KELLAHIN & KELLABIN
~Attorney at Law

W. THOMAS KELLAHIN ’
706 GONZ ALES ROAD TELEPHONE 505-982-4285

FACSIMILE 505-982-
SANTA FE, NEW MEXICO 87501 TKELLAHIN@COMCAzsi?éZ

October 6, 2009
" HAND DELIVERED

- David Brooks, Esq.

Hearing Examiner

NM Oil Conservation Division

1220 South St Francis Drive N A A B
Santa Fe, NM 87505 - - e T

Re: NMOCD Case 14323: Apphca’uon 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

- cchy 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:

¢)) 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. /(
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In compliance with Commission Order R-12343-E, dated March 16, 2007,
the Division revised and modified its Form C-102 to requlre 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 impropeﬂy 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 w1th Chesapeake or obtamed a
Division compulsory pooling order.

| In doing so, COG violated the “operato'r' 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 pérty 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:

(8)

©)

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 Hearing:

(11)

12

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 right 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
_ Exhibit “B”

-Page 3-



' 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 work.

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
relinquished its right to operate the well by electing not to

participate in the well.
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g McDonald's signed 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

(16)

(17)

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 Guilf
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 Oil & 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 Qil & 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
tecord 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

O:d/e;&vl 45-A and Form C-102.
ReSpectfully subini .

W. Thofnas Kellahin
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

- T 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

LW./Thon;afs Kellahin
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STATE OF NEW MEX]CO
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 §
R i ' § ss.
GOUNTY OF OKLAHOMA §

: Before me, the undersngned authority, personally appeared Craig B. Barnatd Wwho B
being: fully sworn stated: ' : .

A My name and qualification as expert are as fd,[iows,;
- Craig B. Barnard

‘Education: BA University of Oklahoma 1973

Experience: Practicing Landman for 30 years in Texas, Oklahoma and
New Mexico, o
Certification: Certified Professional Landman #3268
B, 1 am over the age of majority and competent to mak'é this Affidavit.

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

l.am personally knowledgeable and familiar with the facts and curcumstances of
this case and the following factual statements.

Affidavit of Craig B. Barnard
NMOCD Case 14323
-Page 1- h



My expert opinion are. based onthe :following‘:facts and events:
CHRONOLOGICAL S_U.MMARY OF SIGNIFI_CANT EVENTS

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

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

Area for the Joint Operatlng Agreement (“JOA”") identifi ed and descnbed below.

Based upon an otl-& gas title reports of Thom Hill, Inc, an expert cil and gas fitle

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

Operating Agreement (AAPL. form 610- -1989) dated January 26, 1998 that

. originally designated Penwell Energy, Inc. as theé operator. Attached to this
- -affidavit is a true and :correct copy of this Jomt Operating Agreéement (JOA").
~ Identified as Exhibit “A”

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

interest and Ttmothy R. MacDonald W|th a 0.070312%. working interest.

Concho aka COG Operating LLG arid COG Oil & Gas, LP. do notiany mineral
interest within the contract area of this JOA and are not parties to this JOA.

EXPERT -OP!N!ONS

1 have formed the follewing -opinions based upon my respectnve expertise and

upon the foregoing chronology of events

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

b. Artlcle V of the JOA -states “A Desngnaﬂon and Responsnbllmes of
Operator, Operator “shall conduct and direct and have full control of all
operatlons on the Contract Area as permitted...

~¢. The JOA's con_tact area includes this SW/4 of Secﬁon 11 where COG
wants to place the surface location for the Blackhawk 1-H wellbore: '

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

Affidavit of Craig B. Bamard
NMOCD Case 14323
-Page 2- -




e. McDonald's has committed his 0.070312% interest to be oﬁerated' 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. McDonald's sngned election to jom in the COG wellbore is void because
CHK now has exclusive control of these rights.

FURTHER AFFIANT SAYETH NOT:

'STATEOF OKLAHOMA ~ §

COUNTY OF OKLAHOMA §

SUBSCRIBED AND SWORN TO before me this '

day of Octeber 2009, by
Cralg B Barnard ‘ #)

* Notary-Hublic

ACKNOWLEDGMENT

STATE OF OKLAHOMA)

. SS:
COUNTY OF OKLAHOMA) o

BEFORE. me;, the undersigned, a Notary Rubli-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 written. ;

NoTary Public

My
l T ’3‘ :
I i e No(ar} F‘u“‘lc
N 2 State of Oktahoma
4 Commisslon # 08003510 Exprres 08/28/12

Affidavit of Craig B. Barnard
NMOCD Case 14323
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OPERATING AGREEMENT
DATED
JANDARY 26 1998 |

. OPERATOR _ PENWELL ENERGY, INC.
CONTRACT AREA . TOWNSHIP 16 SOUTH, RANGE 28 FAST, WMPM
SECTION 10: W/2. .

_SECTION 11: All

bl )

COUNTY OR PARISH OF __EDDY _ . STATE OF ._NEW MEXIEO

BLACKBIRD PROSPECT (xM 075)

- T\ve did ol

. H 3;‘20}-'&/ I | %ﬁbl-a
(enlg ™1

COPYRIGHT 1989 — ALL RIGHTS RESERVED

AMERICAN ASSOCIATION OF PETROLBUM
LANDMEN, 4100 FOSSIL CREEK BLYEX

FORT WORTH, TEXAS, 76137, APPROVED FORM,
AAPL NO. 610 - 1969
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OPERATING AGREEMENT :
THIS AGREEMENT, earered inco by and berween Perwell Frerqy, Inc.
herelnsfeer designeesd sod referred o o5 "Operator,” wdtheum:pqmmpuduo&unhmommmm
hm!nafmnefcmedwladmdmﬂyu'NMpcmax &nd collecrively ¢ "Noa-Operstors.”
WITNESSETH:

mm&cpmam@smmueomofoﬂmdGax!.assmd/orOﬂdeulnxmshdwhnd
dmnﬁadmﬂxhibk“&"ludéxepardc:hcmhnv:zadmdmugztaucmwexploumddcvdoxuhcsclmsuwd/ﬂ(’ﬂ
and Gas Interests for the produccion of Oildeumdxcmenunduhctemfn:z provided, ‘
NOW, THEREFORE, it is sgreed as follows:
10 . ARTICLE L,
1 DEFINITIONS
12 As used in this agreemcis, the following words 2nd terms shall have the meanings here sscribed to them:
13 A. The wrm AI’E"lhallmunmAuxhomyfo:Expendim«pmpuedby:p;uyw:huugmcmcmfo:chepurpouof
14 unmxdngthcmsuwbelnmucdlnwndumngmopcnmnhemmda
15 B. The term “Completion” or "Compl “an;ﬂn&l:opcmdon&uodcdwmphw:w:ﬂuupmdmof&l
16 end Gss In onc or inore Zones, Induding, buc not limited to, the serting of productien caslng, perforselng, well stimutacion
17 - and producton testing conducted-in such operation.

- 18 C. The term "Contract Area” shall-mesa sll of the lands, Oil 1nd Gas Lesses snd/or Oil and Gas Interests invended to be
19 developed and operated for Oil snd Gas purposcs under this agreement. Such lands, Off and Gas Lesses and Oil and Gas
20 Iaterescs ure described In Exhibie “A.”

D, The term “Decpea™ ahdlwnldngleopemdoqwheubylwcﬂhdxmcdmwob]emchquebclowdmdocpat

n Zone!nwhlchtbeweﬂwupmiuulydﬂld,wbdwﬁebup«r&mpmposedhdtcnsodsmdﬂwhﬁwv«u:hc
23 lesser
24 B. The terms “Drilling Party” and &mmnghny‘:hxﬂmnnpmywbo:mw]olu!nmdpaym:hueofdw
25  cost of say operation conducted under the provisions of this
26 P.Tb:u:un"DrmlngUnif'sbxumcmdwlmﬂxedfo:thedrﬂlingofoncvcllbyo:dcrormlcofluysuwo:icdcrd
27 * body having suthosity. If a Drilling Unic Is not fixed by say such rule or onder, & Drilling Unle shall be the drilling uoit as
28 esuablished by che parvern of deilling In the Contrace Ares ualess fixed by expeess agreement of the Drllling Parties.

29 G. The term "Deillsite” lh;l!muntthIldeuLmeorOildenslnmroawhldmlpmposodw:ulsmbc

. 30 locsted,

3 Rmm“lmudWcU"shdlmndmweUmqulredmbcdnucdbylb:pnniahcrcmupmwdedmArtlchl.A.
2 L 'mcm"Non-ComentWJlhdlmnlwe!linwhid:lasd:mdlpaﬂdhwcmdmadwopumouu
33 provided in Article VLB.2,

34 J Thecerms'Non—D:ilﬂugPury"md"Non‘CoascndngPuq thaﬂmnlpznywhodect!wcwpuuapaumu
35 proposed operstion,

36 K-mtﬂ‘m'OﬂlnﬂGu"stmoﬂ.mwmgbadmxumudeuuu.wd/o:mochuhqmdagwm
37 'hydroceshons siid other markecsble subsmms produced therewith, unless an intent. to limlt the inclusivencss of du:nerm is
38 specifically stated,

VBN AW At

‘39 L'rbccerm"OildensInmm o¢ “Interests” shall mexn unleased fee und inecal i anllnndGummc:s
40 ofhndlymgwx:hmdannmAxnwhlchucawncdbypamamthulgmcm'
41 M. The terms "Oil and Gas Lease,” “Lease™ md"Luschcld“shaHmuunheollmdguleasaorlnumudmcm

42 covering tcucts of land lylng within the Contract Area which are ownad by the parties to this agreement.
43 NTbcmm“Pluand:"lhallmuntdaglcopcmhnwhcrcbyudeepﬂbuckcbwdonodinoxdcrwmpt-
44 Completion in » shaflower Zone,

45 0. The term “Recompletion™ or "Recompl tbﬂlmmmopmdonwhetebyl&mp!edonhoncm:kmdcncd
4% hodawmmu@mpkdmhndﬁmm&m%dzcakﬂngwdbom

47 P, The term "Rework” shall meun an. operation conducted in ‘the wellbore of a well afer It bs Completed o secure,
48  restore, or imprave production In & Zone which s curcently open to producrion im the wellbore. Such operations include, but
49 wre not limited o, well stimulsclon operstions but exclude sny routine repsir or sl work of drllling, Sidesracking,.
- 50 Deepening, Completing, Recompleting, or Plugging Back of s well. - )

b1} Q- The wrm “Sidetrack” shall mean the diréctiqaa! contro! and intentionst devintion of & well fom vertical 20 s to
52 d.ungedxebommholebuuonunlcudoucmamxghnen:hchaleormdrﬂlmund}unklnzhcholemmmmcodw
53 mechanical difficulcies.

34 R. The term “Zone™ l!ullmuallmmmofmthconummgo:dmngh:moonulnlcnmmonmmuhtwnolOde
55  Gas sepasascly producible from any other common sccamulazion of Ol and Gas,

56 wammmcm&wyhdhmwdxwdhmwmmdudﬁﬁcplmwwﬁ ‘person” includes
57 narorsl end ardficial persons, the plural includes the slagular, mdwygmdc:ludndcsthemucullnc.femlninc.wdnmwr
38 . ARTICLE I

39 EXHIBTES

60 Tbefouowmguhibin,ulnd:umdbclawwdmdwdhm uchco:pou:edlnwdmadnp:nhceof

it "A," shall Include the following Informstion:

62 (1) Descriptlon of lands subject.to thls
63 (Z)Rntda:ions,lfmy.uwdepths,iounulom,oxmbmnw.

64 (3) Partles w agreement with sddresses and telephone numbets for fotice pusposes,
63 (4) Perceamrges or fractlona! Interests of partles w chls agrecment, .
65 (3) Ol snd Gss Leases and/or Ol snd Gas Interests subject to this agreement,
67 (6) Burdens on production.

68 B. Exjiibic "B," Form of Lease.

€9 C. Exhibie *C,” Accounting Procedure.

0 X D, Exhiit “D,” losurance,
n X EE!hibxt"R,"GuBa.!mungA@rocmcat.
F, Exhibit *F,” Non-Discriminstion and Cerrification of Non-Segrcgawd Facilities.
G. Bxhibic “G,” Tax Pumeuhxp
. 74 X H Othen i
> . . | Information Requirements
x I. Exhibit "I", Notice of Joint Operating Agreement, Lien, Security Interests
and Financing Statement. -1

i

‘Revised 3/2/98
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MENT{ 389

1f aay provision of say exhibit, exceps Exhibirs "E,” “F" and "G, is inconsistent with any provision coptained in

che body of this ag; , the provisions in the body of this sgrecment shall prevail.
ARTICLE L

INTERESTS OF PARTIES

A. Oil and Gas Interests:

1f any party owns an Oil 20d Gas Interest in the Contract Area, thar Interest shall be trested for all purposes of shis
agrecment aad during he term hereof as if it were chvered by the form of Oil and Gas Lease stzached hercro as Exbibic “B,”
and the owner thereof shall be deemed to own borh royalry Interest in such lease und the interest af che lessee thereunder.

B. Interests of Parties in Costs 2od Production:
Unless changed by other provisions, all costs ang
and paid, snd all equipment and msterials soquired ig

lia

bilities incurred in operstions under this sgrecment shall be borne

operstions on the Contract Arcs shall be owned, by the parties as their

interests are set forch.in Exhibir "A."” In the same mynner, the parties shall also own all productioa of Oil and Gas from the

Contract Arez subject, however, to the paymeat of
Regardless of which party has coneriboted any

alties and other burdens oa production as described heresfrer. :
il and Gas Lease or Oil and Gas Interest on which royslty or other

burdens may be payable sod cxccpz as otherwise expressly provided In this sgrecment, each party shall pay or deliver, or

of

Except o5 gtherwise expressly provided in this agreemen

burdened with any royalty, averriding roysly, p mdm:‘:ion, y 2 In e
mdnloncbmallsuchmsobbgmons indemnify, defend
and all clalms atuributable to such excess burden. However, 30 long as

stipnlated sbove, such party so bardened shgll lssmnﬁ
and hold the other parties hereto harmless from aay
the Drilling Unit for the productve Zone(s) Is identicil
be peid or delivered, sl burdens on production from

she production froms the Contract Area up to, bt aot in excess of,

anify, defend snd hold the other parties free from any lisbility therefor.

thymmethcmwyhscoth&mszu

it or other burden on prod in excess of the smounts

with the Contract Ates, each party shsll pay or deliver, or ceuse to

the Contract Arca due under thé terms of che Oil and Gus Lease(s)

which such party has ibuted to this

lability therefor.
No party shall ever be responsible, on » price basis

&

, pod shall ind

ify, defend and hold thc other parties frec from aay

hlghcr than the pncc reccived by such party, to mny other parry’s

lessor or royalty owner, and if such other party's lessor or royalty owner shoukd demsod and reccive sectlement oa g higher

price basis, the party coneribucing the sffecred Lease shall
Noching contained in this Article IILB. shall be d

bear the iddkiqml. royalty bueden seeributsble o such higher price,
d an sssignment or cross-assignment of interests covered hereby,

snd in the event two or more pacties contribuze to this

agreement jointly owned Lesscs, the pardes’ undivided incereses in

said Leascholds shall be deemed separate leaschold interests for the pusposes of this agreement.

C. Sub dy Created Invere
If any party has contributed hereto & Lease or Interest
for the payment of money, or i, after the date of
pwymen:, net profits interest, migumcnt of productian)
) ML 1,

thac is burdened with an assignment of production given gs securicy

this sgreement, aay pary creatcs an overriding royaly, production
otodwrbntdcn ppyab!cou:ofpmduaibu azribucable to dts working

hereto 2 Lesse or Intcrest burdened. with 2a ovcmdiqg
paysble out of production crested prior © ‘the date of

shall be d d 2 "Subseguently Created | " Further, if sny panty has contsibuted
royalty, pmdamon ent, nec profics i or other bard
chis agr nnd:uah den is not sh on Exhibit "A,” such

burden also shall be deemed a Subsequently Cnmcd Ideerest co the extent such bardea cxuses the burdens on such party’s
Lease or Intecest 10 exceed the amount stipalated in Artjcle IILB. sbove,
The party whose laterest is burdeaed with the Subisequently Created Interese (the "Burdened Pacty™) shall assume and.

alone bear, psy end discharge the Subsequently Created
parties from and sgainst any liability cherefor. Further,
chargeable hercunder, all provisions of Arsicle VILB,

lnhetcstwdshzllmdcmmiydcfcndmdholdhumlssthcodwr

if the Burdened Party fulls wo pay, whea due, it share of expenses

in the

} be enforceable agzinst the Subsequently Created 1

same maaner as they-are enforoeable ageinst the working incerest of the Burdened Party, If the Burdensd Party is required

. under chis-agreement to wssign o relinguish to any o:hef

production autributable thereto, said other pary, or partes,

said Subsequently Created Interest, tnd the Burdencd Prny
partics, from any and all clsims 2nd demands for psyment
A}RTIC'LE Iv.

A. Tide Examination:

Title examinadion shall be made on the Drillsite af 8z
i » majority in interest of the Drilling Parties so request
Drilling Ualr, or maximum saticipazed Drilling Unir, of

parzy, or parties; alf or a portion of its warking interest and/or the
, shall receive said assigament and/or_production free and clesr of
shall indemnify, defend and hold harmless said other paryy, or

asserced by owners of the Subse ly Created I

TITLBS

y proposed well prior to commencement of drilling operations and,
or Operator 30 clects, title examination shall be made on the entice
the well. The opinion will include the ownership of the working

interest, minerals, royuley, overriding royalty snd production payments under the applicable Leases. Each party contriburing

Leases and/or Oil and Gas Incerests to be Included in the

Drillsite ar Drilling Unit, If spprapriace, shall furnish to Operetor

all sbstraces (including federal lease status reporrs), title opinioas, dtle papees and curative materisl in ifs possession free of

charge. Al such information not in the possession of ot

examinarion of the title, shall be abtained by Operacor, O
by oucside wrzormeys. Copics of ell dele opinfons” shall b
procuring abstraces, fees paid outside attoraeys for tidle

opinions end division order ticle opinidas) sad other diredr charges as provided in Exhibic "C‘ shall be bomc by

Parties in the proportion that the interest of esch Drilli

interests appear in Exhibit “A.” Operaror shall make no charge for services rendered by i its soaff ::mmcys or othcr G

in cformaace of the above funcrions.
%shﬂl be responsible for securing curatis

connection with Leases or Oil and' Gas Interests contributdd by

made svallable 10 Operator by the parties, but pecesssry for the
ncm:o: xhauwwcddctobemmiu‘edbymwcys on fts seaff or

jexamination (mdudmg limi pplemental,

ng Pacty beaws to the total Interest of sl Drilling Parvig

Elce:” °

snd recording of pooling designacions or declarations and

before governmental sgencics for the securing of spacing

:bcmnduaofnpmnoqsbmundc:.'rmsshzﬂno:p:cvcmnny_parry}romlppcmggon

Costs incarred by, Operator, including fres paid to outside
agencies, nndwhid‘xcmts:renmaqmdpmpcrfoi

v

e m snd pooling d
pucy Operatar shall be responsible fi
dtization agrecments o3 well as the

orpoohngo:dcrso:myodxcrordcu

ltﬁomcys which are sssociated wi g?
the activities contemplated vader this zgre

charges to the joint eccount and shall not be covered I!y the admmismuvc avechead charges ss' prigiicn.

2.
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Operator shall make ao charge for services rendered by its swff aworacys or other personnel in the performzna: of the above
functions.

. No well shall be drilled on th: Contract Area until after (I) the titls 1o the Drillsite or Drilling Unit, if sppropriate, has
becnmncdls!boverﬂed.md(Z) the titlc has been spproved by the examining steorney or dtle hasbccn:oocpxed by
1l of the Drilling Purtics ia sach well.

B. Loss or Fgilure of Tide:

Leases snd !nurcsu, sod,
(3) The paty eredited with contributing the Oil and Gas L:sse or Intecest affecsed by the dide fo including, if
applicable, a successor in interest w0 such party) shall bear sloae the entire loss and it shall aot be eqtitled 4o recover from

in such interese (less costs and

0 the Lease or Interest-which bas failed shall reccive the proceeds atrribntable to the ingts
by it in connecsion wixh such well

burdens srributable thereto) uotil it hss been reimbursed for varecovered costs prid
strribugable to such failed Lease or Interest; -
(d)Shoqumypcmnnoc-partymtbxsnyeemcm,whoudcmmmcd
which has failed, pay in oy mannoer any part of the cost of operation, &
wtheparqorpamaw)wbom:becosuwhchmwrdundcd.

be the gwoer of any Lease or Interest
or equip mchnmoumshdlbcpud

scverally.indemnify, defend sad hold harmless all ather pardes Keret
(f)Nochnxgexhﬂlbemadcwdm)omtamm:forlcgd

for -nytucb Uzbility to account;”
'nsu,fesornhncsmcounecuonwwhthcdcfcmcaf

Lease or Inmest which is limited solely to ownership of &n
ondxemfrom.suchpanys bsence of i in"the d

br other psyment n:q:suy to maintain all or = portion of gn Ol and Gas
Lease or Interest is pot paid or is.erroneously £aid, and as 2 result 2 Lease or Ingerest terminates, there shall be no monetary

- liability aguinst the party who feiled w0 m#A :ud'x payment. Unless the parry who failed ro make the required payment

wxunobngcrbecredxrcdwnthmmwmtmtthogmuAmonmnmofowuushxp
34 terminaced. If che party who failed to make the required paymeat shell not have been fully
o/loss, from the proceeds of the sale of Ofl and Gas aribusble to the lost Lesse or Interest,
mlmlatedonmmagebas' fortbcdcvclopmcmmdopmnngmprcnouﬂyyudonimmofmchI.nascoclmemst,

Oddeﬁpmduocdpmtmmrminauond:h:Lnxmwlmopamngapemmdhﬁc
rcundcrwd)cpcrsonwbofn.iledmmnkepaymen:,pmwuuymucdmdxemdnofd:eloszh-seor

(b) Progleds of Oil und Gas, less operating expenses and lease burdens ch ble h der to the person who failed
to make payrben upmdzcnmonmdumcwvacdomu:mibuubkw:hupardondOﬂdeﬂdmfmrpmdumdmd
'pmduaxonfromwywdlstbmﬁadrﬂ!ed)whxdx.mtheabmofmchwscorhmncrmmmon.
attribatsble to the lose Lease or Interest on wn screage besis snd which ‘as @ resolt of such Lease or Interest
nenni'nixcrediu:dmodxcrputia,tlieymcmdsofsiidponlouafrchil-deumbcmncribuaedbycheoduerpunies
pfoportion to their respective interests reflected on Exhibic “A”; sod, 'y
() Any monies, upxothclmaumofnmwovcrod costs, that muybcpaldbynnyputywhou.or becomes, ‘SI owner

. 1.

tt-dvrtraeort L.swwc}nuw:‘, vJAr pwuu Areror-b
30thetlosscrAﬂlossaafmesorlntcchsmmmnedtodm:grecmeut. ashase e
WMMMpmMmdeWbyﬂmhpmmmw&mmn"‘
Exhibk"A."Thxsshallindudcbmnozbelumwdm!helossofmyl.eascorlnm:thraughfzﬂmwdzvdop
express or-implied covenants bave not beea performed (other than performance which requires only the p e
andthclossofmyL:uebyupmonuzbc:ndofkspnmrymlfkunotrcnewcdo:mcndcd.
md;usuncnrof:mcrw:mthcrcmuamgpomonofth:ﬂunmAxnonuwoumufmy}mmloss.

lzascor[ntucstsoqmmdbywypmyh:uzo(o&hudundxpanywbosemr‘ faSled-or WS To

GO)dnypenpdpzondedbyAmcchVBlmd cle TV.B.2--at0 emveansgﬂorlpomougf:he n

m-wnsloscdull nff at-asUES th panywboscmmeschas&ﬂedmwashst.mdchcpmv 5 A ElR TR
. M“M-mdﬂchh'

PR)
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ARTICIE V.

