored at the outlet of lease equipment for cach party*s t dlexs of whether sales of such gas are mude
on & wet or dry baxis, mw&mwmmqmmymmmmmh&cmofmml
contzined in the gas stresm, Toward this ead, Operator ahall periodically determine or catse to be determined the
Bm«:ontmzofgupmdwcdﬁumachﬁmmxﬁon'inﬁchwdlonamhmbuilmdnnddmndudmdiﬁnm
to any thod customarily-used in the industry.

4

Bahncing of Production Accounts

Q] Any time a paxty, orluchp:nylpurchuu-unothhngormrbtmg;uﬁm:bucofxu :
produced from a pasticular formstion in & well ("noa-marketing” party), the remaining partics ("marketing® pastics)
shall havo the right, but not thic obligation, t produce, taks, scll and defiver for such marketing partics’ accouats, in
addition to the full share of gas to which the markefing partics arc otherwire catitled, lﬂotlnypom;mﬂhew
- attributable to a non-markcting party. (Gas attributable to s.non-marketing party, tiken by a marketing party, is
mfatedmm!huAgreancntu overprodustion®), If there is more then ono marketing party tiking gas - :
. attributable to & non-marketing party, uchmﬂcmngpmyduﬂboenuﬂedtoublnon-mubungpxny'lwln
mwm:wmm-Mmpmmmwmwmmwmofmm
pastics..

: ®) Apntyt!uxhunottnhmmpmpomnm-hmofm, du “fmmmy ation in & well

m@mwmﬁmuwmmhmmmmmdmwbmwmhu
mlhamofwluedmluucpmhom.vaﬂcdorbu(‘undupmduwon') Such Underproduced Party, upon
giving timely written noético to Operator, shall be entitled, on & monthly basis beginning the month following receipt
of notice, to produce, take, scll and deliver. In addition to the full share of gas to which such party is otherwise
catitled, nqummyofgxl ("mako-up gas”) equal to fifty percent (S0%) of the totel shire of gas attributable to all
partics having lative gver production (individually called Ovupmducedl’uty'). suchmahwpguuhn.llbc
uednndngninxtnuchUndcrpmdncedPutylmudumn oduction in prder of 1. Notwithstanding the
foregoing and subject to subscetion (c) below; (i) an Overproduced Pasty shall nover be obligated to reduce its takes
to less than iRy perocat (S0%) of the quantity to which.auch party is otherwise-extitled and (i) an Underproduced
Pty shall never be allowed to make up underproduction during the months of Decembey, January, February, and

) If there is more than one Underproduced Party desiring make-up gas, cach such Undesproduced
Pauy-_hanbemﬁﬂedwmhwpwinthsmﬁommuchpmy'-mmiumducﬁnnbmmmcwminmh
production of all partics then dexiring mako-up. gax. Any portion of the make-up gas to which an Undesproduced
Putyhmhﬂcdmd“dnchuno(nkmbyluchUndetpmducedPutymxybeukmbymyodwUndupmduwd
Partyics).

@ If there is more than onc Overpreduced Party required to furnish make-up gas, cach such
Overproduced Party shall fumish- mako-up gas in the nitio that auch party’s intereat in production bears to the total
interest in production of all-paitica then required to furnish mako-up gas. Excopt as provided in (£) below, cach
Overproduced Party in any formation in a well shall be catitled, on & monthly basis, to take its foll share of gas less
mm:::emb@wmhuthmMWbmnmmmenu ’
ov

) If Opcrator in good faith believes that an Gverproduced Party has recavered onc bundred
pexeent (100%) of such Overproduced Party's share of the recovezable rescrves from a particular formation in a
well, such Overproduced Party, upon being notified in writing of such fact by Operator, shall ccase taking gas from
,luchﬁmnlmnm-uchwdlmdlhcmmmgmlhnbcuﬂﬂedmnkzonehwdmdpmaw%)ofwch
‘production until the accounts-of the-partics arc balanced. Thercafier, siich Overproduced Party shall again have the
nghttohknmdmmoﬂhemmmgpmducuon.nfmy.m:mrdamcwuhdwpmwmmhmmmw
Nmmlm;mymw%wmmthmOVuwodmedeybumvmdmmmm
(100%) of its full share of the recoverable reserves as 30.determined by Opeator from a p ler formation in &
*well, such Overproduced Party may continué-to produce if such continued production is (i) necessary for lease
majntepance purposes, or (ii) permitted by a ingjorify of itcreit of the partics who hivo not produced-ence hundred
perpeat (100%) of their recoyerable reservees from such formation in such well aficr written ballot-canducted by
Gpcmtor, -
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Cash Balzacing Upon Intcrim Imbalssices or Upon Delction : o : .