) OPERATOR

A. Designation god Responsibilities of Opérstor: .
gé?iweumm, Inc. shall be the Operator of the Contrack Arce, and shall conduct

and direct and have full control of all operations on the Contrect Ares 25 permitted and required by, and within the limits of
this agreement. In its performance of services hereunder for the Non-Operators, Operacor shall be ea independent contracror
ot subjecr to the control or direction of the Non-Operators except ss o the type of operaticn to be undertken In sccordzace

with the clection procedures contained in this agr Of thsunotbedccnwd,orboldkselfomu,d\e;gcmofchc
Non-Opcrarors with xuthomy @ bind themnoaay obhgnuoaotlublliry sssunicd or incurred by Operator es to any third
pasty. Operator shall conduct its scxivicies under this ag tasa ble prudeat op: , in « good and workmaslike

manner, with due diligence and dispawch, in sccordance with good cilfield pracsice, and in compliance with applicable law sad
regulation, bur in 0o evenr shall it have any liability as Operator ta the other partics for Iosses sustained or fisbilities incorred
cxccpt such a5 may result from gross negligence or willful misconduct.”

B. Resigustion or Removal of Operator sad Selection of Successor:

1. Resignation or Remova! of Operator; Operstor rhay resiga st any time by giving written notice dxcxeof w© Noa-Operutors.
¥ Operstor termi its Jegal existeace, 0o longer owas an interest hereunder In the Contracr Ares, or is no longer capable of
serving as Operator, Operator shall be deemed to have resigned withour any action by Noa-Operators, excepr the scleaion of s
snmot.()pctam:mybcmwed_odyforgwdumcbythcnﬂmﬁvcmofﬂonomwningamjoﬁq intesest
basedouowner&hipaszhavnouﬁxhﬂai:"l\“mmzlningnfmrcxdnd!ngtbcmdngimcm:af%unmr;mdam}shnﬂnotbc
deetmed effecrive untll & written aotice has been d d o the Op by o Noo-Operstor detziling the alleged default snd
Opcnmrlnshﬂedmmmdwddmkwnhmthiqym)hpﬁomxnmptdthewnmm.ﬂdwddmkmmm
operetion then being condncred, within forty-cight (48) hours of its receipt of the notice, For purposes hereol, “good ciuse”™ shall
mean oot only gross negligence or willful misconduct bus aiso the materis! breach of of inability o meee the srandards of
operation contained in Article V.A. or material fallure or inzbility w perform its obligations wnder this sgreement.

Subject t0 Artdde VILD.1, such resignztion or removal shall not become effective until 7:00 o'clock AM. on che first
day of the calendar month- following the explration of alnety (90) days after the giving of notice of tesignation by Operntor
or sction by the Non-Operarors to semove Operator, unless s successor Operator has been selected aod essumes the duties of
Operator w an curller date. Operator, after effective date of résignstion or cemovsl, shall be bound by the terms hereof s
Non-Operator. A change of & corporate name or structure of Operator or transfer of Operaror’s intetest w any single
subsidiary, pareat ot successor corperation shell not be the basis for temava! of Operstor.

2. Selection of Successor Operator: Upon the resignation. or removal of Operstar under any provision of this sgreement, 2
successor Operator shall be sclected by the partes. The successor Operntor shall be selecred from the pastics owning an
interest in the Contract Ares a¢ the time sach snacessor Operaeor s selected. The successor Operator shall be scleced by the
affirmarive vote of two (2) or more parties owaing-a msjority 'r_uettst tased on ownership ss shown on Exhibit "A™;
provided, however, if an Operator which has beca removed or is d d to have resigned fails to vote or votes only to-
sucoeed itself, chesumsorOpemmr:haubcselectcdbythcnfﬂmuuvemofducwtyorpamowmnglm;omy
interest based on awaership as shown on Exhibit "A™ remaining sfter excluding the voting interest of the Operator that was
removed or resigned. The former Operszor shall promptly deliver o the successor Operator ali records and data relating tot
the operations condicted by ‘the former Operator to the extent such records and dars sre not already in the possession of the
successor operucor, Any cost of obraining or copylng the former Operator's records end duce shall be charged.to the joine
3. Bffect of Baokrupeey: If Operator becomes: Insolvens, bankrupt or is placed in receivership, it shall be deemed o have
resigned without any sction by Non-Operators, except the selecrion of & successor. If & petition for relief nnder the federal
bankrupeey laws is filed by or sgainst Operacar, sad cthe removsl of Operator is prevenced by tha fedesa! bankruprcy coust, sli
Noa-Operators and Operator shall comprise sa interim aperating committee to serve until Operator has elected to reject or
nssumc this sgreement pursuant to the Bankrupecy Code, snd sa election o reject this agreement by Operator as. & debeor in

o, or by 2 in bankruptcy, shall be deemed a resignation as Operstor without any action by Non-Operators,
:xocptdxcsclccuonof:sumsox Dunngd:cpcnodofumccbeopcudngmmm!ncccumkopcmdom.:ﬂmnsxb&n
sequire the spproval of two (2) or more parties owning a majority Inicrest based on ownership as shown oa Exhibir “A." In
the event there are only two (2) parties to this agreement, during the period of time the operating commistee controls
operations,  third party scceptable to Operstor, Noa-Operator and the feders) bankrupecy courr shall be selecred 25 a
meaber of the operating commitree, and all actions shall require che spproval of two (2) members of the operaring
ommictes without vegard for theis laterest in the Contract Acea bssed on Exhibic "A"

C. Employees and Contractors:
The number of employees or contractors used by Opereror in conduc:uzg operations herennder, their selecrion, and che

- hours of lsbor und the compensation for services pecformed shall be determined by Operator, sad sll such employess or

contractors shall be the employees or conwactors of Operator.
D. Rights and Duties of Opertator:

1. Compeditive Rates und Use of Affiliates: All wells drilled on the Concrucr Ares shall be deilied on » competitive
conttwt basu at the nsunl rates prevailing in the area. !f it 30 desires, Qpcramr may employ its own tools and equipment in

shall be performed or supplicd st competitive rates, pursnanc to writen agreement, sad in sccordsnce with
standards prevailing in the industy.

2. Discharge of Joint Account Obligations: Except as herein atherwise specifioally provided, Operator shall
mddisdmrgccxpcuses‘inmrredin:hedcvdopmcmmdopcudonofdu&nmmpmsummchul_t I
tharge cach of the parties hereto with their respective proportionate shares upoa the expense basis provifid §
Opcnmrshﬂ“wcpmwmnncmtdof:hcpmrwoounthmndcr showing expenscs Incurred and|¢ -.
mzde aod received.

ofmntxwwmdsupphmmdwagamdsﬂwcsforscrvm rendcredorperformed.wdform
mmofﬁf@nm&eﬁumyopendomhttbchlmmmw sod ghall keep the

. * ‘exclusive of Saturdays, Sundays and legal holidays

.4.'
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'B.Subsequcn:Opmdons.

Ximsmdcncumbnmtcu!dngrhetdmmaccptfo::hoscmukingfrom:bomﬁdcdispmeum'serviounoddcdor

rgterials supplicd,

4. Costody of Fands; Operator shall hold for the sccouar of the NonOpmton any funds of the Non@pemmxs sdvenced
or paid ¢ the Operator, dtbcrfnrdwcondnaofopmnoashacnndcrorutmukofdxc:deufpmdmnﬁomthe
CoaaactArcz,undtucbfundsdnllmmsmdxcfundaofdwNoqucumnonwbo:pmumdwymudvnnwdmpudnmﬂ
used for thelr lntended purpose or otherwise delivered o the Noa-Operators-ar applicd d the pay of debis 13
provided in Asticie VILB. Nothing in this paragraph shall e consmued w éstblish & fiduclary relatlonship berweon Operator
snd Noo-Opcerators for any purposcothc::hmmwooun:forNon-Opcnmrfundsuhcmm:pocﬁuﬂy provided. Nothing in
dz)spanxnphxhaﬂrcquh:&cmﬁumbyommrofsepmmmnfm:hefmd:ofNon-Opc:uoxsnnlaszhc
partics otherwise specifically ugree. ]

S. Access to_Contract Arez and Records: Operator shall, excepr as otherwise provided herein, permit each Non-Operator
or ies duly authorized represcastive, st the Noa-Operstor's sole dsk end cose, full 2nd free sccess at all ressonable times to
sll operations of every kind sad characrer being conducred for the Joint sccount oa the Cootract Args and to the records of
operativns conducted thercon or production thercfrom, Including Operator’s books and secords relulnk:hcrcw Such sccess
rights shall not be exercised in s manaer lnwerfering with Operatods conducr of a5 opersdon hereunder.znd shall not obligare
Operstor w0 furnish say geologic or geophysical data of ea ncerpretive asture ualess the cost of preparatlon of such
{ncerpretive dits was charged to the joint sccount. Operator will furnish " each Noa-Operagor upon request copics of any
end all seports and information obtrined by Operaror i connection with production ead related ltems, lncluding, without
limitation, meter and chact coports, production puschaser statements, rua tickers and monthly gauge reparts, bur excluding
parchase contracrs and pricing lnfcmudonwtbcucenz not lppﬂubkmdwpmducuonoféwNonOpenmmhngchc

information. Any sudit of Of 's ded and the sppropri of such cxpendi

_ shaﬂbemnduaedm;cmzdswwx:hthcmdstpxomlapcafwdmﬂxbib&t‘c"

6. Filing snd Pumkhmg Governmenws! Reports; Operstor will file, snd upoa written request promprly furaish copies t©
cach requesting Non-Operitor not In defanlt of its payment ebligadons, alf operational notices, reporrs or applications
required o be flled by local, Stace, Federal or Indisn sgencies or suthorities having Jurisdiction over operations herennder.
EachNon-OpcnmnhaﬂpmvxdctoOpcnmronldmdybubluhfommnnwnsuyw%cruormuukcmchmmgx

7. Drilling and Testing Operations; mfollawmg provislons shill apply to exch well drlﬂad bcteundcr. including but not
Timited to the Inidal Well:

" (2) Operator will prompely advise Noa-Operstors of ‘che dute oo which the well is spudded, or the dace on. which
drilling operations sre commenced.
: (b)OpcumwmxmdwNonOpcmmmﬁupommmdumdmmdhg&epmm&mmmcwﬂ‘
as the Non-Operstory shall rcasoasbly sequess, Induding, but aiot iimited w, daily dellling seporcs, completion repors, and well logs. -
(c) Opcator shall adequazely rest all Zones cacountered which may ressonsbly be expeced o be capable of praducing
OdtndGaslnpayiagqu.nuddcsulxuultolenmlnmnofdxecbcu{cbgormyo;herbgsormozmoaudu.cwd
hercunder.
8. Cost Estlmates, Upoa request of auy Conseating Parry, Opcnmrshsﬂfumuhunmo{ uzmnundmmuhdve costs

mwmdfbr:bekm:mmumsoaablelmcwnhdmng:bcmndmofmyopcuuon to this sg
Opcnmshdlao:bchcﬂhbkfumoahsuchmmmbugu:hcammmndchsoodfddu
9. Inshrance: Ac all cimes while operations wre d der, ‘Op shall ply with the workess

mpeasation asation lsw of the smate where the operations sse belng conduceed; provided, however, that Opemor may be a selfe
msurcrforﬂnbdlqundcculdmpcmmahw:hwhxdxnwrthcmlycharge:bushsﬂbemdqmdw}oimlmunnhaﬂ
be a3 provided in Exhibit “C." Opersror shall also carry or provide insurance for the bencfit of the joint sccount of the parties
#s outlined in Exhibit "D atrached hescto sod made s part hereof. Operator shall fequire all contractors engaged In work on
or for the Contract Ares to comply with the workers compensation law of the stare where the opesations are being oonducwd
sad 1o tmainnain such other insurssice as Operator may require.

Inxbccvmmmmobﬂeﬂnbﬂuylasurmcqutpcaﬁcdla:ﬂdﬁxhbu?"or ndytweimrhenppxovalofﬂu
pumes.noduecrdurgeshallbcmzdcbyOpcuw:fo:pmulumpddto:md: x for Op s yive
eqquipment.

’ ARTICLE VL
DRILLING AND DEVELOPMENT
A. Inicial Well: ) : -
Oa ot before the day of 19 , Operator ghall o the drilling pf the Inidsl

Well ac the following location:

TO BE DETERMINED.

- P .

#d shall thereafter continue the drilling of the well with doc diligenceto X R

in Completion operstions snd Ardde VLF. as to serminstion of operations and Anide I w3 o oacarrence of §

L_mﬂ_gmgg{ﬁmmmw:bddwmm&mwwﬂonﬁe&wmm g
If sny peny dhould dasliy to Rewnorl, Sldstrack, Deepun, Racompl Pbx!&ckldryhchctlmu
pmdumgmpqhgqumnuamviﬁchmchpmyhuummmkgmﬂnqwfwdmbmwhthcmpaad
this sz t, the party desiri mdnlLszoqu&dcmc};,‘Docpen,RmmplmmPlugB&dcmdnl
mdocddwpmpmodapcm!ionwlhcvpﬂddwhOhﬂc_mtodmrwkc Yinquished ‘cheir b

-3
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Consenting Party's interest in the well and share of production therefrom -or, in the crse of &
-telegram, telex, telecop:.er, or cother form of facsimile

undadﬁsagmcm_:mmdmaﬂodmpani«sindaemcaf:pmposalforsidemddngorbeepcning,spodfyingdwwo&mbe
performed, the Yocarion, proposed depth, objective Zone and the estimaped cost of the operation. The parties o whom such »
notice is delivered shall have thirty (30) days afeer reoeipe.of the aotice within which so aotify the pary proposing o do the work

" whether they elecr o participae In the aost of .che proposed operadion. ¥ a drilling rig Is oo Jocation, notice of & proposa!

Rewodk, Sidetrack, Recomplete, Plug Back or Deepen may be given by telephone snd ‘the resp period shall be Limited to forcy-
cight (48) hours, exclusive of Saturday, Sunday and legal holidays. Fathire of & party to whom such notice is delivered w reply
wt:hiuthepcrwd;bovcfmedsh:.ﬂwasnmtcmehamnbydu:paxtyno:mpmdpawmtheqmofd\epmposedopenmn.
Any proposal by a party o conduct en operation conflicting with she operation Initially proposed shall be delivered w all parties
within the time and in the manner provided in Artide VIB.&

If sl pactics to whom such notice is-delivered elect to paricipate in° such a proposed operacian, the pacties shall be
‘ontracrually commicted to pasticipate thesein, provided such operstions are commenced within the time period hereafeer sec
forth, and Opcrator shall, no. lster than nincry (30) days sfter expiration of the notice period of thissy (30) days (or ss
promptly ss pracricable afeer che expirasion of the forty-cight (48) houe period whea s drilling rig is on location, as the case
may be), acrually commence the proposed operation and thereafter complete it with due diligence at the risk and expense of

‘the purdes pardcipating therein; provided, however, sald commencement dace may be excended upon written notict of same

by Operator to the other parties, for 8 period of up to thirty (30) sdditional days if, In the sole opinion of Operator, such
additions! time is reasonsbly necessary to obtain permits from governmeatal suchoricles, surface rights (induding cighcs-of-
way) or appropriste drilling equipmént, or to complete title examination or curative mattér required for title approval or
scecprance. I the acrual operation has not been commenced within the time provided (including sny extension thereof as
specifically permitted herein ar in the force majenre provisions qf Article XI) sad if aay panty hereto still desires to conducy
said operation, written notice proposing same must be resubmitted to the other parties in accordance herewith as if no prior
proposal had been made. Those parries thee did not participate fo the drilling of » well for which a proposa! to Deepen or

" Sidecrack is made hereonder shall, if such parties desire to pardicipate In the proposed Deepening or Sidetracking operstion,

mmbursctth:dhngPamcsmamdxnmwnh&ndcmilnthcwmtofnbcepmngopamonmdinmrdam
with Article VLB.S. in the evenc of a Sidetrecking opetation.
2. Operadions by Less Than All Partics:

(s) Detcrmination of Participadon, If say party o whom such notlee {s délivered os provided in' Asticle VIB.L oc
VLC1. (Option No: 2) elects aot to participate in the proposed operation, then, in order 1o be eatitled to the benefirs of this
Article, the party or parties giving the notice and such other purties as. shall elect to partitipate In the opersdon shall, no
lacer than ninety (90) days after the explration of the natice period of. thirty (30) days (or &s prompely as pracricable after the
expirerion of the forty-eight (48) bour period when a delling rig is on location, as the casc may be) actuslly commence the
propased operation aod complete it with due diligence. Operator shisll perform sll work for thé sccousic-of the Gonsenting
Partics; provided, however, if no drilling rig or other cquipment-is on Ioanon. and if Openmr Is &« Noa-Consendng Party,
the Conscaring Parvies shall eicher: (i) request Operstor to pecform the work reguired by such proposed operation for the
sccount of the Conseacing Parties, or (i) designate one of the Conseating Parties ss Operator o perform such work. The
rights ind dutics granted w and imposed wpon the Operator under this agreement are gnnmd to and Amposcd upon the party

designated as Operator for sn operucion in which the orlginal Opentor is 2 Non-Coaseating Pirty. C 1g Parties, when
conducting operations on the Contract Arca pursuans to this Article VLB2,, shsll comply with &ll terms and mndmons of dus
sgreement. -

Hlssdnnsllpamaappmvcmypmposedopcmuon,dwpmposmgpuq lmmediwc}ynftcrdncxphuond&e
spplicable noaoepcnod.shsl!ndvssenﬂPquofdmwulmmmofdmpam:pprovmgmchopenmnmdiu

-mcommcndndanumwbeduxdu&mmmpg?tmcsdgouldpmwedmdatheopeumnupmposcd&da&nmnng?ury

within forty-eight (48) hours (exclusive of Ssturday, Sundsy snd legal holidays) afier delivery of such notice, shall advise the
proposing party of ies desire to (i) limit pardcipation to such, purty's interest as showa oa Exhibic “A™ or (i) cm:yonlyixs
proportionste part (determined by dividing such party's interése in the Contract Area by the of ol G g Parties in
the Conersce Area) of Non-Consenting Pasties’ ¢ o:(xii)mnynsympomonmpm(dcummcdupmvdedin(u'))of
Noa-Consenting Parties’ -interests toged'lcr with sll or s portios of its proponionatc part of any Non-Conscncing Partics”
interests thar soy Consenting Pary did oot elex 1o wke. Any interest of Noo-Consenting Parties that Is not arried by a
Cooseating Party shall be deemed 1o be carried by the party proposing the operation If such party does not withdraw its
proposal. Failere to advise the proppsing party within the time required shall be decmed an elecion under (i) . In the eveat o
dnl.lmgnglsonloeuwn,nouocmybcgivenbytekphonc,mdtheumcpermxmd&rmcbnmponseshnﬂnmmed
total of forry-eighe (48) hours (exclusive of Sarurday, Sunday and legal holidays). The proposing party, at its-clection, may
whhdraw such propossl if there is less then 10096 pamupmau snd shall notify all partics of such decision within ten (10)
days, or withia twenty-four (24) hours if a drilling rig is oa location, following expiration of the applicable response period.
1£ 100% subscription to the proposed operation is obtiined, the proposing party shall promptly sotify the Consenting Parties
of their proportionate interests in the aperation snd cthe pacty serving ss Operacor shall commence such open.mn within the
period provided in Article VLB.1., subject to the same exvension right is provided therein,

(b) Relinguishment of Intcrest for Non-Pasticipation, The entire cost and risk of conducting such operations shall be
bomcbydchonscuungPamcsmdacpmpordonsthcyhavedeatdwbcuumcnndc:dwmmsoftbcprmdmg
peragraph. Consenting Parties shall keep the leaschold eswates involved in such operations free snd desr of all liens snd
encumbreaces of every kind creared by or arising from the aperations of the Cansenting Parties. If such an opers e resales
in & dry hole, then subject 1o Articles VEB.6. snd VLEY, the Consenting Pastics shall plug and sbendoa the well ag)f
the surfoce location wr thelr wle cost, risk sad expense; provided, however, thas those Non-Consenting P 1
participated in the drilling, Deepening or Sidetracking of the well shall remain lisble for, and shall psy, their pro e'r"-” oaz
shares of the cost of plugging and sbandoning the well #nd restoring the surface location Insofar only s those "'a', not
increased by “the subsequent operations of the Consenting Pacties. If sy well drilled, Reworked, Sidercucked, |
Recompleted or Plugged Back under the provisions of chis Artidle resalts in a well capable of producing Oil andf
payiag quandsics, the Consenting Partics shall Complete and equip the well 1o produce at their sole cost ;r‘ ZRkignd the
well shall thep be turned over w Operator (if the Operator did not conduce the operation) end shall be o -- 5
apcnsctndfor:hc:wuuntofdwcunspnungpudcxUpouoommcnoemcntofopcauomfordw :
Stdmudqn,g,R:mmp!;uug,DeeymugorPhxgglngBad:o{mymdxweﬂbyConscnmgPuwin . :
proviloar of thh A{xldl. esch Non-Consencing Pasty shsll be deemed to have relinquished w Convently
Coasenting Pirties shall own snd be eacitled to wegtive, in proportian to their respective intesepts

£6--
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Decpcnmg.nmplcdngotPlugqugBud:.o:lCoxhpknonpnxsuutcoAmchLCLOpmnNo.z.nllof:nchNon-
Consenring Party's | In the production obuained from ghe operation In which the Noa-Consenting Parry did not elect
wpxmdpmSnd:mhpqnhhmenubdlbeeﬁemvennd!dxcpmm&d:besdedwcﬁlhm.mhﬂmdu&chﬂ.or
market value thereof if such share Is not sold (afeer dedncring applicable ad valorem, prodactiog, severancr, aad excise wxes,
wyakyavertidmgmynltywdodwlnvcmnozwccywdbykddemﬁpay;bkwofo:msu:edbydmpmdmn

from such well 2ocruing wich 1o such fnwcrgse-und it ";.:hsﬂcqud:hcmu!ofdnfollcv:mgz )
(i)._l@_%ofud:wdeon-Consendnngy‘sshmofdwmo(myncwly i ’nu-ﬁoev,,
b d the wellbesd connecti (lndudingbwno:ﬂmuedmswd:unb.ux g plag equip snd

o

piping), plus 10096 of cach such Non-Consenting Parry's share of ¢he cost of opgnnon of the well commencing wich fiesc
productlon and condoning uac cxch such Non-Conscrndng Parvy's selinquished Interesc shall reverr to it under "ocher
provisions of this Ardidle, k belng ugreed that each Non-Coascating Pasty's shece of such costs and equipment will be that -
interest which would Bave been chargesble to such Noa-Consenting Pmyh:dhpuudptwd!nthewcﬂtmmdxebegmmng.

ofthcopcnum]’b

0 95of(-):huponwnofthccbmmdupemuof&ﬂﬂu&kcwo:hn&%azddqg.bapcmn&
Plnggmgmdc.:adqg.&mpkdng.wdkzcompkung mmswmmmmmhdmwvmc.
and of (b) that portion of che cost of newly soquired equipmuent [o the well (o and Including the wellhesd conneclons),
which would bave been chargesble to such Non-Coasenting Party if It had participated cherein,

Norwithseanding aaythlng to the contrary in this Asticle VLB, if the well does not reach the decpest objecive Zone
described In the nodee proposing the well for cedsons ather than the encountering of granite or practically Impencerable
sabstsnce or other condition In the bole rendeting furthes operations impracticable, Op shall give notlce thereaf to cach
Non-ConmdaxPuqvbosubm:wdo:voredfozmdum:ivepmposdwderh:ddcmmddﬂthcwcﬂmu
shallower Zone than the deepest objeciive Zone proposed In the Rotcs undes which she well was deilted, sad each such Noo-
Comndngl’nqthl!lluvetheopdonmpm!dpa:eh:helaludpmpdeompkdondthcvcnbypaylnghshxuof&w
cost of drilling the well to its acrosl dgpth, clonlated in che maasier provided In Ascicle VLBA (a). If 1oy such Noa-
ConscndngPutydouao:chcwopanidpauhdzeﬂut@mpkmnmpmedﬂor;nd:ve&dwuhnquhhnwmpmwu
of this Article VIB.Z. {b) shall spply to such parcy’s Interest,

(¢) Reworking, Recompledng or Plugging Buik, An elocton not fo parciclpase In the dellling, Sidctrscking or
Deepcninxohwcﬂ;haﬂbedccmcdmelcaionnotmpnnwpawinmykewo:k{ngwﬂuggiqghd:opemnpxoposodln
mch:wcl!,o:pomondsmofeowbu:hthcinldt!non-mmenteleczion-ppu:dlbuhmndnaednmydm:pxmmfull
recovery by the Consenting Partles of the Non-Consenting Pary's recoupment smount, Similacly, an election not o
participate In the Completing or Recompleting of s well shafl be deemed 2o eletlon not to particlpste in any Reworking
operation proposed In such » well, or portion thereo!, to which the Inkis! pon<onseat electlon.applied that Is condicted st
any time prior to full secovery by the Consenting Partles of the Non-Consenting Party’s rccoupment amouat, Any such
Rmxking.kccompledngot?hlxginshd:opeudonwndumddurhgthenboupmcn:pcdodlhubcdcenwd of the
cost of operation of said well and there shall be added-to the sums 1o be recouped by the C g Partles 308 g of
that portlon of the costs of the Reworking, Recompleting or Plugging Back operation which would have been chargeable to
such Noa-Conseating Pasty had it pasticipated cherein, If such s Reworking, Recompleting o Plugging Back opesscion is
pmpoaed&xdngmchmpmcmpenod.chcpmvmomddxhAnldeVLB.;bnﬂbexpphab!cubcwbcnudeomnmg
Parties In s2id well.

(d) Recoupment Maxess, Duhg&epswddme&nmdng?mmenddedb mchcn-Conscnqu Party's
share of producton, or the § ds therefrom, Consenting Parties shall be responsible for the payment of sl ad valorem,
pmducuon,uvmcc.cxdsc.xuhcungmdo:hcruxu,mdnﬂwydq,ma}dbgmydtymdmhuhn:dem:pplmbkm'
Noa-Consenting Parcy’s share of production not excepted by Arnicle LC.

lntbemedmykzwmﬁng.&dcmddn&?hgging&dgﬂzmmplamgw%pcnmgopaxdon.&eConzcnnng
Puﬂalh:ﬂbcpcrmlnqdmmqucofmsqxﬂwlq&mblngmdodmeg@pmhrhcwg!l.buzchcowncrxhxpo!:ll
ruchcqulymcnnhl.ﬂmxlnqumwmmd‘awdm»&mms&mﬁqpmm&‘
Recompleting or Decpening, the C ing Pardies shall accounr for all such equipment to the owners cheseol, with cach
putymcdvmglup:opomoampminhadotlnnlnc.lmommfu]ngc.

Within pinety (90) days.afeer the completion of say operatlon under chis Article, dxcpmyoundumlugcbcopcnaom
for the Conseating Patles shall furnish each Non-Conscatlng Pasty with an inveatory of the equipment ln sod conpecoed 6o |
&wdk;ﬁmixmhd:mmofﬁemd&ﬂhn&sﬁuu&h&mmmyng&dgmmwm
Recompleting, ead equipplng the well for prod 1; or, a¢ lts option, the operating pacty, i licu of sa leemized steemear
of such ‘costs of operstion, may subml ldculled, ofmoathlybllﬂhp.&d:momhthuafw.dnrlagdicdmcd:c
Conscotlng Parties are belng reimbursed 83 provided above, the parcy waducddng the opérutions for the Conscaclng Parcles
shall furnlsh the Non-Consenting Parties with sa kemized stazement of all caser and lishlicies {ncurced In the operstion of
thcwcll.mgc:hawldu:ua:mnrof:hcquanqof@ﬂdeupzodumdlxomhwddwamouutofpmwodsmhzcd&um
the sale of che well's worklng Intecest production during the precedidg month. In determining the quantity of Oil and Gas
p:oduaddudngwymn:h.&mmlng?aduawmmduuymywdmthod:mdaubﬂnothmlwdwmco:rmgor
pcdodkwd]nua.Mymma:mhzedfmmcbc:deorothetdkpoamofequ!pmmaqv&ywqulmdhmmwkh
aay such opernelon which would have been owaed by & Noa-Conseating Party had I paicicipeted chereln shall be erediced
sgrinst che ol uarcturned costs of the wock done and of the equipment purchused {a determining whea the tas Ao

‘fu.

Non-(bmcndns?nnysba.ﬂmmmku:bovepnovlded l.ndl!':heulsnaed.&bahw:.ksbdlbcpddml
Conseating Pasty.

If and when the Consentlng Pastles setover from s Noa-Consenting Paty's rellaquished laterest the amous
for sbave, the relinquished fnterests of such Noo-Conscating Party shall sutomacically revery to it as of 7:00 s.m.
foﬂowmgthed:yonwhld:mchrempmntoomn.wd.fmmnnddmnchmmbn.m&ﬂon&mmung 28,
own the same interest o such well, the material and equif in or pertaining thereto, and the production th
wd:Noa—CnmnduPquthvebomeuddedel:puddpawdh:hcdrﬂh&&dc
Decpening, Recomplesing or Plugging Back of sald well. Thereafer, such Non-Consenting Parzy shall bSt
sha!lpayKup&poxdomneptnofdwfwduxmuoftbeopmdnndlddwcﬂinmndww"
agreement sad Bxhibl “C” atrached hereto, Y-

3. Stand-By Cosey: thnnwcﬂwhxd:hubeeadrmﬁdotbecpencdhumdagiam:homeddc

. bees completed and the tesults theréof furnished to pastles, ar when opeiatlons on the wa P B L
nudmwdpmntm&ddc”_amd-hymuhc?ﬁu@pepdmgmmmlw: (mmmmz

H
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. sa operation on 2 well where no drilling rig is on Jocation, or eweaty-four (24) haus, exclusive of Sawurday, ~g‘

Sidetracking, Deepening, Recompleting, Plogging Back or Completing operation in such s well {including the period required
under Acticle VLB.G. mwsolvcwmpctingpmposds):hal]bcdxargedmdbameupmof:hcdrﬂhngorbccpemna
operation just completed. Stand-by costs subsequent to all parties responding, or expirarion of the respoase dme permiteed,
whichever first occurs, and prios to agreement s to the participating interests of all G iting Pacties p w the terms
of the second grammarica) parsgraph of Artcle V1B.2, (a).sbzllbedurgadmmdbomesspanof:heproposcdopemtwn.
bur if che proposal is subsequently withdrawn because of insufficient participation, such stadid-by cosss shall be allocated
between the Gonsenting Pacties in the proportion each Consenting Party's incerest as shown on Exhibit “A” bears to the total
inrerest as shown on in}ibix “A" of all Cdns;nting Parsies. ’

In the evene that notiee for & Sidetracking operition is given while the drilling rig to be urilized is oa location, any party
may request and reccive up to five (5) additional days after expirstion of the forty-sight hour response period specificd in
Article VLB.1, within which ¢t respond by paying for all scandby costs and other costs incareed during such exteaded
response period; Operator may tequire such party o pay the estimated stand-by time In sdvance a3 & condition 10 oxending
dwmponsepetlod.lfma:c:hxnoucpmyelem to take such additional time 1o respond to the norice, standby costs shall be
sllocated between the parties taking additional time to nspond oa s day-to-day basis in the proportion each electing party's
interest us shown on Exhibit “A” bears 1o the tosl incercszlsshownon Exhibit “A” of all the electing parties.

4. Decpening: If less tluunlldmparuuelcctnopattmpmmndnl.hng,&dcmchng.otbcepcnmgopcnuonpmposcd
pursuant to Article VLB.1,, the interest relinquished by the Non-Conseating Partics to the Conscnting Parties under Arcide
VIB.2 shall selate only and be limited to the lesser of (f) the tora! depth scwally deilled or (i) the objective depth or Zone
of which the parties were given notice under Artice VLB.1, ("Inidal Objective™). Such well shall nor be Decpened beyond the
Initial Objective without firse complying with this Arddle to sfford the Non-Consenting Parties the gpportunity to participate
in the Deepening operetion. -

In the event any Consenting Party desires mdrﬂlorDecpcnnNou-CousentWe!l to a depth below the Inldial Objective,
such party shall give aotlec thereof, complying .with the requirements of Article VIB.1, to all parties (induding Noa-
Consenting Parties). Thereupon, Articles VLB.L. and 2, shafl epply snd «ll parties receiving such notice shall have the right
participate or not participate in the Deepening of such well pursuant to said Articles VLB.L. and 2. If s Deepening operation
is approved pursuant to such provisions, and. if say Non-Consenting Parry elects to participate in the Decpening opersdon,
such Non-Consenting party shall pay or make reimbursement (ay che case may be) of the following costs sad expenses:

(s) If the propossl to Deepen is made prior to the Completion of such well s & well capable of producing ia paying
_ quaatitics, such Non-Consenting Pacty shell pay (or réimburse Consenting Partles for, &5 the case may be) that share of costs
and expenses incurred n connecrion with the drilling of said well from the surface to che Initial Objective which Non-
Conscncing Party would have paid had such Non-Consenting Party sgreed o pasticipate therein, plus the Non-Coaseating
Party’s share of the cost of Deepening and of participaring in any farther operations on the well in secordance with the other -
pravisions of this Agrecment; provided, however,-all costs for testing and Completion or suempred Completion of the well
Incurred by Conscating Partics prior to the point of actual operatians o Deepen bcyond the Initial Objective shall be for the
sole account of Coasenting Parties,

(b) If the proposal is made for 2 Non-Consent Well that has been previously Complered as & well ¢ of p
in paying quantitics, but is no longer .capable of producing in paying quantitics, fuch Noa-Consenting Pu’ty shall pay (or
reimburse Conscacing Pardes for, as the case may be) its proportionste share of afl costs of drilling, Completing, and
equipping said well from the sucface to the Talciz! Objective, caleatated in the manner provided in paragesph () sbove, less
“those costs recouped by the Consenting Parties from the sale of production from the well. The Non-Conscaring Pacty shall
also pay its proportioaste share of all costs of re-cntering said well. The Non-Consenting Partles” proportionace past (based
oo the perceatage of such well Non-Consenting Party would have owned hed it previously participated in such Naa-Consent
Well) of the costs of salvsble materials wnd equipment remaining in the hole and salvable surface equipmeot used’in
coanecrion with such well shall be detcimined in sccordance with Exhibic “C.” If the Consenting Parties have recouped the

ES
g

e

- cost of drilling, Completing, snd equipping the well at the dme such Deepening operstion Is conducted, thea s Non-

Consentag Precy may participate in che Deepcn{ng of the well ‘with no payment for costs incurred prior 1o re-cntcxmg the
well for Decpening,

The foregoing.shall not imply a right of sny Consenting Party to propose any Deepening for @ Non-Consear Well prior
to the drilling of such well ¢o ies Inicial Ob;ecuve without che consent of the other (bnscntmg Partles a5 provided in Article
VLE

5. Sidetracking: Any party having the right w participate in & proposed Sidetracking operetion that does not own #n
incerest in the affecred wellbore at the time of the nosice shall, upan electing to participate, tender w the wellbore owaers its
proportionate share (equal to its interest in the Sidetracking operation) of the value of that portion of the existing welibore
to be vtilized es follows:

(x) If the proposal is for Sidetracking an existing dry hole, rcimbursemient shall be on- the basis of the acal costs
incurred in the iaitial drilling of the well down to the depth st which the Sidetracking operstion is initiated,
' (b) If the proposal is for Sidetracking a well which has previously produced, reimbur shall be on the basis of
such party’s proportionste share of drilling snd equipping costs Incurred in the initls] drilling of the well down to the depth
ac which the Sidetrackiog operation is conducted, caloulated in the maoner described ln Artice VIB.4(b) sbove. Such party’s
proportionate share of the cost of the well's salvable marerials and equipment down o the depth et which the Suicu:dnng
operation. is initiated shall be determined in accordance with the provisions of Exhibit *C.” g

6. Order of Prefescace of Operations. Except a5 otherwise specifically provided ia this sgrecment, If say parcy Risires to
propose the conducs of an operation shar conflices with & proposal that has been made by & psny under this Ar ik
panyshaﬂbnvcfifwcu(15)duysfromd:hv:xyofd:eznlcmlpmposd,mrbemscofnpmposdmdrﬂllwdlot b

'hohdsys.komdclivcryof:hcmmalpmposaLlfudxﬂhngtigbonhunonfonhcweﬂonwhxd:sucho

nltcmncpmpoulmmumln:hcumelnformadoamquimdmbchduded(ndm-iniﬁalpmpo:d&chpn
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initial proposa} shall prevail. Operzror shall deliver notice of sach result co all pasties entitled to participare in the operation

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

and legal holidays, f s drilling rig is on location). Bach party shall then have two (2) days (or ewency-four (24) hours if a cig

is on locstion) from receipe of such notice to elocr by delivery of notice to Operatar to participarc In such operstion or to

relinquish ingesese in che affected well pursuzae to che provisions of Article VLB2,; feilure by a party w dchvex ootice within
such period shall be decmed #a clecrion pot o parricipate in the prevailing proposal.

7. Conformity to Spacing Patrern, Nowx:hstanémg the provisions of this Article VLB.2,, it is sgrecd that no wells shell be
proposed o be drilled to or Completed in or prodaced from o Zone from which a well located e!scwhcm on the Contract
Arca is producing, unless such well conforms to the then-existing well spacing pattesn for such Zone. ¥

B, Paying Wells. No party shall condoer zoy Reworking, Decpening, Plugging Back, Completion, Rwompleuon. or
Sidetracking operation under this agreement with respect to any well then capsble of producing in peying quantities except
with the consent of alt pactics that have not relinquished interests in che well ac che time of such operation,

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

1. Completion: Without the consear of all partics, no well shall be drilled, Decpened or Sidetracked, except nny well
drilled, Decpened or Sidemracked pursuaas to the provisions of Article VLB.2. of this sgreement. Consent ro the drﬂhng.
Decpening or Sidetracking shall include:

{0 Option No: 1: All necesssry expenditures for the drilling, Decpening or Sidetracking, cesting, Completing sod
equipping of the well, fncluding necessary tanksge and/or surface fucilitics.

3  Opron No. 2; All necessary expenditures for the drilling, Decpening or Sidetracking end testing of the well. When
such well bas reached Its suthorized depth, and all logs, cores 'and other tests have been compleced, and the resules
thereof furnished to the pacties, Operator shall give immediate notice to the Non-Operators having the right to
participate in o Completion swempt whesher or not Operstor secommends stiempring to Complete the, well,
together with Operstor’s AFE for Completion coses if not previously provided. The parties teceiving sach’ notice
shall have forty-eighe (48) hours (exclusive of Sseaiday, Sunday and legal holidays) in which no clecr by delivery of

\ 1PN o 1. [IUNLAN

notice to Operatar to participate In a recommended Completion ’, P prop with-soy
seompanying-AFBe Operator shall ddimmymchcomp(aion proposal, er-eny-Gomplctionpropora-trmiiicting

#“h-Op "‘rjm‘hcommmudcdwmmm h-Completion—i d HOWRN
pmeedwdﬂed-éaqkﬁd%&lihalon w pardapuc in &« Compledoa :c::mpt shall Inchude consent 1o all
necessary expenditures for the Completing and equipping of such well, Incloding necessary tanksge and/or surface
facllities but excluding any stimulation operation not ined on- the Complet Failure of any- party

receiving such notice to reply within the period sbove fixed shall constirare en election by thar party aot w
pasticipare in the cost of the Completion amcmpr; provided, chat Arvicle VLB.S, shall conmol in the cese of
conflicting Completion propasals. If éae or.more, but less than sll of the partics, elect co stcempt 2 Completion, the
provisions of Article VIB.2. hercof (the phrase "Reworking, Sidct:adung. Decpening, Recompleting or Plugging
Back"uooncdnedhArdchLBl:hsﬂbedumedw{nchde"Comp!wng')shaunpplywdmopcumns
thereafeer conducted by less than sll parties; provided, however, that Article' VIB.2 shall apply sepacately to each
scparste Completion or Recompledon atremnpr undertsken bereunder, 2nd an clection to become & Non-Consendag
Party a3 to one Completion or Rccompl:r;ou aztc.mp: shafl noz prevent g pacty from becoming 3 Consenting Parcy
in sut Completion or Ri a 1 whether the Consenting Partics as o earller
Complctwus ot Rcmmplcuous have mmupcd thu.: costs pu:smt w Article VLB.2,; provided further, thee any

: rocoupm:ntofcostsbleonsenungPlrtyshxﬂbcmadc:olclyfmmdwpmdumonamibuublemthclonclu
which the Completion srtempt is made. Blection by a previous Non-Conseating Party to participate in a subsequent
Completion or Recompletion arcempr shall require such pary w pay its proportionate share of the cost of salveble
materisls and equipment installed In the well pursusar to the previons Completion or Recompletion stempt,
insofar and only insofar ss euch materials und equipment beacfic the Zoae in which such party participates 4o a
Completion attempt,

2 Rework, Recomplete or Plug Back: No well shall be Reworked, Recompleted or Plugged Back excepe & well Reworked,
Recompleted, or Plogged Back pursuant to the provisions of Article VLB.2. of chls agrecment. Consent w the Reworking,
Recompleting or Plugging Back of 3 well shall include all mecessery expenditures in conducring such operations and
Gomplcung zud equipping of said well, Including necessaty tanksge andfor mfw:hdhtm

D. Other Operstions:

Operptor ! aay single project reasonzbly estimated to tequm: [T jture in excess of i

Wﬁoﬁ%ﬁ X Do!lm(i__g_g.o__)mptmoonmonwwlhc_
drilling, Sidetracking, Reworking, Deepening, Completing, Recompleting or Flugging Back of a well that has been previously
un:banzadbyo:pnuumxwduscgmemcnrpmﬂded,howm,d\xgmascofaplosmn.ﬁmﬂoodorodmmddcn
emergency, whether of die same or different nature, Operator may take such steps and locur such expeases as in its gpinjon
xre required vo deal with the emergency w safeguard life and property but Operator, s promptly as possible, shall report dzc
um:xgemywthcoxhcrpanb.IfOpentorpxepaxesmAFEﬁormownnsc.Opcnmrdmﬂfumxsh Noua-Operator
requesting ea information copy thereof for eny single project costing in excess of Twenty five %
(3—254-0-09--03._) MYP"WWbob”m‘fthﬂqumhdbmthtwdlxhaﬂbavedmnglumpmposcdn!

saft water disposal wells or to conduce additional work with cespecr to & well drilled h der or ether simil 21
oot mdudmgdmlnsuﬂuwnol gathering hmoxoth:: mmpommdo:mxrhnngﬁdlmcs thein:txllmonof 6

ofmyymyprpamaowningulem_ﬁﬂ_%ofdxcmncmuofd:cpuﬁesenndedtopnmdpu
each party having the right to perticipate in such project shall be bound by the terms of such proposal
to pay its proportionare shase of the costs of the proposed project as if it had consented to such projecr

of the proposgl.
E. Abandorigear of Wells:

1. Abandopment of Dzy Holes: Excepe for zny well drilled or Deepened purseant w Article VLB
beea drilled or Deepened under the terms of chis agrecrment and Is proposed w be completed 85 &

'orsudiwellhasbeenappmvedasanaweptiohtoﬂzeédstingspacmg

pattern for such zone by the appropu:late regulatory agency

.
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plogged and sbandooed ‘withoue the consent of all. parties. Should Operstor, after diligent effort, be unable to contact sny
party, or should any panty fsil to reply wichin forty-cight (48) houis (exclusive of Saturdsy, Sundey and legal bolidays) after
delivery of notice of the propasal to plug snd shandon guch well, such pary shall be deemed o have ¢ d to the
propased sbendonmeat. All such wells shall be plugged snd sbandoned in sccordance with applicsble regulstions and at the
cost,mkandapemcddwpaxdawhopardnpawdmtbemofdmhngmoecpcnmgmdawenAnypanywhoob;casm
phugging aod abandoning such well by notice delivered ro Operator within forry-eight (48) honrs (exclusive of Saturday,
Sundaymdlcgalbohdzys)afnerdchvcryofnouaofdupmposcdph:gg!ngshdlnkemruhewcl!uofdxccndof:udx
forey-eight (48) hour notice period and condwcr further operaci mmrcbodemd/otGumb}camchcprwlslonsof

Artide V13B,; failarc of such party to provide proof bly sacisfactory to Operator of its financial capsbility o conduce

v

such operations or to take over the well within such penod or thereafeer to conduct operations on such well or plug and

“abendon such welf shall entitle Opcramr to retsin or wke possession of the well and plug and abandon the well. Th: pery

dani

taking over the well shall indeanify Of (i Op is ‘an sbandoning party) and the other sb
Liabilicy for any further operstions conducted on such well except for the coses ofplugging-ndnbmdonlngdwwdlwd
sestoring the surface, for which the sbandoning parties shall remaio proporricacely lizble.