_ () - ©OnJanuary 15th and July 15th of each Calendar Year Undeyproduced Pasty may give notice that
hcdauucashbalanmgﬁrrmyﬂndapmduccdvolumu mnommdwguutwmhbukmlhﬂlwnmw
an "Interim Accounting™,

(b) nga:pmdwunnﬁumapamw!uﬁumhonm:wdlmmmdmmmptumldcwMN
duction (ar substituto thexc ,mm(may.,wrmmmwnhmmmwwwfm

. dm:thcwdllutpmducedw&omwchfomwon.n of pet ur d undesproduction and
ovcxpmduchnnmdﬂwmonﬂumdymmwhmhluch ped prodpced d ("Finx] Accounting”).

()] Wﬁhhﬂnnyao)dapofmnptnfa&aﬁndwm&nsormmmumng cach
Overproduced Party shall remit to Op for disb to the Underproduced Partics, a wum of monocy (which
mmlhﬂ]notmcludcmtaw)equﬂmthenmoumwhmﬂymwv:dorcuuku&vclymavedmdambpnnmh
(¢) below, by Overpraduced Party for sales during the th(s) of overprod: calcul in order of accrual

but less applicabls taxes, royaltics and reasonsble costs ofmrkdmgmdmmpomngluchwnmmypddby
such Overproduced Party, Such remitiance shall be based on number of MMBU's of overproduction and shall be
accompanied by & mm«:ntdwwmgvolumumdpma Iorcachmouthvnthwcmedunmupedwcrpmducuon.

) Wntinthhty(m)dlyldmdptgfmywchmaﬁmmbyw&ommmupmdm
Party, Opcrator shall disburse such funds to the Underproduced Party(ics) fn accordance with the final accounting.
Opcrator assumes no Lability with respect to auy such payment (unless such payment is attributable to Operator's |
ovapmduct:bn).ubangthcwmufthepumﬂthanhOVapmduoedPuquhxﬂbcsddympomﬂ:hbr

ing cach Underprod d Pasty for such Underproduced Pasty's respective share of overprod taken
vbymc.hc-u duced Party in d with the provisions horcin contained. If any party fails o pay any sum
ducnnda'thewumhaeohnn'dmanddwmmrbythcf‘ , the Operator may hurn responsibility for the

col]wuonofluohlummtbcpanynrpuuumwhumduowed lndOpamrlhlﬂblwnoﬁmbﬂmlpouﬂ:mty

" for collection.

© lnddmmnmmonmonntofavapmdumn ﬁ:rwhxduc:ﬂanmtilduc, producnontnkm
dunngmymm&bymvndqmduwdhnymwohucbuwapm&wdhxwllhmduﬂbemudu
mxb-up-ndshsﬂbeapphedloxeduoepmrdcﬁcminlhcoxdcrofmmdohuchdcﬁm .

(/D AnOvapmduoedPutyﬁmtookgnmhndformawnnw.mldgnwmaiﬁhatc,or
otherwisc disposed of gas in other than & cash sale shall pay for such gas st market value at the ime it was
produced, mxflhequpmducedPutyloldluchwmmu{ﬁlmteulpwgmntuorksmtbmmrh:twlnc.

® lhcﬁmd:mhxamqmmdbynnygovmmmlamhomy uchpaxtylhanbcmumnbbﬁnt
mmpeeuvelhamdnwhmﬁmdtnﬁnmybahnced 3 . ]

" Delivenbility Teats’

At the request of any party, Opautormypmdwothcmhmmumumbrndnbvuabﬂnymmlm
«exceed seventy-two (72) hours in duration (or.such longer period of time k3 may be mutuslly agreed vpon by the
puhu)xfreqmmdundcrtuobmqumputylguu]uo{unmpcmnm

Nominations
‘Bach pasty shall, onlmonthlybam gzw;Opq'amnufﬁmmumcmddmuﬂlcrmmmmtzmch i
party's respective share of gas to the transposting pipeline(s) or, if Operator is not nominating such party's gas, to

. inform Opcrator of the manacr in which to dispatch such party's gas. Except as and to the extent eaused by

Opcrator's gross negligence or willful misconduct, Operator shall not be responsible for any foes and/or peaaltics
umdnmdwiﬂximbnknedcbamdbymyﬁpcﬁmmanyumdwdmmmdw?my(m).