2. Abandonment of Wells That Have Produced: Except for say well in which & Non-Coaseat operstion has been
conducted bereunder for which the Coasenting Parties have pot been fully reimbursed as herein provided, soy well which hss
beencomplzncdlsupmduocrlhdlno:bcp!uggedwdn.bandancdwuhourcheoonsenrofdlpudes.lhllpamcsmnsentto
wuch sbandonmen, the well shall be plugged und abandoned in scordance with ‘spplicable regulations and at the cost, fisk
and expense of all the parries bereto, Fallure of 2 party to reply within sty (60) deys of delivery of sotice of proposed
abmdonmentshaﬂbcde:mcdanelccuonmmmtodwpmpou],lf wxrhmsbuy(GO)days-fterddwcryofmdceof:hc
pmposcdabaudonm:mo(mywell.nllpamudono:ng:eemthecbwdonm!o(md\dethoscwuhlngmmauunem
operation from the Zone then open mpmdnmonshnﬂbeoblggated:ouktoverthewel!uofcheexpmdonofthc
applicable notice period aod shall indemnify Operator (if Operator is an sbandoning party) and ¢he other abandoning parvics
aguinst lisbilicy for any further operations on the well conducted by such parcies. Failure of such party or pacties to provide -
proaf reasonsbly serisfactory to Operaror of their Financls) capability to conducr such operstions or to ke over the well
within che required period or thereafter to conduct operacions on such well shall eatitle Operator to retain or ke possession
of such well and plug snd sbandon the well.

Psmumhngwernwcllnspmndcdhcwnlhzllncndcnondwf:hcmhcrpnmcskspmpomommxbueohhenluco‘
the well’s salvable materis! and equipment, determined in accordance with the provisions of Exhibic "C," less the estimated cost
of salvaging snd the estimated cost of plugging and sbandoaing end restoring the surface; provided, however, that in the event
the estimated plogging and sbandoning and surfece restoration costs and the estimated mzofnlvngmguehxgher than the
value of the well's selvable maserlsl and equipménz, each of the sbendoning parties shall tender w the parcics conrinuing
operations their proportionate sharesof the estimated excess cost. Esch sbandoning party shall essign to the non-sbandoning
pudcs.wichoutwmnty,exprssotimpiied.umtideo:utoqmti:y.orﬁ(msb:nscof&cequipmmwdmuﬁﬂnﬂ
of Its inserest in the wellbore of the well and related equipment, together with its int in the Leasehold insofar and only
insafar as such Lezschold covers the righr 5o obsain prodncrion from that wellbore in che Zone then open to production. If the
i of the .zband wpaayl:mlndudcsmOddeasInacms:.:ud\panysha!le::eoa:mddclxvetm:}:euom
iblndonmgputyotwwMollmdgnshse,lmﬁcdwthcwdlbommdnbcbncxhcnopcnmpzodnmon,far-wrmof
one (1) year and 50 long thereafter a5 Oil and/or Gas is produced from the Zone covered thereby, such Jease to be on the form
sttached as Exhibic “B." The assignments or lesscs so limited shall eacmpass the Drilling Uit upoa which the well is located.
Tbcpaymmtsby.nndtbe-ssignmenuorkamm.dzem!gnmxhanbcmnumbaseduyon&xcrdmonshlpohbw
mpemveperc:nmgcofp&mapauonm&c@umﬁm&mﬁeaggmmof&xepcmaugudpumpmonmduCon:nct
Area of ull assignces. There shall be o readju of I s in the o ing portions of the Contract Arca.

Thereafter, sbandoning parties shall have no furcher responsibility, liability, or intezest in the operation of or producrion
from the well in the Zone then open ocher thaa the royaliies remined in 2oy lease made under the rerms of this Amicle. Upon
request, Operator shall continae to operate the assigned well for the rccount of the non-abandoaing paccies ac the races and

.charges plated by this ag , plos any additional cost and charges which may arise a5 the result of the separate

ownership of the assigned well. Upon proposed abandonment of the producing Zope sssigned or Jeased, the assignor or lessor
shall then have the opdion to repurchase its prior Interest in the well (usmgthcnmcvnluwon forzaulz) and participate in
further operations thereln subject to the provisions hereof.

3. Abandonment of Noo-Consent Operstions: The provisiops. of Article VLEL or VLE2. sbove shall be applicable s
bctwecn(bnscnungl’mlsm:beevenrofdncpmposodabmdmmmtofmyw:ﬂmpwdfmmn&dAmdcs provided,
howcvu,uoweﬂ;h:ﬂbepcnmnenﬂypluggedmdnbandenednnbswdnntx!u.upamcshavmgdwn.ghtmmndmfnrdxet
operations therein have been norified of the proposed aband 2ad afforded ¢he opportnity to elecr to teke over the well
in sccordence with the provisions of chis Artide VLE.; and provided further, that Non-Consenting Pastics who own o interest
hapotdanofdmweﬂshaﬂp:ydmupmpommmdlbandonmcntlnd:uﬁams:ommncostsformd:wdlts
provided in Article VLB2 (b).
¥. Terminstion of Operations:

Upoa the commencement of an operation for the drilling, szorklng Sidetracking, Plugging Back, Dccpcmqg. ewsting,.
Cnmplmouo:phggingohdemdudmgbutno:hmmdwdx!nizialWeﬂ.suchopcmuonshaﬂmtbencrmmuedwa:hout
mnscn:ofpzmecba:lng._ei._%ofdxecostsolmchopc;atwn.pmxdcd,howcvct,dmm:bcevcnxgmm 3
practically Impenctrsble substznce or condition in the bole is cncountcred which rendecs further operutions i
Operutor msy discontione operations snd give notite of such coadition in the manner provided in Armice VLB.Li3a
provisions of Ardde VLB, or VLR shall thereafer apply to such opersition, as appropriate,
G. Taking Production in Kind: .

X} Option No. 1: Gas Balencing Agreement Attached

Bach pasty shall ke inkind or separately disposc of its proporrionate share of all O and Gas the
Coauucr Area, excusive of production which mey be used in development and producing operucions and m;-;md
treating Ofl snd Gas for mareting purposes snd production unavoidsbly lost. Any exura expenditure i St inf ki
in kind or scpsrare disposition by any panty of its propoptionate share of the prodncdon shall be > brgothiuny. Aoy

art of

party taking its share of production in kind shill be required o pay for odly its propocticaste "G'E""\
Opmmr'smbocﬁdlkiuwbidiitm e

Each shall execute such division o lndmammumaybcncccssaryford:_e%*ﬂf‘;‘ﬂ‘f:g_ u-m:
pmc_iumo theComaA:a.md,mp;upvahAmchﬂB,shxﬂbc it mﬁmm

¥
<10 -
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with respect to activities hereuadec.

direcly from che purchaser thereof for its shace of all productipn.
lfmypanyfukmmzkcdznnmgemmsmqwak:mhndotupanulydsposeohu proportionate
thmo!thcodpmduadfmmd\e&nmmolxmmrshnﬂhavecbcnghgmb,ccmdncmoamnntwmw
:hepanyowmngn,bn:nmdwobllpmn,mpu:duxsud:01orxcu;tmodmumyumcwdﬁmmnmcto
time, for the acconat of the von-taking patty. AnymchpurcbmornhbyOpunmrmybemmmrcdby
Opcrator upon at lesst tea (10) days written notice to the owner of said production end shall be subjeéce always
the right of the owner of the production upon st least ten (10) days wrinen notce to Operator to exercise at sy
time is right to take In kind, or separately dispose of, its share of all il not proviously delivered © a purchaser.
AnypuxchucorsakbyOpenmrofmyodsupuquhueofOxlshal!beonlyfonud;msanzhlcpenodsofnmc

38 arc i with the mial mdsof:bemdumyundcuhepanuxhzammsmnocs,bmlnmcvcutlor-
period in excess of ooe (1) year..
AnymchsalebyOpemeor:haﬂbemnmmnetmmmcmuymuonabkundathc ! but Op

sha.!lhuvcnodutywxhaxeunyexudugmukecormobmngymequxlmzhuzoocxvndnndcrmycxxsring
mukcc.’l‘hculcorddlvcrybyOpcamofumn—ukingputy'ls}wcofoﬂundadwwmsof:nycxisdng
contrack of Operator shall aot give the non-teking parry sny lncerest in or sake the non-taking party & party ro said
oonmu.Nopd:chmshn!lbcmzdcbyOpemmzwtd\muﬁ:stngingdxcnou-mkingpauyulasttcn(lo)days
written notloe of such latcnded purchase and the price to be paid of the pricing basls wo be used.

All pacties shall give timely writea notice to Operator of thelr Gas markedng srrangements brthcfollowmg_
month.cxdudmgpme.mds&ullmt:fyOpcmnmmcdmw!ymcbcevemofuqugclnmdx:mngcmems.
Operator shall maintin records of.all marketing srrang , 2id of vol actually sold or ereaspareed, which
m:dssluﬂbcmdenvudablemNon-Openmupoammble request.

h&cmm«mmw&mdmmd&&msﬂn@nmmmw
plpdmmdlcrdekvcnawhkhouldny-m-dayhssformymmmmalyeq\nlmnpu!flmpccuvepwpotw!-
mmdmd&submkwmhhhhmwmmnmmm&mmmwd\
oy Ges balancing sgreement berween the parties herero, whether such an sgreement is aerached os Exhibic "B or & &
Opex Mmmmmuﬂpamddnfn:ulsof&;ﬁnmmyweﬂundudmwm

-a _Qgggn_N_g_Z_NoGqumcmgAgmcm:. _ ]

Each party shall take in kind or scparstely dispose of its proporti shnxeofnﬂOﬂqndGaxbmducedhom
the Contruct Area, exclusive. of production which may be used in development snd producing operations and in
prepacing end teeating Oil sod Ges for mackering porposes snd production unavoidsbly lost. Any extra expendicure
incarred in the tking in kind or scpacste disposition by any party of its proportionste shase of the production shall
bcbo:ncbysudxpucy Any party taking ‘its shmofpmducuoninkmdshaﬂbe:eqwedmpeyfotouly its
proportionate share of such part.of Operstor's surface facilities which it uses. .

Each prrty shall excoute such division orders and contrscts 35 may be necessary for the sale of its interesc in
production from che Conerace Ares, and, except as provided in Article VILE,, shall be endtled 1o receive payment
direcddy from che purchaser thereof for its shase of s}l production. .

. If any parey fails o make the sreangements necessary o take in kind or sep sely dispose of its prap
share of the Oil andfor Gas produced. fiom the Concract Area, Operator shall heve the right, subject .to the
revocation ae will by the party owning it, but not the obligation, to perchase such Qil sod/or Gas or sell k others
sz any time snd.from time to time, for che socount of the noa-taking party. Any such pucchase or sale by Operaor
may be termlasted by Operator upon ac least tea (10) deys written notice to the owaer of seid production and shall
be subject always to the cight of the owaer of the production upon at least ten (10) days written notice w Operator
to excrcise its sight to tke in kind, or separately dispase of, its share of il Oil sndfor Gas not previously delivered
to ¢ purchasec; provided, however, that the cffective date of sny such revocstion may be deferred st Operaror's
election for & period nat ro exceed ninecy (90) days if Operstor has committed such production to a purchase
coneract haviag x.term extending beyond such ten (10) «day peried. Any purchase or sale by Operator of any other
party's share of Oil and/os Gas shall be only for such reasonsble periods of time 2s are consistent with the
minlmum needs of the industry under che particular circumstances, but in bo event for s period in excess of one (1)
year. :
" Any such sale by Operator shall be in & ielly ble undear the ¢ ¢ , but Op :
shall bave o duty to share any existlag marke: or muspomdon srrengement or to obwla & price or trensportation
fee equal to that received under any existing market or tgasportation srraagement. The sele ‘or delivery by
Operator of a non-taking party’s share of production nnder the termas of any existing contrast of Operator shall not
give the non-wking party any interest in or make the noa-taking party & party to said contract. No purchase of Oif
and Gas and no sale of Gas shall be made by Operator withour first giving the non-uiking pacty ten dsys written
uotice of such intended purchase or sale and the price to be paid or the pricing basis 1o be used, Operator shall gm
nomcmn”pamcsofdwﬁrsndcufGns&omaayveuuuda:hhAgrccmcnn
All parties shal] give timely written potice w Operaror of their Gas markering atrungements far the fonowmg
month, excluding price, and-shall notify Operator Immediawcly in the event of u change in such srrangements.
Operator shall malutain records of all marketing arr , and of ol scruzlly sold-or transporred, which

records shall be made available wo Non-Operstors npon ressonsble request.
ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A, Lisbility of Parties:
The lisbility of the parties shall be several, not Joine or collecrive. Bach party shall be respoasible oaly for ks
and shsll be lisble only for its proportionste share of the costs of developing xad operating the Contract Ares. 4 :
liens granted among the partics in Article VILB. arc given to secure anly the debes of cach sevenlly, sad no parcy [y
anyh&hqm&udmhmndammmfy&ze&c&ukdmyoth«mmdnpaymmdmy 150
hmundcakhwzhchmdonddmpaummanm.m:baﬂdmuymbemmmcducm
parmership, jolac veamre, agency sclaconship or assocktion, or to rendér the partics lishle as pa
prindpals, In dheir relations with cach other under chis ygreement, the pertics chall not be cosidered 6
amhluhdnmnﬁdcqumhumsh:pbmn:hushaﬂbc&eemmonwmrkngthhmm oxd
respective self-interest, subject, however, to the obligation of the parties to stx in good faith in their d&f
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. remedics spedified below shall be applicable. For purposes of this Anide VILD, ait notioes and clec

BhensmdSecnntyIncuesm
Eadxputyg,mnumdmothctpamcshcrcmnhcnuponmyunmtunowowmorhemﬁerwqumsm@dwﬂ(&as
Leases and Ofl aod Gas Interests in the Contracr Ares, and s security interest snd/or purchase money sccnrity interest in any
interest it now owns ot hereafter acquires in the personal property and fixrures on or used ot ebeined for vse in connection
thcxcwuh.wscunepcxﬁomnmohﬂofmobhgatmmmd:r:hxsugrecmcncmdudmgbutnothmuedwpaymcmolcxpcnsc,
interest snd fecs, the proper disbarsement of alf monics paid & det, the or of i in Oi
deuLasansmqmmdhemmdcrwddxcpmperpcdomnmcofopemnoashcrwndctSudlhcnmdmmyimmt
granted by each party hereto shall include such parey's beaschold i working i operating rights, and soyaly and
overriding soyalty & in the G Area now owned or hereaft ncquu‘dmdmlandspoolndo:umumdtbemmd:or
athierwise becoming subject to this agreement, the Oil and Gas whea extracied therefrom and equipmeat siruated thereon or
used or obtained for use in connection therewith (Induding, wichout limitation, sil wells, tools, dnd tubalar goods), snd sccoants
(including, withour limitation, sccounts srising from gas imbalinces or from the sale of Olf and/or Gas st tie welthead),
contract rights, inventory mdgcncralmungﬁalu relating thereto or arising thetefrom, and all pmﬁs and ptoduct:of rhc
foregoing.
Topcrfccnheﬁcnmdmrhyagmntpmidedhmlmad\pamhmshzummmd;d:mwhdgcdmmw:dmg
supplement and/or any financing paréd snd submiteed by sny pany hercto in conjuncrion berewich or st any time
following execution hercof, lndOpmmrusudmrhcdwﬁkchungmmentordwm:dmg supplement exccated herewith as
# lien or mortgage in the applicable real estate recards end ss & financing statement with the proper officer under the Uniform
Commercial Code in the state in which the Contract Area is situated snd such other states as Operutor shall decm appropeiate
to perfecs the security aterest granted hereunder. Any pany nisy file chis egreement, the recording supplement exeasted
bc:cwwh.o:md:ochcxdocumcnsuudcemsnmmyughcno:mongag:mthcnpphabkwdummmdswd/or:
ﬁnzndngsmummthdnbcpmpcto!ﬁo:rundudemfomemmemﬂOodc
Eadxpuryrcprcsmﬂnndwxrmntswthcothctpuucshutwdutﬂlchmwdwamqmmmtgmnwdbymd:panyw
the other parcies shall be a first and prior fien, #nd cach party hereby agrees wo maintain the priority of said licn sod security
Interest sgainst all persons sequiring so interest in Off and Gas Leases and Interests covered by this sgreemenc by, theongh oc
under such party, All parties scquiring an Interest in Oil #nd Gas Leases snd Oil xad Ges Interests covered by this agreemeat,
whether by sssignmenr, merger, mortgnge, operatlon of law, or otherwise, shall bé dw to have mkea subjecr
mdxcﬂcamdseaxﬂthcmrgmmedbydxb&ddeﬂ.&nmuﬂohﬁgzdoﬁ:mib to such interest berevader
wb:thcrornotmdxobhgmonswscbdouoxufmmchlnmtqunked.
To the extent chae parties have v security lnterést under the Uniforta Cammc:cmlcodcof the scace in which che
Contract Area is situated, they shall be eatitled to excrcise the rights and remedics of & sccured parry under the Code.
‘The bringing of ® suit and the cbraining of judgmenc by 8 party for the secured indebtedncss shail not be deemed an

‘election of remedies or otherwise sffect the lico rights er sccurity interest as security for the payment thercof. In

sddition, upon default by say party in the payment of its share of expenses, interests or fecs, or npon the improper use
of funds by the Opgrator, the other parties shall have the right, without prejudice to-osher rights of remedies, to colleer
from the- purchaser the proceeds from the sale of such defsulting pascy’s share of Oil #ad Gas until the amount ewed by
such party, plus interest s provided in “Exhibit C bas been received, snd shall bave the right to offset the amount
owed against the proceeds from the sale of such defsulting party’s share of Oil and Gas. All purchasers of production
may rely oa = ootificeation of defsule from the non-defaulnng party ac parties stating the amouat due xs & resalt of the
defaolt, and all parties waive sny recourse “avallable against purchasers for releasing production procceds as provided in

this paragraph,
If any party fails to pay irs share of cost within one hundred rwenty (120) days efter rendition of @ swetement therefor by
Qperator, che non-defaulting parties, incloding Opereior, shall, upon request by Op , pay the vapaid in the

proportion thac the mtc:e.s:oluduuchparqbarsm:bemzcmtufnﬂsud:pmm.!‘hcnmoun:pudbyuchpqu
paying ics share of the unpaid amount shall be sccured by the liens and security rights daczibedml\mdeVIl.B and each
peying party. may independently pursue any dy available b der or otherwise, .

If any party does not perform all of its obligations hereunder, and the failuze to perform subjects such party to foreclosute
or execudion proceedings pursugnt ¢o the provisions of this agreement, to the emm allowed by govemmg iaw, the dcfxulnng
party waives eny svailshle right of redemption from snd aftec the date of j ent, w0y peq ! or
of the morrgaged or secared pmpcrtypnornoulc,wy-vad:hlcnghtmsmycxocuunnormxcqukctmmhﬂhugoluscts
and any required bond jn the event a receiver is appointed. In sddidon, to the extear permitted by spplicable law, cach pacty
bereby grants wo the other parties o power of sale a5 w eny property that is subject w the lien and security rights granted
hereunder, such power to be exercised in the manaer provided: by applicable law or otherwise in 3 commercially reasonable

and upon ble notice.

Bach parcy agrees thac che other parcies shall be eatided ro utilize che provisions of Od and Gas lica law or other lien
law of any state in which the Contract Area is sitvated to enforce the obligmons of cach party hereunder. Withour limiting
the geacraliy of the foregoing, to the extent permitted by applicable law, Non:Operators agree thar Operator myy lavoke or
utilize che mndum or matcrizlmen’s lien law of the :cm: in which che Coaeract Ares ks situseed i order to sercure the
paymient to Operator of sny sum due herevader for setvu:s performed or materials supplicd by Operator.

C. Advances:

Operator, at its elecxion, shall have the ﬂghrfxomdmcwdnwmdmmdnndmmive&omoneotmoi other
parties paymcat in advance of cheir cesportive shares of the estimared amount of the expense @ be incurred in ,mxons
hcxeuadex during the pext wcccedmg month, which right msy be excreised oply by submiuion.ro each such paf

3 of such esti d expense, together with an invoice for its share thereof, Euch such starement | it., voice
for the payment in sdvance of cstimared expense shall be submitted on or before the 20ch day of the ncxt preced
Bach panty shall pay w Operator its proportionate share of such estimate within fifcen {15) days after such esq
mvow:lsxtc;wcd.If:nypuzy&ﬂstopaymxbareofwdcmmncwrdmuxdnmc,thcamoumducshwbcu :
pmvxdcdmﬁ:hfbxt'@wtﬂpud.Pmpc:ldmmeemadcmonthlybctweeaidnnmmdlmﬂ ;- '
cbztadlpu;yshzﬂburmdpayltxpmponmumshzmofmdcxpcnmmmtmd,mdmmom '

D. Defanlty gnd R.:medxu.

m:kcmyndanocunderthcpteo:dmgAmclcVILC.ozlnyotherprovmonofdwtgrecmcnt.wuhmxhe
such paymeat hereunder, then in eddition t'the remedics provided in Aricle VILB. or elsewhere &F

-12.
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on!ybyOpaxm:,cw:puhqummshalldehve:my.suchnnuoswdclccnonmqmtcdby:nondcﬁnlnanon-Opcumr.
wdwhcnOpcnm:udxcpartymdeﬁulgdmnpphublcmnmanddemommbcddwemdbymyNonOpgmc

.Elccmnofmyoncormo:cofdwfoﬂomngmeduxhaﬂno:p:edud:tbembseqncntuscofmyo&mmmcdytpwﬁcd

below or otherwise available to & pon-defanlting party.
LSnsg_c_ggwnofB.xghtsAwmmydchvuwth:puqh&fwanmofDefmkwhxthspwfyth:ddmk,
specify the action to be taken to cure the defaulr, 80d speclly that fiflure to rake such action will result in the exerdise of ez
ormomofth:rcmodxcspmvxdedmdmhmdc.K:bcdcfanknsnu:au‘edmthmthmy@ﬂ)dny:of:hcdchvuyofmd:
Notweofl)cbuk.nﬂoftbenghxsofdxedcfzuldquauygxuwdb/dmagmemmyuponmbcmspendcdu.ndldnc
defaulr 5 cured, withont prejudice to the right of the non-defaclting party or partics-to coatinue to enforce the obligations of
the defaulting party previously sccrued or thereafter accruing upder this agreement. If Operaror is the party in defiult, the
Noa-Operatars shall have in addition the right; by vote of Non-Operscors owaiag s ms3jority ia interest in che Contract Ares

‘after excloding the voting i of Op 0 sppoint a new Op effective immedistely, The rights of s defauldng

party that may be suspended hereander at the elecrion of the noa-defanlting partics shall include, withoar limitation, the right
corccmvcluformxuonuwwyopcndonmndunedh:mmdudnmgd:epctwdofmchd:fwlg:hcﬁxbtmdeaw
pacticipate in wa operstion proposed under Acticle VIB. of this sgrecment, ¢he right to participate in an operation being
mnduacdnnde:dmngmmemﬂmfdacmbupmwmlycbmdwpuudminmd:opeudon.md:hcngh:w
mwvepmmcdsdpmducdonfmmwyweﬂsnb;eam:hu-mm:nc :

2, Suit for Damages: Noo-defaulting partics or Operator. for the benefit of non-defaulting parties may sue (s joine
Recount expense) to collect the pats in defsalt, plos | acaing on the amounss recovered from the dase of defanke
nntﬂd:cdmofmllemonu:thcmzctpcaﬁedlnﬁxhibu“C“mchcdbamNothinghmmshnﬂpmcmwypauyhom
udngwyd:fzuldugparzymcn!!eamnscqucndddnmagamlngwmchpanyu:mukofdudcﬁuk

3. Decmed Non-Consent: The non-defaulting party may deliver a wrinten Noriee of Non-Consent Election to the
defenldng party at any tme after the cxpimstion of the thirry-dey cure period following delivery of the Notice of Defaul, in
whxducvenclfd:cbillmgisfordu-d.rillmsoflnewweﬂordxePluggingBack.SchmdnmRewozkmgorDccpcnmgoh
well which is to be or hes beea plugged us & dry hole, or for the Completion or Recomplecion of say well, the definlting
party will be conclusively decmed w have elected fi0t to participate in the operation a5d to be & Noo-Consenting Party with
nspecrtbctewundcrAmdeVlB.orVLC,udxeascmaybc.wzbewcmof:bcmmnnpudbymchparq
aorwithstending sny election wo participate theretofare mede. If elecrioa it made to proceed under chis provisicn, then the
aon-defanlting perties miay not elect to suc for the vapaid amovnt poruant to Artide VILD2,

Uatil the delivery of such Notice of Non-Conscat Bleawnm:hcdcfsulungymy such panyshnllbnvethcnghxmcuu
xtsde&ulzbypaymgiuunpaldshucoimpb&iumcndwmeuzﬁordﬂnkhibu'c."pmndgd.bowcmmdr
pxymcutshlﬂmcprejudw:thcnghuofd\emu-dcfm!nngpudumpmxcmedufordzmsgcswmdbytbcmn-
defsulting parties as a result of the defauit. Any i to'this Article VILD.3, shall be offered to the
non-dcﬁulnngyummpmpomonmdmrmmu,mdthcma-deﬁulnngpamnehcdngwpamapamiutbeownenhxp
of such i shall be required to contribuse their shares of the defaulted smount upga their election 1o participate therein.

4. Advance Paymeat: Ifndd'm!tuno:mmdwsdnn:bmy(%)dsysofﬂuddnerynthochfm&Opeum.o{ o

Noa-Operacors if 'Operator is d:cdcfmdnngpmymxyrhcmfmtmquheldvmpxymcntfmm:hca:&ulung
paxtyofsud:dc&zﬂungputf:lmapawdshanofmymdupmxiorwhd:Opcmt.mNoqummu,umcmscmzy
be, wonld be entitled to relmbursemenc under soy provision of this sgreement, whethes or not such expense was the subject of
the previons default. Such righe inclodes, but s ot limited 1o, the right to require advance pay for the estimared costs of
drilling & well or Completion of a well as w which sa clection w parsidipate ln drilling or Completion has been made. If the
defanlting pary falls to pay the required sdvance papment, the noa-defwlting parties may pursue any of the remedies provided
h&smmumm&hkmdypmvmmmmhwmmdhmdmm
wbmd:copmmnummphcdmdnﬂmsuhvebmpdd:bsﬂbcpmmpdynmmdwdwdmmgpmy
5. Costs end Attgrneys” Fees, hdmemcwypuqhmqukedwbnqgkgdpmm&npmenfmmyﬁnmd_
obhganonof:pmybenundc;dxcpmaﬂmgpﬂyhmd:scdon;bxﬂbemﬁdcdwmuaﬂwmmm.muof
collecrion, snd s rezsonible avorney’s fee, which the licn provided for berein shall also secure, -
E. Reatals, Shut-in Well Payments nd Minimum Royaldes:
Rm!s.-huz—!nwdlaymsnndmh!mmwyﬂmwhid:mybcnquhedu?duzhcmmdmym:haﬂbepmd
.a. wHo b Gcra P ottt s 0 3. 8 e t5.0 sirexnen mgbcmm(woormompamcs
ownmdhavccontrﬂmcdhumhdwnmbum&kmummmyds@xwmdmmto
make £2id paymenws for and on behalf of oll such pactics.'Any party msy requess,:and shall be entitled o receive, proper
cvndcno:of:ﬂmchpaymenu.lnthecvcn:offndnrcmmakcpmpapsymemofmymu!.xhuxlnweﬂpnymxor
minkmum royalty chrough mistake or oversight where such p ] ired to contipue the keasc in force, sny loss which
msuluﬁommd:mpaymm:xhnﬂbcbommmdmnemchthcpmkhmdmw.ﬁz3
Opeumxshaﬂnounyon—Opmmtsofd:emdapuedwmplcnongfusbm—lanﬂ.o:zhc:huzdnghiornmmw
production of & producing well, at'least five (5) days (extloding Sarurday, Sundsy and Jegal holidays) prior wo taking such
action, ar at the earliest oppormnity permitted by cir ces, but oo Hability for failuee ¢o do s0. In the eveat of
faifure by Operstar to 30 notify Noo-Operators, the boss of any lease contributed hercto by Non-Operators for failure to make
dmelyp;ymcnuofmyshut-mwc“paymcmshxﬂbcbomc;olndybydwpnmubcmeomdcxthcpmu!onsofAmde
IVB3. ~
F, Taxea: &
Beginning with the first calendar year after the effective date bereof, Operator shall render for sd valorem ki
property subject to this agreemene which by lew should be rendered for such esxes, aad It-shall pay all such taxe}
&umMom&qbwmdqumanm&em&mdmn&NonmmMﬁmshOpmmmf i
mbud:m(mhdudqumtkhmwdm,myﬂnmw«n&ngmhum&pmdnampnymwu)onwm -f
GulmwuwnnibumdbymdeonOpcanmemscdnhamnofmylpueum&uwdbymwn
subjeamomﬂndingmmwlﬁumcuﬁhgmyﬂd:smpmdnmnpymwﬁ.thcu&nmonm
mulnng:hcxdmmsha.umummthcbmaﬁto?dxeowworowncud:uchlwqmdommsbnﬂ
suchowneto:owncmmummﬂoazhebencfrofsudstedmlfd;cadvdotcmuxambzsed
uponxpmwhnmmo(uchpmy:worhngm&sgdmnmmidxmndmgmyﬂmgwthew
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' C. Acrezge or Cush Cantributions:

) inside the Contract Area,

If Operator considers any tax mmm,omumumdmpmwmdmumcmdnm
pzmaz’bedbyhw,mdymw&cmwnﬂm&mmmqm!&wmmmmwmmmﬁnd
determination. During the perdency of sdminismative or judical proceedings, Opssator may elect o pay, uader protest, all sach toes
and any interest snd penslty, When sny such protested assessment shall have been finally determined, Operstor shall pay the tax for
&WIWWMWMMMMM&MWMMEWWQMM&
paid by them, as provided in Bxhibir “C*

Eadxpmyshﬂlpayorumscmbcpudnﬂpmdumon.;cvcamm,mse,yzbenngundo&xernxslmpowdupoao:wnhr:spec:
to the producrion or handling of such party's share of Oil and Gas produced under the teams of this sgreemear.

ARTICLE VIL -
ACQUISITION, MAINTENANCE OR TRANSFER OFINTERFST

A. Surrender of Leases:
The Leases d by chis age , insofar @5 they embracs toreage in the Coatract Ares, shall vot be surrendered in whole
or in part unless all partics consent thereto.
wamsbuﬂmmddmmmmn&thmmmmla&mmmypomadmmf&@mmﬂmm
notice of the proposed sarrender o all partics, snd the partics. o whom such notice is delivered shall have thiny (30) days afeer
delivery of the nacoe within' which tw nodfy the party propasing the ‘surrender whether they elece to consent thereso. Failure of 1
pany w whom such notice 5. delivered o reply wichia sajd 30-dsy pesiod sball wastitute 8 chnseat to the syrrender of the Leascs
describod in the notice. If all parties do not sgree ar coasent therew, the pacty desiring o surrender shall essign, withoot express or
hpﬁdwqud&.ﬂ&bhmhsﬁxl&sqmpmm&wdmwﬂwm@pmﬁﬁ&wyu
locaced theveon and say rights In produccion dwereafter secared, 1o the paxdles noc g to such der. If the E of the
nssgnmgputynormdbdamOddeastwm;gnmgpmyshﬂwxmddchmwdmpmyorpamumt
mnscndngm:ud:suneodctanoilandpsleascmvenngmdxoilmd&s!nmtfmnmofmﬂ)wuwdwbng.
dtuufm_uOﬂand/orGuspm&md&omﬂmhndmvueddwmbywdaluwacnadw!ormamdxedlmmu&xh&m”ﬂ."
Upon such assignment or lease, the assigning party shall be refieved from i obligarions thereafter accrning, byt not therefore
w:mod,mdncpecrwdwinm:s@edozlasedmddxeopemmnofmywcﬂnmimmhh:hezmﬁnd:be-sswngpmy
shall have no further § in the assigned or Jeased premises and is equif and production other than the roysltes rewined
xnmylcnscmad:undc:thzmofdnsmdeThepany'assxgnccorlmecnhzﬂpaymdupmymgm:orbsordm
reasonable salvage vaine of the lamer's intzrest in any well's salvable materials and equip sturibomble to the assigned or leased
acresge. The vahue of all sabvable muterials and equipment shall be dérermined in socordsnce with the provisions of Exhibi “G" less
the estimated cost of sslvaging and the estimated cost of plugging and sbandoning and restoring the surface. If sudhi valoe is less
than such costs, then the pasty assignor or lessor shall pay w the party assignes or Jessee the smount of such deficic. If the
usignment ot kasz & In favor of more then one party, the intercst shall be shased by such partics in the proportions that the
mms:ofacbbaxswdwwulmacmtohumd:pamuI!dwmmofchepummwhmdmm@mmswbcm

vatics sccording to depth, then the i  assigned shall simitarly reflecr such variances. .
wwmmmmmeﬁMmrmmdzu@hWam:um
parTy's interest w3 it was immediztely before the assignment, lease ot dee in the balance of the Contracr Arex; and the acreage

m&n&b@m:nmhdﬂmkqwomdmmﬁm&wjumdgmmmaﬁ
ngzwnmtbm:hnﬂbedmmedmb;camepumngAgrmmmdnbrmofdmsgxmL
B. Renewa! or Exxensioa of Leases:
Ihnypznysecum:mmwdu@hmmdmOﬂuﬂGuluxmlnm‘subjcamdkam:nodmpmis
shall be ootified promptly upoa such soguisision o, i the ase of ¢ replacement Lease taken before expiration of an existing Lease,
prompiy upos- expiredon of the existing Lesse. The parties notified shall have the right for # period of dhirty (30) days fallowing
delivery of such notice in which o elecx o participate ia the ownership of the ! o repl Lesse, insofar s such Lease
:HecslandswlduntheConmanu,bypaymgwthepanywhamqulmdRdturpmpomomteshudofthewqwmnm
slloceted o that pare of such Lesse within the Contract Area, which shall be in proportion to the interests held at that time by the
parties in the Contract Arce Bach party who participstes in the parchase of & renewal or replscement Lease shall be given an
sssigament of its proportionate interest therein by the aoquiring party.
Ifsomc.hulmd:mnﬂ.ofdwpamndeampumpaacmdxepuxduscoismﬂmmphm:mbm;u:haﬂbeowmd

- by the parties who elea to panticipate therein, in  ratio based upon the reletionship of their respective percentage of participation in

the Contract Ares w the aggregate of the peroentages of pasticipation in the Conmaat Arce of all pardes pasticipasing in the
purdzxscofsud:mﬂﬂmphmmwlmmmumadnmwdornpkmwlmbym]wmddwpﬁmm

shall pot canse & read) of the i of the partics steed in Bxhibit "A,” but aay reacwal of replacement Lease fn which
lmthandlpamcscleawpamapaushnﬂnotbe:ubpamdmamunentbuts!mllbcdocmedsub;camnscpumepamng
Agreement in the form of this agreement.

If the incerests of the panics in the Conmact Ares vary saarding o depth, then their right @ participase proportiooaccly in
seaewal or replacement Leases and heir right t receive an wssignménr of interest shall slso reflect such depth variances.

med&sAm&wabwmwﬂwmphmmlmwhc&a&ymhécmwmw
the expiring Lease or cover only o portion of ity area or an § Any ! or replacernent Lease wken before the

. expirazion of ks preds Leasc, oc taken or atraced for or becoming effective within six (6) ths after the expiration of the

4

auanglusc,siul!bcsubjeamdmpmvision:obnguthxssmkmcﬁeaud:cnm:dmd:nquﬁsmnorudwm

The provisions in this Artide shall aiso be applicsble to exteasions of Ol aad Gas Leases.

%&mumumbmﬁmmmnmw-wmd_mm&gdﬂﬁngdawdl
opcration ea the Conmract Ares, such oouibution shall be peid to the pany who conducted the drilling or other opera
be applied by it sgainst the cost of such drilling or ocher operatipn. If the matribution be in the form of acreage, V
d;cwnuﬂvmwumd:xhﬂpmmpdywudamnsigqmmxddngaugqmdnmmmnqofndqmdw
pmpoxmmmddenngsbxmdhmddrﬂmgthewcﬂSuchmgethnﬂbmmcnupumCm
mmﬁk,bcgovmdbypmvmmdmdmlwdmagrm&d:pmyshﬂpwmpdymufyd! Ry
acreage or cash canesbutions it may obtin in support of ety well ‘or soy other operation oa the Conta
Pwvtﬁomduﬂnkobeappbablcmopdondnghsmammgemmdw@nmAmwhsdum q 'S0
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d:!da‘%%3&&2&338‘6&"4&&%&‘63%%&&&&&&ﬂﬁ%%%‘d'b‘:

I sny party contracts for any cossideration relating to disposition of sach party's share of substances produced herennder,
sach consideration shall not be deemed a contribution #s consemplared in this Article VIILC.
D, Assignment; Maintenance of Uniform Interest:
PazmcpmposcofmmnmnmgumfnmmyofowmhlpmdwConmAmmtchildeaslascs.Oildeas
b , wells, equip and production covered by this sgreement no perty shall sell, encomber, transfer or make other
&pﬁzbhdiuhmiudtcoﬂlnd%mmeilsndGulnmmucmbncedwkhindwConmAmorinwclls.
equipment and production ualess such disposition covers either: )
1. the entire incerese of the parry in all Oil and Gas Leases, Oil and Gas | , wells, equip and producrion; or
2 an equsl undivided percent of the party's present interest in alt Ol and Gas Leases, Ol and Gas [nterests, wells,
equipmens and production in the Contracr Area. |
Bvery sale,"encumbrance, transfer or other dlsppsmon made by any party xhnllbcmdcexpzusly subject to this agreement
snd shall be made without prejudior to the right of the other parties, sad sny ferce of an ¢ hip & in sny Oil end
Gasluseorlmcmdunbcdecmodupmymﬂmagzecmmuwd:cmtct:stoonvcycd&ommd;fmz:hcdfecuvcdneof
the cunsfer of ownership; provided, however, char the ‘other partes shall nat be required w recognize sny such sale,
mmbmnce,mnsfctorodmdxsposmmﬁmmypu:poscbmndaunﬁlzhlny(BO)daysnfacnheyhsvemwvcdampyof:bc
inscmmemofmnsfe:orothunusﬁaoqwndcu:huwfmwn&ngﬁnmdmmnsfemxormas&m&&mgmorodmr
disposition of Interest by a party shall relieve such parry of obligations previously incnrred by such party hercunder with respect
to the interest transferred, inchuding withour limiration the obligation of & party w0 pay sll costs anzibomble o s operation

" waducted hercunder in which such party has sgreed o participaze prior 0 making such assignment, and the lien and security

mmwwmmwmwwmmmmwmmpﬂymﬁmmwkm

If, ax any time che inrerest of any party ks divided among snd owned by four or more co-owners, Opérator, az its discredion,
may require such co-owners o sppoint & single crustee or ageat with full suthority e receive notices, approve expendicares,
seeeive billings for 2nd spprove wod pay such party’s share of the joine expenses, and to desl gedeeally wich, end with. power
bind, the co-owners of such party’s Interest within the scope of the operations embraced in this agreement however, all such -
owners shall have the right to enter into and cxeonte all conmraces or agreements for the dispositon of their respective shares of
the Ol snd Gas produced from the Contrac Ares and they shall have the right w receive, scparately, payment of the sale
proceeds thereof. ' ' :
E. Waiver of Riglits to Pestition: | )

!ipcrmlmdbymchw:ofthesmteorsmcsmwluch ﬂacpmpcnywvcradhcmbyhlomccd.udwputykwmmowning

undmdedlnm:md:coumrmmwummymdnﬂnghuumyhgvemyardaonmdhwcxctudcm:tuxscveukyus

diitad s

M
CIISEY

FriPreferentizd-RighcwrParc
3 (Optional; Check if applicshle) :
Shouﬂmypqucstum:cﬂlﬂamypmofmmmunndcrdmngmunmmnghsmd

wIHAg und sble to purchase), the pocchase
0 offer'l'heodxerpamdshnllthcnhavcm
ice i ‘e:ed.mpuxdnscfoxthemmdmnsndcnmaonchc
pmposumscﬂ md.lfdmopaondrmh(tsmmspd,thc

0 _,“..,...“hm:.;w.,.m,vm. foritof-thesock:
ARTICLE IX.
' INTERNAL REVENUE CODE ELECTION

1, for federsl income tax purposes, this agreement and the operations hereunder are regurded ss & parenership, and if the
pasties have not otherwise agreed to form 2 tax parmership purscant 1o Exhibit "G” or other agrecment berween them, cach
partyd:qcbynffeaeddcmmbecxdudcdﬁumdmnppﬂamno(nﬂolcbcpmmoasof&bdupcct"l(.‘duwrk&badc
"A.'ofd:elnzcmxlk:venucCodcofl%é.asmxndcd(‘Cndc‘) 28 permirted end authorized by Secidon 761 of the Code and
the Igated th der. Op is suthacized ‘and dircored to execute on behalf of cach party hereby sffecred
suchcvidcm:oft!mdemounsmaybcnqmredbydcheaeuqufdchmswyof:chnmadSmorthePedgm]lnmmd
Revenue Service, induding specifically, but noc by way of limitation, sll of the returns, sttements, wad che data required by
Treasury Reguladions §L761. Should there be eay requirement that cach party herehy affecred give farther evidenoe of this
elcmon,aduudzputyshal!mmmmchdommcnumdfurmshsnchothucvzdmumybcnqumudbydw!’edaﬂlnwmﬂ
Revenue Service or a5 may be necessery to evidence this elecripn. No such party shall give any notices or tzke uny other action
inconsistent with the election made hereby. If any preseot or farare income tax laws of the state ot states in which the Contract
Arca is Jocated or any fature income mx laws of the United States contaln provisions similsr to thoss in Sabchapeer "K,” Chapter
LSubude"A, ofdxeCode.nndawhxchmdecmnnmﬂuwthupmndodbySmn?Glofdae(.‘ndexspcunmod,ud:pxny

mchpnty:mdzathcmmmcdmvedby:udzpanyfmmopcnnoushr der can be adequately detcrmined w
oumpuumnnfpmn:nhipmnblemmmc. . ‘
ARTICLE X.
CLAIMS AND LAWSUTTS 3
Opcmormyscak: uninsured third party damage daim or suit arising from pczwonshcmundcr:fd:c o
does ot excoed E%)ousand Doﬂau(S_l_o.cm_O._o_g_lfg)mdzfdxcpaymmxummmplcw
of such daim-or suir. If che smount required for seedement cxoceds dhe sbove amount, the pardes herewo shall ssspeti
dxehrduhzndlmgdéwdzimmmgudwaﬁ:mmouqndekgamdwOpaanmmdma :

St

: ‘%

i .

mmcd;amlymufyaﬂodupamqmddxdammmsbaubcmwdsmyodmchmmmh
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_snd jocal laws, ordinances, rules, regulations and orders.

. tighus, privilgges, ot obligetions which Non-Opecators may bzve under federal or state laws or

ARTICLE X1, -
FORCE MAJEURE _

If any. party is readered nnable, wholly or in part, by foree majesse w carry ous irs obligations wvader this agtecment, other
:hzndxeobkgauonmipdcmmfyormakcmoncypaymcasorfumxshwmmy.du(panyshnllgivemallotherpam
prompt writtza notice of the foree majeure with teasonably fulf parciculsrs concerning it therenpon, dhe obligations of che
pasty giving the notice, so far as they src affected by the force majeure, shall be suspend ’anﬁag.butaolongcr:hnmﬂ\c
continuance of the force majenre, The term “force majevre,” s here employed, shall mean an scx of God, strike, lockout, or
other indastrial disturbence, sa of the public enemy, was, blocksde, public siot, lightning, fire, scorm, flood or other act of
nzwre, explosion, governmental scrion, gover i delay, int of inscrion, unavailability of equipment, snd aay other
cause, whether of the kind specifically cnumersted abave or otherwise, which is not rexsonsbly within the coarrol of the party
claiming suspension. :

Tbcaffecwdpanysbaﬂuscallmzsonzblcdzhgcwew the foree ; situztion es quickly as pracricable. The
fequirement that say force majeure shalf be died with all reasonshle dispscch shall nor require the serlement of strikes,
lockouts, or other labor difficulcy by the pacty invalved, contrary to its wishes; how all md:d;ﬂ"mku shall be handled shdl.
be eatirely within the discretion of the pasty concerned.