Statements
Onorbcfoxethcmty-ﬁnh(zsm)dayowwmnmﬁallowingmcmmhofymdum each party tsking

gAs shall furnish or cause to be fumished to Op a of gas taken expressed in terms of MMBtu's, If

tcuulvolumemﬁommnnlufﬂmmttopwpanmchantmxdcavﬂnhlcmdwuhngpu!ymmfﬁwn

time to propare it, such taking party shall hel ha t of its good fuith cstimate of volumes

" taken, Within tweaty (20) days of the receipt of all such , Op shall fornish to cach party & statement

of the gas balznce among the partics, hchxdingthpmulqmnmyofgupmdmedﬁummhﬁamuonmachwdh
the portion thercof used in operations, vm:edorbﬁ,mdﬂwmmqumnqddivcmdhuohputytweo\mt Any
mtwdnmcymOpcumf-momhlymmeepmmpdy -ported to Op and Opczator shall

mlk:lplupcrldJmmﬁlmfwnhmthinyQO)dlyllﬁerﬁnlldctammtwnofﬁwoonedqmnm“mlvﬁd,
provided, however, that if po ecrors or discrepancics are reported to Qperator within two (2) years from the datc of

any statement stat ahall be conclusively deemed tobe t. Additipnally, within thixty (30) days fom
the end of each calendar year, n ahall furnist anpentnr fonhelulepmpouofmhhthg
sufficicnt to verify cash balanci vnluu ast actually received or constructively reccived

under paragraph 3(c), on:mondﬂybam&rrtbeulmduywpmccdmgﬂwmmcdmdyeondudcd caleadsr year,
Opertor shall not allow & party to produce gas for its sccount during any month whea such pasty i delingoent in so
furnishing the monthly or annual stetements.

Paymenty of Taxes

Eachputyuhngm:hxllpayoreausctnbcpud myandaﬂptodnchon,lwmwc,uﬁhty sales,
excise, or other taxes duc on zuch gas,

OPmnnaEmem

) mopemmgwmmbcbbmeupmwdcdmmcepnmgmmymgudmﬁwhdhunn
wﬁumldﬁnzmmmwmwbdhamcnkllﬁwofachmmpmwmmwmmemmm
such gax.



10.

11

12,

14,

16.
17

18,

. ‘ofﬂxcpamumdmthur P s and
time; provided, bowover, M(n)mysuchlulznmm:hnﬂbemdclubjedmﬂmwmmdumnxﬁw

3 D

A

OvapmdumngAﬂnwablc
Mmmmcomwraummmmmmmbommmmw
nominations, forecasts and/or filings with the regulatory bodics having jurisdiction to establish allowances, Each
puty;hnnnxn.nhmuxeznk!cmuhlmddcnvmﬁnmthcconummwwtbcwdl(z)cwacdhacby

shall pot be curtailed end/or thut-in for overproducing the allowable producti igned thereto by the reg Y
bodyhnvingjuﬁtd'wﬁon.

Pnymc-ntoflwdmldBuxdcnl

Munumuwhhzuupmduwd&omtthowthuChputywmmnkcnppmpmm
settlement of all ypyaltics, overriding royaltics and other payments out of of in licu of production for which such
pnxtyhmponxibk;ultuifmchpaxty\vcxcuhqgordchvumgloupumhualuchpmylﬂm:huc. and such -
party's full share only, of-such gas production exclusive of gax used in operations, vmdorb:t.mduchputy
agrecs to indemnify and hold cach other party barmless &umanymdullchlmlx:hhngw

Agppiication of Agrecment
' “The provisions of this Agrecment shall be separately spplicable and shall constitute 8 separate sgreemeat

: whhmpcctwgupmduocfnmcachfomuonmcmhumnbutcdonfh;&mwtm

Texm
mwwnmmummmmwhmmpmdwmnmduwcmmngmmaﬂym
mmmuofmemmmﬂnﬂvw&dmmmwﬁ&mwmm

Opcrator's Linbility

Except as otherwise provided hercin, Opamruwﬁvanmdmndminkmthcpmwmoﬁhu
Agxeaumt.butlhallluﬁanohbﬂnyhﬂwotbapamuforhm tained or Liability & d which arisc out
‘of orin ion with the perf of Operator's dutics hercunder except such a3 may result from Operator's