. ARTICLE X11.
NOTICES

Al} notices suthorized or required berween the parties by sny of the provisions of this agreement, onless otherwise.
specifically provided, shall be in writing and delivered in person oc by United Stutes mail, cotrier service, telegram, telex,
telecopier or any other form of fucsimile, postage or charges prepaid, and sddressed to such partics ar the addresses listed on
Exhible "A.” All wlephone or oml notices permitred by this agrecment shall be confirméd immediately theveafier by written
notice, The originzting notice given under sny provision hereof shell be deemed delivered caly when received by cthe party wo
wbommchnomeasdumd.md:bctimcformdxpanymdehvcranyw:ummwmw:haﬂmnfmmdwdzm
the osiginating notice is reciived. “Receipt™ for purposes of this sgrecment wich respect to written notice delivered herconder
shall be scrual delivery of the notice o the sddress of the party-te be notified spacified in accordance with this sgreemeat, of
to the telecopy, facsimilé or telex machine of such parry, The second or uny responsive notice shell be deemed delivered when
deposited in the United Stawes mail or at the office of the courier or telegraph service, or npon ittad by selex, telecopy
or facsimile, or when personally delivered to the party wo be notlfied, pravided, that when response is required within. 24 or
48 hours, such response shall be given orally or by telephone, telex, telecopy or other facsimile within such period. Each parnty
shall bave the right to chauge its address ar any time, and from time o time, by giving writen notice thereof to all other
parties. If & party is noc aveilable to reccive notice orally or by telephone when a party attempts to deliver & notice required
cobcdzlivc:edwubxn24or48bours.thenndacmxybedclxvcrcdmwndngbywyozbumtbodspeaf'wdhcxunmdshaﬂ
be deemed delivered in the same manner provided sbove for any responsive notice, :

. ARTICLE X1,
‘TERM OF AGREEMENT

This sgreement shall temaln in full force and effect as o the Oil and Gas Lezses sndfor Qi und Ges Intecests subjece
hereto for the period of time selecved below; provided, however, no party hereto shall ever be construed s having aay righ, tide
or interest in or to any Lease or Oil a0d Gas Interest contributed bymyodzcrpanybcyondthenemofdxis_lgreemem.

Option No. 1: S0 long ss any of the Oil end Gas Leases subject to this sgrecment remain of are continued in
- - force us ta any part of the Coatrack Arca, whether by production, eytension, rencwal or otherwise,

L0 Optios No. 2: In the ¢venc the well described in Actidle VLA., or any subsequent well drilled under any pmvxslon
of this ago Y fts in the Completic ofxweuns:wcﬂapableofprodumonof()dmd/or&smpnymg
quaatities, this agreement shall coatinue in foree so long as vay such well is capable of produciion, and for an
additional ‘period of days thercafter; provided, however, if, ptior to the expiration of such
addidional petiod, one or more of the partics hereto sre engeged in drilling, Reworking, Decpening, Sidetracking,
Plugging Back, testing or atempring to Complete or Re-complete a well or wells b der, this sgr shall
‘oontinue la force uncil such aperations have been complered and if production results therefrom, this sgreement
shall continue in force as provided herein. In che event the well described in Article VLA, or any subsequent well
drilled hereunder, results in & dry hole, sad no other well is capsble of producing Oil and/or Gas from the
Contract Arcs, this sgre shall i valess drilling, Deepening, Sidetracking, Completing, Re-
completing, Plugging Back or Reworking operations are o d within days from the
date of sbandonment of said well. "Absndonment” for such porposes shall mean elther (i) 2 decision by alf partics
not to conduct any further operstions oo the well or (i) the clapsc of 180 dsys from the conduct of any
opcrauom on the well, whichever first oocurs,

The vermination of this sgreement shall not relicve any party hereto from ray expense, lisbility or orher oblngauon or any
remedy therefor which bhas nocrued or artached peior to the date of such terminacion,

Upon rerminstion of this sgrecment sad the satisfaction of sil obljgations b der, In the evens 2 memorendum of thxs
Qperatiag Agreement has beea filed of record, Operwcor is suthorized w file of record in all necessary recording offices 8
notice of cerminatlon, and each party hereto ngrees to execute such a notice of termination as to Operator’s interest, upon
request of Operaar, if Opersrar has satisfied sll its financial cobligations.

ARTICLE XIV.
COMPLIANCE WITH !.AWS AND REGULATIONS
A, Laws, Regulations and Orders: ]

This agreement shall be subject to the applicsble laws of the state in which the Contract Area is located, o the v&

regulations, sad orders of uny duly constituted regulscory body of sid srate; sod to all other applicable

B. Governing Law: )

This sgreement and all matters pertaining hereto, including but not limited vo mawers of
performance, breach, remedies, procednres, righw, duties, and interpretstion or constraction, shs
dmmmedbytbchwofdumtemwhzdnheConuuc:Amxslomed.[ftheConmctAmum ;
the law of the state of ———. shall govem,

C. Regulstory Agencies:
Nochmghcxtmmnumcdshaﬂgnngotbcmmuuedmgrqupcmmrthcng}normtbonq
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With respect to the operstions | der, Non-Op 3 wgree to telease-Operator fram any and all losses, damages,
imuh.dm:ﬁmofmnmhgmo&hcdmwmmﬂmcﬁmdyulndkvaiy(mmOpeumt’siutc:pmnou
or application of Fules, rulings, regulstions or orders of the Departinent of Bocrgy or Feders] Boergy Regalacory Commission
or prodecessor or successar agencics to the extent such Interpretition or spplication w3 shade In good faich and does not
constiture gross negligence. Each Non-Opesstor further sgrecs o relmburse Operitor for sath Non-Operators share of
producelon or any refund, fine, levy of other gaveramental sancian that Operstor mey be requirid to pay as & result of such
an Incorsect interpretstion or spplication, wgether with interest and penaliies th owing by Op as » resule of such
incorrect laterpretstion or spplication, o .

ARTICLE XV.
’ MISCELLANEOUS
A. Execution: :
Ihuqzumemshnnbebmd!nguponadeon‘Opcmmtvhmchh, ¢ or 8 hereof has been

mmedby:uchNon-Opc:amrnndOpcmnorwlthsmdmg:hu:hulgwemmrunotdxeao:thetufwcxcwwdby-llof
the parties to which i is teodered or which are listed on Exhibit "A™ as owalng an Interest In the Contract Ases or which
own, in fact, aa fnterest In the Contracs Accs, Operator may, however, by writen potice to el Non-Operators who have
bcoomcboundbydlhag::cmentunfomud.givenumyumcpmrno:bewmd:pnddnnof:hc!ndeeﬂbutmno
cv:uthtctt!unﬁvcdnyspnorwdwduespcaﬁedmAmchLA.formtnm:no:mcntof:hclnldﬂWeﬂ.unnmm:hu
sgreement If Operator in its sole discretion dcmmine: that there is insufficient participarion to justify commencemenc of
drilling operstions, In the cveat of such I 1 by Of sl farcher obligacions of the parties hereunder shall cesse
32 of such terminstion, In the event sny Non-Operator has sdvanced or prepaid any share of drilling or other costs
hereander, a1l sums 50 sdvanced shall be remrned o such Non-Operator without lnrerest. In the evenr Operator proceeds

'\ﬂtbdn'ﬂmgopendoasfotd:f_lmddWdlwidwmthcumlonhaeofbylﬂpeuomhwdmﬁxﬂbn'A"uhawngl

current worklag daterest ln such well, Operstor shell indemnlfy Non-Operstors with respear to oll cpsts Incurred for the

Initial Well which would have been charged to such p under this ag if sach perton had executed the same and
. Operacor shall receive all revenues which would heve beea rec:ivcdbysudapemn_undcr this sgr if such p had
executed the same.

B. Successors and Assigas: :
Tbisngreemen:;hd!bcblndluguponmdshaﬂlmmw:hebcncfuofthepnmahmﬁomddmrmpmvehw.
devisces, Jegal rep fves, lndaulxus,wdd:ewmuhcmfshxnbedecmedwmmd:dw!mﬂsor

- Interests incloded within the Contract Ares.

C. Countesparts:
Thlsinstmmcntnmybeemmud!nmynnmbcrofmumcrpms,udxofwbsdxshﬂlbcecnssdexcdmongmdforuﬂ
purposes. -
D. Seversbilicy: : ’ :
For the purposes of assuming or rejecting this agrex 53 80 EXCCUTOLY COOLTAct p to federal baokrupey laws,”
thulgteemem-hdlmtbcumtblqunxhummtbcummedotrqeaedinbmmtyund:b:ﬁﬂumofmypu:yeo

: .tbungtumentoommplywkbdloﬂufmmdobﬂgxuoxupmvidedbucm;h;ub:nmﬂﬂdcﬁnk

ARTICLE XVL, .
OTHER PROVISIONS

Shetld-the-Oporaloror-Ner-Oporaicrs-horoundo deh-ic-Dronose o2

on the Joint property, the party proposlng the operation shall contact the dther pa es-undar this
Agreement In writing. The proposing party shall provide each party with theJecalion and estimated
- cost of the selsmic line or lines, and shall request an election by-sacii party elther for or agalnst the
- operation.” Should two or more pariies to this Agresmentiwhich own a majority Interest, based upon
ownership as set out ln Exhiblt “"AZ herols, and lndus!ve of the proposing parly, elect “for* the
proposed selsmic operstion; =i parﬁas shall be ebﬂgated to bear thelr proportionate share of the cost
of the selsmie—Fallure of any party fo respond toa sersmlc proposa) within 15 days from recelpt

hergdlchallbo-conctriad-geauaia Mot $ha nrannend Anaradinn

If any party hereto herelnafter should create an overriding royalty, production paymant or
ather burdens against its warking Interest preduction 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 o the non-paxﬂdpaﬁng party,
the party or parties entitied to recelve the working interest praducﬂon of the nor-participating party
shall recslve such production free and clear o?gurdens agalnst such production which may have -
been treated subsequent to this agresment, and the non-pariicipating party creating such
subsequent burdens shall save the participating party or parties harmless thh respect to this recsipt
of such working Interest production.
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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 has attempted in good
faith to reach a mutual agreement with Non-Opexator(s) regarding
further operations but such parties cannot agree upon the sequence
and timing of further operations regarding sald well, the following
proposals shall control 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 compléte 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 than the suthorized 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 authorized 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 considering 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 diffieulties, placing the hole, equipment or
personnel in danger of less or injury, or fear of loss of the well
for any reason without being able to attempt & completion at the
authorized depth, then the proposal shdll be given no prierity to -
any proposed operation except for plugging and abandoning the well.

If any party has ereated on overriding reoyalty, production payment,
net profits interest, assignment of production or other burden out
of production attributable te its working interest hereunder in
favor of an employee of such party at the time such burden was
created, such burden shall be deemed a "Subsegquently Created
Interest® for the purpeses of Article IIX.C. hereunder
notwithstanding the facét that such burden is shown on Exhibit ®»aw
or was divulged te the other parties hereto by other means.

Non-Operator may be excluded from Operator's coverage described in
Exhibit "D" only after fuinishing:

A. Express written election to be excluded; and
B. Insurance Certificate reflecting current and adequate
coverage for its participation interest or notice of its

self-insurancé program for those portions of the
coverages not reflected on the Certificate of Insurance.
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1 nﬂvwxrumsvnﬂauxnadﬁ.qnumundunbccmnmma;of@nJhﬁiL_&gxf;nuﬁuusa;_____.
. 2 1998 __.

3 ATTEST OR WITNESS: OPERATOR

" B A

5 — ' . By > Lo’

6 i _S_t:mzen R. Foy

7 Type ot print neme

8 _ Tide_Vice President

5 . Date February. 16, 1998

10 . Tax ID or SS. No. __75-2223190
u '

12 o : NON-OPERATORS

13 .
14 NEARBURG EXPLORATION COMPANY, L.L.C.

5 -, . oy Lt G s

16 ' Robert_G. Shelton

17 . Type or print name wf
18 | Tide AttorneL;in—Fact

19 Datwe

2 ' I | TaxID or S5. No, 152626152

a v '

22

23 By

§§ Type ot print pame

26 . Title

27 Dare

28 . Tax ID or 8.5. No.

29

30 . i - By

31 .

52 ’ Type or print name

3 ' ' Tide

3 . Date ._ ! y
3 ‘ Tax ID or S.5. No.

“ .

37 ) ’ 7 Use \" B iu;dmw

excesT whcn Selbiorized ia wiitag by the

{Anricae Associcton of Peuueo Lendioen

: R -18-
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ACENOWLEDGMENTS

THE STATE OF TEXAS §
§
COUNTY OF MIDLAND §
' . 1998
The foregoing instrument was acknowledped me on this 16th day of _ February , 195%
by __Steven R. Foy , 8s Vice Presidenft of Penwell Energy, Inc., Texas -

corporation, on behalf of said corporation. \ ”@/
: < ~ yo-

Notary Public, State of Texas

Commission
9/23/01 i, TAMMY BAIMBRIDGE
Notary Public

STATE OF TEXAS

NETZ wy oo, Exp. 09723701
THE STATE OF TEXAS 0§
: §
COUNTY OF MIDLAND §

.. 'The foregoing instmment was acknowledged before me on this the thdayuf]‘annaxy 1998, by
Robert G. Shelton, as Attorney-in-Fact of Nearburg Exploxathompany, L. C., a Texas limited lisbility
company, on behalf of said company.

Notary Piblic/State of Texas -




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, L.L.C., AS NON-OPERATOR

Ientification of Lands Subject to this Agreement:
W2 of Scction 10 and all of Section 11, T-16-5, R-28-E, Eddy County, New Mexico

Restrictions as o Depths or Formations:

the Morrow formation.

' This Agreement is limited in depth from the sarface of the earth to the base of

Percentages of Parties to this A; nt:

‘Pcnwc].l Energy, Inc. -
Nearburg Exploration Company, LL.C.

43.75%
56.25%
100.00%

0il and Gas Leases Subiject to this Agreement;

1

2)»’

3)

Lease Name:;
Lessor:

Original Lessee:

Lease Date:
Description:

Lease Name:
Lessor:

. Original Lessee:

Lease Date:
Description:

Lease Name:

Original Lessee:

Lease Date:

- Description:

Penwell Energy, Inc.

600 North Marieafeld, Suite 1100

" Midland, Texas 79701

Nearburg Producing Company

NM 97128 ‘

United States of America

Penwell Energy, Inc,

09/01/96

Insofar and only insafar as lease covers

the SW/4 of Section 10 and NE/4NE/M, W/2NE/4,
and NW/4 of Section 11, T-16-5, R-28-E,

Eddy County, New Mexico

VO-5148

_ The State of New Mexico

Penwell Energy, Inc.
09/01/97

- SE/ANE/4 and SE/4 of Section 11,

T-16-8, R-28-E, Eddy County, New Mexico

NM 95630

. United States of America

Doug Schutz

08/01/95

Insofar and enly insofar es lease covers
the N/2SW/4 and SE/4SW/4 of Section 11,
and the NW/4 of Section 10, T-16-S,
R-28-E, Eddy County, New Mexico

- Addresses of Parties to this Apreement:

Nearburg Exploration Company, L1.C. .
3300 North "A" Street, Bldg. 2, Suite 120
Midland, Texas 79705
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EXHIBIT “c”

Attached to and made a part of that ‘certain Joiut Gperating Agreement dat:ed January 26J 1998, by

and between PENWELL ENERGY, INC., &8 Oyetator. and NEA.RBB’RG EKPLORATION COMPAN.Y. L L. Ces

o

”

‘.!.“

—.as Non-Qoerator -
ACCOUNTING PROCEDURE
JOINT OPERATIONS
L GENERAL PROVISIONS
L Definitions '

"Jathroperl:y'shaﬂmesnthereﬂandpemndpmpertymhedwthemmenthwhmhthmmmhmednm :

is attached.

“Joint Operations” shall mean ell operations necessary or proper for the deve]opme.nt. operation, pmtechon and

‘maintenance of the Jeint Property. -

“Joint Account” ghall mean the accoumt showing the chargm paid- nnd credits received in the conduct.of the Joint

Operations and which are to be shared by the Parties, -

‘Opemmr’shaﬂmeantheparvdemgnatedtoeonductﬁmhint%emhm :

“Non-Operators” ghall mean the Parties to this agreement other than the Operitor.

“Parties” shall mean Qperator and Non-Operators,

"FlrstlevelSupervxsom"shallmeanﬂwseemployeeswhosepnmnryfnnchonfnJomtOpemﬁomiaﬂ:edu'ect

suparvision of other employees andfor wnﬁ-ad: labor directly employed on the Joint Property in a field operating
capacity.

“Technical Employees” shall meanﬁwseampluyees havmgspec;alandspedﬁc'engmeermg gaologmal ‘or gther

: “professiona} gkills, and whose primary function in Joint Operauons is the handling. of xpeczﬁc operating conditions and -

problems for the benefit of the Joint Property.
“PemndEwensa’shaﬂmemhvdmdo&aWhnmbumﬂeapmdﬂpmhmpbm
“Material” shall mean personal property, equipment or suppliss acquired or held for use on the Joint Property.

- “Controllable Materisl” nlmllmea.nMatenalwhwhatthehmeiswdassxﬁedlnﬂwMatermlClassiﬁcahouMmualns‘

most, recently reconunended by the Council of Petroleum Acconntants Societies,
Statement and Billings

Operator shall bill Non-Opmtum on'er before ’l.he last day of each manth for their proportionate share of the Jolnt
Account for the preceding month. Such bﬂ]xwﬂlbeawompmuedbym.temeu&wh!chldeuhtyﬂwau&tmw for
expenditure, lease or facility, and all charges and credits summarized by appropriate- classifications of investment and
expense except that.items of Controllable Material and unusual charges and credits shall be separately identzﬁed and
folly described in detail. :

Advances and Payments by Non-Operators

A. Unl&othermsepmwdzdformﬂleazreement.theOperatnrmawtequketheNon-Opemhmtondvmceﬂmr
shsire of estimated cash outlay for the succeeding morith’s operation within fifteen (15) days after receipt of the
bilhngorbythaﬁmtdayafthemonthforwhlchtheadva.ncemxeqmmd.whidwverlalx.ter Operator shall adjust
each monthly billing to reflect advances recexvedﬁmnthe me-Opm-nmra.

B, EachNon-Opemto:shallpayltxpmport\onofaﬂb:ﬂsmﬁxinﬁfteen(lﬁ)dxysafherrewptlfpawment\amtmade
within such time, the unpaid balance shell bear interest monthly at the prime rate in effect at
_mmmm__m&eﬁmm¢mm&mmuwmm&mme

. uummmnmu-aurahapemuttedbytheapphcablémm'ylawnlnﬂlestateinwhxchﬁwhlnt?mpewulocmd.
whichever fs the lesser, plus a&omeyhfaea.courtcosts.andethereostalneqnnmon with the. collaction of unpaid
amounts.

Adjustments

. Payment of any such bil!.sshxll not prejudice the mhtofuwNonOpmtortomMorqumnnt}mmecmasathereof;

provided, however, all bills and stitements reridered to Nan-Operators by Operator during any calendar year shell
coucluswelybepresmnedtobeh—ueandcorrectdtarhﬂentyfom%)mthsfo}lomngthsenddmywchwlmdar
year, unless-withiin the said twenty-four (24) month period & Non-Opeérator takes written exception thereto.and makes

. clamlonOpera.tarforad;uxtmant.Noad;usunentfxvorablebOpa'amrshﬂ!bemndaunhmltxsmndemﬁxmtheaame
. pmcrhedpmodﬁemvmomof&mpmphehﬂlmtpmma&mhmsdungﬁomapbymcalinvmtoryof.

CantmllnbleMaterialaapmﬂdedﬁurmSechonV

'COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.’
E Y 1-

e Y " vy
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall.have the right to audit Opera-
tor’s sccounts and records relating to the Joint Account for any calendar year within t_he twenty-four (24) mopth
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit int 8 manner which will result in 2 minimum of inconvenience to the Operator, Operator shail bear no por-
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators 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 21! Non-Operators of the Operator’s proposal, and the agreement or approval of
& majority in interest of the Non-Operators shall be controlling on all Non-Operators.

IL DIRECT CHARGES

Operator shall charge the Joint Account with the foilowing items:

=

3.

Ecological and Environmental v
Costs incarred for the benefit of the Joint Property 5 a result of governmental or regulatory requirements to satisfy environ-

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

Rentals and Royalties
Lease mntals_aﬁd royalties paid by Operator for the Joint Operations,
Labor

A (1) galaria end wages of Operator's field employees direcﬂy emplayed on the Joint Property in the conduct of Joint
perations. -

(2) Ssleries of First Level Supervisors in the field.

(8) Salaries and wages of Technical Emplbyees directly employed on the Joint Property if such charges are excluded
from the overhead rates. : : . ‘

(4) Salaries and wages of Technical Employees either terﬁporaﬁl& or permanently assigned to and directly employed
In the operation of the Joint Property if such charges ere excluded from the overhead rates.

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applic#ble
to Operator’s costs chargeable to the Joint Account under Paragraphs 8A and 8B of this Section II. :

D.- Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section II., extluding moving or relocation expenses. -

Employee Benefits

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

purchase, thrift, bonus,.and other benefit plaus of a like.nature, applicable to Operator’s labor cost chargeable to the Joint
Actéunt under Paragraphs 34 and 8B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
1y recommended by the Council of Petroleum Accountants Sociefies. -

Material
Material purchesed or furnished by Operator for use on the Joint Property 2s provided under Section IV. Only such Material

shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient end economical operations. The accumulation of surplus stocks shall be avoided.

Transportation
Transportation of employees and Material necessary for the.Joint Operatians but éubject to the following limitations:

: A, 1t Mgtéria! is moved- to the Joint Property from the Operator’s warehouse or ether properties, no charge shall be made

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

-2




COPAS - 1984 - ONSHORE

i ~ ! .A n;s,na-mnndod by the Councit
\;.:" K‘j af Petrolau Accoyntonts

=W

10.

11,

13.

14,

15.