. gross negligens orwmﬁxl i

L 3

Audits

AnyUndupmdueedPutylhdlhnvedxonghtfor:pmodofMﬂ)ymAﬁcrmccqatnfpaymmt
b to & final unting and afier giving written notics to all partics, to andit an Overproduced Party's
wcounumdmcoxdnclmngmlucbpaymmt. AnyOvcxpmduechmy;hﬂ!hxvcﬂlcughtbnpuwdofm(Z)
years after teader of payment for unrecouped volumes and upon giving written notice to all partics, to audit &n”

. Und duced Party's ds a1 to vol mmwﬁm.whmdtmbwﬂscomofmcwdm

i2

Addmonm_y,Opmlouhnnhlvctbonghtﬁ:npamdo(m@)yannkztteoqptofumuﬂab&maxtﬁom:
nompa:mrundupumphSLﬁazxmgmﬁmmdccmmclMdm&opmmrmwdﬂmch noo-OpCIators
accounts and records tdnnngtolucbpnyment. Co:&u{luchmdit-hnbcbom:bydwjomtmun!.

Sucocuon:ndbupu
‘ mm,mmmdwmimnmofﬁmhpmxhﬂbebmdmgnponmdlhnnmumlothcbmoﬁ
, and may be wssigned in whole or in part from time to

a4

.pubulh:nnntbcvnﬁd\wﬂmmths:xpxalwmmuccpuneeofﬂwﬁamofdm‘ ment by the Assignec, (b)

the Assignec ahall acquire such i tonnywcxpmducuonmdlornndc:pmdumnnimbmnwmungu'
luchhmeuwcllumymhbahnangobhgxhonm&ca‘thmcbymd(c)mmcﬁm@mnlwmhmdw
Axngnarﬁomanyobhzmonwtbcothupuuuwnh poct 1o any overproduction teken by Assignor prior to. such

. saxignment,

Liquefisble Hydrocarbons Not Covered Under Agrecment
Thcputzu -h:ﬂ:bampmpomnmnclym-ndmnﬂhqmd hydxoarbom recovered with the gas by lease
equiz in dznoc with their resp ,

If there is a conflict between the terms of this Agrocment and the terms of any gas sales contract covering
the Contract Arca eatered into by any pasty, the terms of this Agreement ahall govern. .

Axbiteation
Any contraversy oz claim arising out of or relating to this Agreement, or the breach thereof, shallbe -

“settled by binding arbitration in danoe with the Co sl Arbitration Rules of the American Arbitration

Associxtion, and judgmeat upon the award may be catered in any Court having jurisdiction-thercof. The arbi
sball not award punitive damages in sctifement of any controvery or claim, S
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ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED “JANUERY 26, 1998,.
BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, L.L.C,, AS NON-OPERATOR .

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A Equal gggorlunlty Glause (41 CFR 60-1,4). (Applicable only te contracts or pumhase orders for
more than $10,000.)

During the performance of thls contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any employee or applicant for employment because of
race, color, religion, sex; or national arigin. The Oparator will take affirmative action to ensure that
applicants are employed, and that employées are treated during employment, without regard to their
race, cofor, refigion, sex, or natienal origln. Such action shall include, but not be limited {o the
following: Employment, upgrading, demction, or transfer, recruitment or recrutment advertising,
layoff or terminationis, Including apprenticeshlp. The Operator agrees to post In consplcuous places,:
avallable to employees-and applicants for employmenit, notices to be provided by the contracting
officer setting forth the provustons of this nondiscrimination clause.

(2)' The Operator witl, In all solicitations or advertisements for employees placed by or on behalf of the
Operator, state that all qualified applicants will receive consideration for employment without regard
to race, color, religlon; sex, or natlonal origin. )

'(3) The Operator will send to each labor unlon or representative of woxkats with which It has a collective
bargaining egreement of other contract or understanding, a notica to bs provided by the agency
contracting officer, advising the labor unlon or workers representative of the -Operator s
commltments under section 202 of Executive Order 14246 of September 24, 1085, and shall post
copies of the natice in oonsplcuous ‘placss avallable to employses and applicarits for employment.

(4) The Operator will comply with all provisions of Executive Order 11246 of September 24 1965 and of
the rules, regulaﬂons. and relevant orders af the Sacretary ol Labor. i

) The Operator will fumish sl Information and reports requ!red by Executive Order 11246 of September
24, 1985, and by the rules, regulations, and orders of the Secretary of Labor, or.pursuant thereto,
and will permit. access to its books, records, and accounts by tha contracting agency and the

" Secretary of Labor for purposes of investigation to ascarlaln compliance with such rules, regulatlons
and orders. .

(6) In the event of the Operator s noncompliance with the nondiscrimination clauses of this contract or

with any of such rules, regulations; or orders, this contract may be canceled, terminated, or

. suspended In whole or in part and the Operglor may be declared Ingligible for further Govemment

contracls in accordance with procedures authorized in Executive Order 11248 of September 24,

1665, and such other sanctlons may be Imposed and remedies invoked as provided in Executive

-‘Order 11248 of September 24, 1955 ar by rule, regulation, or arder of the Secretary of Labor, or as
otherwise provided by law.

(7) The Operator will Include the provislons of paragraph (1) through.(7) in.every subcontract or purchase . -
order unless exempted by rules, regulations, or orders of the Secretary of Labor Issued pursuant to
section 204 of the Executive Order-11248 of Seplember 24, 1965, sb that such provisions will be

" binding upon each subcontractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as a means of enforcing such
provisions including sanctions for noncompliance: Provided, however, that In the event the Operator
becomes Involved In, or Is threatened with, litigation with a subcontractor or vendor as a result of
such direction by the contracting agency, the Operator may roquest the United States to enter inlo
such lltxgaﬂon to protect the Interests of the Unlled States.

. Certification of Nonsegregated Facilities (41 _CFR _80-1.8) (Applicable only to contracts or p_umhase

orders which are not exempt from the provisions of the Equal Opportunity Clause set out above.)

_The Operator certifies that it does not, and will not, maintaln or provide for lts employees any segregated
facilities at any of its establishments, and that it does not, and will not, permit its employees to perform
thelr services at any location, under its control, where segregated faclities are maintained. The Operator
agrees that a breach of this certification Is a violation of the Equal Opportunity Clause. in this contract or
purchase order. As used In this certification, the term  segregated faclliles means any waiting rooms,
work areas, rest rooms and wash rooms, restaurants and other eating areas, fime clocks, locker roomis
and other storage or dressing areas, parking lots, drinking fourtalns, recraation or entertainment areas,
transportation, and housing facilities provided for ernployees which are segregated-by esplictt directive or
are In fact segregated on the basls of. rate, creed, cofor, or national- origin, because: of hablt, focal
custom, or otherwise. The Operator. furlhar agrees that (except where It has obiained identical
certifications from proposed subcontraclors for specifictime periods) it wilt obtaln identical certifications
from proposed subcontractors priar o the award of subcontracts exceeding $10,000 which are not
exempt from the provisions of the. Equal-Opportunity- Clause; that it -will retain such cerdifications in is

 files; and that it will forward the following niotice to such propased suboontradors



) é
NOT!CE TO PROSPECTiwc SUBOONTRACTORS OF REQUIREME~T FOR CERT\FICA'HONS OF

" NONSEGREGATED FACILITIES. A Cerfificate of Nonsegregated Faclliies must be submitied prior to -

. purchase ordars for $2.500 or more )

the award of a subcontrac! exceeding $10,000 which is not exempt from the provisions of the Equal
Opportunity Clause. . The certification may be submitted either for each subcontract or for all
subcontracts during a period (.e., quarterly, semlannually, or annually).

Afficmative Action Compliance Proaram (41 CFR 60-1.40) (Applicable only if () the Operator has 50 or
more employees and (b) the contract or purchase order Is for $50,000 or more.)

“The Operator shall develop a written affirmative action program for each of Rs establishments, and within

120 days from the effectiveness of this contract or purchase order, shall maintain & copy of separate
programs for each establishment, Including evalusgtions of utllization of mlnonty group personnel and the
Job.classification tables, at each local office responsible for the parsonniel matiers of such establishment.

Emplover Information Report (41 CER 60-1,7) (Applicable only If (a) the Operator has §0 or more
employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of
Federal Regutations) from the requirement for filing Employer Information Report EEO-1, and (c) the
contract or purchase order Is for $50,000 or more.)

The Operator agrees to ,ﬁlé with the appropriate Federal agency annually, on or before the 31st day of
March, complete and accurate reports on Standard Form 100 (EEO-1) promulgated jointly by the Office

"of Federal Contract Compliancs, the Equal Employment Opportunity Comm!slon and Plans for Progress
. or such form as may hereafter be pmmhlgaied in lts place. .