B. If surplus Materia! is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like materisl is normally
availablé, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties. : : :

C. In the application of subparagraphs A and B above, the option to equalize or charg_e actus.l_t:ucking cost is available
when the actual charge is $400 or less excluding sccesserial 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 ex;luded by Paragraph
10 of Section II and Paragraph {, i, 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 excluded fram the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. :

Equipment and Fecilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate
with costs of ownership and operation, Such rates shell include costs of mzintenance, repairs, other operating expense,
: insme. taxes, depreciafiﬁn, and interest on grogs investment less aceumulated depreciation not to exceed
Ve ___ percent ( %) per annum. Such rates shall not exceed average commercia) rates currently pre-

vailing in the immediate avea of the Joint Property. ] :

B. Inlieu of charges.in paragraph 84 above, Operator may elect to use average commercial rates preyailing in the immedi-
-ate area of the Joint Property less 20%. For automotive equipment, Operator may-elect to use rates published by the
Petroleurn Motor Trangport Association. : - :

. Damages #nd Losses to Joint Property

All costs or expenses necessary for the repair or replacemen-t of Joint Prbperty made necessary because of damages or Josses-
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 damages 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

‘amounts paid for settlement of claims. incurred in or resulting from operations under the agrecment or necessary to protect

or recover the Joint Property, except 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, All other legal expense is considered to be covered by the
gverhea.d provisions of Section ITI unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph

Taxes

All taxes of every kind and nature assessed or levied upon or in eonnection 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 {n part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Perties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance v

Net premiums paid for insurﬁnce required to be carried for the Joint-Operations for the protection of the Parties.. In the
event Joint Operations are conducted in & state in which Operator may act es 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 and In that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.
Abandonment and Reclamation

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

Communications

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

microwave facilities directly serving the Joint Property. In the event coramunication facilities/systems serving the Joint
Property are Operator-qwned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL

Other Expenditures

Any other expendi ot covered or dealt with in the foregoing provisions of this Section-11, or in Section 1I1-and which

tw:a, n
- is 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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111 OVERHEAD

Overhead - Drilling end Producing Operations

.  As compensation for sdministrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on either:

&X) Fixed Rate Basis, Paragraph 1A, or.

( ) Percentage Bgsis, Paragraph 1B ) ‘ . B
Unless otherwise agreed to by the Parties; such charge shall be In lHeu of costs and expenses-of al] offices snd salaries
o wages plus applicable burdens and expenses.of all personnel, except those directly chargesble under Paragraph
8A, Section 11, The cost and expense of services from outside sources in eonnection with matters of taxation, traffic,

gecounting or mattars before or involving governmental agencies shell be corisidered es includéd ti the overhead rates

provided for in the above selected Paragraph of this Section IHJ unless such cost and expense are agreed to by the
Parties g a direct charge to.the Joint Account. ) . i )

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

ghall be covered by the overhead rates, or -
) shall not be covered by the overhead rates,

fii. The salaries, wages and Personal Expenses of Techniesl Efﬁployees and/or costs of professional consultant services
and contract services of techuleal personnel either tampararily or permanently assigned to and directly employed in
the operation of the Joint Property: . ) . .
&)& shall be covered by the overhead rates, or
shall not be covered by the overhead.rates.
A. Overhead - Fixed Rate Basis ' . .
. {1) Operator shall charge the Joint Account &t the following rates per well per month:
. X 7 - N
Drilling Well Rata § 47536:00 :
(Prorated for less thxup a ‘full month)
' Producing Well Rate § 48000 ‘
(2) Application of Overhead - Fixed Rate Reals ghall be es followi
(2) Drilling .Well_' Rate

. (1) Charges for drilling wells shall begin on the date the well §s spudded end terminate on the date the drill-
ing Hg. completion rig, or other units used in completion of the well Is released, whichever I later, except
that no charge shall be made during suspension of drilling or completien operations for fifteen (15) or
more congecutive caleridar days. . - :

(2) Charges for wells undergoing any type of workover or recompletion for & period of five (b) consecutive
work days or mare shall ba made at the drilling well rate.;Such charges.shall be epplied for the period
from date workover operations, with yig o other unfts used in workover, commence through date of rig
or other unit release, except that na charge shall be made during suspernision of operations for fifteen
(16) or more consecutive calendzer daye, ’

{b) Producing Well Rates

{1) "An active well either produced or hijected into for any portion of the month zhall be considered as a one-
well chargé for the entire month, =~ - | : '

(2) Each active completion Ina mulﬁ-coinp!a’téd well in which hmcit_z;gﬂon s not commingled down hole shall
be considered s & one-well cherge providing each completion is considered a s¢parate well by the govern-
ing regulatory autharity. o . :

- P SR .

(8) An inactive gas well shut in becauss of overproduction or Mlum of purchaser to take the émduct_:ion shall
b:ﬂeogmidered as 8 one-well charge providing the gas wel} is directly connected to & permanent sales
outle

(4) A one-well charge aha..!l be made for the month in which plligxipg and ghandonment operations are com-
. pletad on any well. This one-well charge shall be made whetlier or not the well has produced except when
drilling well rate applies. i . . ’

(6) All other Inactive wells (including but not limited to inastive wells covered by.unit allowable, lease allow-
sble, transferred allowable, ete.) shall not quality for an overhéad charge. - ,

(8) The well rates shall be adjusted as of the fizst day of April.each ysar;following the sffective date of the agreement
to which thiz Acpountir???mcadure is Bittachéd. The adajqahngrit;}hﬂl.be‘bgngiﬁhﬁga by multiplying the rate cur-
rently in uss by the pareantage increese or decrease tnthe average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to thé calendar year-preceding as ghown by the index
of everage wepkly earnings of Crude Petroleum and Gas Productior Workers as published by the United States
Department of Lebar, Burea of Labar Statistics, or thé-equivalent Canadian’Index us published by Statistics
paxtx:;da.ta.s.apphcable. The sdjusted rates shall be the rates currently in use, plus or minus the computed ad-

Jusimen Y . . }
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Percent ( %) of the cost of develapment of the Joint Property exclusive of gostS providec

under Pz agraph 10 of Section II and all salvage credits.
(b) Operating :

: Percent (%) orihg cost of operating the Joint Preperty exclusive of costs provided under
Paragraphs|2 and 10 of Section 11, gll saNZpe.gredits, the valpe-of injected substances purchased for secondary
recovery and all taxes and assessments which steleyigdraSsessed and paid upon the mineral interest in and
to the Joint Property. -~ .

(2) Application of Overhead - Percentage Basis-hall be as follows:

. Far the purpose of determining chefges on & percentzge basis under Paragraph 1B this Section 111, development
shall include all costs in cgndztion with drilling, redrilling, deepening, or any remedbalgperations on any or all
. wells involving the usesT drilling rig and crew capable of drilling to the producing inteyValap the Joint Prop-
erty; also, prelippintTy expenditures necessary in preparation for drilling and expenditures incurreinpbandoning
when the yedl is not completed as & produeer, and ariginal cest of construction or installation of fixed Z»se the
expgpaitn of fixed assets and any other proj?ct clsa.rly discernible as a fixed fsset. except Major Constructio
defirotd-in-Paraonpn gt "A il hiad L ad 13 ] e

£ o lo
""" OEHTY-CON BB O cEEITopTIRUIng:

2. Overhead - Major Construction

T compensate Operatar for overhead costs incurred in the construction and Installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible ss a fixed asset required for the development-and operation of the
Joint Property, Operator shall either negotiate s rate prior to the beginning of construction, or shall charge the Joint
Account for averhead based on the following rates for any Major Construction project in-excess of $25.000.00
A5 ____%of first $100,000 or total cost if Jess, plus ’ '

B, 3 % of costs in excess of $100,000 but less than $1,000,000, plus

C. ——2____%aof costs in excess of $1,000,000, _

Total cost shall mean the gross cost of any one projecﬁ For the purpose of this paragraph, the component parts of & single

pto,;':cdt;ihau not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
exc :

Catastrophe Overhead

‘To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil gpill, blowout, explosion, fire, storm, hurricane, or other citastrophes as agreed to by the Parties, which are necessary

to restore the Joint Property to the equivalent condition that existed prior o the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account MM«&W@
hefollows . Acce :

- Expenditures subject to the overheads above will not be reduced by insurence recoveries, and no-other overhead provi-

sions of this Section III shall apply.

Amendment of Rates

.The overhead rafes 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 respansible for Joint Account Material and shall make proper and timely charges and eredits for all Material move-
‘ments affecting the_. Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator’s
option, such Material may be supph,e@ by the Non-Operatar. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus cendition 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
. . . me?u:_red" to take discounts
ﬁ:m })::&w;ege sl‘;:;fll bte_ chargedtuat gée t‘;;nce gaadf by Opertitar after deduction of all discounts received’ In case of
! ective or return vendor for other r credit shall b i
Yt tment has boen recsivot by e (oo any other reasons, it 8! ¢ passed to the Joint Account

" Transfers and Dispesitions

Material fornished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,

‘unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

-5-
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(a)Cubular goods, aized 2% inches OD and larger, except Hne plge, ghell be priced ai Eastern mill ppYiished
2Nozd base prices effective es of date of Hiovement plus transportation cost uslug thé 80,000 poyrd carload
welght basig 1o the railway recaiving paint nesrest the Joint Property for which published r&il rates for
tubular ¥qods exist. If the 80,000 z:mungo rail rate is not offered, the 70,000 pound or 80.000-found rail rate
tonﬁr be used\ Preight charges for tubing will be calculated from, Lorafn, Ohio and casingffom Youngstown,

o, .

(b) For grades which ads.apecisl to one mill-only, prices shall be computed at the mill Yise of that mjll plus trans-
ortation cost from thid mill to the ra.ilwa?', recelving point nearest the Joint Ptaperty as provided above in
aragraph 2.A.41X2). For tensportation coat from points other than Eastarpafilils, the 80,000 pound Oil Field

Haulers Association interstate truck rate shall be osed. -

{c} Special end finish tubular goods } xall be riced at the lowest publfshed out-of-stock price, f.o.b. Houston,
* Texas, plus transportation cost, usinp\Ofl Field Haulers Assocjzfion Interstate 30,000 pourid truck rate. to

the railway recaiving polnt nearest the Jofrit Praperty.

{d) Macsronl tubing (size less than 2¥ inch OD)‘s' all be pri€ed at the towest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Ofl Fjefd Haulers Association Interstate truck rate per weight
of tubfng transferred, to the raflwsy receiving poinbgpearest thie Joint Property. : .

(2) Line Pipe

{8) Line pipe movements {except size 24.ifich OD and larger with‘, waRg ¥ Inch and over) 80,000 pounds or more
shall be priced under provisions pf tubular goods pricing in Parageaph A{1Xa) es provided above. Freight
charges shall be caleulated frgr{ Loran, Ohlo. - '

{b) Line g!epe movements (exeeDt size 24 inch OD and larger with walls ¥ inch aid over) less than 80,000 pounds
shall-be priced at Eastarn mill published carload base prices effective as of date ¥ shipment, plus 20 percent,
plus transportation pésts based on freight rates as set forth under provisions.of tubulsy goods pricing in Para-
graph A.(1)s) asfrovided above. Freight charges shall be cilculated from Lorain, Ohip.

(¢} Linepipe g4Tnch OD and over and % inch wall and-larger shall be priced f.o.b, the poindof manufacture
;t currgnt new published prices plus transpartation cost to the railway recelving polnt nedrgst the Joint
ropery. - . N . . .

(d) K y:eg(pe, lncludii\g fabricated line plpe, drive plpé and eondujt not listed on pu'blished price lsts sha{ be
. priced at qu(it“ed prices plus frefght o the raftway receiving polnt nezrest the Jolnt Property or at price

antlaa.
2 p1E0r

(8) ©threr Material shall be priced at the current neQ price, in effect at date of movement, es listed by & veliable supply
store nesrest the Joint Property, or polnt of manufaeture, plus transportetion costs, if appliceble; to the railway
receiving point nearest the Joint Property.: . B . o ;

-(4) Unused new Mateﬂﬂ.ié&]#%g&u goods, meved from the Joint Property shall be p}icéd at the current new
price, in effect on date of movement, as listed by 2 relisble supply store nezrest the Joint Property, or point of
manufacture, plus transportation costs, f applicable, ta the rgilway receiving point nearest the Jolnt Property.

B. Good Used Material (Conditian B)

Material in sound and serviceable condition and sultable for reuse Without reconditioning:
(1) Material moved to the Joint Praperty "

At Beventy-five percent (75%) of cﬁmnt Rew price, as determined by Paragraph A.
(2) Material ysed on 2nd moved from the Joint Property.

(2) At saventy-five mm (76%) of current naw price, as deterimined by Paragraph A, If Material was originally
o' D .

charged to the Account as new Matorial or

(b) At sixty-five percent (66%) of current new price, as determined by Pa: h A, If Material was originally
charged to the Jolnt Accatnt a8 used Matecial oy Faragrapn &,

{3) Materia! not used on and moved from the Joint Property )
At seventy-flve pergent (75%) of current new price 23 détemlned by Peragraph A.
The cost of reconditiquing, if any, shall be absophsd by the tragaferting property:
C. Other Used Material ’
f1) Condition © : )
Materig! which {s not in sound and servicesble condition and not suitabie for its original function until after recon-
ditioning shall be priced at tifty percent (5(j%) of cuirent new price as detarmined by Paragraph A. The cost of

reconditioning shall be gharged to the recelving property, provided Conlition € value ! t of ditfoni
daes not exceed Conditlon B value. evingp perty pmv‘l_gd o Han G value plus cost of rocan onnz.

. - _
. -
H > B M4 ;
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(2) Condition D .
Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be

priced on a basis commensurate with its usé, Operator may dispose of Condition D-Material under procedures
normally used by Operator without prior approval of Non-Operators. :

(a) Casing, tubing, or drill pipe used as line pipe shall be priced a5 Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utili;ed us line pipe sh&l] be~p;\ch at \}s_ed line

pipe prices. : ) S

{(b) Casing, tubing or drill pipe used 25 higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on & non upset basis. _ : . . ‘ .

(3) Condition B

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
melly utilized by Operator without prior approval of Non-Operators. = o :

_ D. Obsolete Material ‘ . ¢ L
Materia} which is serviceable and usable for its -'origiiial function but condition and/or value of such Material is not

equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such prics should result in the Joint Account being ¢harged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading.costs may be cherged to the Joint Account at The-Faio s 6-oonie 1B54)-perhundred
weight on all tubular goods movements, in lieu of actual Joading or unloading costs sustximed &t the stocking
point. The above rate shall he adjusted 2s of the first day of AprilesehyermTollowing January 1, 1985 by the same
percéntage increase or decrease used tnadjest-uverhead rates in Section IIL, Paragraph 1.A(3). Bach year, the
rate calculated ghall-be-rourideq to the nearest cent and shell be the rate in effect until the first day-of April next

(2) Material involving erection costs shall be charged et epplicable percentage of the current knocked-dowd price of

-~ new Material, . : - . o . -
3. Premium Prices - : . . : .

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual eauses over which the Operator has no contiol, the Qperator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Meterial, Each Nop-Operator shall have the right, by 5o electing and notifying Operator within
ten days after-receiving notice from Operator, to furnish in kind &ll or part of his share of such Material suitable for use
and acceptable to Operator. o : : o

4. Warranty of Material Furnished By Opersator

.Op_era.tor'dogs not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint -
Account until adjustment has been recei'yed by Operator from the manufacturers or their agents. :

- V. INVENTORIES
The Operator sl_la.ll maintain detai_led records af Controliable Material.
1. Periodic Inventories, Notice and Répresentation '
At reasonable 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 (80) days before any inventory is to begin so that

Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory teken by Operator, ‘

2.  Reconciliation and Adjustment of Inventories
Adjustments to the Joipt Account resulting from the reconciliation of a physical inventory shall be mage within six .

months following the taking of the inventary. Inventory sdjustments ghall be made by Operator to the Joint Account for
overages and shortages. ‘but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventorfes
Spepial 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 all other Parties as quickly as possible-gfter 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 inventory. o . .

4. Expense of Conducting Inﬁgntoﬁés

A, 'll)‘he expense of conducting periodic inventories shall not be charged to the Joint Accou;lt' unless agreed to by the
arties, . .

. B.. The expense of condueting special inventories shall b charged to the Parﬁa requesting sach inventories, except in-
ventories required due to change u_f Operator shall be charged to the Joint Account.

-
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Rl " Exhibit "E" -
~ ATTACHED TO 'mAT CERTAIN OFERATING AGREEMENT
DATED . JANUARY 26, 1998 BY AND EETWEEN
: PENWELL ENERGY, INC., AS Onzguon, AND
NEARBURG EXPLORATION COMPANY, L.L.C., as NQN—,OPKRA‘_I‘OR .

Ownmhlpchquduehnn
. @) nuﬁwmtm!ofﬂwpuhadmteachputydmﬂhxvcthcnghtbhkcmhndudwpuﬂdy
dispose of its proporti share of gas (including casinghead gas) produced from each formation in esch well

Wmmgc(@nmmﬁmmbywommmmmmwbhhw
("Operating Agreement”), .

®) Opcrator shall 51 the gas production #ud be reaponsiblos for ad ing the provisions of
MWMMMWhmmmwmwhd&vaﬁwwam fty
plnchmumybercquircdhoxdcrtobahnecthcmnnuomwpampmumdmwnhuwymvlmm

ined. Forprop of this Agr t, Operator shall maintuin production accounts of the partics based

'uponthenumberofMMBwlmnyoontxmedmﬂwwpmduocdfmm;pumﬂuﬁmmhonmlwdlmd
delivercd at the outlet of leasc, equipment for €ach party's account regardless of whethior sales of such gas arc mude
ontwutordryb&m Mm&mcuinthuAmmtmqmnmyorwhmeM«&hthcum&mofMMBml

contained in the gas stn Toward this ead, Operator aball periodically determine or case to be determined tho
Bmmdgumo&mdﬁnmuchhmmnmuGhWthnmmbmmdmdamMudmm
P to any method ily-used in the industry.
Balancing of Production A tx

@) Anytimen patty, orlnd:putylpumhnurunothhnzormrkcbnzmﬁmdnmofm
produced from & pasticular formation in & well (*ron-marketing® pusty), the g partics ("marketing” partics)

shall have the xight, but not the obligation, to produce, take, ullmddclivc:forluchmukmugpuhu weoum.in
addition to the full share of gus to which the markefing partics arc otherwise catitled, l.llorlnypmmpotlhcm
: auxibmbkwunon-mukmngputy (Gax attributable to s.non-marketing party, taken by & marketing party, is

ferred to in this Agr a8 "overproduction®). If there is more than ono marketing party tiking gas -
) nmibmbbmnnon—mulmungputy cach marketing party shall be eatitled to take & non-marketing party’s gas in ’
ﬂwnﬁothnwch sketing party's in producti bunmthemtxlinmtmmdmnohﬂmﬂmhng

) Apunyﬂmbuwtmbmmpmpoﬂm&bshxmofmpmduwdﬁumuyfommonm-wcﬂ
wmwwmqmnummmmhmeqmmmmammmbmmmw
. mlhmofwmcdmluzcopmnonl,wntedorhn('undupmdmn') Such Underproduced Patty, upaa
giving timely writtcn notico to Operator, shall be entitled, onlmonthlybambcpnnmg!hcmonthbllomgmexpz
©f notice, to producc, take, sell and deliver. In addition to the full share of gas to which such party is otherwise
mnﬂnd.xqmnmyofgu(‘mxbupgu')equxlmﬁﬁypacmt(so%)oﬂhowwmmofwmibuublcwlﬂ
partics having cumulative over production (individually ealled "Overproduced Party™). Such make-up gas shall be
medﬂedngxmﬁmchUndapmdncedPutylwauedundupmdumnmoxdetome Notwithetending the
foregoing and subject to sub ion (c) below;. i) an Overproduced Party aball nover bo obligated to reduce its takes
mhuﬂunﬁnypacmt(sox)o!wgqumﬁtywwhmhmcbmuothmcmﬂﬂcdmd(ii)mUndaproduced
Pmylhanncvabcnnomdmmkcupmdapmdmm“dumgﬂwmnﬁuofbwmbc: Jznuary, Februsry, and

(O} If there is more than one Upderproduccd Party desiring make-up gas, cach such Underproduced
Puty:hallbcmﬂcdwmbupmmmmﬂm:wm:mepmdmmnbunm&cmm]wmnm
production of all parties then dexiring mako-up gas. Any potion of the make-up gas to which #n Underproduced
PutyhmuﬂcdmdwlndxunotukmbyluchUnd:tpmdumdeymxybcukmbymyoﬁermdapmduwd
PartyGies).

@ 1f there is more thin one Overproduced Party required to furish make-up gas, cach such
WMMMMMwmmemwmohmcMmmdmnbanwmm
interest in production of all paitics thea required to furnish mako-up gax, Except as provided in (c) below, each.
Overproduced Party in sny formation in & well shall bo eatitled, on & monthly basis, to take its fall sharc of gas less
n:lhxmoflhcmnb—upmﬂwnbangpmdwdﬁomﬂwpmcuhri)mmonmdwwdlmwhmhnu i
overproduced.

(©) If Operator in good faith beli that an Overproduced Party hax recavered oac hundred
pexcent (100%) of such Overproduced Party's share of the recoverable reserves from a paxtioular formation in &
well, such Overproduced Party, upon being notified in writing of such fact by Opcrator, shall ceasc taking gas from
mchformnmnmmchwcllnndlhemmmgpuﬁuﬂunbcuniﬂedmukzonehmdmdpmmtam%)ofwch
ptodumoummdlcmoumsofmbpamumbahnm Thereafier, soch Overproduced Party shall again have the
nglntoulocmxhnmofthcranmmngpmducunn,lfmy.mawordmecvmhﬁwmmmhmmwmmnd
Notwithstanding anything to the contrary hercin, after-an Overproduced Party bas i ed one hundred p
(100%) of its full sharc of the recoverable reserves as s0.determil d by Op« ﬁumnpamcuhrfomhaum:
““well, sich Overproduced Pasty may continué-ta produce if such continued praduction is @) neceasary for lease
majntenance purposes, or (H) pormitted by a ingjorify of fiteredt of the partics who have not produced-one huadred
pem(looﬁ)oftharmovmbhwvaﬁom;uchﬁomahnnmluchwcn:ﬁawnmbmo&eonduaedby

Opcrator.




Ca.lhBal.uunngl)ponlutcm'n'-m-L lai orUpon“ leti .

@ Onz.nuuyxsmmd:uxy1smofmhcnmdukund=mdueedpmymygmmuum
h;dmxumhbalanangfntmyUndcrpmduccdvohmu Thunouccmdregunttomhbalmenhnneonmnnc
aa "Interim Accounting®,

®) Iprmducunnﬁomcputcuhrﬁwmhonm;wdlwuumdmaﬂmptum&dchmdom
production (ormbst;mtuhmfor)wﬂnn:my(GO)ay:,Opmm:M&mmm.wﬁhmmayM)dayl of the

. date the well Jast produced gas from such formation, & t of pet underp and

Wapmdwuonmdmcmn&lMymmw}uchuuchmmupedmdmedmwd(Tmﬂmmmg')

(c) thmthmy(!O)dny:ofmcaptofqﬂmﬁudAccoumngatmInmnmmunnng exach
Ovapmducedhrtylhanmuanpmm:fordubunanuuwmcUndapmdudemu a sum of monoy (which
sum shafl pot include interest) equal to the amount actually received or constructively received under subparagraph
() below, by Overproduced Party for ules during the month(s) of overproduction, ealculated in order of accrusl
b\nhuqﬂmbhm,mymmmhwmofmmmmchhwmmypmby
nuchOvupmduoedPuty Such remittance shall be baxed on number of MMBtu's of overproduction and shall be

mpanied by a st :homngvuh:mumdpmufuruchmomhvmhwcnwdunmoupedwapmducuon.