Affirmative Actlon fo[Dls_abled Veterans and Veterans of the Vietnam Erd (41 CFR 60-250.) (Appﬂmble

only to contracts or purchase orders for $10,000 or more. )

“The affirmative action clause prescribed In seclion 80-250.4 of Title 41 of the Code of Federal
‘Regulations Is incorporated hereln hy refersnce (as permitted by section 80-250.22 of sald Regulations)
as I set out In full at thls point. If the Operator (a) has 50 or more employees and (b) this contract or

- purchase order Is for $50,000 or more, then within 120 days fram the effectiveness of this contract or

- purchase order, the Operator shall prepare and malntalp sn affirmative actlon program. at each:
establishment which shall set forth the Operator s policies, praclices and pmcedunes In accondanca with -
section 60-250.8 of sald Ragulatlons

(Appnmble only to coulracts or

The Affirmative Action Clause prescnbed in section 60-741 4 of Title 41 of the Code of Federal
Regulations Is Incarporated hersin by reference (as permitied by section 60-741.22 of said Regulatlons)

-as if sel out in fulf at this point. If the Operator (a) has 50 or more employees and (b) this contract or

purchase order Is for $50,600 or more, then, within 120 days of the effectiveness of this contract or
.purchase order, the Operator shall prepare and malntaln an affirmative actlon program at each
establishment, which pragram shall set forth the Operator s poficles; pmcuces and pmeedums in
accordance with section 80-741.6 of sald Regulations.

. Utilization of Minority Business Entemiises (Federal gmremem Regulations 1-1,13.) (Applleabla only

to contracts or purchase orders which may exceed $10,000.)

(1) It is the pohcy of the Gevemnment that minority business enterprises shall have the maximum
practicable opportunity to participate In the perfom\ance of Government contracts.

@ The Operator agrees to use his best efforts to carry out-this policy In the award of his
subcontracts to the fullest exdent consistent with the efficlent performance of this contract. As used In

" thls contract, the torm minority business enterprise means a buslness, et least 50 percent of which s

owned by minority group members or, in case of pubiicly owned busipesses, at Jeast 59 percent of the

. stock of which is owned by minority group members, For the purposes of this definition, minority group.

members are Negroes, Spanish-speaking American persons, American-Orientals, American-Indians,
American-Eskimos, and American Aleuts. Contraclors may rely on written representations by
;subcont;ahdors regarding thelr status as minority business enterprises in lieu of an independent
nvestigation.

- Abjoaad(1w)



. EXHIBIT "H"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 26TH DAY OF JANUARY, 1998, BY AND BETWEEN
PENWELL ENERGY, INC,, AS OPERATOR, AND NEARBURG EXFLORATION

COMPANY, LL.C., AS NON-OPERATOR

NEARBURG EXPLORATION COMPANY L L.C.

EXPLORATION AND PRODUCTION

Well:
‘Location:

.Qperator: .

WELL INFORMATION REQUIREMENTS

Spacing Unit:

Operator agrees to furnish ta Nearburg the information requested herein, to observe the requests made
herein by Nearburg and to allow Nearburg the rights and privileges set forth below.

A DRILLING AND MUDLOGGER REPORTS:

Daily drilling: and mudlogger reports containing current depth and status, general summary, deviation
surveys, mud properties, dally and cumulative costs, background gas and drilling break intervals in which "
a show is present with a description of show and the fithology contalning the show. Daily well and

" mudlogger reports should be faxed daily by 9:00 am. CST. and a weekly recap maﬂedlfaxed io the -
following

-NEARBURG EXPLORATION COMPANY, L.L.C.

(Drilling and Mudlogger Reports)

-3300 N. "A" Street, Building 2 Suite 120
- Midland, Texas 79705

Attn_: Jerry Elger

" FAX: (915)-686-7806

B. WELL DATA

The fdllowing listed data should be mailed as follows:

NEARBURG EXPLORATION .COMPANY, L.L.C.

3300 N. "A" Street, Building 2, Suite 120
Midland, Texas 79705
Attn.: Ken Billings

MIDLAND
Copy of survey plats, permit 1
to drill, and ather regula-
tory forms and letters filed
" with any governmental agencies.
Copy of the drilling and 1

completion procedures 48 hours
prior to commencement of operation.

Copy of daily mud logs. 1
Copies of the final mud log. 3
Copies of the field prints 3
of all logs run in the well.
Coples of the final composite 3
prints of all fogs run in well.
Copy of fiim of the final 1
composite prints of all logs
run in well.

- Copy well log customer diskette 1

3% LAS format.

NEARBURG PRODUCING COMPANY
P.O. Box 823085

Dallas, Texas 75382-3085

Attn.: Production Secretary

DALLAS
1



Page -2-

Well Information Requirements . ]
) MIDLAND - DALLAS
9. One initiaf and final copy 2 : 1
: of any DST, coring, sample
analysls, formation fiuid )
~ analysls, or test reports
on the well.
10. Well history at 1 |
completion of the well.
11. Copy of the bitrecordand - 1
mud recap. :
12. One copy of Operator's 1 1
State Production Report (monmly)
13.  One sample cut of all samples 1

collected by mudlog crew.

14.  One (1) complete slabbed section of whole core ("chlps from those pomons removed for special

analysis)

15. One (1) copy of all titie opinlons and curative instruments covering the proranon or spacing unit
for the well should be sent to; ‘ )
NEARBURG EXPLORATION COMPANY, L.L.c NEARBURG PRODUC!N_G COMPANY

3300 N, A", Building 2, Suite 120 P, O. Box 823085
Midland, Texas 79705 : ) Dalias, Texas 75382-3085
Attn.: Bob Shelton ) Atin.: Kathie Craft
NOTIFICATION:
1. Nearburg Producing Company should receive 24-h6ur notice of the ‘follaw'ihg events: spudding,

‘wireline logging, open hole testing, coring, or plugging of the well. Notification should be by
phone to one of the following in the order listed:

NAME g OFFICE © HOME , AGE

Jerry Elger (Geology) ' (915) 686-8235 (815) 687-0344 (600) 405-5160
Cap Horning (Geology) (815) 686-8235 - (915) 699-4131 (800) 585-4543
Scott Kimbrough (Drilling) (215) 686-8235 (915) 687-4279 ~ (800) 405-5173
Tim MacDonald (Engineering) (214) 739-1778 (972) 390-8106 (888) 357-1884
2, ‘If you anticipate a major decision (plugging, mslng point, etc) that involves Nearburg

Exploration Company over a weekend or holiday, please notify Jerry Elger by phone (or one of
-the above in the order listed) during regular working hours so that arrangements can be made.

- ACCESS TO LOCATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C., its employees, consultants,
or agents, shall have full and free access to the drilling location to include the demick floor AND
mudlogging unit at all times, without notice, and all well operation and information obtained or conducted
during the drilling, completing ar producing life of any well to which Nearburg is entitled to recelve such
well Information.

SPECIAL REQUIREMENTS FOR ADDITIONAL WELL. ll;\lFORMATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C. reserve the right to run a
velocity survey, acoustic surveys, or other well bare logs or tests Including the Schlumberger hi-res
density and FMI for spot ELAN analysis and DST(s) to its satisfaction if not run by the operator, or in the:

case where operator runs same, operator shall furish to Nearburg all such information or surveys. In
addition, Nearburg Exploraﬁon Company, L.L.C. may require operator to run a two-man mudlogging unit.

In the event that any of the requirements herein are unacceptable to the operator,
_ please contact one of the undersigned at Nearburg Prodiicing Company, Midland.

CapHoming ' _ Bob Shelton
Exploration Manager ) Land Manager
Date; Date:
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Blackbird Prospect -
EXHIBIT “1”

To that certain Operating Agreement dated Jannary 26, 1998,
by and between PENWELL ENERGY, INC., as Operator, and
NEARBURG EXPLORATION COMPANY, LL.C., ET AL, as Non-Operators.

NOTICE OF vJOINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

STATE OF NEW MEXICO §
§
COUNTY OF EDDY §

WHEREAS, A Joint Operating Agreement dated January 26, 1998, has been
entered into between Penwell Energy, Inc., as Operator, and the undersigned parties, as
Non-Operators, with respect to the exploration, development and operation of their
Working Interest and Mineral Interest, insofar as said interests pertain to the following
described land (hereinafter called “Contract Area”) in Eddy County, New Mexico, to-wit:

W12 of Section 10, and All of Section 11,
“Township 16 South, Range 28 East, NMPM,
Eddy County, New Mexico, being fimited
in depth from the surface of the earth to the
base of the Morrow. Formation.

- AND, WHEREAS the said Operanng Agreement provides in part thax the parties
hereto have granted certain liens and security interests in the above referenced propetty
ﬁxmres and production located thereon or produced therefrom, to wit:

“Lien and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in
the Contract Area, and a secunty interest in its share of oil and/or gas when
- extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at a rate provided in Exhibit “C” to
the above referenced Operating Agreement. To the extent that Operator -
has a security interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and remedies of & secured
party under the Code. The bringing of & suit and the obtaining of
judgement by Opérator for the secured indebtedness shall not be deemed as
" election of remedies or otherwise affect the lien rights or security interest
as security for the payment thereof. In Addition, upon default by any Non-
Operator in the payment of its share of expense, Operator shall have the
Tight, without prejudice to other rights or remedies, to collect from the
- purchaser the proceeds from the sale of such Non-Operator’s share of oil
and/or gas until the amount owed by such Non-Operator, plus interest, has
been paid. Each purchaser shall be entitled to rely upon Operator’s written
- statement conceming the amount of any default. Operator grants a like lien
. and security interest to the Non-Opmtom to secure pnyment of Operator’s
proportlonate share of expense.”