@ 'thiuthiny@@)d&ysnfmcdptpfmymchmwbywﬁommmapmduc&d
Party, Operator shall disburse such funds to the Underproduced Party(ics) in accordance with the final sccounting.
Operitor axsumes no Lsbility with respect o any such paymeat (unless auch payment is attributible to Operator's
avesproduction), it being the intsat of the partics that €ach Overproduced Pirty shall b salely responsible for
reimbursing each Underproduced Purty for such Underproduced Party's respective share of overproduction taken

. by such Overpraduced Party in.accordance with the provisions hercin contnined. If any party fails to pay any sum

due under the tezms hereof after demand therefor by the Operator, ﬂwOpmtormymmrupamn;ﬂkybrthc
coﬂccbonufwoh-ummthepmyurpuuum%omxtuuwcd udOpattouh!lhweno further sesponsibility

* for collcction.

)  Indctermining tho smount of overproduction for which seticmeat is due, producion tiken
"during any mouth by an Undesproduced Party in excess of such Undesproduced Pasty's share shall be treated as
make-op and shall be applied to reduce prior deficits in the order of accrual of sush deficits,

[N AnOvapmducedeythxlmokgumhndformuwnuxc.wldgummnﬁilm:,or
otherwise disposcd of gas in other than & cash sale shall pay for such gas at market value at the time it was

produced, cvuuflinvexpmdueedPntyloldluchgutam;ﬁi!menlpmegmﬂnork:mﬂunmrbtvduc.

® urcﬁmdlmhtamqmmdbymygovummmlnnhmﬂy,uchpmylhmuwoumbhﬁr
mmpeekvclbnenf:uchmﬁmdsuﬁnﬂxybdamedhqmdm

Deliverability Tests - - ’ .

At the requeat of any party, Operator may produce the eatire well stream for & deliverability test not to
exceed seventy-two (72) hours in duration (or such longer period of time g3 may be mutuslly agreed upon by the
puﬁu)ifmquimduadamohmquuﬁnxwﬁy'lmuhormmpqmﬁonwm&

Nominations
‘Bach party shall, onnmonthlybam pveom:ﬁmmmmmummmm:mh :
puty'lmpewvolhmofmtothehmzpumxszpdme(s)or.xfOpmtarunotnommxhngmchpntynw.to

. inform Operator of the manner in which to dispstch such party's gas. Except as and to the extent cavied by

Operator’s gross negligence or willful misconduct, Operator shall not be respoasible for any fees and/or penaltics
mociumdwdmimbzhneuchamdbymypipdhcmmyUndupmduwdmOvupmdnwd Party(ics).

On or before the tweaty-fifth (25th) day of the month following the month of production, cach party taking

) gas shall furnith or cause to be furnished to Operator a statement of pas taken expressed in terms of MMBw's. If

mdvohmemﬁumannnmfﬁmmztowqmumchmmzm not made availshle to the taldng party in sufficient
time to prepare it, such taking party shall hel h & sta t of its good fuith catimate of volumes

" takeca. Within tweaty (20) days of the receipt of all such statcments, Operator shall furnish to cach party a statement

of tho gas balance among the pastics, including the total quantity of gas produced from cach formation in each well,
the portion thereof used in operations, veated-or lost, and the total quantity delivered for each party's account. Any
mvrorduaegmcymcpmmr'lmon!hlymtunmtmﬂbcmmpdy ported to Operatar and Operator shall

mgblpmyuad;um&mfwnhmmmyao)&ysnﬂuﬁmldctcxmmnnf&nmqmmmlv;d,
provided, bowwa,ﬂmxfnomonudimqnmmrupomdmOpnmrwmma)ymﬁommMOf

any statement, such statement aball. be lusively d dtobe Additionally, within thirty (30) dzys from
_the ead of each calendar year, non-operators shall fumnish to Openator, fardxclobptnpoleofmhﬁxhinzmdl
sufficicnt to verify cash balancing valucs, a stat reflecting wtnal!y ived or comstructively received
undqpungmphS(c),onlmommybuuﬁzrmculmduyw, ding the imredistely concluded calendar year.
Opcrator ahall not allow 2 party to produce gas for its ‘durhgmymnn:hwhcdxuchpanyixdc&nqucutinlo
furnishing the thly or ainual .

Payments of Taxca

EachputytxhngmMpayoreauactobcpudanyandlﬂprodncuon,wvmnce,tm'hty sales,
excise, or other taxcs duc on such gas,

OPmnnaEIpma

i mopmnngnpauummbcbOmeumvmipmeﬁpmmgmmynguﬂmnfwhahuaﬂ
paxﬁumtdﬁnxwumzumwhdhuthelduudmofad:mmmpmmﬂxmmpmvemwemm
such gax,



10.

11

. D

Overproducing Allowable
Mmmnmcmmrmﬂimmmmddmmmbkommmbvamm
mmnanms,mmmmdlmﬁﬁnpmmmcmguhmryboﬁuhawngjmsdmonmmbhshdmmﬂ Bach
party shall at all times regulatec-its takes and deli nﬁumthcf‘ ‘—‘Ammﬂuttbcwcn(s)wvatdhc::eby

shall not be curtsiled snd/er shutda for overproducing the allowable prod: assigned th by the regulatory
body having jurisdiction.

Payment of Leaschold Burdeas

At all times while gas is produced from the Contract Ares, eachi party agrees to make appropriste
sctticment of all royaltics, overriding royaltics and other payments out of or in licu of production for which such
party is responsible just as if such party were taking or delivering to & purchases such party's full share, and such
party's full share only, of such gas production exclusive of gax used in operations, veated or lost, and each party
agrees to indemnify and hold cach other party harmicss from any and all claims relating thereto, .

Application of Agreemeat
" The provisions of this Agreement shall be separately applicable and shall constitute a separate agrecnicnt

: withxupecttogupmdudefomuchformﬁoniuachwcﬂ]ocatcdonthc_ConmAm.

12

Term
mwmmwhmwpmwnmwchzmemnmdym
and the accounts of the partics are finally s2tled in accordance with the provisions hercin contained.

Opcrator's Lisbility
Except as atherwisc provided bercin, Operatar is authorized to.administer the provisions of this
Agreement, but shall suffer no liability to the other partics for Jozges sustained or lishility & d which srisc out

‘oforin jon with the perf: of Op ‘s dutics h der except such a8 may result from Operator's
. gross ncgliguicc or willful misconduct.

14.

Audits
A.nyUndupmdtwchutylhﬂlhsvet&wnghtforlpumdcfma)ymMmqptofpaym

P to & final ting and afier giving written notice to all partics, wwdanvnpxoducchmyl

accotnls and records rclating to-such payment. Any Overproduced Party shall have the right for a period of two (2)

ymnxﬁatmda’ofpxymaﬂ&:rmmoupcdvolumumduponpvmzwnﬁmmmmlﬂpuhu to audit dn

. Und d Pasty's records ax to volumea, Tho party conducting such sudit shall bear its coats of the audit,

Addey,Opcrdoruhnllhwcthcnghtﬁ:r;pcxmdoltwo(Z)yunnﬁamcqxﬂfmmudlhtmmtﬁom:
non-opezator uader paragraph 6 after giving writien notlce to the affected non-operstor to andit such npn-operators
wommtxnndmeorda»rdnﬁxgxtoanchpnymt eomofuuchm&itlhunbcbomcbylhcjointwcounx.

Successors and Asigns
. The terms, wvmanumdecndmomofdmAgmmzlbanbobmdmguponmddunmmw&cbmoﬁt
of the parties and to their respective and , and may be assigned in whole or in part from time to

_time; provided, howover, m(n)my:uchwignmlhaﬂbcmadembgeamﬂnlmmmdnmnzm
. pastics shall not be valid without the &xpress written acceptance of the tecms of this Agreament by the Assignec, ()

the Assignee shall acquire such interest subject to sny overprod nﬂmdlotnndcmodumnimbahnmcxixunzu'
mch&mcumﬂumyunhb&hnangobhg&honaumd'thnebymd(o)nolucﬂuxignmulhﬂlmhmdw
Am@orfmmlnyobhgmumtheothcrpuﬁawuhmpocthmyovupmdumnhkmbyhugnorpmrmmch

. sasignment.

16.

Liquefizble Hydrocarbons Not Covered Under Agrecment
mwhuuhﬂlhmpmpommklymmdowunhquﬂhydmwboummmEubyhm

equipment in d with their respectis

17,

18,

Conflict
lfthmuawnﬂwtbdmthctmmofmuw:ndtbﬂmmohnywnkleonhwteovmnz
the Contract Arca entered into by any party, the terms of this Agreement aball govern. .

Atbiteation
Anywnhova:yordamnmmgoutofurmhnngmthuhgxwmmt.or!hcbmchdmwf. shallbe -

“settled by binding arbitration in d with the Co 1 Arbitration Rules of the American Arbitration

Ausociation, end judgment upon the award mey be entered in any Couxthwmgjmudmmhqeof. The arbitrator
lhaﬂnonwudptmxnvcdumgqhxdﬂmmtofmymuwmyorchm.
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ATTACHED TO AND MADE A PART OF THE OPERATING AGREEMENT DATED -JANUARY 26, 1998,
BY AND BETWEEN PENWELL ENERGY, INC., AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, LLL.C., AS NON-OPERATOR . ..

NONDISCRIMINATION AND CERTIFICATION OF NONSEGREGATED FACILITIES

A. Equal Opporiunity Clause (41 CFR 60-1,4). (Applicable on!y {o contracts or purchasa onders for
more than $10,000.)

During the perforrnance ‘of this 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 origin. The Operator will take affirnative action 10 ensure that
applicants are employed, and that employees are treated during employment, without regard to their
racs, color, religion, sex, or natlonal origin. Such action shall include, but not be limited to the
following: Employment, upgrading, demation, or transfer, recruitment or recruitment advedlslng.
layoff or terminations, Including spprenticeship. The Oparator agrees to post In consplicuous places,:
avallable to employees-and applicants for employment, notices to be provided by the contracting
officer setting forth the provislons of this nondiscrimination clause.

(2) The Operator will, In all soligitations or advertisements for employees placed by or on bghalf of the
Operator, state that alt qualified applicants will recelve consideration for employmem without regard
to racs, color, religlon, sex, or national origin,

(3) The Operator will send to each labor unlon or represernauve of workars with which it has a collective
bargaining agreemant or other contract or understanding, a notica to ba provided by the agency
contracting officer, advising the labor unlon or workers representative of the Operator s
commitments under section 202 of Executive Order 11248 of September 24, 1985, and shall post .
coples of the notice in consplcuous places avallable to employees and appllcanls for employment.

@) The Operator will comply with all provislons of Executiva Order 11248 of September 24, 1965 and of
the rules, regu!aﬁons -and relevant orders of the Secretary of Labar,

) The Operator will furnish &ll information and reports raqu!ned by Exacutive Order 11248 of September
24, 1965, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant thereto,
and will ‘permit. access to its books, records, and sccounts by the contracting agency and the

' Secretary of Labor for purposes of Investigation to ascertaln comphance with such rules, regulations,
and orders. R

(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 Opergtor may be declared Ineligible for further Govemment
. contracls In accordance with procedures authorized in Executive Order 11248 of Septembar 24,
1965, and such other sanctlons may be imposed and remedies Invoked as provided in Executive
'Order 11246 of September 24, 1985 or by rule, regulation, or order 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 Sepfember 24, 1065, 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 request the United States to enter into
“such litigation to protect the Interests of the Unlted States.

. Centification of Nonsegregated Facllitles (41 CFR 60-1.8) (Applicable only to contracts or p_urchase
ornders which are not exempt from the provislons of the Equal Opportunity Clause set out above.)

. The Operator cerlifies that it does not, and will not, maintaln or provide for lts employees any segregated
facllitles at any of its establishments, and that it does not, and will not, permit its employees to perform
thelr services at any location, under lts contral, whers segregated facllities are maintained. The Operator
agrees that a breach of this ceriification is a violation of the Equal Opportuniy Clatise In this contract or
purchase order. As used In this certification, the term  segregated facliitles means any walting rooms,
work areas, rest rooms and wash rooms, restaurants and otlier eating areas, time clocks, locker roonis
and other storage or dressing areas, parking lots, drinking fountalns, recreation or entertainment areas,
transportation, and housing facilities provided for eraployees which are segregated by expiicit directive or
are In fact'segregated on the basls of. rate, -creed, color, or national® origln, beczuse of hablt, tocal
custom, or otherwise. The Operator further agrees that (except where It has ebisined Identical
certifications from proposed subcontractors for specifictime periods) It will obtaln identical certifications
from proposed subcontractors pr(or 1o the award of subcontracts exceeding $10,000 which are not
exempt from the provisions of the. Equal- Opportunity- Clause; that it -will retain such certifications in its

" files; and that it will forward the following notice to such proposed suboontmdors



T

NOTICE TO PROSPECTit ¢ SUBCONTRACTORS OF REQUIREME.T FOR CERTIFICATIONS OF

. NONSEGREGATED FACILITIES. A Certificate of Nonsegregated Facilities must be submitted prierto -

afi ' :
. purchase orders for $2,500 or more )

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

Affirmative Action Compliance Program (41 CFR 60-1,40) (Applicable only if (8) 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 affirnative action program for each of lts establishments, and within
120 days from the effectiveness of this contract or purchase order, shall malntaln a copy of separate
programs for each establishmant, Including evalustions of utliization of mlnonty graup personne! and the
job.classification tables, at each local office respohsible for the personne! matters of such establishment.

. Employer Information Report (41 CER 60-1.7) (Appilcable only If () the Operator has 50 or more

employees, and (b) the Operator is not exempt (pursuant to section 60-1.5 of Title 41 of the Code of
Federal Regulations) from the requirement for filing Employer Information Report EEO-1, and (¢} the
contract-or purchase order Is for $50,000 or more.)

The Operator agrees to file with the appropriate Fedefa! agency annually, on or before the 31s day of
March, complete and accurate reports on Standard Form 100 (EEO-1) promuigated jointly by the Office

“of Federal Contract Compliance, the Equat Employment Opportunity COnunlss!on and Plans for Progress
. orsuch ‘form as may hereafier be promulgated in iis place. ]

Affirmative Actlon for Disabled Veterans and_Veterans of the Vietnam Erd (41 CFR 60-250.) (Appﬂcable
only to contracts or purchase ordets for $10,000 or more ) .

“The affirmalive action clause prescribed In section B0-250.4 of Title 41 of the Code of Federal
‘Regulations Is incorporated hereln hy reference (as permitted by section 80-250.22 of sald Regulations)
as I set out in full at this point. If the Operator (a) has §0 or more employees and (b) this contract or
purchase order Is for $50,000 or mare, theh within 120 days from the effectiveness of this contract or
purchase order, the Operator shall prepare and maintalp an affirmative action progrem . at each -
establishment which shall set forth the Operator s policies, practices and prooedures in acoordanca with
section 60-250.8 of sald Regulations.

(Applimble only to.contracts or

'n\e Affimnative Actlon Clause prescribed in seclion 60—741 4 of Title 41 of the Code of Federal
Regulations Is incorporated hereln by reference (as permitied by saction 60-741.22 of said Regulations)
as If set out In full at this 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 of the effectiveness of this contract or

purchase order, the Operator shall prepare gnd malntsin an affirmative action program at each

establishment, which program shall set forth the Oparator s policles; practices end proeedums in
accordance with section 60-741.6 of sald Regulations.

. Utilization of Minority Business Enterprises {Federal Pngeuremem Regulations 1-1.13.) (Appl]cabla only

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

1) it is the polxcy of the Government that minority business enterprises shall have the maximum

practicable opporiunity to participate in the performance of Government contracs.

@ 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’

" this contract, the term minority business enterprise means a business, at least 50 percent of which is

owned by minority group members of, In case of publicly owned busipesses, at Jeast §1 percent of the

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

wmembers are Negroes, Spanish-speaking American persons, American-Orientals, American-indians,
American-Eskimos, and American Aleuts. Coptraclors may rely on written representations by
'subcontz‘dors regarding thelr status as minority business enterprises In lieu of an Independent
nvestigation.

- Rbjosed{tw)



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 EXPFLORATION

COMPANY, L1.C., AS NON-OPERATOR

NEARBURG EXPLORATION COMPANY L.L.C.

EXPLORATION AND PRODUCTION

Well:
‘Location:
.Operator:

WELL INFORMATION REQUIREMENTS

Spacing Unit:

Operator agrees to furnish to Nearburg the infonnation 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 mudiogger reports containing curvent depth and status, general summary, deviation
surveys, mud properties, daily and cumulative costs, background gas and drilling break intervals in which
a show is present with a description of show and the lithology contalning the show. Daily well and

mudlagger reports should be faxed dally by 8:00 a.m. CST and a weekly recap mailedffaxed to the

folloMng

‘NEARBURG EXPLORATION COMPANY, L.L.C.

(Orilling and Mudlogger Reports)

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

Atin.:- Jerry Eiger

“FAX: (915)-686-7806

B. WELL DATA

The fd]lowing listed data should be malled 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 other 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.
Copies of the ﬁnai composite 3
prints of all logs run in well.
Copy of film of the final 1
composite prints of all logs
run in well.

- Copy well log customer disketie 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 initial and final copy 2 1
of any DST, coring, sample
analysis, formation fluid
analysis, or test reports
on the well.
10. Well history at 1 1
completion of the well.
11. Copy of the bit record and 1
mud recap. :
12 . One copy of Operator's 1 1
State Production Repoct (monthly_)
13. One sample cut of all samples 1

collected by mudlog crew.
14. One (1) complete slabbed section of whole core ("chips from those pomons removed for special

analysis). :
15.  One (1) copy of alf title opinions and curative Instruments covering the pmrauon or spacing unit
for the well should be sent to: H ) )
' NEARBURG EXPLORATION COMPANY, L.L.c. NEARBURG PRODUCiN_G COMPANY
"~ 3300 N. *A”, Building 2, Suite 120 P. O. Box 823085
-Midland, Texas 79705 ) Dallas, Texas 75382-3085

~ Attn.. Bob Shelton ' Afin.: Kathie Craft
C.  NOTIFICATION: '
1. Nearburg Producing Company should receive 24-h6ur notice of lhe-followihg events: spudding,
‘wireline logginQ, 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 _ PAGE

Jerry Elger (Geology) (915) 686-8235 ‘ (015) 687-0344 (800) 405-5160
Cap Homing (Geology) (915) 686-8235 ' {915) 699-4131 (800) 585-4543
Scoft Kimbrough (Drilling) (915) 686-8235 (315) 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, casing point, etc.) that involves Nearburg

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

D. - ACCESS TO L OCATION

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 or produclng life of any well to which Nearburg is entitled to receive such
well information.

E. SPECIAL REQUIREMENTS FOR ADDITIONAL WELL INFORMATION

Nearburg Producing Company and Nearburg Exploration Company, L.L.C. reserve the right to run a
velocity survey, acoustic surveys, or other well bore logs or tests Including the Schiumberger hives
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 fumnish to Nearburg all such information or sturveys. In
addition, Nearburg Explaration Company, L.L.C. may require operator to run a twe-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 Producing Coimpany, Midland.

Cap Homning ' . Bob Shelton
Exploration Manager ) Land Manager

Date: Date;
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Blackbird Prospect -
EXHIBIT “1”.

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

NOTICE OF .J OINT 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:

W/2 of Section 10, and All of Section 11,
Township 16 South, Range 28 East, NMPM,
Eddy County, New Mexico, being limited
in depth from the surface of the earth to the
base of the Morrow Formation.

-+ AND, WHEREAS the said Opemtmg Agreement provides in part that the parties
hereto have granted certain liens and security interests in the above referenced property
ﬁx!mes 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 security 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 2 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 righis 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, phus interest, has
been paid. Each purchaser shall be entitled to rely upon Operator’s written
statement concerning the amount of any default. Operator grants a like lien
_ and security interest to the Non-Operitors to secure payment of Operator’s
proportionate share of expense.”

WHEREAS, it is the intent of the parties to give third parties notice of this
instrument by filing same in the records of Eddy County, New Mexico.

ATTENTION OF RECORDING QFFICE: This instrament gives notice of and
grants liens and security interésts to botli Operator and Non-Operators. Operator
is both a secured party and a debtor. Non-operators are both a secured party and
debtor Thls Notlcc, 2s a financing statement, should be indexed accordingly.

Tammy 'Bo. wbeidg ¢
?e-ww_\\ E-\eusq §‘,
weo Alfte 814

983379 \uo L \\d.r‘eicc.lé
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EXHIBIT “T" )

NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITYINTERESTSAmH)FDUUKﬂNGSTAIELﬂﬂWI
PAGE -2-

NOW, THEREFORE, the undersigned parties do hereby 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 Agrcememt outlined herein,

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

For the purpose of ﬁlihg this Notice of Joint Operating Agreement Lien, Security
Interests and Financing Statement &s 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
-maintained 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
exectted 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 partiés 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 Agreemient shall be cﬁ'ec’tive as of the 262 day of January, 1958.

OPERATOR:

600 North Marienfeld, Stoven “Foy, Vice Bresl
Suite 1100 Tax ID#75-2223190
Midland, Texas 79701

NON-OPERATOR:

NEARBURG EXPLORATION COMPANY, L.L.C.

By: /ﬁ/ (7% é@
’ : Printed Name; Robert’G. Shelton
3300 North “A” Street Tide;__AttoTney=In-Fatt
Building 2, Suite 120 : Tax ID#___ 755626152
Midland, Texas 79705 Date; March 5, 1998

B0 31156 399
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EXHIBIT “T" :

NOTICRE OF JOINT OPERATING AGREEMENT LIEN,
.SECURITY INTERESTS AND FINANCING STATEMENT

PAGE-3-
ACKNOWLEDGMENTS
STATE OF TEXAS g

COUNTY OF MIDLAND §

This instrament was acknowledged before me this 2 day of March 1998, by Steven R

Foy, as Vice President of PENWELL ENERGY, INC., a Texh

corporation,

- My Commission Expires:

corporation, on behalf of said

9/23/01

STATE OF TEXAS - 8§
. ’ §
COUNTY OF MIDLAND §

. — .
This instrument was acknowledged before me on this 5 day of March, 1998, by

Robert G. Shelton

as Attorney-in-Fact

_ of NEARBURG

EXPLORATION COMPANY, L.L.C., a Texas limited liability company, an bebalf of said

company.

My Commission Expires:
5-25-20460

Notary Public

STATE OF TEXAS |

PN R =N

Ilb:nanqoabhddmd w)

Notary/Public in and for the State of Texas

STATEOFNEWMBXICD 25, L5, 2
- CountyofEddy co

FILED "ARl..im% 85%4

2t 3236 _gpocy P,
fecorded in ‘500){ ',',‘"}d was dufy

of the Racords of Eddy County
Karen unty Clarj
By: 3

” Deputy