WHEREAS, it is the mtent of the par‘ues to give third parties notice of this
instrument by ﬁlmg same in the records of Eddy Couaty, New Mexico.

ATTENTION OF RECORDING 'OFEICE: This_instrument gives notice of and
grants liens and security interésts to boﬁh Operator and Non-Operators, Operator
is both a secured party and a debtor. Non-operators are both a secured party and

‘debtor. "I'his Notice,- as a financing statement, should be indexed accordingly,

RECEPTION

983379 &

Tammy Bolimbeidg ¢
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EXHIBIT “T" :

NOTICE OF JOINT OPERATING AGREEMENT LIEN,
'SECURITY INTERESTS AND FINANCING STATEMENT
PAGE -2-

NOW, THEREFORE, the undersigned parties do heteby grant to each other those
rights described in said Agreement regarding liens priority and security interests upon the
property described above insofar as said parties’ property is covered by the terms of the
Jomt Operating Agrcement outlined herein.

E Operator and Non-Operator agree that a- carbon, photograph or other reproductlon
of this Notice shall be sufficient as a ﬁnancmg stdtement.

For the purpose of filing this Notice of Joint Operating Agreement Lien, Security
Interests and Financing Statement as a financing statement, the mailing address of secured
parties and debtor are set forth on the signature page attached hereto.

. The original of the Operating Agreement herein referenced, of a copy thereof, is
‘rnaintained at Operator’s office at 600 North Marienfeld, Suite 1100, Midland, Texas,
- 79701,

. This instrument may be executed in multi-counterparts, no one of which need be
executed by all parties hereto and the same shall be binding upon those parties, as well as
their successors and assigns, who execute same, whether or not all named parties join in
execution hereof Counterparts thus executed shall together constitute but one and the
same instrument. In the interest of facilitating, filing or recording this instrument thus
executed in multi-counterparts, each executing party hereby authorizes removal of
signature and acknowledgment pages and reassembly of the same into a single document
- composed of one copy of the substantive portions of this instrument attached to multiple,
separately executed signature and acknowledgement pages. .

This Agreenient shall be c‘ﬁ'ec‘tivev as of the 26® day of January, 1998.

OPERATOR:

PENWELL GY, INC.

By: 73’-— 4
600 North Marienfeld, Steven R, Foy, Vice resi
Suite 1100 Tax ID#75-2223190

Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

By, S
: : Printed Name; Robert’G. Shelton
3300 North “A”™ Street Title;  Atto¥mey~In-Fart
Building 2, Suite 120" TaxID#:__ " 75-3626152
Midland, Texas 79705 Date:__ March 5, 1998
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BXHIBIT “T” .
NOTICE OF JOINT OPERATING AGREEMENT LIEN,
.SECURITY INTERESTS AND FINANCING STATEMENT

~ PAGE-3-
ACKNOWLEDGMENTS
STATE OF TEXAS g

COUNTY OF MIDLAND §

This instrument was acknowledged before me this 2 day of March 1998, by Stéven R.
Foy, as'Vice President of PENWELL ENERGY, INC,, a Texps corporation, on behalf of said
corporation. ' .

- My Commission Expires:
9/23/01

STATE OF TEXAS 0§
' ) §
COUNTY OF MIDLAND §

si i 5y ot
This instrument was acknowledged before me on this day of March, 1998, by
Robert G. Shelton as Attornmey-in-Fact. " of NEARBURG

EXPLORATION COMPANY, L.1..C., a Texas limited kiability company, on behalf of said

o O D LT

Notary/?ub]ic in and for the State of Texas

My Commission Expires:
$-xX5-3080

Notary Pubfic

. " STATEOFN Exe
OF TEXAS { EW MEXI
STATE : " Countyoteday 0

‘ C el
FLED MAR18MOB o
recorded in %DOX
of the Records of Edd
Karen 5 Cou C')l,e(lfm'mty
By: 4

Deput_y

M):m:mqouhhddﬁrd (w)



